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In each year from 1984 Ihrough 1993, we identify all firms for which ther<: is data on both the

lndustry Segment and the Geographic Segment tapes. We eliminate utility and financial firms

(SIC codes 4900-4999 and 6000-6999, respectively), and firms incorporated outside of the U.S.

We eliminate firm-years in which any industrial segment has sales of less than $20 million and

firm-yean in which the total of either industrial or global segment sales is not within 1% oflOtal

reported firm sales for that year.' This r<:sults in a sample of27,287 firm yean, associated with

5,332 firms.

Table 1 presenls descriptive statisli<:s on size and diversificalion measures for the overall

sample and for the subsamples that arc industrially and globally diversified. The mean (median)

fiml has assets of $974 million ($127 million) and sales of $985 million ($159 million).

Globally diversified firms arc larger than the sample as a whole and induslrially diversified firms

are larger than globally diversified firms, on average.

We report Ihree measures of induslrial diversification in table 1: the reporting of more than

one business segment, the average nwnbf:r of business segments, and a sales_based Herfindahl

index. In 20% of the sample finn-yean, more than one industrial segment is reported; i.e. the

firm is industrially diversified in that year. Of the firm-yean that are globally diversified, 33%

arc also industrially diversified. The average number of industrial segments is 1.39 overall, 2.91

among industrially diversified firm-years. and 1.68 among globally diversified firm-years. It

should bf: noted that Comp~tal limits the number of industrial segments to ten; however, there

arc only ten finn-yean in which ten industrial segments are reported. Finally, the average sales-

• The", pl••.,.la",d ,equirtments are ...,.,iat.d wllb tbc cakulatinn of tbo exces••atu. "",..ure. thaI will be
util~ in Ibe paper. Th•••quitnnoot Ibat all indu.trial "'smoot.'! ha.. sal•• of at I...t $20 millioo "Old, tbo
problem of compariog very .....11 "'gmcnts to mucb larger .ingle'legm.m fums. The ,.quirement Ibat "lIm.nt
..I•• loal withiD 1% of lOal firm ..Ieo ....ur•• that all fll'Tl'l ..Ie, ha.e been al1oc:ate<lto indi"dual bu.in... Ind
II10hai !(gmenlS, This ~Ulrement is COmmon to other div.rsiflCltion .n>diu.

"

•
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clI..-l\ed .1......clJ__ the ponocL Tho 'Ver>il' Ind.m.lly d",,,",,n«l nfl'll'" 19!.o1 l>U

3, I' .....-.. ..1Ii1< "'" induotnally divmiliod fum in I99J b.. <>nly 2.1' 0<11"'<"1'

n. _1_ II Il<*ly .,.j .. willi "'" ••Uptign of. """'I innuac in lho .....

__ or in 1!l92. Tho ,,'= • .t Horfindabl ""'"" ;"., from o.~ 10 0 ,. ..

.... ponod, <pIft _ .,111 •""""'- '" doc <lq:n:o: of inolwlriaI ",nnific...... For ,II

lhrec no:lIIMnII di ~ -...... Ule <hIrlgc. from I~'" 1") io ..lftIfk.. II Iho 001

1<-<1 ""-.-Ito _ ..uh ........... Comm<nI .. J......l (lm~ ...... __

'....._ ,. '....Wl/1.aI_ ......Ule 1~1'lll'911lD1: period.

Tho _I A rcoWto for doc peb;oI " ......fOCll"'" ....--. ...g<lII • trctol __ ""'~

peb;oIclI"U'II1\eoIIon, lI-at>_.~ lbOni __ Tho I'n<t>onofw_.. /imu .....

ItO globolly ", .....,fi«l Io......aony__........ "'" pcnod. YMYina .....y oJ~ly on ..__

or)()%. ond ,he clw1gc. in Ibis &action from I!IS< 10 1993 .- _ ",If.. " ..Ir..... ly from -.

Amoni 'hos< nrms dill .. JIobally ",..-n.... bow..... "'" rn.:t_ oro.1eo 'hOI ........ from

lJI<lr Iorcian """'*10..... u.::.- (IV.. time.on~. &om C.211 in 19&< to C,21. In 199)

Tho dw.j<' 0'" Ihe whole period i, "gn,f,ell/1'11 lhe O.cl 1...1,

The _I A ..,..,h. could he ODIIIowho! mi......hnl, The in<lUIl"ll numbc1 of f'mlII

irIoh<.... , .... ..w"ion of lirmlL ..... lim<. 1m,. nnoo "'" .... h~.ly '" he .ll'" 'ndUiln'lIy Ol

n



&Iobolly d'.......lied __ I'Irmo~ ,. ..~ .... ,..;u be • _ -.nil

red"",,- ill ••...., d,>=oifirorioo If_. ' .. &mo .... _ olMriaI: ....

I ' di....ifi••""" ....."ToCUlDlDOlhi._ ..... 'y:' lkpmolA.-.IIoblkp,"o ,,_

of l\rms ilia! or. III Ibo ,"",plo boIh in l!/Iot 1Ild .. 1911l, W. Ialld duo lbo _ IiO

-~
The muI.. I<w thil IUbIompl<o. ...,otIod ill ponol Ii, Indi<ol< tha, _ Iirmo """ ......

C ; • io boob 1984 IIld 1911l. 1M €nocl>ooo..r lIrmI """ .. tnduSlna.lty di..... l\oIl ..d_

"y ... Q.?II ill 19$.1 10 0.267 .. 1993: dIl.o doc__ IIOl ditl'tr IipinCOf1tly frllm .....,

ClD lIM:_-. __ ' _ PR' • -I!y oipi_l. Ibo om IcwoI) ""'.-

io 110< _ of'" """ 1)0 "-'lliod i111hl1 lc: hili OJD '" o..cJ. Th<

f'OI'Ol B __ IajIO<1 oIdi__ . nytbo _ iopoMl

A, Thc cl<s- ofDl di..oIl1a<ioR _ pi&-ly "'"'" 110< ,....... WbI..

the~ ofP>l>ol d1>=oiliAtioo iaItI 1Ip1111conlly

!11lw mo'"", Htwun flobl>l.ttd~Id, ..,>l,/iaoI_
The rauIIo of Ibo Fft"1OIIO ouboo<tJon <Ol.O\>1,,11 ............ io I d<cliIII ill lloo 0(

ioduoIriol cti>=oifialion nl .. ia=u< billie de_ of.lobol cti,....;fteo"... 0't'<I' Mllp"

ponod. .... ~OC\IDRI ..tic<, IhcI'o ..... lao< ....., __ 10 Ihinlr """ ,t-.. 0 Ny 100

nWcIi.lk IinIa kooI. Fj,a, lIIoialtl __bOlilyoflJoboldi ....ylnd ftmu 10

, '..,.. .,.... b ............ "'_1lC.RiOOl. porfWijR. _ ..-.n:co Iimillhc "'Iil~ ..

_ -. -.dIor__.-. 1 lili. II t ..... "'"~ _ IIIdIIarlaI

<11ft. $ea>Iod, if .-oJ .... .-.~_ pn>oWI< 1II"iI.. pi bcn<fi.. 10

"
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1984 ond 1993 for the ,ubumpl< of limu tlut are in tho urnpl< ... both 1984 mol 1993, For ,1>0:

!lme on: dL>< '0. ",bslitution of JIob>I for iOO""';01 div<nificotioo by iooivid..... firm., In the

fol ......inl """i"" we exlUTlinc <be v,i ..,"", eff.." of &Iobol and iOOunri.1 diV<nif«","".

•. Tk•••,..,in. dl"cc...r di",..ir>..l1""

m=un: ooSiO&lly devclop<d by BCfJlC1 ond Ofck (1995) ond modified by Ilodnoc. T"'i- ond

Wc,"'fOP (1998). W. «>mpul< tho pa<<Il\~ diff<m>;;e 0<1..= , firm', v,lue of "".1 cap,tal

,nClllS<rW II<grncn.......oo·,lonc <Iom...ic f,rnu. Imputod Kifficnt ......U<5 "'" cokul..od by

IDt.lI capi'oI '0 »I<s for the II<gmen1. The ,ooustry ""d,.., nl>OO .... based on tile n.".",..," SIC

poupin. """ y;clds 6v• ..nsl....pnal domestic finns lhot hove 011...>1 120 million '" ~."...

,n ca<h ..,."en' md foe wi:li<h w. h.v. "'" d." _euory '" oomP"le 'OIi"'-' w. own """'"

..,,~ fum, fuO<Sl .01... i,......umt .. the 108 of tho "';0 of the firm', .., ..... valll< to i'.

'~ cabJooooI ..... _.qil SIC «>40. "" '),:IO>of" -'"__-.""'"
Jot I ...... or -.p.__aod-..., _for l' ," or.. -'"__ ~.. J7%of
........... _')'<U1 ...... _ .. _ ", no _h of oct_ "" ~h~h

..... _It .._.n..·lltm I _ _u""' .......
_ .. '11<""" ........... Jot..". 11.'.' "'>17 _,.....

"



""1"' Uk. lk1lw ond Or.k (I99S~ chld I"",. doft ..

""* obtcn'.ll"... lOt h ..1Ual '01,.. ja cil/>a ""'"~ four II.- impol<d ..I... '" ..

Iban .,.,.·fourtlI ,,,,,,,,,00.1 .a1 .

Tobl. ~ ~,••'<eM ..I,.. rnouura lOt 0 _ely of ""bMrnpIoo dolillM by d, ....l\oadoII

II", In oddll...... ",'...plot< tho pouibll,1)' thollh< .01....... dlew ot ........1Italion ho..

ohon 0 ...... <uno by prtHIlI"'l oq>__~ lOr tho 191'01918 ar4 1919-1~J

." 0<1•• FfOIlIlJI< lorl< ........" or da,. pral<IlI<ld irllOblt ~ ,nl<rUI.... -..... _

0011 be mad<, Fonl. ovoroJl. IIoboI d, ,tko""" 1O....",_ lh roduc«l .oboo Tbt " ....

(...... ,on) ,,,,,<so ••h", 1'0< &IDballJl d, f,«I r,nno io -O.OllJ (-O.Ol'lol) II......... "'"_

<>.c_ ._ of llol>olly di..... r.... r. <loa "'" eliffi:o oi r.c....l~ ""'" I!IIl of ftmu .........

"'" V>baIJy eli>'enifiod, -Jh "'" m«!I..mo of"'" """ t do ... ff.... tho 0.10"'''' ID

od4i'_.~ 1lO "'&gal "'"' lJI< _ __,.......,Ill IIlob«l

di fOCOlioD ~ronli '" "'" oartitr 1914·1911 Tlot ...-., in ~...-.

""""' finno tNt •• and ""_ JI<lbally .s;..... _ , .,..-. lbt 001 "",,"I d...... !I.IO.......
TolIl<. ol<o _......,.. v..... _'O!»to fO< &..1IIaI .. ..., "" "'" uodusmolty ..,~...._

ev..an. 1nIl....,.. di liuI>Un IS__ ....11I on (~) .......~ of -O.Oll,),l

(-O.OHO), Thtoo <!Iff.. _1icwdIy fn>m 0-01 Iooet: '-'eo... _..-.

_...-.. val.. <!Ill'... ar..r.:,"ly _ 1110 t '41 ot r,,,,,,, ltIoI .. ..., ....

"'" indIIoonaIly d, fi<d I'lO ..,Ill aIobol d, f_ ....... IO<I....,jysoo~ ....

n<pCIW- ..<eM ••ho< _'."' ....11I """"'nol f-."" .. <k>_1Iy .... oorIi.. 198O·19SI

~ l1Io _val imd IlI~di¥om_""'_y_""" on

ll>IO IF 10<1 '"'" ob< di!Iorao<c in _ .... _ "'"' .. '"'" .. "'" ",".."'oily

"



dlvenlfiod .. Ilpf><:anl .. "'" 0,01 1e>'.1 n...." LIIot iJoI>al ..... _ol

dlV....n"""on.,.. ....",; .. 0<1 ..."h rtdllCl>O/lt in val... In "'" 1~.1983 p<nnd but ... v.w.

neutJ1.I in Ib< 1989-19\13 period. Thi, moy ""&8<"' lhOl ''''''''..... rr<IIUlori:Ii from tb<~

_I n'l>tIlOl lIIdIor impl'O\lod corporote .....CI1'IlI1Ot 'l"'lCrn' loci tho&< n"", for "hlclo

di"<nir....ioI:t~.. value.., Ii><... thou opomiono,

"""- ..........- In tho ~lM"", hoi.."",, &k>b&1 Ind...",al divonir«.I;oo. we

_ .... lilIl-'" iaIo fow.... ",I•. ftom.)UI'S I!III Of< lh<r IlotWly Ind."n,Uy

<Ii~ _yean "'"' .. ""'" 1""'*U:f md iDIklMn&Ily d:I ficd. fiI1D")UI'S only

&k>b&llJ "-.ok..... n.r-- IlIlil _lIIII)l' 0IlIIl>0mal1y <Ii'mlned. Thd funhor .. r ,..._

yieldo agprwfll .-1.. a.... .._ JIobooIIy or -....wly lIi......f..... " ..cd ,,""

oi~ ........... Dee. ..I.... 011o~ .. ""'" wbpaN>d> .-l ""'" _ mduPrially mil

aJobally di...-il\td It ...0<1_ ,"'I'" 1IOJl"'" vallie in "'" 191(,[," 0IIbl><n0d.

Howe>", be,n. bolh lIobally mcllUllU!ly "' r«l In "'" 19f9..19!lJ IIIbponod "

___ """ ..-. ..... "pr pooi"•• oxc al on .....

".. ....* lbuo ("'''iii"' tllli. do..,,,. 1M f..llh.llnd""n.J di r.oanon .........-...I

md JIDbaI di......l\OMiOf, .... "",..00«1 0.... Urn<. "'"y .... ..' .... Iy complon_IOry bmo or

dl 6<aboIL FirnIo _ kmUl1ri&lIy d,."..ificd .... _ likely 10 be JIobolly dll'm,f'N

(_ -> ......,.,...Iy. "'" .- fi>nm of d,...... fio.,_ "'I"'l>er olue·

= • wbi.Io ')'110 ordl.oni_ 011 ItS ......~ val... 11_ lInalyoi•

... Iluo 0oס1'"'0'1 '*" _v_ "'......... Ia Ib<~ -"*' .... .,..,.... ff.... of

di.....6c:oIioa ...al... in I .........1f1II<..nina.

n



*1 ,\M"",,,.,~ 'Qui"

To p""uk multi"..;... cvul<nc. on <he vII""<)<I .rr"".. of ,II< il,rrcren' IYJ'C' of

........,lIc..ion. _ ..l1ma1< OId.....,. "'Ioamo "'......,.... of "0flJ "I.. "" 'Iir«o dummy

_leo docnonna; (illinm ally l>uI "'" llobally di,"';fied, (ill finn. tha1 ....

p;.boolly lKIl ... itodustnorly 4ivenifiod, ODd (iii) firmo ..... are .....h 11ld....,;.lIy and llobolly

",._rllld. TbIIIIbo ''''' ."" cocll'i<><nll on 1ho il""""y •.,Ibla '... Ilv: d1_. ,n

_ vll<lc __ 1ho finao ill ..ciI .........~ ........, ond .......... val_ of "1\&1<

...,.....* .... lirmL

I. 1ddI.-...., _ b _ ""","Ill< .........,..... or""..... '.,... ' ..hid..... r,rm ......

~. "'" nwl<t\ oflOlOl """w.1lv: _ orlonlolCm> _ '" ">UI_"""'"
of"""II!~ "' 1ho nllo of bolilfC ......... and \II.. (EDIT) "' ...... 1ho

.-do of.....,.",,, and _lopmODl np<nd,_ 10 and 1ho nllo or~ <llpa>dilWa

", ..Ia. lJ<oca_ <>«00 vat... on: meaoumI ",101,,,,, 10 ...al•• FlO" Ilom<ot>< firm&. ,..

compIIl< ",10"" m<UIIr<I of oil IJIIlopm.:lcrn v....b'" in. lImil.. ","""",.' Wb<n: lh<n: ..

m.ooms oboorv'''on, foI ........,h lIIld ilev.lopm",,, ..pcro:I"~"r odvcrti"nl ..pendi....... ,.•

....... nti"'l\$ ....... 10 -.., Out ra.l<I Oft "'" terIIIh,vc III 11>.. oho,oc. how.... W. <>bioi.

simi1M' ,....1.. ,f..., •••h.d. oil --...lono .."h m,..,nl d.w.

In II>< r.... cohorntI or1lbl< , t<pOr'I the ra.I,. for the fWl _" of 21.142 firm·yQI

__ GMt....... "'ll> ,....1.. po<O<fIIOd lD lObI< 4 mull1.....11< , ...11.

p 'pl", lobI< , """"". IbIII __ .... "llI'lf...mly cr rot r,rmo 1/1&. 1ft

iJIIl--..l1y .. Ik*lly di 1lod "'"" thoy .", b _" "... do<Iauc fi""" The

mulu......... .-11II --... """ -.d_ .. or larp _IUd< "- thao<

'_,_........_(1...1_._-'< Ooo~ ..__

"
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'.J n.. ""luaU"" </f«ro ifdy:"'g.. •w<1'"''lf'''''''''''
One d,f1kolty in in'rrpm,n, tho .,.lu.lI''''' """It> In labl.. 4 >nd 5 "nu' 0lIl OXC"," .oj...

....,..uro coWd 00 "";OSenou.ly ,.~Ied '" 100 choio< of di....ific.""", fot , ..",pl<. 11 "

possibl, tha, poorly pe:rf"""ing firms .... more I,t.ly 10 bo<orne di ....,f,ed. If.." dlv<roified

firms will oxhibi,low", v:oI......... If div...iflC..ion por .. !wi no 10Ip.a<1 00 firm ...I"e. To

.ad(lrcu Ibi. posOibililY, we <Jlllminc: whcIIlCf olwlga in di ....ifiootioo """'..... usoci..ed Wllh

0bonia in <Jl<=O ..I..... F,.,." Ih< full ..",ple. "" idenlii')' ""y Y'"' In "hieh • firm either

........... globally di~fied or <ao>aI Ool"ll ilobaJly dl.cnifiOl!, or I:>c<omeo indo.I".Uy

di"";fiOl! Of uaseo Ooing ,,,,,...mally div....if,ed. W, label the y in whICh II>< r.rm'.

di"""if":a"",, 1Ul". cban;les as yev (l and me.,n,", tho clw>ie m oxc< a!Ile from yur -I 10

~"
lable 6 preoon1S y... _I oXC.....1.... 0IId oI1OJ'lgeO in ........I"" fo< tiles< foor '"humpl..

for tho ...hok period ood for tho 1'/84·1988 and 1989-199J ..bp<rioda. The =u'" as • whok

"\ari<ly 00l'ISl" 1 with Ih< ov....11 ncpti"" usoci..,on I>ctw«ll <Jl<CSII volue and llJobol and

indwaul div...ir ,"". finn. IhaI become ..titer globally or ;nd"mi.lly d......,f....

experi<neo lIlatiJlk.lly sip;fic"", <Iocuaoos in ox vol"" ood firms th>I <ease beill& either

&JobaIlyor ,od"",;.lIy di .....irlOd <Jlpen...., "sti.t lly ";gni(..""t Inc,..... in vol..."

......... III>liJIkoi ..gnificonco i..... 1,..1 Ih< (l.IO 10.<1. Th,......1' Oold, rOt the """1'10

petlod and rOt' each or 01< ",bp<riodo....itt. tl>< fOllowing <><q>li""., The O1«li.., <"",,ge ,n

co......1"" ..-iotOl! ilb «>oint! 10 be glob&lly di• ..-.ifi«l III the ••<roil period i> poojbV<

hut"", significantly d,ff " from ....., .. "'" 0.10 lov-ol. In >d<hlion, b<c<>rning ikil>ally

divemfiOl! In tho 1'/84,)988 subperiod " OISOCI>IOd ..;11I • otatiJlicoily iru,gnjfiC>ll1 ohange III

0'''''''' voJ..., .. ill «»ing 10 I>< &Job.lly di.",ifi«l in tl>< 1989·1993 ."bp<riod,

II



Tlws. II>< tab'" 6 """'IS '''W'' ,ho, firms IcacnHy up<rirnce 1Iipi_""'h_ i~ "'......

...,"" III a 'jtN I~ "''''''b!!Icy botom< di."",ificd. In oddi,i"". da1a OII}'<>11' -I "'.... .-.J_

........ Ihat Iirnu~ m•• oill'llficandy poIi!,." "'''- .a/u< ,~ the yea< bofon Ib<y

do.emfy KIobaJly. ond iDRpifi<U!l .,:<:"'" ...1"" iD Ibo year prier l<l beoomitIl in<luscriolly

"'.....fl<d. n" II>< obo<Iv«l .&i...;o" eli..""",• ....,.,.- with &lobol ond ifl'l""n.1

diverailial_ "'" d...""ply '" po<><ll'"P"'f<>mun1 r"",••~ 10 dJ .....,fy

5. C_d.slcHI

l!IuII: • _k or 27..lA'7 firm_yean c ..... tbe p<riod 19101_19\13..... dc<.ma" .,:-<..,

lindl:ll" willi "'"1'«'10 &lebol di..... fitalion, ifl'l",wl d"cmflcalicft, ana tbe rela"on be""·....

-
W. docwI:Iau an lr<rld in JlobaI d,."';lkM_ c•.,. lim< • IV"'<I frMO"Ctl cl

U.S firmllIa.... "IIemIIlloMl 1lliono in 19\13!11an III 19IA ond, 011 ......g.. ,_ Rnn. IhaI

.. ""'I.....uerul <Ion..a.- hch«l oflboi, _ ....., -.", .........."'" in '9\13

.- III 19101 I_a! oIi..,;lltal_ ""'II 'ho ponod. &llIIooah II>< II«I,,,,,,~

~_ or ........... iI _ ~ than "'" til IlIo hell<>rl of finn. ,~......

InI!u>lnaIIydo......t.ed. _ .... fiDd 1M> ovidonu _ 'FI )0' • 1Imdt. at< ,,1,,011.,

"'" firm ........ ,__ iIo:lIvidoW finn> .. "'" __ II>~ IJcl>aI f", indtlJtnal

do......liaI_

W. fiDd tbal boch &IobooI .. ioo4uomaI dJ......nas- lullO ............ d_ !hal ..

___•••Uyand ...• ...Ily ..pificaM t<1alJ .. 10 ""iIo-oo,. JIIIrOlY _ .. n",... Thi•

.. _ ill boob. l'lU-I9IlI -.I IlIo 1919-19\13 ouIIpmodo. F"_IhIt .... a!hor ,loboJly 01'

indusonally .,;""",t1ood lllul "'" _. bo•• ","",,'" ,,<eN .aha, ~OO'P""'" _'0

"



Iinno IIIaI ~ or~Ip "'-"'lIod_.oiown......t __ ...

lhcI' ...- .-. Ib-. .. oiIlIOI' &Iob&U1 or .-i.ollp .s......./1011 _

intI- ,n ueeoo v .,bon !hoy cuoe~ dl......1ic>d.

Tbua. • preoumod IDcraae ., IlI& fCaibilil)' of&loki di",","fioMi<lll OVllr limo lIM, 10 ratt,

10<1 ... paler; • , -.I lliJbco' IeYcIo 0( JIabIl dlOCBi~ 1....-1 r-i!>ililjl lIOII



Amdo.>d.. Vakmr _ BorucII t..e-.. 1931. IUd; _ os .mM, 1lIl_ro......,p m _
........... lkU.--<I(' ._,ll,~11

!IcIJc>. ""I", G. nil Eli 0&1<. 1995, D1"""';!iaI_', cfJc<1 ... "". ......~<l(F.-J
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