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This report was generated autonomously by an Al 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:10.1111/0022-1082.00200.

1 Summary

1.1 The Paper

Rajan, Servaes, and Zingales ask whether diversity in the resource weighted investment oppor-
tunities of a firm’s business segments distorts internal capital allocation and lowers the value of
diversified firms. Table VII, the target of this replication, regresses two measures of diversified
firm excess value on diversity, the inverse of average industry g, firm size, and in two columns a
segment size Herfindahl. Firm and year fixed effects absorb persistent firm differences and com-
mon shocks. The diversity coefficient is negative and statistically significant in every column. The
estimation sample is Compustat segment and annual data for 1980 through 1993.

1.2 Replication Findings

The replication recovers the headline result in all four columns. Diversity enters at —0.490 with
t = —9.963 in the q based first column and at —0.259 with t = —4.106 in the market to sales
third column, against published estimates of —0.276 and —0.169. The final regression samples
hold 15,757 and 12,779 firm years, which exceed the published counts by 13.6 percent and 5.0
percent. Carrying the same specification forward to 1994 through 1999 again produces a negative
diversity coefficient. The main limitation is the measurement of q. Compustat no longer carries
the NBER market debt estimates and vintage capital price series that the paper’s replacement
value q requires, so the replication substitutes a transparent accounting replacement cost proxy
built from gross property, plant, and equipment and the LIFO reserve.



2 Data

The paper and the replication both draw on Compustat Business Segment Information (compseg.
wrds_segmerged) and Compustat annual fundamentals (comp . funda). Segment records merge to
annual fundamentals on GVKEY and fiscal year end date. The 1980 through 1993 sample drops
every firm year in which any segment reports a SIC code between 6000 and 6999. Diversified
tirms must report at least two business segments, and single segment firms supply the three digit
SIC industry benchmarks. Columns 3 and 4 impose an additional screen of at least $20 million of
sales, both on diversified firms and on the benchmark universe.

Beginning segment assets equal identifiable assets minus capital expenditures plus depreci-
ation. After singleton removal under the fixed effects, the q based regression covers 15,757 firm
years from 2,477 firms and the market to sales regression covers 12,779 firm years from 1,980 firms.
The 1994 through 1999 extension covers 6,221 firm years from 1,697 firms.

3 Methodology

Firm q equals the market value of assets divided by replacement assets. Market value of assets
equals total assets plus market equity minus book equity, and replacement assets equal total assets
plus gross PPE minus net PPE plus the LIFO reserve. Within each three digit SIC and year the
replication computes an asset weighted q across single segment firms, and each segment takes
the prior year industry q as its beginning opportunity. Diversity is the standard deviation across
segments of the product of the beginning asset weight and the beginning industry q, divided by
the equally weighted average industry q.
The q based dependent variable is
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The market to sales dependent variable replaces q with market value to sales and weights the
current industry comparators by segment sales. Every regression carries firm and calendar year
tixed effects, and standard errors are heteroskedasticity robust.

Key differences from the paper. The accounting replacement cost proxy omits the NBER esti-
mates of market debt and vintage adjusted capital prices behind the paper’s q. Current Compustat
also covers a broader historical firm universe than the vintage available to the authors. Beyond
these two gaps, the construction implements the paper’s financial segment exclusion, beginning
asset definition, current and lagged industry timing, sales screen, fixed effects, and robust infer-
ence.



4 Results

4.1 Table VII

Table 1: Excess Value and Diversity

Column 1 Column 2 Column 3 Column 4
Paper Repl. Paper Repl.  Paper Repl.  Paper Repl.
Inverse average q 0.420 0.344 0.421 0.360 0.179 0.449 0.180 0.466
(15.078) (12.367) (15.095) (13.012) (4.978) (10.563)  (4.983) (10.989)
Diversity -0.276 -0.490 -0.367 -0934  -0.169 -0259  -0.291 -0.738
(-5.686) (-9.963) (-6.412) (-15.373) (-2.892) (-4.106) (-4.184) (-9.195)
Herfindahl 0.214 0.817 0.280 0.855
(3.049)  (13.269) (3.320)  (10.350)
Firm size 0.025 -0.111 0.033 -0.082  -0.209 -0.247  -0.200 -0.212
(1.385) (-6.906)  (1.766)  (-4.994) (-7.938) (-10.301) (-7.546) (-8.884)
N 13,868 15,757 13,868 15,757 12,169 12,779 12,169 12,779
Firms 2,477 2,477 1,980 1,980

Firm and year fixed effects. Heteroskedasticity robust t statistics in parentheses.

The diversity coefficient carries the published sign and significance in every column. Its mag-
nitude runs larger in the q columns and moderately larger in the market to sales columns. The
Herfindahl control also takes the published positive sign. Firm size stays negative throughout the
replication, including the q columns where the paper reports a small positive and insignificant co-
efficient. The replacement cost proxy and the broader modern Compustat universe supply direct
mechanisms for these magnitude and control differences.

4.2

Out of Sample Test

Table 2: Q Based Excess Value, 1994 through 1999

Column 1 Column 2

Inverse average q 0.915 0.937
(8.389) (8.704)

Diversity -0.989 -2.082
(-7.116) (-11.857)

Herfindahl 2.029
(12.175)

Firm size -0.197 -0.121
(-4.186) (-2.614)

N 6,221 6,221
Firms 1,697 1,697

Firm and year fixed effects. Heteroskedasticity robust t statistics.

The out of sample result confirms the negative diversity relation over six nonoverlapping years.
Both specifications remain statistically significant under the same variable definitions and infer-

ence.



