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This study investigates the relationship between the value of corporate diversification and capital
market conditions based on a panel of Japanese firms publicly traded during 2000 and 2020.

Our results indicate that diversified firms in Japan are significantly discounted relative to focused
firms in the same industry. In addition, the size of this discount varies over time depending on
capital market conditions. Specifically, the value of diversification increases when external capital
is costlier or more difficult to access. This tendency is particularly salient when a firm operates in
industries which generate strong coinsurance among its businesses because of imperfect
correlation in operating performance.
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Capital market conditions and the value of corporate diversification
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This study investigates the relationship between the value of corporate diversification and capital market
conditions based on a panel of Japanese firms publicly traded during 2000 and 2020.

Our results indicate that diversified firms in Japan are significantly discounted relative to focused firms in the
same industry. In addition, the size of this discount varies over time depending on capital market conditions.
Specifically, the value of diversification increases when external capital is costlier or more difficult to access.
This tendency is particularly salient when a firm operates in industries which generate strong coinsurance
among its businesses because of imperfect correlation in operating performance.
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