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We examine the combined effect of diversification and core competence on the
capital structure of publicly traded manufacturing firms in OECD member countries. We find that
taking the combined effect of the degree of diversification and the level of core competence into
consideration, the interaction between leverage and the diversification strategy is no longer
uniformly linear relationship. Specifically, on pursuing a core competence strate?y, the larger the
degree of diversification, the lower their debt ratios become in comparison with leverages, which
are determined by their diversification levels.

Moreover, we examine the combined effect of predation risk and firms’ market power on cash
holdings. We find that the higher the firm’ s market power, the weaker the above interplay becomes.
Moreover, we find that even when firms’ investments are decreased at the industry level, firms with
larger cash holdings seek to mitigate predation risk by increasing own investments.
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