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Abstract 

This paper examines the value effect corporate diversification on finn on the 

Exchange. The value or loss the diversified is measured using 

and Ofek's (1 model that the companies' 

segments as though they were independent companies. indicates corporate 

in South Africa is value enhancing. shows that sample 

diversified companies are traded, on average, (Excess Value 0.33 to 0.45) 

percent above the industry averages. The gain is higher in related-diversification 

than unrelated ones. 

A similar assessment a sample of focused companies showed a much lower LA,",,",.';:) 

Value (EV). for diversified (0.33 - 0.45) is higher than the for 

focused companies (0.00 - 0.19) that companies are traded at 

as compared to focused I'v\ynn<.n Further analysis of the the 

value gain is higher in sample companies as compared to the 

of the 111 relation to characteristics (number of 

per company, capital expenditure, and profitability) showed no significant 

relationship. 

To the possible sources for higher shown in diversified 

analysis of the companies leverage and tax rate shows that diversified 

have,on and pay 13% lower tax rate 

than focused companies. It suggests that higher companies rn"',e,,,t,'r 

tax shield, is not one the sources for the observed higher premium. It, however, 

indicates that a lower tax by combining with 

flows can be one of the contributing factors for the value gain. A comparison of 

and Price-to-Book ratios for the sample diversified and focused 

in contradiction with the above results, that 

perfonn better than diversified companies. 
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The EjJect a/Corporate Diversification all Firm Value 

1 INTRODUCTION 


More than four decades have passed since Modigliani and Miller (1958) published their 

famous paper on how financing decisions affect firm value. They proved, under a very 

restrictive set of assumptions, that any financial attempt to increase shareholder wealth is 

ineffective. Corporate diversification should have no valuation consequence in the 

Modigliani-Miller (MM) world. That is, investors should be able to diversify their 

portfolios without any cost and with out the help of corporate managers. 

In contrast to MM's theory, however, the 1950s and 60s was marked with a wave of 

diversification, culminating in the merger boom of the late 1960s (Diltz and Hyland, 

2003). During the 1980s and 90s, however, companies moved in the opposite direction. 

Many firms began to sell divisions and assets not related to their core business lines. 

Corporate refocusing programs are at the heart of a general movement toward 

specialization. This is consistent with the majority of the results of the studies conducted 

during the period, which indicated that the market reacts negatively to diversification and, 

firms that become more focused, increase in value. 

Various arguments have been given to explain why diversification may affect firm value 

positively and negatively. The primary motive for corporate diversification is the synergy 

created as a result of the merger. More diversified firms may enjoy lower costs or higher 

profits as a result of synergies in production, distribution, marketing, research and other 

activities (Rogers, 2001). Diversification may also increase firm value because of the fact 

that conglomerates have greater debt capacity that increases the firms' tax advantage. 

Due to the existence of informational asymmetries in capital markets, firms can develop 

internal capital markets through diversification (Diltz and Hyland, 2003). Other possible 

reasons for diversification include protection of value of human capital, reduction in 

aggregate risk, etc. Ultimately all the above listed benefits of diversification must 

increase the value of the shareholder's interest in the firm. 
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The on Firm Value 

The of the use of discretionary 

resources to value-decreasing that allow poor 

segments to resources from performing segments, misalignment of 

incentives n""-'''~'''' central and divisional (Berger & Worst of all, 

managers can in a merger decision that might not be in interest of the 

to managers' interest in these various 

sometimes contradictory the effect of diversification on 

finn it is not surprising that we movements toward 

greater at certain ........" • .,tc... focus at over the past 

decades. 

In context, the limited literature indicates a merger 

that A considerable of merger activity took 

period 1960 to 1 On the other hand, 

general view on the valuation diversification is not due of 

on subject. the exception et 

(1989), Davidson (1997), and Barr and (1994) there appears to 

a empirical studies have investigated the Some of 

is not in the best interest South African shareholders. 

that diversification 

there is substantial literature in the U.S compares the t"I""·t".,..,..",, 

finns and finns, this has not reached a 

The reason is that results are sensitive to measures used to the 

to the measures are nonnalized to facilitate comparisons across 

and to the researcher it is 

important to continue to of finns 

a variety of empirical Considering 

research has been so far in South this research can help to fonn a 

general on the subject. Using and Ofek's imputed 

segments a finn for comparison with actual value, research 

4 



The Oll Firm Value 

to establish a nF'''"MP,'n corporate diversification value in the 

listed companies. 

1.1 Definitions 

Corporate Diversification: taken to extend v ....'u~·v".., by a firm, 

into other fields, or unrelated, in products, reduce 

costs, exploit more opportunities, or profitability and 

long term potential. 

Diversification the amount or of by which a share price 

may value due to diversification. 

Divesture: a company of a or other substantial 

property or spin-off. 

Focused Firm: a COlTIPllDV engaged in a form to a very small 

number for a particular target 

1.2 Statement of the Problem 

The company is to wealth. As part of 

and acquisition (M&A) 

decisions form the bulk of corporate strategy. The anticipated 

synergic from the M&A are' 

decisions. the fundamental can be asked is the 

diversification decisions taken to greater shareholder 

consulted reveals that are not often realized. In 

company not only fails to attain intended gain in value, but loses its 

to than the sum of the of the component 
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The 	 on Firm Value 

The objective of research is, therefore, to evaluate effect of corporate 

diversification on a combined in the African context. This the 

main aim of research, the study, further endeavours to: 

relationship the companies' 

of diversification vs. unrelated 

diversification. 

Identify the possible sources the diversification premium or discount. 

1 	 Propositions 

o 	 The actual of is less weighted sum of the 

imputed value if the segments operate as a stand-alone 

diversification value. 

o 	 Highly diversified companies (with a greater of have a 

larger value than companies (fewer of 

o 	 Diversification in activities to the company's core 

business causes a discount in unrelated business. 

1.4 Rationale of the Study 

Studies conducted so on whether corporate diversification destroys or not are 

open to doubt. The argument that diversified are priced at substantial discount 

to firms is compelling due to the body of supporting 

(Lang and Stulz, 1994, Berger Ofek, 1 Comment Jarrell, 1 and 

1996). However, some studies recently show that there is no value loss to 

I'Alrnr,r'ljr", diversification. 

To whether corporate value, ideal PV1"'I"Y"1rr1 would 

be to sum up the values of separate division, and compare to the 
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The Effect ofCorporate Diversification on Firm Value 

actual market value of the combined finn. It is impossible to do this for conglomerate 

firms, however, because the individual divisions are not publicly traded to obtain the 

actual market value for divisions, therefore, one either needs to dismantle the 

conglomerate or observe the market value just before conglomeration. Given this is 

impractical for most finns; the logical approach is to benchmark the value of 

conglomerate divisions to the value of the average focused firm that operates in the same 

industry. 

Many of the industrial compames listed on the JSE operate in mUltiple business 

segments. However, only limited research has been conducted so far to weigh up the 

performance of these companies against the performance of companies that operate as a 

single segment. The main reason for the researcher to conduct this research is the absence 

of sufficient literature in general, and absence of empirical studies in particular, about 

South African conglomerates. It is, therefore, believed that the study is important in the 

South African context for the following reasons: 

• 	 The result of the study will provide additional evidence to the already existing 

literature on the subject of corporate diversification. 

• 	 It fonns a basis for the management of the conglomerate companies, as well 

as, investors to assess their view on the subject matter. 

• 	 The industry multiplier approach, which is the methodology used in this 

research, can give additional insight on the valuation effect of corporate 

diversification that other methods have overlooked. 

1.5 Organization of the Study 

The remainder of the paper is organized as follows. Chapter two explores previous local 

and international studies about the topic. It includes literature relating the theories and 

empirical evidence regarding the impact of diversification on firm value. Chapter three 

describes the methodology and sample selection process for the data analysis. Chapter 

four presents the results and analysis of the empirical test. The summary and conclusions 

are included in chapter five. 

7 
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2 THEORETICAL BACKGROUNDS 


2.1 Motives for Diversification 

There are mam Ulv'.Hv, perspectives that can used to explain the motives 

finns to the resource view, agency theory, and market powers 

(Montgomery 1 The resource based view diversification is based on the 

proposition diversified have more <>TT.""' .... internal capital markets that allocate 

resources better, alleviate infonnation problems external capital markets, 

achieve a lower cost of capital. theories centre on ideas such as 

managerial econOIllies of scale, economies scope production, and financial 

synergies. example, assets can easily shifted from a division with poor 

prospect to as change across industries. Similarly 

the finn may use the same marketing and distribution channel to a variety 

goods or to utilise legal and financial 

staffs to support a of different 

Agency theory sees diversification as a means through which managers can pursue their 

own interests at the shareholders (Jensen, 1986). Specifically, diversification 

may allow to: increase their compensation, power, and (Jensen 

Murphy, 1990) reduce their personal risk, which they cannot do by their 

portfolios (Amihud and 1981). They can even their positions with the finn 

more secure (i.e., entrench themselves) making investments that require their 

skills via manager-specific investments (Shleifer and Vishny, 1990a, b). 

third theoretical from which to view the for 

corporate diversification is market power. Villalonga (2000d) explains in ways how 

diversification can be m The first uses the profits generated by 

finn one industry to support predatory pricing in another. Secondly, a diversified 

can wi th other that with for same target 
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The IJPr<ifirn'linn on Firm Value 

customers. Finally, might use corporate diversification to III 

buying with other large In to out smaller competitors from the market. 

Benefits and Costs of Diversification 

above theories basically discuss the motives for the diversification. part focuses 

on the of diversified once they are diversified, than addressing 

the motivation for the 

1 Benefits ofDiversification 

The potential benefits diversification can be broadly seen as: lower risk, greater debt 

capacity, and taxes as a result of with imperfectly correlated 

cash flows (Lewellen, 1 1). of the financial implications corporate 

diversification is that a diversified flows provide a means of 

funding an internal capital market. An internal capital market can potentially a 

number sources of firm's owners. all, internally raised 

equity capital is costly than raised in the external capital market. The 

avoids the transaction costs associated with the of shares to public, as as, the 

costs information problems encountered when III 

capital market. Furthermore, with an internal source of financing, the firm's managers 

can closely over project rather than 

investment decisions up to the well-informed investors in external capital market. 

(1997) argument by "' .... F"F,'"'''' 

information, they can do a better job of selection, enhance value. In 

other words, head can redirect funds from divisions with limited opportunities to 

projects with investment opportunities. 

Another that Lewellen (1971) highlight is coinsurance effect derived 

combining whose flows are than perfectly Specifically, 

Lewellen that reduction in variance of flows resulting from 

9 



The lUpr'OI1fI'm"", on Firm Value 

at finn level serves to the debt To 

the extent that debt capacity adds value, diversification can be a source added value. 

2.2.2 Costs ofDiversification 

diversification has disadvantages. potential costs with 

a diversified business the of maintaining a focused company. 

Diversification creates inefficient internal capital markets through over-investment 

influence costs (Raj an, 

businesses of internal power that 

and Zingales, 2000). Likewise, Jensen (1986) 

argues that diversified more negative cash flow projects than segment 

would if operated independently. Meyer, Milgrom and Roberts (1 reinforce 

argument that stand-alone tend to produce than 

diversified finns to the cross-subsidization of business with cash 

flows. This inefficiency could a result the infonnation asymmetry problems 

the the management of operating divisions. 

Wulf (1998) links and efficiency problems in a moral hazard in which the 

established divisions have an incentive to use their to skew 

capital budgeting their favour. of whether capital allocation problems in 

diversified out a conflict interest owners or 

mismanagement within the organization, end result is the same: an inefficient 

allocation capital within the diversified finn when compared to the film. 

Another cost of diversification is that it somehow managerial agency 

If tend to over invest the finn excess or cash flow, 

then access to an internal market for capital in a diversified firm simply provides a 

opportunity to over Stein (2000) underline fact that rent-

seeking behavior by divisional subverts internal capital markets and to 

inefficient investments. This group of IS consistent finding of a 

discount. 

10 



The Effect a/Corporate Diversification on Firm Value 

2.3 Studies Documenting Evidence of Diversification Discount 

A stream of literature suggests that corporate diversification IS associated with a 

substantial reduction in firm value. An underlying theme of this literature is that 

conglomerates tend to misallocate their investment funds by cross-subsidizing poorly 

performing divisions. One of the studies that support this view is research conducted by 

Lang and Stulz (1994). The study uses COMPUSTA T Industry Segment database to 

estimate Tobin's q (market to replacement cost ratio) . They find that highly diversified 

firms have significantly lower average and median q ratios than single-segment finns. 

Lang and Stulz interpret their findings as evidence that diversified firms are consistently 

valued less than specialized finns. They are unable to explain this diversification 

discount, but they note that valuation differences are reduced when differences in size 

and R&D expenditures are considered. Their finding is supportive of the view that 

diversification is not a successful path to higher performance, but it is less definitive on 

the question of the extent to which diversification destroys value. One interesting finding 

is that sample firms perform poorly before becoming more diversified. 

Berger and Ofek (1995) examined firms on the COMPUST A T Industry Segment files 

that have total sales of at least $20 million. Using a methodology based on mean and 

median industry multipliers, they impute separate values for the segments of a multi­

segment entity. They find that the actual market value of many conglomerate firms is less 

than the weighted sum of the imputed divisional values. Overall, they estimate that 

multi-segment firms are worth 13% to 15% less than the sum of the imputed values of the 

firms' individual segments. 

Berger and Ofek (1999) reinforced their view by examining the causes and effects of 

companies' refocusing programs. From their studies, they conclude that diversification is 

one of the causes that force companies to refocus. They also find that, after examining the 

market reaction to the restructuring, firms engaged in refocusing programs achieve a 

cumulative abnormal return of 7.3% on average. 

11 
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Comment and Jarrell (1995) that firms focus outperfolm 

finns that report no or in focus. relate changes focus to stock 

returns and variety control variables. They find that increases in focus are associated 

greater shareholder wealth. Moreover, find that firms were more 

active in market for corporate control than focused 

Another study conducted by (1996) """"'ULl,",,",":> a sample of finns from 1 1-1976 

to assess how diversification was by a capital Surprisingly, he finds 

that diversified finns were also valued at a discount compared to single-segment 

the 1960s, when the diversification merger wave started. 

Common Sources of value loss from Diversification 

of main reasons theoretically claimed to be sources 

diversified are described below. 

2.4.1 Inefficiencies in Internal Capital Markets 

InternalIn any managers must capital across 

markets are a major channel capital allocation in modern industrial economies. As 

described by Gertner, Scharfstein and Stein (1994), internal markets may 

capital due to differences information, incentives, asset 

specificity, control rights, or transactions costsl. Consequently, one would expect a 

segment of a firm to irrespective of cash flow it has valuable 

investment opportunities and the finn has sufficient resources. If the diversified firm is 

it can ensure a cash flow its only 

through impact on firm cash flow. It is therefore not surprising that much the 

literature on that an internal capital market creates value 

shareholders. 

Lamont (1997) clarifies that the internal markets of diversified firms enable them to fund 
profitable projects because of information and agency costs, the external 
market would not finance. 

I 
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Since internal market investment by it is important to 

examine whether a it does not corporate resources to 

best uses. have limited available for investment external funds are 

more expenSIve internal an internal capital allocates these 

funds to maximize shareholder wealth. One would expect that divisions with 

investment opportunities would have priority in the allocation of funds and that 

investment should be by performance of the as a whole 

investment more marginal divisions. Divisional managers can expend substantial 

resources III and internal politics, thereby allocation of 

resources and deadweight costs. resources are allocated within a finn in 

such a way that most profitable projects do not have priority, the benefit having an 

internal capital market disappears. such cases, one would expect the value 

diversified firm to lower than the value of a matching portfolio of specialized 

Internal capital markets could fail because each division is not ...."'''~'''.,.. as a stand-alone 

finn mostly on own flow to finance (1997) 

established that investment in non-oil divisions of petroleum companies when the 

cash flow of oil divisions decreased dramatically because of the large drop in oil 

pnces mid-198Gs. Thus, his shows that investment a division of a 

diversified depends on the success of other divisions that are in unrelated 

ill context of the of an industry a sharp III 

flow. 

diversified firm should allocate more resources to segments that have better investment 

within the it should protect investment budgets these 

when the cuts back on investment. Shin and Stulz (1997) find that 

with lfPc'trnAnt opportunities invest more, but they find no evidence that 

the internal capital market protects the investment budgets a segment with better 

opportunities when or the an adverse flow 

shock. Shin and Stulz (1997) further the sources of cash flows for a segment's 

13 
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investment. they find that investment by a segment depends more on its own cash 

flow than it does on firm cash flow. At the same time, however, a segment's investment 

is affected by the cash flow shortfall of other irrespective the value of its 

investment opportunities, which is inconsistent with efficiency. 

and Ofek (1995) strengthen this argument by empirical evidence which that 

subsidization of poorly performing to the value loss 

diversification. In their study, Berger and Ofek examine whether the presence negative 

flow in one or more segments has a more on diversified firm value 

than of cash flow has on value. They conclude 

firms with cash flow segments have lower excess 

than diversified firms without such <:pOYnp'nT<: 

Agency Problem and Diversification 

Another to the diversification discount is the role of in diversified 

finns. there is a diversification discount, why finns remain diversified? 

possible explanation is that firms are plagued problems that allow managers 

to enter new from which they privately at the expense shareholders. 

According to Matsusaka (2001), the I<" .... npu of diversification is on the idea 

that because stocks are widely held across a group shareholders, individual 

shareholders have the incentive nor the ability to monitor and discipline 

managers. Hence managers use diversification as a means through which they pursue 

own without on value (Jensen, 1986). 

is some that discount is at least partially "<,'rprlYlU'Prl by 

the limitations of the firm's corporate governance structure to curb 

agency problems. (1999) finds that by 

pay-performance sensitivity (measured by shares and options management 

compensation packages) and by smaller board size. Also, Anderson et a1. (1998) find that 

diversified firms have lower stock ownership, of pay and III 
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lower pay to Finally, (I995) finds CEOs with 

more of their personal wealth vested in the tend to follow diversification strategies. 

This is to the that they will minimize their 

much concentrated wealth even it is not in line with the 

risk by 

higher 

value company as a whole. Consequently, management tends to keep the firm 

even if firm is valued at a discount "Ar...",,,...,,ri to stand-alone 

Recent work that 

and not necessarily agency problems. Maksimovic 

may at a discount as a result lower 

Philips (2001) model 

how conglomerate allocate resources across divisions over cycle, 

how ",,,vv1\..:> may those of single-segment firms in 

the problems. they test their theory by examining the 

efficiency of and plant-level data the 

find that conglomerate firms are less productive than .,LUi"'"" 

firms similar 

Studies Documenting Evidence That Diversification is Not Value 
Destroying 

Many empirical studies conducted in the 1 concluded diversification causes 

to trade at discount compared to stand-alone However, some of the most 

recently conducted do not agree with the findings that diversification causes the 

poor ofdiversified Most of these studies not question 

a discount diversified Instead, they either that the discount is 

attributable to "",,'rAY'<' other than diversification or highlight difficulties involved in 

attempting to precisely measure the valuation of diversification. 

Most recent empirical by (2003), Diltz Hyland (2003), Billett and 

(2000), and Chevalier (1999), cast some doubt upon the hypothesis that 

diversification is value destroying. and (2003) monthly 

returns from a of over 36 to 60 month intervals an announcement 

to diversify. Based on the analysis the ex-post monthly returns, do not find 

15 



The on Firm Value 

evidence of long-run abnonnal returns following diversification. Similarly, 


and Mauer (2000) gather from study of stock announcement that 


are benefits to diversification. Hyland Diltz (2003) document positive announcement 


associated with the announcement of events. 

Villa!onga (2004) that ,,"',,,''''''',,," whether diversification creates or destroys value 

is a particular case the ~=r.>h",= that to establish 

from non-experimental data. He concludes that simple average in outcomes 

between treatment and control ",<'VUIJC> IS an unbiased ~'''uu... ,~ treatment 

when units are randomly to the treatment. However, in contexts such as 

diversification and managerial decision-making, where are unavailable, 

is non-random. three different treatment estimators to address 

the diversification question, he finds different estimates of the of diversification on 

finn value. the are invariably insignificant across all estimates. 

Kedia (1999) put forward that that cause to diversify 

might also cause firms' values to be discounted by the Thus, they assert that 

diversification policy is endogenously determined a firm's management with 

other and that, taken determine how investors 

the firm. this endogeneity may a to conclude erroneously that 

value. They support assertion 

discount drops and sometimes disappears when they control for the vU'''"VF,''U (size, 

and profitability) of diversification policy. 

Similarly, et al (2002) analyze perfonnance of a sample target and 


finns m a They learn that compames 


discounted by the capital markets pnor to the merger alIDouncement. They then 


demonstrate how using industry-median market values from finns to 


the value of multi-segment may a spurious discount. 

16 



The lJ"r<l1l(,"""'" Of! Firm Value 

Consistent with VIew that significant measurement problems et al 

(2000) assert that valuation estimates firms contain embedded 

options to diversify and expand into other business segments. contrast, multi-segment 

firms exhausted some or all of real options. This implies that use 

of firm data to construct estimates of firm value for multi-segment firms 

may create a diversification discount. to extent that options 

are created when firms diversify (i.e. options to refocus), not find their 

way into multi-segment firm values constructed from single-segment firms' data. They 

find that firms of options 

compared to corresponding median by showing that diversified 

on have a fraction of assets that are larger 

flows and are bigger in compared to equivalent 

Studies Documenting Evidence That Diversification Creates Value 

A few show that diversified firms at not at The 

difference between studies and the above results are attributed to possibility 

measurement errors m pnor Villalonga (2000a) uses an establishment level 

database the economy to construct business units that are 

consistently defined across firms. She that diversified firms trade at a significant 

not a discount, when compared to non-diversified firms from same 

industry. addition, concludes that the source the different is because 

data and/or bias due to managerial OlSj:;relJOn m 

segment reporting. 

2.8 Related vs. Unrelated Diversification 

The economic rationale large firms is to achieve synergy between business 

units in to create more economlc than individual units 

isolation. order to achieve this objective, however, the nature a firm's diversification 

strategy plays a greater in the firm's performance than overall or level of 
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diversification. Many writers argue that related diversification allows the corporate centre 

to the among different to cost or 

differentiation advantages over rivals. 

valuation effect of related vs. unrelated diversification has long a subject 

Many authors hold view that diversification affects firm more 

positively than unrelated diversification and resources can be used In 

related markets. Resource sharing and competency rr",,,C'T,",. enable the diversified 

to overall costs in one or more its divisions, or to better 

the products of one or more divisions resulting in a premium (Porter, 

1987). Related should outperform unrelated diversifiers, this logic, 

since umelated firms do not have access to inter-business economies of scope 

that support the superiority relatedor benefits. There are numerous 

over and Ofek (1995), in their study to 

determine the of diversification on firm value, find that the value loss in firms 

~Ul:::,~b"~ in related business is less than of Similarly, conducted by 

Markides Will iamson (1996), and Bettis (1981) confirm findings. 

However, are also many which have found no relationship 

diversification strategy and performance after controlling the industry prior 

or differently. Ang et al (2003) studied 

post-merger abnormal returns. They documentedannouncement period and the 

that the significantly lower abnormal returns than related 

Contrary to and finding, they adjusted 

firms' overvaluation (caused by poor deal making ability) to control 

differences pre-merger conditions, there is no difference in post-merger 

abnormal returns between related and unrelated diversification. implies that there is 

no diversification discount more acquisition 

the discount" may attributed to the overvaluation, which is 

caused by the making ability. et al (2003) show that differences 

and to 
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fYlP,r<n'r conditions as well as the value creation or destruction at the acquisition phase due 

to the acquirer's' deal making ability. studies conducted by Palepu (1985) 

(1997) do not reach a conclusion whether and how type 

diversification affects nPl'TA'n11,,,nr'p to role 

of managerial policies in detennining success or of related diversification 

move. 

2.6 Diversification as a Match-seeking Theory 

Some other the that in some cases diversification can 

understood as a dynamic value maxlmlzmg strategy revolving around the notion 

capabilities, According to firms consist of 

capabilities in particular, skills and abilities of top and middle management, that are 

to some degree transferable across products and industries. Because the capabilities are 

valuable, it may not optimal for a to slowly out of business as sales of products 

decline. Rather it may better to try to find a new product and industry. process of 

searching for the business that is a good match organizational is full of 

uncertainty, and in some cases the uncertainty can be resolved by experimentation, 

entering an industry and observing the outcome (i.e. diversifying), 

Matsusaka (2001) developed a model to the view of diversification as a match-

process. model shows how diversification can a value 

dynamic strategy even if there are specialization From his investigation, he 

that at discount they do not a for 

their organizational capabilities. Thus, it is the poor performance (the lack good use of 

organizational capabilities businesses) that causes diversification, not the 

way around. 
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2.9 Diversification, Credit Rating, and the Cost of Debt 

is an independent assessment of credit worthiness a bond by a credit 

It measures probability of the timely of principal 

ntp,r",,,t of a bond. Generally, a higher credit would to a more favourable effect 

on marketability of a bond. are based on an evaluation of several factors 

the credit quality, diversification, and maturity of assets in portfolio, as well 

as, management strength and operational capabilities (Fitch Ratings, 2001). 

one of for a better credit 

ratings by the rating ..."",,,,,,,"'.., 

Diversification to a company's better in many ways. In 

cash flows segmented subsidiaries are expected to be less correlated to those 

domestic and international subsidiaries m markets, The 

earnings and cash flow from diversified companies' segments are usually not correlated. 

Consequently, flows different may provide a level 

operational to a firm's domestic and other cash flows. This trend helps 

diversified companies to have a stable earnings and shareholders' Lower 

and stable are some the criteria for credit 

their business, therefore, can achieve a better rating which 

companies to access debt HU,",U-.... ,",,, 

Prior research by Mishra (2004) finds that diversified companies, geographically 

industry wise, bond Such firms a significantly lower 

cost of new debt compared to their counterparts diversified only by developed or 

operating domestically. savmg the cost of new debt accounts a contribution 

about 2.2% of bond value to shareholder value. this about two thirds IS 

attributed to the indirect impact of such diversification through the improvement bond 

ratings, while another one third is attributed to the direct such 
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oFirm Characteristics and the Diversification DiscountlPremium 

Many have the importance controlling for 

that both the firm value and the decision to diversify for a proper evaluation the 

diversification on (Campa and Kedia, 1999, Matusaka, 2001, and 

Graham et According to these authors, characteristics of cause a 

company to can also cause the loss In film's 

Villalonga (2000b) asserts that finns do not diversify at random, but to do so, 

on their characteristics, on the characteristics of and potential target 

and the relationship the two. further points to problems 

estimating effect of diversification on value obtained from single-equation 

which from a sample selection bias. Failure to control for firm 

characteristics that lead to diversify wrongly attribute discount/premium to 

diversification instead of the underlying characteristics. 

Campa and Kedia (1 illustrate by example. Consider a firm facing technological 

change which adversely its competitive advantage in its industry. poorly 

performing will trade at a discount relative to the other firms in the industry. Such a 

firm also have lower opportunity costs of assigning its scarce resources in other 

industries, this might lead it to diversify. poorly performing firms tend to diversify, 

then, not taking account past performance and effect on the decision to diversify 

will in attributing discount/premium to diversification activity, rather than to 

poor performance the 

Yet, identifying the characteristics that could affect a diversified company's performance, 

other than diversification factor, is usually difficult. of the which 

can potentially affect the value ofdiversified companies are reviewed here. 
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10.1 Firms' Pre-diversification Performance 

The value of which diversified through acquisition can be by acquired 

companies' 'u~'''v" prior to acquisition. by et al (2002) 

and (1994) examined companies which they can assign market values 

to the and acquired both They the 

performance of the companies' shares for two The companies' 

traded at a discount over the period surrounding the acquisition, which could 

that diversification destroys value. acquired units' value, in their 

last year of operation as stand-alone compames, a discount in value was 

equivalent to observed t\vo years diversification. Simply by 

diversifying into a discounted unit, diversifying company can value, even if the 

diversification itself not destroy authors concluded 

that a fair portion of the diversification discount in occurs because the units that 

make up the conglomerate would discounted even if operated as "UA.UU--'" 

not because 

Similarly Campa and Kedia (1999) Villalonga (2003) provide 

diversifying are poor performers prior to conglomeration, indicating that act 

diversifying does not cause the discount In 

This that diversification discounts multi-segment firms might occur 

because the units would themselves be discounted even if operated as stand-alone 

Hyland (1999) finds conglomerate perform poorly and adopt a 

diversification In an to opportunities. 

2.10.2 Relative Size 

indicated that large ",ntA""",M are more diversified small 

ones (Gallop and Monahan, 1991). In situations diversification is achieved through 

acquisition of another size of two companies an on their 

merged value. Benston, Hunter and Wall (1995) hypothesize that the greater relative 



(}rnnwnf(> J1IJPiC<ltl,rnl"on on Firm Value 

of the target to the acquirer, the greater potential for merger-related 

that scale are positively to the ratio of 

target to acquirer size. the authors note that the potential gains from economies 

of scale be offset by the that relatively large targets to 

introduce new and potentially more profitable products. In addition, acquisitions 

result in higher costs to of 

a target complexity and levels of 

managerial discretion, thereby raising costs to the acquirer. Not controlling for the 

size factor, can mistakenly attribute the or losses in 

firms. 

2.10.3 Growth 

The growth opportunity of a company depends on many such as the company's 

in capital and its industry's market outlook, and other 

specific characteristics that detenmne the company's growth prospect. growth 

of diversifying can impact components the 

capital structure such as liquidity and Similarly growth opportunities can have a 

effect on value the firm. reasons, controlling growth 

opportunities is important in assessing diversified companies' value gain or loss 

to diversification. 

2.10.4 Profitability 

It is apparent that markets are influenced companies' profitability. A with a 

good profitability record is preferred by investors as compared to less profitable ones. 

Similarly it is for the profitability factor to an on of 

diversified companies. Thus, it is important to evaluate the estimated diversification 

discount/premium in to companies' profitability. previous by 

(2003) shows that the profitability firms, measured as profit 

by sales, observed diversification discount. Their measure of the 

diversification discount is 7.7%. After controlling for the profitability factor, however, 
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the to 5.9%. found, the analysis of the profitability 

of the diversified and focused firms, that firms were profitable than 

decreased by almost Thus, by controlling for the profitability 

relationship between diversification discount value)They 

correlation between and the firm. They found a 

diversification prenuum profitability. An increase In excess profitability by one 

V"A,"~~,,, point excess by approximately 1.6 points. 

2.11 Corporate Refocusing and Diversification 

gaInsFocus on a narrow set matters within an industry are 

from specialization. If the typical firm within an industry has substantial 

In skills, and afor 

complementary way across product segments, it is likely significant 

from diversification (Morek Yeung, 1997) Thus, matters when are 

returns to specialization. A more focused is also to 
. . 2

and It IS more transparent . 

The trend towards corporate dates back to the 1980s. Decisions lead to a 

In diversity a firm's operations have found to increase value, 

improve firm's prospects for future performance, and its 

performance. 

and (1999), their attempt to establish the causes and outcomes of 

examined 107 firms. find that one cause refocusing is the 

desire by diversified firms to enhance shareholder value. Diversified that refocus 

2 Ferris and Sarin (2000) underline the fact that investors are likely to focused firms since it is more 
convenient for them to achieve the desired level of risk diversification with pure-play firms. 
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have significantly greater losses from diversification 

do not refocus. 


Daleyet (1997) find divestures that corporate more value 


abnormal returnsdivestures. and 

spanning the three years a divesture that increases corporate are 47% rn'"",t<>t' 

that do not focus.than returns to 

improvements are consistent with market performance operating 

the two groups of Ofek (1995) evidence of 

asset lead to performance over the three 

corporate focus. 

though IS a of divestment non-core domains 

"reinforcement" the core business, is not as a 

of the realization firms of the that diversified 

According to and Ofek (1999), another cause refocusing is a III 

\.4Uf'nt·v costs. If problems play a role in creating sub-optimal 

to reduced managers will asuch 

and that 31 have a change III 

management their restructuring. a result they the 

cumulative abnormal returns, overall, the refocusing-related announcement of 

refocusing, and that abnormal returns are significantly to the 

amount of was by the diversification policy. The 

fact that the from refocusing is positively to amount value that was 

being destroyed, indicates that divisions a diversified can reverse 

least partly) the value reduction from operating multiple lines within 

one firm. 

Campa and (1999), on the other hand, that, much the decision to 

diversify, the to refocus is also endogenous. choose to when 

benefits costs of refocusing. After controlling for firm characteristics, they 
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find evidence the characteristics force to refocus are positively 

correlated with finn characteristics the 

diversification discount refocusing 

2.12 Diversification in Emerging Markets 

2.12.1 Potential Benefits ofDiversification in Emerging Markets 

Research by Lang S tulz (1994), Berger and Ofek (1 Servaes (1996), and 

Servaes (1999) that diversification not enhanced the value 

the markets. The evidence in papers suggests that, for the 

average firm operating in developed capital markets, the costs of diversification outweigh 

the 

In the relative costs and may not necessarily be the 

same as developed countries, because market imperfections are more severe. 

are several reasons to that diversification is potentially beneficial in an prYlPYlT.n 

context. The transaction cost theory proposed Williamson (1985) that 

the optimal structure of a firm depends on institutional context. Khanna and Palepu 

(1999) the context under which companies work 

developed markets. They underline that m U.S., the institutional context IS 

well functioning labour, and product In m an 

market as India, China, or there are a of market failures, 

caused by information and problems. markets are 

characterized by inadequate disclosure and weak corporate and control. 

as financial analysts, mutual funds, investment bankers, venture 

capitalists, and the financial are not evolved. are 

generally and enforcement is erratic. 
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Similar in product markets labour once agam of the 

absence of intermediaries. to Kharma and Pa\epu (1999), the absence 

intermediary institutions emerging markets makes it costly 

to acquire inputs such as finance, technology, and management talent. Market 

imperfections also make it costly to a quality brand image in product markets 

to relationships with joint venture partners. 

can take advantage by at the firm level or 

through membership in industrial that are common m many and 

developed capital markets. imperfections m the external capital markets of 

should make internal capital relatively more attractive 

firms. As described in Williamson (1975) and information asymmetries 

the cost of funds over internal allows to 

bypass external capital market in favour an internal market where divisions that 

have high cash flows, but poor investment opportunities, finance the investment of 

divisions that have low flows but investment 1S, 

evidence that that in internal capital markets, funds may actually flow 

in the wrong direction. by (1997), (1998), Servaes 

Zingales (2000) indicate that internal capital markets can lead to under-investment in 

projects unprofitable ones. Henri and 

Servaes (2003) insist that when infonnation are severe, as IS case 

markets, price differential between internal and external increases, which 

should make diversification more beneficial. 

Another reason for expecting that industrial by a country's 

would have a positive contribution to the is that a developing 

country's typically the that increase benefits of 

focus strategies (Amsden, 1 Amsden and Hikino, 1994). Their advantages are often 

diversification, and of tends to 
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Finally, government policies of many developing countries have created 

diversified firms, in the form of access to bank loans at attractive rates, foreign 

exchange and a multitude of interventions (Amsden, 1998) that are likely to 

have a favourable impact on In an enterprise may be more 

profitably as part of a diversified business which can act as an 

intermediary between individual entrepreneurs and imperfect markets. More 

the scale and scope of groups could allow business groups to internally replicate the 

functions provided by intermediary institutions in advanced 

(Jensen, 1986 and Stulz, 1 

2. Potential Costs ofDiversification in Emerging Markets 

Despite potential benefits of in emerging markets, the severe market 

can also costs associated with diversification. 

Membership in diversified groups can associated with conflicts of between 

controlling family shareholders shareholders. Common family ownership 

result, for example, in misallocation of by investing cash flow, by 

profitable group firms, unprofitable investments, even though this may not be in the 

of public Further, diversified can pursue 

compensation schemes across group companies for internal equity reasons. 

Finally, v,",,",,,, ... ,,,,, of difficulty of acquiring a variety of industries at the 

same the central office of a diversified group can also make sub-optimal decisions. 

problems associated with affiliation with a diversified may 

exacerbated in markets because of weak disclosure requirements, ineffective 

governance and a poorly market for corporate Whether 

affiliation with a business group creates or destroys value in emerging 

an empirical question. 
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2.12.3 Empirical Studies on Diversification and Emerging Countries 

Firms' Value 

the markets, empirical tests on the costs and benefits of corporate 

diversification in emerging support hypothesis diversification is 

markets. Khanna and Palepu (2000) the value and 

profitability Indian firms belong to industrial find that profitability 

first with group and but then beyond a threshold leveL 

"'-',,,,,,-,,, suggests that beyond a threshold there might benefits to diversification 

at group leveL 

Another study that supports the concept the of diversification to 

in emerging markets is research done by Houston Naranjo 

(2003). They use the Worldscope database to study In over the period 

1991-1995. Their aim is to whether institutional environment a country 

affects costs and of diversification. One their conclusions is that in 

income and countries, diversification is not hannful to shareholder wealth, and 

could be beneficial. the low-income countries are, by definition, 

countries, their conclusions that diversification has no effect on firms' value. 

Similarly Claessens et a1. (1999) studied how corporate diversification policy interacts 

with group affiliation and ultimate ownership stmcture of East They find 

that diversification is associated with a 5 discount of 

the discounts are attributable to diversified firms in the more developed 

Asian economies. finding is with internal market that 

argues a lack of reliable financial reporting and limited analyst following less 

developed causes a substantial gap a firm's 

investors which should diversificationn more in emerging markets. 
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2.13 Diversification and Firm Value in South Africa 

2.13.1 Background 

The corporate history in South was dominated by conglomerate firms until late 

1990s. 1994 six largest these pyramid groups of industrial, commercial, 

and financial companies constituted more than 70% of total market 

capitalization of JSE (Barr Kantor, 1994). pyramids were controlled by a 

few shareholders who owned a of underlying 

holding companies allow dominant shareholders to retain a majority voting 

holding only a fraction the equity. 

According to Barr and Kantor (1994) the firms two key 

shareholders in the conglomerate company own a a diversified portfolio 

of operating companies. Second, the dominant shareholders systematically control the 

pyramid the companies even though they a The 

minority control is applied by a holding strategic cross-holding that 

the parent the companies. In way 

shareholders, typically a family that founded the enterprise, achieve their goal of 

diversifying their own wealth across different sectors of economy the world while 

maintaining control over 

The relevance efficiency this type structure is argued differently different 

groups. argue that the structure is an efficient solution, in South 

f'n.,t>,,'V't to problem separation ownership and control (Barr, Gerson and 

1 Gerson (1993) argue the performance the major was not 

discounted as a of the structure that to undennine the 

one-vote of corporate governance. Similarly, studies by Barr Kantor (1994) 

that is a benefit maintaining the pyramid structure. They that, 

keeping the pyramid structure, the controlling shareholders are able to diversify their 
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control over operating Atportfolios the pyramid without 

the same time, the operating 

the controlling can contribute, 

can benefit the efficient management that 

as as, obtain and 

guarantees should the need 

On the other hand, government policy has to remove pyramids; unbundle 

unfocussed conglomerates and break up monopolies. doing so, as by 

African National Congress (1992), it hopes to promote efficiency the private 

sector. Two reasons were given by the government as a basis for the objection to pyramid 

holding. First, it was argued groups are to an 

concentration of power and that their IS an inhibiting factor to 

competition the market goods and it was that the 

pyramid holding reduces of shareholdings and it was maintained that such 

structures would be valuable to their if split into their component 

studies as to whether benefitsparts, or unblmdled. 

shareholders or are smnrnarized in the next section. 

2. Evidence on Effect of Diversification on Firm Value in the 

Securities Exchange 

definition study refers to product 

are in more than one industrial segment. However, the tenn , for the 

purpose not include holding companies have "'",.l''',",U'''' as listed 

subsidiaries. are no studies that evaluate the of the 

multi-segment against single-segment firms. Although the nature of pyramids 

are different objectives this study, evidence a general 

the performance of diversified companies in South African context. 

Blount and Davidson (1996) examine market's response to announcement 

unbundling on the returns the parent companies and perfonned 

two event the first looking at the impact of the restructuring annOlmcement on 
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parent companies, and the looking at the on study 

attempts to establish if abnormal return occurred over the 120 days ( 60 days 

announcement 60 days after) announcement unbundling. They 

report a positive average abnormal return 33% for parent company and a 

cumulative abnormal return 18% the subsidiaries. The possible 

explanation according to Blount and Davidson (1996) were: 

firstly, motives for unbundling were not viewed as related. there was a 

the environment the unbundling was a from 

a more structure. Secondly, from capital market view point, argued that 


the South African may not sufficiently sophisticated unbundling to a 


wealth-enhancing exercise. 


Similarly, and Kantor (1994) examined the existence of a discount in the Net 


Value (NAV) the pyramid companies. evaluated the NAV of the (Anglo, 


Anglovaal) Mining houses to establish 

whether a discount exists in to test argument that unbundling would 

value by eliminating discount to NAV. [mdings suggest that 

shareholders who preserved their houses benefited more than 

who had shares in listed companies are controlled by the Barr and Kantor 

that, by playing a and supervisory role on of other shareholders, 

,.." • ."ufi, can make a contribution to the efficient management of its subsidiary 

The can also the companies with finance directly 

or with guarantees dming periods of financial which add to the value of such 

argue that unbundling can only reduce role and other 

responsibilities Mining Finance houses in activities of its operating companies. 

with the findings by Barr and Kantor 994) and Blount and Davidson (1996), 

Davidson ( finds no of a in value as a result diversification. 

He, concludes that simply reallocating shares in subsidiaries to shareholders 

will not increase value unbundled companies. 
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from an event study by et ai, (1989) on the long-term 

performance conflicts with They examined the 

long-term corporate The the conglomerate was 

compared to truee benchmark portfolios, namely: a randomly portfolio, the 

portfolio, and a pseudo-conglomerate portfolio. market and accounting 

(ROA ROE) return measures; found that conglomerates underperformed 
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3 RESEARCH DESIGN 

3.1 Corporate Diversification 


Diversification can defined in terms of product and geographical diversification. 


Product diversification is when a firm a to """.~uu 

other whether or in order to increase sales, costs, exploit 

more promising opportunities, or otherwise increases profitability and term 

potential. Geographical diversification is a operation in 

tt""T'pnt geographical areas with different risk profiles. 

focus of this is to the gain or loss in the value the have 

diversified business activities across different Many of the Securities 

listed companies in more than one type activity. However, 

m the Securities Exchange classification of finns across industries, only four 

are the "diversified" This is mainly the 

classification is based on nature of business in which the company dominantly 

even though company has in more than one 

websites each of the Securities Exchange's top 200 companies were analysed in 

order to identify firms operated in a market business segment or multiple 

business segments. operation of their were 

reviewed to study the nature of their business and 'reclassify' 

as 

3.2 Nature and Sources of Data 

basically involves an analysis of historical financial and market 

Hence it deals mainly secondary data acquired from different sources. All the 

necessary financial and market for listed companies in the sample were obtained 

from McGregor's Similarly, information regarding names, 
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number of segments in a company, and nature of the business of the segments that 

constitute the conglomerate have been derived from McGregor's published 

encyclopaedia about South African companies and fTom the annual reports that the 

companies post on their websites. The literature review, which forms the theoretical 

background of the research, is an important part of the study. Journals, books, the 

Internet, and previous research conducted into the subject are the infonnation sources for 

the literature study. 

3.3 Sample Selection and Description 

The pnmary sample used in the analysis is derived from the BFA-Net (Bureau of 

Financial Analysis). The BFA-Net provides accounting and financial market data on over 

413 JSE-listed companies in a standardised form. This includes information from the 

balance sheet, income statement, cash flow statement, financial footnotes, and market 

data going back 24 years. For the purpose of this research, however, the information 

provided by BFA-Net was not sufficient because it does not include segmental 

information which is important for the study. Companies include segment information in 

their financial statements as is required by GAAP3. It was, therefore, necessary for this 

study to investigate the financial statements of each of the companies in order to identify 

the diversified companies and other characteristics of the segments needed in the sample. 

For a firm to be included in the primary sample, in addition to the basic requirement that 

the fmn must be operating in a diversified business markets, data must be available on 

the market value of the equity of the company for the year 2003. Moreover, the 

companies must have data on sales, operating profit, and assets for each of their 

segments. In some cases a company can have more than one business segment even 

though the contribution of one or more of the segments to the overall company operation, 

in relation to the other segments, is insignificant. In such cases the effect of these small 

3 OAAP, as prescribed in AC 115, requires companies to report financial information_ revenue, result, 
assets, and liabilities- by segments about the different types of products or services, and the different 
geographical area in which they operate. 
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segments on the company's overall performance would be insignificant. Therefore it 

would be unfair to categorize them as a diversified company. Hence, the sales of a 

segment must constitute at least 5% of the company's total sales if the company is to be 

considered to be diversified. Companies having a pyramid-holding structure with a 

controlling interest, in any listed company, are not included in the sample as the 

subsidiary companies could also a have diversified business. 

The study is focused on the JSE Securities Exchange top-200 compames not only 

because smaller companies are unlikely to be diversified, because no segment 

information is available for them. Financial companies are excluded from the sample as 

the structure of the accounting items in their financial statements are different from the 

other companies and do not fit into the model used in this study. After investigating the 

annual reports of the top-200 companies, from the companies' websites, 38 companies 

were identified as having their nature of business diversified across more than one 

industry. Eight out of the 38 companies were excluded from the sample because they 

either did not provide segment information in their report or the information was 

incomplete in terms of the 3 accounting items (sales, operating profit, and assets) needed 

for the study. A further 4 companies were excluded from the sample because they lack 

data required from their corresponding industry sector. The refinement resulted in 26 

companies with III business segments being included in the sample resulting in a total of 

3594 observations for the year 2003. 

As an alternative means of measuring the value gain or loss from diversification, excess 

value for a sample of 57 focused companies is measured. The 57 focused companies 

represent all focused companies, after excluding the companies that lack the necessary 

data, within the top-200 JSE Securities Exchange listed companies. Focused companies, 

which are in the top-200 companies, but where sector is not one of the industries in which 

the segments of the sample diversified companies are engaged are excluded so that they 

4 The 333 observations represent the total of the three accounting items (Sales, EBIT, Asset) for each of the 
III segments. The additional 26, to give a total of 359 observations, represent the actual value of the 
sample companies used to measure the excess value. 
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as the diversified companies. A total of 

actual value for each company) observation from the 

are to measure excess value. 

3.4 Research Methodology 

The study is based upon that exist concerning corporate diversification 

and its on study that involves analysis of 

market data of the listed companies is carried out to measure 

gain or loss in "A.."'.... c.... due to diversification. 

3.4.1 Measuring Value 

The central is whether the value of a diversified 

operated as stand-alone entities. firm is less than its value broken-up, 

Ideally, the firm's actual value sum of the imputed values of the 

between the firm's actual segments. But that is, usually, not the case. 

value and the sum of the imputed as stand-alone entities is, 

therefore, measured to examine whether or firm value. 

The gain/loss in value, described as excess is using the following 

model5
: 

EV = In ACTUAL VALUE] = In 
IMPUTED VALUE 

Where: 

= Excess Value, 

and Ofek (1995) 
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A V = The market value of the finn on the closing date at year-end. 

IV = Sum of the imputed value of a finn's segments as a stand-alone firms. 

The previous fonnula shows that the finn's excess value measure is the natural logarithm 

of the ratio of the finn's actual value to imputed value. The imputed value of a company 

is the sum of the imputed values of each segment in the company. The value of each 

business segment in a finn, as explained in the following section, is computed using the 

Industrial Multiplier Approach described in Berger and Ofek (1995). 

3.4.2 Measuring Company's Imputed Value 

The Industry Multiplier6 method computes the imputed value of each business segment 

by multiplying the median ratio, for single-segment finns in the same industry, of the 

market value to one of three accounting items (assets, sales, or operating profit) by the 

segment's level of accounting item. 

IV I
n 

AI i * (Ind JV / AI )mj ) 

i=l 

Where: 

IV = Imputed value of the sum of a company's segments as a stand-alone 

company, 

Ali = Segment 1's value of the accounting item (sales, assets, or EBIT) used in the 

valuation multiple, 

lnd i (VIAl) m! = Multiple of the market value to the accounting item (sales, assets, or 

EBIT) for the median single-segment company in segment 1's industry. 

The sum of the imputed values of a company's segments estimates the value of the finn if 

all of its segments are operated as stand-alone businesses. The concept of the 

measurement is that the segment would have a ratio (market value to accounting item) 

that equals the average ratio of the undiversified finn in the industry. 

6 Berger and Ofek (1995) 
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To compute the excess value the multiplier, example, industry median 

multiple market value-to-sales the stand-alone finns in segment's industry is 

to obtain the imputed of the of themultiplied by 

The same procedure is followed to get the imputed value using the other two 

accounting items The process is with 

segments and then to obtain the finn's imputed value. Finally, excess 

value is computed by the natural logarithm the actual to imputed 

log of ratio of a actual value (A V) to imputed value (IV) is 

measure excess value (EV), or the gain or loss value from diversification. Positive 

excess value indicates that enhances value of beyond that of 

stand-alone counterpart. excess value ."""_"".,~.., that diversification 

value. 

excess is further analysed in terms of the number segments, relatedness 

between segments, and company's extent capital expenditure and it's 

implication to the of the finn. Analysis of the relationship between the number of 

company value the establishment of whether a 

relationship /it'",""""", of diversification and value the firm or not. A 

subjective analysis also be conducted to determine finn value is affected by 

nature which it diversified. 

3.4.3 Estimating Segment Value 

Estimating val ue is very fundamental in company's imputed 

The Industry Multiplier model is to measure the value each a 

company. The III value is nature of the 

business so as to classify it into one of on the 

Securities Exchange. Each segment was classified a sector carefully studying 

nature of the business of segment. the of classification is 

The data each IS from company's annual report, as 
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reports are not available on the BFA-Net. three items and 

operating profit) ne(Xlea for this In cases where is provided 

there are unallocated items, they are prorated across segments on the 

SIze the in telms of the item. example, if a 

company's head office revenue that can not attributed to any of its 

revenue IS nrrW<ltp/i to the 

3.4.4 Measuring Industry Average 

to revenue sIze. 

preceding the value of a 

diversified company is computed by multiplying accounting item (sales, assets, or 

operating profi t) the "PCTTYlPlnT a corresponding multiplier of 

itemindustry IS The market to an 

assets, and operating profit) IS calculated for each company m the 

industries to which the 111 segments of companies belong. Then mean 

and median value of the ratios for of 37 industries was calculated. Due to the 

distribution ratios, median value is used as a multiplier rather than mean. 

In the ratios, the of identified as diversified, 

were excluded so that it ret1ects value of the representative focused companies. After 

excluding companies with no or incomplete extreme results, the bench-mark industry 

included industries with 188 companies and with a 

observations. 

3.4.5 Measuring the Degree ofRelatedness in Diversification 

Ofek (1995) measured the of relatedness In one company as the 

of reported by a and number of 

unrelated segments. Based on this calculation, the related variable 

7 The 752 observations include the three accounting items (sales, and plus their actual value 
for each of the 188 companies (188x4 = 
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between zero, when no segments are the number of one, 

when no Because of smaller of the diversified comparues, 

applying the above method would not reflect the degree diversification a 

Hence, to a company diversified its 

operation in related or not, each segment's industry is traced to see if it In 

the same Major sector with the industry. If all company's 

nature business is traced to one they are regarded as related and 

company is deemed to have diversified related on this the 

sample companies have been classified into two groups: Related-diversified and 

Unrelated-diversified companies. the excess is measured for each of the two 

groups. 

3.4.6 Controlling Factors 

The measure excess value is not evidence per se it is a or in value 

merely due to diversification. Many other factors might contribute to the difference in 

value actual and value. Although it is to these 

endogenous factors, and measure their effect in the measure of excess 

includes some fundamental variables that explain excess 

are some the factors believed to a potential impact on the excess value other than 

diversification 

Profitability: one of investors' for investment in a company IS its 

profitability. the profitability history the company an impact on the 

market of the company. The measure of excess IS, likely to 

by profitability. To whether a profitable diversified company 

has a higher excess profitable one, the profitability 

(EBIT/SALES) of the sample companies for the past 5 are """''''JiLa 

Investment: , to in long-term assets either for growth or 

sustainable earnings. Companies with relatively low capital expenditures can be 

perceived, by as unsustainable companies. capital expenditure to 

(CAPEXJSALES) and capital expenditure to total assets (CAPEXJASSETS) ratio of the 
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last 5 is examined the companies to evaluate whether III 

lOrlll-l[enn assets significant impact on excess value. 

Size: previous studies conducted on the effect suggested that larger companies 

are traded at a premium than the smaller ones (De Villiers et al. 1986). see if 

has any effect on the amount excess value calculated, the variation excess 

across different asset IS 

3.4.7 Alternative Measures ofthe Value Effect ofDiversification 

As a supplementary measure to this study's model of measuring diversification, the 

researcher has examined excess value for a sample of focused companies and two 

which are believed to good' of of 

diversified and focused companies are compared. Price/earnings and Pricelbook 

value ratios for past 5 years (1999-2003) are investigated each of the companies 

included the sample, as well as, industries III all the sample companies 

In calculating the industries' average caution has taken to exclude 

the diversified so that it reflects a true focused-companies' industry 

3.4.8 Causes ofExcess Value in Diversification 

Although theories are as to why are at a 

premium or discount, it is always difficult to identify the real causes of the excess value. 

this Debt! Assets ratio Effective tax rate is to establish 

whether the excess can explained by the difference in the two characteristics 

the diversified and focused ('{wnn~ln 
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Rationale for the Industry Multiplier Approach 

Different methods have used so far in the to measure the value effect 

corporate diversification. of them IS the event-study method where the specific 

takeover IS the In price of the finn is 

examined However, the share response to takeover may the 

tenns offer, the probability of success, or infonnation signalled about opportunities 

the core of it is difficult to clearly identify investors' 

attitudes diversification examining any post-announcement stock price 

& 1995). 


Another widely used approach is the Tobin's which q (present 

of future cash flows divided by the replacement cost of tangible of 

diversified with of a stand-alone Calculation q requires assumptions 

about rate of depreciation to finn's 

employing Industry Multiplier approach, it is believed the problems in the 

above two methods can avoided. 

The main advantage of the Industry Multiplier approach is the fact that it is neutral to 

sector and that all In a way (Berger Ofek 

1995). The method not provides a direct estimate the excess value associated with 

diversification, but also enables further investigation at a segment of sources 

any overall value 

validity measuring diversification discount/premium USIng Multiplier 

approach depends on management disclosure policies. managerial 

suggest managers may incentives to misstate data 

to both providers of and product market competitors (Darrough Stoughton, 

1990). It is often to identify assets attributed to a specific 

and expenses of the company may not be specifically identifiable to a specific segment. 

the ability to and so CAIlITYt,'n 
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could this study will use 

EBIT, and Asset) independently to compute the imputed value of the 

3.6 Limitations of the Study 

Most the limitations the study mainly as a result the unavailability of 

data or of data for certain periods needed this The following are some 

constraints which might limit the research its scope and objectives: 

The absence In form (BFA-Net) general, 

unavailability of the segment data companies' annual reports more than 2 

years has limited the of this study to a single that is 2003. 

results across a longer period would enable us to evaluate consistency 

the value or thereby the validity of methodology. 

In identifying and classifying into different the researcher 

the nature of business segments subjectively. 

exact contribution of factors, other than diversification, on measure 

excess value could not be measured because the sources of data do not fit with the 

model that can measure their effects. 

Although the literature gives a detailed of potential causes value loss or 

gain in diversified this research is limited in its to identifying 

the possible causes, in a South African the excess value. 
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4 DATA PRESENTATION AND ANALYSIS 

4.1 The Overall Effect of Diversification on Firm Value 


Measuring the value of diversification been a difficult and controversial issue. 


Various studies applied many different The are accordingly 

conflicting and inconclusive. the event study method the 

merged ,",,",'UOJ''''' is measured before and performance n->Pf'(Ypr (Diltz and 

Hyland, 2003, et al. 2003). applied Tobin's q ratio which compares 

and 

method to 1996). Many others the Berger Dfek's (1995) industrial 

or in the value of diversified companies (Campa and Kedia, 2003, 

Graham et al. 2002) 

that diversification has a negative Most of studies the 1 

diversificationeffect on shareholder value. Many of them reported a 

discount Most recent a lesser or zero discount 

(Graham et al. 2002, Mansi and Reeb 2002), and a diversification premium by a 

(Villalonga, 2003, and 2003) 

In paper the value of diversification is examined Berger and Dfek's 

Industrial Multiplier approach. method basically tries to show 

diversified company 

ercental!e that a 

by choosing the diversification as compared 

to focused It of a diversified company is ideally 

vALJ""'L"U to perform comparably to average t"IPI'T"'rn1,~nr'p of other 

the industry. However, since segment is under another company, its value can 

not determined in The value the company of which the 

segment is a part, meanwhile, the overall value which belong to 

and Ofek (\995) report a diversification discount of I 15%. and Stulz (1994) found a 
Tobin's q in focused than in diversified companies. 
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different industries. This method, therefore, tries to impute the value of each segment in a 

diversified company had the segment operated independently. 

As described in the previous chapter, the value effect of diversification, using the Berger 

and Ofek (1995) method of measuring excess value is the natural logarithm of the ratio of 

the firm's actual value to imputed value. Table 1 provides descriptive statistics of the 

excess value measures computed using each of the tluee median industry multipliers. The 

median, as opposed to mean, value is used for the industry multipliers so as to avoid the 

distortion in mean value due to extreme figures. The sample consists of 359 observations 

of III segments from 26 companies. 

Table 1 Descriptive statistics of the Excess Value using the three (Sales, EBIT, and Asset) median 

industry multipliers for diversified companies . 

Excess Value (EV) Using: Mean Median STD 

Sales multiplier 0.41 a 0.580.33 a 

EBIT multiplier 0.38 b 0.45 b 0.58 

Asset multiplier 0.39 c 0.41 c 0.65 

a EV using sales multiplier: The natural logs of actual value/imputed value where: actual value is the average value of the company 
for the year 2003, and the imputed value is the sum of tile imputed value of the company's segments. The value of each segment is 
Ihe segment's sales value mulliplied by irs industry's median capital-Io-sales ratio. 

b 
EV using EDIT multiplier: The nalurallogs of actual value/imputed value with each segmenl's value equal to the segment's E81T 
multiplied by its industry's median capital-to-E8IT ratio. 

C EV using Assets multiplier: The natural logs of actual value/impuled value wilh each segment 's value equal 10 Ihe segment's total 
assets multiplied by irs industry's median capital-to-assets ralio . 

(Refer to Appendix-I&2) 

Contrary to Berger and Ofek's (1995) findings, which reported that multi-segment 

companies in the US have a diversification discount of 13-15% compared to single­

segment companies, Table 1 shows that diversified companies in South Africa are traded, 
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on average, at 39-579 percent ( above the focused companies' value. It is shown that the 

mean excess value is 0.33 (median 0.41) using the sales multiplier, 0.38 (median 0.45) 

using the EBIT mUltiplier, and 0.39 (median 0.41) using the assets multiplier. 

Alternatively, excess value is calculated using a different imputed value that reflects the 

size of each company in the industry. The market capitalization of each company is used 

to weight each company's ratios of actual value to the three accounting items. The 

weighted average industry multiplier is, then, used to calculate the sample companies' 

imputed value. Table 2 swnmarizes the mean and median excess values for the three 

accounting multipliers. 

Table 2- Descriptive statistics of the Excess Value using the three (Sales, EBIT, and Asset) weighted 

average industry multipliers for diversified companies. 

Excess Value (EV ) Using: Mean Median SrD 

Sales multiplier 0.09 0.14 0.78 

EBIT multiplier 0.11 0.22 0.73 

Asset multiplier 0.27 0.35 0.73 

Confirming the existence of positive excess value, Table 2 shows that diversified 

companies are traded at an average EV of 0.09 (0.14median) using sales multiplier, 0.11 

(0.22 median) using EBIT multiplier, and 0.27 (0.35median) using Asset multiplier above 

the focused companies. The range in the EV, 0.09-0.35, in the above table is large as 

compared to Table I. This is due to the extreme values in the companies' ratios. The 

industry ratios used to calculate the excess value in Table 2 take into account the weight 

of each focused company in its industry. This helps to avert any bias that could be raised 

with regard to the significance of a company in any industry. 

9Since the EV is natural logarithm form, the values 0.33 and 0.45 are equivalent to 39% and 57%, 
respectively, when converted to percentages . 
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Although there is a significant difference (Sales = 0.09, EBIT = 0.11, and Asset = 0.27) 

between the excess values as computed by the sales multiplier and the other two 

multipliers, what is important for this study is that the three methods report a positive 

excess value. The positive excess value indicates that a diversification premium exists. In 

other words, a diversification premium entails that the different segments would not 

benefit should they be traded as a stand-alone company. The result also implies that 

merging with other segments, rather than being traded as a stand-alone company, 

enhances the value of the different segments. 

This is consistent with the evidence from studies on the benefits of diversification in 

emerging markets which South Africa is a part (Khanna and Palepu, 2000, Favuer et al. 

2001, and Claessens et aI., 1999). It also supports the evidence from similar studies on 

the effect of unbundling on companies' value in South Africa (Barr and Kantor, 1994, 

Blount and Davidson, 1996, and Davidson, 1997). The diversification premiums (the 

positive excess value) reported in Table 1 and 2 are very significant. This suggests that 

the value gain from diversification is substantial even though the value cannot merely be 

attributed to diversification. 

However, it is important to point to the fact that many previously diversified companies 

had unbundled their business in the late 1990's. Since this study covers only diversified 

firms which were operating in the year 2003, the performance of the firms that had 

already unbundled before then is not included. Therefore, it is possible that their poor 

performance as diversified firms could be the reason for unbundling in the first place. 

Hence, the results in this study reflect only the performance of the successful diversified 

companies. The significance of the impact of other factors (size, growth, profitability etc) 

will be examined in the subsequent sections of this chapter. 

4.1.1 Relatedness and the Diversification Premium 

The major rationale for the existence of related-diversified companies and the pursuit of 

related-diversification by management is based on the concept of synergy between the 
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different businesses of a diversified company. Synergy usually arises when two related­

business companies are merged. Relatedness of different segments of a company, 

therefore, plays an important role in attaining the value sought by the merger. Most of the 

previous studies conducted maintain the view that related-diversification is value 

enhancing. Berger and Ofek (1995), Lang and Stulz (1994) find, despite their conclusion 

that diversified companies are traded at discount, that the diversification discount is lower 

In related-diversified compames. Similarly, Villalonga (2004), who found a 

diversification premium in diversified companies, observed that the premium is higher in 

related-di versification. 

Consistent with the above View, the results In this study suggest that related­

diversification is value enhancing. Table 3 shows the excess value seen in relation to the 

companies' segments' degree of relatedness. 

Table 3- Excess Value analysed in relation to companies' segments relatedness. 

Diversification 

Typed 

RELATED 

No. of 

Companies 

11 

Median e 

Excess 

Mean 

Value using: 

Sales 

OAO 

EBIT 

0.56 

Asset 

OA7 

Weighted Average I 

Excess Value using: 

Sales EBIT Asset 

0.17 0.25 0.37 

Median 0.61 0.66 0.45 0.51 0.44 0.50 

UNRELATED 15 Mean 0.27 0.26 0.34 0.03 0.04 0.19 

Median 0.38 0.31 OAO 0.07 0.19 0.18 

d The degree of relatedness is measured by analysing each segment's Major Sector category in the JSE. lfall segments ofa company 
fall within one Major Sector, the company is categorised as a "Related" diversified company. If only some of the segments in the 
company fall within one Major Sector, the company is categorised as "Related" or "Unrelated" depending on the number of 
segments within and out of the Major Sector. If none of the segments in the company fall within one Major sector, the company is 
categorised as an "Unrelated" diversified company. 

e 
Median Industry Multiplier refers to the calculation of imputed value using median industry ratios. 

I 
Median Industry Multiplier refers to the calculation of imputed value using weighted average industry ratios. 

As shown in Table 3 above, the average Excess Value (EV) is much higher in the related­

diversified companies than in the uruelated-diversified companies. In the Median 

Industry Multiplier method, the difference in the average EV of the related and uruelated­
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diversified companies ranges from 0.05 to 0.35 10 
. Similarly, using the Weighted Average 

Industry MUltiplier method, the average EV in related-diversified companies exceeds the 

average EV of the unrelated-diversified companies by 0.18 to 0.44. Both methods show 

that companies which have diversified in related segments perfonn better than those 

which diversify in unrelated segments. The result suggests that related diversification is 

beneficial to companies. This is consistent with the evidences from other previous studies 

by Lang and Stulz (1994), Berger and Ofek (1995), and Villalonga (2003). 

4.1.2 Excess Value in Focused Companies 

To evaluate whether reported excess value in diversified companies is a proper and good 

indicator that diversified companies are traded at a premium, a similar assessment was 

carried out on a sample of focused companies in the top-200 JSE listed companies. The 

focused companies are selected only from sectors where the segments of the diversified 

companies operate. This is to ensure that both sample groups have a similar background 

that makes comparison of Excess Value between the two sample groups reasonable. 

Table 4 summarizes the measure of EV of the sample focused companies using the three 

mul tipliers. 

Table 4 Descriptive statistics of the Excess Value of focused companies using the three (Sales, EBIT, 

and Asset) median and weighted average industry multipliers. 

Excess Value g MEDIAN WEIGHTED 

JEV Usin.,<-: ___ _M_e_a_n_ Median STO Mean Median 

Sales 0.15 0.03 0.68 -0.01 

-0.06EBIT 

-0.00Asset 

g Excess Value for focused companies is the natural logs of actual value/imputed value where: actual value is the average value of the 

company for the year 2003, and the imputed value is the imputed value of the company as estimated by using industry ratios 

multiplied by the companies ' accounting item (Refer to Appendix 5&6) . 

10 Subtracting the highest of the median values for Unrelated (0.40) from the lowest of the median values 
for Related (0.45), we get the lowest range (0.05). Similarly, we get the highest range (0.35) by subtracting 
the lowest median value of the unrelated (0.31) from the highest median value of the Related (0 .66). 

50 



The on Firm Value 

for the focused companies, using the industry for all 

of the multipliers shows positive values. industry ratio 

method reports mostly negative EV. importance of the for focused 

companies is to compare them with for the diversified companies. Using 

median industry ratios, BV for diversified companies (0.33-0.45) is higher than the 

BV for (0-0.19). Similarly, with weighted industry 

method, the for diversified companies is much higher (0.09-35) compared to for 

focused (-0.15 - 0.01). portion of the (equivalent to the amount of excess value 

the focused for the can be attributed to 

other However, even after allowing for other factors, there is a significant 

Der'cerua~!e that suggests that IS enhancing. 

Company Characteristics and the Diversification Premium 

Previous studies have shown that diversified companies significantly differ from focused 

companies in their characteristics (Campa and Kedia, 1 The two groups have 

investment, growth rate etc. Thus, it is argued in 

addition to diversification factor, the difference in factors can contribute to the 

gam value the diversified 

determine whether the estimated diversification premium (39-57%) can be attributed 

to or the researcher following 

variables in relation to the estimated premium: profitability, capital expenditure, 

number of The diversification premium was r""",,,,,,c 

above variables the sample compames. Table 5 summarizes results. The 

relationship with firm is evaluated later. 
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Table 5 Summary of the regression results of Excess Value as explained by firm characteristics. 

Excess Value (EV) using: Stat. Item 

Sales Multiplier R2 

Tstat. 

EBIT Multiplier R2 

T stat. 

Asset Multiplier R2 

T stat. 

No. of Segments' Profitability ii 

0.0020 0..2220 

0.0359 0.9416 

0.0228 0.0054 

0.9882 0.7075 

0.0002 

---­
0.6875 

0.0168 

1.5540 

CAPEXISALES'i' CAPEXIASSET iv 

0.0011 0.0018 

0.5620 0.5644 

0.0071 0.0007 

0.3252 0.6180 

0.0009 0.0001 

1.3687 1.2694 

i The Number of Segments represents the number of business divisions as for each of the diversi fied companies in 
the sample . 

ii Profitability is the average operating profit margin for the sample companies for the years 1999-2003 

iii CAPEXISALES represents the ratio of capital expenditure to sales for all the sample companies for the years 
1999-2003. The CAPEX amount for a specific year is calculated, by taking the Fixed Assets amount for 
the year less the Fixed Asset amount for the previous year plus the depreciation on fixed assets for the year. 

i v CAPEXIASSET represents the ratio of capital expenditure to assets for all the sample companies for the years 
1999-2003. The calculation of CAPEX is the same as above. 

With R 2 values no more than I % and T - stat not more than lA, the results in Table 5 

show that no significant correlation exists, for all variables, between the diversification 

premium (excess value) and company characteristics. The following selected scatter plots 

below show clearly that the characteristics are not in any way correlated to the observed 

EV. 

EV·asset vs . Profitability Scatterplot: EV-assets 'oS. SEG 
Profitability = .09985 . . 011 1 • EV-assets SEG = 3.2616 + .02774· EV-assets 

Correlation: r = -.1296 Correlation: r = .01390 
0.30 .---~-.,.....,:--~--r--~-~--, 9" 0.25 8 
0.20 7 
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Fig I Analysis ofEV (asset) in relation to Fig 2 Analysis of EV (asset) in relation to number 
Company's profitability. of segments. 
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EV -asset vs CAF£XIsales 


CAPEX-Sales = .03284 + .00171' EV-assets 


Correlation: r = .02950 
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EV-asset vs. CAPEX/asset 


CAPEX-ASST = .04679 + .70E-3 • EV-assets 


Correlation: r = .01100 
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-1 .5 -1 .0 1.0 1.5 2 .0 
-1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0 

EV-assets 1'0,95% confid ence 
EV-assets ......'" 95% confidence 

Fig 3 Analysis of EV (asset) in relation to company' s capital Fig 4 Analysis of EV (asset) in relation to company's capital 
expenditure-sales ratio expenditure-asset ratio 

The above plots clearly show that there is not a significant relationship between observed 

EV and the three (profitability, number of segments, and capital expenditure) companies ' 

characteristics. Similar results (not reported here) are also found with regard to the other 

EV's (sales and EBIT) relation with the four characteristics. In addition to the above test, 

the sample companies have been ranked and assigned into three group-ranges (not 

reported here). The average premium was calculated for each of the groups in all of the 

variables. No significant trend is observed in the amount of premium across the groups in 

all the variables except in size. 

Size is measured by the companies' amount of total assets . Companies which are 

categorised by size, into three groups show the following trend in the amount of 

premnUTI. 
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Table 6 Analysis of EV in relation to the companies' size. 

Company No. of 

Size h Companies 

Median i 

Excess Value using: 

Sales EBIT Asset 

Weighted Average / 

Excess Value using: 

Sales EBIT Asset 

~5 bn 11 Mean 0.14 0.12 0.24 0.03 -0.15 0.17 

Median 0.33 0.16 0.43 0.14 0.04 0.35 

Mean 0.38 0.55 0.42 0.13 0.27 0.34<5 bn 15 

Median 0.40 0.64 0.31 0.25 0.34 0.41 

h Company size is measured by the companies ' amount of total assets in billions of Rands. 


i Median Industry Multiplier refers to the calculation of imputed value using median industry ratios. 


j Median Industry Multiplier refers to the calculation of imputed value using weighted average industry 

ratios . 

One distinct characteristic observed in the selection of the diversified companies is that 

they all fall in the top-200 category of the JSE Securities Exchange listed companies. 

This suggests that they are relatively big in size. Diversification, most often, arises as a 

result of a company's need to expand. Thus it is natural for most of the diversified 

companies to be among the biggest on the JSE Securities Exchange. Table 6 shows that 

the average premium, EV (calculated using the Median Industry Multiplier), for the 

smaller diversified companies is higher than the bigger companies' by 0.26, 0.43, and 

0.18 as estimated using median Sales, EBIT, and Asset industry multipliers respectively. 

Likewise, the average EV for the smaller diversified companies is higher than the bigger 

companies' by 0.10, 0.42, and 0.17 as estimated using median Sales, EBIT, and Asset 

weighted average industry multipliers respectively. The result suggests that smaller 

diversified companies perform better than the bigger companies. It is possible that the 

average-sized diversified companies have higher premiums because they have growth 

options. As described by Bernardo and Chowdry, (1999), the medium sized companies 

may trade at a higher premium because the market value of the companies reflects the 

value of growth options, whereas the largest companies have perhaps exhausted their 

options to diversify or expand. 
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4.3 Alternative Measures of the Value Effect of Diversification 

In the previous section it is shown, using the three industrial multipliers, that diversified 

companies on the JSE are trading at a premium. In this section, as complementary to the 

assessment of the value effect of diversification, other indicators of the value gain in 

diversified companies are investigated. 

4.2.1 Price-Earning Ratio 

The price-earning (PE) ratio IS a good indicator to many investors on how well a 

company is performing in the market. Usually a company's PE ratio is compared against 

its industry's PE ratio to measure the performance of that specific company. Since the 

diversified companies operate in more than one industry, their PE ratios cannot be 

compared to any specific industry. Hence, the company's PE ratio is measured against 

the average PE ratios of the sample focused companies from all the industries in which 

the company is involved. Table 7 shows the sample diversified companies' average PE 

ratio for each of the past 5 years as compared to sample focused companies in their 

respective industries. 

Table 7 Mean and median PE ratios for diversified and focused companies' for the years 1999-2003. 

Diversified 

PE Ratiok 

Focused Difference 

Year 

1999 

2000 

2001 

Mean Median Mean Median Mean 

10.39 6.18 16.42 7.37 -6.02 

10.49 8.39 25.58 9.39 -1509 

10.00 7.84 12.90 7.77 -2.91 

Median 

-1 .19 

-1.00 

-007 

2002 9.01 7.54 11.98 6.74 -2.96 -0.80 

2003 6.37 7.20 6.40 7.23 -0.03 -0.03 

k The mean and median PE ratio for the diversified companies represents the average PE ratio for the sample diversified companies 

for the past 5 years. The PE ratios for focused firms are the average PE ratio of the sample focused companies from industries in 

which the sample diversified companies operate. The positive difference indicates that diversified companies, on average, have a 

greater PE ratio than focused companies whereas negative value indicates the opposite . 
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Table 7 indicates that diversified companies are traded at lower PE ratios than the other 

focused companies on the JSE. On average, the focused companies are trading at 5.4 

(median 2.96) times higher than the diversified companies. The result suggests that, 

inconsistent with the positive EV estimated, focused companies are traded at a premium. 

Whether PE ratio explains company value properly, however, remains questionable. Prior 

research by Barr and Kantor (1999) on whether PE is a good value guide in the JSE 

suggested that it is not. Further, the EV approach was limited to 2003 and the relative PE 

ratios for 2003 indicate that the PE ratios between focused and diversified firms were 

very similar as the median PE was 7.23 for focused firms and 7.20 for diversified firms. 

4.2.2 Market to Book Value ratio 

The ratio of a market share price to its book value (PB) gives another indication of how 

investors regard the company. Companies with relatively high rates of return on equity 

generally sell their shares at higher multiples of book values than those with lower 

returns. Book values reported on balance sheets usually do not show the assets' real value 

since they fail to reflect either inflation or goodwill. Hence, the market-to-book value 

ratio might not be a good measure in valuing a company. However, many investors still 

use it as a basis for their assessment. Table 8 summarizes the mean and median market­

to-book value ratio for the sample diversified and focused companies listed on the JSE 

listed companies for the years 1999-2003. 
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Table 8 Mean and median Price/Book value ratio for diversified and focused companies for the 

years 1999-2003. 

Pricel Book value ratio I 

Diversified Focused Difference 

Year Mean Median Mean Median Mean Median 

1999 2.14 4.60 1.91 -2.46 -0.79 
-­
2000 3.27 9.00 1.87 -5.73 -0.49 

2001 2.76 7.53 2.04 -4.77 -0.39 
-

2002 2.48 9.40 2.02 -6.92 -0.41 

2003 2.28 5.99 2.12 -3.71 -0.39 

I The mean and median PB ratio for the diversified companies represents the average PB ratio for the sample diversified companies 

for the past 5 years. The PB ratios for focused finns are the average PB ratio of the sample focused companies from industries in 

which the sample diversified companies operate. Positive difference indicates that diversified companies, on average, have a greater 

PB ratio than focused companies whereas a negative value ind icates the opposite. 

Table 8 shows that diversified companies have lower PIB ratios than their corresponding 

focused companies. On average, in the past 5 years, focused companies' shares have been 

trading at 4.72 (median 4.77) times above the diversified companies. Comparison of PB 

ratios of diversified and focused companies for five years indicate that focused 

companies had higher price to book ratios. The result may be inconsistent with this 

study's overall conclusion that diversified companies perform better than focused 

companies on JSE. However, the fact is that most companies diversify as they grow in 

size. The samples in the diversified companies are selected from the top 200 companies. 

Hence, the diversified companies are relatively bigger in size. Because of the nature of 

their business, it is also likely that they are more capital intensive than the focused ones. 

Therefore, the high human capital which is not shown in the book value of the focused 

companies can help these companies have high PB ratios. In 2003, the median PB ratio 

for diversified companies was 1.73, as compared to 2.12 for focused companies. 
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4.4 Explaining the Diversification Premium 

4.4.1 Leverage and Diversification Premium 

It has been argued that combining businesses with imperfectly correlated cash flow 

streams provides a co-insurance effect that creates more capacity for debt. The increased 

capacity would enable the diversified companies to have a higher level of leverage than 

the focused companies', thereby gaining greater tax shields. The increased capacity for 

debt, however, mayor may not result in increased debt usage, depending on management 

strategy on leverage. Table 9 shows the difference between the average DIA ratios for the 

diversified companies and the focused companies. 

Table 9 Mean and median Debt-assets (DIA) ratio for diversified and focused companies for the 

years 1999-2003. 

D/A Ratio m 

Diversified Focused Difference 

Year Mean Median Mean Median Mean Median 

1999 0.52 0.65 0.56 -0.13 

2000 0.55 0.66 0.57 -0.10 

2001 0.60 0.75 0.64 -0 .15 

0.74 0.65 -0.142002 0.60 

0.73 0.61 -0.13 2003 0.60 

m The mean and median Of A ratio for the diversified companies represents the average DfA ratio for the 
sample diversified companies for the past 5 years . The O/A ratios for focused firms are the average O/A 
ratio of the sample focused companies from industries in which the sample diversified companies 
operate. Positive difference indicates that diversified companies, on average, have a greater DfA ratio 
than focused companies where as a negative value indicates the opposite 

The nature of business of diversified companies offers debtors with less risk than focused 

firms do. This helps diversified companies to use more debt in their financing structure at 

lower cost than focused companies. Hence, it is generally assumed that diversified 

companies have higher leverage. Despite this general view results in Table 9 suggest that 

the trend in South Africa is different. It shows that diversified companies have, on 

average, 13 % (median 13%) D/A ratios lower than those of the focused companies. 
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. 

that the diversified companies relying more on 

equity the of cash from different businesses 

diversified companies, it is possible that the have been capital 

for 

Nevertheless, to answer the question of which the two, internal capital or external 

wealth, one has to look at the efficiency the internal 

capital. Internal markets can be efficient under following two conditions: 

II If management in headquarters managed to allocate funds to divisions with 

the investment or 

II there exists information asymmetry which offers management an information 

advantage over capital 1"YI<lrvptc 

A previous study indicates that the South African capital market, unlike that in the 1S 

flexible, a high cost of issuing new bonds, and is a highly regulated environment 

Davidson, 1996). it is unlikely that the capital is able 

to monitor and evaluate division as efficiently as top management. This 

the well-informed internal market, an information advantage over the external capital 

until the above obstacles in capital market are 

resolved, the internal capital market remains a more alternative for managers in 

the diversified companies. 

4.4.2 Tax Advantage and Diversification Premium 

Diversified companies can benefit from lower tax paid as a result of combining 

businesses with imperfectly cash (Lewellen, 1 1). 

whether the diversified companies have from a tax, the effective 

been againsttax rate for diversified for 

the different industries' averages in which the are involved. Table 10 



--

The EJJecl ojCorporale Diversificalion on Firm Value 

summarizes the differences between average Effective tax rates for both diversified and 

focussed companies. 

Table 10 Mean and median Effective tax rate for diversified and focused companies' for the years 

1999-2003. 

Effective Tax Rate n 

Diversified Focused 	 Difference 

Year Mean Median Mean Median Mean Median 

1999 22.06 23.75 32.96 	 -10.90 -1.55 

2000 24.60 25.25 26.18 	 -1.58 -0.15 

2001 25.81 26.45 27.24 	 -1.43 -1 .05 
.. ~-

2002 28.06 27.80 

2003 22.71 27.90 

29.65 -1 .59 -0.20 

27.87 31.45 -5.17 -3.55 

n 	The mean and median Effective Tax Rate ratio for the diversified companies represents the average Effective Tax Rate for the 
sample diversified companies for the past 5 years. The Effective Tax Rate for focused finns is the average Effective Tax Rate of 
the sample focused companies from industries in which the sample diversified companies operate. A positive difference indicates 
that diversified companies, on average, have a greater Effective Tax Rate than focused companies whereas negative value indicates 
the opposite 

Table 10 shows that diversified companies pay lower tax than focused ones. On average, 

the diversified companies paid 4.13% (median 1.59%) lower tax than the focused 

companies for the past five years. The result appears to support the view that diversified 

companies gain a tax benefit from their imperfectly correlated earnings. The result is also 

consistent with the observed diversification premium although it is not significant enough 

to explain the high positive excess value. It can be argued that the diversification 

premium is partly as due to the tax advantage arsing from attributed to the imperfectly 

correlated taxable earning. 

4.4.3 Other Potential Sources ofa Diversification Premium. 

There has been a debate on whether there is a need for companies to diversify so as to 

stabilise earnings or reduce shareholders' risks. Modigliani and Miller (1958) argued that 

shareholders can easily build a private portfolio of shares in specialised firms with 
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is in an ideal there are no transaction costs 

and baniers. In reality, however, transaction costs are which makes it difficult 

for individual investors to create a private portfolio of In situations like 

individuals would to invest diversified which increase demand 

diversified Hence, the high demand would increase the company value. 

Khana and Palepu (1999) point to the fact that intermediaries as financial 

mutual funds, investment bankers, venture capitalists, and financial press are not fully 

evolved in In cases it would make for smaller 

"",nn,rc to properly assess risk of a specific company. Investing in diversified 

companies would be an ideal way of diversifying risk investors these markets. 
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5 SUMMARY AND CONCLUSION 

5.1 Summary 

impact of diversification has been the topic of continuing ,-,,,",L'a.,, m the 

~""'uu'v world. have been explaining finns to 

diversify. Advocates diversification argue that diversified companies can benefit from 

an capital markets, of and 

infonnation asymmetry. On other hand, opponents diversification argue that 

diversified companies have underperfonned focused companies of misallocation 

of the The In corporate world 

diversification strategy has been different in different periods. 1960s and 70s was 

marked a wave of activities. During and 

however, corporate refocusing became the theme of most companies. 

the diversification's impact on finn does not a 

definite answer. Studies by Lang and Stulz (1994), and Ofek (1995), Comment 

and (1995), and (1996) suggest diversification destroys shareholders' 

value. The main source loss in value IS attributed, by most of them, to the 

inefficiency in the internal capital markets which not priority to divisions 

better In allocation of nmds. However, studies Campa 

and Kedia (1999), and Mauer (2000), and Hyland (2003), and Villalonga 

(2003) the discount is not a discount per se. They 

that the discount could caused by the difference in characteristics such 

profitability, growth, etc. between the diversified and firms. 

The evidence regarding effect of diversification on value in emerging market 

to be more positive. evidence from the studies Khana and (2000), 

Fauver et (2001) and Claessens et (1999) suggest that diversification has a positive 

on finn m t>rY\,e>r,,., 
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The limited studies available which are related to diversification in South Africa concern 

unbundling of that happened in 90s. Although the nature of 

unbundled and the diversified companies examined this are 

different, studies by and Kantor (1994), Blount and Davidson (1996), Davidson 

(1997) diversification a positive on firm 

paper the of corporate diversification on firm value for It 

tries to measure the value gain or loss due to diversification in points. In doing 

so, a sample of diversified have top-200 

The compames 111 in total which operate in 37 industries. 

The study uses and (1995) model to assess of on 

the share price. The model basically attempts to evaluate a firm's actual value 

against sum its imputed value. The value for a 1S 

derived by multiplying item ( or total by 

that industry's average ratio actual value to an accounting item (sales, 

EBIT, or total 

pnor literature on of diversification on firm value in 

emerging markets, paper finds corporate diversification in South Africa is value 

enhancing. In other words, it suggests that diversified companies in 2003 are at a 

to diversification. median EBIT, total 

assets are used in the imputed value. comparing the imputed and actual 

this reports, on Excess Value (diversification premium) of 0.33, 

0.38, and 0.39 for asset multipliers (0.09, 0.11, and 

respectively using weighted industry ratios). 

IS (0.42, 0.51, 0.47) in companies which in related 

as compared to those which 

0.32). It is also reported that the diversification premium on higher 
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(0.38, 0.42) in the medium diversified {'t'lrnn~'n as to big 

companies (0.14,0.12,0.24). 

the observed excess value cannot be merely attributed to diversification. Other 

factors also contribute to the Identifying potentially contIibuting 

factors is beyond scope of assessment a sample of focused 

companies from the top-200 companies showed a much lower excess value 0.15, 0.19, 

0.21 respectively median (sales, asset) and -0.15, 

0.01, and -0.07 using industry multipliers. A comparison PE and PB 

ratios sample diversified and focused companies suggests, in contradiction with 

above that better than 

http:0.14,0.12,0.24
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5.2 Conclusion 

Evidence from the and other vlVIU,",U markets on whether diversification destroys 

or creates value, so are inconclusive and sometimes indicates conflicting resulats. 

Studies emerging markets, however, tend to support the that 

positively contributes to value. This paper tries to address the question of whether 

diversification enhances or film in the The 

diversification firm value. other words, diversified companies' shares are 

traded at a premium on the in 2003. The is consistent with the evidence that 

unbundling negatively in the It also supports, the 

finding that diversification is beneficial in """"",,r'-.'n markets such as South Africa. 

this the value IS by 

the value diversified companies as if they were operating as separate 

In 

Three of and assets) "nr'Ul"fl 

valueValue that indicates a from diversification of 33-39% on 

gain is higher in related diversification companies than in unrelated ones. low '<-"'"",",,)0 

Value a sample supports conclusion that 

diversification is value enhancing. However, focused showed, on average, 

higher and ratios. The difference for 2003 however, 

not material. 

To some of the potential sources of the diversification premium, debt-assets 

ratio and tax rate for the diversified and focused companies for past five 

were compared. Diversified on a 1 D/A ratio 
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4.13% lower tax the focused companies. Although not significant 

to explain the high diversification premium, diversified seem to 

benefit from an efficient internal capital market and lower taxes which contributes to a 

higher 

Finally, it should noted the results presented in this study provide only initial 

assessment of the diversified on the It 26 

diversified companies and only for the 2003. Hence, much additional research is 

needed many of questions above can be answered. It's obvious that the 

methodology in this study does have an on the results. Therefore it be 

useful to explore some of the issues raised using other One potential 

further on diversification is the value of those previously diversified 

companies and later, on a core businesses. Similarly, the 

of (through can assessed using the South 

African merger and acquisition database. 
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TOP-200 COMPANIES PROFILE 
SAMPLEMARKET 

dSUB SECTOR CAPITAL(R'OOO)i" NAME DIVERSIFIED n DIVERSIFIED b FOCUSED c OTHERS 
XUGLO Other Mineral Extractors & Mines 189098051 
XOther Mineral Extractors & Mines 113065814~ PBILL 

XXHousehold Appliances 85608000ICHEMONT 

XOil and Gas 69748965j\SOL 

XPlatinum 68602718,~GLOPLAT 

X"JGGOLD Gold Mining 67871843 
X 

X 
Gold Mining 62894310f iELDS 

Beverages Brewers 62014351f-B 
XL DMUTUAL Life Assurance 47689451 
XGold Mining 40502199,A.RMONY 

XfANBANK Banks 40259522 
XRSTRAND Banks 39587327 

Platinum X36774890,1PLATS 

XE DCOR Banks 30988700 
XEMGRO Investment Companies Eligible 30016658 

XPaper 27856657;APPI 

XBINT 25323952Real Estate Holding 

X21484817BSA Banks
I


'ANLAM 
 XLife Assurance 21033537 
XlTN GROUP Wireless Tele Services 19922216 

XPlatinum 17049004p NMIN 

ENCOR Other Financial 15512266 
X15102663BERTY Life Assurance 

X XIDVEST Business Support Services 14113533 
X XARWORLD Diversified Industrials 13249004 

XMBH Banks 12115647 
XXIGBRANDS Food Processors 12033826 

X XDiverSified Industrials 11871292fA PERIAL 

XUMBA Other Mineral Extractors & Mines 9659335 
XCOR Steel 9360795 
X~AMPAK Business Support Services 9146439 

XGold Mining 8698543PBN-DEEP 

XN VPLC Investment Banks 8579149 
XVENFIN Investment Companies Eligible 8513639 

Continues 
a Companies classified, based on the nature of their segments operation, as having diversified business, It includes 

companies classified as "diversified" in the JSE as well as other companies which the researcher, by review the nature 
of each segment, reclassified as diversified. 

b The sample diversified companies selected from the reclassified diversified companies. It excluded some diversified 
companies 
because the because they lacked the required segment information or data for their corresponding industry. 

e Focused companies include all the single-segment companies as well as multi-segment companies which with all their 

segments belong to one sub sector. 

d Companies included in "Others" are companies, diversified and focused , which the nature of their business or the 
structure of their financial statement does not fir with the model used in this study. It includes holding companies whose 

subsidiaries are also listed, financial , investment, insurance, and gold companies. 



Continued 
TOP-200 COMPANIES PROFILE 

MARKET SAMPLE 

Co. NAME SUB SECTOR CAPITAL(R'OOO) DIVERSIFIED DIVERSIFIED FOCUSED OTHER: 

STEINHOFF Furnishings and Floor 
Coverings 

7840286 X 

JOHNNIC Publishing and Printing 7680750 X 

NASPERS Subscription Entertainment 7658919 X 

LIB-HOLD Life Assurance 7401188 X 

ABI Soft Drinks 7328400 X 

AVGOLD Gold Mining 7324504 X 

PICKNPAY Food and Drug Retailers 6429804 X 

PPC Building and Construction 5481841 X 

NETCARE Hospital Management 5116815 X 

DIDATA Computer Services 5101134 X 

A-V-I Food Processors 5088678 X X 

WES­
AREAS 

Gold Mining 5036989 X 

INVLTD Investment Banks 4971947 X 

AFROX Chemicals -- Commodity 4971370 X X 

WOOLIES Retailers Multi Department 4948205 X 

ALEXFBS Insurance Brokers 4887650 X 

TONGAAT Food Processors 4770389 X X 

AVMIN Other Mineral Extractors & 
Mines 

4633629 X 

ENERGY Oil and Gas Exploration 4447164 X 

ASSMANG Other Mineral Extractors & 
Mines 

4328811 X 

MVELA RES Platinum 4326482 X 

NORTHAM Platinum 4306709 X 

METCASH Discount and Super Stores 4233096 X 

M&R-HLD Other Construction 4148658 X 

REUNERT Electrical Equipment 4128993 X X 

DISCOVERY Other Insurance 3939876 
MET LTD Life Assurance 3918418 X 

SHOPRIT Food and Drug Retailers 3836965 X 

AVENG Other Construction 3767348 X X 

MASSMART Discount and Super Stores 3645190 X 

M-&-F Insurance Non Life 3617938 X 

SAN TAM Insurance Non Life 3530913 X 

JDGROUP Retailers -- Hardlines 3489850 X 

GROWPNT Real Estate Holding 3277216 X 

TRUWTHS Retailers Soft Goods 3128159 X 

PIKWIK Food and Drug Retailers 2947322 X 

AEC I Chemicals Speciality 2938643 X X 

MEDCLIN Hospital Management 2870541 X 

ASPEN Pharmaceuticals 2842420 X 

ABIL Consumer Finance 2833787 X 

EDCON Retailers Soft Goods 2799895 X 

FOSCHNI Retailers Soft Goods 2741680 X 

ILLOVO Food Processors 2703705 
CAXTON Publishing and Printing 2671306 X 



TOP-200 COMPANIES PROFILE 
MARKET SAMPLE 

DIVERSIFIEDCAPITAL(R'OOO) FOCUSEDDIVERSIFIED OTHERS~SECTOR 
rages Distillers and 2650815 X 
ers 

DELTA Electrical Equipment 2536943 X 
NUCLICKS Retailers Soft Goods 2521489 X 
ALTECH Electronic Equipment X2509581 X 

X2400464~Estate Holding 
Leisure Facilities X2386333 

COPI Paper 2373047 X 

~E 
Hotels 2280244 X 

XOther Mineral Extractors & X2240000 
Mines 

AHEALTH 2216968 XHospital Mai 'el!:l"""""" 

SUPRGRP Rail Road and Freight X2209811 X 
AFGRI rellllllll!::l and Fishing 2013284 X X 
PALAMIN Other Mineral Extractors & X1981802 

Mines 
CAPTALL Ufe Assurance X1912327 
MESSINA Platinum 1906617 X 
TRNSHEX Diamond X1741971 
UNITRAN Rail Road and Freight X X1695638 

1691497 XInvestment C:Oi "I-'ellll"'''' Eligible~ Steel X1667591 
MNET-SS Delisted Shares 1626018 
SYCOM Real Estate Holding 1604367 

Xi==d1597416a,ucance 
Alng and Fishing 1591417 X 

Xre Facilities 1577666 
X Xuter Services 1575816 

XJOHNCOM Publishing and Printing 1521164 
I 

XREBSERV Business Support Services 1491718 
XUNISERV Business Support Services 1473735 
XCERAMIC Building and Construction 1424556 

XELLERINE Retailers -- Hardlines 1411276 X 
XMR PRICE 1387904Retailers Soft Goods 

XRANG OLD Gold Mining 1381411 
1364434 XMining 

XTRENCOR 1321300Sh1Ping and Ports 

XMART PROP Real Estate Holding 1305331 
REDEFINE XReal Estate Holding 1266905 

XJCI 1253702Mining Finance 

1157992 XIITLTILE hants 

XSACHROME lneral Extractors & 1149782 

XEstate Holding 1114009 
XEstate Holding 1073271 

1071796nee Non life =q 
Continues 



Continued 
TOP-200 COMPANIES PROFILE 


MARKET • SAMPLE 

Co. NAME SUB SECTOR CAPITAL(R'OOO) DIVERSIFIED DIVERSIFIED FOCUSED OTHER: 

TRADEH Discount and Super Stores 1041991 X 

,~ 1023606 X 

1001432 X 

!:Jo!:J!:J;'!J X 

966009 X 

SA RETAIL Real Estate Holding 935543 X 

· BELL Commercial Vehicles & Trucks 895129 X 

BRAIT Investment Banks 894738 X 

• APEXHI B Real Estate Holding 883633 X 

SMC Other Mineral Extractors & 871556 X 
Mines 

RAINBOW Farming and Fishing 862028 X 

ALTRON Electronic Equipment 850274 X X 

TIWHEEL Auto Parts 833851 X I 
KWV BEL [l"'V""ClI:I"'''' Distillers and 783300 X 

~;ty 782758 X 

778729 X 

APUTEC Computer Hardware 746478 X 

· METAIR Aulo Parts 743614 X 

CITYLDG Hotels 715653 X 

ASTRAL Farming and Fishing 668722 X 

WESCOB Automobiles 657616 X 

SAGEGRP Life Assurance 653413 X 

BTG Computer Services 632946 X 

METPROL Real Estate Holding 629995 X 

GRINDROD Shipping and Ports 619649 X 

PERGRIN Investment Banks 612789 X 

ing 599115 X 

I WBHO Other Construction 579876 X 

METOREX Other Mineral Extractors & 579135 X 
Mines 

· BEARMAN Retailers Hardlines 565777 X 

• CORPCAP Investment Banks 563748 X 

GROUP-5 Other Construction 548119 X X 

HUDACO Engineering General 544116 X X 

IFOUR Real Estate Holding 536234 X 

GRINTEK Electronic Equipment 535313 X 

AST Computer Services 534443 X 
GROUP 

530300 X 

Building and Construction 527791 X 

TEK Computer Hardware 518843 X 

LlENT Real Estate Holding 482310 X I 
Holding 476622 X 

SAAMBOU Banks 467529 X 

Contmues 



Continued 
TOP-200 COMPANIES PROFILE 

MARKET 

Co. NAME SUB SECTOR CAP IT Al(R'OOO) DIVERSIFIED OTHER 

~Slate Holdlog 430548 X 

Builders Merchants X 

ess Support Services 410799 X 

KGMEDIA Television Radio 410267 X 

CLIENTELE Life Assurance 407610 X 

TIGON Other Financial 404837 X 

• A-PROP Real Estate Holding 394633 X 

COMAIR Airlines and Airports 390600 X 

• SAIL Leisure Facilities 374765 X 

CENPROP Real Estate Holding 367854 X 

CAPITAL Real Estate Holding 360002 X 

CADIZ Investment Banks 359714 X 

INVICTA ""'!:!" ,,::~ring General 350834 X 

KOLOSUS Food Processors 336240 X X 

PRIMA Real Estate Holding 332995 X 

GLOTEC Computer Services 309066 X 

PARAPROP Real Estate Holding 300466 X 

297780 X 

286437 X 

BJM I Investment Banks 275987 X 

BRIDGE 268940 X 

DCENTRIX Computer Services 261820 X 

, NUWORLD Consumer Electronics 258176 X 

: HCI jiestment COl "1-'<:1, m::l> 255893 X 

I FRONTRNGE ftware 254030 X 

ADCORP Education Business Train 253886 XI 

PSG Investment Banks 249550 X 

CMH Vehicle Distribution 240784 X X 

Z-C-I Other Mineral Extractors & 237251 X 
Mines 

PRIME Media :'Y':;" '"'''''' 232929 
AQUILA Investment COt "fJcI' "til> X 

ENSERVE Environmental Control 222825 X 

222374 X 

ARGENT Diversified Industrials ~ X X 

CSHOLDING Computer Services X X 

AMAPS Consumer Electronics 2185551 X 

~~ X 

Investment Banks 213884 X 

DNA SUP Business Support Services 212572 X 

CASHBIL Builders Merchants 209071 X 

MGX Software 207417 X 

Venture Capital 204844 X 

Contrnues 



Continued 
TOP-200 COMPANIES PROFILE 

MARKET SAMPLE 

Co. NAME SUB SECTOR CAPITAL(R'OOO) DIVERSIFIED DIVERSIFIED FOCUSED OTHER 

CAPITEC Consumer Finance 186549 X 

CAPITEC Consumer Finance 186549 X 

OCTODEC Real Estate Holding 179925 X 

1ST Electronic Equipment 179362 X 

SPEARHD Real Estate Holding 175216 X 

PREMIUM Real Estate Holding 174344 X 

BRANDCO Retailers -- Hardlines 172730 X 

MOBILE Shipping and Ports 172048 X 

MT-EAGLE Diversified Industrials 72597 X X 




