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Abstract 

Heavily built upon theories from outside the construction management literature, this 
study assesses the impact of diversification on the performance of construction firms in 
the UK. The primary objective is to determine performance differences between 
undiversified, moderately diversified and highly diversified firms, both in terms of 
product and geographic diversification. A secondary objective is to determine the various 
business segments into which construction firms diversify and the nature of the 
relationship between the extents to which they diversify and their performance. 
Performance was measured based on financial ratios of management performance along 
with their variability as measures of risk while diversification was measured by the 
specialisation ratio. 

The research involved the use of financial data of construction firms covering the period 
1995 - 2004. The choice of the period is informed by the economic stability during the 
period and also, by the fact that diversification is a long-term strategy. Only firms that 
have complete data for the period were included in the study. All data were colleted from 
the OSIRIS database. In all, 23 firms had complete data in terms of the various business 
segments in which they operate while 21 have complete data in terms of their geographic 
spread. 

The findings indicate that construction firms diversify mostly into construction related 
businesses that arc in themselves as irregular and as cyclical as construction. The extent of 
product diversity was found to be negatively linearly related to performance when 
performance is measured in terms of ROTA and PM. However, no linear association was 
found between the extent of geographic diversification and performance. In terms of 
product diversification, undiversified firms were found to outperform both moderately and 
highly diversified firms based on ROTA and PM. However, no performance difference 
was found between the moderately diversified and highly diversified firms. 

In terms of geographic spread, the findings suggest that undiversified firms outperform 
moderately diversified firms based on ROTA and PM and undiversified firms outperform 
highly diversified firms based on PM. Highly diversified firms were found to outperform 
moderately diversified firms based on ROTA and PM. Also, highly diversified firms 
exhibit the best risk profile. 
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