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ABSTRACT

In the highly competitive and constantly evolving modern business environment, enterprise diversification has become a crucial
strategic consideration. This paper comprehensively examines the strategic choices and risk prevention measures of enterprise
diversification based on core competence. It begins by analyzing the concept and significance of core competence and its
profound relationship with enterprise diversification. Subsequently, it meticulously explores different strategic models of
enterprise diversification, including related diversification and unrelated diversification, along with their respective advantages
and disadvantages. Moreover, it deeply delves into the various risks that enterprises face during the diversification process, such
as market risk, management risk, and financial risk. Finally, corresponding risk prevention strategies and measures are proposed,
including strengthening market research and prediction, improving corporate governance structure, and optimizing financial
management. Through a combination of theoretical analysis and case studies, this paper aims to provide theoretical support and
practical guidance for enterprises to make scientific and rational diversification strategic decisions and effectively prevent risks,
thereby enhancing their competitiveness and sustainable development ability in the complex market environment.
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1 Introduction

The contemporary business landscape is characterized by fierce competition and rapid technological advancements.
Enterprises, in their pursuit of growth and sustainability, are constantly exploring new strategic paths. Enterprise
diversification, as an important strategic option, has attracted extensive attention. However, the successful
implementation of diversification hinges on a wise strategic choice based on core competence and the effective
management of associated risks. Core competence, as the essence of an enterprise's sustainable competitive advantage,
significantly influences the direction and feasibility of diversification initiatives. Therefore, it is of great practical
significance to conduct an in-depth study on the strategic choice and risk prevention mechanisms of enterprise
diversification based on core competence.

2 Core Competence and Its Relationship with Enterprise Diversification
2.1 Concept and Significance of Core Competence

Core competence represents the unique combination of knowledge, skills, and resources that endows an enterprise
with a sustainable competitive advantage. It extends beyond tangible assets and encompasses intangible elements such
as technological innovation capabilities, brand influence, human resource quality, and organizational management
efficiency. These core competences are not only difficult for competitors to imitate and replace but also serve as the key to
an enterprise's long-term success in the market. For example, Apple Inc.'s core competences lie in its outstanding
industrial design, powerful operating system development capabilities, and highly integrated ecosystem, which enable it
to dominate in multiple fields such as smartphones and tablets and continuously lead the industry trend.

2.2 The Role of Core Competence in Enterprise Diversification

Core competence serves as the foundation and starting point for enterprise diversification. In related diversification, an
enterprise can leverage its existing core competence in technology, production, marketing, etc. to expand into related
product or service areas. For instance, an appliance enterprise with advanced refrigeration technology as its core
competence can enter related fields such as commercial refrigeration equipment and cold chain logistics equipment.
Through resource sharing and synergy, it can reduce costs, improve product quality and innovation capabilities, and
enhance its market position in the related industry. In unrelated diversification, although the new business is seemingly
unrelated to the original business, the enterprise can still transfer and apply some of its core competences, such as
management experience and brand reputation. For example, a well-known conglomerate with excellent management
capabilities and a strong brand can enter different industries such as real estate and finance and achieve certain success
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by relying on these advantages.

3 Strategic Choice Models of Enterprise Diversification Based on Core Competence
3.1 Related Diversification

Related diversification implies that an enterprise enters a new business area that is related to its existing business in
terms of technology, production, marketing, or other aspects. This strategic choice offers several benefits. Firstly, it
enables resource sharing and synergy. The enterprise can share production facilities, R & D resources, sales channels, etc.
among different businesses, thereby reducing costs and enhancing operational efficiency. For example, a food processing
enterprise can use the same production line and distribution network to produce and sell different types of food
products, achieving economies of scale. Secondly, it is conducive to strengthening the enterprise's competitiveness in the
industry. By expanding related businesses, the enterprise can further consolidate its position in the industry chain,
improve its bargaining power with suppliers and customers, and gain a greater market share. However, related
diversification also has certain drawbacks. For example, if the enterprise fails to manage effectively, it may lead to
excessive concentration of business risks within the industry. Once the industry experiences a downturn or significant
changes, the enterprise may be severely affected. Moreover, competition among related businesses within the enterprise
may also arise, requiring careful coordination and management.

3.2 Unrelated Diversification

Unrelated diversification refers to an enterprise entering a new business area that has no direct connection with its
existing business. The main motivation for enterprises to choose this strategy is to seek new growth opportunities and
spread business risks. The advantages of unrelated diversification include: Firstly, it helps enterprises break through the
limitations of a single industry and expand business scope and revenue sources. For example, a traditional manufacturing
enterprise can enter the service industry or high-tech field through unrelated diversification to achieve business
transformation and upgrading. Secondly, it can reduce the impact of industry-specific risks. Since the new business is not
related to the original business, when one industry encounters difficulties, the other businesses may still maintain stable
development. However, unrelated diversification also brings many challenges. For example, the enterprise needs to face
different market environments, customer needs, and industry regulations, which requires higher management
capabilities and resource allocation capabilities. If the enterprise lacks relevant experience and capabilities, it may lead to
the failure of diversification. Additionally, there may be a lack of synergy between unrelated businesses, making it difficult
to achieve overall optimization and efficiency improvement.

4 Risks Faced by Enterprises in the Process of Diversification Based on Core Competence
4.1 Market Risk

Market risk is one of the most prominent risks in enterprise diversification. When an enterprise enters a new market, it
may face intense competition from existing enterprises in the market. These competitors may have more experience and
advantages in the local market, such as established customer relationships, brand awareness, and distribution channels.
For example, when a new entrant enters the e-commerce market, it has to compete with established e-commerce giants
like Amazon and Alibaba. In addition, market demand fluctuations and changes in consumer preferences also pose
significant challenges to enterprise diversification. If the enterprise fails to accurately predict market trends and adjust its
business strategy in a timely manner, it may lead to overproduction, inventory backlog, or loss of market share. For
instance, a clothing manufacturer that fails to anticipate the shift in fashion trends may end up with a large inventory of
unfashionable products.

4.2 Management Risk

Diversification requires enterprises to manage multiple businesses and industries simultaneously, which increases the
complexity of management. Different businesses have different characteristics, management models, and cultural
backgrounds. If the enterprise cannot establish an effective corporate governance structure and management system, it
may lead to problems such as internal coordination difficulties, inefficiency, and conflicts of interest. For example, in a
diversified enterprise group, there may be conflicts between different business units in resource allocation and strategic
decision-making. Moreover, the enterprise also needs to have a professional management team with cross-industry
management capabilities. If the management team lacks relevant experience and knowledge, it will be difficult to
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effectively manage and develop diversified businesses.
For instance, a traditional manufacturing company that enters the software development industry may struggle to
manage the highly technical and innovative software development projects without the right talent and expertise.

4.3 Financial Risk

Enterprise diversification usually requires a large amount of capital investment. If the enterprise's financial situation is
not strong enough or its financing channels are limited, it may face financial pressure and risks. For example, when an
enterprise enters a new business area, it needs to invest in R & D, production facilities, marketing, etc. If the return on
investment is not as expected or the new business takes a long time to achieve profitability, it may lead to a decline in the
enterprise's financial performance, an increase in debt ratio, and even financial crisis. In addition, diversification may also
affect the enterprise's capital structure and financial flexibility. If the enterprise makes inappropriate capital allocation
decisions, it may reduce its ability to respond to financial risks.

For example, if an enterprise over-invests in a new business and neglects its core business's capital needs, it may put
both the new and old businesses at risk.

5 Risk Prevention Strategies and Measures for Enterprise Diversification Based on Core Competence
5.1 Strengthening Market Research and Prediction

To effectively prevent market risk, enterprises need to strengthen market research and prediction before and during
the process of diversification. They should conduct in-depth investigations and analyses of the target market, including
market size, growth potential, competition situation, consumer demand characteristics, and industry trends. By collecting
and analyzing a large amount of market data, the enterprise can make more accurate judgments and predictions about
market opportunities and risks. For example, using big data analysis technology and market research reports to
understand the latest trends and changes in the market. At the same time, the enterprise should establish a market
monitoring and feedback mechanism to continuously track market changes and adjust its business strategy in a timely
manner.

For instance, a consumer electronics company that plans to diversify into the smart home market can use sensors and
data analytics to monitor consumer behavior and preferences in real-time and adjust its product features and marketing
strategies accordingly.

5.2 Improving Corporate Governance Structure

To deal with management risk, enterprises should improve their corporate governance structure and management
system. First, they should clarify the division of responsibilities and powers among different business units and
management levels to ensure effective coordination and communication. For example, establishing a clear organizational
structure and decision-making process for the diversified enterprise group. Second, they should strengthen internal
control and supervision to prevent problems such as internal fraud and mismanagement. Third, the enterprise should pay
attention to cultivating and attracting professional management talents with cross-industry management capabilities,
and provide them with continuous training and development opportunities to improve their management level and
innovation ability.

For example, a conglomerate can set up an internal management training academy or partner with external business
schools to train its managers.

5.3 Optimizing Financial Management

In terms of preventing financial risk, enterprises should optimize their financial management. They should make
reasonable capital budgeting and investment decisions before diversification, fully consider the financial situation and
risk tolerance of the enterprise, and ensure that the capital investment is in line with the strategic goals and expected
returns of the enterprise.

For example, using financial analysis tools and methods such as net present value (NPV) and internal rate of return
(IRR) to evaluate investment projects. During the process of diversification, the enterprise should strengthen financial risk
monitoring and early warning, regularly analyze financial indicators such as cash flow, debt ratio, and profitability, and
take timely measures to adjust capital structure and control financial risks.

In addition, the enterprise should also actively explore diversified financing channels to ensure sufficient capital supply
and reasonable cost of capital. For example, a company can issue bonds, seek equity financing from venture capitalists or
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strategic investors, or use crowdfunding platforms depending on its specific circumstances.

6 Case Studies
6.1 Success Stories

A prime example of successful diversification based on core competence is Samsung. Starting from its core
competence in semiconductor and electronics manufacturing, Samsung has carried out related diversification into
various fields such as smartphones, televisions, home appliances, and memory chips. By leveraging its technological
prowess and manufacturing efficiencies in semiconductors, Samsung has been able to achieve significant cost savings
and product quality improvements in its other electronics products. For example, its advanced semiconductor technology
has enabled it to develop high-performance processors for its smartphones and televisions, enhancing their overall
performance and competitiveness in the market. Additionally, Samsung's strong brand reputation and global marketing
and distribution network have further supported its diversification efforts, allowing it to capture a large market share in
multiple product categories and maintain its position as a global leader in the electronics industry.

6.2 Failure Cases

One notable failure case is Kodak. Kodak was a dominant player in the traditional film photography industry with
strong core competences in film manufacturing and photographic technology. However, when the digital photography
revolution emerged, Kodak failed to make a successful transition through diversification. Despite having the
technological capabilities to enter the digital imaging market, Kodak was slow to respond due to its over-reliance on the
traditional film business and internal resistance to change. The company's management was unable to effectively manage
the shift in business focus and allocate resources to the new digital business. As a result, Kodak faced a rapid decline in
market share and financial performance, eventually filing for bankruptcy. This case illustrates the importance of timely
and strategic diversification based on core competence and the perils of being complacent and resistant to change in a
dynamic market environment.

7 Conclusion
7.1 Summary of Research Results

This comprehensive study has thoroughly examined the strategic choice and risk prevention of enterprise
diversification based on core competence. It is evident that core competence is the fundamental determinant of
successful diversification. Enterprises must carefully select the appropriate diversification strategy, whether related or
unrelated, while being vigilant about the associated risks. By implementing measures such as strengthening market
research and prediction, improving corporate governance structure, and optimizing financial management, enterprises
can enhance the likelihood of successful diversification and strengthen their competitive position and sustainable
development capabilities in the complex and volatile market environment.

7.2 Future Research Directions and Suggestions

Future research could focus on exploring the dynamic evolution of core competence and its impact on the long-term
success of diversification strategies. As industries continue to transform and new technologies emerge, how enterprises
can continuously adapt and enhance their core competences to sustain their diversification efforts is a crucial area for
further investigation. Additionally, research could delve into the role of strategic partnerships and alliances in facilitating
diversification and mitigating risks. For example, how can enterprises collaborate with startups, research institutions, or
other companies to gain access to new technologies and markets and share risks and resources?

7.3 Policy Recommendations and Enterprise Practices

For enterprises, it is essential to continuously invest in research and development and talent cultivation to strengthen
their core competences. When considering diversification, a comprehensive and detailed feasibility study, including a
thorough risk assessment, should be conducted before making any strategic moves. A well-defined implementation plan
with clear milestones and contingency measures should be developed and strictly followed. For policymakers, they can
play a role in promoting a conducive business environment for enterprise diversification. This can involve providing
incentives for innovation and R & D, simplifying regulatory procedures for cross-industry operations, and facilitating
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access to capital and technology for enterprises. By working together, enterprises and policymakers can contribute to the
healthy and sustainable development of enterprise diversification, which in turn can drive economic growth and
innovation.
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