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Abstract

This study discusses the relationship between corporate diversification, agency
cost and corporate governance. First, we examine the effect of diversification type to
excess value using Berger & Ofek(1995) procedure and return of asset. To make sure
that diversification will result in average valuation discounts. Further, we analyze
whether agency cost causes a diversification discount or not. Third, we investigate
whether corporate governance structure is different between non-diversified and
diversified firms. Finally, we also examine whether diversified firms improve their
corporate governance structure solve the situation of value discount or not.

Using a sample of 2560 firm-years between 1994 and 2002, we explore that
segment diversification will decrease business value, but geography diversification
will increase business value. Further, we find evidence to support that segment
diversified firms have more serious agency problem including agency cost of cash
flow, managerial incentive, and debt. In addition to, we also use ownership structure
and rating system to measure firm’s corporate governance structure. In ownership
structure, we find that relative to non-diversified firm, CEOs, block holders, and
board of directors in diversified firms have lower stock ownership. Finally, in rating
system side we explore that diversified firm enjoys lower corporate governance’s
rating. Moreover, we find out that diversified firms can improve business value by
corporate governance.

In conclusion, we explore that agency costs and downgrading corporate
governance will cause diversified discount. Moreover, we also find that diversified

firm urgently requires upgrade of corporate governance to improve this situation.

Key Words: diversification, agency cost, corporate governance
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&g & E'E L o Denis et al.(2002)# * 44,2882 7 & TR 0 k%1984

N

71997 & iﬁi(global)’}’ EAR T A2 l% Bk o0 B P T%" (i {?lj ¥

13



Berger and Ofeke g 4 iz s3I keI B REBFHE > 7 ZFHF R
4

¥
%IEJ_’:;%_TLQ” A.FI%]ETug’E}}E\‘#Fr}" BA G EiLipie

ARMAT S G 0 8 RE (1996) 23 B35BTy 2 & F A% &35k

M

Krg o 2 hred | TKh £ 3 * Berger and Ofek 2 ¥k #ci% > sk & B

—

(\x

ﬁ_fLrTv B FiﬂFW4k%W80483ﬂ’}?m§=]§]£#—

2

g

 EAE TS S
(AN -2

=y
e ABWEE S (1998) F3 5 & Rup iy d i
BoFTHFLARESIGSER » fIF LW PRI TR RkEFFAT  H %
? 3 * Tobin’s Q& & ¥ iz TRtk 7 FMF & L bR P
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1. B 7& &
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(2) ¢ #/(Regulation) ;
(3) 7 3223 (Informational infrastructure)
(4) # HiE & (Market infrastructure) °
PN S
(1) #73 1% H#(Ownership Structure)
(2) P473412 B 7% £ (Financial Stakeholder Relations)
(3) P47%i% P &2 334k & A& (Financial Transparency and Information Disclosure)
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Ze4-1 2R AL O P Ap B R B AL AT A
AR EFAREIET Ol E XML £ 2560 L P EFTAR B o H- P F 1,962 B
ko S AT L ES S8 BHA o FHAELT I RNL 2P RT AR R BN ‘%7}3%,
En g;—,r-'iﬂu;f,ugg,ﬁﬂ'%ﬁ»]’u PFEAL LB P B R ERITE CRTRE SEES &
é FREFUTAS @ N R ST N HIIp R AT LR Tl AT JL%;)éi
— IR p o wRk L T O REE KR o
3 T 3o%k LA ;s Bl E ArE HEL
FO #
DI P 1.35 1.00 1.00 9.00 0.76
2 L - 1 2.51 2.00 2.00 9.00 0.85
H- 3P g 1.00 1.00 1.00 1.00 0.00
2 3 1.51 *** 1.00 ***
.4 (SIZE)
DI P 15.691 15.553 13.119  19.729 1.097
2 L - 1 15.925 15.849 13.700  19.349 1.198
H- g 15.619 15.491 13.119  19.729 1.088
2 2 0.306 *** 0.358 ***
EAls 4 (EBIT)
Enn A 0.0094 0.0765 -70.8771 1.6740  1.5292
K SR 0.0552 0.0649 -2.8017 0.6467 0.2170
H- 3P o ¥ -0.0046 0.0790 -70.8771 1.6740  1.7425
2 3 0.0598 -0.0141 ***
7 % & 11 (CAPSPEND)
Enn A 0.0912 0.0385 -2.9849  6.6782  0.2635
2 SR 0.0896 0.0398 -1.2585 1.6850  0.2028
H-3mp o ¥ 0.0917 0.0382 -2.9849  6.6782  0.2795
2 3 -0.0021 0.0016
K E 1 € (Tobin’s Q)
DI P 1.540 1.291 0.280  20.401 1.021
2 L - 1 1.333 1.200 0.557 4.006 0.585
H- 3P 1.603 1.308 0.280  20.401 1.113
2 3 -0.270 *** -0.108 ***
3 * & #ic(Age)
Ens A AN 3.5366 3.5553 2.6391 4.5109  0.3369
K SR 3.7066 3.7612 2.8332 4.2195 0.2634
H- g 3.4848 3.4965 2.6391 4.5109 0.3398
2 3 0.2218 *** 0.2647 ***
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42 o P B2 AiE st £
P AREARSI AT ARl BN S A RIS AL 2P R E NP B A
* & (1)Berger and Ofck (1995):4¥ 7 i %3+ BAGHE§ & © EV,, = Ln(AL,,/IV,)) > £ ¢ » 4],
PHRED Bhet (RSB [y, 227 PR ELRA QF AR S (ROA) g -

N

CL R LR )T T A P Sk E G MR PR 2B 2P
FAEEBRT IHIRMAE RE ARSI PR EL GEFENPG RS L
g o kR R 1062 BT KRR R 5062 BEE K %4 7 10062 BEE KR o

|¥

2 Bl IO Vil Bl E OKAE REL
EV 2,560  0.052 *** 0.0002 *** -6.776  4.162  0.647
ROA (%) 2,560  4.889 *** 4.960 *** -57.750 58.560  8.522

Panel A : %F® 5 & v

A 3R % E(EV)

R 598  0.0181 ***  -0.0170 *** -6.7764 4.1619 0.6990
AV S AT 1,962 0.0625 **¥*  0.0006 *** -2.0750 3.8489 0.6300
ip -0.0444 * -0.0176 **
AP (ROA)
IR 598 3.328 3.840 47220 25490 6.589
AN S AT 1962 5.365 5.326 -57.750 58.560 8.977
ip 22.037 #E% ] 486 ***
Panel B : 3 12 % & {.

R EEY)
FEILEL A 1,620 0.0713 ¥%*  0.0183 *** 67764 3.8489 0.6582
AEILS A 940 0.0191 ***  -0.0003 *** -2.0750 4.1619 0.6259
e 0.0522 ** 0.0186 ***

7 A4 % (ROA)
FEIEE AL 1,620 5113 5.070 47220 58.560 8.539
AEILS AT 040 4502 4.735 -57.750 50.640 8.482
e 0.611 ** 0.335 *

AP ERDAKHRES G LB ED DAY A A ERE T
BRE (R 0 RPN TR E TR ERU] > HE YR L AR £1 AR
9l & AT RWAFTHELTDRLHFZL LTSS LE > by 4wy
ABIEDAFE AL AFYT EF| AR £ BHAHEFHRE FH AT

BEEFHERMGEEF TLR AL FRTIAHLAE8 1 80 E AL
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Ap B > pt 22 Berger and Ofek(1995) ~ Graham et al.(2002)f= % % % (2003) % F & 4p
BT LIFAFTER la>o PRI FOPHEANM I AL 2 EREERLT
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243 54 BEACT R EM L FA
ALBEFAR AL AR EH2rr FERAHT HFHIRAL S L E P B2 Tk o Hie fFHECAG
VALUE,, = B, + B.( Diversify ),, + B, In( Size),, + B,(EBIT ),, + B,( CAPSPEND ), , +
g P E 0 A BE* EVArROA k3% o #¢ » EV ik i€ 2 £ 4k Berger and Ofek (1995) s %ﬁﬁch%%g CEV,=Ln(Al,l1v,) > £¢ 0 AL
POVRED Bl e B gy, 500 FINF R E AR o ROA BAp AP S > WL T Lo E (S )T BT R o BN - R AT LT REINE S
% f“ii&ﬁﬁ?ﬁf_‘;\l BN NA AR SR AL %E_)iiﬂﬁﬁ?ﬁt;“ e R AT FEARIES A2 ﬁ:"ﬁ_ o B BB T AACT ! Diversify GiFE £V EE 0 A

A =57 R TR 0 B Y o3 D () m B ¥ Hc Segment Bip 0 N S A2 0P K5 10 HUK SR (Q)mB¥HE Global fidp 0 2L 5 &2

aF ks 1 BUR 5 R Q)EI RAp R INF 5 £ - 42K - 2 4" Entropy Measure 4p $c 5 SIZE fidp = @ 400 5 2 7 S F A P~¥dc s EBIT 4y Zﬁﬂsb 4
5ARH L FI% U e r L CAPSPEND g T 4 100 b0 5 AR MG CLURE e r o B AR Bl E S R T AT R 1962 BUF KL
Bk ok s *xdon SO0 R E R > ¥4 10962 B ¥ K -
83~91 & >Rk & 83~86 & 87~91 &

EV EV EV ROA ROA ROA EV ROA EV ROA
® ¥ i - st = s = st - TR st =
Constant -1.0521 #**  -1.1107 *** -1.0601 *** -2.5966 -2.6452 -2.0014 0.1681 1.0443 -1.3898 ***  -0.3019
Segment -0.0606 ** -2.2545 ***
EI -0.1413 *** -1.8375 *** -0.1018 * -1.5000 ***  -0.1298 ***  _1.9446 ***
Global 0.0507 ** 0.6785 **
In(Size) 0.0693 *** 0.0735 *** 0.0668 *** 0.4964 *** 0.4839 **x* 0.3972 **x* -0.0191 0.1984 0.0933 ***  0.2750
EBIT -0.0703 ***  -0.0700 *** -0.0703 *** 1.1848 *** 1.1811 *** 1.1777 *** 0.5961 *#* 271123 ***  .(0.0699 *** 1.0623 ***
CAPSPEND 0.3533 *#* 0.3529 *** 0.3545 *** 2.332] *** 2.3639 *** 2.3833 #** 0.4808 *** 0.8267 0.3259 *** 1.7736 **
Obv 2,560 2,560 2,560 2,560 2,560 2,560 785 785 1,775 1,775

53



- SRR AR RE RIS

FAdfit T 27 BRI kR il At AR AR A
A2 GFEREC G 0 R FTE L S A & ¥ & Tobin’s Q T Ik F i

B 30 AR AT S & E AR - 3P KGR T § A

FoE o A BRI G 0 H - 3P gy B AR TIORME N S L g ¥

Jﬁa

B 157% - tpd MAEME IR > F A L E T oA FE -
cH -

0.69% > @ f¥ 8> G o P % &g ES I L EF L B AT
&

R4
=
X
%
-
s
RSN
N
"
E
=
o
oA
5
e

|
i\
=
3
ERR
E
o
gD
W
~=i
v

“
3
(15§
w
i

FESFEOmG o bAF L5 0 H - 30
AT RLFL LN L ERIFAST AL AR ARG B F g L)

DR PR B AL S R RS S T L A L E f B CRE R

§F @S hpd MENT  RFZRTI EAPFRAL - Frx B FERT £ G vl
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% 4-4 AR AAGEFH AP R4

PERGLEFIANREET ARILE 2R A > £ 2,560 1

5

PEFTH . H - IR 1,962 B
AoB AT LR S8 BiE A BRI RTEE S RED BhfF BF T AR
FUEFL kp FEARENE ’,% MEABIE P MEIE 2 2 ¢ Copeland et al.(2002) 73+

Gdp§ £l 3 £ 242 SN2 EDTIBE SR LF RS Rdg RS AZE 10%11 1%
K2 Fmd e R4 540 CERIE-IF D oL 7 1%BF R * 4T 10%88 5 K o

L S T iodk vk B B A E HREE
Panel A RENE AN EA A2 FFE K
K F 1 € (Tobin’s Q)
PP 1.540 1.291 0.280 20.401 1.021
I U 1.333 1.200 0.557 4.006 0.585
B g ¥ 1.603 1.308 0.280 20.401 1.113
i 2 -0.270 *** -0.108 ***
¥ i8 ¥ %< (CFO)
ER LN 0.0498 0.0480 <0.6182  1.5801 0.0998
I U 0.0377 0.0369 -0.4482  0.6390  0.0766
H- 30 g ¥ 0.0534 0.0523 <0.6182  1.5801 0.1056
i 2 -0.0157 #x -0.0154 **x
R 4% £ (FCF)
E LN -0.0247 -0.0092 <0.6634  0.4565 0.1103
I U -0.0194 -0.0111 -0.4103  0.2603 0.0921
B g -0.0263 -0.0090 20.6634  0.4565 0.1153
i 2 0.0069 * -0.0021
1% B (R&D)
E LN 0.0115 0.0034 0.0000 03007  0.0184
I U 0.0068 0.0023 0.0000  0.0813 0.0108
H- g ¥ 0.0130 0.0040 0.0000  0.3007  0.0200
i 2 -0.0062 *** -0.0017 ***

Panel B § 3 FIN B4 &2 78 Bk
2238 X 33 & (Manager)

Eb-L AN S 0.0541 0.0232 0.0000 0.6767 0.0805

e p ¥ 0.0363 0.0159 0.0000 0.3355 0.0480
H-"F g% 0.0595 0.0239 0.0000 0.6767 0.0873
2 3 -0.0232 #** -0.008 ***
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3 44 RT® A A2 At At A (D)
ik T ok L Bl B-AE REL

Panel C { ff 32 = A2 §F§ Pk

f v F(D/A)
Eop A 0.3989 0.3944 0.0354 0.9485 0.1574
IR LI -3 0.4199 0.4168 0.0891 0.8698 0.1496
H-mp g 0.3925 0.3845 0.0354 0.9485 0.1591
£ 3 0.0274 *** 0.0323] ***

AL 1 & (Payout)
DI P 0.1498 0.0000 0.0000 4.6466 0.2802
IR S LI 3 0.1649 0.0000 0.0000 1.2761 0.2502
H-mpm g 0.1452 0.0000 0.0000 4.6466 0.2886
2 3 0.0197 * 0.0000

+ % K #9355 (Block)
Eop AL 0.0298 0.0000 0.0000 0.6703 0.0763
IR S LI 3 0.0267 0.0000 0.0000 0.4121 0.0743
H-mp g 0.0308 0.0000 0.0000 0.6703 0.0769
£ 3 -0.0041 0.0000

FAMES FIPGIEA G RS AT RSPl ka2 P

Sk R~ FEET R IR S A LR e e A
I~ 5 & EREL A2 Probit 53] 4 5

2045 5 5 &1 f¥2 1@ A Probit H7A] A4 0 B¢ AR 1 #3) 3
fecd] 5P AR BRFEZ A PR A A D §3] 2 {oficA 4 2 A e 52
A & AR R LA R

FAGRENEREAAL > BRFTHE 6 7 UFRBETHFEF
LI ERIARM TR L AT G EAKRTWE AR E - P ¥

£

SR

fﬂ‘l“r-

1 g o Py E g FES

g4

ek T AR E o LY EREME S H A

L

—\

—

1P CENFERETERFILCTEREFOLPH TR F L4
GENYEFF R L -t d AN E S 501 8 £ Copeland et al.(2002)

VEAEpd RENE  FEIAIRENZE T AT RPN TED
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T B T s i U= st R Co I S e e AR S ]
Hyland and Diltz (2002) % 3@ & o i&- 4 > A 2fcfA] 425 > 5 gL >
BUEFRERBPREDAFFRI S &0 F 2V R % 2 & Dennis et al.(2002)
A TR E R e s AR ERA TS A o

i fRmAR L s A F e oGRS EE G FT

BOARE G TEG S A EEOBT AR o BRFIL HF G Rt

IS
wr

HEe s 4N EFARERAAPH 7 TR 5 40 FEAFHFEFT LR &%
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fleh= RE B g F RS A B E N o Ea TR A M

o

f

IR EERIE R

M-

ST A A R AR A i R e ¢
FHEBRABRAFESF e 4 A ERFOi M T2 4 ¥R G
A AR 2R XTI NTER R PRI ES T IR .
Rt o d FRETVIC AL EXAFERARERS > 2P A ZAT G RO UIRES

EHBRA TR S B SR K e 2 NS i
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R T RPN RS R R R 2P ASTRF B R ORE T ER 2

DT RS R R GO S R g R e R
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hirdlRE Ly o A TR e o R

AN REE LM R

254N SEPHNE - EEF R X2 HF G o XY F

51 F R

LApRE > R A F

AR o hfs 0 AT AL DS
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A GAMBI ED 9l ERF AP A £ 2560 2P & FH

i
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e

2l

3%

CR

540§ ¥ 2 (N18 L k2 Probit #2734 17

G A B R

54 1 ApRE > escd 2 P A o

AERFHI A pFELAES A A RS

BEREH § 2P FHEFENP S LR 10 £ E K 0 3 Probit 3 5

D, =a+ B in(Size),, + Bg+ By(D/ A)i..+ B,(CashFlow),, + Bs( FreeCashFlows ),, + ( Payout),,

+ B, (R&D),, + By(Manager),, + fB,( Block),, + B, In(Age),, + B,(CAPSPEND),, + ¢,,

P Size s FASHE gL Tobin's QL& FERFTHE DA S 27 41 T4 CashFlow 5 f o

RENE
:".‘ﬁ%i 7
oA

hes

%51 10962 B F k8% o

Manager(%) &

+ 2 E P f kg s CAPSPEND 3 5 & 4 itk b

=4

T AP HCA] S R AT bk o RpY S AR

AR AR 1 2R g AR

‘f) 7 A > Free Cash Flow ;iiﬁﬁiﬁi‘fi T A 5 Payout 3 2 7 = & gk q|d {5 T 54 R&D (A2 4
A JB A EF RS > Manager($) 5 532 A & K edF RS @ 5 Block &+ % A #F % F 5 Ln(age) &
A3 4R g

o Mk T 1%1@:}“,]\'zg » Rk T 5902 BEE KM K

i w31 3l 2 w33 -3l 4 w3l S
Constant -5.7971 *** 64319 *¥**  _.6.6733 *¥¥*  -6.6353 ¥*¥* 59173 ¥**
In(Size) 0.0864 ***  0.1166 ***  (0.1339 ***  (.1308 ***  0.0901 ***
q -0.0448 -0.0457 -0.0329 -0.0379 -0.0381
D/A 0.1515 0.1520 0.1621 0.1690 0.2102
Cash Flow -0.5814 * -0.5409 -0.5242 -0.5252 -0.5869 *
Free Cash Flow 0.1008 0.0870 0.0723 0.0739 0.0324
Payout -0.0304 0.0024 -0.0457 -0.0477 -0.0341
R&D/A -6.8749 *** 73261 *¥**  .6.7503 ¥**  _(.7249 ***

R&D (3 years prior) -6.7370 ***
Manager (%) -2.2571 #¥* 23404 *** -2.1522 ***
Manager® (%) -19.297 **x*

Manager ($) -0.0427 ** -0.0212

Manager * ($) -0.0017

Block -0.6413 * -0.6829 * -0.6921 * -0.6955 * -0.6726 *
Ln(age) 1.0899 ***  1.1081 ***  1.0972 ***  1.0998 ***  1.0992 ***
CAPSPEND 0.5570 0.4918 0.5229 0.5193 0.5111
Rp2 0.7563 0.7566 0.7535 0.7527 0.7492
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