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Introduction
Diversification comes from the word “diverse” who means 

“different” or “varied”. When this concept is applied to a company, it 
can be interpreted as a variation in the performed activities of a firm. 
In some way, every firm is diversified to a certain extent as it diversified 
in different departments like finance, marketing and the logistic area 
[1]. Moreover, Pitts and Hopkins [1] argue that researchers use the 
term “diversity” to indicate business diversity, rather than functional 
diversity. Another definition of diversification was given by Ansoff 
[2] who defined diversification as “a simultaneous departure from the 
present product line and the present market structure”.

The need for privatization and the impact of globalization have 
made the manufacturing sector much volatile, more aggressive and 
less profitable, thus making survival in the industry very exigent [3]. 
This increased volatility and aggressiveness of the industry has made 
the industry more endangered to fluctuations in demand, thereby 
aggravating the situation and making survival more pivotal. In order 
to survive in such aggressive environment, manufacturing industries 
must have resonated strategic planning and management frameworks 
[3]. A firm’s survival is dependent upon its ability to adjust successfully 
to the changing environment, strategic planning and managerial 
capabilities are tools to survive in such challenging environment [4].

Diversification allows firms to maximize value by enhancing the 
scope of markets and industries in which they compete and supply 
product offering to newer customer [5]. Erunza and Senbet [6,7] 
reported that diversified firms gain value by controlling systematic 
risk. Kogut and Kulatilka [8] added that diversified firms that may 
be nationally, internationally or geographically are more profitable 
than domestic firms because diversified firms have more financial and 
operational flexibility. Birgonul et al. [9] said therefore diversification is 
not a trend instead it has a logical reason behind it. These reasons may 

be of profitability, reduction in risk, increased market share, increased 
debt capacity, higher growth, and extension of business cycle, and 
productive utilization of human, capital and financial resources. Amit 
and Livnat [10] reported that firms that are efficiently manage their 
operating risk at low level and gain all benefits of related diversification. 
They further indicated firms that deployed diversification have higher 
profit and high market value of equity than other firms. Diversification 
refers to the extension of the span of goods made and sold in order 
to reduce any commercial risk. Moreover, diversification might be a 
strategy of reducing risk but not a development strategy to offers trade 
[11]. 

Chandler [12] argued that diversification is beneficial due to 
increased managerial economies of scale and reduce the overall cost 
of an organization. In addition, Lewellen [13] added that diversified 
firms have more access to debt than non-diversified firms. Moreover, 
diversified firms allot resources in well-organized manner than non-
diversified firms through internal capital markets [14]. As per some 
researchers diversified firms deployed its firm specific assets more 
efficiently in external markets [15,16].

Additionally diversification is one of the important strategies for 
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Abstract
This study has thoroughly studied the previous literature on corporate diversification and firm’s performance 

in different countries like, USA, EU, China, Malaysia and Bangladesh. To investigate the effects of different factors 
those affected the diversification decision/strategy of firms we have taken data of 465 firms from India, Sri Lanka 
and Pakistan in order to check how different factors affected the diversification decision of manufacturing firms 
across south Asian countries. Data was collected from financial statements of different firms and stock exchanges 
which is available at their websites and also from data banks. Present study is secondary in nature and 16-years 
data is collected from 2001 to 2016 of different firms. A two stage regression analysis is used with the dependent 
variable of “MAR, BOR SIZE GROW etc.”. Results showed that variables i.e., managerial ownership, director 
ownership, size, and grow, debt ratio and firm risk found significant association with corporate diversification and 
firm performance. It is evidence found that all these variables have significant impact on the corporate diversification 
and firm performance across south Asian countries. From whole study and results we can say that diversification 
is deployed as strategy to reduce firm specific business risk. The increased volatility and aggressiveness of the 
industry has made the industry more endangered to fluctuations in demand, thereby aggravating the situation and 
making survival more pivotal. In order to survive in such aggressive environment, manufacturing industries must 
have resonated strategic planning and management frameworks. A firm’s survival is dependent upon its ability to 
adjust successfully to the changing environment, whereas strategic planning and managerial capabilities are tools to 
survive in such challenging environment.
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corporate growth and good financial performance [9]. Furthermore, 
diversification refers to firm’s strategy of entering and competing in 
new product market [17]. So, a firm undergoes corporate diversification 
if it increases the number of type of business it operates. And, this 
incrimination process is a way, in which a firm can grow; it involves 
changes in administrative structure, system and managerial process of 
a firm [18]. 

Besides this, corporate diversification is a strategy whereby firms 
try to maximize profits by diversifying their business operations. 
As diversification decisions may influence a firm’s performance, 
it is interesting to investigate the relationships between, corporate 
diversification and firm performance. Diversification has been defined 
as “the entry of a firm or business unit into new lines of activity” [19]. 
Finally, corporate diversification is a strategy in which a firm enters 
in new sector, industry, and segment or in new line of business in 
order to reduce risk and seek growth opportunities [20]. Li and Zhang 
[21] stated that corporate diversification is old but forever new topic 
in corporate finance. Diversification is a powerful business strategy 
and its impact on corporate performance has long been an interesting 
topic. They also reported that diversification also characterized as 
complex multiple unit organization structure that include different 
industries under common control of one firm and has been a popular 
strategy of business expansion and reducing risk. Jonchi and Yen 
[22] diversification as one of the strategies for reducing risk of firm 
or seeking growth opportunities to continue firm are life. Similarly 
Doaei and Shavazipour [23] corporate diversification as firm enter 
new sector [24], or new industry [25], or new segment [26] or a new 
line of business [27]. Eventually, in recent years a special interest of the 
researchers has risen in relating the corporate diversification with the 
performance at different life cycle stages [28].

As the current research is a comparative study across south Asian 
countries and the previous research scope was limited to single country 
firms or stock exchange. By investigating the impact of cross border 
diversification on firm performance, the study highlights the principal 
agent problem, resource based view of diversification, converting 
modern portfolio theory into the domain of diversification and 
diversification under transaction cost theory contributing in emerging 
markets. As the effects of diversification on firm performance is 
unexplored in south Asian listed firms, this study examines the effect 
of corporate diversification decisions on firm performance. Moreover 
the study can be a useful for investor to make optimum investment 
decisions. 

Many researchers have evaluated the impact of corporate 
diversification on firm financial performance. Shyu and Chen [22] had 
analyzed the diversification and performance relationship at different 
life cycle stages in Taiwanese firms. Moreover, Birgonul et al. [9] 
evaluated the impact of corporate diversification on performance for 
Pakistani firms. Further, Purkayastha and Lahiri [17] examined the 
impact of industry sector on corporate diversification and performance 
for Indian business group. Additionally, Adner et al. [29] have also 
evaluated the diversification and performance relationship by linking 
relatedness, market structure and decision to diversify. There is no study 
yet that has addressed the diversification and performance relationship 
across south Asian countries, as these countries have almost same 
economy and business standard. So, considering these gap the current 
research will evaluate diversification, performance relationship across 
south Asian counteries. After reviewing the comparihensive litrature 
and to the best of my knowledge the present research will be a new 
insight.

Literature Review
Diversification has crooked into a significantly controversial issue 

in business globe in current area [30]. Additionally, diversification is 
one of the important strategies for corporate growth and good financial 
performance [9]. So, corporate diversification is a strategy in which 
a firm enters in new sector, industry, and segment or in new line of 
business in order to reduce risk and seek growth opportunities [20].

Birgonul et al. [9] addressed the diversification and firm 
performance. Furthermore, that study evaluated that managers have 
to be careful while selecting the degree of diversification since the 
diversified firm may capture more market share but it can reduce its 
profitability.

Seifi et al. [31] evaluated the conceptual framework for new 
business opportunities for corporate diversification. The study found 
that the decision to enter into a new line of business is strategic one 
and involve high risk due to competition. Moreover, study proposed a 
systematic process for identification and evaluation of new investments 
for corporate diversification. The process involve three steps the initial 
identification of investment opportunities, assessment of market 
attractiveness and elimination of unattractive opportunities, and 
evaluation of corporation competencies and capabilities against key 
success factors for each of the new businesses. 

Adner et al. [29] addressed the degree of relatedness and firm’s 
diversification choices. Study gave results that a no monotonic effect of 
relatedness on performance, whereas greater relatedness increases the 
competitiveness of diversified firms. Shyu and Chen [22] evaluated the 
extent of diversification and performance. Further, study examined that 
firms in their growing stage experienced a significant diversification 
discount, and unrelated diversification leads to trading at a discount in 
all growing and mature firms. Purkayastha and Lahiri [17] evaluated 
the impact of industry sector on corporate diversification and firm 
performance. Additionally, result of the study indicated that the 
influence of corporate diversification on firm performance is greater 
for affiliated service firms than affiliated manufacturing firms. Lyandres 
et al. [18] addressed the systems view of global economy to corporate 
diversification. Moreover, the study concluded that it is necessary to 
combine these two types of linkages and take into account the volatility 
of the environment in order to provide a dynamic and full account of 
corporate diversification.

Meysam and Babooshka [23] determined the impact of corporate 
diversification on the technical efficiency. Results of the study showed 
that by increasing in the product and international diversification may 
leave a positive effect on efficiency and move up the efficiency score of 
corporations. Gao and Chou [32] suggested that multinational firms 
have low level of innovation efficiency as compared to domestic firms, 
and innovation inefficiency could somewhat explain the negative 
valuation effect of global diversification. Young [33] determined 
corporate diversification and production efficiency. Results addressed 
that after controlling for product diversification, industry and firm 
size, the degree of international diversification was positively related 
to production efficiency. Watson and Dickinson [34] contended that 
diversified firms allocate resources more efficiently because of more 
efficient internal capital markets. 

Stulz [35] extend this literature by showing that as diversified 
firms have efficient internal capital market so these firms reduce the 
problem of underinvestment and make investments with more positive 
net present value. Caves [36] found that diversified firms are able to 
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theoretical and methodological issues which might help to explain the 
observed diversity.

Baker [50] examined the impact of related and unrelated 
diversification on firms value. It was reported that related diversification 
of firms produce firm value while unrelated diversification could 
not contribute in term of value addition. Chatterjee [51] took 246 
Fortune 500 firms to analyze the relationship of risk and return 
with diversification. They found S-shaped relationship among these 
variables and conclude that diversification can reduce risk and return 
without obstructing economic performance of a firm. Lang et al. 
[52] determined the performance and diversification relationship by 
market based ratio Tobin’s q and found that the diversified firm has 
lower average and median q ratios than single segment firms.

Michel et al. [53] extended the modern portfolio theory into the 
domain of corporate diversification for the period of 1975-80 and 
find that corporate diversification and both forms of stock return risk 
generates a U-shaped graph. Thus, an important way for corporations 
to minimize risk is to diversify into similar businesses rather than 
identical or very different business. Markides and Williamson [54] 
examined the corporate diversification and organizational structure 
and found that strategy of related diversification increase performance 
only when it allows a business to obtain preferential access to strategic 
assets and resources of these businesses. In addition relatedness must 
be measured at strategic asset level. Pandya and Rao [55] studied 
difference in performance among diversified and non-diversified 
firms and found that non-diversified firms perform better than the 
diversified firm. However, non-diversified firms have greater risk than 
the diversified firms.

Corporate diversification literature reports that almost 96% of 
the research papers published with single country analysis [56-62]. 
Considering this gap, the current research will be conducted for south 
Asian countries, including Pakistan, India, Bangladesh, Sri-Lanka. 
The south Asian countries are focused in the current study, because 
firm information, language of business, the accounting practices and 
standards are same in these countries. 

H1. There is a significant relationship between corporate 
diversification and performance across south Asian courtiers.

H0. There is not a significant relationship between corporate 
diversification and performance across south Asian courtiers.

Method
Data and sample

In the current research convenient sampling is used for evaluation 
of cross border diversification and performance across south Asian 
countries. Data is collected for the 456 non-financial companies listed 
in each PSX, BSE and CSE of south Asian Countries, and these firms 
are selected on the basis of their market capitalization. 

The data for the selected performance variables diversification 
(TD), managerial ownership (MAR), ownership of director (BOR), 
firm size (SIZE), growth opportunity (GROW) and debt ratio (DA) 
and for extent of diversification variables (MAR, BOR, SIZE, GROW, 
STD, RE/TE) and a dummy variable for whether a firm pays dividends 
or not. DD as control variables is gathered from annual reports of the 
firms which are available on the company website or the SBP site and 
SBP financial statement analysis reports. Time period for the present 
study is 16 years (2001-2016).

exploit superior information to make batter resource allocation choices 
through their internal capital markets than could financial markets. 
And one view is that diversified firms are plagued by inefficiencies 
due to agency problem and that resources would be batter allocated 
between businesses by financial markets. Rumelt [37], Christensen 
and Montgomery [38] showed that the firms that undergo related 
diversification are more profitable than other type of diversification. 
Chandler [39] argued that diversified firms with multiple business 
division create level of concerned management with coordination of 
specialized division. Such specialization of skills allowed firms to be 
more efficient and profitable.

Bettis [40] studied performance differences of related and unrelated 
diversified firms. Performance has been measured with the help of 
return on assets ROA and found that differences in performance are 
associated with advertisement expenditure, accounting determined 
risk, research and development expenditures and capital intensity. 
Moreover, it is also reported that research and development 
expenditures are an important determinant in the performance 
advantage enjoyed by related diversified firms.

Bettis and Hall [41] and Bettis and Mahajan [42] have examined that 
a trade- off exist between firm diversification and risk, they shown that 
firm that have unrelated diversification have low profitability but also 
have lower risk. While Figenbaun and Thomas [43] have found that in 
most of the industries a negative co-relation exists between profitability 
and firm’s risk. Bettis and Mahajan [44] have examined the risk/return 
performance of related and unrelated diversified firms at the level of 
accounting data by applying accounting ratios and taking the period 
of (1973-77). It was found that on average the related diversified firms 
outperform unrelated diversified firms, related diversification offer no 
guarantee of favorable risk/return performance. 

Kogut [45] argued that firms that undergo international 
diversification are more valuable than Des because of flexibility options 
under uncertain circumstances like change in government policies, 
rivals decisions and arrival of new technologies in some other parts 
of worlds. Amit and Livnat [10] have examined efficient corporate 
diversification, methods and implications by applying accounting 
measures and taking the period of (1973-77). It was found that efficient 
diversification manage to reduce the variability of their returns 
without sacrificing profitability. Chan et al. [46] has examined global 
diversification measures and found that by expanding Jacquemin-
Berry entropy measures of diversification measures to global 
context, business strategy researchers are able not only to maintain 
computational simplicity and objectivity but also to decompose global 
diversification into managerially meaningful element.

Hill and Hensen [47] examined the impact of diversification on 
performance in pharmaceutical industry taking the period of (1977-
86). They used diversification as a measure to reduce risk. Chatterjee 
and Wernerfelt [48] examined the link between resources and 
diversification under resource based view. However, it is found that 
firm diversifies in part to utilize productive resources which are surplus 
to current operations. Knowledge of these resources allow us know 
about the direction of expansion of firm. Physical resources, knowledge 
based resources and external financial resources are associated with 
related diversification while internal financial resources are associated 
with unrelated diversification. Datta et al. [49] uses an integrative 
framework to review existing empirical literature on the diversification-
performance relationship along three different research streams. The 
article highlights the diversity in each stream and identifies some key 
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In the present research descriptive statistic will be applied for 
the normality of data. Additionally correlation will be applied for 
evaluating the relationship among different variable. Moreover 
2SLS will be applied to evaluate the relationship between corporate 
diversification and performance at different life cycle stages of a firm 
across south Asian countries.

465 companies are registered in Pakistan, 2667 are in India, 289 
in Sri-Lanka and 554 in Bangladesh. Companies are registered in 
Bangladesh according to their stock exchanges annual report of 2014. 
There are out of 557 firms, 437 are non-financial in Pakistan, out of 
2662 firms, 2170 are non-financial in India, out of 289 firms, 213 are 
non-financial in Sri-Lanka and out of 554 firms, 183 are non-financial 
in Bangladesh. In addition, a sample of 110 non-financial firms from 
Pakistan, 225 non-financial firms from India represent 75% of the 
market capitalization of their stock exchanges.

Model proposed for present study

Model 1:

Qit=αit+β1(TDit)+β2(MARit)+β3(BORit)+β4(SIZEit)+β5(GROWit)+β6
(DAit)+νit… (1)

Where i=1,605 and t=2001... 2016. νit is the white-noise error term. 
Table 1 defines all variables used in the model. Tobin’s q is a common 
measure of firm performance [63-68]. In addition, to the extent of 
diversification (TD), we use managerial ownership (MAR), ownership 
of directors (BOR), firm size (SIZE), growth opportunity (GROW), 
and debt ratio (DA) as control variables.

Model 2: Next, the current study constructs an equation that 
depicts why firms diversify [22]

TDit=αit+β1(Qit)+β2(MARit)+β3(BORit)+β4(SIZEit)+β5(GROWit)+β6
(STDit)+β7(RE/TEit)+β8(DDit)+τit….. (2)

Where i=1... 400 and t=2001, ..., 2016. τit is the white-noise error 
term. Current study uses the entropy measure developed by Jacquemin 
and Berry [25] to calculate the extent of product diversification. This 
equation uses managerial ownership (MAR), ownership of directors 
(BOR), firm size (SIZE), growth opportunity (GROW), firm risk 
(STD), earned/contributed capital (RE/TE), and a dummy variable for 
whether a firm pays dividends or not (DD) as control variables.

Results and Discussions
Two stages least square (2SLS) results of Pakistan are given in 

Table 2, where Q is Tobin’s q, measured by the ratio of the sum of the 
market value of equity and the book value of debt to the book value 
of assets. TD is the extant of the diversification measured by the HHI 

index. MAR is the common shares held by the managers divided by the 
common share outstanding. BOR is the common shares held by the 
directors divided by the common share outstanding. SIZE is the firm 
size measured by the natural logarithm of the total assets. GROW is 
the growth opportunities measured by dividing the capital expenditure 
by sales. DA is the debt ratio measured by dividing total debt by the 
total assets, and STD is firm risk measured by the natural logarithm 
of standard deviation of EBIT. RT is the earned/contributed capital 
measured by the ratio of retained earnings to common equity.

Present study applied two stages least square regression to evaluate 
the impact of corporate diversification on firm performance and 
impact of firm performance on corporate diversification in Pakistan. 
On the basis of above results researcher evaluated that overall model 
is significant on the basis of p-value. Moreover, the relationship of 
dependent variable with independent variables is strong with the value 
of R-Square. Further, researcher used the lag value of the independent 
variable as instruments variables as mentioned [22]. 

On the basis of above values the corporate diversification, firm risk, 
growth opportunities and size of the firms have significant impact on 
performance over the period of 2000-2016 in Pakistan. In this regard, 
the first question of the study is addressed here and researcher meet 
the first objective of the study, that is corporate diversification has 
significant impact on firm performance. Researcher analyzed that 
with the proper management of above mentioned variables significant 
organization can enhance their performance. Further, this result 
is also consistent [22]. In contrast; managerial ownership and debt 
ratio has insignificant impact on firm performance. Eventually, on 
the basis of above discussion, present study concluded that corporate 
diversification can influence firm performance across manufacturing 
sector of Pakistan.

Two stages least square (2SLS) results of Sri Lanka are given in 
Table 3, where Q is Tobin’s q, measured by the ratio of the sum of the 
market value of equity and the book value of debt to the book value 
of assets. TD is the extant of the diversification measured by the HHI 
index. MAR is the common shares held by the managers divided by the 
common share outstanding. BOR is the common shares held by the 
directors divided by the common share outstanding. SIZE is the firm 
size measured by the natural logarithm of the total assets. GROW is 
the growth opportunities measured by dividing the capital expenditure 
by sales. DA is the debt ratio measured by dividing total debt by the 
total assets, and STD is firm risk measured by the natural logarithm 
of standard deviation of EBIT. RT is the earned/contributed capital 
measured by the ratio of retained earnings to common equity.

Present study applied two stages least square regression to evaluate 

S. No. Name of variable Proxy/formula of variable Data source
1. Tobin’s q (Q) (Market value of equity+book value of liability)/book value of total assets Birger [57]
2. Corporate diversification (TD) (NON/NETOP)2+(NET/NETOP)2 (HHI Index) Aisha et al. [58]
3 Managerial ownership (MAR) Common share held by manager/common share outstanding Jensen [59], Jensen and Murphy [60]
4 Ownership of director (BOR) Common share held by board of director/common share outstanding Williamson [61]
5 Size (SIZE) N(log) total asset Chatterjee and Wernerfelt [62],

Aggarwal and Samwick [63]
6 Growth opportunity (GROW) Capital expenditure/Sale Berger and Ofek [64], Hyland and Diltz [65]
7 Debt ratio (DA) Total debt/total asset Lewellen [13]
8 Firm risk (STD) N(log) SD of EBIT DeAngelo et al. [66]
9 Earned/contributed capital (RE/TE) Retained earnings/common equity DeAngelo et al. [66]
10 Dummy variable (DD) 1=if firms pays dividend

0=if firms pays no dividend
Lang and Stulz [67]

Table 1: Variables used in models.
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the impact of corporate diversification on firm performance in Sri-
Lanka. On the basis of above results researcher evaluated that overall 
model is significant on the basis of p-value. Moreover, the relationship 
of dependent variable with independent variables is strong with 
the value of R-Square. Further, researcher used the lag value of the 
independent variable as instruments variables as mentioned [22]. 

On the basis of above values the firm performance, ownership of 
director, growth opportunities and size of the firm have significant 
impact on performance over the period of 2001-2016 in Sri Lanka. In this 
regard, the first question of the study is addressed here and researcher 
meet the first objective of the study, that corporate diversification has 
significant impact on firm performance. Researcher analyzed that 
with the proper management of above mentioned variables significant 
organization can enhance their performance. Further, this result is 
also consistent with Jonchi and Yen [22]. In contrast, managerial 
ownership, firm’s risk, and debt ratio have insignificant impact on 
firm performance. Eventually, on the basis of above discussion, present 
study concluded that corporate diversification can influence the firm 
performance across south Asian countries.

Two stages least square (2SLS) results of India are given in Table 
4. As noted, Tobin’s q, measured by the ratio of the sum of the market 
value of equity and the book value of debt to the book value of assets. 
TD is the extant of the diversification measured by the HHI index. 
MAR is the common shares held by the managers divided by the 
common share outstanding. BOR is the common shares held by the 
directors divided by the common share outstanding. SIZE is the firm 
size measured by the natural logarithm of the total assets. GROW is 

the growth opportunities measured by dividing the capital expenditure 
by sales. DA is the debt ratio measured by dividing total debt by the 
total assets, and STD is firm risk measured by the natural logarithm 
of standard deviation of EBIT. RT is the earned/contributed capital 
measured by the ratio of retained earnings to common equity.

Present study applied two stages least square regression to evaluate 
the impact of corporate diversification on firm performance in Sri 
Lanka. On the basis of above results researcher evaluated that overall 
model is significant on the basis of p-value. Moreover, the relationship 
of dependent variable with independent variables is strong with 
the value of R-Square. Further, researcher used the lag value of the 
independent variable as instruments variables as mentioned [22]. 

On the basis of above values the firm’s performance, firm’s risk, 
managerial ownership growth opportunities and size of the firm 
have significant impact on corporate diversification over the period 
of 2001-2016 in India. In this regard, the first question of the study is 
addressed here and researcher meet the first objective of the study, that 
corporate diversification has significant impact on firm performance. 
Researcher analyzed that with the proper management of above 
mentioned significant organization can enhance their performance. 
Further, this result is also consistent with Jonchi and Yen study [22]. 
In contrast, debt ratio has insignificant impact on firm performance. 
Eventually, on the basis of above discussion, present study concluded 
that corporate diversification can influence on firm performance across 
manufacturing sector of Sri Lanka.

Conclusion
Business sector has got more attention in recent decades because 

it directly impact on country’s economic growth. Because of its role 
in an economy it is necessary to constantly monitor and evaluate the 
performance of any business organization/industry or firm. Investor 
is also looking for different researches before investing their money. 
So it is important to compare time to time different organization that 
is more profitable for them. Similarly government is also monitoring 
theses banks and makes action for the betterment of the economy.

The main focus of this study was to evaluate the impact of corporate 
diversification on firm performance and impact of firm performance 
on corporate diversification across south Asian countries. For this 
purpose the present study used three countries i.e., Pakistan, India and 
Bangladesh by targeting the manufacturing sector of these countries. 
Data is collected from 456 listed firms having a market capital of 75% 
overall for the period of 2001-2016. The present study draws following 
conclusions.

Variable Coefficient Std. Error t-statistic Probability
C -3.40895 1.74874 -1.94938 0.0514
DA 0.149023 0.107844 1.381838 0.1672
TD 70.1996 2.67607 26.23235 0
STD 3.065569 0.263239 11.64557 0
MAR 0.001231 0.004495 0.273724 0.7843
GROW -11.324 0.218524 -51.8205 0
SIZE 9.201507 0.320125 28.74349 0
R-squared 0.795104 Mean dependent var 12.99746
Adjusted R-squared 0.794286 S.D. dependent var 11.81308
S.E. of regression 5.357906 Sum squared resid 43146.86
F-statistic 972.4375 Durbin-Watson stat 0.564366
Prob (F-statistic) 0 Second-Stage SSR 43133.91
Instrument rank          7

Table 2: Two stages Least Square (2sls) (Pakistan).

Variable Coeff﻿icient Std. Error t-statistic Probability
C -4917115 479748.4 -10.24936 0
BOR -6895.206 3332.887 -2.068839 0.0388
DA -96410.28 173571.5 -0.55545 0.5787
STD 9573.218 22661.75 0.42244 0.6728
MAR -213.8387 1235.881 -0.173025 0.8627
GROW -48332.48 22584.71 -2.140053 0.0325
SIZE 416766.7 25483.3 16.3545 0
Q 1.567406 0.023276 67.33878 0
R-squared 0.859941 Mean dependent var 1449102
Adjusted R-squared 0.859059 S.D. dependent var 3178920
S.E. of regression 1193434 Sum squared resid 1.81000
F-statistic 974.7017 Durbin-Watson stat 3.32549
Prob (F-statistic) 0 Second-Stage SSR 1.81000
Instrument rank          9

Table 3: Two stages least square (2sls) (Sri Lanka).

Variable Coefficient Std. Error t-statistic Probability
C -1.4095 1.7487 -1.9494 0.0514
DA 0.2190 0.1078 1.3818 0.2720
Q 7.9600 2.6761 26.2324 0.0000
STD 2.0656 0.2632 11.6456 0.0000
MAR 0.0212 0.0045 0.2737 0.0040
GROW -7.3240 0.2185 -51.8205 0.0000
SIZE 7.2015 0.3201 28.7435 0.0000
R-squared 0.655 Mean dependent var 12.997
Adjusted R-squared 0.794286 S.D. dependent var 11.813
S.E. of regression 5.357906 Sum squared resid 43146.860
F-statistic 972.4375 Durbin-Watson stat 0.564
Prob (F-statistic) 0 Second-Stage SSR 43133.910
Instrument rank 7

Table 4: Two stages least square (2sls) (India).
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Firstly, diversification activities of south Asian countries have 
significant impact on firm performance which is consistence with 
modern portfolio theory. As modern portfolio theory states the 
optimal approach regarding minimizing the systematic risk and 
maximization of expected return through diversification in different 
investment projects. Secondly, agency theory explains diversification; 
the managers of the firms are engage in diversification activities in 
order to minimize the exposure to professional risk and not to gain 
the private benefits. As in the south Asia most of the businesses are 
family owned because being less developed economies they enjoy less 
opportunities of foreign/outer investment. Moreover the investors are 
also reluctant to invest there because of default risk.

Finally, result of the study states that size of the firm has significant 
impact on diversification as well as on firm’s performance. Most of 
the south Asian economies tend to increase their product lines with 
the increase in their assets to make the best utilization of the surplus. 
This business expanding brings an increase in the firm’s performance 
ultimately. To avoid the recession phase in business cycle, firms follow 
the growth based approach. To stay in the market organizations pursue 
diversification strategies.

Limitations
The scope of the study is limited to only three south Asian countries 

i.e., Pakistan, India and Sri Lanka and the focus of the study was 
developing economies. Moreover, many other measures are available 
for performance evaluation but the current study used Tobin’s Q. In 
addition to this, only one sector, i.e., manufacturing sector, is targeted. 
It could be more comprehensive with consideration of others sectors. 
The impact of diversification on performance is viewed in general 
context without keeping the view of business life cycle stages. Further 
this study does not include the type of diversification i.e., related and 
unrelated diversification.

Practical Implications
Research in the thesis may inform investors about the diversification 

on firm level and its impact on firm value, and therefore help investors 
make appropriate investing decisions. This study may help to explain 
the diversification motives of firms in emerging markets like Pakistan, 
Sri Lanka, and India. The result of the study will be fruitful for 
investor, banker, stake holder, regulator, policy maker, government as 
diversification spreads risks across many securities or stocks, so those 
that perform well offset those that do poorly. Diversification protects 
from devastating losses by picking the right group of investments, 
investors may be able to limit their losses and reduce the fluctuations of 
investment returns without sacrificing too much potential gain.

Recommendations for Future Study
As the focus of current study is only the manufacturing sector of 

developing economies in south Asian countries so in future the same 
study can be replicated in wide scope by considering financial sector or 
developed economies of other regions. The performance and diversi-
fication are measured by Tobin’s Q ratio and HHI index respectively. 
While many other ratios such as ROA ROE can be used to measure 
performance whereas diversification can also be measured through en-
tropy measures. The study used regression analysis to obtain the results 
while other statistical methodologies can also be opted for this purpose. 
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