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Abstract 

We examine if shareholders’ attitude towards firm diversification strategy is revealed in their 

votes on management-initiated acquisition and divestment proposals using data on voting by 

shareholders of UK public firms between 1997 and 2019. We find that voting dissent is higher 

for diversifying acquisitions and lower for refocusing divestments, especially when these 

involve diversified firms. We also find a negative relationship between diversification premium 

and voting dissent. Our results provide evidence that diversification characteristics of firms and 

deals have a significant impact on shareholders’ dissent in acquisitions and divestments. 
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1. Introduction 

Mitigating the agency conflict between executives and shareholders remains the major concern 

of scholars and practitioners in the field of corporate governance. The solutions adopted in the 

worldwide corporate governance reforms of the recent past fall into two categories: First, are 

those measures designed to increase the independence of board of directors (and its 

committees) as a monitor of executive behaviour; and second, is the direct empowerment of 

shareholders by increasing their voice in specific decision-making within the corporation (for 

more details see Bebchuk, 2005; Conyon & Sadler, 2010; European Commission, 2014). 

Extending shareholder voting, thereby directly addressing the agency problem, appears 

attractive provided that it does not compromise the benefits of specialisation arising from the 

division of responsibilities between informed executives who formulate corporate strategy, and 

the arms-length involvement of shareholders as suppliers of finance. As voting data become 

available for analysis, the degree to which voting and shareholder empowerment promote 

shareholder interests has received growing attention among academics and policy makers (see 

e.g. Cai, Garner, & Walkling,  2010; Gregory-Smith, Thompson, & Wright, 2014; Tokbolat, 

Thompson, & Le, 2019). 

Regulatory reforms such as the Cadbury (1991) in the UK, the Sarbanes-Oxley (2002) and the 

Dodd-Frank (2010) in the US, and recent post-2008 reforms in Europe (European Commission, 

2014) and elsewhere1, were introduced to encourage more shareholder engagement through 

voting. Although the magnitude of shareholder dissent is generally low and there have been 

limited number of cases where voting has altered the outcome (Iliev, Lins, Miller, & Roth, 

2015), the variations in dissent provide insights into the effectiveness of shareholder 

empowerment and disapproval expressed in shareholder dissent could be followed by value-

creating actions (Fischer et al, 2009).  There is evidence on the role of voting in director 

elections (Fischer, Gramlich, Miller, & White, 2009), mergers and acquisitions (Tokbolat et al, 
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2019), and executive remuneration (Joura, Xiao & Ullah, 2021). Yet, despite widespread 

regulatory reforms and shareholders’ pressure on firms to de-diversify2, to the best of our 

knowledge, there has been no empirical evidence on shareholder empowerment, and 

particularly voting, in the context of corporate diversification and divestment. Our paper 

contributes to this gap in the literature.   

Our work is also related to the literature on corporate diversification/refocusing and their 

implications for firm value. Prior research finds that diversification generally destroys value as 

diversified firms are traded at a discount relative to focused firms (Berger & Ofek, 1995; 

Ataullah, Davidson, Le, & Wood, 2014). As shareholders can easily diversify their own 

portfolios, corporate diversification could be seen as a manifestation of the agency problem, 

whereby powerful managers pursue their own interests by increasing the firm’s size and scope 

at the expense of shareholders (Erdorf et al., 2013). Hence it is not surprising that diversifying 

acquisitions, an important means of diversification and a potential source of gains for self-

interested management, are associated with negative abnormal returns (ibid.). On the other 

hand, major divestments, especially refocusing disposals, which could reverse excessive levels 

of diversification caused by prior decisions undertaken by managers operating in weak 

governance environments (Haynes, Thompson, & Wright, 2002), generally receive positive 

market reactions (Eckbo & Thorburn, 2008; Chen & Feldman, 2018). By presenting evidence 

on the role of voting, our paper also contributes to the literature which has focused on 

diversification and other governance mechanisms such as managerial and institutional 

ownership (Denis, Denis, & Sarin, 1997; Jafarinejad, Jory, & Ngo, 2015), executive 

compensation (Anderson, Bates, Bizjak, & Lemmon, 2000), and board of directors (Anderson 

et al., 2000; Chen, Dyball, & Wright, 2009).  

 

https://onlinelibrary.wiley.com/action/doSearch?ContribAuthorStored=Voulgaris%2C+Georgios
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In this paper, we examine if shareholders’ attitude towards firm diversification strategy is 

revealed in their votes on management-initiated acquisition and divestment proposals. We 

explore if the votes are determined by firm-level characteristics, such as level of corporate 

diversification or diversification discount, and deal-level characteristics, such as whether it is 

a diversifying acquisition or a refocusing divestments, using the unique setting of UK 

regulations. In the context of our paper it is important to distinguish the two distinct yet 

interrelated sets of characteristics. For example, a diversifying acquisition by a focused firm 

could have very different value implication compared to one by a diversified firm currently 

traded at discount3. Doing so enables us to study how firm diversification strategy could 

influence binding votes on major acquisitions and divestments which, given their size, have a 

substantial impact on firm operation and performance4
. Our paper is related to but substantially 

different from recent studies on shareholder approval such as Burch, Morgan, & Wolf (2004), 

Becht, Polo, & Rossi, (2016), and Tokbolat et al, (2019). We examine voting on acquisitions 

and divestments, the two corporate actions that could have opposite impacts on firm-level 

diversification, whilst considering pre-deal diversification characteristics. 

We find that shareholders vote for refocusing divestments and against diversifying 

acquisitions. Voting dissent increases with firm-level diversification in acquisitions and 

decreases in divestments. We also recognise a certain caveat to our empirical analysis, 

concerning the possibility of an endogenous relationship between shareholder dissent and 

corporate acquisition/divestment. Endogeneity could arise if shareholder (dis)satisfaction and 

firm’s decision to diversify/refocus are both determined by the value implication of 

diversification strategy. For example, if the diversification strategy has resulted in the firm 

being traded at discount compared to single segment firms, shareholders might dissent to show 

their dissatisfaction with the under-valuation and the firm might want to take action to create 

value. Shareholders’ votes might also be influenced by their general dissatisfaction with 
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management whose decisions to acquire, divest, or what to do with the proceeds from 

divestment are driven by self-interest. We address this potential endogeneity problem in several 

ways. First, we measure and control for diversification discount in the analysis of voting 

dissent. Second, we control for the general dissatisfaction with management using 

shareholders’ prior votes on director remuneration reports. Finally, we control for the use of 

proceeds from the divestment. We also conduct a battery of checks for the robustness of our 

results. 

The rest of the paper is structured as follows. The next section briefly reviews the existing 

literature and develops the hypotheses. It is then followed by the description of data and 

methodology, and analysis of empirical results and robustness tests. The final section 

concludes. 

 

2. Literature review and hypothesis development 

2.1  Diversification and the case for further shareholder empowerment 

The primary justification for extending shareholder voice comes from agency theory, explicitly 

the problem of separation of control and ownership in modern corporations. Since Berle & 

Means (1932) it has been argued that diffuse share ownership in large public companies, 

certainly in the UK and US, leaves de facto control in the hands of the CEO or at least a small 

group of executive directors. In the absence of a binding constraint to maximise shareholder 

value, self-serving executives can divert corporate resources for their own benefit by taking 

strategic decisions, which enhance their own wellbeing at the shareholders’ expense. 

Management can use diversification to increase the size of the firm, since running a larger 

business enhances their power, prestige and compensation (Stein, 2003). Similarly, managers 

entrench themselves by diversifying into areas where their knowledge and skills are crucial so 

that shareholders cannot replace them without substantial costs (Bebchuk, Cohen, & Ferrell, 
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2009). They can also enhance their career prospects through the experience of running a 

complex diversified firm (Gibbons & Murphy, 1992). The risk of managers’ personal portfolios 

– embracing both financial and human capital – may also decrease with the lower risk of the 

firm associated with diversification (Amihud & Lev, 1981; Kim, Al-Shammari, Kim, & Lee, 

2008). 

Becht et al (2016) point out that in the case of acquisitions there is an additional justification 

for shareholder empowerment, namely that it acts as a check on decisions based on irrational 

overconfidence or hubris (Roll, 1986; Malmendier & Tate, 2008). Hyper-confident CEOs 

though ostensibly pursuing shareholder wealth maximisation may overestimate their own 

ability to generate gains from an acquisition or diversification and, in consequence, commit 

their firms to unsuitable deals and/or be tempted to over-pay for the deal or become over-

diversified. Already diversified firms will face further agency costs because of their 

organisational form (Fauver, Houston, & Naranjo, 2003), making diversified firms experience 

a decrease in their value and trade at a discount to compare to its single segment counterparts. 

This is consistent with evidence first reported in Lang & Stulz (1994) and Berger & Ofek 

(1995)5, who compare the values of segments of diversified firms with the values of single 

segment firms in the corresponding industries. They find that diversified firms trade at a 

discount of approximately 15%6. If this and the evidence of value-destroying diversifying 

acquisitions (Erdorf et al., 2013) were the result of managers using their discretion to make 

self-serving or unreasonably risky decisions, an increase in the authority of shareholders would 

appear to be an obvious remedy. 

Shareholder empowerment here parallels the ‘say-on-pay’ movement, which insists that 

executive remuneration is sanctioned by the shareholders who bear its cost. (Such reasoning 

reflects the ‘rents capture’ view (Bebchuk & Fried, 2004) of executive remuneration: namely 
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that the rising rewards of executives are in part a consequence of their influence over pay-

setting). Unlike voting on director remuneration reports, the decision to approve significant 

acquisitions has attracted relatively little attention. To the best of our knowledge, there is no 

study on shareholder approval of divestments. This apparent neglect is surprising, since the 

potential to destroy shareholder value via an ill-conceived large deal, would appear to 

completely dwarf the costs of over-paying the firm’s CEO. 

If shareholders vote responsibly and informatively as encouraged by reforms (Myners, 2004), 

one would expect votes cast to be determined by certain deal or firm-level characteristics, while 

votes cast by uninformed shareholders are likely to limit the effect of voting as a governance 

mechanism (Cassell, Kleppe, & Shipman, 2020). 

2.2 Deal-level diversification and voting dissent 

As diversifying acquisitions and refocusing divestments may represent major changes in firm’s 

boundaries, the effects of such deals can be particularly important for the firm’s long-term 

growth. Therefore, we might expect shareholders to be engaging and rigorous in accessing and 

approving such deals. If divestment is a reversal of past managerial discretion it is likely that 

diversifying acquisitions will be proposed in companies with weak governance (Haynes  et al, 

2002). Evidence suggests that managers pursue value-destroying diversification by exploiting 

weak shareholder rights (Jiraporn, Kim, Davidson, & Singh, 2006) and shareholders use their 

rights by voting against resolutions when they fear expropriation resulting from management 

entrenchment and poor shareholder protection (Iliev et al, 2015). Thus, vigilant shareholders 

can vote to stop managers from deals motivated by private benefits (Becht et al, 2016). 

Acquisitions have long been seen as a source of gains for self-interested management, 

especially large and risky diversifying deals (Hornstein & Nguyen, 2014). Existing studies in 

say-on-pay (Ertimur, Ferri, & Muslu, 2011) and divestments (Chen & Feldman, 2018) find that 
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firms with agency conflicts unlock value for shareholders when they reverse prior agency-

driven actions. Moreover, given the evidence of bidding firms in diversifying acquisitions 

gaining lower abnormal returns (Erdorf et al, 2013) and sellers of refocusing divestments 

receiving more positive market reaction (John & Ofek, 1995), shareholders are likely to be 

sceptical about the former and more supportive of the latter. 

Hypothesis 1a: Voting dissent is lower for refocusing divestments. 

Hypothesis 1b: Voting dissent is higher for diversifying acquisitions. 

2.3 Firm-level diversification and voting dissent 

Major deals may be too complex for shareholders to evaluate, as they may not have access to 

independent sources of information about the deal and its impact on the acquirer or seller. 

Webb et al (2003, p.68) argue that the process of gathering information may be ‘incomplete, 

insufficient and suffer from asymmetry that can easily arise when investors are external to the 

company and have little way of knowing or substantiating whether the information supplied by 

managers is correct and true’. Thus, votes cast on acquisitions and divestments, diversifying 

and refocusing deals in particular, may reflect investors’ knowledge of a particular deal vs 

market sentiment about diversification in general (Hornstein & Nguyen, 2014). 

Shareholders may not like firms to be diversified because it is cheaper for them to diversify in 

the markets. They could sell shares but doing so would depress the share price eroding their 

own wealth (Parrino, Sias, & Starks, 2003). Votes cast are likely to reflect shareholders’ 

negative attitude towards diversification, given the documented evidence of value destruction 

(Erdorf et al., 2013). Moreover, acquisitions by diversified firms are generally seen as an 

expansion strategy; itself often associated with diversification. The effect is expected to be 

different for divestments as they typically signal about refocusing regardless if these are 

diversifying or refocusing deals. Moreover, given the evidence of refocusing strategy creating 

value for sellers (Haynes et al, 2002), we expect that: 
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Hypothesis 2a: Voting dissent decreases with the level of diversification for sellers. 

Hypothesis 2b: Voting dissent increases with the level of diversification for acquirers. 

 

3. Data and methodology 

3.1 Data sources and methodology 

Listing Rules in the UK require Class 1 acquisitions and divestments, transactions accounting 

for at least 25% of the size of acquiring or divesting company, announced by public firms with 

a premium listing7, to be approved by shareholders at their general meeting. Shareholder 

approval is also required for related party acquisitions and divestments, which are transactions 

between acquiring or divesting company and a related party with a significant influence over 

that company, e.g. a director. Finally, reverse takeovers have to be approved by shareholders 

of the acquiring firm. These are transactions where the size of the target is greater than the size 

of the acquirer (Listing Rules, 2020)8. 

Data on deals were downloaded from Thomson One, while voting outcomes on resolutions 

were obtained from Minerva Analytics9
 (for 1997-2009) and manually collected from 

Regulatory News Services (for 2010-2019). The original sample of 755 deals was reduced to 

675 due to insufficient segment data to calculate diversification variables. This was reduced 

further to 659 due to missing values in other independent variables. Data on firm-level 

accounting variables were obtained from Datastream. Ownership and governance variables 

were manually collected from annual reports. Our final sample consists of 380 acquisitions 

(320 Class 1, 35 related party and 25 reverse takeover deals), and 279 divestments (260 Class 

1 and 19 related party deals). See  
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Appendix  for the yearly distribution of the deals. 

Our dependent variable is Dissent_Vote which is defined as the ratio of votes cast against and 

total number of votes cast on a resolution10. We use a probit regression, following Papke & 

Wooldridge (1996), to investigate cross-sectional variations in dissent because Dissent_Vote is 

a bounded variable defined on the unit interval11. 
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3.2 Measures of firm level diversification 

We focus on whether it is a Diversifying_Deal or Refocusing_Deal by diversified or focused 

firm (Diversified_Firm) and its level of diversification (Entropy). We use Number_Segments 

and Herfindahl as alternative measures in robustness tests. Following previous studies, we 

measure corporate diversification using Standard Industrial Classification (SIC) codes and 

segment-level sales data as it gives an indication of the importance of each segment in terms 

of current period operating results (Erdorf et al., 2013). Some firms report segments with the 

same SIC code. These segments and corresponding sales are combined to avoid a potential 

problem of defining a firm diversified when it is actually a single segment firm. Firms may 

also report non-operating segments. Following Glaser & Muller (2010), a segment is defined 

as non-operating if segment SIC code is 9999 (non-classifiable establishments) and segment 

sales are zero or negative. Non-operating segments are disregarded when classifying firms as 

focused or diversified12. 

Berger & Ofek (1995) find that diversified firms trade below their imputed value. The imputed 

value of a diversified firm is the weighted average value of stand-alone firms in the same 

industries as the segments of the diversified firm. In order to calculate excess value, segment 

level data for all UK publicly listed firms between 1997 and 2019 were downloaded from 

Datastream. All firms that have more than one business segment at 4, 3 and 2-digit SIC code 

(diversified firms) were excluded, leaving only single segment firms. Sales of each segment of 

a diversified firm is then multiplied by its corresponding industry median market-to-sales ratio. 

To do this, at least five single segment firms in each industry are required. When there are less 

than five single segment firms in an industry at 4-digit SIC code level, 3-digit SIC is used. If 

there are less than five firms at 3-digit SIC level, 2-digit SIC is used. Applying this algorithm, 

imputed values for 42% of all segments are calculated based on 4-digit, 18% on 3-digit, and 

40% on 2-digit industries. These are similar to what Berger & Ofek (1995) use in their paper: 
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44.6%, 25.4% and 30%, respectively. Negative excess value represents discount, while positive 

value implies that a firm trades at Diversification_Premium. See  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Appendix  for the description of all variables. 
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4. Empirical results 

4.1  Descriptive statistics and univariate analysis 

Table 1 shows low average dissent on both acquisition and divestment resolutions which is 

similar to the level of dissent on M&A documented in Burch et al (2004) and Tokbolat et al 

(2019). No deal is blocked by shareholders but there are 17 deals receiving dissent of 5 to 10% 

and 13 deals with dissent above 10% which could constitute a cause for concern and a 

shareholder backlash, respectively13. Deals with the highest dissent are a related party 

acquisition of property portfolio by Sports Direct from its director Mike Ashley in 2011 and 

Psion’s sale of its stake in Symbian to Nokia in 2004. The former received 40% dissent after 

shareholder group PIRC questioned the strategy and valuation methods of the deal (Financial 

Times, 2011), while latter received 33% dissent as the major shareholder Phoenix Asset 

Management Partners aggressively opposed the sale (The Times, 2004). 

[Table 1] 

Diversified firms receive higher dissent on acquisitions and lower dissent on divestments 

compared to focused firms. Mean Entropy and Herfindahl measures are 0.67 and 0.60 for 

acquisitions sample, and 0.74 and 0.55 for divestments sample, respectively. Both diversified 

acquirers and sellers in the sample report three segments on average. The mean 

Diversification_Premium of diversified firms for both samples is around -0.32. This confirms 

the presence of diversification discount in our samples similar to other findings in the UK 

context (Lins & Servaes, 1999; Ataullah et al, 2014). 

Diversified firms have larger size (Hund, Monk, & Tice, 2010), lower liquidity (Duchin, 2010), 

and are managed by larger boards. Yermack (1996) argues that monitoring benefits of larger 

boards are outweighed by higher costs of slower decision-making and lower level of frank 

discussions about managerial performance. Finding larger boards in diversified firms is 
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therefore consistent with the agency motive for diversification (Anderson et al., 2000). Finally, 

diversified firms tend to make fewer diversifying acquisitions and more refocusing 

divestments. Note that focused firms can announce refocusing divestments. For example, in 

2011 Moss Bros Group plc, a focused firm in clothing retail and hire divested its Hugo Boss 

franchised stores, citing the firm’s intention to ‘concentrate on core businesses/assets’14. 

Sellers tend to be more diversified than acquirers (64% of sellers are diversified firms as 

opposed to 56% in acquirers) and have higher Entropy (0.48 as opposed to 0.38). Market 

reaction to the announcement of divestments in the form of abnormal returns is better than to 

the announcement of acquisitions but not statistically significant. Evidence suggests acquirers 

experience little if any positive abnormal returns on average (Tuch & O'Sullivan, 2007) and 

most divestments are positively received by markets (Eckbo & Thorburn, 2008). Sellers have 

lower return of asset, liquidity and ownership concentration but higher leverage and older CEO. 

More divestment deals than acquisitions are domestic and financed by cash. 

Table 2 provides the results of univariate analysis. Firms on average receive higher dissent on 

diversifying acquisitions. The difference in means is statistically significant when the dummy 

variable is measured at 4, 3, and 2-digits SIC code. This holds for subsamples of focused and 

diversified firms. Although not significant, firms receive lower dissent for refocusing 

divestments than non-refocusing. 

[Table 2] 

4.2 Regression results 

Table 3 presents the results of regressions using two measures of diversification for acquisitions 

sample: Diversified_Firm dummy and Entropy measure. Entropy takes into account both the 

number of industry segments the firm operates in and more importantly the distribution of the 

firms’ sales across the segments. The larger the Entropy measure, the more diversified the firm 
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is. Focused firms have Entropy measure of 0 (Jacquemin & Berry, 1979). Models (1), (2) and 

(3) report results of regressions with Diversified_Firm and Diversifying_Deal dummy variables 

at 4, 3 and 2-digit SIC code levels, respectively. Models (4), (5) and (6) report the regressions 

with Entropy as the measure of the level of diversification. Hypothesis 1b is supported by 

finding a significantly strong impact of diversifying acquisitions on Dissent_Vote in all model 

specifications. Shareholders seem to be unhappy with managers announcing a diversifying 

deal. This confirms findings of Tokbolat et al (2019). Furthermore, the evidence presented 

supports Hypothesis 2b of a positive relationship between dissent and the level of 

diversification. Shareholders of diversified firms cast more against votes on acquisitions. It is 

also found that deals announced by more diversified (higher Entropy) firms receive higher 

voting dissent. 

[Table 3] 

Table 4 presents the results of the same regressions for the sample of divestments. In all models, 

the Refocusing_Deal coefficient remains negative and significant, suggesting that shareholders 

are less likely to express resentment when firms sell assets to focus on their core businesses. 

One possible explanation is the signalling effect of refocusing divestments where shareholders 

may view this as part of a de-diversification strategy to enhance firm value (Haynes et al, 2002). 

This is corroborated by the negative and significant coefficients of Diversified_Firm and 

Entropy, which indicate that shareholder dissent is lower if it is a divestment by a diversified 

or more diversified firm. These support Hypothesis 1a and 2a. 

[Table 4] 

 

 

4.3 Endogeneity issues 

Our estimation process and results reported above may suffer from an endogeneity problem if 

we omit variables that may be correlated with both shareholder voting and corporate 
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acquisition/divestment decision. One might argue that it is not only the diversification strategy 

per se but also the value implication of such strategy that might affect firm’s decision to 

expand/refocus and shareholders’ approval of such decisions. We start by running regressions 

as in Berger & Ofek (1995) to test whether firms in our sample trade at a diversification 

discount. Table 5 presents the results of these regressions. Firms in our sample are found to 

trade at a discount. The relationship between Diversified_Firm and Diversification_Premium 

is significant and negative with the coefficient of the relationship stronger when 

Diversified_Firm is based on 3 and 2-digit SIC codes. This is consistent with Berger & Ofek 

(1995) and Lins & Servaes (1999). It is argued that unrelated diversification decreases firm 

value more than related diversification (Rumelt, 1974). 

[Table 5] 

In Table 6, Diversification_Premium is used as the main independent variable to explain 

Dissent_Vote. The coefficients for Diversification_Premium are negative and statistically 

significant at 5%, which indicate shareholder dissatisfaction when the market does not value 

the firm’s current diversification strategy, i.e. dissent increases with discount. The impact of 

diversifying acquisitions and refocusing divestments on dissent remains unchanged. 

[Table 6] 

We also address the potential endogeneity that might arise if the voting and 

acquisition/divestment decisions are both influenced by self-interest management. 

Shareholders’ votes on acquisition may be determined by their general dissatisfaction with 

management if the latter’s acquisition decisions are perceived to be driven by self-interest or if 

shareholders are aiming to punish unsatisfactory executives. We use shareholders’ prior votes 

on director remuneration reports Dissent_Vote_Pay as a proxy for general (dis)satisfaction (as 

in Tokbolat et al, 2019). Similarly, shareholders’ votes on divestments can be determined by 
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whether management decides to return the proceeds to shareholders or use the proceeds for 

potentially self-interest projects. We control for the first stated use of proceeds in the 

announcement as the primary use  in the analysis (Ataullah, Davidson, & Le, 2010). 

[Table 7] 

Table 7 presents the results of regressions with Dissent_Vote_Pay and Proceeds as additional 

independent variables in acquisitions and divestment samples, respectively. The sample size 

reduces significantly as approval of remuneration reports became mandatory from 2003 and 

only for firms incorporated in the UK, and not all divestment announcements contain 

information about the use of proceeds. 

Although there is a positive relationship between Dissent_Vote_Pay and Dissent_Vote, which 

support our conjecture that shareholders vote to show their general dissatisfaction, our key 

results remain unchanged. The positive and significant Proceeds coefficient indicates that 

shareholders supporting refocusing through divestments would prefer proceeds not to be 

returned to shareholders. We also find higher dissent in the 38 divestments that mention 

acquisition opportunities in the use of proceeds, suggesting that shareholders oppose the 

possibility of proceeds from divestments being used to increase the level of diversification. The 

relationship between all diversification variables and Dissent_Vote remains unchanged. 

 

4.4  Robustness tests 

To check the robustness of our findings, we re-run the main regressions with alternative 

measures of diversification. First, Diversified_Firm dummy is replaced with 

Number_Segments count variable. Second, instead of Entropy measure, Herfindahl index is 

used. Herfindahl is a measure of concentration and has widely been used in diversification 

literature. The range of Herfindahl index is from 0 to 1. The larger the Herfindahl index, the 

more concentrated the firm is, i.e. less diversified. Herfindahl index of a focused firm is 1. We 
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do not include Diversifying_Deal and Refocusing_Deal dummies based on 3 and 2-digit SIC 

codes for brevity but their coefficients are similar to the variable measured at 4-digit SIC code 

in robustness regressions and the regressions in the main part. 

[Table 8] 

Table 8 shows that shareholders of firms with a higher number of segments tend to cast more 

against votes on acquisitions and more for votes on divestments. More concentrated or less 

diversified (higher Herfindahl) firms receive less dissent on acquisitions and more dissent on 

divestments. In Table 9, we present the results of the regressions with the sample of Class 1 

deals only. We exclude related party transactions and reverse takeovers. These are consistent 

with the main results as are the coefficients of the other control variables. 

[Table 9] 

 

5. Conclusion 

This paper presents an empirical analysis of the relationship between corporate diversification, 

refocusing and shareholder voting on acquisitions and divestments from 1997 to 2019 in the 

UK context. The vast majority of studies find that corporate diversification destroys 

shareholder value. Different corporate governance mechanisms have been studied to explain 

why this happens. This paper examines if votes cast on acquisition and divestment resolutions 

reflect shareholders’ attitude towards diversification. Findings presented here suggest that 

shareholders indeed view corporate diversification through acquisitions as a value destroying 

strategy, while refocusing through divestments is perceived positively. This supports the 

agency theory explanation of diversification and refocusing. 

We find that shareholders’ voting support increases for refocusing divestments and decreases 

for diversifying acquisitions, especially when these involve diversified firms. Dissent increases 
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when the market does not value firm’s diversification strategy. Our findings – though 

consistent with received views of market preferences for focus – do not provide direct evidence 

of the effectiveness of voting as a governance mechanism. It does, however, seem plausible to 

conjecture that, as in the say-on-pay case, above normal levels of dissent influence future 

strategy, in this instance with regard to diversification. This investigation remains for future 

work. 

Usefulness of approval of significant transactions by shareholders introduced in many countries 

since the global financial crisis has been debated. Whether shareholder engagement is effective 

in general and shareholders vote informatively is an ongoing research issue. Given the greater 

emphasis put on informed and responsible voting by regulators, early findings presented here 

can be relevant to policy makers both in the UK and abroad. In addition, findings of 

negative/positive attitude of shareholders to diversification/refocusing may serve to inform 

practitioners’ future decision-making. 
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Table 1. Descriptive statistics 
 Acquisitions Divestments 

 All  

firms  

(n=380) 

Focused 

firms 

 (n=168) 

Diversified 

firms 

 (n=212) 

All  

firms  

(n=279) 

Focused 

firms 

 (n=100) 

Diversified 

firms 

 (n=179) 
       
Panel A. Voting dissent variables  

Dissent_Vote % 0.88 0.66 1.06* 0.69 1.00 0.53* 

Dissent_Vote_Pay % 6.56 6.50 6.60 6.70 6.06 7.13 
       

Panel B. Diversification variables  

Diversified_Firm 0.56 0 1 0.64** 0 1 

Entropy 0.38 0 0.67*** 0.48*** 0 0.74*** 

Diversification_Premium -0.19 -0.01 -0.33*** -0.20 0.02 -0.32** 

Number_Segments 1.99 1 2.77*** 2.16** 1 2.81*** 
Herfindahl 0.78 1 0.60*** 0.71*** 1 0.55*** 

       

Panel C. Firm characteristics  
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CAR(-1;1) 0.02 0.02 0.03 0.03 0.04 0.03 
ROA 0.04 0.04 0.05 -0.05*** -0.08 -0.03** 

Size 13.7 13.4 14.0*** 13.7 13.4 13.9** 

Leverage 0.22 0.20 0.23 0.29*** 0.30 0.29 
Liquidity 0.11 0.14 0.08*** 0.08*** 0.08 0.07** 

Ownership 0.14 0.15 0.13** 0.12** 0.12 0.13 

Board 2.12 2.09 2.14** 2.14 2.07 2.18*** 
Non-Executive 0.60 0.61 0.58* 0.60 0.61 0.60 

CEO Age 3.93 3.92 3.94* 3.95*** 3.95 3.96 

Female 0.67 0.71 0.64 0.70 0.67 0.72 
       

Panel D. Deal characteristics  

Cash_Deal 0.40 0.40 0.41 0.66*** 0.64 0.67 
Foreign_Deal 0.52 0.55 0.50 0.39*** 0.49 0.33*** 

Diversifying_Deal (4-SIC) 0.44 0.55 0.35***    

Diversifying_Deal (3-SIC) 0.54 0.65 0.45***    
Diversifying_Deal (2-SIC) 0.64 0.75 0.56***    

Proceeds    0.29 0.25 0.31 

Refocusing_Deal (4-SIC)    0.70 0.57 0.77*** 
Refocusing_Deal (3-SIC)    0.64 0.52 0.70*** 

Refocusing_Deal (2-SIC)    0.48 0.37 0.54*** 

       

Note: This table compares means of variables for focused and diversified firms. Differences in means are tested 

by a two-tailed t-test. Dissent variables are reported in %. *, ** and *** denote statistical significance at 10%, 5% 

and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 2. Univariate analysis 
 Number of  

deals 

% of 

deals 

Dissent_Vote 

 % 

Number of  

deals 

% of 

deals 

Dissent_Vote 

% 
Panel A. Acquisitions Diversifying deals Non-diversifying deals 

All firms (n=380)  
4-SIC 166 43.7 % 1.50*** 214 56.3 % 0.41 

3-SIC 205 53.9 % 1.26*** 175 46.1 % 0.44 

2-SIC 244 64.2 % 1.09** 136 36.8 % 0.51 
Focused firms 

(n=168) 
  

4-SIC 92 54.8 % 0.98*** 76 45.2 % 0.27 
3-SIC 109 64.9 % 0.90*** 59 35.1 % 0.20 

2-SIC 126 75.0 % 0.80** 42 25.0 % 0.22 

Diversified firms 
(n=212) 

 

4-SIC 74 34.9 % 2.14*** 138 65.1 % 0.49 

3-SIC 96 45.3 % 1.66** 116 54.7 % 0.57 
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2-SIC 118 55.7 % 1.40* 94 44.3 % 0.64 
       

Panel B. Divestments Refocusing deals Non-refocusing deals 

All firms (n=279)  

4-SIC 195 69.9 % 0.61 84 30.1 % 0.89 
3-SIC 178 63.8 % 0.60 101 36.2 % 0.86 

2-SIC 134 48.0 % 0.66 145 52.0 % 0.73 

Focused firms 
(n=100) 

 
 

  
  

4-SIC 57 57 % 0.75 43 43 % 1.33 

3-SIC 52 52 % 0.81 48 48 % 1.20 
2-SIC 37 37 % 1.07 63 63 % 0.95 

Diversified firms 

(n=179) 
 

 
  

  

4-SIC 138 77.1 % 0.56 41 22.9 % 0.43 

3-SIC 126 70.4 % 0.51 53 29.6 % 0.56 

2-SIC 97 54.2 % 0.50 82 45.8 % 0.56 

Note: This table compares dissent for diversifying vs non-diversifying acquisitions (Panel A) and refocusing 

vs non-refocusing divestments (Panel B) for all firms, focused and diversified firms. Differences in means are 

tested by a two-tailed t-test. Dissent variables are reported in %. *, ** and *** denote statistical significance at 

10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 3. Impact of diversification on dissent on acquisitions 
 (1) (2) (3) (4) (5) (6) 
       

Diversified_Firm 0.006*** 0.007*** 0.007**    

 (0.002) (0.003) (0.003)    
Entropy    0.005** 0.004** 0.004* 

    (0.002) (0.002) (0.002) 

Diversifying_Deal (4-SIC) 0.012***   0.012***   
 (0.003)   (0.003)   

Diversifying_Deal (3-SIC)  0.010***   0.010***  

  (0.003)   (0.003)  
Diversifying_Deal (2-SIC)   0.008***   0.007*** 

   (0.003)   (0.003) 

CAR (−1,+1) -0.057*** -0.053*** -0.054*** -0.054*** -0.051*** -0.052*** 
 (0.016) (0.016) (0.017) (0.016) (0.017) (0.018) 

ROA 0.024** 0.023* 0.024* 0.021** 0.020* 0.022* 

 (0.011) (0.012) (0.013) (0.011) (0.011) (0.012) 
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Size 0.002** 0.001* 0.001* 0.002** 0.002** 0.002** 
 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 

Leverage 0.008* 0.007 0.006 0.008* 0.007 0.006 

 (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) 
Liquidity 0.013* 0.011 0.012 0.012 0.010 0.011 

 (0.007) (0.008) (0.008) (0.007) (0.008) (0.008) 

Ownership -0.001 -0.001 -0.003 -0.003 -0.002 -0.005 
 (0.010) (0.011) (0.011) (0.010) (0.011) (0.012) 

Board 0.007 0.009 0.009 0.006 0.007 0.008 

 (0.006) (0.006) (0.006) (0.006) (0.006) (0.006) 
Non-Executive 0.009 0.010 0.015 0.006 0.007 0.012 

 (0.009) (0.009) (0.010) (0.008) (0.009) (0.009) 

CEO Age 0.004 0.004 0.005 0.004 0.005 0.005 
 (0.009) (0.009) (0.009) (0.010) (0.010) (0.010) 

Female -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** -0.006*** 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 
Cash_Deal -0.000 -0.001 -0.001 -0.001 -0.001 -0.002 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.003) 

Foreign_Deal -0.002 -0.001 -0.001 -0.002 -0.002 -0.001 
 (0.003) (0.003) (0.003) (0.003) (0.003) (0.003) 

       

N 380 380 380 380 380 380 
R-squared 0.548 0.481 0.446 0.511 0.433 0.396 

Note: This table presents the results of probit regressions with Dissent_Vote on acquisitions as the dependent 

variable. Year dummies and industry dummies using Fama-French 12 industry groups are included in all models 

but not reported. Marginal effects are reported. Robust errors are in parentheses. *, ** and *** denote statistical 

significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 4. Impact of diversification on dissent on divestments 
 (1) (2) (3) (4) (5) (6) 
       
Diversified_Firm -0.007** -0.007** -0.007**    

 (0.003) (0.003) (0.003)    

Entropy    -0.007* -0.007* -0.007* 
    (0.004) (0.004) (0.004) 

Refocusing_Deal (4-SIC) -0.005**   -0.005**   

 (0.003)   (0.003)   
Refocusing_Deal (3-SIC)  -0.006**   -0.006**  

  (0.002)   (0.002)  

Refocusing_Deal (2-SIC)   -0.004*   -0.003* 
   (0.002)   (0.002) 

CAR (−1,+1) -0.017** -0.016** -0.017** -0.020** -0.017** -0.018** 

 (0.008) (0.008) (0.008) (0.009) (0.009) (0.009) 
ROA -0.005 -0.005 -0.005 -0.002 -0.003 -0.003 
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 (0.003) (0.003) (0.003) (0.004) (0.003) (0.004) 
Size 0.001 0.001 0.001 0.001 0.001 0.001 

 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 

Leverage -0.004 -0.006 -0.004 -0.004 -0.005 -0.003 
 (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) 

Liquidity 0.002 0.004 0.005 -0.002 0.002 0.003 

 (0.011) (0.011) (0.012) (0.011) (0.011) (0.012) 
Ownership 0.002 0.001 0.001 0.013 0.006 0.005 

 (0.009) (0.009) (0.009) (0.011) (0.010) (0.011) 

Board 0.008* 0.008* 0.006 0.008* 0.009** 0.007* 
 (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) 

Non-Executive -0.003 -0.000 -0.003 -0.002 -0.000 -0.003 

 (0.007) (0.007) (0.007) (0.007) (0.006) (0.007) 
CEO Age 0.011 0.015* 0.011 0.009 0.015* 0.012 

 (0.008) (0.008) (0.008) (0.007) (0.009) (0.008) 

Female -0.002 -0.002 -0.002 -0.002 -0.003 -0.002 
 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 

Cash_Deal -0.001 -0.001 -0.000 -0.001 -0.000 0.000 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.003) 
Foreign_Deal 0.001 0.001 0.001 0.002 0.002 0.002 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 

       
N 279 279 279 279 279 279 

R-squared 0.699 0.692 0.661 0.694 0.663 0.632 

Note: This table presents the results of probit regressions with Dissent_Vote on divestments as the dependent 

variable. Year dummies and industry dummies using Fama-French 12 industry groups are included in all models 

but not reported. Marginal effects are reported. Robust errors are in parentheses. *, ** and *** denote statistical 

significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 5. Determinants of diversification premium 
 (1) (2) (3) 
    

Diversified_Firm (4-SIC) -0.227**   
 (0.097)   

Diversified_Firm (3-SIC)  -0.303***  

  (0.095)  
Diversified_Firm (2-SIC)   -0.254** 

   (0.100) 

Log of assets 0.049 0.055* 0.051 
 (0.033) (0.033) (0.033) 

Capex/sales 0.544* 0.540* 0.540* 

 (0.300) (0.300) (0.301) 
EBIT/sales -0.283* -0.283* -0.283* 

 (0.159) (0.159) (0.158) 



28 

 

Constant -1.460*** -1.478*** -1.527*** 
 (0.550) (0.551) (0.545) 

    

N 659 659 659 
R-squared 0.136 0.140 0.137 

Note: This table presents the results of OLS regressions with Diversification_Premium as the dependent 

variable. The sample includes both acquisition and divestment deals. Year dummies and industry dummies using 

Fama-French 12 industry groups are included in all models but not reported. Robust errors are in parentheses. 

*, ** and *** denote statistical significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 6. Impact of diversification premium on dissent 
 (1) (2) (3) (4) (5) (6) 
       

Diversification_Premium -0.003** -0.002** -0.002** -0.002** -0.002** -0.002** 

 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Diversifying_Deal (4-SIC) 0.011***      

 (0.002)      

Refocusing_Deal (4-SIC)    -0.002   
    (0.002)   

Diversifying_Deal (3-SIC)  0.010***     

  (0.003)     
Refocusing_Deal (3-SIC)     -0.003**  

     (0.001)  

Diversifying_Deal (2-SIC)   0.009***    
   (0.003)    
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Refocusing_Deal (2-SIC)      -0.004** 
      (0.001) 

CAR (−1,+1) -0.041** -0.040** -0.044** -0.001 0.002 0.003 

 (0.020) (0.020) (0.021) (0.008) (0.007) (0.008) 
ROA 0.006 0.003 0.010 -0.008*** -0.007** -0.007** 

 (0.021) (0.021) (0.021) (0.003) (0.003) (0.003) 

Size 0.002*** 0.002*** 0.003*** -0.001** -0.001** -0.001** 
 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 

Leverage 0.013* 0.013* 0.017** -0.009* -0.011** -0.009** 

 (0.008) (0.008) (0.008) (0.005) (0.005) (0.005) 
Liquidity 0.013 0.011 0.016 -0.030** -0.029** -0.032** 

 (0.016) (0.016) (0.016) (0.014) (0.014) (0.014) 

Ownership -0.035*** -0.039*** -0.040*** -0.017** -0.016** -0.017* 
 (0.013) (0.014) (0.015) (0.008) (0.008) (0.009) 

Board 0.006 0.007 0.005 0.010*** 0.011*** 0.010*** 

 (0.009) (0.009) (0.009) (0.004) (0.004) (0.004) 
Non-Executive 0.030* 0.030* 0.035** -0.008 -0.007 -0.006 

 (0.016) (0.016) (0.017) (0.006) (0.006) (0.006) 

CEO Age -0.004 -0.004 -0.004 -0.000 0.002 0.002 
 (0.011) (0.011) (0.012) (0.005) (0.005) (0.005) 

Female -0.009*** -0.009*** -0.008*** 0.002 0.001 0.001 

 (0.002) (0.002) (0.002) (0.001) (0.001) (0.001) 
Cash_Deal -0.000 -0.000 -0.001 -0.003 -0.003* -0.003* 

 (0.003) (0.003) (0.003) (0.002) (0.002) (0.002) 

Foreign_Deal 0.003 0.003 0.003 0.003** 0.003* 0.002* 
 (0.004) (0.004) (0.004) (0.001) (0.001) (0.001) 

       
N 212 212 212 179 179 179 

R-squared 0.797 0.789 0.778 0.635 0.644 0.644 

Note: This table presents the results of probit regressions with Dissent_Vote as the dependent variable. The 

sample used in all models include only diversified firms. The sample used in models (1)-(3) include only 

acquisitions. The sample used in models (4)-(6) include only divestments. Year dummies and industry dummies 

using Fama-French 12 industry groups are included in all models but not reported. Marginal effects are reported. 

Robust errors are in parentheses. *, ** and *** denote statistical significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

Table 7. Impact of diversification on dissent: Dissent_Vote_Pay and Proceeds 
 (1) (2) (3) (4) (5) (6) 
       
Dissent_Vote_Pay 0.018* 0.020** 0.013    

 (0.010) (0.009) (0.016)    

Proceeds    0.007*** 0.007*** 0.006*** 
    (0.002) (0.002) (0.002) 

Diversified_Firm 0.012***   -0.004**   

 (0.003)   (0.002)   
Entropy  0.009***   -0.004*  

  (0.002)   (0.002)  

Diversification_Premium   -0.006***   -0.001* 
   (0.002)   (0.000) 

Diversifying_Deal (4-SIC) 0.013*** 0.015*** 0.018***    

 (0.003) (0.003) (0.003)    
Refocusing_Deal (4-SIC)    -0.005*** -0.005*** -0.003* 
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    (0.002) (0.002) (0.002) 
CAR (−1,+1) -0.056*** -0.052** -0.063** -0.005 -0.009 0.009 

 (0.020) (0.021) (0.030) (0.007) (0.007) (0.008) 

ROA 0.046*** 0.045*** 0.006 0.000 0.001 -0.007*** 
 (0.016) (0.017) (0.026) (0.002) (0.002) (0.002) 

Size 0.002*** 0.003*** 0.004*** 0.001 0.001 -0.001 

 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Leverage 0.019*** 0.018*** 0.021** 0.003 0.002 -0.012** 

 (0.006) (0.006) (0.009) (0.004) (0.004) (0.005) 

Liquidity 0.024*** 0.021** -0.015 0.005 0.004 -0.022*** 
 (0.008) (0.009) (0.022) (0.010) (0.009) (0.007) 

Ownership -0.018* -0.021* -0.040** -0.001 0.012 -0.019** 

 (0.010) (0.012) (0.017) (0.009) (0.008) (0.008) 
Board 0.004 0.001 -0.006 0.001 0.000 0.011*** 

 (0.008) (0.008) (0.013) (0.004) (0.004) (0.004) 

Non-Executive 0.023* 0.012 0.028 0.012 0.014 -0.007 
 (0.013) (0.013) (0.018) (0.008) (0.008) (0.006) 

CEO Age -0.005 -0.004 -0.017 0.011 0.010 -0.007 

 (0.012) (0.013) (0.014) (0.007) (0.006) (0.005) 
Female -0.006*** -0.007*** -0.009*** -0.001 -0.001 0.002** 

 (0.002) (0.002) (0.004) (0.001) (0.001) (0.001) 

Cash_Deal 0.002 0.001 -0.003 -0.001 -0.001 -0.001 
 (0.003) (0.003) (0.004) (0.002) (0.002) (0.002) 

Foreign_Deal -0.002 -0.003 0.001 -0.001 -0.001 0.000 

 (0.004) (0.004) (0.005) (0.002) (0.002) (0.001) 
       

N 250 250 145 227 227 139 
R-squared 0.738 0.696 0.855 0.868 0.895 0.855 

Note: This table presents the results of probit regressions with Dissent_Vote on as the dependent variable. The 

sample used in model (5) include only diversified firms. Year dummies and industry dummies using Fama-

French 12 industry groups are included in all models but not reported. Marginal effects are reported. Robust 

errors are in parentheses. *, ** and *** denote statistical significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

Table 8. Impact of diversification on dissent: Alternative measures of diversification 
 (1) (2) (3) (4) 

     

Number_Segments 0.002***  -0.003*  

 (0.001)  (0.002)  
Herfindahl  -0.008**  0.012* 

  (0.003)  (0.006) 

Diversifying_Deal (4-SIC) 0.012*** 0.012***   
 (0.003) (0.003)   

Refocusing_Deal (4-SIC)   -0.005* -0.006** 

   (0.003) (0.003) 
CAR (−1,+1) -0.054*** -0.055*** -0.019** -0.017** 

 (0.016) (0.016) (0.008) (0.008) 

ROA 0.020* 0.022** -0.003 -0.003 
 (0.011) (0.011) (0.003) (0.003) 

Size 0.001** 0.002*** 0.001 0.001 
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 (0.001) (0.001) (0.001) (0.001) 
Leverage 0.009* 0.008* -0.004 -0.004 

 (0.005) (0.005) (0.005) (0.005) 

Liquidity 0.012* 0.012 0.001 0.001 
 (0.007) (0.007) (0.011) (0.011) 

Ownership -0.004 -0.002 0.007 0.005 

 (0.010) (0.010) (0.010) (0.010) 
Board 0.006 0.006 0.007* 0.008** 

 (0.006) (0.006) (0.004) (0.004) 

Non-Executive 0.004 0.006 -0.003 -0.003 
 (0.008) (0.009) (0.007) (0.007) 

CEO Age 0.006 0.004 0.009 0.012 

 (0.009) (0.010) (0.007) (0.008) 
Female -0.006*** -0.006*** -0.002 -0.002 

 (0.002) (0.002) (0.002) (0.002) 

Cash-Deal -0.001 -0.001 -0.000 -0.000 
 (0.002) (0.002) (0.002) (0.002) 

Foreign_Deal -0.002 -0.002 0.002 0.002 

 (0.003) (0.003) (0.002) (0.002) 
     

N 380 380 279 279 

R-squared 0.537 0.506 0.651 0.667 

Note: This table presents the results of probit regressions with Dissent_Vote as the dependent variable. The 

sample used in models (1) and (2) include only acquisitions. The sample used in models (3) and (4) include only 

divestments. Year dummies and industry dummies using Fama-French 12 industry groups are included in all 

models but not reported. Marginal effects are reported. Robust errors are in parentheses. *, ** and *** denote 

statistical significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 9. Impact of diversification on dissent: Class 1 deals 
 (1) (2) (3) (4) (5) (6) 
       

Diversified_Firm 0.005**   -0.008**   
 (0.002)   (0.003)   

Entropy  0.004**   -0.008*  

  (0.002)   (0.004)  
Diversification_Premium   -0.002**   -0.002* 

   (0.001)   (0.001) 

Diversifying_Deal (4-SIC) 0.008*** 0.008*** 0.008***    
 (0.002) (0.002) (0.002)    

Refocusing_Deal (4-SIC)    -0.005** -0.005** -0.002 
    (0.003) (0.003) (0.002) 

CAR (−1,+1) -0.036*** -0.033*** -0.034** -0.017** -0.018** -0.002 

 (0.010) (0.011) (0.015) (0.008) (0.008) (0.008) 
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ROA 0.017** 0.013* -0.011 -0.004 -0.002 -0.007** 
 (0.007) (0.008) (0.019) (0.003) (0.004) (0.003) 

Size 0.001** 0.001** 0.001 0.001 0.001 -0.002** 

 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Leverage 0.004 0.004 0.020*** -0.007 -0.007 -0.013** 

 (0.005) (0.005) (0.007) (0.005) (0.005) (0.006) 

Liquidity 0.009* 0.009 0.008 0.005 0.003 -0.026** 
 (0.005) (0.006) (0.011) (0.012) (0.011) (0.012) 

Ownership -0.004 -0.004 -0.033*** 0.001 0.006 -0.018* 

 (0.008) (0.008) (0.009) (0.010) (0.011) (0.009) 
Board 0.009** 0.008* 0.013** 0.008* 0.009* 0.012*** 

 (0.004) (0.004) (0.006) (0.004) (0.005) (0.004) 

Non-Executive 0.012** 0.009 0.038*** -0.006 -0.006 -0.009 
 (0.006) (0.006) (0.009) (0.008) (0.008) (0.007) 

CEO Age 0.026*** 0.025*** 0.018** 0.012 0.012 -0.001 

 (0.008) (0.008) (0.009) (0.008) (0.008) (0.006) 
Female -0.005*** -0.005*** -0.005*** -0.002 -0.003 0.001 

 (0.001) (0.001) (0.001) (0.002) (0.002) (0.001) 

Cash-Deal -0.004** -0.005** -0.004 0.001 0.002 -0.003 
 (0.002) (0.002) (0.003) (0.002) (0.003) (0.002) 

Foreign-Deal 0.001 0.001 0.003 0.002 0.002 0.003** 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 
       

N 320 320 175 260 260 171 

R-squared 0.563 0.540 0.897 0.729 0.703 0.641 

Note: This table presents the results of probit regressions with Dissent_Vote as the dependent variable. The 

sample used in all models includes only Class 1 deals. The sample used in models (1)-(3) include only 

acquisitions. The sample in models (4)-(6) include only divestments. The sample used in models (3) and (6) 

includes only diversified firms. Year dummies and industry dummies using Fama-French 12 industry groups 

are included in all models but not reported. Marginal effects are reported. Robust errors are in parentheses. *, 

** and *** denote statistical significance at 10%, 5% and 1%, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

Appendix A. Number of deals, firms and industries by year 
Year Deals Firms Industries Year Deals Firms Industries 
1997 14 12 8 2009 28 24 7 
1998 19 18 9 2010 29 25 9 

1999 49 46 11 2011 35 32 8 

2000 32 29 10 2012 26 22 8 
2001 31 30 11 2013 18 17 7 

2002 32 31 9 2014 32 30 9 

2003 33 31 10 2015 20 19 8 
2004 36 32 11 2016 20 20 7 

2005 37 35 10 2017 16 15 6 

2006 41 39 10 2018 23 23 10 
2007 47 46 12 2019 9 9 6 

2008 32 27 10 Mean 29 27 9 



33 

 

Note: This table presents the distribution of sample data by year, number of deals, firms and industries. Industry 

classification is defined based on Fama-French 12 industry groups. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Appendix B. Definition of variables 
Variables Definition 
  

Dissent_Vote The ratio of the number of votes against over total votes cast on acquisitions or divestments 

Dissent_Vote_Pay The ratio of the number of votes against over total votes cast on director remuneration reports 

Diversified_Firm Dummy variable equal to 1 if a firm reports more than one segment at 4-digit SIC code 

Number_Segments Number of segments reported by a firm at 4-digit SIC code 

Entropy Measure of the level of diversification calculated as ∑ 𝑃𝑖 ln 1/𝑃𝑖
𝑛
𝑖=1 , where 𝑃𝑖 is the share of firm sales generated 

in industry 𝑖 at 4-digit SIC code, and summation is over the 𝑛 industries in which the firm operates. The weight 

for each segment is the logarithm of the inverse of its share in a segment. 



34 

 

Herfindahl Measure of the level of diversification calculated as 𝐻 =  ∑ 𝑃𝑖𝑃𝑖
𝑛
𝑖=1 , where 𝑃𝑖 is the share of firm sales generated 

in industry 𝑖 at 4-digit SIC code, and summation is over the 𝑛 industries in which the firm operates. Share of 

each firm is weighted by itself. 

Diversification_Premium Natural logarithm of the ratio of the firm’s actual value (market value of equity plus book value of total debt) to 

the sum of the imputed value of the firm’s segments Excess Value = ln
Vactual

Vimputed
. The imputed value of a segment 

is equal to the corresponding segment’s sales multiplied by the industry median ratio of capital to sales as 

in Vimp = ∑ salesi ∗ Indmediani(
V

sales
)n

i=1 , where salesi is the sales of segment i, V is firm value.  

Indmediani(
V

sales
) is the median ratio of firm value to sales of all one-segment firms in the segment i’s industry, 

and n is the number of segments of the diversified firm. Negative and positive excess values represent 

diversification discount and Diversification_Premium, respectively. 

CAR (-1;1) Cumulative abnormal returns around the announcement calculated using the market model event-study 

methodology with an event window of 3 days. The market return is calculated using FTSE All Share Index. The 

estimation period is 150 trading days (-180, -30) relative to the announcement. 

ROA Net income divided by total assets 

Size Logarithm of sales 

Leverage Total debt divided by total assets 

Liquidity  Cash and cash equivalents divided by totals assets 

Ownership Percentage ownership of the largest off-board shareholder 

Board Logarithm of the number of directors 

Non-Executive Percentage of non-executive directors 

CEO Age Logarithm of CEO age 

Female Number of female directors 

Diversifying_Deal (4-SIC) Dummy variable equal to 1 if acquirer and target firms’ 4-digit SIC codes are different, 0 otherwise 

Diversifying_Deal (3-SIC) Dummy variable equal to 1 if acquirer and target firms’ 3-digit SIC codes are different, 0 otherwise 

Diversifying_Deal (2-SIC) Dummy variable equal to 1 if acquirer and target firms’ 2-digit SIC codes are different, 0 otherwise 

Proceeds Dummy variable equal to 1 if proceeds from divestments are returned to shareholders, 0 otherwise 

Refocusing_Deal (4-SIC) Dummy variable equal to 1 if seller and target firms’ 4-digit SIC codes are different, 0 otherwise 

Refocusing_Deal (3-SIC) Dummy variable equal to 1 if seller and target firms’ 3-digit SIC codes are different, 0 otherwise  

Refocusing_Deal (2-SIC) Dummy variable equal to 1 if seller and target firms’ 2-digit SIC codes are different, 0 otherwise 

Cash_Deal Dummy variable equal to 1 if a transaction is financed by cash, 0 otherwise  

Foreign_Deal Dummy variable equal to 1 if a transaction is foreign, 0 otherwise 

 

 

 

 

 

 
1 See for example “17 May 2017 amendments to Directive 2007/36/EC as regards the encouragement of long-

term shareholder engagement” https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32017L0828 and 

“PS19/13: Improving shareholder engagement and increasing transparency around stewardship” 

https://www.fca.org.uk/publications/policy-statements/ps19-13-improving-shareholder-engagement-and-

increasing-transparency-around-stewardship 

2 Financial Times (2018) https://www.ft.com/content/68fe9382-a07a-11e8-85da-eeb7a9ce36e4 

3 Studies on M&As an restructuring tend to focus on either diversification at the firm-level (???) or deal-level () 

but not both. 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32017L0828
https://www.fca.org.uk/publications/policy-statements/ps19-13-improving-shareholder-engagement-and-increasing-transparency-around-stewardship
https://www.fca.org.uk/publications/policy-statements/ps19-13-improving-shareholder-engagement-and-increasing-transparency-around-stewardship
https://www.ft.com/content/68fe9382-a07a-11e8-85da-eeb7a9ce36e4
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4 In the US, divestments have to be approved when considered as a sale of all or substantially all assets but no 

clear regulatory quantitative threshold is stipulated (Reynolds, 2007). Approval is required when acquirer issues 

shares worth more than 20% of its outstanding shares to finance acquisitions (Burch et. al, 2004). 

5 Some of the recent studies that have successfully used this method to examine the value of diversification are   

Hoechle, Schmid, Walter, & Yermack (2012), Ataullah et al (2014),  Jafarinejad et al (2015). 

6 A large body of research has confirmed their findings using samples based on different periods and countries 

(Lins & Servaes, 1999, 2002; Fauver et al, 2003; Hoechle et al, 2012). 

7 See ‘Compare markets for listing equity’ on London Stock Exchange for comparison of listings (London Stock 

Exchange, 2020). 

8 “In accordance with the Listing Rules, a number of tests to be performed when a listed company enters into a 

transaction outside its ordinary course of business. The class tests are used to compare the size of the listed 

company with the size of the transaction in question. The results of the class tests are expressed as percentage 

ratios that are then used to categorise the transaction in accordance with Listing Rule 10 and Listing Rule 11 as 

a Class 1 or Class 2 transaction, a reverse takeover or a related party transaction.” (Practical Law UK, 2019). 
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