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Diversification, Leverage and Over-Investment

ZENG Chunhua, YANG Xingquan
(Economics and Management School of Shihezi University, Shihezi 832000, China)

Abstract ;. Based on the background of diversification in Chinese listed companies, this paper gives a theoretical analysis about
the governance effect of leverage from the perspective of over-investment, In addition, by using the data from 2004 to 2009 of
Chinese listed companies as a sample, we test the effects of diversification on governance effect of leverage about attenuating o-
ver-investment. The results show that leverage has a significant negative effect on firm’s over-investment, but diversification
will weaken this effect; we also find that, leverage can improve company performance by attenuating over-investment, but di-
versification weaken the positive effect of leverage. This study will not only have great significance of understanding the rela-
tionship between the governance effect of leverage and the effect of investment, but also provide evidence to explain why per-
formance of diversified companies tends to reduce.

Key Words: leverage; diversification; over-investment; corporate performance; investment efficiency; capital market; capital

structure
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