

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The Diversification Discount: Cash Flows vs. Returns

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			46 Pages
		
		

		Posted: 9 Jan 2000
		
		
		
	

	
		
			
			




	See all articles by Owen A. LamontOwen A. Lamont
Harvard University - Department of Economics
Christopher Polk
London School of Economics


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									The Diversification Discount: Cash Flows vs. Returns

								
							
							
							
								
									Number of pages: 46
								
								
									Posted: 09 Jan 2000
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  758
							
						

					

					
					

					
						
							
						

						
							
								
									The Diversification Discount: Cash Flows vs. Returns
									

								
							
							
							
								NBER Working Paper No. w7396
							

							
							
								
									Number of pages: 51
								
								
									Posted: 26 Jun 2000
								
								
									Last Revised: 18 Sep 2022
								
							

							
						

						
							
							Downloads
							   73
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: October 1999

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Diversified firms have different values than comparable portfolios of single-segment firms. These value differences must be due to differences in either future cash flows or future returns. Expected security returns on diversified firms vary systematically with relative value. Discount firms have significantly higher subsequent returns than premium firms. Slightly more than half of the cross-sectional variation in excess values is due to variation in expected future cash flows, with the remainder due to variation in expected future returns and to covariation between cash flows and returns. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: G31, G32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Lamont,  Owen A. and Polk,  Christopher, The Diversification Discount: Cash Flows vs. Returns (October 1999).  Available at SSRN: https://ssrn.com/abstract=188588 or http://dx.doi.org/10.2139/ssrn.188588 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Owen A. Lamont (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Christopher  Polk

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				London School of Economics  ( email )

			

			
			
				
				
				
					United Kingdom

				

				
			

			
				
				
					HOME PAGE: http://personal.lse.ac.uk/polk/
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      758

			

		
		
		
			Abstract Views

			    3,366

		

		
		 
		
			Rank

			   54,609

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				        8 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Chicago Booth: Fama-Miller Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Chicago Booth: Fama-Miller Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            8,020

                                    

                                    
                                        PAPERS

                                              448

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,661

                                    

                                    
                                        PAPERS

                                           11,530

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Tobin's Q, Corporate Diversification and Firm Performance

                        
                            By
                                
                                
                                    
                                    Larry H.p. Lang
                                     and 
                                
                                    
                                    RenÃ© M. Stulz
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cost of Diversity: The Diversification Discount and Inefficient Investment

                        
                            By
                                
                                
                                    
                                    Raghuram G. Rajan, 
                                    
                                
                                    
                                    Henri Servaes, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cost of Diversity: The Diversification Discount and Inefficient Investment

                        
                            By
                                
                                
                                    
                                    Raghuram G. Rajan, 
                                    
                                
                                    
                                    Henri Servaes, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Cash Flow and Investment: Evidence from Internal Capital Markets

                            
                                By
                                    
                                    
                                        
                                        Owen A. Lamont
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Dark Side of Internal Capital Markets: Divisional Rent-Seeking and Inefficient Investment

                            
                                By
                                    
                                    
                                        
                                        David S. Scharfstein
                                         and 
                                    
                                        
                                        Jeremy C. Stein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Internal Capital Markets and the Competition for Corporate Resources

                            
                                By
                                    
                                    
                                        
                                        Jeremy C. Stein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Explaining the Diversification Discount

                            
                                By
                                    
                                    
                                        
                                        JosÃ© Manuel Campa
                                         and 
                                    
                                        
                                        Simi Kedia
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Explaining the Diversification Discount

                            
                                By
                                    
                                    
                                        
                                        JosÃ© Manuel Campa
                                         and 
                                    
                                        
                                        Simi Kedia
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Agency, Information and Corporate Investment

                            
                                By
                                    
                                    
                                        
                                        Jeremy C. Stein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Agency, Information and Corporate Investment

                            
                                By
                                    
                                    
                                        
                                        Jeremy C. Stein
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
