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exeCutive summary

New research from The Boston Consulting Group and HHL – Leipzig 
Graduate School of Management demonstrates that diversified com- 

panies perform as well as focused companies but have a measurable fi- 
nancial advantage during economic crises. More critically, the top diversi-
fied companies turn this financial edge into a competitive advantage that 
enables them to outperform their peers and recover rapidly from crises. 

These insights, which are based on an analysis of more than 1,100 diversi-
fied and focused companies, build on previous findings from BCG’s research 
into diversified companies. In a December 2006 report, managing for val-
ue: how the world’s top Diversified companies produce Superior 
Shareholder returns, BCG showed that applying the conglomerate dis-
count to diversified companies is often unwarranted.1 The latest research 
from BCG and HHL shows not only that this discount is shrinking, indicat-
ing that the market is viewing diversified companies more favorably, but 
also that diversity can provide significant benefits, particularly in times of 
crisis.

Given today’s uncertain economic climate, all companies should learn from 
the experience of the top diversified companies and prepare to turn future 
crises to their advantage.

Market sentiment has swung in favor of diversified companies, 
which is reflected in the steady decline of the conglomerate dis-
count. 

from 2005 through 2009, the conglomerate discount in western  •
Europe and north america shrank to –6.0 percent and –7.2 
percent, respectively, while a very small discount in the asia-pacif-
ic region was transformed into a conglomerate premium.

Detailed regression analyses demonstrate that the decline of the  •
conglomerate discount is strongly correlated with the financial 
crisis.
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Diversified companies’ superior risk profile gave them a finan-
cial edge during the market turmoil.

Diversified companies had significantly less volatile—or less  •
risky—total shareholder returns (TSRs) than their focused counter-
parts. 

Solid global credit ratings and narrower credit-default-swap  •
spreads reflected this risk advantage and enabled diversified 
companies to gain cheaper and easier access to capital, particu-
larly at the height of the crisis. 

The top diversified companies turned their financial advantage 
into a competitive edge.

The financial crisis magnified the differences between strong and  •
weak diversified companies. The performance gap between crisis 
outperformers and underperformers widened from 16 percent in 
the period from January 2006 through December 2007 to 52 per- 
cent by the end of 2009, and it continued to grow to 73 percent as 
the recovery got under way in 2010.

By the end of 2010, the top 50 percent of diversified companies  •
had recovered their crisis losses and achieved a median cumulated 
tSr of 11 percent since the end of 2007. By comparison, the 
diversified underperformers were still far from recovery, with a 
median cumulated tSr of –34 percent.

To excel in the next crisis, companies should follow four key les-
sons from the top diversified companies.

Use financial stability to avoid disproportionate crisis reactions  •
such as mass layoffs and fire sales.

Invest in the future while peers are financially constrained in  •
order to ensure a faster rebound from the crisis and an ongoing 
competitive edge in areas such as r&D.

pursue m&a while prices are low and competitors are out of cash. •

leverage the diversity of the company’s portfolio to allocate  •
capital more smartly. 

Note
1. the conglomerate discount refers to the undervaluation of diversified companies 
caused by the perception that corporate diversification destroys shareholder wealth. 
in the academic literature, the discount is commonly derived by comparing a 
diversified company’s actual corporate value with the value of a matched portfolio of 
focused companies.
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DiversifieD Companies 
gain favor

BCG has been researching diversified 
companies for more than 20 years, and it 

has consistently found that diversified 
companies’ fundamental performance is 
responsible for value creation. in a December 
2006 report, Managing for Value: How the 
World’s Top Diversified Companies Produce Supe-
rior Shareholder Returns, BcG stated, “there is 
no evidence that diversified companies would 
necessarily produce higher returns if they 
focused on a smaller number of businesses. 
in some cases, notably breakups, there is a 
strong possibility that focusing will destroy 
shareholder value.”

Diversified companies  
are indeed finally  
gaining favor.

media commentators and investment ana-
lysts have not generally agreed. however, in 
its august 22, 2009, issue, The Economist not-
ed, “maybe the conglomerate model, discred-
ited for decades, is due for a comeback.” and 
in a recent study conducted with hhl – 
leipzig Graduate School of management, 
BcG discovered that the conglomerate dis-
count, which investment analysts often apply 
to their valuations of diversified companies, 
shrank during the financial crisis.

are diversified companies finally gaining fa-
vor? BcG and hhl’s research indicates that 
this is indeed the case. the very diversifica-
tion that the media and investment analysts 
have criticized for so long is now being recog-
nized as beneficial. it has become evident 
that when markets are in turmoil, diversified 
companies have certain advantages over their 
focused peers.

the shrinking Discount
the growing confidence in diversified compa-
nies can be seen in the substantial decline of 
the conglomerate discount, which is applied 
to the valuation of a diversified company and 
derived by comparing a diversified compa-
ny’s actual corporate value with the value of 
a matched portfolio of focused companies—
the so-called imputed value. as Exhibit 1 il-
lustrates, in western Europe the discount 
shrank significantly, from –10.6 percent in 
2005 to –6.0 percent in 2009, while in north 
america it decreased from –10.0 percent to 
–7.2 percent. at the same time, a very small 
discount (–0.1 percent) in Asia-Pacific was 
transformed into a considerable conglomer-
ate premium (6.3 percent).1

these findings come from research BcG per-
formed with hhl – leipzig Graduate School 
of management. we looked at 16,000 compa-
nies in western Europe, north america, and 
the asia-pacific region over a 12-year period, 
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1998 through 2009. our analysis of the data 
revealed that the financial crisis was respon-
sible for the shrinking discount. more precise-
ly, ordinary least squares (OLS) regressions 
showed that the discount was reduced by ap-
proximately 4 percent compared with the re-
gional precrisis levels.2 a study conducted by 
harvard Business School that analyzed u.S. 
companies concurred.3

The financial crisis was 
responsible for the  
shrinking discount.

for many companies, the financial crisis 
turned a conglomerate discount into a premi-
um. in fact, a high proportion of diversified 
companies in all regions, not only asia-pacif-
ic, enjoyed such a premium. on average, di-
versified companies in western Europe and 
north america had a conglomerate discount 
of –5.9 percent and –10.5 percent, respective-
ly, from 1998 through 2009. however, nearly 
four out of ten companies in these two re-
gions enjoyed a conglomerate premium. in 
Asia-Pacific, more than half (55 percent) of 

the diversified companies had a premium 
during the same time frame. overall, more 
than 50 percent of the diversified companies 
in our sample had a conglomerate premium 
by 2009.

an attractive risk profile
with few exceptions, the growing acceptance 
of diversified companies has not been 
matched by an increasing number of diversi-
fied companies. however, the strong u.S. and 
western European trends toward focused 
companies, which were particularly evident 
from 2002 through 2005, appear to have 
come to a halt. in asia-pacific, the concentra-
tion of fully diversified companies remains 
stable and at a much higher level than in the 
u.S. or western Europe: in our sample, 20 
percent of the companies in asia-pacific were 
fully diversified compared with only 10 per-
cent in the U.S. and Western Europe. (We de-
fine fully diversified companies as companies 
with three or more businesses that each ac-
count for at least 10 percent of total revenues. 
See Appendix I.)

what changed? why did investors and ana-
lysts begin to look more favorably upon di-
versified companies during an economic  
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methodology.)

Exhibit 1 | The Conglomerate Discount Shrank During the Crisis
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crisis? Did they perceive diversified compa-
nies as less risky than their focused peers? 

to assess the relative risks to investors, we 
conducted another study. this one drew on a 
sample of more than 1,100 companies and 
measured the annualized volatility of their to-
tal shareholder returns (TSRs) from 2000 
through 2010. we found that diversified com-
panies had a significantly less volatile—or 
less risky—TSR than their focused peers. 
overall, 58 percent of diversified companies 
had an annualized TSR volatility below (or 
better than) the sample median, compared 
with 49 percent of focused companies. 

this risk advantage did not come at the ex-
pense of a lower tSr: focused and diversified 
companies produced comparable tSrs on av-
erage—a result we found in our previous re-
search as well. in fact, for the period from 
2000 through 2010, we found that diversified 
companies generated a slightly higher tSr 
(6.1 percent) than focused businesses (5.8 
percent), although the difference is statistical-
ly insignificant. 

the superior risk profile of diversified compa-
nies was viewed positively not only by inves-
tors but also by rating agencies. an analysis 
of publicly available data from January 2011 

showed a median global credit rating for di-
versified companies of BBB+ compared with 
only BBB for focused ones—a view that was 
consistent across regions. we also found that 
diversified companies were more likely to 
have a credit rating than focused companies. 

a financial edge
it has been well documented that the volume 
of global credit issuance shrank dramatically 
during the financial crisis. the number of 
syndicated loans alone fell by 55 percent from 
January 1 through September 30, 2008. at the 
same time, the cost of credit rose equally 
sharply; credit default swap (CDS) spreads in-
creased fourfold.

however, in 2008, cDS spreads for diversified 
companies were on average 125 basis points, 
or 27 percent, lower than they were for fo-
cused companies. (See Exhibit 2.) From 2004 
through 2010, cDS spreads were on average 
51 basis points lower for diversified compa-
nies than they were for focused companies. 
(The size and leverage of the companies in 
our sample were similar, so our results were 
not distorted by these factors.)

Solid credit ratings and narrower cDS spreads 
were the basis for diversified companies’  
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Exhibit 2 | Diversified Companies Had Cheaper Access to Capital 
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financial advantage. these organizations now 
had the ability to:

access capital more easily and cheaply •

increase their debt ratios •

the trust of the market supported lenders’ 
belief that diversified companies have a low-
er risk of default because of the low correla-
tion between business units’ income streams. 
lenders therefore priced diversified compa-
nies’ credit more favorably and gave them 
priority. as harvard Business School noted in 
the u.S. study cited earlier: “our analyses 
suggest that the 2008–2009 financial crisis 
made the debt coinsurance feature of diversi-
fied companies more valuable to lenders 
who, by giving priority to diversified firms in 
the allocation of scarce credit, allowed them 
to gain a competitive advantage over their fo-
cused rivals.” 

a superior tsr—for some
although diversified companies gained a fi-
nancial edge during the crisis, only some 
were able to convert it into a superior tSr. 

throughout the crisis, the tSr patterns for di-
versified and focused companies were virtu-
ally identical: both types of companies expe-

rienced similar value destruction with the 
2008 stock-market decline, and both saw a 
similar rebound in 2009 and 2010. Earnings 
before interest and taxes (EBIT) also fell by 
similar levels: approximately 30 percent in 
2008 and 2009 relative to the average EBit 
from 2003 through 2007. 

The crisis magnified  
companies’ strengths 
and weaknesses.

looking only at diversified companies, how-
ever, the differences between crisis outper-
formers and underperformers are striking. 
(See Exhibit 3.) (We define these two groups 
on the basis of their cumulated tSr perfor-
mance from January 2008 through December 
2009.) The crisis magnified the relative 
strengths and weaknesses of these compa-
nies. from January 2006 through December 
2007, the median cumulated tSr spread be-
tween the outperformers and underperform-
ers was only 16 percent. however, during the 
financial crisis it widened, reaching 52 per-
cent by the end of 2009 and continuing to 
grow to 73 percent as the recovery got under 
way in 2010. By the end of 2010, the top 50 
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Sources: Thomson reuters Datastream; BCG analysis.
Note: The classification of the top and bottom 50 percent of diversified companies is based on their crisis TSr performance from January 2008 through 
December 2009. 

Exhibit 3 | The Top Diversified Companies Outperformed Their Peers During the Financial Crisis
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percent of diversified companies had recov-
ered their crisis losses and achieved a median 
cumulated tSr of 11 percent since the end of 
2007. By comparison, the diversified under-
performers were still far from recovery, with a 
median cumulated tSr of –34 percent.

the substantial and increasing differences be-
tween the outperforming and underperform-
ing diversified companies over the course of 
the crisis raise the question, how did the out-
performers manage to turn their financial ad-
vantage—which they shared with the under-
performers—into a superior TSR? The next 
section addresses this question. 

Notes
1. the discount or premium at which conglomerates 
trade relative to focused companies is computed as the 
difference in mean excess values between the two 
groups. (For a detailed description of the excess value 
estimation and interpretation, see Appendix I.)
2. for a detailed description of the regression model, see 
appendix i.
3. venkat Kuppuswamy and Belén villalonga, “Does 
Diversification create value in the presence of External 
financing constraints? Evidence from the 2007–2009 
financial crisis,” harvard Business School working 
Paper No. 10–101, May 2010 (revised November 2010). 
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turning a finanCial  
aDvantage into a  
Competitive eDge

As we saw in the previous section, the 
financial advantage that diversified 

companies enjoyed did not automatically 
translate into superior shareholder returns. 
But for the companies that capitalized on 
their advantage, the gains were significant. 
what separated the winners from their 
underperforming peers? our analysis shows 
that during a crisis, the top-performing 
companies use their financial edge to pull 
four transformation levers more strongly than 
their counterparts do. (See Exhibit 4.)

avoid Disproportionate Crisis 
reactions
During the market turmoil, the top-perform-
ing diversified companies used their financial 
advantage and the market trust that came 
with their superior risk profile to preserve 
and even enhance their foundation for future 
growth. while the underperformers em-
barked on radical cost-cutting measures, such 
as mass layoffs, fire sales, and severe cuts in 
r&D, the leading players protected their hu-
man resources, avoided disposing of assets, 
and kept their capital expenditures relatively 
stable. they stayed calm and avoided dispro-
portionate knee-jerk reactions. they main-
tained financial discipline yet boldly seized 
opportunities when they came along. 

pt astra international, a diversified indone-
sian company whose business interests range 

from agribusiness to automotive parts, is a 
case in point. when the financial crisis struck, 
the company’s stock price plummeted by ap-
proximately 50 percent. however, its senior 
management team stayed calm and focused, 
partly because the company had already ex-
perienced two crises in asia and was pre-
pared for the next upheaval. Specifically, as-
tra had taken three important strategic steps 
before the 2008 crisis:

it strengthened its balance sheet and  •
improved its financial-management 
practices and capabilities. By reducing its 
debt-to-equity ratio by 45 percent, astra 
became one of the least indebted compa-
nies in its sector. 

it increasingly took a farsighted view of its  •
business. it devised a long-term strategy, 
built a strong organization structure, and 
introduced a new focus on acquiring and 
retaining top talent.

It invested significant time and effort in  •
building an integrated value-chain 
strategy. astra’s intent was to make the 
most of its diversified business by capital-
izing on potential synergies, such as those 
between its automotive and financing 
business units. 

as a result of its efforts, during the financial 
crisis astra was able to seize an opportunity 
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to offer low-cost financing for its automotive 
products—financing that was subsidized by 
the other business units in its portfolio. this 
boosted the company’s market share in the 
car segment from 51 percent to 58 percent. 
By the end of 2009, astra’s stock price was 
four times its average price during the crisis. 
in addition, the company won a string of 
awards for its initiative, including finance 
asia’s awards for the Best managed company 
and the Best corporate Governance.

invest in the future
as a whole, diversified companies did not 
have to reduce their investment rate as se-
verely as their focused counterparts, which 
allowed them to preserve their foundation for 
postcrisis growth. comparing capital expendi-
tures for 2008 and 2009 shows that diversified 
companies cut their expenses by only 3 per-
cent on average. By contrast, focused compa-
nies reduced their capital expenditures by 13 
percent.

the top diversified companies raised their in-
vestment rate during the crisis, enabling them 
to rebound more rapidly and robustly. from 
2007 through 2009, these outperformers in-
creased their investment ratio by 5 percent on 
average; by contrast, underperformers’ invest-
ment ratio declined by 9 percent.1 (See Exhib-
it 5.) In addition, the top diversified compa-

nies’ absolute capital expenditure was higher 
than that of their underperforming peers. this 
was made possible by a stable operating cash 
flow. while underperformers saw a relative 
drop of 24 percent in cash flow from 2007 
through 2009, outperformers maintained or 
marginally increased their cash flow.  

Diversified companies did 
not have to reduce their 
investment rate as  
severely as their focused 
counterparts.

Bayer was one of the outperformers. During 
the market turmoil, the company’s stable 
portfolio across multiple industries ensured 
that its cash flow remained robust. in fact, its 
cash flow increased from €4.3 billion in 2007 
to €5.4 billion in 2009. as a result, Bayer was 
able to keep its overall investment rate fairly 
steady. comparing its investment rate for 
2009 with that for 2008, Bayer reduced it by 
only 10 percent. By contrast, its competitors 
in the material-science and health-care sec-
tors cut their investments by 19 percent and 
17 percent, respectively. the company also 

• Invest in R&D

• Sharpen and
expand the
company’s
portfolio   

• Rebound and 
grow faster 
aer the crisis 

• Less volatile—or
less risky—TSR

• More trust from
the market

• Easier and
cheaper access
to capital

 

Financial advantage  

Invest in the future while competitors 
are financially constrained 

Pursue M&A while prices are low 
and competitors are out of cash  

Leverage the company’s portfolio 
to allocate capital more smartly  

Four transformation levers  Competitive advantage   

Use stability to avoid disproportionate 
crisis reactions   

4 
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3 

Source: BCG analysis.

Exhibit 4 | How to Gain a Competitive Edge During a Crisis 
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maintained its r&D-to-revenue ratio, en-
abling it to keep a full product pipeline and 
to gain first-mover advantage with new prod-
ucts when demand strengthened. the net re-
sult was that Bayer’s stock price was less se-
verely affected during the crisis than that of 
its underperforming peers.

pursue m&a 
as successive BcG studies have revealed, 
m&a executed during downturns, when GDp 
growth is below its long-term average of 3 
percent, tends to produce substantially higher 
long-term shareholder returns than deals 
done in economic upturns. (See Be Daring 
When Others Are Fearful: Seizing M&A Opportu-
nities While They Last, BcG report, September 
2009.) The outperformers took full advantage 
of this situation, using their easier and cheap-
er access to capital to make well-targeted ac-
quisitions when asset prices were low. During 
the crisis, the average price-to-earnings ratio 
decreased by more than 25 percent, making 
many targets very attractive.

overall, the outperformers conducted 2.2 
times as many acquisitions as the underper-
formers, equating to a cumulative acquisition 
volume that was 1.6 times higher.2 in the u.S. 
study we mentioned earlier, harvard Busi-

ness School noted: “the financing advantage 
that conglomerates have enjoyed during the 
crisis may have allowed them to tackle 
unique investment opportunities that can 
give them a sustainable competitive advan-
tage over their focused rivals—or even put 
some of those rivals out of business.”

in the u.S., for example, 3m was able to use 
its access to capital to increase its debt-to-eq-
uity ratio to a level far higher than the sam-
ple median level in order to support m&a ac-
tivity. in late 2008, at the peak of the crisis, 
the company completed nine acquisitions in 
only four months, picking up carefully select-
ed strategic targets at relatively low prices. as 
a result, 3m’s stock price rebounded far more 
rapidly than that of the average company in 
its industry. 

allocate Capital more smartly 
one of the main accusations leveled at diver-
sified companies is that strong business units 
are used to subsidize weaker performers, 
dragging down the company’s stock price and 
shareholder returns. During the crisis, howev-
er, this ability to cross-subsidize emerged as a 
vital strength: diversified companies were 
able to use “internal capital markets” to sup-
port and invest in promising business units 
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a stable cash flow  

Outperformers increased their
investment ratio and R&D rate 
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2The sum of capital expenditures divided by the sum of the average of total assets (for the previous year and for the current year) for each group.   
3The sum of r&D expenses divided by the sum of revenues.

Exhibit 5 | The Top Diversified Companies Invested During the Financial Crisis
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when the external capital markets would not 
or could not offer financing. this ensured 
that the units most affected by the downturn 
were not chronically weakened and that in-
vestments in r&D could continue, providing a 
long-term advantage.

a notable trend during the crisis was an in-
crease in the efficiency of internal capital 
markets among outperforming diversified 
companies. those with the largest and most 
active internal capital markets gained a statis-
tically significant increase in value relative to 
focused companies. this observation was con-
firmed by the harvard Business School study 
cited earlier. its analysis of quarterly data of 
3,592 u.S. companies during 2008 and 2009 
showed the positive influence of the size and 
activity of the internal capital markets on the 
valuation of diversified companies during the 
crisis. 

Bayer again proved to be a perfect example 
of how a stable and diversified portfolio 
could mitigate market shocks. (See Exhibit 6.) 
prior to 2008, the company’s material-science 
business unit had embarked on an expansion 
strategy, particularly in china. But the crisis 
threatened to derail this plan as global de-
mand for polymers crashed by more than 30 
percent. had the material science unit been a 
standalone business, it would have been 
forced to cut its investment significantly. 
however, Bayer’s senior management took a 

bold long-term view and decided to use the 
company’s stable cash flow and favorable fi-
nancing terms to provide the unit with bridge 
financing, enabling it to build a plant in chi-
na. the material science unit, in turn, intro-
duced an across-the-board reduction of 6.7 
percent in staff salaries as well as staff cuts.  

By allocating capital to sustain its investment 
in the material science business unit, Bayer 
was able to reduce the costs of building the 
plant by buying capital equipment when pric-
es were low. this saved tens of millions of eu-
ros and helped the unit’s EBit recover. the 
business unit also gained share in a rapidly 
growing market, strengthening its competitive 
position. Equally important, the company was 
able to demonstrate to the chinese govern-
ment that it was a reliable long-term partner 
that delivered on its commitments. 

Notes
1. the investment ratio was calculated by dividing the 
sum of capital expenditures by the sum of the average 
of total assets (for the previous year and for the current 
year) for each group (the outperformers and the 
underperformers) per year. 
2. our analysis considered all acquisitions completed in 
2008 and 2009 for which a publicly listed diversified 
company was the immediate buyer and the published 
transaction volume was greater than $25 million.

Evolution of profits
across institutions

EBIT margin (%) 
20

15

10

5

0

–5
2010 2009 2008 2007 2006 

Material science SBU Bayer (overall) Crop science SBU Health care SBU 

The company’s portfolio offsets downturns of single divisions 

Source: Capital IQ.
Note: SBu = strategic business unit.

Exhibit 6 | Bayer Benefited from a Stable Portfolio 
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moving forwarD

Our research has highlighted the 
need to incorporate a risk perspective 

when assessing diversified companies and 
not look purely at these companies’ tSrs and 
valuations. as we have shown, the top-per-
forming diversified companies were able to 
turn their superior risk profile into a competi-
tive advantage and produce growth, largely 
because their risk profile gave them a finan-
cial edge. 

The top diversified  
companies combine the 
general levers of value 
creation with those  
that are specific to  
diversification.

the legacy of the financial crisis is likely to 
continue to be felt for the foreseeable future 
in above-average volatility and unpredictabil-
ity in the world’s markets. the threat of infla-
tion adds to the insecurity. Developing ap-
proaches for uncertain times and managing 
corporate-level strategic risks will remain key 
challenges for company leaders. at the same 
time, however, companies must avoid dispro-

portionate crisis reactions, maintain their in-
vestment rate, pursue m&a opportunities, 
and leverage their portfolio to allocate capital 
smartly. the lessons from the top diversified 
companies presented in this report can point 
the way forward.

the findings of this study support the basic 
results of BcG’s long-term research on diver-
sified companies.1 it is not the degree of di-
versification that determines a company’s 
performance; it is how a company manages 
its business diversity that matters. the top di-
versified companies combine the general lev- 
ers of value creation with those that are spe-
cific to diversification: efficient capital 
allocation, a clear and consistent portfolio 
strategy, a lean organization structure, cEo-
driven management initiatives, and manage-
ment development and skills transfer. win-
ning diversified companies also actively 
balance their portfolios with regard to cash 
generation and cash consumption, short-term 
and long-term value creation, and risk and re-
turn.2 moreover, they integrate portfolio man-
agement into other corporate processes and 
use it not only as a corporate development 
instrument (for example, for identifying ac-
quisition and divestiture targets) but also as a 
tool for steering the businesses (for example, 
for setting strategic as well as financial tar-
gets and allocating resources, such as capital 
and human resources and management at-
tention). 
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above all, success for diversified companies 
demands a clear understanding of how the 
corporate parent adds value to the businesses 
within its portfolio—and how it could con-
strain their development. in a forthcoming re-
port, BcG will investigate the effectiveness of 
various parenting strategies, demonstrate 
how these approaches affect performance, 
and discuss how leaders can select the most 
appropriate strategy for their portfolio of 
businesses. 

Notes
1. See Management Lessons of Premium Conglomerates, 
BcG Discussion paper, December 15, 1999; Conglomer-
ates Report 2002: Breakups Are Not the Only Solution, BcG 
report, 2002; Managing for Value: How the World’s Top 
Diversified Companies Produce Superior Shareholder 
Returns, BcG report, December 2006.
2. ulrich pidun, harald rubner, matthias Krühler, 
robert untiedt, and michael nippa, “corporate 
portfolio management: theory and practice,” Journal of 
Applied Corporate Finance 23, no. 1 (Winter 2011): 63–76.
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appenDix i
MeTHoDoLoGy

our analysis categorized companies on the 
basis of the number of unrelated businesses 
they comprise or own. an “unrelated busi-
ness” is a unit that has fundamentally differ-
ent products and customers from the other 
units and requires different management ca-
pabilities and know-how. (See Exhibit 1.) 

Fully Diversified Companies. •  fully diversi-
fied companies have three or more 

unrelated businesses, each accounting for 
at least 10 percent of total revenues.

Slightly Diversified Companies. •  to provide a 
more nuanced view, we also defined some 
companies as slightly diversified. These 
have two unrelated businesses, each 
providing at least 10 percent of total 
revenues. in this category, we included 
organizations that have two businesses 

Western Europe

Asia-Pacific

North America

Emerging
economies and

the rest of the world

Slightly diversified
companies

Two unrelated businesses,
each with a minimum

share of 10% of revenues

Focused
companies

One main business with at
least a 90% share

of revenues

Three or more unrelated
businesses, each with
a minimum share of

10% of revenues

Fully diversified
companies

36 

33 

37 

81 

97 

86 

291 

186 

139 

10 39 96 

Share of core
sample Approximately 10%  Approximately 27%  Approximately 63% 

Sources: Thomson reuters Datastream; BCG analysis.
Note: Our analysis excluded financial institutions to allow for a comparison of business models. The classification of a company’s businesses is based on the 
two-digit Standard Industrial Classification (SIC) codes.

Exhibit 1 | How Companies Are Categorized 
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operating in two or more segments of a 
vertically integrated value chain, such as 
oil exploration, refining, and marketing.

Focused Companies. •  focused companies 
generate at least 90 percent of their 
revenues from one main business. this 
business can consist of several closely 
related segments, such as mobile and 
fixed-line telecommunications. 

the classification of a company’s businesses 
is based on the two-digit Standard industrial 
Classification (SIC) codes. To allow a compari-
son of business models, we excluded financial 
institutions from our analysis.

we acknowledge that there are alternative 
ways to view diversification (for example, by 
region). However, for BCG’s long-standing se-
ries of reports on diversified companies, di-
versification is defined in terms of unrelated 
businesses.

sample size and Composition
We analyzed more than 1,100 companies—
more than three times the number assessed 
in BcG’s 2006 study. of these companies, 
about 10 percent were fully diversified, ap-

proximately 27 percent were slightly diversi-
fied, and roughly 63 percent were focused. 

the core sample consisted of 1,131 of the 
world’s largest companies as measured by 
revenues. (See Exhibit 2.) The regional break-
down was as follows:

408 companies from north america  •
(Canada and the U.S.)  

316 companies from western Europe •

262 companies from the Asia-Pacific  •
region (Australia, Japan, Singapore, and 
South Korea)

145 companies from emerging economies  •
and the rest of the world 

BcG’s research partner, hhl – leipzig Gradu-
ate School of management, extended the 
scope of the study to provide statistically 
stronger results from the valuation analysis. 
therefore, the study covered some 16,000 
companies and used a somewhat broader def-
inition of diversified companies that included 
fully and slightly diversified companies. in to-
tal, more than 75,000 company operating 
years were assessed.

Western Europe
 
 
 All countries 

North America
 
 
 Canada and the

United States

 
 
 

Emerging economies 
Brazil, Russia, India,

China, Eastern Europe,
the Middle East,
Latin America,

 and the rest of the world  

Asia-Pacific
 

Australia, Japan,
Singapore,

and South Korea   
 

316 companies
 

 408 companies 145 companies262 companies

Sources: Thomson reuters Datastream; BCG analysis.

Exhibit 2 | The Study Analyzed 1,131 of the World’s Largest Companies
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How we measured risk and 
return
risk was calculated on the basis of the annu-
alized tSr volatility of all companies from 
2000 through 2010, and the results were test-
ed to ensure that there was no bias based on 
companies’ leverage or size. 

the annualized tSr volatility represents the 
standard deviation of the company’s yearly 
logarithmic tSr, which is calculated on a dai-
ly basis (that is, trading days only). For exam-
ple, from 2000 through 2010, company a had 
an average yearly tSr of 7.6 percent. hence, 
an investment of €1,000 returned an average 
of €76 after the first year. with an average 
tSr volatility of 35.5 percent, the actual re-
turns of the investment ranged from €49 to 
€103 roughly two-thirds of the time. the 
same investment made in company B yielded 
an average return of €62, with the actual re-
turns ranging from €39 to €85 approximately 
two-thirds of the time. the average yearly 
tSr for company B was 6.2 percent, and the 
average volatility was 37.6 percent. 

We took the median of each sample (for in-
stance, focused companies) on the basis of 
the average annualized tSr volatility from 
2000 through 2010 for each company within 
the category. only companies with data 
points were included (1,127 companies). 

So the statement “the median annualized 
tSr volatility for diversified companies was 
33.6 percent from 2000 through 2010” means 
that for half of the diversified companies in 
roughly two-thirds of the time, the tSr was 
within a range of 33.6 percent of their aver-
age tSr. 

to measure return, we assessed the value cre-
ation not only within each company category 
but also among them by comparing each 
company’s annual TSR (the percentage of 
change in a company’s share price plus its 
dividend). 

How we Calculated the Discount 
conglomerate discounts and premiums were 
calculated with a modified version of the 
standard excess-value model proposed by 
Berger and ofek.1 the actual market value of 

a diversified company was compared with an 
imputed value of a matched portfolio of 
standalone business units that served as a 
benchmark. modifying the classic valuation 
procedure, we relied on the enterprise value 
(defined as the sum of equity and net debt) 
for the excess-value calculation to avoid a 
possible cash distortion. (See “The Pitfalls of 
Calculating the Discount.”) Further, we used 
the geometric mean to aggregate standalone 
industry multiples, taking into account the 
findings of Dittmann and maug.2

Specifically, the excess-value estimation com-
prised the following calculation steps:

peer groups of focused companies in  •
different industries k were formed, 
whereby the industry classification was 
based on two-digit Sic codes. then 
enterprise value/sales multiples for every 
focused company j operating in the same 
industry k in period t were calculated.

Multiple 
EV/sales
k,t , j =

Enterprise valuek,t , j

Total salesk,t , j

Based on these individual multiples, the  •
geometric mean aggregated enterprise 
value/sales multiples of all focused 
companies j = 1,…,J operating in the same 
industry k in period t were built.

Industry
multiple 

EV/sales
k,t =[ ]∏

j=1

J

Multiple 
EV/sales
k,t , j

1
J

for each segment  • k = 1,...,n of company i 
(diversified or focused company) in period 
t, an imputed value was calculated by 
multiplying the segment’s sales by the 
respective industry multiplier. 

Industry
multiple 

EV/sales
k,t

=
Imputed
segment
value 

EV/sales
k,t , i

Segment
sales k,t , i

x

the imputed enterprise value of company  •
i was derived by adding the company’s 
imputed segment values.

Imputed 
segment
value 

EV/sales
k,t , i

=
Imputed
enterprise
value t , i

∑
n

k=1

finally, a company’s excess value was  •
calculated as the natural logarithm of the 
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actual enterprise value divided by its 
imputed enterprise value.

Excess
enterprise
value t , i

=
Enterprise valuet , i

Imputed enterprise valuet , i[ ]In

a negative difference between the excess val-
ues of diversified and focused companies in-
dicates a discount on diversification; a posi-
tive difference implies a premium.

the impact of the financial crisis on the con-
glomerate discount was calculated using the 
methodology of the harvard Business School 
study mentioned earlier in this report. conse-
quently, we regressed the excess value on a 
diversification measure, a crisis indicator, and 
the interaction between the two, along with 
several control variables, using the following 
formula: 

Excess value = β0 + β1 (diversification dummy) 
+ β2 (crisis indicator) + β3 (diversification 
dummy*crisis indicator) + β4 (size) + 
β5 (profitability) + β6 (cash to sales) + 
β7 (capex to sales) + β8 (leverage)

the diversification dummy is an indicator 
variable set equal to one if the company op-
erates in two or more segments, where a seg-
ment is defined on the basis of two-digit Sic 
codes. the crisis indicator is an indicator vari-
able set equal to one for the crisis years 2008 
and 2009; it is set equal to zero for the years 
1998 through 2007. the interaction term “di-

versification dummy*crisis indicator” docu-
ments how the conglomerate discount is af-
fected by a change from noncrisis year to 
crisis year. the control variables include size 
(defined as the natural log of total assets), 
profitability (defined as EBIT to sales), cash to 
sales, capital expenditures to sales, and lever-
age (defined as debt to total assets).

the pitfalls of Calculating the 
Discount
the size and significance of the conglomerate 
discount are subject to measurement prob-
lems. most academic studies use the company 
value, defined as the sum of equity and 
(gross) debt, as the yardstick for calculating 
the discount. 

in many cases, using the company value un-
derestimates the performance of a diversified 
company.3 the potential bias becomes clear 
when splitting the company value (imputed 
and real) into enterprise value (equity value 
plus net debt) and cash value: there is empiri-
cal evidence that in many countries, diversi-
fied companies, owing to their internal capi-
tal markets, hold significantly less cash than 
their focused peers.4 that is, the true cash 
holdings of the diversified company are lower 
than the imputed ones derived from its fo-
cused peers. Exhibit 3 highlights the potential 
distortion in conglomerate discounts and pre-
miums caused by this difference. 

 

Imputed
company

value 

Discount based on the company value Premium based on the enterprise value 

 
100

 

Enterprise
value
110 

Cash 20

150 130

Imputed
enterprise

value
  

 

Imputed
enterprise

value
 

100
 

Enterprise
value 
110

 

100

Usually, diversified companies hold less cash than their focused peers.
In this case, calculations based on the company value overestimate the discount.   

110

Market
value of 

company 

 Market
value of 

enterprise

  Imputed
cash
50

Imputed
enterprise

value

–13.3% 10%

Source: HHL – Leipzig Graduate School of Management. 

Exhibit 3 | The Standard Approaches Based on the Company Value Underestimate the Performance  
of a Diversified Company
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the example shows that a discount can turn 
into a premium if the difference in cash hold-
ings between focused and diversified compa-
nies is large enough. on the basis of the 
benchmark imputed company value, there is 
an excess value for the diversified company 
of –€20 million and a conglomerate discount 
of 13.3 percent. when the bias is removed 
from the various cash holdings on the basis of 
the enterprise value, the excess value is  
€10 million, which yields a 10 percent premi-
um. the difference between the biased excess 
company value (–€20 million) and the unbi-
ased excess enterprise value (€10 million) is 
caused by the negative excess cash holdings 
(–€30 million) of the diversified company.  

in order to avoid biased results when measur-
ing company performance, the benchmark 
imputed values, excess values, and conglom-
erate discounts should be calculated on the 
basis of enterprise values instead of company 
values. this approach also has implications 
for the estimate of the percentage discount: it 
now relates to the (smaller) enterprise value. 

Notes
1. philip G. Berger and Eli ofek, “Diversification’s Effect 
on firm value,” Journal of Financial Economics 37, no. 1 
( January 1995): 39–65.
2. Dittmann and maug have shown that the unweighted 
average aggregation of standalone multiples yields 
systematic upward biased results; the geometric mean is 
more appropriate for log error models. See ingolf 
Dittmann and Ernst G. maug, “Biases and Error 
measures: how to compare valuation methods,” 
mannheim finance working paper no. 2006–07, august 
25, 2008.
3. christin rudolph and Bernhard Schwetzler, “con-
glomerate Discounts and their Biases: an international 
Survey,” working paper, october 5, 2011.
4. ran Duchin, “cash holdings and corporate Diversifi-
cation,” Journal of Finance 65, no. 3 ( June 2010): 
955–992.
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appenDix ii
DeTaiLeD ReSuLTS

Source: BCG and HHL – Leipzig Graduate School of Management analysis.
Note: Based on a sample of 16,000 companies from Western europe, north America, and Asia-Pacific.

Valuation
Excess Values 

Region
Company 
category 1998 (%) 1999 (%) 2000 (%) 2001 (%) 2002 (%) 2003 (%) 2004 (%)

Western 
europe

Diversified 
(slightly and 
fully)

–10.87 –5.62 –5.92 –7.24 1.59 –5.23 –6.29

Western 
europe

Focused –0.71 –7.00 –2.22 –0.04 1.88 –1.56 –0.57

Difference 
(conglomerate 
discount or 
premium)

–10.16 1.38 –3.70 –7.20 –0.29 –3.67 –5.72

north 
America

Diversified 
(slightly and 
fully)

–12.47 –18.41 –16.23 –6.14 –4.64 –8.19 –12.36

north 
America

Focused –3.96 –4.13 –1.69 2.64 6.13 4.12 0.02

Difference 
(conglomerate 
discount or 
premium)

–8.51 –14.28 –14.54 –8.78 –10.77 –12.31 –12.38

Asia-Pacific Diversified 
(slightly and 
fully)

5.32 4.19 3.86 9.26 3.19 3.89 –0.88

Asia-Pacific  Focused 3.97 1.74 1.51 2.61 1.31 3.62 0.32

 Difference 
(conglomerate 
discount or 
premium)

1.35 2.45 2.35 6.65 1.88 0.27 –1.20
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Source: BCG and HHL – Leipzig Graduate School of Management analysis.
Note: Based on a sample of 16,000 companies from Western europe, north America, and Asia-Pacific.

Valuation
(continued)

Region
Company 
category 2005 (%) 2006  (%) 2007 (%) 2008 (%) 2009 (%)

Average 
of excess 
values (%)

Number of 
company 

years evalu-
ated

Western 
europe

Diversified 
(slightly and 
fully)

–10.60 –13.72 –9.56 –7.84 –7.06 –7.18 6,626

Western 
europe

Focused –0.02 –1.03 –3.22 0.06 –1.03 –1.24 12,947

Difference 
(conglomerate 
discount or 
premium)

–10.58 –12.69 –6.34 –7.90 –6.03 –5.94 19,573

north 
America

Diversified 
(slightly and 
fully)

–7.70 –8.30 –8.40 1.13 –2.62 –8.51 5,012

north 
America

Focused 2.31 2.50 0.12 5.66 4.58 1.97 22,590

Difference 
(conglomerate 
discount or 
premium)

–10.01 –10.80 –8.52 –4.53 –7.20 –10.48 27,602

Asia-Pacific Diversified 
(slightly and 
fully)

–2.46 –0.51 –0.35 3.75 8.19 2.91 10,768

Asia-Pacific Focused –2.38 –2.85 –1.67 0.22 1.89 0.50 18,045

 Difference 
(conglomerate 
discount or 
premium)

–0.08 2.34 1.32 3.53 6.30 2.41 28,813
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Source: BCG analysis.
Note: roW = rest of the world. Based on the core sample of 1,131 of the world’s largest companies as measured by revenues.

Performance
Total Shareholder Return

Only companies with complete data, 2000–2010

Region
Company 
category

Median 
TSR, 2000 

(%)

Median 
TSR, 2001 

(%)

Median 
TSR, 2002 

(%)

Median 
TSR, 2003 

(%)

Median 
TSR, 2004 

(%)

Median 
TSR, 2005 

(%)

Median 
TSR, 2006 

(%)

Western 
europe

Fully  
diversified 

2.4 –6.9 –12.4 41.6 30.8 46.5 17.8

Western 
europe

Slightly  
diversified

–3.0 –3.0 –24.8 29.1 18.4 28.0 24.4

Western 
europe

Focused 0.6 –4.2 –17.4 27.7 19.7 27.5 26.8

Western 
europe

All –1.4 –4.2 –19.9 29.0 19.6 28.7 24.6

north 
America

Fully  
diversified

1.7 8.9 –1.5 31.2 16.9 4.0 16.0

north 
America

Slightly  
diversified

1.3 2.5 –3.7 34.9 25.2 4.8 20.4

north 
America

Focused 11.2 7.9 –11.2 30.9 17.6 7.6 16.3

north 
America

All 6.6 7.0 –7.8 31.5 19.6 7.2 17.6

Asia-Pacific Fully  
diversified

5.9 –3.2 –8.8 29.3 10.4 36.7 5.1

Asia-Pacific Slightly  
diversified

6.2 –8.4 –10.8 34.4 14.1 50.5 9.5

Asia-Pacific Focused –1.0 –5.7 –5.8 27.5 15.2 33.1 13.4

Asia-Pacific All 1.5 –6.0 –7.7 31.1 13.8 39.8 9.3

emerging 
economies 
and roW

Fully  
diversified

–9.4 –0.2 –9.2 69.3 34.9 20.5 27.2

emerging 
economies 
and roW

Slightly  
diversified

–9.8 –0.6 –5.3 67.2 15.4 37.7 28.1

emerging 
economies 
and roW

Focused –7.3 –2.1 3.5 56.9 12.2 8.3 33.8

emerging 
economies 
and roW

All –7.5 –1.0 1.6 61.0 15.3 10.1 33.0

Global Fully  
diversified

1.4 3.6 –6.5 33.7 17.4 27.0 14.4

Global Slightly  
diversified

–1.0 –4.4 –12.9 33.8 19.2 28.7 18.5

Global Focused 1.7 0.4 –10.4 31.8 16.9 18.5 19.0

Global All 0.8 –0.2 –10.4 32.3 17.6 22.5 18.5
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Source: BCG analysis.
Note: roW = rest of the world. Based on the core sample of 1,131 of the world’s largest companies as measured by revenues.

Performance
(continued)

Only companies with complete data, 2000–2010

Region
Company 
category

Median 
TSR, 2007 

(%)

Median 
TSR, 2008 

(%)

Median 
TSR, 2009 

(%)

Median 
TSR, 2010 

(%)

Median of the 
average annual 

TSR per  
company  

2000–2010 (%) 

Mean of the 
average annual 

TSR per  
company 

2000–2010 (%)

Western 
europe

Fully  
diversified

6.2 –45.3 42.1 15.5 6.1 7.5

Western 
europe

Slightly  
diversified

6.3 –43.5 33.3 20.9 4.1 5.1

Western 
europe

Focused 9.6 –39.2 32.9 15.6 5.1 4.8

Western 
europe

All 8.5 –41.8 33.8 16.8 5.1 5.2

north 
America

Fully  
diversified

17.1 –36.8 34.9 19.3 7.8 8.6

north 
America

Slightly  
diversified

15.2 –44.2 37.3 23.0 8.1 6.3

north 
America

Focused 3.1 –32.8 36.1 18.1 6.8 6.6

north 
America

All 5.4 –36.8 35.9 19.2 7.3 6.8

Asia-Pacific Fully  
diversified

–0.6 –48.5 25.3 3.7 3.7 4.9

Asia-Pacific Slightly  
diversified

–8.8 –44.9 25.2 2.9 2.0 4.3

Asia-Pacific Focused –5.3 –34.8 12.4 2.2 3.0 3.7

Asia-Pacific All –5.1 –41.3 19.0 2.9 3.0 4.1

emerging 
economies 
and roW

Fully  
diversified

18.1 –52.6 73.3 49.3 13.1 15.7

emerging 
economies 
and roW

Slightly  
diversified

38.8 –46.3 80.4 23.5 17.1 16.9

emerging 
economies 
and roW

Focused 23.7 –55.2 90.0 4.9 13.3 13.2

emerging 
economies 
and roW

All 28.9 –52.6 81.9 13.8 14.4 14.3

Global Fully  
diversified

7.8 –45.3 38.0 16.2 6.1 7.6

Global Slightly  
diversified

3.6 –44.9 33.8 14.9 5.3 6.2

Global Focused 3.8 –38.1 33.2 13.5 5.7 6.2

Global All 4.1 –41.0 33.8 14.0 5.7 6.4
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Source: BCG analysis.
Note: roW = rest of the world. Based on the core sample of 1,131 of the world’s largest companies as measured by revenues.

Risk
Credit Default Swap (CDS) Spreads 

All companies

Region
Company 
category

Median 
CDS spread 

2004

Median 
CDS spread 

2005

Median 
CDS spread 

2006

Median 
CDS spread 

2007

Median 
CDS spread 

2008

Median 
CDS spread 

2009

Median 
CDS spread 

2010

Average 
CDS spread 

2004
Western 
europe

Fully  
diversified

34 40 27 60 297 80 93 38

Western 
europe

Slightly 
diversified

33 37 24 48 209 74 92 54

Western 
europe

Focused 35 48 33 58 205 71 91 57

Western 
europe

All 35 44 29 53 230 72 93 54

north 
America

Fully  
diversified

25 38 21 34 163 58 60 35

north 
America

Slightly 
diversified

30 38 25 49 183 50 72 46

north 
America

Focused 34 44 33 54 259 73 87 66

north 
America

All 31 42 30 50 232 62 82 59

Asia-Pacific Fully  
diversified

18 26 21 22 129 74 54 20

Asia-Pacific Slightly 
diversified

26 35 25 48 159 71 62 25

Asia-Pacific Focused 27 20 17 41 249 63 78 26

Asia-Pacific All 26 27 22 41 181 63 64 25

emerging 
economies 
and roW

Fully  
diversified

49 36 25 53 345 73 77 49

emerging 
economies 
and roW

Slightly 
diversified

137 81 44 98 587 162 143 137

emerging 
economies 
and roW

Focused 46 47 30 86 187 135 75 57

emerging 
economies 
and roW

All 48 47 27 69 283 104 76 82

Global Fully  
diversified

26 37 23 49 206 73 75 35

Global Slightly 
diversified

30 37 24 49 195 62 79 50

Global Focused 34 44 31 54 239 71 85 61

Global All 32 41 28 52 230 70 83 56
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Source: BCG analysis.
Note: roW = rest of the world. Based on the core sample of 1,131 of the world’s largest companies as measured by revenues.

Risk
(continued)

All companies

Only companies 
with complete data 

2000–2010

Region
Company 
category

Average 
CDS spread 

2005

Average 
CDS spread 

2006

Average 
CDS spread 

2007

Average 
CDS spread 

2008

Average 
CDS spread 

2009

Average 
CDS spread 

2010

Median of 
the aver-
age CDS 

spread per 
company 
2004–2010

Mean of 
the aver-
age CDS 

spread per 
company 
2004–2010 

Western 
europe

Fully  
diversified

52 29 67 328 116 113 89 106

Western 
europe

Slightly 
diversified

53 32 60 324 103 118 80 106

Western 
europe

Focused 74 48 88 404 139 149 85 137

Western 
europe

All 65 40 76 369 125 135 85 123

north 
America

Fully  
diversified

59 41 70 381 115 107 50 115

north 
America

Slightly 
diversified

99 63 109 502 139 143 65 157

north 
America

Focused 86 58 139 513 174 170 87 172

north 
America

All 86 57 126 498 161 158 84 164

Asia-Pacific Fully  
diversified

24 24 24 181 89 57 48 60

Asia-Pacific Slightly 
diversified

71 41 63 303 77 69 62 93

Asia-Pacific Focused 23 35 39 259 73 78 76 76

Asia-Pacific All 41 35 45 261 77 71 64 79

emerging 
economies 
and roW

Fully  
diversified

36 25 53 345 73 77 94 94

emerging 
economies 
and roW

Slightly 
diversified

81 44 98 587 162 143 179 179

emerging 
economies 
and roW

Focused 58 37 140 388 271 135 86 155

emerging 
economies 
and roW

All 62 37 111 447 202 128 90 153

Global Fully  
diversified

53 35 64 342 112 103 78 106

Global Slightly 
diversified

76 46 83 407 118 126 78 129

Global Focused 79 54 119 467 160 159 85 157

Global All 76 50 103 438 144 144 82 144
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