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Implications of the Trend and Performance of Business Diversfication: An Empirica Investigetion

Abstract

This study andyzes the rdlationship between business diversfication and operating
performance. Using asample of 1,528 firms over the 1990 to 1996 period, our results show thet
diversfied firms perform significantly better than Sngle ssgment firms. Thus, the previoudy identified
value discount in diversified firms cannot be attributed to poor operating performance. In comparing
diversfying and focusing firms, our resultsindicate thet diversifying firmsincresse their leverage and
suffer anomina dedline in operating performance. On the other hand, focusing firms reduce their
leverage and improve their operating performance.



An Empirical Examination of the Trend and Performance
Effects of Business Diversification

INTRODUCTION

In an efficient market setting, firms must continually restructure themselves to reach and
maintain a vaue maximizing dynamic equilibrium. The most frequently adopted gpproach to
restructuring has been the re-scaling and re-scoping of operations by corporations to achieve optimal
gpan thet, a least in theory, leads to shareholder wedth maximization. Firms have redefined their
business grategies and have changed the scale and composition of their business portfolios through
diversfying acquisitions and through refocusing divestments. The existing evidence on corporate
diversfication suggests thet diversified firms suffer value losses (Berger and Ofek (1995), and Servaes
(1996) among others). Although there have been attempts to trace the origins of value destruction to
agency conflicts (Denis et d, 1997), inability to generate diversfication related benefits (Comment and
Jarrell (1994), and/or nonexistence of benefits of interna capital markets related gains (Morck et d,
1990), the findings have been at best inconclusive. Surprisingly, one mgor factor --poor operating
performance - that may directly result in value destruction has not been investigated.

In this paper, we seek to trace the origins of the value discount in diversfied firmsto firm
operating/accounting performance. If operating factors such as poor asset deployment, inefficient
processing strategies, lack of coordination, and diseconomies of scale and scope lead to value
destruction, we should expect to find a negetive relation between the degree of business diversification
and operating performance. We investigate the relationship between the degree of corporate
diversfication and firm operating performance in terms of return on assets and return on equity.

Initialy, we analyze whether the trend of increasing corporate focus documented for the 1980s



is continuing into the decade of 1990s. Wefind, consistent with previous literature, that while focused
firms dominate and tend to increase their representation in the sample, more diversified firms lose their
proportiona share in the sample over time. In addition, there is a continuous monotonic declinein the
average number of business segments reported by firms from 1.89in 1990 to 1.75in 1996. Further,
not only the direction from diversfication to focus is consistent across years, but aso the strength of
the focus trend increases over time. Out of dl the 1,528 sample firms, 155 report diversifying moves
and 279 report focusing moves, on average changing their ssgments by +1.38 and -1.59, respectively,
over the seven year period from 1990 to 1996.

In the next stage of our investigation we examine firm-specific characterigtics that precipitate
the decision by firms to opt for narrow versus broad business scope. We find that firm sze and
degree of diversfication are monotonicaly and postively relaed. Interms of debt financing, more
diversified firms have significantly higher leverage than less diversified firms. Our multiple regression
specification results show that after controlling for size and leverage differentid's, multi- ssgment firms
outperform single segment firms, and higher degree of diversification is associated with better
operating performance.

In addition to cross-sectional andysis of the rdation between level of diversfication and
performance, we investigate changesin diversfication levelsand the rd ated changesin financid structure
and performance. Weidentify firm-specific characterigticsthat induce ashift in corporate scope. Wefind
that there are Sgnificant firm characteridtic differential s associated with the srategic choice of expanding or
reducing corporate scope. In generd, diversifying firms appear to haveinitial poor performance, alower

asset base, higher growth opportunities, lower asset utilization efficiency, and anarrower corporatescope



relative to focusing firms.

Findly, in terms of implications of shiftsin corporate scope, we find that while both diversifying

and focusing groups gain in terms of arise in the market to book retios, only focusing firms experience

an operating performance gain. While diversifying firms experience arisein leverage and adeclinein
the bankruptcy score, focusing firms show adeclinein leverage and arise in the bankruptcy score.
However, the changes are Satidtically inggnificant.
The paper proceeds asfollows. Section 2 discusses the relevant literature on thistopic. In
Section 3 we explain sample congtruction and present our data description and trendsin
diversification/focus over the sample period. Section 4 examinesfinancial structureand
performance differ entials between the focused and diver sified firmsand relates corporate
scope and financial performancein a multivariate setting. Section 5 addressesthe question
of dynamics of business scope adjustment. Section 6 concludes the paper.PREVIOUS
LITERATURE

There have been numerous studies addressing the question of what caused the rise of the
conglomerate mergerswave inthe 1960s and itsfal in the 1980s, giving way to amore focused business
srategy. The logic advanced in favor of diversification include manageriad economies of scae and
efficiency gains through creetion of an additiond layer of management specificaly undertaking the
coordinating function among various pecidized divisons. A multi- segment corporation witha well -
designed organizationa structure may combine the benefits of specidization with those of diversification
through amore efficient decision process.

Diversification may yidld financia synergies and increased debt capecity. Lewelen (1971)



suggests that by combining projects with uncorrelated cash streams, diversified firms are aole to
ensure ability of earnings. This coinsurance effect, by dlowing greeter debt capacity, generates value
through an incressed interest tax shield and through the smoathening out of losses and gains. Mgd
and Myers (1987) suggest that under certain conditions, the overal tax ligbility of a multi-segment
corporation may be less than that of asingle segment firm. In addition, Williamson (1986) suggests
that diversfied firms regp the benefit of interna capital markets that are more cogt efficient than
externa capita markets. Stulz (1990) suggeststhat by avoiding the need to go to externd capitd
market for funds, diversfied firms are able to mitigate the under -investment problem highlighted by

Myers (1977).

Diversfication may beinduced by poor performance and growth congtraints. Gort et d
(1985) suggest thet firms diversify to tap the comparative advantage of new businesses relative to the
exiding business. Lang and Stulz (1994) support this argument by providing evidence thet firms

diversfy away from low growth to potentidly high growth activities.

Historically, firms may have chosen to adopt diversification to avoid antitrust restrictions.
Siger (1966) argued that the 1950 merger act may have led firmsto expand in diverse lines of
businesses. However, even then diversification was not value enhancing (Servaes, 1996). Shleifer
and Vishny (1991) conjecture that firms having excess cash and experiencing an environment
favorable to issuing equity escaped the antitrust regulation by acquiring businesses outside their main

line of business.

However, agrowing volume of empirica evidence suggeststhe existence of adverse



vauation consequences due to diversfication. One rationalization advanced by Bhide (1990) isthat
previous product and capital market inefficiencies, incompleteness, and information asymmetries made
externd market interactions costly, making internal capital markets transactio ns advantageous and
value-cregting for diversified firms. The current trend of rising capital market sophistication, reduced
regulation, and better information transparency has eroded the benefits of diversification (Markides,
1995). At the sametime, because of the increased business environment uncertainty and volatility
there has been grester information and control lossin diversified firms (Hill and Hoskisson, 1987), the

codts of diversification have gone up.

However, Servaes (1996) shows that even in the 1960s and 1970s, diversified firms were not
vaued a a premium; rather there was a subgtantia discount in the 1960s that declined to zero in the
1970s. In addition, event study results comparing acquirers return to diversifying versus non-
diversifying acquisitions suggest thet the former acquisitions had negetive value consequences (Morck

et a, 1990; Eckbo, 1985; and Sicherman and Pettway, 1987).

Thereis dso evidence that diversfication adversely affects market performance. Comment
and Jarrell (1994) report anegative relation between abnormal stock returns and various meesures of
diversification. Smilarly, Lang and Stulz (1994) report a negative relation between the degree of
diversification and Tobin's Q.

Recently, the evidence of value creation by increasing focus has been interpreted as an
indicator of vaue destruction by diversfication. Berger and Ofek (1995), for example, suggest that the

recent trend towards increase in focus as reported among others by Comment and Jarrell (1994) ard



Liebeskind and Opler (1993) is a consequence of corporations redizing that unrelated diversification
decreases firm vaue. Since increase in focus has been shown to lead to positive vauation effects for
sdlers (John and Ofek, 1994), it is proposed that initid diversfication may have been vaue
destroying. Comment and Jarrell (1994) argue that increased emphasis on focus, combined with a
positive relation between stock performance and change in focus, and inability of diversfied firmsto

tap the benefits of interna capital markets, confirms diseconomies of scopein the 1980s.

Tracing the Source of Value L ossesin Agency Behavior of Management
Given that diversfication facilitates cregtion of internd capital markets, Jensen’s (1986)

argument that managers with larger debt capacity and access to free cash flow may undertake non
value maximizing investments, may explain norvaue maximizing diversification. Further, duetothe
inter- segment transfer of cash, there is a greater possibility of managers undertaking negative vaue
enhancing projects relative to single- segment firms. A related hypothesisin terms of “ cross-
subsidization” (Meyers, Milgrom and Roberts, 1992) predicts that as a part of a conglomerate,
negative net worth subsidiaries tend to survive for alonger period and contribute to value destruction.
On asimilar note, Stulz (1990) suggeststhat diversfied firms having accessto internally generated
funds may have a problem of over-investment. Managers may actudly be investing in negative net-

present-vaue projects since they are able to avoid market evauation and monitoring of their projects.

Over-diversification can result in negative synergy and diseconomies of scope. Additionaly,

over-diversfication may lead to information asymmetries and coordination related distortions, making



conglomerates more likely to suffer profitability and value losses (Meyerson, 1982; and Harriset d,
1982).

It isargued that managers derive private benefits from diversification, in terms of added power
and prestige associated with managing large conglomerates, as well as size related compensation
benefits (Jensen, 1986; and Jensen and Murphy, 1991). In addition to scale expansion, diversification
aso helps managers diversify the risk of their persona human capita, which istied to the firm thet they
manage (Amihud and Lev, 1981). Morck et a (1990) and Amihud and Lev (1981) provide empirica
evidence to this effect. Also, thereis amanageria desire for entrenchment playing itsrole in suboptimal
diversfication strategy. Shleifer and Vishny (1989) argue that managers, in abid to make themselves
indigpensable to the firms they manage, may opt for diversfication at the cost of negative shareholders
wesalth consequences.

Deniset d (1997) provide evidence on the agency hypothesis by andyzing diversfication leve
and changes therein, asinfluenced by ownership structure and the market for corporate control. They
interpret their findings of a negative relation between the level of diversfication and insider ownership
as evidence of divergent interests of firm managers and shareholders. They aso argue thet the
evidence of a negetive relation between outside block ownership and the leve of diversificationisa
manifestation of agency conflict in terms of managers not being monitored by externa shareholders.
However, they do not find support for the argument that firms with higher managerial and outsde
block ownership undertake more vauable diversfication. More importantly, they find little direct
evidence that value loss from diversfication is related to either manageria or outside block ownership.

Obvioudy, while alarge volume of literature documents val ue discount associated with



diverdfication, there gppears to be a sgnificant gap in our understanding of the source of that vaue
discount. Specifically, the issue of linkage between operating performances and diversfication begs
more attention. Relating the degree of firm diversification to return on assets and equity is critica to
wnderstanding if the market is discounting diversified firms due to their diseconomies of scope, negative
synergy and excessive Spreading of manageria resources over an unmanagesbly large regime. Inthis

paper we focus on this aspect of corporate diversification strategy.

SAMPLE COMPOS TION AND DATA DESCRIPTION

Sample Selection

We rely on the Compustat active firms library to congtruct our sample. The sample coversthe
sevenryear period from 1990 to 1996. Theinitid sample consisted of al NY SE, AMEX and
NASDAQ listed firmsthat had sdes revenue exceeding $100 million. From thisinitia sample, we
excluded firms belonging to the financid services industry (SIC 6000-6999) and regulated utilities
(SIC 4900-4999). In addition, we excluded the firms that did not have business segment data
continuoudly available over the entire seventyear period of the study - years 1990-96. A total of 1554
firms met these criteria. We dso excluded 26 ADR firms from the sample. These procedures resulted
inafind sample of 1,528 firms being chosen for the study.

We dassify firms as domestic or multinationa depending on the ratio of foreign sdesto totd
sales (zero or positive). We define a firm as product-focused if it operatesin asingle business

segment or product-diversfied if it operatesin multiple business segments. In our Satidtica tests, we



use panel data since we have both time series and cross-sectiona data. A missing variable in one year
requires the dimination of the firm for the entire period. Asaresult, we have asample of 1,127 firms
that meet our complete data criteria

A breskdown of this sample into various categories according to type of diversification

Srategy isasfollows:

Product Geographic
Year Divadfied Focused MNC Domedtic Total
1994 370 757 568 559 1127
1995 383 744 560 567 1127
1996 399 728 544 583 1127

Variable M easurement

Return on equity (ROE) and return on assets (ROA) are used to measure firm operating
performance. In the univariate tests we use the number of business segments to define diversity. In
the multivariate tests, we use the saes based entropy measure of total product diversification

(Jacquemin and Berry, 1979), caculated as

Totd Product Diversification = & P 1n( %)

i=1
where P = share of thei" business segment’s sdles as a percent of total firm saes, and
n = number of the firm'’s business segments.
We use severd control variablesto clearly delineate the effect of diversfication strategieson

firm performance. Specificdly, we contral for firm leverage, measured by theratio of total debt to



total assets, total asset turnover, firm size, proxied by log of totd sales, padt firm growth rate, proxied
by the five year compounded growth rate of saes, and growth opportunities, proxied by the ratio of
market value to book vaue. The percentage of foreign sdesto total saes (FSTS) is our measure of
internationa diversification.
Sample Description and Trend

Table 1, Pand A shows the sample composition over the 1990-1996 period. Thetota
sample of 1,528 firmsis divided into subgroups according to the number of business segments
reported. Clearly, the largest group consgts of firms reporting a single business segment. In dl the
sample years, single segment firms form about 60 percent of the tota sample size. Moreover, thereis
a steady increase in the number of single segment firms over the entire period. The second largest
subgroup is of firms having two business segments, congtituting about 15 percent of the total sample.
Approximately, 12.5 percent of the sample firms report three business segments. There appearsto be
no particular trend over timein the number of firms reporting two or three segments. While the group
of firms reporting four segments or five or more segments congtitute a smal proportion, there appears
to be an dmost monatonic decline over the years in the Sze of these two groups. Similarly, though
forming an extremely small proportion, the subgroup reporting six segments aso becomes smaller over
time. The number of firms reporting seven or more segments appears to be of minimal economic
sgnificance. There emerges a preliminary indication that, while focused firms dominate and tend to
increase their representation in the sample, firms with two and three segments remain at the same
proportiona levels. The more diversfied firmslose ther proportiona sharein the sample over time.

Since the same firms congtitute the sample in each year, the changing sample composition reflects

10



fims' tendency to focus by reducing the number of business ssgments.
[Table 1 About Here]

A more concreteindication of atrend toward focusis evident in Panel B of Tablel. Asthe
diagond eements show, there is a continuous monotonic decline in the average number of business
segments reported by firmsfrom 1.899 in 1990 to 1.749in 1996. A more interesting picture of the
focus trend emerges when we compare the inter-year differencesin the average number of segments
reported. While the changes over the 4-year windows between 1990-94 (-0.064) and 1991-1995 (-
0.066) are not satidticaly significant, the change over the similar window for 1992-1996 is significant.
In fact, while none of the changes in the three- year windows beginning 1990, 1991 or 1992 is
significant, the decline in the average number of segments between 1993-1996 is datisticaly
significant. Thus, not only the direction from diversification to focusis consstent across years, but dso
the strength of the focus trend increases over time. This finding is further supported by a satidticdly
significant decline in the number of segments reported for 1994-96 two-year window.

Thereslltsin Panel B are consistent with previoudy reported results by Comment and Jarrell
(1994) and Denis et d (1997). While Denis et a (1997) report adecline in the average number of
segments from 2.4 in 1985 to 2.1 in 1989, our results show continuing focus with the average number
of segments declining from 1.90 in 1990 to 1.75 in 1996.

Ohbvioudy, nat dl the firms were focusing over this period. In Table 2, wereport a
decompoasition of corporate business scope adjustments by firm subgroups formed on the basis of
number of segments reported. We report the changes in average number of segments and the number

of firms diversfying and focusing in each category. While single segment firms diversified by
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increasing, on average, 1.46 segments, only 9.5 percent of those firms undertook the move to expand
into new businesses. While 47 of the 238 two segment firms increased the number of segments by an
average of 1.36 segments (Sgnificant), there were 72 firms that reported on the average a decrease of
1 segment. The difference between the number of diversfying and focusing firmsis gatidicaly
sgnificant.

[Table 2 About Here]

Of 181 firms with three segments, while 16 report an average increase of 1.25 segments,
another 66 report afocusing move, on average reducing 1.30 segments. While the difference between
the average increase and decrease in segments is not datidticaly sgnificant, the number of diversifying
firmsis sgnificantly less than the number of focusing firms. The group of firmswith four ssgments have
the same gtory to tell, but more convincingly as the proportion of firms reporting diversfication is
much less than those reporting focus. We group the firms reporting five or more segmentsinto one
category. Theresults are aclear indication of atrend toward increased focus by these firms. While
Only 5.7 percent of firms report an increase in their number of segments by an average of 1.20
segments, amuch larger proportion of firms (78.4 percent) report adecreasein their number of
segments by a higher average decline. Both the differences, namely, that between average segment
changes and between the number of firms reporting diversifying or focusing moves, are datisticaly
sgnificant.

Out of dl of the 1,528 sample firms, 155 report diversifying moves and 279 report focusng
moves, on average changing their ssgments by +1.38 and - 1.59, respectively. Again, both the

differences are detidticdly significant. The remaining 1094 firms opt for the status quo. Overal,



Tables 1 and 2 indicate a continuous trend towards increased corporate focus, both in terms of

increased number of single segment firms and in terms of lower average number of segments reported.

Financial Structureand Performance Differentials

Thelogicd question iswhat accounts for thistrend. What motivates the increase in focus? We
address thisissue by relating the financid structure and performance etributes of the sample firms to
their degree of diversfication. For this purpose we focus on 1127 firms for which we have complete
data over the three year period between 1994 and 1996. Initidly, we andyze financid structure and
performance differentials between focused and diversified firmsin a univariate setup. At the next stage,
we relate firm operating performance to the degree of diversfication in a pooled data multiple
regression framework.

In Table 3 we present summary statistics for the three sample years pertaining to the 1127
firms. Inadl the sample years the average entropy index of business diversification is gpproximately
0.25, while theratio of foreign sdesto tota sales, measuring the degree of internationd diversification,
lies between 13.77% in 1994 to 15.65% in 1996. Average size of sample firms increases from
$1,722 million in 1994 to $2,074 million in 1996. In terms of performance, ROA (ROE) rangesfrom
5.16% (11.69%) in 1996 to 5.45% (10.58%) in 1994. Asst utilization efficiency as measured by
the total assat turnover ratio iscloseto 1.4 in dl the three sample years. The sample average debt to
asset retio is 23%.

[Table 3 About Here]

Next, we compare firm-specific characterigtics across diversified and focused firms. Teble 4

13



contains the results of univariate mean comparison tests. The results show that the scale and scope
dimensions of corporate span are directly related and are complements, as multi ssgment firms are
dgnificantly larger than Single ssgment firmsin dl the three sample years. In addition, we find that
product diversified firms are aso more diversified geographicaly asthey generate ahigher proportion
of their total revenues from foreign sales compared to focused firms. Thus, the product and
internationa diversfication dimensons of corporate scope complement each other. However, firms
with larger scale and scope appear to be less efficient in utilizing their assets for sales revenue
generation. The results hold consistently for the three sample periods.

[Table4 About Here]

The variations in market to book ratios (MBFE) across the two groups suggest that focused
firms have nomindly higher growth opportunities, dthough the differences are not satigticaly
significant. Leverage, as measured by theratio of total debt to total assets (DTA), is positively related
to diversification, as diversfied firms carry significantly higher dett compared to focused firms
conggtently across dl the sample years. Although this finding is consstent with Lewdlen’s (1971)
argument of increased debt capacity due to the coinsurance effect, the results contrast with Comment
and Jarrdll’ s (1994) finding that either there is no increase in debt capacity, or managers do not
chooseto utilize additiona debt capacity.

The next logica question iswhether the size and financia structurd differencestrandate into
differential financia performance across focused and diversified firms. Our bivariate Satistical tests
reved an interesting phenomenon. We find thet in terms of return on equiity, diversified firms

conggtently outperform focused firmsin dl the sample years, with the performance differences being
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datigticaly significant for the years 1995 and 1996. In contrast, when performance is measured by
return on assets, thereis no significant difference between focused and diversified firms, except in
1994 when the focused firms outperform the diversified firms. One possible explanation for the
incongstercy across the two performance measures may be in terms of the difference in the degree of
debt financing across focused and diversified firms.

We isolate the influence of leverage and other firm-specific factors on performancein a
multivariate setup that dlows us to more conclusively relate performance with the degree of
diversfication. While many studies have attributed value discounting to diversification, comment and
Jarrell (1994) report stock return gains attributable to increase in focus. Similarly, John and Ofek
(1995), in the context of asset sdles, report that focus increasing asset sales result in operating
performance gains. Therefore, we may expect to see a negative relationship between degree of
diversification and our proxies for operating performance. Initidly, the question is addressed in adatic
framework. Specificaly, we examine whether the differencesin the degree of diversification explain
the cross-sectiond variationsin the operating performance of sample firms. The results are presented
inTableb.

[Table 5 About Here]

In Pand A, we present results of the analysis of pooled data for the three sample years. Inthe
fird regresson (modd P-1), where performance is proxied by ROE, we find that the coefficient of the
indicator variable (BUSDUM =1 for diversified and =0 for focused firms) is sgnificant and postive.
Thisimplies that even after controlling for firm specific factors-- asset utilization efficiency, growth,

leverage, size, and growth opportunities-- diversified firms as a group have higher return on eguity than
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focused firms. When the continuous entropy measure of product diversification replaces the indicator
variable (modd P-2), its gnificant pogtive coefficient indicates that firms with a higher degree of
product diversification outperform the less diversified ones. In the next regression (mode P-3), we
aso control for degree of internationd diversfication asit may be moderating the relationship between
firm performance and the degree of business diversification (Hitt et &, 1997). We find that even after
controlling for foreign diversification, product diversfication positively influences return on equity.

With respect to control variables, while growth opportunities (MBFE) and size (LOGSALE)
are dgnificantly postively related to equity return, leverage has a Sgnificant influence on performance.
As expected, efficient asset utilization, as measured by the total asset turnover ratio (ATO), resultsin
higher profitability. Firm growth (GRSLS) and the degree of internationd diversification (FSTS) do
not influence return on equity.

The second s&t of regressions utilizes ROA as aproxy for firm performance. Here, no clear
picture of areation between performance and business diversification emerges. While the indicator
variable appears with a negative coefficient, the continuous entropy measures have positive
coefficients. However, dl the diversification measure coefficients are insgnificant. In terms of control
variables, the results are broadly smilar to those from the modeds using ROE as the performance
proxy, except that in the present case, past growth significantly and positively associates with
performance, and the degree of internationa diversification appears to worsen the return on assets.

We replicate the regression andysis for each of the individua sample years, namely, 1994,
1995, and 1996. The results are identical to the ones reported for the pooled regression anaysis.

That is, in terms of ROE, multi- segment firms outperform single segment firms, and a higher degree of

16



product diversification associates with a higher level of performance. In addition, while firm sze,
growth opportunities, and asset utilization efficiency lead to higher ROE, leverage appearsasa
negdive influence. Finaly, the degree of internationd diversification or past growth (except for 1996)
does not seem to influence firm performance in terms of ROE.

When performanceis proxied by ROA, we find that product diversification does not influence
firm performance. The coefficient for the entropy measure has a positive sign for 1994 and 1995, and
anegdive sgn for 1996. However, none of the entropy coefficientsin any of these regressons, and
for any of the sample years is satidtically sgnificant. Thus, at best, we can conclude that the degree
of product diversification does not influence firm return on assets. (The control variables relate to
ROA in away identica to that reported previoudy for the pooled regression models.)

Overall, we find that while diversfied firms outperform focused firm in terms of ROE, they are
no worse than focused firmsin terms of ROA. Thus, our resultsindicate that poor operating
performance cannot be a possible explanation for the vaue discount that is generdly atributed to
diversification.

Changesin the Levels of Diversification

The analysisto this point has focused on static cross-sectiond andysis of diversfication
and focus dimensions of corporate span. In this section we conduct avery preliminary anadyss of
changesin diversfication or focuslevels of the firmsin terms of increase or decrease, respectively,
in the number of segments reported. For this purpose, we divide our 7-year sample span into three
2-year windows. The 1990-1992 window is the pre-strategic shift period, the 199294 isthe

scope adjustment (diversfication level shift) window, and the 1994-96 is the post shift window.
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Asafirg sep we ask what firm-specific characteristics precipitate a decision to diversify or
focus. We compare and test for any difference in the base year financia characterigtics (theinitia
conditions) between firms opting to diversify versus those choosing to focus. Our mean comparison
test results are reported in Table 6 Asthe resultsin Panel A suggest, focusing firms are larger in Size
than diversfying firms, with the difference being Satisticaly significant for size proxied by total assets.
While focusing firms do have higher equiity, net income, and net sdles, they are not significantly
different from diversfying firms. In generd, there appearsto exist atendency for smdler firmsto
expand their corporate scope, and for larger firms to reduce their scope by reducing the number of
segments.

[Table 6 About Here]

It is possible that the motivation to change scope comes from poor performance. When we
compare performance across the two groups, we find (Table 6, Pand B) that diversifying firms have
sgnificantly lower 5-year average returns, ahigher beta (though not significantly so), a sgnificantly
lower dividend yield, alower PIE ratio (insignificantly different), and a higher market to book (M/B)
relaiveto focusing firms. A posshble interpretation isthat athough diversfying firms are initialy
underperformers, the market
recognizes their future prospects, through high M/B and thus potentia growth opportunities,
and provides an inducement for them to expand their scale and scope.

The diversfying firms seem to have asignificantly higher current retio, alower debt/asset ratio

and a higher bankruptcy meesure reative to focusing firms (Table 6, Pand C). The diversfication

'Seg, for example, Lang and Stulz (1994).
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move may well be motivated by a desire to generate and utilize additiona debt capacity.

In terms of accounting performance, differences in return on equity and return on assets for
diversfying and focusing firms are not dgnificant (Table 6, Pandl D). However, net profit margin for
focudng firmsis Sgnificantly higher than for diversfying firms.

Gort et d (1985) and Lang and Stulz (1994) suggest that firms with low growth opportunities
try to diversify. In our sample, diversfying firms have alower income growth but a higher sales
growth relative to focusing firms (Table 6, Pand E). Despite a higher sdes growth, alower net
income growth may induce firmsto diversify to redize an increase in their profitability. In fact, alower
asset turnover ratio for diversifying firms may indicate inefficient asset utilization, and to escape that
inefficiency these firms may expand into new businesses.

Finaly, as expected, diversifying firms start with alower average number of business segments
(1.83) reative to focusing firms (3.66), but end up with significantly higher average number of business
segments (3.22) compared to focusing firms (2.07) over the 7-year period.

Thereaultsin Table 6 suggest thet there are significant differencesin theinitia financia
conditionsthat motivate the strategic choice of expanding versus reducing corporate scope.
Diversfying firms gppear to have initid poor performance, lower asset base, higher growth
opportunities, lower asset utilization efficiency and a narrower corporate scope relative to focusing
firms

At the next stage, we address the issue of theimpact of changesin corporate scope on the
financid Sructure and performance of firms. We compare the pre- and post-scope adjustment

financid ratios to identify the effects of diversification and focus strategies. In Teble 7, Pand A we
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report the changes for focusing firms. While these firms reduce their size in terms of their assets, the
reduction is not datidicaly sgnificant in either of the windows. Similarly, thereisadatidicdly
inggnificant dedinein net sdlesin the 1-year and 2-year windows. While net income incresses
dgnificantly in the 1-year window, the increase in the 2-year window is inggnificant. Performance
seemsto sgnificantly improve for these firmsin terms of al three measures (ROE, ROA and net profit
meargin) over the 1-year window and in terms of net profit margin in the 2-year window. Focusing
firms aso appesr to redize a Satigticaly sgnificant increase in their market to book ratio in the post-
focus period. Though atitically inggnificant, leverage aso declinesin both post-focus windows.
[Table 7 About Here]

Our results for diversfying firmsin Table 7, Pand B, indicate that while Sze in terms of tota
assets, sdes, and net income increases in both the post-diversification windows, the changes are not
sgnificant. In terms of financia performance, while the 1-year window shows an improvement for
ROA, ROE and net profit margin, the 2-year window shows a nomina decline for ROE and ROA,
and anincreasein net profit margin. However, dl the performance shifts are satistically insignificant.
Asin the case for focusing firms, this group aso redizes a significant increase in the market to book
ratio over the 2-year window. In addition, consistent with the coinsurance hypothesis, diversifying
firms seem to increase their leverage in the post diversfication period, athough the changeis not
datigticaly sgnificant. An interesting observation relates to geographic scope expansion by business
scope expanding firms. There appears to be a complementarity in product and geographic
diversfication dtrategies. Diversfying firmsincrease their average number of geographic segmentsfrom

3.35 two years prior to diversfication period to 3.57 two years after the business diversfication.
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Overdl, as a consequence of corporate scope adjustment, while focusing firms gopear to gain
in performance and in market to book terms, diversifying firms only seem to gain in market to book
terms. The question arises as to whether the changes in the two groups financid structure and
performance are detidticaly sgnificantly different from each other. In Table 8, we report the
comparative changes across the two groups. Over the 1-year window, changein Size (total assats),
performance (ROA) and bankruptcy ratios are significantly different across the two groups. Over the
2-year window the changesin size (totdl assets and net sales) and performance (ROA) appear to be
significantly different for the two groups. Thus, it gppears that whatever the motivation for span
expangon or contraction, there are significant financid implications of the strategic shifts and those
implication differ across diversfying and focusing groups.

[Table 8 About Here]
CONCLUSONS

The study anayzes the trends and performance implications of business diversification to
establish if poor operating performance can be a possible explanation for the widely documented value
discount for diversified firms. Using Compustat data on business segments for 1,528 firms over the
sevenryear period from 1990 to 1996, we identify the factors influencing corporate span choices and
theimpact of these choices on financia structure and corporate performance. Our analysis of the
rel ationship between operating performance, proxied by ROE, and business diversification, proxied by
the sales based entropy measure, revedls that diversfied firms, as agroup, perform sgnificantly better

than sngle ssgment firms. Further, a higher degree of product diversification trandates into higher

return on equity. |If we measure operaing performancein terms of ROA, diversfied firms do not
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seem to underperform focused firms and degree of diversification, a beg, is unrelated to return on
asets. Thereaultsindicate that the widedly documented vaue discount in diversified firms (see, for
example, Berger and Ofek (1995), Denis et a (1997), and Servaes (1996), among others) cannot be
attributed to poor operating performance.

The analysisto identify and digtinguish between firmsthat chooseto diversify or focusreveds
that there is atendency for smaler firmsto expand their scope and for larger firmsto reduce their
number of business segments. Diversifying firms appear to beinitid under- performers and experience
lower income growth relative to the focusing group. Thus, diversification may be motivated by adesire
to escape poor performance and low income growth. In addition, diversifying firms may opt for
expanding into new businesses to remedy their rdatively lower asset utilization efficiency, and to
increase their debt capacity. Wefind that while diversifying firms gppear to increase their leverage and
improve their market to book ratio in the post- scope adjustment period, they suffer anomina
performance loss after expanding their business scope. The case for focusing firms is opposite to that
for divarsfying firms. They appear to experience adeclinein leverage and an increase in the

bankruptcy measure, but they gain in terms of improved performance as proxied by net profit margin.
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TABLE 1

SAMPLE DESCRIPTION AND COMPARISON OF AVERAGE NUMBER OF BUSINESS SEGMENTSREPORTED

The diagonal elements, in Panel B, represent the average number of segments reported in the year. The off diagonal cell elements represent the
difference in the number of segments for the year shown in the column and the year shown in the corresponding row.

Panel A: Number of Firmsin Different Business Segment Groups

SEGMENTS 1990
1 01

2 23

3 18

4 120

5 51

6 5

7 6

8 2

9 1
10 3
TOTAL 1528

Panel B: Average Number of Business Segments Reported by Sample Firms and Inter-Year Difference

YEAR

1990
1991
1992
1993
194
1995

1990
1899

1991

gwmi mlﬁwﬁﬂﬁig

1

1991
-0.0353
1864

g

~oB BB 98 S

N

1528

1992
-0373
-0.002

1.862

1993

Hwﬁggglﬁ\ég

2
1528

193
-0.0524
-0.0170
-00151

1847

26

e agNNEE

1994
-0.064
-0028

-0.0268
-0012

1835

1995

92
237
214
a7
5
14
4

2

1
528

1

1995
-0.1014**
-0.0661
-0.0641
-0.0491
-00373
1798

199%

ForoBRES &

[EEN

1528

19%
-0.1499***
-0.1145%**
-0.1126***
-0.0975**
-0.0857**

-0.0484



19%6 1749

*xk Kk % Significant at the 0.01, 0.05, and 0.10 levels, respectively.
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TABLE 2

SEGMENT-WISE BREAKDOWN OF DIVERSFICATION AND FOCUSMOVES OVER THE 7 YEAR PERIOD

Column 1
1 Segment
2 Segments
3 Segments
4 Segments
5 Segments

All Segments

Column 2

Business Segments
Hrms
Business Segments
Hrms
Business Segments
Hrms
Business Segments
Hrms
Business Segments
Hrms
Business Segments
Hrms

Mean Positive
Change (No. of
Firms)
Column 3

146

(P
136
S
125
(19
122

)
120

©)
138

(155)

Mean Negative
Change (No. of
Firms)
Column 4

1.00
(72)
130
(66)
162
(72)
244
(€9)
159

279)

Zero Change (No.
of Firms)
Column 5

0
(823)
0
(119)
0

G
0

9
0

14
0
(1004)

Difference*®
Column 3 - Column 4

1.46***
036"+
_D5**
-005
5O***
040
-63*
-1.24**
-B4***
-0.20**
_124***

a Significance of difference between the number of firms tested using binomial test.

® For observations less than 30, Mann-Whitney test used for mean comparison.

*x% %% % Gignificant at the 0.01, 0.05, and 0.10 levels, respectively.
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TABLE 3
SUMMARY STATISTICSFOR THE 1127 FIRMSIN PANEL DATA SET
ATO = Asst turnover; DTA = Total debt to total assets; ENTROPY = Entropy measure of business diversification;

FSTS = Ratio of foreign sdlesto total sdes; ROA [ROE] = Return on assets [equity]; SALE = Net sdlesin $
Millions

Period 1996 1995 1994
Vaiale Mean Std. Dev. Mean Sd. Dev. Mean Std. Dev.
ATO 1.42 0.96 1.44 0.92 1.43 0.94
DTA, % 23.49 17.27 23.73 16.90 23.40 17.05
ENTROPY 0.25 0.41 0.26 0.42 0.26 0.43
FSTS, % 15.65 21.53 15.05 20.94 13.77 20.01
ROA, % 5.16 6.32 5.32 6.43 5.45 6.26
ROE, % 10.58 15.59 10.90 16.08 11.69 14.56
SALE 2,074 3,698 1,923 3,450 1,722 3,149
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TABLE4
MEAN COMPARISON TESTS: FOCUSED VERSUS DIVERSIFIED FIRMS

ATO = Asset turnover; DTA = Total debt to total assets; ENTROPY = Entropy measure of business diversification; FSTS = Ratio of foreign sales
to total sales; MBFE = Market to book ratio; ROA [ROE] = Return on assets [equity]; SALE = Net salesin $ Millions.

Period 19% 1995 194

Variable Focused Diversified Difference Focused Diversified Difference Focused Diversified Difference

ATO 152 123 -0.28*** 153 127 -0.26%** 1% 124 -0.31***
DTA 221 26.09 3.88*** 223 2665 4.41%** 2165 26.60 4.95%**
ENTROPY 0.00 0.76 0.76*** 0.00 0.76 0.76*** 000 0.75 0.75%**
FSTS 12.92 2123 8.31x** 1249 2004 7.56*** 1138 1811 6.72%**
MBFE 251 242 -0.10 259 245 -0.15 230 215 -0.15
ROA 521 504 -0.18 548 500 -0.49 6.00 443 -1.57%**
ROE 9.55 1269 3.13x** 1023 1218 1.94** 1163 11.80 017
SALE 1,564 3117 1553 1,391 2958 1567 1143 2777 1634



**x *x Significant at the 0.01 and 0.05 levels, respectively.

TABLES

REGRESSION RESULTS FOR DIVERSI FICATION-PERFORMANCE RELATION (Pooled Data 1994-1996)

INTERCEPT = Intercept; GRSLS = Five year compounded growth net sales; ATO = Total asset turnover; DTA = Total debt to total assets;

BUSDUM = Dummy variable = 0 for single segment firms and = 1 for multi-segment firms; ROE [ROA] Return on equity [assets]; LOGSALE = Log
of net sales; MBFE = Market to book ratio; FSTS = Ratio of foreign salesto total sales; ENTROPY = Product diversification measure. Figuresin
Italics below the coefficient values are probability values.

DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SQR
ROE POOLED -2.220 1578*** 0018 -0.105%**  1.345***  1.642F** 1543**  0.086
P-1 0.210 0.000 0.382 0.000 0.000 0.000 0.030
POOLED -1.755 1.696*** 0023 -0.104***  1.198***  1.628*** 3.116%** 0.089
P-2 0.313 0.000 0.272 0.000 0.000 0.000 0.000
POOLED -1.717 1.645*** 0024 -0.106***  1.231***  1.631*** -0011 « 3.173** 0.089
P-3 0.323 0.000 0.267 0.000 0.000 0.000 0.495  0.000
DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SQR
ROA POOLED 4.377***  0.456***  0.028*** -0.139%**  0.274***  0.593*** -0127 0.166
P-4 0.000 0.001 0.001 0.000 0.006 0.000 0.661
POOLED 4.416***  0.464***  0.029*** 0.139*** 0.257** 0.594*** 0.024 0.167
P-5 0.000 0.001 0.001 0.000 0.011 0.000 0.942
POOLED 4.456***  0.380***  0.029*** -0.141***  0.314***  0.598***  -0.018*** 0.110 0.168
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P-6 0.000 0.009 0.001 0.000 0.025 0.000 0.005 0.744

*xk *k % Significant at the 0.01, 0.05, and 0.10 levels, respectively.



TABLE 5 (Continued)
REGRESSION RESULTS FOR DIVERS FICATION-PERFORMANCE RELATION (1994)

INTERCEPT = Intercept; GRSLS = Five year compounded growth net sales; ATO = Total asset turnover; DTA = Total debt to total assets;
BUSDUM = Dummy variable = 0 for single segment firms and = 1 for multi-segment firms; ROE [ROA] = Return on equity [assets]; LOGSALE =
Log of net sales; MBFE = Market to book ratio; FSTS = Ratio of foreign sales to total sales; ENTROPY = Product diversification measure. Figures
in Italics below the coefficient values are probability values.

DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SOQR
ROE 194 -4.286* 1.000** -0.034 -0.074*** 1406***  2.206*** 2.638*** 0.149
0.064 0.031 0.232 0.004 0.000 0.000 0.007
194 -3.787 1.101** -0.029 -0.073*** 1.282x**  2.181*** 4070*** 0.153
0.102 0.018 0.314 0.005 0.000 0.000 0.000
194 -3.782 0.989** -0.028 -0.077*** 1.365%**  2191*** -0024  4.197*** 0.153
0.103 0.037 0.328 0.003 0.000 0.000 0.256 0.000
DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SQR
ROA 194 3.907*** 0215 0.007 -0.120***  0.203 0.889*** 0316 0.242
0.000 0.226 0.493 0.000 0.112 0.000 0.394
194 3.940*** 0218 0.007 -0.119*** 0199 0.886*** 0.359 0.243
0.000 0.220 0.484 0.000 0.123 0.000 0.409
194 3.944**  01A 0.008 -0.122%**  0.262** 8.894***  -0018** 0454 0.244
0.000 0.461 0.449 0.000 0.047 0.000 0.026 0.298

*x% %% % Gignificant at the 0.01, 0.05, and 0.10 levels, respectively.



TABLE 5 (Continued)

REGRESSION RESULTS FOR DIVERS FICATION-PERFORMANCE RELATION (1995)

INTERCEPT = Intercept; GRSLS = Five year compounded growth net sales; ATO = Total asset turnover; DTA = Total debt to total assets;
BUSDUM = Dummy variable = 0 for single segment firms and = 1 for multi-segment firms; ROE [ROA] = Return on equity [assets]; LOGSALE =
Log of net sales; MBFE = Market to book ratio; FSTS = Ratio of foreign sales to total sales; ENTROPY = Product diversification measure. Figures
in Italics below the coefficient values are probability values.

DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SOR
ROE 1995 -1.942 1.272** 0014 -0.130*** 1.308*** 1.841%** 21107* 0132
0.421 0.012 0.648 0.000 0.000 0.000 0.036
1995 -1.637 1.346*** 0016 -0.129** 1.243+* 1.825%* 2.799** 0.133
0.498 0.008 0.606 0.000 0.000 0.000 0.016
1995 -1.636 1.343*** 0016 -0.129*** 1.244% 1.826*** -0.0004 2.801** 0.132
0.499 0.010 0.606 0.000 0.000 0.000 0.985 0.016
DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SQR
ROA 1995 4.414***  0.350***  0.023** -0.129*** 0.218* 0.655*** 0.220 0.210
0.000 0.068 0.048 0.000 0.093 0.000 0.565
1995 4413*** 0346 0.022* 0.129*** 0.226* 0.653*** 0.129 0.210
0.000 0.073 0.052 0.000 0.086 0.000 0.769
1995 4.427+** 0315 0.023***  -0.130*** 0.245*** 0.656*** -0.006 0.160 0.210
0.000 0.112 0.050 0.000 0.068 0.000 0.493 0.719

**% *% * Gignificant at the 0.01, 0.05, and 0.10 levels, respectively.



TABLE 5 (Continued)

REGRESSION RESULTS FOR DIVERS FICATION-PERFORMANCE RELATION (1996)

INTERCEPT = Intercept; GRSLS = Five year compounded growth net sales; ATO = Total asset turnover; DTA = Total debt to total assets;
BUSDUM = Dummy variable = 0 for single segment firms and = 1 for multi-segment firms; ROE [ROA] = Return on equity [assets]; LOGSALE =
Log of net sales; MBFE = Market to book ratio; FSTS = Ratio of foreign sales to total sales; ENTROPY = Product diversification measure. Figures
in Italics below the coefficient values are probability values.

DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SOR
ROE 1996 -1077 1.893***  0.075*** -0.062** 1.198*** 1.190%** 0632 0.080
0.632 0.000 0.008 0.013 0.000 0.000 0.500
1996 -0.838 1998***  0.078*** -0.063** 1.088*** 1.188*** 1.903* 0.087
0.709 0.000 0.006 0.013 0.001 0.000 0.073
1996 -0812 1.960*** 0.078*** -0.064** 1.2279%** 1.190*** -0.007 1937 0.081
0.718 0.000 0.006 0.012 0.001 0.000 0.720 0.069
DEPENDENT
VARIABLE PERIOD INTERCEPT ATO GRSLS DTA LOGSALE MBFE FSTS ENTROPY BUSDUM R-SQR
ROA 199% 4878 **  0.434** 0.050***  -0.130*** 0192 0.586*** -0566 0.233
0.000 0.018 0.000 0.000 0.125 0.000 0.123
1996 4.860***  0.434** 0.050** -0.131** 0.185 0.589*** -0508 0.233
0.000 0.019 0.000 0.000 0.142 0.000 0.223
1996 4.946***  0311* 0.051***  -0.134*** 0.259** 0.597*** -0.026*** -0.39% 0.238
0.000 0.098 0.000 0.000 0.043 0.000 0.003 0.342

**% %% % Gignificant at the 0.01, 0.05, and 0.10 levels, respectively.



TABLE 6
DIVERSFYING VERSUSFOCUSING FIRMS: COMPARISON OF
BASE YEAR (1990) CONDITIONS

Panel A: Size

Vaiade Diversifying Focusing Difference
Assts, $ million 2,122 3,529 -1,407%**
Equity, $ million 721 1,003 -281
Net Income, $ million 74 120 -46
Net Sdes, $ million 2,309 3,050 -741

Panel B: Market Performance

Return—1 Year, % 9.81 14.79 -4.98
Return—5 Year, % 11.77 15.81 -4.04
Beta 0.86 0.6 0.05
Market to Book Ratio 1.69 15 0.19
Dividend Yidd, % 2.16 2.74 -0.58
P/E Rdio 14.17 16.95 -2.78

Panel C: Financial Structure

Debt to Assets Ratio 28.95 30.33 -1.38
Asst Turnover 114 127 -0.13
Current Ratio 2.05 1.68 0.20
Bankruptcy-Z Measure 2.79 259 0.75

Panel D: Financial Performance

Return on Equiity, % 11.54 10.79 0.75
Return on Assets, % 2.38 3.68 -1.30
Net Profit Margin, % 1.29 3.32 -2.03

Pand E: Growth and Diverdfication

Net Income Growth 5-Y ear 12.15 12.95 -0.80
Sales Growth 5-Y ear 20.05 6.33 13.72%**
Business Segments 1.83 3.66 -1.83**
Geographic Segments 3.35 344 -0.09
Business Segments 1996 3.22 207 1.15%**

*Rx xx % Significant at the 0.01, 0.05, and 0.10 levels, respectively.
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TABLE7

CORPORATE SCOPE ADJUSTMENTS: CHANGESIN FINANCIAL
STRUCTURE AND PERFORMANCE

Panel A: Focusing Firms

1-Year 2-Year
Vaiadle 1-Year Post 1-Year Pre  Change 2-Year Post 2-YearPre  Change
Assts, $ million 3,545 4567 -1,022 3,801 4,388 -587
Net Income, $ million 171 53 118** 216 132 83
Net Sdes, $ million 3,348 3477 -128 3,540 3477 62
Return on Equiity, % 11.68 2.10 9.58*** 1351 21.54 -8.02
Return on Assets, % 4.82 1.42 3.39%* 474 345 1.28
Net Profit Margin, % 4.10 0.7715 3.33*** 4.61 3.06 1.55%*
Debt to Assets, % 2754 28.65 -1.1155 26.67 29.08 -2.40
Geographic Segments 3.55 3.44 0.11 3.55 3.47 0.08
Market to Book 2.89 1.90 0.99 3.20 1.39 1.8***
Panel B: Diversifying Firms
1-Year 2-Year
Vaiadle 1-Year Post 1-Year Pre Change 2-Year Post 2-Year Pre  Change
Assts, $ million 3733.57 2570.83 1162.73 4015.95 2542.61 1473.33
Net Income, $ million 162.18 92.92 69.25 173.73 78.82 94.91
Net Sdes, $ million 3,401 2,405 996 3,600 2.489 1,111
Return on Equiity, % 12.91 7.77 513 4.61 9.14 -4.53
Return on Assets, % 357 2.63 0.9346 1.72 3.20 -1.473
Net Profit Margin, % 3.18 0.433 2.75 2.29 -20.71 23.01
Debt to Assets, % 28.65 27.15 1.49 20.81 27.84 1.97
Geographic Segments 355 3.42 0.12 3.574 3.356 0.21%**
Market to Book 2.62 2.07 0.5484 2.75 1.65 1.09**

*xx xx x Ggnificant at the 0.01, 0.05, and 0.10 levels, respectively.
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TABLE 8

MEAN COMPARISON TEST OF CHANGESIN THE FINANCIAL STRUCTURE AND
PERFORMANCE ACROSS DIVERSIFYING AND FOCUSING FIRMS

1-YEAR WINDOW 2-YEAR WINDOW
Vaiable Divasfying Focusing Difference Diversfying Focusing Difference
Assts 1,163 -1,021 2,184 1,473 -587 2,060
Net Sales 996 -129 1,125 1,112 63 1,049
Return on Equity 5.13 9.58 -4.44 -4.53 -8.08 354
Return on Assets 0.93 3.39 -2.46%* -1.47 1.28 -2.75%
Debt to Total Assets 1.49 -1.39 2.89 1.977 -2.63 461
Bankruptcy-Z Measure -0.46 0.25 -0.71** -0.19 -0.14 -0.05

*Rx k% x Significant at the 0.01, 0.05, and 0.10 levels, respectively.
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