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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:10.1111/0022-1082.00485.

1 Summary

1.1 The Paper

Denis, Denis, and Yost (2002) ask whether global diversification reduces firm value in the way
industrial diversification is well documented to do. They study 44,288 firm-years from 1984 to
1997, construct Berger–Ofek excess value measures, and find that global diversification carries a
valuation discount of approximately 0.18 log points, close to the industrial diversification discount
of 0.20. Firms that are both industrially and globally diversified trade at a discount of 0.32.

1.2 Replication Findings

The target is Table VI in full, meaning the pooled OLS regression of excess value on the three diver-
sification dummies and six relative control variables together with the three subperiod columns.
All four columns replicate closely. In the pooled regression the discount is −0.215 (t = −20.95)
for firms that are only industrially diversified against the paper’s −0.204 (t = −21.67), −0.168
(t = −24.11) for firms that are only globally diversified against the paper’s −0.182 (t = −29.04),
and −0.339 (t = −31.16) for firms that are both against the paper’s −0.322 (t = −31.27). Adjusted
R2 is 0.271 against the paper’s 0.267. The regression uses 26,853 firm-years against the paper’s
33,478, a shortfall that comes from thinner pre-1998 coverage in the WRDS historical segment file
rather than from any difference in method.
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2 Data

Firm financials and market values come from Compustat annual fundamentals (comp.funda), and
business segments (stype = BUSSEG) and geographic segments (stype = GEOSEG) come from the
merged historical segment file (compseg.wrds segmerged). The segment’s own geotp field clas-
sifies each geographic segment as domestic (2) or non-domestic (3), and a firm counts as glob-
ally diversified when any non-domestic geographic segment reports positive sales, which is the
paper’s definition. We reduce segment rows to one row per (gvkey, datadate, stype, sid)

before summing any sales. When the firm’s historical SIC (sich) is missing, which happens often
before 1987 in current Compustat coverage, we use the SIC of the firm’s largest business segment
for the industry screens and the benchmark medians.

Applying the paper’s screens yields 35,739 firm-years against the paper’s 44,288. Those screens
keep fiscal years 1984 to 1997, require incorporation in the United States and presence on both seg-
ment files, exclude SIC 4900–4999 and 6000–6999, require every business segment to report sales of
at least $20 million, and require business- and geographic-segment sales each to reconcile to firm
sales within one percent. Diversification frequencies still match the paper closely. Industrially
diversified firm-years are 0.192 of the sample against 0.178 in the paper’s Table I, globally diversi-
fied firm-years are 0.321 against 0.306, and mean foreign sales are 0.090 of total sales against 0.084.
After requiring market-value data, a benchmark for every segment, and dropping extreme excess
values, 27,241 firm-years have excess values, against 34,200 in the paper’s Table V.

3 Methodology

Excess value equals ln(actual value/imputed value). Actual value is the market value of total
capital, that is market equity plus book assets minus book common equity. Imputed value sums
each business segment’s sales times the median total-capital-to-sales ratio of single-segment do-
mestic firms in the same industry and year. Industry medians use the narrowest SIC grouping
(4-, 3-, or 2-digit) containing at least five such firms, and firm-years in which any segment lacks a
benchmark are dropped, as in the paper’s footnote 12. Observations whose actual value exceeds
four times, or falls below one-fourth of, imputed value are excluded. The specification is

ExcessValuei = α + β1Dind only + β2Dglob only + β3Dboth + γ′Xi + ε i.

The five ratio controls (long-term debt to total capital, capital expenditures to sales, EBIT to sales,
R&D to sales, advertising to sales) enter as differences from the median of single-segment domes-
tic firms in the same primary industry. Relative size follows the paper’s footnote 14 and is the log
ratio of the firm’s market value of total capital to the sales-weighted average of the median market
value of single-segment domestic firms across the industries of the firm’s segments. Missing R&D
and advertising are set to zero, and no variable is winsorized.
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4 Results

Table 1: Multivariate regressions of excess value (paper Table VI)
Replication (paper value in brackets)

Variable Full sample 1984–1988 1989–1993 1994–1997

Intercept −0.006 0.007 0.005 −0.025
(−1.66) (1.11) (0.86) (−3.90)
[0.002] [0.014] [0.012] [−0.014]

Only industrially diversified −0.215 −0.258 −0.197 −0.182
(−20.95) (−15.96) (−11.30) (−9.27)
[−0.204] [−0.245] [−0.190] [−0.166]

Only globally diversified −0.168 −0.176 −0.143 −0.170
(−24.11) (−13.66) (−12.04) (−14.88)
[−0.182] [−0.181] [−0.169] [−0.184]

Both industrially and globally diversified −0.339 −0.415 −0.282 −0.302
(−31.16) (−23.42) (−14.88) (−15.44)
[−0.322] [−0.393] [−0.284] [−0.276]

Relative market value of total capital 0.130 0.125 0.124 0.133
(62.47) (33.18) (34.52) (38.55)
[0.127] [0.119] [0.123] [0.134]

Relative long-term debt to total capital −0.350 −0.196 −0.400 −0.404
(−18.44) (−5.86) (−13.15) (−11.86)
[−0.409] [−0.235] [−0.492] [−0.468]

Relative capital expenditures to sales 0.519 0.421 0.467 0.595
(30.78) (14.77) (13.68) (22.65)
[0.415] [0.356] [0.315] [0.486]

Relative EBIT to sales 0.964 0.768 1.513 0.894
(39.29) (19.85) (29.05) (22.44)
[1.041] [0.885] [1.394] [0.997]

Relative R&D to sales 1.437 1.978 1.155 1.451
(34.31) (14.96) (13.36) (25.94)
[1.278] [1.333] [0.920] [1.387]

Relative advertising to sales 0.093 0.259 0.140 −0.091
(1.00) (1.55) (0.90) (−0.57)

[0.004] [0.326] [−0.045] [−0.192]

Adjusted R2 0.271 0.250 0.306 0.274
[0.267] [0.231] [0.291] [0.283]

N 26,853 7,834 8,698 10,321
[33,478] [9,793] [10,942] [12,473]

OLS, t-statistics in parentheses. Values in square brackets are the corresponding published estimates from Table VI of
the paper and are comparison inputs, not replication output.

All three diversification dummies are negative and highly significant in every column, and each
falls within eight percent of the published estimate in the pooled regression. As in the paper,
the discount for global diversification stays stable across subperiods (−0.176, −0.143, −0.170)
while the industrial-diversification discount shrinks over time (from −0.258 to −0.182), and the
discount for doing both is the largest of the three. The control coefficients also line up. Relative
size (0.130 versus 0.127) and relative EBIT to sales (0.964 versus 1.041) come closest, while relative
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capital expenditures to sales (0.519 versus 0.415) is the largest discrepancy and reflects benchmark
medians drawn from a thinner single-segment pool.

5 Out-of-Sample Test

The paper’s sample ends in 1997, and both required sources continue well past that date, so the
same sample construction and specification carry over to fiscal years 1998 to 2012 (14,300 regres-
sion observations). The discounts persist. They are −0.179 (t = −7.53) for only industrially
diversified firms, −0.119 (t = −12.68) for only globally diversified firms, and −0.312 (t = −17.56)
for firms that are both, with the same pattern in each of the 1998–2002, 2003–2007, and 2008–2012
subperiods. Signs and significance match the in-sample result, so the out-of-sample verdict is
CONFIRMED. One caveat applies. SFAS 131 (effective 1998) replaced industry segments with op-
erating segments and altered geographic disclosure, so post-1997 segment counts are not perfectly
comparable with the paper period. The fraction of firm-years classified as globally diversified rises
from 0.32 to 0.50 and the fraction industrially diversified falls from 0.19 to 0.12.

6 Limitations

The regression sample is 80 percent of the paper’s because the WRDS historical segment file
carries materially fewer pre-1998 segment records than the Compustat tapes available in 2002,
about 14,000 business-segment rows in 1997 against 35,000 in 1998, when SFAS 131 reporting
begins. Benchmark medians therefore rest on a smaller pool of single-segment domestic firms.
That pushes more segments to 2-digit industry matches than in the paper (0.33 versus 0.26 of
segment-years) and leaves 5.3 percent of segment-years without any five-firm benchmark against
the paper’s 3.2 percent.
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