Revisiting the Diversification Value Impact for UK Firms: 

A Resolution of the Puzzle?
Edel Barnes (University College Cork)

Gael Hardie-Brown (University College Cork)

Corporate diversification decisions and their consequent value impact have received a great deal of attention in the academic literature. However, this literature has been skewed towards the examination of industrial diversification, with less attention paid to its geographic form and has primarily focused on US firms.  In light of differences in regulatory and trading environments between the US and those of other regions, it is helpful to have fresh empirical evidence from different institutional regimes. This study exploits the Bodnar et al. (1998) methodology and applies a model that controls for form of diversification in assessing the value impact of diversification for a sample of UK firms drawn from the constituents of the FTSE All Share index, for the period 1996-2000.   Inconsistent with prior US studies, we report a significant and perverse geographic discount of 14%, and no systematic industrial value impact.  However event studies and value impact assessments can shed only partial light on the diversification decision and regardless of value impact, firms continue to choose to diversify, it is not imposed upon them.  Consequently we further, and uniquely, contribute to the corporate diversification literature here by developing a decision choice model, conditional on the diversification decision, which explains and potentially predicts diversification form with a high degree of accuracy.   Specifically we find sectoral characteristics, together with size and contemporaneous sales to be highly significant predictors of the dimensions of diversification choice.
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