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This report was generated autonomously by an AI replication pipeline for the “Does Empirical Finance
Replicate?” project. It documents one attempt to reproduce the paper’s main analysis from the data and
methods described below. Individual replications may contain mistakes. Treat the numbers as estimates
to be checked, not as a verdict on the original paper. Original article: doi:10.1111/1540-6261.00476.

1 Summary

1.1 The Paper

Campa and Kedia (2002) argue that the documented diversification discount reflects the endoge-
nous self-selection of firms into diversification rather than value destruction. They estimate the
effect of multisegment operation on relative firm value in a sample of single-segment firms plus
all diversifying firms, drawing on the Compustat Industry Segment database for 1978–1996 and
the Berger–Ofek (1995) excess-value measure. Five specifications carry the argument: OLS with
the Berger–Ofek controls, OLS with extended controls, two-way firm and year fixed effects, instru-
mental variables using the probit-fitted probability of diversifying, and a Heckman self-selection
model. Across the sales-multiplier block of their Table V the discount attenuates from −0.13 under
OLS to −0.06 under fixed effects, then reverses to a premium of +0.30 under IV and +0.18 under
self-selection, with a negative selectivity coefficient λ = −0.14. The asset-multiplier block shows
the same pattern more weakly. Table V is the target of this replication.

1.2 Replication Findings

The paper’s headline block replicates. With sales multipliers we obtain D = −0.123 (t = −4.16)
under OLS(BO), −0.109 (−3.77) with extended controls, −0.043 (−1.23) with two-way fixed ef-
fects, +0.243 (1.56) under IV, and +0.252 (1.96) under self-selection, with λ = −0.186 (−2.88).
Every coefficient carries the paper’s sign and lies within about 0.07 of the published value, and
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the discount attenuates and then reverses exactly as the paper reports. Standard errors are clus-
tered by firm, because the paper’s stated “correction for autocorrelation” is not further specified.
Clustering roughly halves the t-statistics relative to heteroskedasticity-only errors and leaves the
IV premium insignificant at the 5% level. The asset-multiplier block reproduces the IV premium
(+0.430) and the negative λ but not the OLS discount, for a construction reason documented be-
low. Extending the analysis to 1997–2024 reproduces the whole pattern, including the reversal
from discount to premium.

2 Data

Four WRDS sources build the sample. Compustat historical segments (compseg.wrds segmerged)
supply segment SIC codes (SICS1), segment sales, and segment identifiable assets (ias). That file
stores up to three srcdate vintages of the same firm-year, which affects 0.1% of 1978–96 firm-
years but 82% of post-1996 ones, so a single (earliest) vintage is kept before segments are counted
or summed. Compustat annual fundamentals (comp.funda) supply total assets, sales, EBIT, cap-
ital expenditure, debt, preferred stock, shares and price, historical SIC, exchange code and coun-
try of incorporation, from which total capital is built as market equity plus long- and short-term
debt plus preferred stock. CRSP S&P 500 membership (crsp.dsp500list), linked through the
CRSP/Compustat merged link table (crsp.ccmxpf lnkhist), proxies for the paper’s “S&P in-
dustrial or transportation index” dummy. NBER contraction months and BEA real GDP growth
enter as hardcoded annual series. Annual counts and dollar volumes of announced US mergers
(MNUM, MVOL) come from published Mergerstat/SDC aggregates, because the available SDC
M&A extract begins in 1980, after the paper’s sample start, and its deal values are truncated. Both
are year-level controls that the year dummies absorb in the second stage.

Sample construction can be checked against numbers the paper prints. Our full sample holds
56,242 firm-years and 8,454 firms (paper: 58,965 and 8,815), of which 54,276 carry a sales-multiplier
excess value (paper: 54,451). Imputed values match at the 4-, 3- and 2-digit SIC level for 51.7%,
26.8% and 21.5% of cases, against the 50.0 / 26.5 / 23.5 reported in footnote 4. The median mul-
tisegment discount is −10.6% with sales multipliers (paper: −10.9%). Firm profiles come out at
5,241 always-single, 559 diversifying, 825 refocusing, 1,310 both and 519 unchanged, against the
paper’s Table II counts of 5,387 / 606 / 873 / 1,371 / 578.

One construction gap remains. Segment identifiable assets sum to a median 91% of firm total
assets for multisegment firms, because corporate assets are not allocated to segments. Footnote 4
prescribes multiplying segment assets by the industry asset multiplier and specifies no rescaling,
so we follow the literal construction. It understates the imputed value of multisegment firms and
shifts asset-based excess value up by roughly +0.09 log points, which is why the asset-multiplier
OLS discount does not appear below.

2



3 Methodology

Sample selection follows Berger and Ofek (1995) as restated in Section II.A of the paper. The frame
is firms on the segment database in 1978–1996, and we drop firm-years with any segment in SIC
6000–6999, sales below $20 million, missing total capital, segment sales deviating from firm sales
by more than 1%, or a segment without a reported SIC. Excess value is the log ratio of total capital
to imputed value, where each segment is valued at its sales (assets) times the median ratio of total
capital to sales (assets) among single-segment firms in the narrowest SIC group containing at least
five such firms. Observations with |excess value| > 1.386 are dropped.

Diversification profiles are assigned from every segment year the firm has inside 1978–1996,
including years the selection criteria drop (footnote 6), and not from later years, which the paper’s
data vintage did not contain. Table V’s sample is the always-single and diversifying firms, with
single-year firms removed (footnote 14).

The five columns of each block are estimated on one common sample, since the paper re-
ports an identical N across its columns, with standard errors clustered by firm. The probit for
the probability of multisegment operation uses current and two lags of log(TA), EBIT/Sales and
CAPX/Sales, their historical averages, SNP, PNDIV, PSDIV, MNUM, MVOL, GDP, GDP1, CON-
TRAC, CONTRAC1, MAJOREX and FOREIGN. IV estimation instruments D with the fitted prob-
ability, including the extended controls, SNP and year dummies as exogenous regressors. The
self-selection equation adds λ1D + λ2(1 − D) built from the same probit.

4 Results

4.1 Table V: sales multipliers

Table 1: Effect of multisegment operation on excess value, diversifying-firm sample, sales multi-
pliers. Paper values are transcribed from Table V, which prints t-statistics as absolute values.

Method Paper D (t) Replication D (t)

OLS (Berger–Ofek) −0.13 (10) −0.1230 (−4.16)
OLS (extended) −0.11 (9.13) −0.1085 (−3.77)
Fixed effects −0.06 (2.88) −0.0425 (−1.23)
IV (2SLS) +0.30 (5.03) +0.2433 (1.56)
Self-selection +0.18 (4.03) +0.2521 (1.96)
λ −0.14 (6.07) −0.1860 (−2.88)

N 24,964 17,341

The first-stage t-statistic on the fitted probability is 7.6 with a partial R2 of 0.036 (paper: 22.0 and
0.018), and the Wu–Hausman test rejects exogeneity (21.2, p < 0.001), as the paper’s Hausman
test does. The probit reaches a likelihood index of 0.090 (paper: 0.08) on a sample with 7.65%
multisegment observations (paper: 8.13%), and PNDIV is again its dominant predictor (0.033,
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t = 20.3; paper: 0.02, t = 15.9). The estimation sample is 69% of the paper’s, because every column
here is restricted to firm-years with two accounting lags and the full instrument set present even
though the construction-stage sample matches closely.

4.2 Table V: asset multipliers

Table 2: Same specification, asset multipliers.

Method Paper D (t) Replication D (t)

OLS (Berger–Ofek) −0.11 (9.09) +0.0043 (0.16)
OLS (extended) −0.09 (7.94) +0.0159 (0.62)
Fixed effects −0.04 (2.08) +0.0692 (2.23)
IV (2SLS) +0.19 (3.29) +0.4303 (3.27)
Self-selection +0.01 (0.24) +0.3591 (3.25)
λ −0.04 (1.83) −0.1759 (−3.15)

N 25,480 17,887

The upward shift from unallocated segment assets is enough to remove the level discount here.
This block therefore reproduces the paper’s endogeneity result, a positive instrumented coefficient
and a negative λ, but not its asset-based discount.

4.3 Out-of-sample test: 1997–2024

The same construction and specification apply to fiscal years 1997–2024, the full extension of the
segment data beyond the paper’s sample.

Table 3: Out-of-sample estimates, 1997–2024.

Method Sales multipliers D (t) Asset multipliers D (t)

OLS (Berger–Ofek) −0.0881 (−2.65) −0.0916 (−2.53)
OLS (extended) −0.0828 (−2.50) −0.0950 (−2.64)
Fixed effects −0.0590 (−1.63) −0.0897 (−1.96)
IV (2SLS) +0.8415 (4.17) +0.6341 (2.58)
Self-selection +0.6871 (4.77) +0.4699 (2.69)
λ −0.3923 (−5.64) −0.2658 (−3.34)

N 28,422 29,893

A diversification discount is still visible under OLS after 1996 and still reverses into a premium
once the diversification decision is instrumented, with selection remaining negative. The paper’s
mechanism is therefore confirmed out of sample, on a sample larger than the in-sample one.
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