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In spite of the vast amount of literature covering diversification, as well as the effect, 
both in an industrial and international setting there remains an area left under investigated. 
Namely, is the effect whether value enhancing or destroying uniform across different industry 
groups? Prior literature typically assumes the effect (positive or negative) to be uniformly 
distributed. Using panel data covering a 30 year period (1982-2011) it is found this effect is not 
homogenous. Twenty-seven portfolios were constructed following Fama and French’s thirty 
portfolio specifications, to investigate the industrial effects. First, the sample was used under a 
pooled ordinary least squares (OLS) framework showing that different industries respond to the 
different diversification possibilities differently. The results still exist after controlling for “self-
selection” bias using Heckman’s Two Stage regression framework. Lastly, a quantile regression 
technique was also employed to test for the existence of this non-uniform response using both 
enterprise value and return on assets (ROA). 
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Abstract 

Despite the voluminous extant literature on the 
topic of business diversification and the affects an 
important area has been overlooked.  Namely, is 
the effect uniform across different industry groups 
and different diversification paths?  Extant 
literature assumes the effect (positive or negative) 
uniformly distributed.  Using panel data covering a 
30 year period (1982-2011).  The effect is not 
homogenous.  Industry and diversification path 
matter, to resulting in positive, negative and zero 
net affects from diversification.  

 

 

 

 

 

 

 

 

Research Question / Introduction 

Does diversification (business segment – 
industrial diversification- and geographic – global 
diversification) help or hurt the firm?  Is the effect 
the same for all industries or are there 
differences among industries?  Denis et al. (2002) 
was the first paper to analyze the topic for both 
industrial and global diversification.  Santalo and 
Becerra (2008) report that for industrial 
diversification only the effect is not homogenous.  
Report that it appears to be connected to the 
overall diversification level of the industry.   

 

 

 

 

 

 

Methods 

Results Conclusion 
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Data collected from 
CRSP and 

COMPUSTAT. 

Identified “Pure Play” 
Companies 

Built Indicator 
Variables for 

Industrially, Globally or 
Both Diversified Firms 

Constructed the FF 
Portfolios 

Built regression 
variables of interest 

Ran OLS and Heckman 
Two-Stage 

Regressions. 
 

Results show that the response to diversification 
of a firm does not lead to a uniform response.  The 
analysis shows that in support of the extant 
literature diversification can have either a positive 
or negative effect and that industry characteristics 
play an important role in determining if 
diversification is positive or negative for 
shareholders of a firm.  The results appear to 
indicate industry (industry characteristics) is more 
important than corporate governance (of second 
order importance) in determining if forming a 
conglomerate will in fact lead to an increased 
value of the firm through synergies.  It is known 
that diversification may be an activity that has self-
selection bias.  To account for this Heckman’s 
Two-Stage regression techniques were used.  
After this process the results still held.   Lastly, the 
findings of the paper have implication in the 
mergers and acquisitions literature.  If companies 
better identify both the market concentration of 
the industry as well as the typical level of 
diversification within the industry prior to entering 
they will be able to avoid value destroying 
acquisitions.   

 

 

 

 

 

 

 




