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Abstract:  
This paper investigates the influence of diversification strategies on the financial performance of small and medium-

sized enterprises (SMEs) in Lebanon, focusing on three primary forms: geographical, product, and related 

diversification. 

Utilizing a quantitative approach, the research employs a structured questionnaire and statistical analysis via SPSS 

to assess the impact of these strategies on profitability and competitiveness. 

Findings indicate that product diversification yields the most significant benefits, followed by related and 

geographical diversification. Key success factors identified include operational synergies, risk mitigation, and 

expansion of the client base. 

This paper provides actionable recommendations for SMEs seeking to optimize their diversification strategies. The 

results contribute to a deeper understanding of how SMEs can effectively navigate diversification to enhance 

financial outcomes in a competitive economic landscape. 
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I. Introduction 
 The diversification strategy is an approach commonly used by companies to increase their financial 

performance and strengthen their position in the market. This strategy involves expanding a company's activities 

into new products, services, or markets, separate from its core business
1
. SMEs, in particular, can benefit from 

diversification to mitigate risks related to their limited size and reliance on a limited number of products or markets. 

In an increasingly globalized and competitive economic environment, SMEs must constantly adapt and 

innovate to survive and thrive. Diversification can provide significant benefits, such as access to new sources of 

income, improved resilience to market fluctuations, and optimization of domestic resources. However, the 

implementation of this strategy also presents considerable challenges, particularly in terms of resource management, 

organizational coordination, and increased risks related to entering new markets
2
. 

Empirical studies on the impact of diversification on the financial performance of companies have 

produced mixed results. Some research suggests that diversification can improve financial performance by 

exploiting synergies and reducing risk. Other studies, however, indicate that diversification can dilute the firm's 

resources and skills, leading to lower performance
3
. 

In the context of SMEs, the ability of these firms to take advantage of diversification depends on several 

factors, such as their size, organizational structure, and ability to effectively manage new activities. Therefore, it is 

crucial to better understand how and under what conditions diversification can contribute to improving the financial 

performance of SMEs
4
. 

In an economic environment characterized by increased competition, market volatility and increasing 

pressures to innovate, SMEs need to adopt effective strategies to ensure their survival and growth. Diversification, 

while potentially beneficial, also carries significant risks that can negatively affect financial performance if not 

managed properly
5
 



The Influence of Diversification Strategies on the Financial Outcomes of Small and Medium Enterprises 

Corresponding Author: Selim Mekdessi (mekdessi@ul.edu.lb)  2 | Page 

 

One of the key questions surrounding diversification is the extent to which it allows SMEs to hedge against 

market fluctuations and take advantage of new opportunities. While some studies show that diversification can 

improve financial stability and organizational resilience, other research suggests that diversified firms may suffer 

from management issues, resource dilution, and increased complexity, leading to lower financial performance
6
. 

Another crucial aspect of this issue is how SMEs, due to their limited resources, can successfully 

implement a diversification strategy effectively. Large companies often have the resources to support successful 

diversification, but SMEs need to find innovative ways to overcome these constraints. In addition, the ability of 

SMEs to effectively integrate new activities into their existing structure plays a key role in the success of their 

diversification
7
 

Finally, it is important to look at the specific conditions under which diversification can be beneficial for 

SMEs. This includes the research of industry sectors, economic contexts, and firm-specific characteristics that 

influence the impact of diversification on financial performance.Understanding these factors is key to helping SME 

decision-makers formulate diversification strategies that maximize the benefits while minimizing the associated 

risks
8
. 

The main research question is: How does the diversification strategy affect the financial performance of 

small and medium-sized enterprises in different economic and sectoral contexts? 

The research objectives are to provide a comprehensive assessment of the overall impact that 

diversification has on the financial performance of small and medium enterprises (SMEs). This paper aims to 

compare the effects of both tied and untied diversification strategies on the financial outcomes of these businesses.  

Additionally, it seeks to identify the contextual conditions that may moderate the relationship between 

diversification and financial performance. Another key focus is to examine how the internal capacities of SMEs 

contribute to the success of their diversification strategies. Furthermore, this research will analyze the implications 

of risk management practices associated with diversification on the financial performance of SMEs. Finally, it will 

explore the organizational challenges that arise when integrating new activities as a result of diversification efforts. 

To explore the impact of the diversification strategy on the financial performance of SMEs, this research 

formulates three main hypotheses: 

Hypothesis 1: Geographic diversification has a positive effect on the financial performance of SMEs. 

Hypothesis 2: Product diversification improves the financial performance of SMEs.  

Hypothesis 3: Linked diversification has a positive effect on the financial performance of SMEs. 

 

II. Literature Review 
In this section, we examine theories of diversification, including tied and untied diversification, resource 

and skill theory, transaction cost theory, and resource dependency theory. We also discuss diversification in the 

context of SMEs, exploring the specific challenges, potential benefits, and internal factors influencing this strategy. 

We will then analyze the impact of diversification on financial performance, considering geographical and product 

diversification, and the distinction between tied and untied diversification, and will discuss contextual and 

moderating conditions such as the influence of the industrial sector, the size and maturity of the firm, and the 

economic and competitive context
9
. 

 

Theoretical framework for business diversification 

The theoretical framework surrounding business diversification encompasses various theories that provide 

insights into the motivations and outcomes of diversification strategies for firms. These theories include tied and 

untied diversification, resource and skills theory, transaction cost theory, and resource dependency theory, each 

contributing to a deeper understanding of how and why companies diversify their operations and the implications 

these strategies have on their financial and organizational performance. 

Tied and untied diversification theory differentiates between strategies based on the degree of connection 

between new activities and a firm's existing operations. Tied diversification refers to expanding into areas that are 

closely related to the core business, allowing firms to leverage shared resources, skills, or technologies. This 

approach fosters synergies, enhances efficiency, and leads to cost reductions. For instance, a food company that 

ventures into the beverage market can utilize its existing supply chain and marketing expertise. In contrast, untied 

diversification involves entering completely unrelated fields, often as a means of risk management to balance 

potential losses in one sector with gains in another
10

. However, this strategy can present challenges such as high 

coordination costs and a diluted management focus, making successful execution dependent on strong integration 

capabilities and adept multi-sector management skills. Research indicates that tied diversification generally leads to 
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improved financial performance, while untied diversification can yield mixed results, occasionally resulting in 

resource dilution. 

The Resource-Based View (RBV) posits that a firm's internal resources and capabilities are critical 

determinants of its competitive advantage in diversification efforts. Resources encompass assets, processes, and 

knowledge, while skills pertain to the effective utilization of these resources. Firms with unique resources—such as 

strong brand equity or proprietary technologies—can gain significant advantages when entering new 

markets
11

.Additionally, organizational capabilities like project management and innovation are essential for 

successful diversification. The RBV suggests that leveraging existing resources in related areas can yield better 

outcomes, particularly for tied diversification scenarios. Even in untied diversification cases, competencies such as 

financial management play a crucial role in achieving success. 

Transaction cost theory provides another perspective on diversification decisions by focusing on the 

governance structures firms adopt to minimize transaction costs associated with information gathering, contract 

negotiation, and enforcement
12

. Factors such as asset specificity and uncertainty significantly influence these costs. 

When transaction costs are high, firms may choose to manage activities internally—especially when developing 

complex products requiring specialized technologies. Conversely, low transaction costs may lead firms to pursue 

strategic alliances or partnerships. While this theory highlights the hidden costs associated with diversification, it 

assumes rational decision-making processes and does not fully account for the dynamic nature of these decisions. 

Resource Dependency Theory (RDT) examines how external dependencies shape organizational strategies. 

Firms often rely on external resources controlled by others, leading to power imbalances that necessitate strategic 

adaptations. To mitigate uncertainty and enhance autonomy, companies may diversify their sources of resources or 

pursue vertical integration strategies. For example, a manufacturer dependent on external suppliers might integrate 

production processes to secure essential components and reduce risks associated with supply chain 

disruptions
13

.Geographic diversification can also serve as a strategy to lessen dependency by accessing new markets 

and resources
14

.While RDT underscores the importance of external relationships in shaping firm strategies, it tends 

to overlook the potential for internal resource creation and innovation. 

Understanding these theoretical perspectives provides a comprehensive foundation for analyzing how firms 

engage in diversification strategies and the resulting implications for their financial performance and organizational 

effectiveness
15

. By integrating insights from these theories, businesses can better navigate the complexities of 

diversification while optimizing their operational capabilities and market positions. 

 

Diversification in the context of SMEs 

In the realm of small and medium-sized enterprises (SMEs), diversification presents both unique challenges 

and substantial opportunities. SMEs often grapple with specific hurdles when pursuing diversification, primarily due 

to their limited resources, organizational constraints, and vulnerabilities within the market. Financial limitations are 

particularly significant, as diversification typically demands considerable investments in research, marketing, and 

infrastructure—resources that many SMEs find difficult to secure. Furthermore, the management of skills becomes a 

critical issue; diversification frequently requires expertise that may not be readily available within the organization, 

leading to costly recruitment and training efforts. Additionally, SMEs face heightened risks when entering new 

markets or launching new products, where their limited resources can exacerbate the consequences of financial 

setbacks or operational failures
16

. Their often centralized and less formalized structures can impede effective 

management of diversified activities, necessitating the development of flexible strategies and control systems to 

navigate these complexities successfully. 

Despite these challenges, diversification can yield considerable benefits for SMEs. By spreading exposure 

across various products or markets, SMEs can mitigate risk and safeguard against market fluctuations. This strategy 

also opens avenues for accessing new revenue streams and customer bases, thereby enhancing financial stability and 

resilience. Moreover, diversification can bolster competitiveness by optimizing resource utilization and capitalizing 

on synergies across different activities; for instance, a textile company might leverage its existing expertise to 

branch into apparel production. Furthermore, engaging in diversification fosters innovation by exposing SMEs to 

new industries and encouraging creative problem-solving, which is vital for long-term growth and 

adaptability
17

.These advantages underscore how strategic diversification can significantly improve an SME's market 

position and operational stability. 

The success of diversification initiatives within SMEs is heavily influenced by several internal factors. 

Financial resources play a crucial role in enabling SMEs to pursue diversification strategies; without adequate 

capital, growth opportunities may be severely restricted
18

. Equally important are managerial skills, as effective 
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leadership is essential for identifying opportunities, assessing risks, and integrating new activities into existing 

operations. An organizational culture that promotes adaptability and innovation is also critical; cultures that 

encourage calculated risk-taking tend to support successful diversification efforts, while rigid cultures may hinder 

expansion. Additionally, innovation capabilities—such as investments in research and development and the adoption 

of new technologies—provide SMEs with a competitive edge that facilitates entry into new markets with distinctive 

offerings tailored to evolving customer needs
19

. These internal dynamics significantly influence the effectiveness of 

diversification strategies and the ability of SMEs to sustain growth. 

Studying the interplay between these challenges and benefits is essential for SMEs looking to implement 

successful diversification strategies. By recognizing their unique circumstances and leveraging internal strengths, 

SMEs can navigate the complexities of diversification more effectively, ultimately enhancing their financial 

performance and resilience in an increasingly competitive landscape. 

 

Impact of diversification on financial performance 

Diversification serves as a crucial strategy for companies aiming to enhance their financial performance 

and resilience against market fluctuations. This strategic approach can manifest in various forms, including 

geographic diversification, product diversification, and the distinction between tied and untied diversification. Each 

of these strategies presents specific advantages and challenges that can significantly impact a company's financial 

outcomes. 

Geographic diversification involves the expansion of operations into international markets, providing small 

and medium-sized enterprises (SMEs) with an opportunity to mitigate risks associated with dependence on a single 

market. By entering multiple markets, firms can buffer the effects of economic or political challenges in one region 

with gains from others. This strategy not only facilitates growth by accessing larger customer bases but also 

optimizes supply chains and allows firms to benefit from global economies of scale
20

. Moreover, exposure to diverse 

environments fosters innovation and enhances competitiveness by enabling SMEs to adopt new practices and 

technologies. However, international expansion is not without its challenges; it requires effective management of 

cultural, linguistic, and regulatory differences, as well as navigation of financial risks such as currency fluctuations. 

To fully leverage the financial benefits of geographic diversification, effective risk management and strategic 

integration are essential. Empirical studies have shown that when firms successfully navigate these challenges and 

capitalize on synergies between domestic and international markets, geographic diversification can lead to improved 

financial performance. 

Product diversification allows SMEs to broaden their offerings, thereby reducing reliance on a single 

product and stabilizing their financial performance. By diversifying their product lines, firms can attract a wider 

range of customer segments, increase revenue streams, and make better use of existing resources to optimize 

production costs. This strategy also promotes innovation by encouraging creative solutions and the development of 

differentiated products that enhance competitive advantage.However, managing multiple product lines can 

complicate operations and lead to increased costs related to research, marketing, and training
21

.Therefore, SMEs 

must ensure that their diversification efforts align with their capabilities and resources to achieve stability and 

success. Research has indicated that well-executed product diversification tends to improve profitability and growth; 

conversely, poorly planned or excessive diversification can dilute resources and weaken financial outcomes. 

The distinction between tied and untied diversification further influences financial performance. Tied 

diversification involves expanding into related business areas where firms can capitalize on synergies such as shared 

resources and improved efficiency
22

. This approach enhances strategic coordination and management of 

interconnected activities, leading to greater competitiveness and profitability. Empirical evidence supports the 

notion that firms leveraging these synergies tend to achieve superior results. On the other hand, untied 

diversification ventures into unrelated sectors, which may provide risk mitigation through diversified revenue 

streams but often encounters inefficiencies and higher management costs. Poor integration of unrelated businesses 

can dilute focus and resources, adversely affecting financial outcomes. Studies consistently demonstrate that tied 

diversification generally yields more favorable financial results compared to untied diversification, which 

necessitates robust strategic management to avoid potential pitfalls. 

Reviewing the nuances of diversification strategies is essential for companies seeking to improve their 

financial performance in a volatile market environment. By carefully considering the benefits and challenges 

associated with geographic and product diversification, as well as the implications of tied versus untied approaches, 

firms can develop informed strategies that enhance their resilience and competitive positioning in the marketplace
23

. 
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Contextual and moderating conditions 

Contextual conditions and moderating factors are essential in determining the success of business 

diversification strategies. Both external and internal elements significantly influence how companies plan and 

execute their diversification initiatives, as well as the subsequent effects of these strategies on financial performance. 

The industrial sector plays a pivotal role in shaping the effectiveness and outcomes of diversification 

strategies, given that each industry possesses distinct dynamics, competitive landscapes, and economic cycles. High-

growth industries, such as technology and biotechnology, often present more opportunities for successful 

diversification due to increasing demand and rapid innovation. In contrast, mature or declining sectors tend to offer 

limited growth prospects and heightened competition, which can restrict the success of diversification 

efforts
24

.While intense competition may compel firms to diversify in order to differentiate themselves, poorly 

executed diversification initiatives in competitive environments can lead to resource dilution and diminished 

financial performance. Furthermore, economic cycles have a significant impact on diversification; firms operating in 

cyclical industries frequently pursue diversification to stabilize revenues during downturns. For example, a 

construction firm might diversify into maintenance services to mitigate revenue volatility. Additionally, industry 

regulations can either constrain or facilitate diversification opportunities, as evidenced in the healthcare sector where 

stringent regulations foster niche diversification options. Empirical studies indicate that the outcomes of 

diversification vary considerably by sector, with high-tech industries typically achieving superior results due to their 

ability to leverage technological synergies and meet global demand, while traditional sectors often report mixed 

outcomes. 

Economic conditions and competitive dynamics are also crucial in shaping the risks and opportunities 

associated with diversification strategies. During periods of economic growth, firms benefit from increased access to 

capital and favorable market conditions, making it easier to fund and implement diversification 

projects
25

.Conversely, economic recessions tend to limit financing options and reduce viable market opportunities, 

particularly for discretionary goods as consumer spending declines
26

. Companies that diversify into resilient 

sectors—such as essential goods—often perform better during economic downturns. Competition further influences 

diversification strategies; firms operating in saturated markets may seek opportunities in less competitive areas 

through diversification. However, entering highly competitive sectors presents challenges due to significant barriers 

to entry and the need for substantial resources to compete effectively. Poorly planned diversification efforts in such 

environments can adversely affect financial performance. Successful diversification hinges on striking a balance 

between favorable economic conditions and manageable levels of competition; research has shown that firms 

operating in stable economies with moderately competitive markets tend to achieve better results than those 

diversifying under adverse conditions or into highly competitive sectors. 

This literature review examines the various theories and factors that shape firm diversification strategies, 

particularly focusing on small and medium-sized enterprises (SMEs). It explores insights provided by theories such 

as tied and untied diversification, resource and skill theory, transaction cost theory, and resource dependency 

theory—each illuminating the motivations behind and consequences of diversification activities. The review 

highlights key challenges faced by SMEs when diversifying, including financial constraints, difficulties in managing 

skills and talent, as well as increased risks associated with entering new markets or developing new products
27

. 

Despite these challenges, it emphasizes the considerable benefits that diversification can offer SMEs—such as risk 

reduction, access to new markets and revenue streams, enhanced competitiveness through better resource utilization, 

and stimulation of innovation. 

Moreover, the analysis delves into the relationship between diversification strategies and financial 

performance within SMEs by differentiating among geographic diversification, product diversification, and tied 

versus untied approaches. It illustrates that while diversification can lead to substantial advantages, its success is 

contingent upon various contextual factors—including the industry sector, the size and maturity of the firm, as well 

as prevailing economic conditions and competitive dynamics. 

Ultimately, this review provides a theoretical foundation for understanding how different contextual 

conditions influence the effectiveness of diversification strategies in enhancing the financial performance of SMEs. 

It establishes a conceptual framework that will inform the research methodology detailed in subsequent chapters—

specifically focusing on data collection and analysis methods aimed at empirically examining these relationships 

within the context of Lebanese SMEs. 

 

III. Research Methodology 
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This section presents the methodology used to examine the impact of the diversification strategy on the 

financial performance of SMEs in Lebanon. It describes the type and approach of research, the theoretical and 

conceptual framework, and the methods for collecting and analyzing the data. This paper takes a quantitative 

approach by using a structured questionnaire to collect data from SMEs. Responses will be analyzed using statistical 

techniques to test research hypotheses and provide insights into the effects of diversification. Ethical considerations, 

such as data confidentiality and participant consent, are also taken into account to ensure the integrity of the 

research. 

  

Research Design 

This research is quantitative and descriptive. The choice of quantitative research makes it possible to 

objectively measure and analyze the impact of diversification on the financial performance of SMEs. Descriptive 

research is appropriate because it aims to provide an accurate picture of diversification practices and their 

relationship to financial performance, drawing on data collected directly from the companies involved. 

The approach of this research is based on the use of a structured questionnaire, which collects standardized 

data from a representative sample of SMEs in Lebanon. This method is chosen for its ability to collect accurate 

quantitative data and facilitate statistical analysis. The questionnaire includes sections on demographic information, 

independent variables (geographic diversification, product diversification, tied diversification), and the dependent 

variable (financial performance). 

The theoretical framework of this research is based on several theories of strategic management, including 

tied and untied diversification theory, resource-based view theory, transaction cost theory, and resource dependency 

theory. These theories provide complementary perspectives on the motivations and impacts of diversification. The 

theory of tied and unbound diversification helps to distinguish between types of diversification. The Resource-Based 

View emphasizes the importance of internal resources in the success of diversification. Transaction cost theory 

explains organizational choices by minimizing transaction costs, while resource dependency theory examines how 

firms manage their external dependence to reduce uncertainty and increase their strategic autonomy. This theoretical 

framework supports the analysis of the impact of diversification on the financial performance of SMEs, taking into 

account contextual and organizational variables. 

 

Sampling 

The target population of this research includes all small and medium-sized enterprises located in Lebanon. 

SMEs are defined according to the European Union criteria, which include companies with fewer than 250 

employees. This definition is adapted to the Lebanese context to capture a representative image of SMEs operating 

in various economic sectors in Lebanon. 

The sampling method used is stratified random sampling. This method is chosen to ensure a fair 

representation of SMEs in different sectors of activity (commerce, services, industry, agriculture) and company sizes 

(in terms of number of employees and annual turnover). Stratified random sampling reduces selection bias and 

ensures that relevant subgroups of the population are proportionally represented in the final sample. 

The minimum sample size is set at a minimum of 300 SMEs. This number is justified by considerations of 

feasibility, representativeness and statistical precision. A sample of 300 companies is sufficient to perform 

meaningful statistical analyses and to obtain results that can be generalized to all SMEs in Lebanon. In addition, this 

sample size ensures adequate variability in responses, making it easier to explore the different dimensions of 

diversification and their impact on financial performance. 

The representativeness of this sample is also supported by the literature, which indicates that sample sizes 

in the range of 230 to 250 respondents are often sufficient to obtain reliable results in quantitative studies. Moreover, 

by applying appropriate statistical techniques such as confidence intervals and significance tests, we can ensure that 

the conclusions drawn from this sample are applicable to the wider population of SMEs in Lebanon. 

Finally, we will ensure that the selected sample captures the diversity of SMEs in terms of industry, size, 

and level of diversification, which will further enhance the representativeness and external validity of our results. 

 

Data Collection 

The primary data collection instrument for this research is a structured questionnaire, meticulously 

designed to gather comprehensive information regarding the diversification practices and financial performance of 

small and medium-sized enterprises (SMEs). This questionnaire is systematically organized into three principal 

sections: socio-demographic information, independent variables—including geographical diversification, product 
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diversification, and linked diversification—and dependent variables that focus on financial performance and 

profitability. Each section employs a five-point Likert scale to evaluate respondents' perceptions and practices, 

ranging from "strongly disagree" to "strongly agree." The selection of this scale is intentional, as it offers a 

straightforward yet effective means of measuring attitudes and opinions, facilitating nuanced insights into the 

subjects under investigation. 

To ensure the quality and representativeness of the responses, the data collection procedure follows a multi-

step approach. Initially, the questionnaire will be distributed to selected SMEs through direct contact methods and 

email outreach. In this phase, companies will be informed about the study's objectives, the confidentiality of their 

responses, and the significance of their participation in ensuring the reliability of the results. This transparency is 

crucial for fostering trust and encouraging engagement from potential respondents. 

To maximize response rates, a follow-up process will be implemented. Participants who have not 

responded within an initial two-week period will receive reminders to encourage their participation. Additionally, 

telephone follow-ups may be conducted to address any questions or concerns that respondents might have, thereby 

enhancing their willingness to contribute to the research. 

Once responses have been collected, a thorough data verification process will be undertaken to check for 

completeness and consistency. This step is vital in maintaining the integrity of the data before it is entered into 

statistical analysis software for further examination. The careful preparation of data for analysis ensures that 

subsequent findings are robust and reflective of the realities faced by SMEs in relation to their diversification 

strategies and financial performance. 

This structured approach to data collection not only aims to gather relevant information effectively but also 

emphasizes the importance of participant engagement and data integrity in producing reliable research outcomes. By 

employing a well-designed questionnaire and following a comprehensive data collection procedure, this study seeks 

to contribute valuable insights into how diversification strategies impact the financial performance of SMEs. 

 

Research variables 

The independent variables in this research encompass various forms of diversification that small and 

medium-sized enterprises (SMEs) adopt to enhance their operational strategies and financial performance. These 

variables are categorized into three distinct types: geographic diversification, product diversification, and linked 

diversification. Geographic diversification refers to the expansion of a company's operations beyond its national 

borders, allowing SMEs to enter new international markets. This form of diversification is assessed through 

indicators that reflect the firm's presence in various regions and the perceived impact of this strategy on mitigating 

risks and broadening the customer base. By venturing into multiple markets, SMEs can buffer against economic or 

political challenges in any single region, thereby enhancing their overall resilience. 

Product diversification involves expanding the range of products or services offered by a company. This 

variable is evaluated based on claims related to the diversity of product lines, improvements in profitability, the 

attraction of new customer segments, and the complexities associated with managing a broader portfolio. By 

diversifying their product offerings, SMEs can reduce reliance on a single product, stabilize their financial 

performance, and tap into new revenue streams, which ultimately contributes to their competitive advantage. 

Linked diversification measures the extension of a company's activities into sectors or products that are 

closely related to its core operations. This variable is assessed through assertions regarding operational synergies, 

efficiency gains, and the ease of coordinating new activities with existing ones. Firms that successfully engage in 

linked diversification can leverage their existing resources and capabilities, leading to improved operational 

efficiencies and enhanced financial outcomes. 

The dependent variables in this research focus on key financial performance indicators relevant to SMEs. 

Four primary indicators have been identified: annual revenue, net profit, return on assets (ROA), and return on 

equity (ROE). Annual revenue represents the total sales generated by a business within a fiscal year and serves as a 

fundamental indicator of financial performance, reflecting the company's ability to generate income. Net profit is 

calculated as the remaining amount after all expenses, taxes, and costs have been deducted from total income; it is 

crucial for assessing long-term financial health and effectiveness in executing diversification strategies. 

Return on assets (ROA) measures how effectively a company utilizes its total assets to generate profits. 

This indicator is essential for understanding operational efficiency post-diversification. Similarly, return on equity 

(ROE) assesses the profitability generated from shareholders' investments, providing insight into how well a 

company generates returns from its equity base. Both ROA and ROE are critical for analyzing the impact of 

diversification strategies on financial performance. 
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The operationalization of these variables involves defining specific indicators and measures that facilitate 

their evaluation through the structured questionnaire employed in this research. For geographic diversification, the 

number of regions or countries where the company operates will be quantified using statements rated on a Likert 

scale from 1 to 5. Product diversification will be assessed based on the number of product or service lines offered by 

the firm, also utilizing a five-point Likert scale for evaluation. Linked diversification will be measured by examining 

expansions into related sectors, again employing statements rated on a Likert scale. Finally, financial performance 

indicators—annual revenue, net profit, ROA, and ROE—will be assessed through statements rated on a similar 

scale. 

This paper aims to provide a comprehensive understanding of how different forms of diversification 

influence the financial performance of SMEs. By systematically evaluating these independent and dependent 

variables through well-defined measures and indicators, this study seeks to contribute valuable insights into effective 

diversification strategies that can enhance financial outcomes for small and medium-sized enterprises. 

 

Data Analysis 

The data collected from the questionnaires will be analyzed using the Statistical Package for the Social 

Sciences (SPSS) software, a robust tool widely recognized for its capabilities in managing and analyzing complex 

data sets. The analysis process will follow a systematic approach to ensure the integrity and reliability of the 

findings. Initially, data preparation will involve entering the questionnaire responses into SPSS, where the data will 

be meticulously cleaned to eliminate any inconsistencies and address missing values. This step is crucial for 

ensuring that the dataset is complete and accurate, allowing for meaningful analysis. Additionally, variables will be 

coded appropriately to facilitate subsequent analytical procedures. 

Following data preparation, descriptive statistics will be employed to summarize the demographic 

characteristics of the sample and provide an overview of both independent and dependent variables. This analysis 

will include measures of central tendency, such as means and medians, as well as measures of dispersion, including 

standard deviations and confidence intervals. These descriptive statistics will offer valuable insights into the 

sample's composition and the distribution of responses. 

To assess the reliability of the Likert scales utilized in measuring the variables, a reliability analysis will be 

conducted using Cronbach's alpha coefficient. A coefficient value greater than 0.70 will be considered indicative of 

good internal consistency among the scale items, thereby validating their use in this research context. 

Subsequently, correlation analysis will be performed to explore the relationships between independent variables—

namely geographic diversification, product diversification, and linked diversification—and dependent variables 

representing financial performance and profitability. The Pearson correlation coefficient will serve as the primary 

statistical tool for assessing both the strength and direction of these relationships, providing insights into how 

different forms of diversification relate to financial outcomes. 

The final analytical step will involve multiple regression analysis to determine the impact of various forms 

of diversification on SMEs' financial performance and profitability. This method allows for controlling potential 

confounding variables while identifying the specific contributions of each diversification strategy. By employing 

multiple regression analysis, this research aims to elucidate how different diversification approaches influence 

financial outcomes, thereby offering actionable insights for SMEs seeking to optimize their strategies. 

This structured approach to data analysis not only emphasizes rigor and precision but also aims to yield 

comprehensive insights into how diversification strategies affect the financial performance of SMEs. By utilizing 

SPSS for detailed statistical analyses, this research seeks to contribute valuable knowledge to the field of business 

diversification and its implications for small and medium-sized enterprises. 

 

IV. Results and Discussion 
In this section, we present the findings derived from the analysis of questionnaire data collected from 250 

small and medium-sized enterprises (SMEs) in Lebanon, utilizing the Statistical Package for the Social Sciences 

(SPSS) software. Following the presentation of these results, we will engage in an analytical discourse that evaluates 

the implications of the findings and validates the proposed hypotheses. 

 

Descriptive analysis of the characteristics of SMEs 

The descriptive analysis of the characteristics of SMEs reveals important insights into the sectoral 

distribution within Lebanon. The commerce sector emerges as the most significant, accounting for 40.38% of 

surveyed enterprises, followed by services at 28.85%, industry at 17.31%, and agriculture at 13.46%. This 
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distribution highlights the predominant role of commerce in Lebanon's economic landscape. Furthermore, a 

substantial majority of these companies, representing 69.23%, employ fewer than ten individuals, indicating a 

prevalence of micro-enterprises. A smaller segment, comprising 26.92% of businesses, employs between ten and 

forty-nine staff members, while only 3.85% have a workforce ranging from fifty to two hundred fifty employees. 

In terms of longevity, nearly half of the surveyed companies (48.08%) have been operational for over ten 

years, suggesting stability within this group. Another significant portion (28.85%) has been in business for six to ten 

years, while those established for one to five years constitute 19.23%. A mere 3.85% are relatively new entrants, 

having been in existence for less than a year. 

The analysis of annual sales reveals that 36.54% of companies report a turnover exceeding $100,000, 

indicating a healthy revenue stream among a significant portion of SMEs. Additionally, 26.92% generate annual 

revenues between $50,000 and $100,000; a quarter (25%) report earnings between $10,000 and $50,000; and 

11.54% have an annual turnover below $10,000. 

Responses to questions regarding geographic diversification indicate varying perceptions among 

participants. The average score for operating in multiple regions is 3.10, with a majority expressing agreement 

(28.8%), reflecting a moderate recognition of this strategy's benefits. Regarding economic risk reduction through 

geographic diversification, participants rated this aspect with an average score of 3.37; however, the majority 

remained neutral (40.4%), suggesting a moderate positive trend but also uncertainty about its effectiveness. In terms 

of increasing customer base through geographic expansion, an average score of 3.65 was noted, with significant 

agreement (25% "Agree" and 28.8% "Strongly Agree"), indicating a positive perception among respondents. 

Conversely, when assessing operational management as a challenge in geographic diversification, an average score 

of 3.31 reflects mixed responses; both "Neutral" and "Agree" categories were equally represented at 38.5%, 

acknowledging operational challenges associated with managing diversified activities across regions. 

The analysis further explores product diversification perceptions among SMEs. The average score for 

offering a wide range of products or services stands at 3.50, with a majority agreeing (38.5%), indicating recognition 

of product breadth within their offerings. When asked about the impact of product diversification on profitability, 

respondents provided an average score of 3.71, with strong agreement from 36.5% and additional support from 

28.8%, highlighting its positive influence on financial outcomes. Furthermore, product diversification's role in 

attracting new customer segments received an impressive average score of 3.79; here again, strong agreement was 

noted from 36.5% and agreement from 30.8%, underscoring its effectiveness in expanding market reach. 

On the topic of managing multiple product lines' complexity, participants rated this aspect with an average score of 

3.27—indicating a slightly above-neutral trend—with responses predominantly falling into "Neutral" (32.7%) and 

"Agree" (23.1%) categories. 

Regarding linked diversification activities and their perceived effectiveness, new activities related to core 

operations received an average score of 3.87 with strong agreement from nearly half (48.1%) of respondents, 

indicating alignment with core business objectives is recognized positively by SMEs involved in linked 

diversification efforts. 

The financial performance indicators assessed include annual revenue, net profit, return on assets (ROA), 

and return on equity (ROE). For annual income related to geographic diversification, respondents indicated an 

average score of 3.63 with significant agreement (28.8%), reflecting a perceived positive impact on revenue 

generation attributable to geographic expansion efforts. Product diversification yielded an even higher average score 

of 3.79 with majority agreement (40.4%), suggesting substantial revenue growth linked to this strategy; similarly 

tied diversification received an average score of 3.71 with strong agreement from 44.2%, indicating improved 

income outcomes. 

When examining net profit as an indicator of financial performance concerning geographic diversification 

efforts, respondents rated it with an average score of 3.52—showing neutrality among the majority (44.2%)—

suggesting only moderate positive impacts perceived by SMEs from this strategy on net profit generation overall. 

In contrast, product diversification demonstrated a robust average score of 3.85 with agreement from nearly half 

(48.1%), indicating significant profit increases attributed to this strategy while tied diversification also showed 

strong support at an average score of 3.73 from over half (57.7%) indicating improvements in net profit. 

For ROA assessments related to geographic diversification efforts among SMEs, participants rated it 

neutrally at an average score of 3.50 (42% neutrality), while product diversification scored positively at an average 

rating of 3.67 reflecting agreement from over half (51%) regarding its favorable impact on ROA metrics. 

Finally concerning ROE evaluations linked to geographic efforts revealed neutrality again at an average 

rating matching previous findings at about three-point-five zero while product diversification scored positively again 
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at three-point-seven-three reflecting substantial improvements perceived by respondents regarding returns generated 

relative to shareholder equity investments. 

These results provide valuable insights into how different forms of diversification impact financial 

performance within Lebanese SMEs while highlighting specific challenges faced by these enterprises as they 

navigate their growth strategies amidst complex market dynamics. 

 

Reliability analysis 

Cronbach's alpha is a statistical coefficient that measures the internal reliability of a set of questions or 

scales, indicating how consistent variables in the same factor are with each other. The factor must accept when 

Cronbach's alpha exceeds 0.7. 

When studying the diversification and financial performance factors used in the research, the number of questions 

associated with each factor, and the Cronbach's alpha for each factor, the results show that all factors have high 

Cronbach alphas, indicating good internal reliability of the scales. Geographic diversification has an alpha of 0.882, 

product diversification has an alpha of 0.911, and financial performance has an alpha of 0.963, suggesting very 

strong internal consistency for these three factors. Linked diversification has an alpha of 0.740, which is also 

acceptable but slightly lower, indicating that the issues associated with this factor are a bit less consistent with each 

other than for the other factors. In general, these values suggest that questionnaires are generally reliable in assessing 

these dimensions and can be tested by inferential tests.  

 

Impact analysis 

In this section, we examine the impact of various diversification factors on the financial performance of 

small and medium-sized enterprises (SMEs) in Lebanon, utilizing simple linear regression analysis after validating 

the reliability of the factors involved. The independent variables under consideration include geographic 

diversification, product diversification, and linked diversification, while the dependent variable is the financial 

performance of SMEs. 

To assess the impact of geographic diversification on financial performance, we formulate two hypotheses: 

the null hypothesis (H0) posits that there is no impact of geographic diversification on the financial performance of 

SMEs, while the alternative hypothesis (H1) suggests that such an impact exists. The regression analysis results 

reveal a positive and significant relationship between geographic diversification and the financial performance of 

SMEs, characterized by a correlation coefficient of 0.692 and an R² value of 48%. This indicates that geographic 

diversification accounts for 48% of the variance in financial performance among SMEs. The F statistic is calculated 

at 46.064 with a significance level below 0.001, confirming the statistical significance of the model. Consequently, 

we reject the null hypothesis (H0) in favor of the alternative hypothesis (H1). The regression equation derived from 

this analysis is represented as follows:Financial Performance=1.877+0.540×Geographic Diversification. 

Next, we evaluate the impact of product diversification on financial performance with similar hypotheses: 

H0 asserts no impact, while H1 posits a positive effect. The regression results indicate a strong positive relationship 

between product diversification and financial performance, with a correlation coefficient (R) of 0.826 and an R² 

value of 68.2%. This suggests that product diversification explains 68.2% of the changes in financial performance 

for SMEs. The F statistic for this model is 107.454, with a significance level below 0.001, thereby rejecting the null 

hypothesis (H0) and supporting the alternative hypothesis (H1). 

The corresponding regression equation is:Financial Performance=1.485+0.617×Product Diversification 

Lastly, we investigate the impact of linked diversification on financial performance through analogous 

hypotheses: H0 indicates no impact while H1 suggests a positive influence exists. The regression analysis reveals a 

positive relationship between linked diversification and financial performance, with a correlation coefficient (R) of 

0.702 and an R² value of 49.3%, indicating that related diversification accounts for 49.3% of the variance in 

financial performance among SMEs. The Fisher statistic stands at 48.577, with a significance level below 0.001, 

confirming that this model is statistically significant as well. Thus, we reject the null hypothesis (H0) and accept the 

alternative hypothesis (H1). 

The regression equation for linked diversification is:Financial Performance=1.222+0.698×Linked Diversification 

The analysis demonstrates that all three forms of diversification—geographic, product, and linked—

positively influence the financial performance of SMEs in Lebanon. Each form accounts for a significant portion of 

variance in financial outcomes, underscoring the importance of diversification strategies in enhancing SME 

resilience and profitability in a competitive market environment. These findings provide valuable insights for SME 

decision-makers aiming to optimize their diversification strategies to improve overall financial performance. 
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Discussion 

The discussion of the results indicates that geographic, product, and linked diversification each exert a 

positive and significant effect on the financial performance of small and medium-sized enterprises (SMEs), as 

evidenced by correlation coefficients and average response ratings from the survey. Geographic diversification, with 

an average score of 3.63, reflects an overall positive perception regarding its impact on financial performance. The 

correlation coefficient of 0.692, coupled with an R² value of 48%, suggests that expanding operations into different 

regions significantly contributes to improvements in financial outcomes. These findings illustrate that SMEs 

recognize the advantages of geographic diversification in managing risks and capitalizing on new market 

opportunities. 

Product diversification presents an even more favorable perception, with an average score of 3.79. The 

strong correlation coefficient of 0.826 and an R² of 68.2% reinforce this positive view, indicating that product 

diversification is closely associated with enhanced financial performance. SMEs that diversify their product or 

service offerings tend to experience substantial growth in revenue and profitability, confirming that this strategy 

effectively attracts new customers and addresses diverse market demands. 

Similarly, linked diversification also receives a positive assessment, with an average score of 3.71. The correlation 

coefficient of 0.702 and an R² value of 49.3% demonstrate that expansion into related sectors positively influences 

the financial performance of SMEs. This suggests that companies benefit from leveraging operational synergies and 

existing competencies to enter adjacent markets, thereby enhancing their competitiveness and optimizing resource 

utilization. 

The analysis confirms the following hypotheses: 

Hypothesis 1 posits that geographic diversification has a positive effect on the financial performance of 

SMEs. The results substantiate this hypothesis, as indicated by the average response score of 3.63, which reflects a 

favorable perception among respondents. The correlation coefficient (R) of 0.692 and the coefficient of 

determination (R²) of 48% imply that approximately 48% of the variation in financial performance can be attributed 

to geographic diversification efforts. The F statistic of 46.064, accompanied by a p-value less than 0.001, validates 

the statistical significance of the model, leading to the rejection of the null hypothesis (H0) in favor of the alternative 

hypothesis (H1). 

Hypothesis 2 asserts that product diversification improves the financial performance of SMEs. The findings 

for product diversification reveal a high average score of 3.79, indicating a very positive perception among 

respondents regarding its impact on financial outcomes. The correlation coefficient (R) is recorded at 0.826, with an 

R² value of 68.2%, suggesting that product diversification accounts for 68.2% of the variation in financial 

performance among SMEs. The F statistic stands at 107.454 with a p-value below 0.001, confirming the statistical 

significance of this relationship as well, thus rejecting the null hypothesis (H0) and validating the alternative 

hypothesis (H1). 

Hypothesis 3 examines whether linked diversification positively affects the financial performance of SMEs. 

The analysis shows an average response score of 3.71, reflecting a positive perception regarding its impact on 

financial performance. The correlation coefficient (R) is noted at 0.702 with an R² value of 49.3%, indicating that 

related diversification explains about 49.3% of the variation in financial performance among SMEs. The F statistic 

is calculated at 48.577 with a p-value less than 0.001, affirming the statistical significance of this model as well; 

therefore, we reject the null hypothesis (H0) in favor of accepting the alternative hypothesis (H1). 

These results validate all three research hypotheses: geographic, product, and linked diversification 

strategies all demonstrate significant positive impacts on the financial performance of SMEs in Lebanon. Each form 

of diversification contributes uniquely to enhancing profitability and competitiveness within this sector, 

underscoring their importance as strategic initiatives for SMEs aiming to improve their market position and financial 

outcomes in a dynamic economic environment. 

The findings presented here not only confirm the hypotheses but also provide a conceptual framework for 

understanding how different types of diversification can be leveraged by SMEs to achieve better financial 

performance outcomes. Moving forward, it is essential to consider these insights when formulating 

recommendations for SME management practices aimed at optimizing diversification strategies for sustained growth 

and resilience against market fluctuations. 

 

V. Conclusion 
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This study has provided a comprehensive examination of the positive effects of diversification strategies on 

the financial performance of small and medium-sized enterprises (SMEs) in Lebanon, focusing specifically on 

geographic, product, and related diversification. The findings underscore the significant role that each of these 

strategies plays in enhancing profitability and competitiveness, highlighting the necessity for strategic planning and 

effective execution in the diversification process
28

. 

Geographic diversification emerges as a vital strategy for SMEs, allowing them to mitigate risks associated 

with local market instability by expanding into new regions. This approach not only broadens the customer base but 

also increases revenue streams and enhances resilience against economic fluctuations. However, it requires adept 

management of operations across diverse economic and cultural landscapes, presenting unique organizational 

challenges that firms must navigate to fully capitalize on the benefits of this strategy
29

. 

Product diversification stands out as the most impactful strategy for improving financial performance. By 

broadening their range of products or services, SMEs can attract new customer segments and diversify their revenue 

sources, thereby reducing reliance on any single offering. While this strategy presents substantial opportunities for 

growth, it also necessitates significant investments in research and development, as well as enhanced managerial 

capabilities to effectively oversee multiple product lines. The complexity involved in managing diverse offerings 

must be carefully balanced with the potential for increased profitability
30

. 

Related diversification offers SMEs the advantage of operational synergies, enabling them to optimize 

internal resources and improve profitability. This strategy leverages shared resources and processes to streamline 

operations and enhance efficiency. Although related diversification is generally easier to manage than diversification 

into unrelated sectors, it still demands precise integration and coordination of new activities to realize its full 

potential. 

The insights derived from this study provide valuable lessons for SME decision-makers. Effective 

diversification requires a thorough evaluation of available resources, internal competencies, and market conditions. 

Leaders must identify potential synergies between core operations and new ventures to ensure successful 

implementation. While product diversification is recognized for its high profitability potential, it also introduces 

complexity that necessitates careful execution. 

In light of these findings, actionable recommendations emerge for SMEs aiming to enhance their financial 

performance through diversification strategies. Strategic geographic expansion into new regions or international 

markets should begin with areas that share similar economic and cultural characteristics to minimize risks. 

Additionally, optimizing product diversification involves identifying underserved market segments and aligning 

offerings with these opportunities while leveraging existing expertise. 

Furthermore, related diversification should focus on maximizing synergies between existing operations and 

new activities by understanding shared resources critical for achieving economies of scale. Enhancing management 

skills is essential; SME leaders should invest in training their teams to improve project management capabilities and 

adapt effectively to organizational changes. 

Establishing robust financial control systems is equally important for assessing the true impact of 

diversification initiatives. By tracking key performance indicators such as revenue growth, net profit, return on 

assets (ROA), and return on equity (ROE), SMEs can make informed strategic adjustments that ensure sustained 

financial improvement. 

This study affirms that geographic, product, and related diversification strategies significantly enhance the 

financial performance of SMEs in Lebanon. By implementing effective diversification strategies while addressing 

the inherent challenges associated with each approach, SMEs can improve their competitiveness and profitability in 

an increasingly dynamic market environment. The recommendations provided serve as a guide for SME leaders 

aiming to optimize their diversification efforts for long-term success. 
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