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Abstract
Despite the current trend toward refocusing on the core business, the empirical 
results on the conglomerate discount are conflicting and provide opposing impli-
cations to managers as to whether they should pursue diversification or not. Prior 
literature has employed various research designs, all of which have the potential to 
impact results. In this study, we analyze which design choices affect the conglom-
erate discount. We analyze a sample of approximately 6000 German firm-years 
between 2000 and 2019 and find a conglomerate discount of 7.9–11.5%. Our find-
ings reveal that design choices related to self-selection have the highest impact on 
the results. Using a 2SLS approach, we find no causal relationship between diversi-
fication and market value despite testing various sets of instruments and excess val-
ues. Our results inform practitioners and researchers regarding the impact of design 
choices on the magnitude and existence of the conglomerate discount.

Keywords Conglomerate discount · Diversification discount · Diversification · 
Germany · Strategy · Market value

JEL Classification G32 · L25

1 Introduction

Although diversification of investment portfolios is essential for investors, the 
business model of (unrelated) industrial diversification seems to become increas-
ingly obsolete. Several large conglomerates have recently split up and refocused on 
their core businesses. For example, Joe Kaeser, the former CEO of Siemens AG, 
initiated comprehensive restructuring efforts “to shed dinosaur structure” (McGee 
2019). Similar initiatives can be observed at ThyssenKrupp, Metro, and Daimler as 
well as in U.S. firms such as General Electric, Honeywell, and United Technologies 

 * Benjamin Fligge 
 benjamin.fligge@uni-due.de

1 University of Duisburg-Essen, Duisburg, Germany

http://crossmark.crossref.org/dialog/?doi=10.1007/s11573-023-01188-y&domain=pdf


 M. Eulerich, B. Fligge 

1 3

Corporation (Gordon and Schotter 2017). This trend is reinforced by investors: Dan-
iel Loeb, a shareholder of Sony, is striving for a spinoff of individual business units 
for the second time in just six years (Wong 2019).

The current trend toward refocusing on the core business is based on previous 
research, which finds conglomerates trade at a discount (Berger and Ofek 1995; 
Denis et al. 2002; Glaser and Müller 2010). This so-called conglomerate or diver-
sification discount seems to be established as a fact to the extent that it is picked up 
by management textbooks, consulting firms, and activist investors (Bluebell Capital 
Partners 2023; Boston Consulting Group 2006; Hill and Jones 2004). The economic 
disadvantages of conglomerates include coordination, compromise, and inflexibility 
costs due to increased complexity and agency problems that result in cross-subsidi-
zation. In addition, conglomerates’ accounting data are less transparent and more 
difficult to evaluate (Bushman et al. 2004; Feldman 2016; Gilson et al. 2001). CEOs 
often refer to these arguments when they justify their intention to “erase a so-called 
conglomerate discount” (Miller 2020) by conducting spinoffs. It is worth noting that 
previous literature found varied estimates of the conglomerate discount, ranging 
from 1 to 34%, even within the same country (see Appendix 1).

Nevertheless, there are also arguments that suggest no value difference or even 
a conglomerate premium. Advocates of diversification state that conglomerates 
benefit from internal capital markets, economies of scope, a reduction in a firm’s 
risk and effective tax rate, and an increase in debt capacity (Lewellen 1971; Stein 
1997; Stulz 1990; Weston 1970). In this context, some studies have shown that the 
diversification decision is endogenous and that the conglomerate discount decreases, 
disappears, and sometimes becomes a premium when accounting for endogeneity 
(Ammann et al. 2012).

These conflicting results provide opposing implications for managers as to 
whether they should pursue diversification or not. Even if there is a conglomer-
ate discount, the magnitude of the conglomerate discount informs managers about 
the costs of diversification. General economic theory suggests that managers may 
decide to diversify despite a conglomerate discount if they expect the benefits to 
outweigh the costs. Thus, understanding the existence and magnitude of the con-
glomerate discount is of interest to practitioners.

In this context, most studies analyze U.S. data, often rendering evidence from 
other institutional settings outdated. This also applies to the German market. 
Although Germany is among the largest economies in the world, prior literature 
within the German setting is sparse and marked by inconclusive findings. The 
most recent study by Glaser and Müller (2010) was published about 15  years 
ago, raising concerns about the relevance and applicability of their findings for 
practitioners. Lee et al. (2008) show that the valuation of conglomerates is time-
variant because country-specific factors affecting the conglomerate discount vary 
over time as well. Thus, analyzing the German market updates and enriches our 
knowledge about this relatively underexplored market. Furthermore, most studies 
analyzing biases in the measurement of excess values and accounting for self-
selection rely on U.S. samples. By examining the German market, we can explore 
these aspects within a different institutional setting, providing an overview of 
research design choices and insights into the generalizability of prior findings. 
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Our objective is to contribute insights into the implications of design choices by 
analyzing the following two research questions:

RQ1: Is there a conglomerate discount within the German capital market?
RQ2: Which design choices affect the conglomerate discount within the 
German capital market?

We analyze a sample of approximately 6000 German firm-years between 2000 
and 2019. Our initial results suggest that diversification is associated with an 11.5% 
lower market value. However, the conglomerate discount decreases to 7.9–11.4% if 
we account for certain valuation issues indicating that studies that solely employ tra-
ditional excess values likely overstate the conglomerate discount. Furthermore, we 
find notable variation in estimates of the conglomerate discount over time (− 23.1 
to 5.4%) and across industries (− 67.5 to 37.8%). Compared to U.S. samples, the 
availability of benchmark firms for calculating excess values is often limited in other 
institutional settings. To explore the impact of the selection of benchmark firms, 
we expanded our sample by incorporating STOXX Europe 600 firms and find the 
conglomerate discount to increase by 3.3–4.6% points. We also employ a measure 
proposed by Boguth et al. (2022), which estimates conglomerate values using con-
glomerates instead of focused firms. Interestingly, this alternative approach did not 
identify any conglomerate discount. Consequently, the selection of benchmark firms 
can affect both the presence and extent of the conglomerate discount.

Finally, we focus on design choices related to the omitted variable and self-selec-
tion biases. Our results show that even the inclusion of lagged control variables and 
firm fixed effects, which do not require the collection of additional information, 
reduce the conglomerate discount by 2–5.1% points and cause it to become insignifi-
cant in one of three specifications. This raises questions about the accuracy of pre-
vious estimates of the conglomerate discount in Germany, which rarely control for 
firm fixed effects. Finally, we employ a 2SLS approach to account for self-selection 
bias and find the conglomerate discount disappears in each specification despite test-
ing various sets of instruments and excess values. This design choice appears to have 
the highest impact on the conglomerate discount as it suggests that the firm’s deci-
sion to diversify is driven by exogenous changes in the firm’s environment, which 
subsequently impact firm values. Consequently, the correlation between diversifica-
tion and market value (i.e., the conglomerate discount) is not causal.

Our results inform practitioners about the conglomerate discount in Germany. 
Most importantly, we identify a conglomerate discount that is sensitive to design 
choices. However, the valuation difference between conglomerates and focused 
firms is not caused by their diversification activities but reflects the negative 
relationship between the factors that lead firms to diversify and market valua-
tion. These results contrast common knowledge on the conglomerate discount and 
proposals made by investors seeking to push companies to refocus. Moreover, we 
demonstrate which design choices affect the magnitude and existence of the con-
glomerate discount helping further research to understand the impact of design 
choices on their findings. In particular, accounting for self-selection has the high-
est impact on the conglomerate discount.
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2  Literature review

Although the association between diversification and market valuation has been 
analyzed in numerous studies, “the costs and benefits of corporate diversifica-
tion and its overall effect on the valuation of multi-segment firms still remain 
a controversial issue” (Sturm and Nüesch 2019, p. 251). The bibliometric study 
of Schäffer et al. (2011) highlights corporate diversification and internal capital 
markets as major research areas in the top four finance journals. According to 
this literature, the conglomerate discount or premium refers to the valuation dif-
ference between a conglomerate and its imputed value if each of its segments 
would operate as a separate firm. While firms are unable to observe this valuation 
difference, practitioners (e.g., CEOs, journalists, educators, investors, or consult-
ing firms) often refer to the conglomerate discount (Gordon and Schotter 2017; 
McGee 2019; Wong 2019).

From a theoretical perspective, arguments exist both in favor of a conglomer-
ate discount and in favor of a conglomerate premium. These arguments include 
direct effects on a firm’s market valuation, but also operating performance effects 
that influence a firm’s market valuation indirectly. Accordingly, there are focused 
firms and conglomerates, and some firms decide to refocus, while others pursue 
diversification strategies.

2.1  Conglomerate premium

Advocates of diversification state that conglomerates exhibit lower firm risk because 
they combine segments with imperfectly correlated earnings streams. Founders or 
founding families in particular benefit from this firm’s risk reduction because they 
typically possess a relatively undiversified personal portfolio (Anderson and Reeb 
2003). In addition, diversification reduces the default probability, thereby increasing 
the market value of debt (Ammann et al. 2012). This coinsurance effect increases 
the firms’ debt capacity and creates value through two channels. First, it enables 
conglomerates to increase leverage and hence the interest tax shield. Second, the 
increased debt capacity enables conglomerates to make more investments than com-
parable focused firms (Berger and Ofek 1995; Lewellen 1971).

Furthermore, conglomerates can not only make more investments but also 
allocate capital more efficiently within firms. This is due to the creation of inter-
nal capital markets (“bright side of capital”) that enable segments with high cash 
flow and poor investment opportunities to finance segments with less cash flow 
but better investment opportunities (“winner picking”). Consequently, conglom-
erates can make more value-increasing investments than their individual seg-
ments would be capable of making independently (Stein 1997; Stulz 1990; Wes-
ton 1970). Moreover, internal markets also allow for more efficient allocation of 
other resources, including human capital (Lang and Stulz 1994).

Finally, conglomerates are considered more efficient due to synergies 
and economies of scope. By exploiting firm-specific assets across segments, 
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conglomerates can become more efficient and more profitable than focused firms 
(Berger and Ofek 1995; Chandler 1977; Weston 1970).

2.2  Conglomerate discount

There are also several arguments that suggest conglomerates trade at a discount. 
Although economies of scope are expected to increase efficiency, they entail costs 
that may reduce or even reverse the benefits of synergies.

Opponents of diversification also emphasize the dark side of internal capital mar-
kets, which describes their inherent inefficiencies. Within internal capital markets, 
divisional managers can exert influence to increase assets under their control. This 
practice can result in the subsidization of less profitable segments at the expense of 
more profitable ones (Rajan et  al. 2000; Scharfstein and Stein 2000; Stulz 1990). 
Moreover, agency problems and managers’ rent-seeking tendencies can not only 
lead to inefficient cross-subsidization but also induce firms to retain or pursue a 
value-decreasing diversification strategy. Managers derive private benefits from 
diversification, as diversification increases the value of their relatively undiversified 
personal portfolio (Jensen and Murphy 1990), causes them to be indispensable to 
the firm (Shleifer and Vishny 1989), and allows them to exploit the firm for their 
own purposes (Jensen 1986; Purkayastha et al. 2022; Stulz 1990). Moreover, manag-
ing a larger firm is associated with more power, prestige, and compensation (Jensen 
1986; Jensen and Murphy 1990; Stulz 1990).

Another explanation for a conglomerate discount is based on different assess-
ments made by investors and analysts compared to focused firms. Given that con-
glomerates’ accounting data are less transparent, they are more difficult to evaluate, 
impairing the accuracy of analysts’ forecasts (Bushman et al. 2004; Feldman 2016; 
Gilson et al. 2001).

2.3  Prior empirical findings for Germany

Although Germany is among the largest economies in the world, most studies on 
the conglomerate discount rely on U.S. samples. Prior literature on the conglomer-
ate discount in Germany is sparse, marked by inconclusive findings, and potentially 
outdated.1 As institutional differences across countries are found to affect the con-
glomerate discount (e.g., Fauver et al. 2003; Lee et al. 2008; Lins and Servaes 1999; 
Rudolph and Schwetzler 2013; Weiner 2005), prior evidence from the U.S. is not 
necessarily applicable to the German market.

The earliest empirical study examining the effect of diversification on firm value 
in Germany comes from Lins and Servaes (1999). The authors analyze a sample 
of firms from Germany, Japan, and the UK between 1992 and 1994. While they 
observe an average discount of approximately 10% in Japan and approximately 15% 
in the UK, no significant valuation difference can be identified for German firms. 

1 Appendix 1 provides an overview of the empirical findings for Germany.
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The working paper by Schwetzler and Reimund (2003) confirms that German con-
glomerates are not discounted. They examine German firms between 1998 and 2001 
and find insignificant effects of diversification on market valuation. However, they 
argue that prior research did not adequately account for cash holdings and find weak 
evidence of a conglomerate discount using an adjusted measure of market value.

Fauver et al. (2003) analyze 35 countries, including Germany, during the period 
from 1991 to 1995. Their results suggest that both the degree of development of the 
capital markets and the legal and regulatory environment affect the valuation of con-
glomerates. While Fauver et al. (2003) find evidence for a conglomerate discount, 
which varies across countries, in the case of German firms, this discount trans-
formed into a premium of 2–10.7%.

Although these results diverge from U.S.-based studies (Berger and Ofek 
1995; Mansi and Reeb 2002; Sturm and Nüesch 2019), the conglomerate discount 
remained relatively underexplored in the subsequent years. Univariate results in the 
discussion paper by Weiner (2005) suggest that German conglomerates are traded 
at a discount of approximately 3–10% and Beckmann (2006) finds a conglomerate 
discount, which increases with the number of unrelated segments.

The most recent paper on the conglomerate discount in Germany is the study 
by Glaser and Müller (2010). Building on the work of Mansi and Reeb (2002) and 
using a sample of 4070 firm-years between 2000 and 2006, they analyze whether the 
conglomerate discount is caused by the book value bias of debt. The valuation dif-
ferences between focused and diversified firms are usually analyzed by using excess 
values (Berger and Ofek 1995). However, these excess values rely on the book value 
of debt, which does not capture the enhanced bondholder value resulting from risk 
reduction. In their initial analysis, they document a conglomerate discount, which 
ranges from 7.7 to 13.9%. This discount decreases once the market value of debt is 
employed instead of the book value of debt and ranges from 6.7 to 8.2%.

To our knowledge, only two dissertations have analyzed the conglomerate dis-
counts since the publication of the study by Glaser and Müller (2010). While Kluge 
(2014) identifies a conglomerate discount in the period from 2004 to 2010, Liu’s 
(2016) results indicate a conglomerate premium during the period from 2005 to 
2014.2

3  Methodology and empirical analysis

3.1  Sample selection

Our sample consists of listed German firms between 2000 and 2019. We obtained 
data from Datastream. The sample period starts in 2000, as German firms have 
been required to disclose reliable business segment data starting in 2000. We do not 

2 Additionally, there are cross-regional studies on the conglomerate discount that also analyze German 
conglomerates (e.g., Khan et al. 2021; Rudolph and Schwetzler 2013). We did not discuss these studies 
as they did not present results for the German subsample.
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consider years after 2019 due to the impact of the COVID-19 pandemic. Our initial 
sample consists of 13,207 firm-years among 1180 unique firms.

Following prior research, we exclude 2928 firm-years from the financial sector 
(i.e., SIC 6000–6999), as our valuation method requires variables that are often not 
reported by financial firms. Missing financial data that are necessary to calculate 
control variables restrict our sample to 9935 firm-years among 894 firms (Panel A). 
We use three different proxies for market valuation that require additional financial 
data and are subject to further exclusion criteria as described in Sect. 3.3 (EV_Sales, 
EV_Merton, and EV_Goodwill). Thus, our final sample ranges from 4455 to 5630 
firm-years depending on the measure of market value.

3.2  Measuring diversification

Various approaches can be employed to operationalize conglomerates and the 
degree of diversification. Prior literature on diversification usually utilizes a binary 
variable that takes a value of 1 when the firm is a conglomerate and 0 when the firm 
is focused (Campa and Kedia 2002; Chang et al. 2016; Mansi and Reeb 2002). We 
follow Glaser and Müller (2010) and classify firms as focused that have (1) only 
one operating segment or (2) more than one operating segment but all operate in the 
same two-digit SIC industry or (3) no business segment information was published. 
Firms are categorized as (3) if there is no information available on segment assets 
or segment sales or no specific segment descriptions in the database. Segments are 
treated as nonoperating segments if the segment description contains strings that 
indicate that the segment is nonoperating (i.e., holding, central division, or corpo-
rate), the segment SIC is 9999 (nonclassifiable establishment), or segment assets or 
sales are negative or zero because such segments can be regarded as adjustment seg-
ments. Thus, our measure of diversification indicates whether a firm is unrelated 
diversified or not.

3.3  Measuring market value

We employ different types of excess values as proxies for market valuation. A firm’s 
excess value is calculated as the natural logarithm of the ratio of a firm’s actual 
value to its imputed value. A positive excess value suggests that the firm trades at 
a premium (i.e., the conglomerate’s actual value is higher than its imputed value 
if each of its segments operated as a single-firm segment), while a negative excess 
value implies that the firm trades at a discount (i.e., the conglomerate’s actual value 
is lower than its imputed value).

Our primary measure of market value, EV_Sales, is the traditional Berger and 
Ofek (1995) excess value. The firm’s actual value is the sum of the market value of 
equity and the book value of debt. We calculate the imputed value based on sales 
multiples, where the imputed value is the sum of the imputed values of its segments; 
each segment’s imputed value is equal to the segment’s sales multiplied by its indus-
try median ratio of total capital to sales of focused firms. The industry median ratios 
are based on a 2-digit SIC grouping that includes at least five focused firms. Excess 
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values are also calculated for focused firms. By construction, the median excess 
value of focused firms is zero. For some firms, the sum of segments’ sales and the 
firm’s sales differ. Following prior research, we exclude conglomerates whose seg-
ment sales deviate by more than 5% (Ammann et al. 2012; Hoechle et al. 2012). The 
segment sales are adjusted up or down if the deviation is less than 5%. Finally, we 
exclude extreme values, i.e., actual values that are either more than four times the 
imputed value (> 1.386) or less than one-fourth of the imputed value (< − 1.386).

Additionally, we calculate EV_Merton and EV_Goodwill to account for two com-
mon biases in the diversification discount literature. Glaser and Müller (2010) show 
that measures of firm values based on book values of debt systematically undervalue 
conglomerates. Consistent with Eberhart’s (2005) application of the Merton (1974) 
model, we calculate the market value of debt to account for the fact that diversifica-
tion enhances bondholder value due to a reduction in firm risk. Furthermore, Custó-
dio (2014) argues that assets are typically reported at their transaction-implied value 
which often exceeds the target’s pre-merger book value resulting in lower market-to-
book ratios. To mitigate this measurement bias, we subtract goodwill from the book 
value of assets in measuring the firm value.3

3.4  Empirical model

To investigate the association between diversification and market value, we replicate 
the empirical design in Glaser and Müller (2010):

We employ measures of excess value based on Berger and Ofek (1995) (EV_
Sales), Glaser and Müller (2010) (EV_Merton), and Custódio (2014) (EV_Goodwill) 
as proxies for firms’ market value. diversified firm (dummy) is a binary variable that 
takes a value of 1 when the firm is diversified and zero when the firm is focused. 
Consistent with Glaser and Müller (2010), we control for firm size, profitability, 
capital expenditures, and accounting standards.4 Appendix 2 provides the definitions 
of all variables along with their Datastream identifier.

Because our sample includes heterogeneous firms, which differ in size and thus 
cause heteroskedasticity, we use robust standard errors. We also employ year fixed 
effects to control for time effects influencing the diversification discount, which 
have been documented in prior literature (Berger and Ofek 1995; Chang et al. 2016; 

MARKETVALUE = �0 + �1 diversified firm (dummy) + �2 ln(total assets)

+ �3operating_income/total assets + �4capital expenditures/total assets

+ �5accounting standards

3 In addition to these measures, other adjustments to the excess value have been discussed in the litera-
ture (see e.g., Altieri and Nicodano 2022) to remove other types of bias. However, in the context of this 
study, we focused only on the most commonly employed measures.
4 Consistent with Glaser and Müller (2010), we include accounting standard fixed effects. However, our 
results are similar when we split the sample by accounting standards.
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Denis et al. 2002). We do not employ industry fixed effects because excess values 
reflect a firm’s value relative to the median in an industry and are thus almost analo-
gous to an industry fixed effects estimator (Campa and Kedia 2002).5

4  Results

4.1  Descriptive statistics

Table  1 provides descriptive statistics and univariate results for our sample. 
The means of EV_Sales, EV_Merton, and EV_Goodwill are −  0.104, −  0.060, 
and −  0.103, respectively. Consistent with the existence of a conglomerate dis-
count, t-tests of means suggest that conglomerates have a lower EV_Sales (differ-
ence = −  0.119, p < 0.01), EV_Merton (difference = −  0.065, p < 0.01), and EV_
Goodwill (difference = −  0.125, p < 0.01). Furthermore, univariate results suggest 
that conglomerates hold more assets, generate more operating income, and have 
fewer capital expenditures.

Table 2 presents correlations between the variables in our models. We find sig-
nificant negative Spearman and Pearson correlations between diversified and market 
value (EV_Sales, EV_Merton, and EV_Goodwill) that could indicate the existence 
of a conglomerate discount. In addition, we find significant correlations between 
explanatory variables. As these correlations are low and mean variance inflation fac-
tors range from 2.15 to 2.18, multicollinearity is not a problem in our models.

Table 1  Descriptive statistics

This table presents descriptive statistics for the variables used in our regressions. We divide the sample 
into two groups: (1) conglomerates and (2) focused firms. Detailed variable definitions are available in 
Appendix 2. *, **, and *** denote significance level of 0.1, 0.05, 0.01, respectively, for the results of 
t-test of means

Variable Mean SD 25pct 75pct Conglomerates
(1)

Focused firms
(2)

Difference
(1)–(2)

EV_Sales − 0.104 0.656 − 0.605 0.372 − 0.171 − 0.052 − 0.119***
EV_Merton − 0.060 0.636 − 0.533 0.397 − 0.095 − 0.030 − 0.065***
EV_Goodwill − 0.103 0.662 − 0.601 0.389 − 0.173 − 0.048 − 0.125***
Diversified firm 

(dummy)
0.474 0.499 0.000 1.000 1.000 0.000

ln(total assets) 11.825 2.506 10.298 13.228 12.785 10.952 1.833***
Operating income/

total assets
− 0.023 0.226 − 0.042 0.078 0.011 − 0.054 0.065***

Capital expendi-
tures/total assets

0.047 0.005 0.015 0.060 0.044 0.049 − 0.005***

5 We note that our results are robust to the inclusion of industry fixed effects.
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Although t-tests of means and correlations indicate that conglomerates are on 
average traded at a discount, we find 37.21% of the conglomerates in our sample 
to have an average sales-based excess value above zero (i.e., to be traded at a pre-
mium).6 One potential reason is that the benefits and costs of diversification can dif-
fer among firms (Bushman et al. 2004; Glaser et al. 2013). Consistent with this argu-
ment, we find that conglomerates traded at a premium are more likely to benefit from 
increased debt capacity by having higher leverage (difference = 0.016, p < 0.01). 
While conglomerates are expected to benefit from better investment opportuni-
ties through the creation of internal capital markets, the inability to increase lev-
erage may inhibit the exploitation of these opportunities. Accordingly, conglomer-
ates traded at a premium invest more in R&D relative to sales (difference = 0.027, 
p < 0.01) and have higher capital expenditures relative to sales (difference = 0.017, 
p < 0.01). We also find that conglomerates traded at a premium are more efficient 
(e.g., due to synergies and economies of scope), as evident in higher performance 
in terms of EBIT to sales (difference = 0.024, p = 0.068), return on assets (differ-
ence = 0.042, p < 0.01), growth of sales (difference = 0.081, p < 0.01), and growth of 
assets (difference = 0.069, p < 0.01).7

6 In an Online Appendix, we present average sales-based excess values of conglomerates for which we 
have data on excess values for at least 15 years.
7 As our research design does not allow us to analyze whether the mentioned differences are caused by 
diversification, we caution readers that valuation differences could also be a result of factors unrelated 
to diversification. For example, we find conglomerates traded at a premium to hold more assets (differ-
ence = 0.180, p = 0.040), be more likely to pay dividends (difference = 0.046, p = 0.019), and generate a 
higher proportion of sales in foreign countries (difference = 0.040, p < 0.01).

Table 3  Results of diversification and market value

This table presents ordinary least squares regressions of market value on diversification. Detailed varia-
ble definitions are available in Appendix 2. t-statistics are reported under each coefficient in parentheses. 
*, **, and *** denote significance level of 0.1, 0.05, 0.01, respectively

EV_Sales EV_Merton EV_Goodwill

Diversified firm (dummy) − 0.115*** − 0.079*** − 0.114***
(− 6.536) (− 4.106) (− 6.282)

ln(total assets) − 0.007* − 0.002 − 0.020***
(− 1.670) (− 0.445) (− 4.432)

Operating income/total assets 0.306*** 0.344*** 0.294***
(5.043) (4.796) (4.833)

Capital expenditures/total assets 0.337* 0.577*** 0.474**
(1.653) (2.702) (2.305)

Constant 0.266*** 0.137 0.444***
(3.346) (1.421) (5.540)

Year fixed effects Yes Yes Yes
Accounting standard fixed effects Yes Yes Yes
Observations 5630 4455 5469
Adj. R-squared 0.056 0.049 0.053
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4.2  Empirical results

Table  3 presents ordinary least squares regressions of diversification on market 
value. In line with prior research, we find conglomerates to be valuated at a dis-
count (Berger and Ofek 1995; Glaser and Müller 2010; Sturm and Nüesch 2019). 
The coefficient on diversification is negative and significant at the 1% level in each 
regression. In particular, there is a discount of 11.5% in model (1). Consistent with 
prior evidence from the U.S. (e.g., Custódio 2014), the conglomerate discount 
decreases to a range of 7.9% and 11.4% when we account for debt value and good-
will measurement biases. This finding underscores the importance of accounting for 
measurement biases when calculating excess values, because neglecting these biases 
likely leads to an overestimation of the conglomerate discount.8 The direction of all 
other associations with our control variables is consistent with prior literature.9

Our results contradict the findings of two studies on the German market. While 
Lins and Servaes (1999) identify no effect of diversification on market valuation 
in 1992 and 1994, Fauver et al. (2003) find evidence for a conglomerate premium 
between 1991 and 1995. On the one hand, German firms have been required to dis-
close segment information comparable to U.S. accounting rules since 2000. Conse-
quently, differences between Germany and the U.S. before 2000 may be attributed 
to different accounting standards. On the other hand, the valuation of conglomerates 
in Germany may have become similar to the valuation of conglomerates in the U.S. 
due to globalization and the increasing activities of foreign investors.

To gain more insights into the conglomerate discount, we estimate the effect of 
diversification on market value for each year separately. Figure  1 presents coeffi-
cients and confidence intervals from those regressions. The coefficients on diversi-
fication are mostly negative and vary from − 23.1 to + 5.4% depending on the year 
and the measure of market value. This broad range of estimates may explain ambig-
uous results in prior literature. Lee et al. (2008) argue that the valuation of conglom-
erates is affected by a country’s institutional setting which changes over time and 
can cause studies on the conglomerate discount to find different results when ana-
lyzing different sample periods. Moreover, the differences among measures evident 

8 As a robustness test, we also calculate excess values based on asset multipliers and find similar results. 
Our untabulated results suggest a conglomerate discount of 7.3–11.0% (p < 0.01, respectively). Further-
more, we analyze differences in the degree of diversification. We find that 57.87% of the conglomerates 
in our sample operate in two different industries, 28.76% operate in three industries, 9.09% operate in 
four industries, and 4.28% operate in more than four industries. In untabulated results, we employ the 
number of operating segments as a proxy for the degree of diversification and find similar effects on 
excess values. Specifically, one additional operating segment decreases the firm’s market value by 5.2–
7.1% (p < 0.01, respectively). We also calculate Herfindahl indices to capture the concentration of sales 
and assets among the firm’s segments and continue to find that diversification (i.e., less concentration of 
assets or sales) significantly reduces excess values.
9 We also analyze changes in the diversification status and find neither changes from focused to diver-
sified nor changes from diversified to focused have a significant effect on excess values. However, we 
caution readers that only a small proportion of our sample firms (i.e., 783 firm-years) have changed their 
diversification status.
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across the sample period call research designs into question that solely rely on one 
measure of market value.

Volkov and Smith (2015) and Garrido-Prada et  al. (2019) argue that globally 
diversified firms benefit from easier access to external capital and a more efficient 
allocation of capital during periods of increased financial constraints. Contra-
rily, industrially diversified firms are as negatively affected by local recessions as 
focused firms. Consistent with these studies, we continue to observe a conglomerate 
discount during the financial crisis 2008. Our results in Fig. 1 further indicate that 
changes in segment reporting resulting from the mandatory adoption of IFRS 8 in 
2009 have not affected the valuation of conglomerates.10 Interestingly, our analysis 
reveals mostly insignificant effects of diversification after 2014 and partly positive 
coefficients on diversification when EV_Merton is the dependent variable. This is of 
particular interest because we are not aware of any study that examines the conglom-
erate discount in Germany after 2014.

Finally, we analyze whether the conglomerate discount varies across indus-
tries. Table 4 presents ordinary least squares coefficients on diversification for each 
two-digit SIC industry. Note that we do not tabulate industries with less than 100 
observations in any of the three regressions. Consistent with Erdorf et  al. (2013) 

Fig. 1  Conglomerate Discount per Year. This figure presents estimates of the effect of diversification on 
market value (using EV_Sales, EV_Merton, and EV_Goodwill) for each year separately

10 In untabulated results, we calculate a binary variable for years after IFRS 8 adoption and find no sig-
nificant interaction between this variable and the diversification dummy.
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and Santalo and Becerra (2008), our results suggest that the valuation of conglom-
erates varies across industries. In particular, we find negative and significant coef-
ficients on diversification across all three specifications for SIC codes 20, 35, 37, 
59, and 73. However, we also identify industries where conglomerates are not traded 
at a discount (SIC codes 36, 38, 49, 80, and 87). Conglomerates operating in these 
industries are expected to suffer less from the disadvantages of diversification. Inter-
estingly, we find firms operating in the motion pictures industry (SIC code 78) to 
be more likely to realize the advantages of diversification. We find positive and sig-
nificant coefficients across all three specifications for firms operating in this industry 
indicating a conglomerate premium of 25.2–37.8%.

The heterogeneity of conglomerate valuations across industries is of particular 
interest in small industries. As the traditional excess value measure of Berger and 
Ofek (1995) requires at least 5 focused firms in each industry, the consideration of 
conglomerates depends on the sample selection process and the availability of data 
in the respective database. For example, we find 4 industries that fall just below this 
threshold (i.e., industries with 4 focused firms) resulting in missing excess values for 
101 conglomerates that report segments operating in these industries.

4.3  Selection of benchmark firms

As excess values impute the conglomerate value based on multiples from focused 
firms operating within the same industry, the selection of appropriate benchmark 
firms is important. However, studies outside the U.S. are often limited in the avail-
ability of comparable benchmark firms especially for the largest conglomerates. 
To explore the impact of the selection of benchmark firms, we add data from large 
European firms to our sample and re-estimate excess values. Specifically, we add 
STOXX Europe 600 firms and analyze both the effect of diversification on market 
value within a European sample and the effect within the German subsample that 
considers European focused firms for the calculation of excess values.

Table 5 presents ordinary least squares regressions of diversification on market 
value within this enlarged sample. We continue to find a conglomerate discount in 
the European sample ranging from 16.3 to 20.4%, indicating that the restriction to 
German firms may have underestimated the conglomerate discount by 8.4 to 8.9% 
points. The conglomerate discount changes from 11.2 to 16.1% when we restrict our 
sample to German firms but keep European firms as benchmark firms indicating a 
difference of 3.3 to 4.6% points compared to our main models.

Though these results may indicate that the limited availability of comparable 
focused firms affects our results, the inclusion of firms from other institutional set-
tings may also bias regression outcomes, because country-specific differences are 
found to affect the valuation of conglomerates (Fauver et al. 2003; Lee et al. 2008; 
Lins and Servaes 1999; Rudolph and Schwetzler 2013; Weiner 2005). Regardless 
of the source of these differences, the results emphasize that the selection of bench-
mark firms, particularly for studies outside the U.S., has an impact on the results.

Another bias induced by the selection of benchmark firms has been explored 
by Boguth et  al. (2022). They argue that measurement errors may arise due to 
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differences between conglomerates and focused firms and propose estimating valu-
ation multiples of conglomerates based on cross-sectional quantile regressions of 
conglomerates’ value on their sales exposure to 10 Fama French industries. Using 
this measure, we find the conglomerate discount to become insignificant raising 
concerns about whether focused firms are appropriate benchmark firms for the cal-
culation of excess values.

4.4  Endogeneity

Several studies have shown that the decision to diversify is endogenous, resulting in 
biased estimates of the conglomerate discount. However, prior literature from the 
U.S. provides mixed evidence on the endogeneity-adjusted conglomerate discount, 
ranging from studies that find a decrease in the conglomerate discount to studies 
that find no conglomerate discount or even a premium (Ammann et al. 2012; Chang 
et al. 2016; Hoechle et al. 2012; Villalonga 2004). The diversity in results may be 
attributed to both the type of endogeneity addressed and the employed methods.

We begin to analyze the impact of endogeneity by focusing on the omission of 
relevant factors. To the extent that omitted variables are correlated with both the 
diversification decision and market valuation, our estimates of the conglomerate dis-
count are biased. In Table 6, we show that the conglomerate discount is affected by 
the selection of control variables. Specifically, we re-estimate our empirical model, 
including 1- and 2-year lags of our control variables, as suggested by Campa and 
Kedia (2002). Even though the inclusion of lagged control variables adds little infor-
mation to the model and requires no additional data, the conglomerate discount 
decreases to between 6.7 and 10.4%. In other words, we find a reduction of at least 
1% point in each specification by adding little information to our research design. 
We further include firm fixed effects in our empirical model. The inclusion of firm 
fixed effects also requires no additional information but has higher informative value 
as it accounts for (unobservable) firm-specific characteristics that remain constant 
over time. Our results in Table 6 suggest that firm-specific characteristics partially 
cause the conglomerate discount, as evident by a reduction in the conglomerate 
discount of 2–5.1% points. Specifically, we find a conglomerate discount of 6.3% 
(8.5%) when EV_Sales (EV_Goodwill) is the measure of market valuation and no 
conglomerate discount when EV_Merton is the dependent variable.

In the next step, we account for a potential self-selection bias by estimating instru-
mental variables regressions. Estimates on differences between conglomerates and 
focused firms are only unbiased if the diversification status is randomly assigned. 
However, this assumption is unrealistic in the context of managerial decisions. 
2SLS is a possible approach to eliminate this self-selection bias.11 Following prior 
research (e.g., Ammann et al. 2012; Campa and Kedia 2002; Villalonga 2004), we 
analyze four different categories of instruments. First, we include two instruments 

11 Compared to Heckman’s self-selection model, 2SLS allows us to utilize test statistics for instrumen-
tal variables, such as tests for the strength of instrumental variables and the test for overidentification 
(Chang et al. 2016).
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capturing the attractiveness of the industry in a given year: the percentage of firms 
that are conglomerates and the percentage of sales accounted for by conglomerates. 
Industry-specific factors that affect the likelihood to diversify include, for example, 
industry regulation, market structure, technology, and business risks. Second, we 
consider time trends such as the existence of M&A waves by including the number 
and volume of M&A per industry-year. Third, we account for trends in macroeco-
nomic conditions. As 2SLS estimates the effect of all instruments and control vari-
ables on the endogenous variable, we already capture time trends that are constant 
across firms through year fixed effects. Thus, we include the regional growth in GDP 
and its lagged value to capture time trends that vary across firms. We use the first-
digit postal codes of the firms’ headquarters to assign a firm to a specific region and 
access data on regional GDP from the Federal Statistical Office of Germany. This 
approach assumes that economic changes within the firm’s primary region have the 
highest impact on the firm. Fourth, we include a binary variable measuring whether 
firms are listed on a major exchange (i.e., DAX) as these firms are more visible and 
have higher analyst coverage, which in turn facilitates M&A activities and raising 
external financing.12

Table 7 presents our first-stage results on the determinants of diversification, con-
sidering the instruments and the control variables from Table 6. To ensure robust-
ness, we analyze each combination of the four instrument categories separately, 
resulting in 15 distinct instrument combinations. However, we only tabulate tuples 
of instrument categories that sufficiently correlate with our diversification measure 
and do not produce overidentified models. Specifically, we require F statistics for 
the joint significance of instruments to exceed 10 and perform Wooldridge’s robust 
score test of overidentifying restrictions. These criteria are consistent with existing 
research and are intended to ensure the accuracy of our results (Lal et al. 2023). We 
find 4 sets of instruments that are valid and have high explanatory power for the 
diversification decision.13 Specifically, our instruments capture industry attractive-
ness in model (1), industry attractiveness and M&A activities in model (2), industry 
attractiveness and macroeconomic conditions in model (3), and industry attractive-
ness, M&A activities, and macroeconomic conditions in model (4). Our results sug-
gest that the fraction of conglomerates and the number of M&A within the industry 
significantly affect the diversification decision (p < 0.01, respectively).

Our second-stage results are presented in Table  8. We analyze the effect of 
diversification on EV_Sales, EV_Merton, and EV_Goodwill for each set of 
instruments separately. Our results suggest that the self-selection bias is respon-
sible for the conglomerate discount. Across all 12 regressions, we consistently 

13 Partial R-squared values are comparable to other studies in this research field (e.g., Campa and Kedia 
2002; Chang et al. 2016), indicating that our instruments are not weak.

12 The mentioned instruments are valid to the extent that they affect the diversification decision and do 
not affect excess values, except by making diversification more or less likely. As excess values repre-
sent firm values relative to the median firm in the industry, they are, by construction, independent from 
industry-specific characteristics. Although macroeconomic factors and listing status have been frequently 
employed as instruments for diversification (Ammann et  al. 2012; Campa and Kedia 2002; Villalonga 
2004), they appear less independent from a firm’s relative valuation.
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Table 7  Determinants of diversification

This table presents 2SLS (first-stage) results analyzing the determinants of diversification. Exploratory 
variables include different sets of instrumental variables, control variables, and lagged control variables. 
Detailed variable definitions are available in Appendix 2. t-statistics are reported under each coefficient 
in parentheses. *, **, and *** denote significance level of 0.1, 0.05, 0.01, respectively

(1) (2) (3) (4)

Fraction of conglomerates in industry 0.675*** 0.714*** 0.654*** 0.714***
(13.528) (13.860) (12.450) (13.185)

Fraction of industry-sales from conglomerates 0.002 − 0.012 0.016 − 0.006
(0.069) (− 0.407) (0.513) (− 0.182)

Number of M&A in industry 0.001*** 0.001***
(2.812) (4.197)

Volume of M&A in industry − 0.000 − 0.000
(− 0.431) (− 0.259)

GDP Growth − 0.384 − 0.437
(− 0.372) (− 0.425)

GDP Growth (1 lag) − 0.877 − 0.955
(− 0.844) (− 0.919)

ln(total assets) 0.022 0.021 0.031 0.030
(1.002) (0.974) (1.351) (1.309)

Operating income/total assets − 0.011 − 0.004 − 0.001 0.011
(− 0.264) (− 0.098) (− 0.027) (0.238)

Capital expenditures/total assets − 0.000 0.053 − 0.081 0.011
(− 0.002) (0.337) (− 0.485) (0.064)

ln(total assets) (1 lag) − 0.030 − 0.031 − 0.040 − 0.040
(− 1.109) (− 1.131) (− 1.392) (− 1.380)

Operating income/total assets (1 lag) 0.000 − 0.001 0.002 0.001
(0.006) (− 0.040) (0.113) (0.049)

Capital expenditures/total assets (1 lag) − 0.002 0.001 − 0.002 0.002
(− 0.108) (0.029) (− 0.104) (0.120)

ln(total assets) (2 lag) 0.051*** 0.053*** 0.050*** 0.052***
(3.116) (3.239) (2.860) (2.964)

Operating income/total assets (2 lag) 0.003 0.003 0.002 0.002
(0.313) (0.270) (0.195) (0.135)

Capital expenditures/total assets (2 lag) − 0.008 − 0.010 − 0.009 − 0.012*
(− 0.982) (− 1.240) (− 1.202) (− 1.662)

Constant − 0.414*** − 0.480*** − 0.353*** − 0.451***
(− 6.749) (− 7.286) (− 4.587) (− 5.576)

Year fixed effects Yes Yes Yes Yes
Accounting standard fixed effects Yes Yes Yes Yes
Observations 5346 5346 4746 4746
Wooldridge’s test statistic 0.942 0.239 0.291 0.241
F statistics for joint significance of instruments 119.110 62.369 54.533 40.247
Partial R-squared 0.036 0.037 0.036 0.040
Adj. R-squared 0.117 0.118 0.124 0.127
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observe insignificant effects of diversification. Despite the variety of instruments 
employed in the literature, our results indicate that each set of instruments that 
meets the requirements for 2SLS is capable of addressing the self-selection bias.

Consistent with prior literature (e.g., Ammann et al. 2012; Chang et al. 2016; 
Hoechle et  al. 2012; Villalonga 2004), our results indicate that firms decide 
whether to operate as a focused firm or as a conglomerate and the firm’s deci-
sion to diversify is driven by exogenous changes in the firm’s environment, which 
subsequently impact firm values. Thus, the valuation difference between focused 
firms and conglomerates cannot be attributed to a causal relationship.

Table 8  Instrumental variables regressions

This table presents 2SLS (second-stage) results of market value on diversification based on the first-
stage results provided in Table 7. Detailed variable definitions are available in Appendix 2. t-statistics are 
reported under each coefficient in parentheses. *, **, and *** denote significance level of 0.1, 0.05, 0.01, 
respectively

Second-stage results based on the 
instruments employed in model (1), 
Table 6

Second-stage results based on the 
instruments employed in model (2), 
Table 6

EV_Sales EV_Merton EV_Goodwill EV_Sales EV_Merton EV_Goodwill

Diversified firm 
(dummy)

− 0.092 − 0.058 − 0.138 − 0.112 − 0.039 − 0.126

(− 0.992) (− 0.586) (− 1.444) (− 1.232) (− 0.417) (− 1.354)
Controls Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
Accounting standard 

fixed effects
Yes Yes Yes Yes Yes Yes

Observations 5346 4254 5192 5346 4254 5192
Adj. R-squared 0.077 0.077 0.070 0.077 0.077 0.070

Second-stage results based on the 
instruments employed in model (3), 
Table 6

Second-stage results based on the 
instruments employed in model (4), 
Table 6

EV_Sales EV_Merton EV_Goodwill EV_Sales EV_Merton EV_Goodwill

Diversified firm 
(dummy)

− 0.070 − 0.047 − 0.108 − 0.102 − 0.012 − 0.090

(− 0.719) (− 0.466) (− 1.073) (− 1.103) (− 0.125) (− 0.957)
Controls Yes Yes Yes Yes Yes Yes
Year fixed effects Yes Yes Yes Yes Yes Yes
Accounting standard 

fixed effects
Yes Yes Yes Yes Yes Yes

Observations 4746 3779 4593 4746 3779 4593
Adj. R-squared 0.082 0.086 0.077 0.082 0.085 0.077
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5  Discussion

In contrast to the commonly held belief that conglomerates trade at a discount, 
our study indicates that the conglomerate discount is sensitive to design choices 
and challenges the causality of the relationship between diversification and 
market valuation. Although we primarily intend to update and enrich existing 
knowledge about the relatively underexplored German market, our results also 
align with previous research in other countries and are likely to generalize to 
other institutional settings.

The wide range of estimates of the conglomerate discount, even within stud-
ies focused on the same country, makes it difficult to position the magnitude 
of the discount observed in our study within the existing literature. Neverthe-
less, our results reveal similar patterns in the conglomerate discount, consist-
ent with prior literature. For example, measurement biases in the calculation 
of excess values, causing an overestimation of the conglomerate discount, have 
been documented in the U.S. as well (e.g., Altieri and Nicodano 2022; Boguth 
et al. 2022; Custódio 2014). Moreover, variations in the conglomerate discount 
over time and across industries are also likely to generalize to other institutional 
settings. For example, Santalo and Becerra’s (2008) framework provides insights 
into why industry heterogeneity may moderate the relationship between diver-
sification and market valuation, regardless of the institutional background. Fur-
thermore, Lee et al. (2008) have documented and discussed changes in the con-
glomerate valuation over time within emerging economies.

Our observation that the most influential design choices are related to endo-
geneity also correspond to U.S.-based studies. For example, Campa and Kedia 
(2002) find the conglomerate discount to decrease from a range between 9 and 
13% to a range between 4 and 6% after accounting for unobservable firm charac-
teristics that remain constant over time by including firm fixed effects. Notably, 
we find the conglomerate discount to disappear in one specification, although 
our sample period consists of 20 years and firm fixed effects therefore account 
for unobserved firm characteristics that have been constant for two decades. In 
addition, the fact that the self-selection bias at least partially explains the con-
glomerate discount aligns with previous research in the U.S. (e.g., Ammann 
et al. 2012; Hoechle et al. 2012; Villalonga 2004).

While our findings are consistent with research using U.S. data, issues related 
to the selection of benchmark firms are likely attributed to particularities in the 
German context. In smaller markets, the availability of comparable focused firms 
for calculating excess values is limited. Including firms from other institutional 
settings may mitigate this issue, but could introduce a different type of bias due 
to country-specific differences. Thus, we are unable to differentiate whether the 
increase in the conglomerate discount is a result of the relatively small German 
sample or the inclusion of additional European firms. To the extent that the lat-
ter drives our results, they should also be of interest to the U.S. because regional 
disparities among states can affect U.S.-based results as well.
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6  Conclusion

This study examines the association between diversification and market value 
in Germany. While advocates of diversification state that conglomerates benefit 
from, for example, internal capital markets, economies of scope, or a reduction 
in firm risk, several additional costs and agency problems arise due to diversi-
fication, which could cause a conglomerate discount. According to the different 
arguments, we find mixed evidence in previous literature on the existence and 
magnitude of the conglomerate discount.

We argue that conflicting findings may be attributable to differences in the 
research design because prior literature differs, among others, regarding the 
selection of variables, the sample selection process, and the consideration of 
endogeneity. Specifically, we analyze whether there is a conglomerate discount 
within the German capital market and which design choices affect the conglomer-
ate discount.

Our initial results suggest that conglomerates trade at a discount of 11.5%. 
However, the conglomerate discount decreases to 7.9 to 11.4% if we employ 
excess values addressing specific valuation biases and varies over time (− 23.1 
to 5.4%), across industries (−  67.5 to 37.8%), and after considering additional 
benchmark firms (11.2 to 16.1%). Nevertheless, the most influential design 
choices appear to be related to the omitted variable and self-selection biases. 
After including lagged control variables and firm fixed effects, the conglomerate 
discount decreases by 2–5.1% points and becomes insignificant in one of three 
specifications. Furthermore, we employ a 2SLS approach to account for self-
selection bias and find the conglomerate discount disappears in each specification.

Our study contributes to the literature on the conglomerate discount in Ger-
many as studies within the German market are rare, inconclusive, and potentially 
outdated. Specifically, we find that firms decide whether to operate as a focused 
firm or as a conglomerate and the firm’s decision to diversify is driven by exog-
enous changes in the firm’s environment, which subsequently impact firm values. 
Thus, we question efforts by activist investors and managers to refocus. In this 
context, our analyses of design choices help to understand conflicting results and 
provide additional evidence on the generalizability of biases in the conglomerate 
discount literature within a different institutional setting. Specifically, we show 
that further research should account for self-selection as this design choice ques-
tions the causal effect of diversification on market value.

While we believe that our results can inform researchers and practitioners 
regarding the valuation of conglomerates, we caution readers that our study is 
subject to limitations. First, our study analyzes whether diversification affects 
market value on average. However, scholars such as Sturm and Nüesch (2019) 
identify conditions that moderate the relationship between diversification and 
market value. Second, we analyze diversification through the number and main 
industry of reported segments, but segments can operate in multiple indus-
tries simultaneously. Moreover, restructuring and reporting decisions can affect 
the number of reported segments but not necessarily in which industries a firm 
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operates. Third, sample selection criteria employed in previous literature forced 
us to exclude several observations and potentially affect the generalizability of 
our results.

Nevertheless, this study suggests numerous potential new research paths. As the 
decision to diversify is strategic, combining more strategy-related variables (e.g., 
competitive strategies) could generate further insights. It would also be interesting to 
extend the analysis of the diversification discount to accounting-related topics, e.g., 
the use of aggressive reporting practices. Finally, a more detailed analysis of share-
holder reactions to diversification could fill knowledge gaps.

Appendix 1

See Table 9.

Table 9  Empirical studies of the German Capital Market

Refer-
ences

Sample size Period Valuation 
difference

Findings

Lins and 
Servaes 
(1999)

401 German 
firm-years 
(and 2318 
firm-years 
from firms 
in Japan 
and UK)

1992 and 1994 No valuation 
difference

Lins and Servaes (1999) find no evidence 
of a conglomerate discount in Germany 
but a discount of approximately 10% in 
Japan and 15% in the UK. Moreover, 
concentrated ownership in the hands of 
insiders enhances the valuation of diversi-
fied firms in Germany but not in Japan or 
the UK

Schwet-
zler and 
Rei-
mund 
(2003)

1052 German 
firm-years

1988 to 2001 No valuation 
difference

Schwetzler and Reimund (2003) find no 
evidence of a conglomerate discount 
when they employ Berger and Ofek’s 
(1995) excess value. However, they argue 
that this measure is biased because it does 
not reflect cash holdings and develop 
excess values on an enterprise value 
basis. Using this variable, they find a 
weakly significant conglomerate discount 
of approximately 6%

Fauver 
et al. 
(2003)

3398 German 
firm-years 
(and 25,410 
firm-years 
from other 
countries)

1991 to 1995 Conglomerate 
premium

2–10.7%

Fauver et al. (2003) analyze the associa-
tion between diversification and market 
performance in a conglomerate setting 
and find evidence for a conglomerate 
discount. However, they also identify 
country-specific differences that interact 
significantly with diversification. Their 
study suggests that conglomerates in 
Germany are valuated at a premium of 
between 2% and 10.7%
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Appendix 2

See Table 10.

Table 9  (continued)

Refer-
ences

Sample size Period Valuation 
difference

Findings

Weiner 
(2005)

6308 German 
firm-years 
(and 27,493 
firm-years 
from other 
countries)

1991 to 2003 Conglomerate 
discount

3–10%

Univariate results suggest that firms in Ger-
many are traded at a valuation discount 
of approximately 3–10% on average. The 
discount increases to between 21 and 23% 
if one uses comparable firms from a com-
bined German and European sample

Beckmann 
(2006)

2440 German 
firm-years

1998 to 2001 Conglomerate 
discount

17–23%

Univariate results suggest that conglomer-
ates in Germany are traded at a valuation 
discount of approximately 17–23% on 
average. In addition, Beckmann (2006) 
finds consistently negative effects of the 
number of unrelated segments in a regres-
sion analysis, where the conglomerate 
discount increases with the number of 
unrelated segments

Glaser and 
Müller 
(2010)

4070 German 
firm-years

2000 to 2006 Conglomerate 
discount

7.7–13.9%

Glaser and Müller (2010) analyze whether 
the conglomerate discount is caused by 
the book value bias of debt. Their results 
suggest that conglomerates trade at a 
discount of between 7.7% and 13.9%. 
However, the diversification discount 
decreases once the market value of debt 
is employed instead of the book value of 
debt and ranges from 6.7 to 8.2%

Kluge 
(2014)

1638 German 
firm-years

2004 to 2010 Conglomerate 
discount

1–34%

Univariate results suggest that firms in Ger-
many are traded at a valuation discount 
of approximately 1–34% on average. In 
addition, Kluge (2014) finds a negative 
and significant effect of the number of 
unrelated segments on a firm’s market 
value

Liu (2016) 3240 German 
firm-years

2005 to 2014 Mixed evi-
dence

− 5.46 to 
7.99%

Liu (2016) finds evidence for both a 
conglomerate premium and discount 
depending on the measure of market 
value. Overall, sales-based excess values 
produce a conglomerate discount, while 
asset-based excess values and hybrid 
excess values indicate a conglomerate 
discount. Diversification has no effect 
on liquidity-adjusted excess values. 
The results are robust to a number of 
robustness checks including a Heckman 
two-stage approach
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