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Abstract The effects of diversification on financial performance are well-estab-
lished, less so the way in which diversification influences company behaviour
towards stakeholder demand and social concern. This paper investigates the rela-
tionship between business diversification and corporate social performance (CSP) in
an industrial setting, in Indonesia. CSP is measured with an index constructed from
content and disclosure analysis of annual company reports in line with global
reporting initiative standards. A sample of 107 listed manufacturing companies from
the Indonesian Stock Exchange is used to estimate a lagged multiple regression
model to show that industry-level diversification does not have an effect on CSP.
However, distinguishing between related and unrelated diversification produces a
different outcome whereby, related diversification is negatively and statistically
significantly correlated with CSP. Unrelated diversification, on the other hand,
shows a positive and statistically significant relationship. It means the relationship
between unrelated diversification and CSP is more positive than the relationship
between related diversification and CSP. The findings offer a unique insight into
industrial diversification and CSP in Indonesia’s expanding manufacturing sector.
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1 Introduction

Diversification is an important strategy for a company that wants to enter the growth
stage of a business life-cycle, or to create a competitive advantage, or to survive in
the competition (Kang 2013; Montgomery 1994; Purkayastha et al. 2012; Rumelt
1974). Accordingly, diversification strategy has some benefits, such as creating
synergy, market power (Montgomery 1994; Purkayastha et al. 2012), risk reduction
(Martin and Sayrak 2003; Purkayastha et al. 2012), and internal capital market
efficiency (Erdorf et al. 2013; Martin and Sayrak 2003; Purkayastha et al. 2012). On
the other side, diversification also has several costs that emerge due to the
asymmetry information (Berger and Ofek 1995; Chen and Yu 2012; Martin and
Sayrak 2003), coordination(Chen and Yu 2012) and agency problems (Ataullah
et al. 2014; Martin and Sayrak 2003; Su and Tsang 2015) which lead to internal
coordination cost (Su and Tsang 2015). Hence, the benefit and cost of the
diversification may have an impact on company performance (Chen and Yu 2012;
George and Kabir 2012; Montgomery 1994; Palich et al. 2000; Purkayastha et al.
2012). For example, when a company has created synergy through diversification, it
will lead to higher efficiency and it might effect a better performance of the
company. However, diversification strategy of a company may also have a negative
impact on performance. For instance, when a company has diversified its business
and the company does not handle it properly, it may lead to a higher internal
coordination cost which may cause lower performance. Accordingly, the impact of
diversification on performance is still debatable and needs to be explored in future
research.

Many prior studies have investigated the effect of diversification on a company’s
performance. However, these studies still focus on company financial performance
(Kang 2013; Markides and Williamson 1994). Financial performance actually has
some limitations, such as often failing to present long-term performance and
survival of the company (Harrison and Wicks 2013; Kaplan and Norton 1996) and it
only focuses on stockholders perspective assumptions; maximizing shareholder
wealth (Barney 2011). Hence, another alternative in measuring company perfor-
mance, which relies on multiple stakeholders and a useful predictor of long-term
performance and viability is corporate social performance (CSP) (Kacperczyk 2009;
Kang 2013). Therefore, nowadays, CSP has become an important component of
overall company performance (Brammer et al. 2006). Although CSP is a potential
indicator of a company’s performance, however, research on the relationship
between corporate diversification and CSP is neglected (Kang 2013). In addition,
most of the prior studies have been conducted in the developed countries (Brammer
et al. 2006; Kang 2013; Simerly 1997). Whilst, study on this topic is still missing in
the developing countries, such as Indonesia. Hence, this study aims to examine the
relationship between corporate diversification and CSP in Indonesia. In addition, in
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order to investigate this topic, this study is outlined as follows: introduction, theory
and hypotheses, methods, analysis and conclusion and discussion.

2 Theory and hypotheses

Company performance is the result of activities in a particular period. For instance,
Sahut et al. (2013) define the company performance as a perceptible result of
company strategy adoption. Moreover, one of the company performance measure-
ments is CSP. Some previous authors note that CSP measurement relies on multiple
stakeholders’ views (Brammer et al. 2006; Clarkson 1995; Kacperczyk 2009; Kang
2013; Zhang 2012). In addition, Clarkson (1995) argues that some of the corporate
responsibilities to stakeholders also relate to social concern from society’s
perspective. Furthermore, Brammer et al. (2006) state CSP has become a principal
component of business organization performance, since a company undertaking
intense pressure from stakeholders, such as customers, employees, and socially
responsible investors, need to show their commitment and contribution to society in
social and environmental issues. Hence, we may argue that CSP is a performance
measurement which reflects the company’s response to stakeholder demands and
social issues. Furthermore, some prior studies argue that CSP will be influenced by
some factors, such as corporate diversification (Brammer et al. 2006; Kang 2013)
and industrial visibility (Chiu and Sharfman 2011).

According to Su and Tsang (2015), diversification refers to a company, which
operates in more than one industry or product market. Moreover, Park and Jang
(2012) argue that diversification implies a company moving into a number of
markets (sectors, industries, or segments), in which it was not previously engaged.
Hence, a diversified company may have several different businesses or operate in
multi businesses in terms of industry (product diversification), market or resources.
According to several prior studies, industry or product diversification might be
classified into three forms, including related diversification, unrelated diversification
and total diversification (Chang and Wang 2007; Chen and Yu 2012; Hashai 2015;
Oh et al. 2015; Palepu 1985; Su and Tsang 2015; Zahavi and Lavie 2013). Related
diversification refers to diversification strategy which is associated with expanding
business in a similar product or in the same product line (backward or forward
integration) (Chen and Yu 2012). On the other hand, according to Castafier and
Kavadis (2013) unrelated diversification refers to a diversification strategy that
extend the company’s operation into a different business which has a different
input—output configuration or has limited common resources. Hence, we may argue
that a company which adopts related diversification strategy, has related products
and services, or participates in the same industry. On the other hand, a company
which adopts unrelated diversification has different products and services or
participates in a different industry or market. In addition, total diversification is a
summary of both related diversification and unrelated diversification (Oh et al.
2015; Palepu 1985; Su and Tsang 2015). Accordingly, there are three ways to
measure product diversification, including related diversification (Larry 2010;
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Palepu 1985), unrelated diversification (Kim and Rasheed 2014; Palepu 1985) and
total diversification (Amit and Livnat 1988b; Oh et al. 2015; Raghunathan 1995).

Furthermore, Kang (2013) asserts that there are several reasons why diversifi-
cation has a relationship with CSP. First, the relationship between corporate
diversification and CSP from a stakeholder perspective relies on the range of
stakeholder demands and social issues faced by the company. Kang (2013) argues
that the quantity and diversity of stakeholders that are pertinent to a company should
be closely related to the operation range of the company. Hence, it means that
increasing the company’s range of business operations will increase the quantity and
diversity of stakeholders and further could affect the range of stakeholder demands
and social issues. Second, corporate diversification increases manager’s risk
aversion. According to Kang (2013), diversification strategy pushes the manager to
choose safe strategic decisions which accommodates stakeholder demands and
involve risk management. Third, diversification strategy may reduce managerial
employment risk. Risk reduction in managerial employment on a diversified
company occurs in two ways, including reducing company bankruptcy risk and
management entrenchment (Alesén and Escuer 2002). Thus, it may reduce the
variance of future cash flow (Martin and Sayrak 2003; Kang 2013; Shleifer and
Vinishny 1989). Finally, a diversified company can share the cost and benefit of the
CSP-related investments across their subsidiaries (McWilliams and Siegel 2001).
Consequently, a diversified company has stronger economic encouragement to
invest in social issues. Hence, from the discussion above, we may argue that
corporate diversification has a relationship with CSP.

Several prior studies have investigated the relationship between related
diversification and company performance (Gary 2005; Miller 2006; Park and Jang
2013; Su and Tsang 2015). For example, Su and Tsang (2015) reveal that product
diversification relates to financial performance. Moreover, Miller (2006) notes that
related diversification with capital intensity has a negative and significant
relationship with company performance. Although both of the studies from Su
and Tsang and Miller did not employ CSP as the organizational performance
measurement, it may argue that related diversification has an impact on CSP.
Furthermore, Kang (2013) asserts that related diversification is an antecedent of
corporate social performance. Kang also asserts that related diversification relates to
CSP but not significant in a negative direction. Slightly different, Gary (2005) and
Chen and Yu (2012) reveal that a higher related diversification strategy may lead to
a lower company performance. However, both of them have employed financial
performance as company performance indicator instead of CSP. They argue that the
diversification-performance relationship depends on the complexity of interaction
among variables. Hence, synthesize potential synergy effect might need more
investment in common resources and it will affect the company’s performance.
Nevertheless, most of the previous authors have argued that related diversification
impacts upon organizational performance (Markides and Williamson 1994; Palich
et al. 2000; Park and Jang 2012). Hence, we may argue that related diversification is
an antecedent of CSP.

Furthermore, prior studies have argued that unrelated diversification has a link
with organizational performance (Chatterjee and Wernerfelt 1991; Kang 2013; Kim
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1989; Palepu 1985; Park 2002; Park and Jang 2013; Su and Tsang 2015). For
example, Kim et al. (1989) found that unrelated diversification strategy might be
positively associated with organizational performance when companies are well
diversified globally. Accordingly, most of the prior studies argue that diversification
strategy, such as related and unrelated diversification is an antecedent of
organizational performance (Kang 2013; Su and Tsang 2015).

Moreover, Purkayastha (2013) notes that unrelated diversification has a negative
and significant relationship with ROA as one of the indicators of organizational
performance. On the other hand, Su and Tsang (2015) accentuate that product
diversification (related and unrelated) has a relationship with financial performance
with secondary stakeholders as the moderating variable. Hence, from the discussion
above, it may argue that unrelated diversification relates to organizational
performance. Accordingly, because one of the organizational performance dimen-
sions is the CSP, the researcher assumes that unrelated diversification strategy is
positively related to CSP. However, to the best of the researcher’s knowledge, prior
studies on the link between diversification and CSP is neglected (Brammer et al.
2006; Kang 2013; Simerly 1997). For example, Brammer et al. (2006) have
examined the link between diversification and CSP, but they only addressed
geographical/international diversification as the variable. In addition, Simerly
(1997) has only investigated the link between total diversification and CSP. Hence,
as far as the researcher is aware, only Kang (2013) has examined the relationship
between unrelated diversification strategy and CSP. In accordance with the above
discussion, it may be argued that unrelated diversification is an antecedent of CSP.

Furthermore, different industries have different levels of significance to different
social issues (Brammer and Millington 2008). Therefore, a company which adopts the
unrelated diversification strategy operates its businesses in several different industries
that are widely different in stakeholder demands and social issues. Conversely, a
related diversified company, which conducts its businesses within an industry, has
much more coherent stakeholder demands and social issues. In consequence, an
unrelated diversified company deals with more diverging stakeholder demands and
social issues, whilst, a related diversified company remains focused on a relatively
narrow range of social concerns (Kang 2013). Moreover, Jackson and Apostolakou
(2010) argue that industries represent an important boundary of institutional fields.
They argue that institutional environment pressures on CSP might be different in a
different industry, depending on the industry visibility. In addition, Chiu and
Sharfman (2011) assert that industry visibility might relate to environmental level,
financial and production risk, or the number of customers, the total employment, the
amount of revenue, or taxes on an industry. Therefore, an industry which faces
stronger institutional pressure might have a higher level of commitment to social
responsible behaviour toward stakeholders (i.e. government, consumers and NGO’s).
Accordingly, a related diversified company, which operates in a less visible industry,
has a lower pressure to implement corporate social responsibility (CSR) behaviours
compared to an unrelated diversified company which has higher institutional
environmental pressure.

Moreover, unrelated diversification strategy has a stronger effect on managerial
risk aversion than the related diversification (Hoskisson and Hitt 1988; Kang 2013).
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In addition, the correlation of earnings in unrelated diversification is lower than the
related diversification (Amit and Livnat 1988a; Purkayastha et al. 2012). Therefore,
unrelated diversification will decrease managerial employment risk more effectively
than the related diversification, and promote a stronger managerial response to
social issues (Kacperczyk 2009; Kang 2013). Furthermore, Investment in social
issues, which relate to CSP, helps companies create market intangible assets, such
as reputation, brand and customer loyalty (Kang 2013; Luo and Bhattacharya 2009;
McWilliams and Siegel 2001; Park et al. 2015; Wood 2010). The market intangible
asset is particularly more relevant to an unrelated diversified company, who needs a
more easily transferable brand across diverse products than a related diversified
company (Kang 2013; Park et al. 1991). Considering these reasons, we may argue
that the relationship between related diversification and CSP will be negative and
the relationship between unrelated diversification and CSP will be positive.
Regarding the above discussion, we propose three hypotheses.

HI1: There is a positive significant relationship between total diversification and
CSP.

H2: There is a negative and significant relationship between related diversification
and CSP.

H3: There is a positive and significant relationship between unrelated
diversification and CSP.

3 Methods
This part describes the sample, data sources, variables and measurement.
3.1 Sample and data source

This study uses a purposive sampling of 139 listed manufacturing companies from
the Indonesia Stock Exchange (IDX). Furthermore, because CSP is a long-term
oriented indicator, the one-year lag regression model was applied in this study to
anticipate the effect of corporate diversification toward CSP which was not
occurring immediately or in the same period. Therefore, to fit with this model, there
are two criteria for the sample. Firstly, a company must be listed in the IDX from
2012 to 2013, secondly, it must have published the annual report with a complete set
of data for this research. From 139 Manufacture Companies which were listed in
IDX in 2013, only 125 companies were fulfilling the criteria. Moreover, after the
univariate outlier test with standard score 4 (Hair et al. 2010), and omitting
companies without a score of 4, the final samples consist of 107 companies. This
study employs the annual report of the company in 2013 as the data source of CSP
and CSP industry. While for other variables, including total corporate diversifica-
tion, related diversification, unrelated diversification, public ownership, institutional
ownership, government ownership, company size, company profitability, financial
leverage, and intangible asset, this study uses companies’ annual report in 2012,
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Indonesia capital Market directory (ICMD) 2013 and the Osiris database as the data
sources.

3.2 Variables and measurements

This study employs three types of variable, including dependent, independent and
control variable. The dependent variable in this study is CSP. CSP is company
performance, which reflects company’s response to stakeholder demands and social
issues (Kang 2013). Most previous studies have employed several indicators in
measuring CSP. For example, ethical rating, a multi-dimensional index calculated
by a special agency, or ethical rating indicators in CSP measurement such as KLD
(Aguilera-Caracuel et al. 2015; Kang 2013; Strike et al. 2006; EIRIS Brammer et al.
2006; Dam and Scholtens 2013). This measurement calculates several indicators
which concern different stakeholder groups in different countries. Hence, a different
agency has different indicators. However, ethical rating has some limitations. For
example, KLD is only focus on the listed companies in the US stock exchange (Dam
and Scholtens 2012; Peng and Yang 2014). Hence, KLD is not widely available in
companies from developing country setting. Moreover, each agency interprets the
concept of social performance subjectively, and this leads to different evaluation
processes (Soana 2011). Therefore, content analysis based on CSP’s indicators that
are globally accepted, such as global reporting initiative (GRI), in a developing
country setting is still needed. GRI has been considered as the most relevant
organization in CSR disclosure (Gamerschlag et al. 2011). GRI offers specific
performance indicators of CSR from economic, environmental and social categories
that reflect actual CSR achievement (Bouten et al. 2011), that reflects the CSP.
These indicators are drafted by various experts based on stakeholder consultation
(Bouten et al. 2011), and accepted internationally (Bouten et al. 2011; Farneti and
Guthrie 2009; Gamerschlag et al. 2011).

In measuring CSP, this study uses the disclosure index, which derives from
content analysis of the extent of CSP in the company’s annual report in 2013.
The indicators of CSP in this study are different with the previous studies, such
as Kang (2013) who used KLD index for CSP indicators. The indicators of CSP
are adapted from social performance indicators of the GRI. Moreover, because
this study is conducted in the transition period between GRI version 3 (G3) and
GRI version 4 (G4), we adapt some indicators which are relevant for both GRI
versions and it may become another new insight of this study. There are 80
indicators employed in this study from economic, environmental, and social
performance indicators which consist of human right, labour practices and decent
work, product responsibility and society. For example, coverage of the
organization’s defined benefit plans obligations in economic indicators, initiatives
to provide energy-efficient or renewable energy, and reductions in energy
requirements as a result of these initiatives in environmental indicators,
operations with significant potential or actual negative impacts on local
communities and practices related to customer satisfaction in social indicators.
Furthermore, by using an unweighted disclosure index, every indicator is scored
as 1 if disclosed and O otherwise. Therefore, the maximum possible score for the
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disclosure index in this study is 80 (80 indicators x 1 = 80). In addition, total
disclosure scores of each company are divided by the maximum possible score
to present the disclosure index in percentages.

The second variable in this research is the independent variable. The
independent variable consists of 3 variables, l.e. total corporate diversification,
related diversification, and unrelated diversification. All of these variables are
measured by using the entropy measure (E) as espoused by Jacquemin and Berry
(Doaei et al. 2012; Jacquemin and Berry 1979; Palepu 1985; Purkayastha 2013).
The advantages of using the entropy measure are objectivity, reliability and
ability to capture the level and type of diversification concurrently (Martin and
Sayrak 2003; Sambharya 2000). The entropy measure needs an established
product classification system code to identify the product or industry diversi-
fication. This study employs the new version of the International Standard
Industry Classification of All Economic Activities (ISIC) Revision 4 from United
Nations (2008). ISIC is a coherent and consistent classification based on an
international agreement on concepts, definitions, principles, and classification
rules (Nation 2008). This classification is adopted internationally and used by the
majority countries around the world to develop their national classification,
including Indonesia. Moreover, ISIC Rev.4 has been used to develop the
Indonesia standard Industry classification of All Economic Activities (Klasifikasi
Baku Lapangan Usaha Indonesia/KBLI) (BPS 2009).

Finally, to control other variables which are predicted to have an impact on CSP
based on extensive theoretical and empirical literature, this research applies public
ownership (percentage of public ownership), Institutional ownership (percentage of
institutional ownership), Governance ownership (Dummy governance ownership),
board size (number of board of commissioner in Indonesia context), company size
(Logarithm of Total Assets), financial leverage (Debt asset ratio; Total debt to total
Assets), company profitability (Return on Asset; percentage of earnings before
interest and taxes to total assets), Intangible assets (Market to book ratio; Market
price to book value) and industry CSP (mean of CSP score by industry in 2 digit of
ISIC) (Brammer et al. 2006; Dam and Scholtens 2012; Huang and Watson 2015;
Kang 2013; Khan et al. 2013; Kilic et al. 2015; Lahouel et al. 2014; Li et al. 2015;
McGuire et al. 2012; Nation 2008; Neubaum and Zahra 2006; Ntim and Soobaroyen
2013; Peng and Yang 2014; Walls et al. 2012). Thus, to summarise, Table 1 shows
the operation of variables and measurement. Hence, in the next stage, we will
discuss analysis of the data.

3.3 Analysis
In line with the research aim which wants to examine the relationship between
corporate diversification and CSP, this study uses multiple regression analysis with

one year lag model as the data analysis tool. The regression equations are as
follows:
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Table 1 Operationalization of variable

Variables

Definitions

Measurements

Sources

Dependent variable
CSP

Independent variables

Total
diversification
(TD)

Related
diversification (DR)

Unrelated
diversification (DU)

CSP is company
performance, which
reflects company’s
response toward
stakeholder demands
and social issues

Corporate strategy to
operate in different
business or industry
based on four digit
ISIC

Corporate strategy to
operate in different
business based on four
digits ISIC but in the
same two digits ISIC

Corporate strategy to

operate in different
business or industry
based on two digits
ISIC

Unweighted disclosure
index derived from
content analysis by
using social
performance
indicators of GRI

Entropy measure based
on four digit ISIC

DT =3 Paln!
; b

DT: Total
diversification

P;: The share of the
segment i of group
Jj in the total sales of
the group

Entropy measure based
on four digit ISIC but
in the same two digits
ISIC

DR; =Y P/lng;

igf ‘

DR = i\ DRpp;

DR;: The related
diversification in
several segments
within an industry
groups

Pl: The share of the
segment i of group
j in the total sales of
the group

DR: The weighted
average of total
related diversification
within the entire
group share

p;: The share of jth
group sales in the
total sales of the
company

Entropy measure based
on two digit ISIC
m
— xlnL
DU = z:zl Pixln =

DU: unrelated
diversification in all
entire group shares

Bouten et al. (2011);
Gamerschlag et al.
(2011); Joseph and
Taplin (2011)

Doaei et al. (2012);
Jacquemin and Berry
(1979); Kang (2013);
Kranenburg et al.
(2004); Lien and Li
(2013); Palepu (1985)

Chen and Yu (2012);
Jacquemin and Berry
(1979); Kang (2013);
Kranenburg et al.
(2004); Palepu (1985);
Park and Jang (2013)

Chen and Yu (2012);
Jacquemin and Berry
(1979); Kang (2013);
Kranenburg et al.
(2004); Palepu (1985);
Park and Jang (2013)
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CSPpo13 = fytotal diversificationpoin + Z f:Controlpnoir + & (1)

i=1

CSPpo13 = Pyrelated diversificationpoin + frunrelated diversificationipg,
n
+ p;Controlinoia + &;. (2)

i=1

Before using the regression analysis, we have conducted tests for the classical
assumptions of the linear regression model, including multicollinearity,
heteroscedasticity and wrong functional.

4 Result

Based on the data analysis, the result of the study will be divided into two parts,
including descriptive statistics and regression analysis.

4.1 Descriptive statistics

Table 2 contains summary descriptive statistics for 107 sample companies. In general,
the sample companies have quite varied value in every variable as shown in the
maximum, minimum, mean and standard deviation value. Some variables give unique
information on company sample, such as CSP and diversification. CSP, the dependent
variable, has a minimum score 3.78 % and the maximum score is 48.75 %. It means
that the company with the maximum score disclose 3.75 %, or 3 of 80 indicators.
Hence, on average the companies disclose 19.277 % or 15.42 indicators. Therefore, it
can be concluded that CSP in the sample companies is low. Furthermore, for

Table 2 Descriptive statistic and correlation

Variables Minimum Maximum Mean SD

1. CSP 3.75 48.75 19.276 7.778
2. Total diversification 0.00 1.26 0.349 0.369
3. Related diversification 0.00 0.74 0.101 0.205
4. Unrelated diversification 0.00 1.11 0.248 0.309
5. Public ownership 1.00 66.93 23.550 16.083
6. Institutional ownership 0.00 99.00 68.321 23.482
7. Government ownership 0.00 1.00 0.065 0.248
8. Board size 2.00 9.00 4.009 1.611
9. Company size 9.27 17.98 14.005 1.501
10. Financial leverage 0.04 1.32 0.476 0.219
11. Company profitability —25.38 45.55 7.015 10.952
12. Intangible asset -3.16 10.48 1.842 2.178
13. Industry CSP 12.50 40.00 20.727 5.366
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diversification variables, which capture diversification strategy in sample companies,
the minimum entropy measure is 0. This value shows that the samples consist of
companies which do not adopt a diversification strategy. Moreover, based on the mean
value of three diversification strategies, the value of unrelated diversification is higher
than the related diversification. Thus, it means that the level of the unrelated
diversification is higher than the level of the related diversification.

Table 3 shows Pearson’s correlation matrices for 13 variables. The correlation
values between variables are relatively low, except for one case. The correlation
between total diversification and unrelated diversification reach 0.82. In line with
correlation matrices result, the Varian inflation factor (VIF) value shows that there
is no serious multicollinearity between independent variables and control variables.

4.2 Regression analysis

Two regression models (model 2 and model 3) in Table 4 have tested three
hypotheses of this study. The model 2 tests the hypothesis 1 and the model 3
examines the hypothesis 2, and 3. From the model 2 in Table 3, the result shows that
the level of diversification is not significantly related to CSP (unstandardized
B = —0.046, p = 0.627). Therefore, hypothesis 1 is rejected, there is no positive
relationship between total diversification and CSP. However, when the total
diversification is split based on the type of diversification, the related and unrelated
diversification, the result is different. Both of the types of diversification strategy are
significantly related to CSP, but in a different sign as shown in the model 3. The
related diversification has a negative and significant relationship with CSP
(unstandardized B = —11.94, p = 0.001) therefore hypothesis 2 is supported. The
unrelated diversification on the other hand, shows a positive and statistically
significant relationship with CSP (unstandardized B = 4.620, p = 0.047) which
means that hypothesis 3 is also supported.

5 Discussion and conclusion

This study has examined three hypotheses which relate to corporate diversification
and CSP relationship. First, this study hypothesizes that total diversification has a
positive relationship with CSP (H1). This study found that there is no significant
relationship between the total corporate diversification and CSP. The finding of this
study does not support some previous studies, such as Qian et al. (2010) who found
that total diversification in the context of geographical diversification has a
significant and positive impact on organizational performance. Even though Qian
et al. did not address CSP as an organizational performance measurement, however,
it may argue that corporate diversification may also have a positive and significant
relationship with CSP. Su and Tsang (2015) assert a negative and significant
relationship between total diversification and company performance. The possible
explanation about this finding is that when we combine a positive relationship
between unrelated diversification and CSP with a negative relationship between
related diversification and CSP it will balance or diminish the effect. Hence, we
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argue that the different direction of these two relationships may become the reason
for an insignificant relationship between the level of total diversification and CSP.

However, when the total corporate diversification is divided into two types of
diversification; related and unrelated diversification, both of them have a significant
relationship with CSP. The related diversification has a negative and significant
relationship with CSP (H2). This finding supports some previous studies (Kang
2013; Miller 2006; Su and Tsang 2015). For instance, Su and Tsang (2015) have
noted that related diversification has a significant impact on organizational
performance. However, Su et al. did not examine CSP as the organizational
performance indicator. Moreover, Kang (2013) has found that related diversification
has a negative association with CSP but not a significant relationship.

This finding also supports a study from Gary (2005) who noted that related
diversification may have a negative impact on a company’s performance due to the
absence of the management’s policies in maintaining organizational slack.
Accordingly, we may argue that the negative relationship could happen if a
diversified company ignores the rise of stakeholder demands and social issues.
Unlike CSR in US and European countries, CSR in Indonesia is primarily promoted
by the government rather than the private sector (Park et al. 2015; Waagstein 2011).
Although CSR Indonesia Company Law no. 40 of 2007, article 74(1) has stated that
social and environmental responsibility is obligatory for a company which has
activities in and/or related to natural resources [Indonesia Company Law no. 40 of
2007, article 74(1)], this law does not state specific programmes for the company’s
CSR. Moreover, institutional environmental pressures will be different in a different
industry (Chiu and Sharfman 2011; Jackson and Apostolakou 2010). Therefore, if a
related diversified company operates in a non-natural resources industry, it will not
be motivated to implement CSR programmes and a related diversified company will
not be encouraged to increase its corporate social performance.

Furthermore, we found that the relationship between unrelated diversification and
CSP is positively significant (H3). This finding is congruent with some previous
studies (Chatterjee and Wernerfelt 1991; Kang 2013; Kim 1989; Palepu 1985; Park
2002; Park and Jang 2013; Su and Tsang 2015). For instance, Kang (2013) notes
that there is a significant and positive relationship between unrelated diversification
and CSP. Moreover, Kim et al. (1989) assert that unrelated diversification is an
antecedent of organizational performance. In addition, Su and Tsang (2015) have
asserted that unrelated diversification has a positive and significant relationship with
organizational performance. However, both Kim et al. and Su et al. have not
addressed CSP as the organizational performance yet.

6 Contribution of study, limitations and future research

This study has some contributions, including theoretical contributions and
managerial implications. This study has provided some theoretical contributions
as follows: It gives additional insight about the relationship between corporate
diversification and CSP. To the best of the researcher’s knowledge, only Kang
(2013) has investigated the link between corporate diversification and corporate
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social performance. However, Kang employed KLD as the indicators of corporate
social performance instead of other indicators, such as GRI (Bouten et al. 2011;
Cuadrado-Ballesteros et al. 2015). Moreover, this study has contributed in
calculating the CSP measurement by using content analysis based on the GRI
Indicator, which is different to other previous studies (i.e. Jizi et al. 2014; Kang
2013). In addition, this study has been conducted in a developing country which has
different characteristics from previous studies which are conducted in developed
countries. Furthermore, we also provide some implications for managers and policy
makers. This study helps the managers to understand how the diversification
strategy affects corporate performance (i.e. CSP). Accordingly, to increase the CSP
of the company, a manager should give more attention to unrelated diversification
which has a positive and significant impact on CSP. Even though related
diversification strategy has a negative impact on CSP, it also has a significant
relationship. Hence a manager may also be concerned with related diversification in
order to maintain CSP. Finally, for the government as the policy maker and one of
the company’s stakeholders, this study may become an input to develop a regulation
that can increase the company’s willingness to share their activities on social
responsibility issues.

Furthermore, this study also has some limitations. First, this study has been
conducted only in one emerging country (i.e. Indonesia). Indeed, this will affect the
generalizability issue. This study only examined the relationship between corporate
diversification and CSP in Indonesia. Hence, the researcher cannot justify it as a
generalization for all emerging countries. Second, due to time and cost limitations, this
study employed a cross-sectional study. Thus, it only portrays the phenomena at a
single point in time and it will not be able to reflect the long-term effects of the change.
Third, this study only uses manufacturing industries. Accordingly, this study suggests
several recommendations for future study. First, this study might be extended to
multiple countries, such as South East Asian countries (i.e. Malaysia, Thailand and
Philippines). Second, the future study might use the longitudinal study which
describes phenomena in the long-term. Hence, the longitudinal study might be able to
describe the link between corporate diversification and CSP in a different time and will
be able to measure the relationship’s consistency or validity. In addition, the
longitudinal study may lead practitioners and academicians to understand the causal
relationship between corporate diversification and CSP. This study has not captured
the corporate diversification based on market or geography, therefore, it is interesting
to explore this relationship in the developing countries setting.
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