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Summary

Industry classification is often used in accounting research to control cross-sectional effects. The issue of
industry classification has come to be discussed with increase in diversification and M&A. The purpose of
this paper is to investigate the reliability of industrial classification for listed companies in Japan and the
implication for empirical accounting research. | investigate the homogeneity of groups of firms classified by
Nikkei industrial classification (2 and 36 sectors), the classification specified by Securities Identification
Code Committee in Japan (10 and 33 sectors), and Global Industry Classification Standard (10 and 67
sectors). The result shows that there is no difference about the homogeneity of firm performance, growth,
PER, and PBR. In contrast, it is observed that Nikkei industrial classification (36 sectors) and the
classification specified by Securities Identification Code Committee in Japan (33 sectors) generate tighter
groupings on firm size, liquidity, capital structure, assets turnover, and operating cycle.
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