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 Abstrak 
Market volatility has evolved into a structurally embedded 
condition of contemporary business environments, destabilizing 
conventional assumptions about strategic planning, risk 
governance, and long-term value creation. Although 
diversification is widely regarded as a response to uncertainty, 
existing scholarship largely conceptualizes it as a structural 
configuration or portfolio allocation decision, thereby under-
theorizing the managerial processes through which 
diversification is enacted and sustained. This conceptual paper 
advances a capability-based reconceptualization of strategic 
diversification, positioning it as a judgment-driven managerial 
capability rather than a static portfolio outcome. Drawing on 
strategic management, managerial cognition, and corporate 
governance perspectives, the study develops a process-
oriented framework explaining how executives interpret 
volatility, balance strategic trade-offs, enforce governance 
discipline, and integrate diversified activities into a coherent 
strategic logic. The framework specifies four interdependent 
dimensions—cognitive framing, strategic balancing, 
governance orientation, and organizational integration—and 
identifies mechanisms through which diversification capability 
fosters strategic resilience, long-term value creation, and 
organizational coherence. By foregrounding managerial agency 
in governing strategic scope, this study extends diversification 
theory and offers a foundation for future research on 
organizational resilience under persistent uncertainty. 
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Contemporary business environments are increasingly characterized by persistent and 
structurally embedded market volatility. Rather than episodic disruptions, volatility has 
become an enduring condition marked by rapid valuation shifts, sectoral rotations, 
technological discontinuities, and heightened macroeconomic uncertainty (Baker et al., 
2016; Davis, 2016). Recent global shocks—including pandemic aftereffects, geopolitical 
tensions, and monetary tightening cycles—have reinforced the salience of sustained 
uncertainty as a defining feature of strategic contexts (Gourinchas et al., 2023). Under such 
conditions, conventional assumptions underpinning strategic planning, risk governance, and 
long-term value creation are destabilized. 

Volatility amplifies the consequences of strategic decision-making. Choices that appear 
rational under stable expectations may generate disproportionate downside exposure when 
dominant market narratives reverse or sectoral optimism dissipates. Research on 
environmental dynamism and strategic change suggests that firms operating under 
heightened uncertainty face greater performance dispersion, making managerial judgment 
increasingly consequential (Dess & Beard, 1984; Wenzel et al., 2021). Importantly, 
organizational fragility under volatility cannot be attributed solely to exogenous shocks; it is 
also shaped by how managers interpret and respond to uncertainty (Kaplan & Orlikowski, 
2013). Strategic outcomes, therefore, reflect not only environmental conditions but also the 
quality of managerial sense-making and scope governance. 

Diversification has long been considered a central strategic mechanism for managing 
uncertainty (Rumelt, 1974; Markides, 1995). Traditional research has examined 
diversification primarily through structural configurations, relatedness measures, or 
performance implications (Palich et al., 2000). More recent studies continue to analyze 
diversification in terms of scope, synergies, and value effects (Hoskisson et al., 2017). While 
these perspectives have generated important insights, they predominantly conceptualize 
diversification as an outcome—either a portfolio allocation decision or a structural attribute 
of the firm. This emphasis risks under-theorizing the managerial processes through which 
diversification strategies are interpreted, justified, governed, and sustained over time. 

This conceptual narrowing creates a significant gap in strategic management scholarship. 
Firms with similar diversification profiles frequently exhibit markedly different strategic 
trajectories, particularly under volatile conditions. Such divergence suggests that 
diversification effectiveness cannot be fully explained by structural configuration alone. 
Instead, it calls for attention to the managerial capabilities that shape how strategic scope is 
enacted amid uncertainty. Addressing this gap requires repositioning diversification from a 
static outcome to a dynamic managerial capability exercised under persistent volatility. 

1.1 Background and Contemporary Relevance 

Market volatility has fundamentally altered the strategic context in which managers operate. 
Increasing global interconnectedness, accelerated information diffusion, algorithmic trading, 
and shifting investor expectations have intensified market responsiveness and shortened 
feedback cycles (Davis, 2016; Gennaioli et al., 2018). In such environments, strategy is less 
about extrapolating stable trajectories and more about navigating ambiguity and recalibrating 
commitments under incomplete information (Kaplan & Orlikowski, 2013). 

A salient feature of contemporary markets is the concentration of capital and strategic 
attention around dominant technological or sectoral narratives. While alignment with such 
narratives may produce short-term growth, it simultaneously increases exposure to narrative 
reversals and valuation corrections. Research on corporate scope suggests that excessive 
concentration heightens vulnerability when environmental conditions shift (Hoskisson et al., 
2017). Volatility thus reveals the limitations of narrowly framed strategies and underscores 
the importance of balanced strategic scope. 

These dynamics elevate the role of managerial interpretation and judgment. Environmental 
uncertainty does not deterministically prescribe strategic responses; rather, it requires 
executives to construct meaning, evaluate trade-offs, and allocate resources under 
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ambiguity (Kaplan & Orlikowski, 2013). Recent work on strategic resilience further 
emphasizes that adaptive capacity depends on managerial cognition and governance 
discipline rather than structural positioning alone (Wenzel et al., 2021). Diversification 
decisions, therefore, become expressions of how managers understand volatility rather than 
automatic safeguards against risk. 

Consequently, diversification must be reconsidered as a strategic process embedded in 
managerial cognition, governance structures, and organizational coordination. Such 
reconceptualization is particularly relevant for firms seeking resilience and sustained value 
creation in environments where stability cannot be presumed. 

1.2 Problem Statement 

Despite decades of diversification research, three conceptual limitations persist. First, much 
of the literature conceptualizes diversification primarily as a structural configuration or 
financial outcome, emphasizing degree, relatedness, and performance effects (Palich et al., 
2000; Hoskisson et al., 2017). This approach privileges observable scope characteristics 
while underexamining the managerial processes through which diversification is enacted. 

Second, volatility is frequently treated as an exogenous contingency variable rather than as 
a constitutive strategic condition that activates managerial judgment. Although research on 
environmental dynamism acknowledges uncertainty (Dess & Beard, 1984), limited attention 
has been devoted to how persistent volatility reshapes managerial scope decisions in real 
time. As a result, diversification is often analyzed without adequately incorporating the 
interpretive and governance challenges posed by sustained ambiguity. 

Third, diversification scholarship remains insufficiently integrated with theories of managerial 
capability and strategic judgment. While capability-based views emphasize dynamic 
processes (Teece, 2007), diversification decisions are rarely theorized as higher-order 
managerial capabilities governing strategic scope itself. This fragmentation constrains 
explanatory depth and weakens theoretical integration across strategic management, 
governance, and cognition research. 

These limitations indicate the need for an integrative conceptual framework that situates 
diversification within managerial capability and strategic judgment under volatility. 

1.3 Research Purpose and Contribution 

The purpose of this conceptual paper is to reconceptualize strategic diversification as a 
managerial capability rather than as a static portfolio configuration. By shifting analytical 
attention from what firms diversify into toward how managers interpret volatility, balance 
trade-offs, enforce governance discipline, and sustain integration, this study reorients 
diversification theory toward managerial enactment. 

This study advances diversification scholarship in three interrelated ways. First, it reframes 
diversification as a dynamic, judgment-driven capability that governs strategic scope under 
persistent uncertainty. Second, it integrates insights from strategic management, managerial 
cognition, and corporate governance to develop a process-oriented framework linking 
volatility to strategic resilience, long-term value creation, and organizational coherence. 
Third, it provides a theoretically grounded foundation for future empirical research by 
specifying conceptual dimensions and boundary conditions relevant to diversification 
capability. 

By foregrounding managerial agency in shaping strategic scope, this study contributes to a 
richer understanding of diversification as an ongoing strategic practice essential for 
organizational resilience in volatile markets. 

2. Conceptual Foundations 
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To develop a theoretically robust reconceptualization of strategic diversification as a 
managerial capability, it is necessary to anchor the discussion in established yet frequently 
disconnected theoretical traditions. Although substantial scholarship has examined 
diversification, environmental uncertainty, and managerial decision-making (Montgomery, 
1994; Palich et al., 2000; Teece et al., 2016), these streams have largely evolved in parallel 
rather than in integration. Diversification research has predominantly emphasized structural 
scope and performance outcomes, while volatility research has focused on environmental 
turbulence, and managerial capability research has centered on dynamic adaptation. The 
limited cross-fertilization among these literatures constrains theoretical coherence and 
obscures how diversification strategies are enacted under persistent uncertainty (Helfat & 
Peteraf, 2015; Teece et al., 2016). 

This section synthesizes three interrelated research streams. First, it revisits dominant 
conceptualizations of diversification in strategic management, which traditionally emphasize 
scope, relatedness, and value implications (Rumelt, 1974; Montgomery, 1994; Palich et al., 
2000). Second, it reconceptualizes market volatility not as an episodic disturbance but as a 
constitutive strategic condition that reshapes interpretation and decision environments 
(Milliken, 1987; Kaplan & Orlikowski, 2013; Wenzel et al., 2021). Third, it foregrounds 
managerial capability and strategic judgment as explanatory lenses for understanding how 
diversification is designed, governed, and sustained over time (Adner & Helfat, 2003; Gavetti, 
2012; Helfat & Peteraf, 2015). Together, these foundations provide the analytical basis for 
repositioning diversification as a dynamic, judgment-driven managerial capability rather than 
a static configuration of business scope. 

2.1 Strategic Diversification in Management Literature 

Strategic diversification has long occupied a central position in strategic management 
scholarship. Early foundational work conceptualized diversification as a corporate growth 
strategy through which firms expand across products, markets, or industries to reduce 
dependence on a single revenue base and exploit economies of scope (Ansoff, 1957; 
Rumelt, 1974). Within this tradition, diversification was linked to resource redeployment, 
scope economies, and competitive positioning. The dominant logic emphasized structural 
expansion as a mechanism for leveraging firm-specific assets and enhancing market power 
(Montgomery, 1994). 

Subsequent research shifted analytical attention toward performance consequences. 
Scholars investigated whether diversification enhances or diminishes firm value, often 
examining curvilinear relationships between diversification degree and performance (Palich 
et al., 2000). Relatedness, synergy realization, and internal capital markets became focal 
constructs (Hoskisson & Johnson, 1992). Although this work generated important empirical 
insights, it largely privileged structural indicators—such as segment counts or revenue 
dispersion—over the managerial processes through which diversification decisions are 
formulated and governed. 

A further limitation stems from the influence of portfolio theory (Markowitz, 1952), which 
frames diversification as risk spreading across imperfectly correlated assets. Within this 
logic, diversification becomes a financial allocation mechanism, and managerial agency is 
implicitly secondary to optimization efficiency. This abstraction risks overlooking the cognitive 
and governance processes through which diversification strategies are enacted in 
organizational contexts (Gavetti, 2012; Helfat & Peteraf, 2015). 

Recent scholarship has begun to reexamine corporate scope in light of dynamic capabilities 
and strategic flexibility (Teece et al., 2016; Wenzel et al., 2021). However, diversification 
itself remains under-theorized as a managerial capability governing strategic boundaries. 
Revisiting diversification from a process-centered perspective enables deeper insight into 
how scope decisions are interpreted, disciplined, and sustained under uncertainty. 

2.2 Market Volatility as a Strategic Context 
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Market volatility is often defined narrowly as short-term fluctuations in prices or demand. 
From a strategic perspective, however, volatility constitutes a broader structural condition 
characterized by uncertainty, ambiguity, and rapid environmental change (Milliken, 1987). 
Under such conditions, historical regularities lose predictive reliability, and managers must 
navigate contradictory signals and incomplete information. 

Research on temporal structuring in strategy-making demonstrates that managers actively 
construct meaning under uncertainty rather than passively respond to environmental signals 
(Kaplan & Orlikowski, 2013). Volatility, therefore, reshapes not only risk exposure but also 
interpretive processes. Similarly, dynamic capability theory emphasizes that firms must 
continuously sense, seize, and reconfigure in response to changing environments (Teece et 
al., 2016). Recent work on crisis response further underscores that resilience depends on 
adaptive strategic recalibration rather than structural positioning alone (Wenzel et al., 2021). 

Importantly, volatility is unevenly distributed across sectors and time periods. Episodes of 
concentrated enthusiasm—such as technological surges or speculative cycles—create 
asymmetric exposure to risk. Firms heavily aligned with dominant narratives may experience 
amplified downside exposure when expectations reverse (Bromiley et al., 2015). This 
asymmetry highlights why volatility should be conceptualized as an active strategic context 
shaping decision environments rather than a neutral background condition. 

Within such environments, diversification assumes renewed significance. Beyond risk 
spreading, diversification can preserve strategic optionality and reduce overdependence on 
singular growth logics. However, its effectiveness depends on managerial interpretation and 
disciplined execution rather than structural scope alone. 

2.3 Managerial Capability and Strategic Judgment 

Managerial capability refers to the capacity of executives and top management teams to 
interpret complex environments, formulate coherent strategies, and align organizational 
resources with evolving conditions (Adner & Helfat, 2003). Unlike operational capabilities 
embedded in routines, managerial capabilities are cognitive and relational, grounded in 
interpretive frames, evaluative criteria, and coordination practices (Helfat & Peteraf, 2015). 

Strategic judgment becomes particularly central under volatility, where predictive models 
provide limited guidance. Under sustained ambiguity, managers rely on interpretive 
reasoning, temporal framing, and adaptive recalibration (Gavetti, 2012; Kaplan & Orlikowski, 
2013). Diversification decisions are especially judgment-intensive because they involve long-
term commitments, cross-unit coordination, and fundamental trade-offs between focus and 
flexibility. 

Viewing diversification through a managerial capability lens underscores its processual 
nature. Diversification is not a discrete structural adjustment but an ongoing practice shaped 
by learning, governance discipline, and organizational alignment. Managers must 
continuously reassess coherence across diversified activities and recalibrate scope as 
environmental conditions evolve (Helfat & Martin, 2015). 

This perspective also explains heterogeneity in diversification trajectories among firms facing 
similar environmental conditions. Variation reflects differences in managerial cognition and 
governance orientation rather than information asymmetry alone (Adner & Helfat, 2003). 
Diversification outcomes, therefore, are best understood as expressions of managerial 
capability enacted under uncertainty. 

3. Strategic Diversification as a Managerial Capability 

The preceding sections have established that market volatility constitutes a structurally 
embedded strategic condition and that diversification outcomes cannot be adequately 
explained without incorporating managerial judgment into the analytical framework (Gavetti, 
2012; Helfat & Peteraf, 2015). Building on this foundation, this section advances the central 
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claim of the study: strategic diversification should be conceptualized not merely as a 
structural configuration or portfolio allocation outcome, but as a higher-order managerial 
capability embedded in processes of interpretation, governance discipline, and 
organizational coordination. 

This repositioning is consistent with the capability-based view of the firm, which emphasizes 
that sustained performance differences arise not solely from resource positions but from the 
capabilities through which resources are orchestrated and deployed (Teece, Pisano, & 
Shuen, 1997; Teece, 2007). Dynamic capability scholarship further highlights that 
managerial cognition and orchestration play a central role in shaping strategic responses 
under uncertainty (Adner & Helfat, 2003; Helfat & Martin, 2015). By foregrounding 
managerial enactment, this reconceptualization shifts the locus of explanation from structural 
form to capability deployment under conditions of sustained ambiguity. 

Reframing diversification in this manner enables a more nuanced understanding of why 
organizations with comparable diversification profiles frequently experience divergent 
strategic trajectories. Structural similarity does not guarantee strategic coherence or durable 
advantage; performance outcomes depend on how managers interpret environmental 
signals, balance competing trade-offs, and sustain alignment across diversified activities 
(Helfat & Martin, 2015; Teece, 2007). Accordingly, analytical attention moves away from 
static indicators—such as scope breadth or relatedness—toward the processes through 
which diversification strategies are designed, justified, recalibrated, and governed over time. 

This section proceeds in three steps. First, it contrasts traditional portfolio-based 
interpretations of diversification with a capability-oriented logic centered on managerial 
agency. Second, it specifies the core dimensions through which strategic diversification 
capability is enacted. Third, it delineates the construct from adjacent concepts in strategy 
and management research to clarify its theoretical distinctiveness. 

3.1 From Portfolio Choice to Capability Logic 

A substantial body of diversification research conceptualizes corporate scope as a portfolio 
choice—namely, a decision concerning how organizational resources are allocated across 
multiple products, markets, or industries. Within this paradigm, diversification is primarily 
evaluated through observable structural attributes such as scope breadth, segment 
dispersion, or relatedness, and assessed in terms of value implications or risk-adjusted 
returns (Montgomery, 1994; Palich et al., 2000). Rooted partly in financial economics, this 
logic treats diversification as an allocation mechanism aimed at optimizing exposure across 
imperfectly correlated activities (Markowitz, 1952). Even in more recent corporate scope 
research, analytical emphasis often remains on structural configuration and performance 
consequences rather than on the managerial processes underlying scope decisions 
(Hoskisson et al., 2017). 

While analytically influential, the portfolio-based perspective implicitly assumes that 
diversification effectiveness can be inferred from configuration alone. Managerial agency is 
frequently backgrounded, and decision-making is reduced to a problem of allocation 
efficiency guided by external signals or financial criteria. Such framing portrays diversification 
as a relatively static outcome rather than as an evolving strategic practice embedded in 
organizational interpretation and governance processes. 

Recent advances in dynamic capability and strategic management scholarship challenge this 
reductionist view. Dynamic capability theory emphasizes that competitive advantage under 
uncertainty depends not merely on asset positions but on managerial processes of sensing, 
seizing, and reconfiguring (Teece, 2007; Teece et al., 2016). Moreover, research on strategic 
responses to crisis and volatility underscores that performance heterogeneity arises from 
differences in managerial interpretation and adaptive orchestration rather than structural 
positioning alone (Wenzel et al., 2021). Emerging 2023–2024 scholarship on strategic 
resilience further reinforces that scope decisions must be understood as judgment-intensive 
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processes enacted under persistent ambiguity rather than as one-off allocation choices 
(Duchek, 2020; Bhamra et al., 2023). 

A capability-oriented logic therefore offers a fundamentally different interpretation of 
diversification. From this perspective, diversification is conceptualized as an ongoing 
managerial capability shaped by interpretation, trade-off balancing, governance discipline, 
and organizational coordination. The analytical question shifts from how diversified a firm is 
to how managers enact and govern diversification under volatile conditions. This shift 
becomes particularly salient when market volatility undermines predictive reliability and 
elevates executive sense-making as a central strategic mechanism (Kaplan & Orlikowski, 
2013). 

Table 1 clarifies this theoretical repositioning by systematically contrasting portfolio-based 
and structural interpretations with the capability-based logic advanced in this study. By 
shifting the unit of analysis from structural configuration to managerial enactment, the table 
highlights that diversification effectiveness under volatility depends on interpretive capacity, 
governance discipline, and integrative coherence rather than scope breadth alone. In doing 
so, it establishes the conceptual foundation for specifying the internal dimensions of strategic 
diversification capability in the following section. 

Table 1. Comparison Between Traditional Diversification Perspectives  
and the Capability-Based View 

Analytical 
Dimension 

Portfolio-Based 
View 

Structural 
Diversification View 

Capability-Based 
View (This Study) 

Primary Focus Risk dispersion 
across business 
segments 

Configuration of business 
scope and relatedness 

Managerial processes 
governing strategic scope 

Unit of Analysis Business portfolio Organizational structure Managerial capability and 
judgment 

View of 
Diversification 

Financial allocation 
decision 

Structural growth 
configuration 

Dynamic managerial 
practice under volatility 

Role of Volatility External disturbance 
affecting 
performance 

Environmental 
contingency 

Constitutive strategic 
condition activating 
managerial interpretation 

Decision Logic Optimization and risk 
minimization 

Fit between structure and 
environment 

Interpretive judgment, 
trade-off balancing, 
governance discipline 

Source of 
Performance 
Variation 

Portfolio composition Degree of relatedness or 
scope 

Quality of managerial 
enactment and 
integration 

Time Orientation Often static or cross-
sectional 

Semi-static structural 
configuration 

Processual and 
longitudinal capability 
development 

Governance 
Role 

Limited emphasis Structural oversight Central to sustaining 
strategic discipline and 
coherence 

Source: Developed by the author 

Table 1 delineates how the capability-based perspective advanced in this study departs 
fundamentally from portfolio-based and structural interpretations of diversification. By shifting 
the unit of analysis from observable configuration to managerial enactment, Table 1 
demonstrates that diversification effectiveness under market volatility cannot be inferred from 
scope breadth or relatedness alone. Instead, it depends on the interpretive capacity through 
which volatility is framed, the governance discipline that structures commitment, and the 
integrative mechanisms that sustain coherence across diversified domains. In doing so, 
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Table 1 consolidates the article’s theoretical repositioning of diversification as a dynamic 
managerial capability rather than a static structural outcome. 

Viewing diversification through a capability lens further underscores that strategic coherence, 
governance discipline, and organizational alignment are not automatic consequences of 
diversification decisions. Structural expansion does not inherently generate resilience or 
advantage. Rather, these outcomes are contingent upon the quality of managerial capability 
exercised throughout the lifecycle of diversification—during initiation, calibration, and 
ongoing governance. Diversification effectiveness therefore reflects not portfolio architecture 
per se, but the capacity of managers to govern strategic scope adaptively over time. 

Reconceptualizing diversification as a managerial capability thus raises a critical analytical 
question: what constitutes this capability in practice? Addressing this question requires 
specifying the underlying dimensions through which managers interpret volatility, balance 
strategic tensions, enforce governance discipline, and integrate diversified activities into a 
coherent organizational logic. The following section develops these dimensions to clarify the 
internal structure of strategic diversification capability. 

3.2 Core Dimensions of Strategic Diversification Capability 

To move beyond abstract reconceptualization, strategic diversification capability must be 
analytically specified in terms of its constitutive dimensions. Conceptualizing diversification 
as a managerial capability implies that its effectiveness derives from patterned processes of 
interpretation, judgment, governance, and coordination rather than from structural scope 
alone. Drawing on research in strategic management, managerial cognition, and corporate 
governance (Adner & Helfat, 2003; Gavetti, 2012; Helfat & Peteraf, 2015; Teece, 2007), this 
study identifies four interrelated dimensions that collectively shape how diversification is 
enacted and sustained under persistent market volatility. 

Figure 1 decomposes strategic diversification capability into its core managerial dimensions 
to clarify what “capability” specifically consists of. It emphasizes that diversification 
effectiveness under volatility depends on how executives interpret uncertainty, manage 
strategic tensions, enforce governance discipline, and integrate diversified activities into a 
coherent logic. 

 
Figure 1. Core Dimensions of Strategic Diversification Capability 

Source: Author’s conceptualization 

Figure 1 specifies the internal structure of strategic diversification capability by detailing four 
mutually reinforcing managerial dimensions: cognitive framing of volatility, strategic 
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balancing of trade-offs, governance orientation and discipline, and organizational integration 
and alignment. The figure emphasizes that these dimensions operate as an interdependent 
capability system rather than as a stepwise sequence, helping explain why firms with similar 
diversification profiles can experience different strategic trajectories under uncertainty. By 
making the capability components explicit, Figure 1 supports the article’s argument that 
diversification outcomes depend on managerial enactment and coherence, not portfolio 
structure alone. 

These dimensions are mutually reinforcing rather than sequential. They operate as an 
integrated capability system through which executives interpret environmental ambiguity, 
manage inherent strategic tensions, enforce discipline over scope decisions, and sustain 
alignment across diversified activities. Their interdependence helps explain why firms with 
comparable diversification structures may experience divergent strategic trajectories under 
volatile conditions. 

Cognitive Framing of Volatility 

The first dimension concerns how executives cognitively frame market volatility. Research in 
managerial cognition demonstrates that strategic action is shaped by how decision-makers 
interpret environmental cues, construct causal narratives, and allocate attention (Gavetti, 
2012; Kaplan & Orlikowski, 2013). Volatility does not impose deterministic responses; rather, 
it is filtered through interpretive schemas that influence risk perception, opportunity 
recognition, and diversification intent. 

Executives may frame volatility primarily as threat, opportunity, or transient fluctuation. 
Narrow or reactive framing may amplify short-termism, triggering abrupt diversification or 
divestment moves driven by perceived urgency. In contrast, broader framing situates 
volatility within longer temporal horizons, enabling calibrated scope adjustments consistent 
with strategic intent. Such interpretive capacity becomes particularly consequential when 
predictive reliability declines and ambiguity increases (Teece et al., 2016). Cognitive framing 
thus constitutes the interpretive foundation upon which diversification strategies are 
constructed and revised. 

Strategic Balancing and Trade-off Management 

Diversification inherently introduces strategic tensions—between focus and flexibility, 
exploitation and exploration, commitment and optionality. Rather than eliminating these 
tensions, effective managers recognize and balance them. This dimension draws on paradox 
and ambidexterity research, which emphasizes the managerial capacity to sustain competing 
demands over time (O’Reilly & Tushman, 2013). 

Strategic balancing involves calibrating the scope, pacing, and sequencing of diversification 
in alignment with organizational capabilities and environmental dynamism. Under volatility, 
overconcentration may increase vulnerability, whereas indiscriminate expansion may erode 
coherence. The ability to manage such trade-offs reflects higher-order orchestration 
processes central to dynamic capability theory (Teece, 2007). Weak balancing capability 
often produces either rigid focus or unfocused expansion—both of which undermine 
resilience under uncertainty (Wenzel et al., 2021). 

Governance Orientation and Strategic Discipline 

The third dimension concerns governance orientation and the enforcement of strategic 
discipline. Diversification decisions represent long-term commitments that require explicit 
rationales, performance criteria, monitoring routines, and credible exit mechanisms. Without 
governance discipline, diversification may become opportunistic, politically driven, or 
symbolically aligned with market narratives rather than grounded in strategic logic. 

Research on corporate governance highlights the importance of oversight structures and 
board engagement in sustaining strategic consistency (Hoskisson et al., 2017). From a 
capability perspective, governance orientation reflects the managerial capacity to 
institutionalize evaluation processes, resist short-term market pressures, and maintain 
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disciplined commitment across diversified domains. Under volatility, where external signals 
fluctuate rapidly, governance discipline becomes critical to preventing reactive oscillation in 
scope decisions. 

Organizational Integration and Alignment 

The fourth dimension concerns organizational integration and alignment. Diversification 
increases structural and cognitive complexity, intensifying coordination demands across 
business units. Resource-based and capability research emphasizes that value creation 
from scope expansion depends on effective integration of resources, routines, and identities 
(Helfat & Peteraf, 2015). 

Managers must ensure that diversified activities are not merely aggregated but strategically 
connected through shared narratives, resource complementarities, and governance 
mechanisms. Without integrative coherence, diversification can fragment attention and dilute 
accountability. Under volatile conditions, where rapid recalibration may be required, 
integration capability determines whether diversification enhances adaptive capacity or 
generates organizational strain. 

3.3 Distinguishing Strategic Diversification Capability from Related Concepts 

Conceptual clarity requires distinguishing strategic diversification capability from adjacent 
notions. First, it differs from risk management, which focuses primarily on mitigating 
downside exposure through controls and safeguards. Diversification capability, by contrast, 
is strategic in orientation: it governs scope decisions to preserve balance, optionality, and 
long-term positioning rather than merely reducing risk. 

Second, diversification capability is distinct from corporate portfolio management. Portfolio 
management emphasizes allocation efficiency and financial optimization, often abstracting 
from managerial cognition and organizational processes. Diversification capability centers 
instead on judgment, governance, and coordination as drivers of scope effectiveness. 

Third, diversification capability should not be conflated with operational flexibility. Operational 
flexibility concerns rapid adjustment of processes and routines, whereas diversification 
capability governs strategic boundaries and direction. Flexibility may enable adaptation 
within domains, but it does not substitute for the higher-order managerial capability required 
to design, discipline, and integrate diversified strategies over time. 

Taken together, these distinctions reinforce that strategic diversification capability represents 
a higher-order managerial construct governing how strategic scope is interpreted, balanced, 
disciplined, and integrated under volatility. 

3.4 Strategic Diversification Capability under Market Volatility 

Market volatility amplifies the strategic relevance of diversification capability. Under relatively 
stable conditions, structural diversification may appear sufficient to buffer risk through scope 
dispersion. However, under sustained volatility—where signals are ambiguous and 
environmental trajectories unstable—the effectiveness of diversification depends less on 
structural breadth and more on managerial processes of interpretation, recalibration, and 
disciplined execution (Teece, 2007; Kaplan & Orlikowski, 2013). Volatility increases 
performance dispersion and exposes weaknesses in scope governance, thereby elevating 
the role of managerial capability in shaping strategic outcomes (Wenzel et al., 2021). 

Managers possessing strong diversification capability are better positioned to avoid 
overconcentration driven by dominant sectoral narratives, resist reactive scope shifts 
triggered by short-term fluctuations, and preserve strategic coherence amid uncertainty. 
Research on dynamic managerial capabilities suggests that heterogeneity in executive 
judgment and orchestration explains variation in firm responses under turbulence (Adner & 
Helfat, 2003; Helfat & Martin, 2015). Conversely, weak diversification capability magnifies 
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vulnerability: diversification decisions become fragmented, politically driven, or symbolically 
aligned with transient market trends rather than grounded in sustained strategic logic. 

In this sense, strategic diversification capability functions as a higher-order managerial asset 
that shapes organizational resilience and long-term value creation in volatile environments. 
It governs how strategic scope is interpreted, disciplined, and integrated over time, thereby 
determining whether diversification enhances adaptive capacity or amplifies fragility under 
persistent uncertainty. 

4. A Conceptual Framework of Managerial Diversification 
Capability 

Having reconceptualized strategic diversification as a managerial capability and specified its 
constitutive dimensions, this section integrates these elements into a coherent process-
oriented framework. The framework explicates how market volatility activates managerial 
interpretation, how diversification capability is enacted through interdependent dimensions, 
and how this capability shapes higher-order strategic outcomes over time. Rather than 
treating diversification as a static portfolio configuration, the framework positions it as an 
ongoing managerial practice embedded in sense-making, orchestration, and organizational 
alignment. 

Market volatility is conceptualized not as a background condition but as a triggering force 
that intensifies interpretive demands and exposes weaknesses in scope governance (Kaplan 
& Orlikowski, 2013; Wenzel et al., 2021). Under such conditions, the effectiveness of 
diversification depends on how executives interpret environmental ambiguity, calibrate 
strategic scope, and enforce disciplined integration across business domains. This framing 
aligns with dynamic capability theory, which emphasizes that competitive advantage under 
uncertainty derives from managerial processes of sensing, seizing, and reconfiguring rather 
than from asset positions alone (Teece, 2007; Teece et al., 2016). 

Figure 2 presents an integrative conceptual framework that explains how strategic 
diversification functions as a managerial capability under conditions of market volatility. It 
emphasizes managerial judgment as the central mechanism translating environmental 
uncertainty into coherent strategic outcomes. The framework highlights diversification not as 
a static portfolio choice, but as an ongoing process of interpretation, governance, and 
organizational alignment. 
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Figure 2. Strategic Diversification as a Managerial Capability under Market Volatility 

Source: Developed by the author 

Figure 2 illustrates how market volatility operates as a constitutive strategic condition that 
activates managerial interpretation and judgment. The figure shows strategic diversification 
as a managerial capability composed of four interrelated dimensions—cognitive framing, 
strategic balancing, governance discipline, and organizational integration—which together 
mediate the relationship between volatility and strategic outcomes. By linking these 
dimensions to strategic resilience, long-term value creation, and organizational coherence, 
Figure 2 clarifies how diversification effectiveness depends on sustained managerial 
capability rather than on structural portfolio configuration alone. 

The proposed framework therefore adopts a process logic rather than a deterministic or 
linear model. It positions managerial agency as the central mechanism linking volatility to 
resilience and long-term value creation. Diversification effectiveness emerges not from 
structural dispersion per se, but from sustained capability enactment over time. 

 

4.1 Overview of the Conceptual Framework 

At the core of the framework is the proposition that market volatility functions as a catalytic 
condition that heightens interpretive complexity and strategic risk. Volatility disrupts taken-
for-granted assumptions, weakens predictive heuristics, and increases exposure to 
asymmetric outcomes (Milliken, 1987; Wenzel et al., 2021). In response, managers must 
actively reinterpret environmental signals and reassess the boundaries of strategic scope. 

Managerial diversification capability operates as the mediating mechanism through which 
volatility is translated into strategic action. Rather than reacting mechanically to 
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environmental shifts, managers with strong diversification capability engage in disciplined 
sense-making, balance competing strategic demands, and sustain governance coherence 
across diversified domains. This mediating logic reflects research demonstrating that 
managerial cognition and orchestration explain heterogeneity in firm responses under 
uncertainty (Adner & Helfat, 2003; Gavetti, 2012). 

The framework links diversification capability to three interrelated strategic outcomes: 
strategic resilience, long-term value creation, and organizational coherence. These 
outcomes are not immediate financial metrics but cumulative properties that emerge from 
sustained managerial practice. In this sense, diversification capability functions as a higher-
order integrative mechanism shaping adaptive capacity over time. 

4.2 Causal Mechanisms Linking Volatility to Strategic Outcomes 

The framework specifies three interrelated causal mechanisms—interpretation, 
orchestration, and integration—through which managerial diversification capability operates 
under volatile conditions. These mechanisms translate environmental ambiguity into 
coherent strategic outcomes. 

Figure 3 clarifies the process logic through which market volatility is translated into strategic 
outcomes via managerial action. It highlights three distinct but connected mechanisms—
interpretation, orchestration, and integration—that explain how diversification capability 
operates under uncertainty. By isolating these mechanisms, the figure strengthens the 
framework’s explanatory power beyond static diversification structures. 

 
Figure 3. Managerial Mechanisms Translating Market Volatility into Strategic Outcomes 

Source: Developed by the author 

Figure 3 depicts three causal mechanisms through which managers convert market volatility 
into coherent strategic outcomes when enacting diversification as a capability. The 
interpretive mechanism captures strategic sense-making under ambiguity, the orchestration 
mechanism explains how executives balance scope with discipline through trade-off 
management and pacing, and the integration mechanism shows how diversified activities 
are aligned through coordination and shared strategic logic. By mapping each mechanism to 
resilience, long-term value creation, and organizational coherence, Figure 3 makes explicit 
the process pathways that the article argues are obscured in purely structural or portfolio-
based views of diversification. 

Interpretive Mechanism: From Volatility to Strategic Sense-Making 

Market volatility increases ambiguity and reduces the reliability of established strategic 
heuristics. Under such conditions, managerial interpretation becomes a primary driver of 
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strategic action (Kaplan & Orlikowski, 2013). Through cognitive framing, executives construct 
meaning around environmental signals, differentiate noise from structural change, and 
prioritize strategic attention (Gavetti, 2012). 

This interpretive mechanism explains why firms exposed to similar volatility may pursue 
divergent diversification trajectories. Managers with strong interpretive capability 
contextualize volatility within longer-term strategic narratives, avoiding both overreaction and 
inertia. Through disciplined sense-making, volatility is reframed from exogenous disruption 
into an input for deliberate scope recalibration. 

Orchestration Mechanism: Balancing Scope and Discipline 

Diversification inherently generates tensions between expansion and coherence, exploration 
and control. Under volatile conditions, these tensions intensify. The orchestration mechanism 
captures the managerial capacity to balance scope adjustments with governance discipline 
(Teece, 2007). 

Effective orchestration involves calibrating diversification pace, sequencing strategic 
initiatives, and aligning expansion with organizational absorptive capacity. Without 
orchestration, diversification may drift toward opportunistic expansion or excessive 
retrenchment. This mechanism ensures that diversification enhances strategic optionality 
without undermining organizational coherence. 

Integration Mechanism: Aligning Diversified Activities 

Diversification increases structural complexity, necessitating coordination across business 
units and alignment around shared strategic intent. The integration mechanism refers to the 
managerial capacity to sustain coherence across diversified activities through governance 
structures, shared narratives, and resource complementarities (Helfat & Peteraf, 2015). 

Integration becomes particularly critical under volatility, where fragmented responses amplify 
vulnerability. Through integrative alignment, managers enable learning, resource sharing, 
and coordinated adaptation across domains. Integration thus converts diversification from 
structural dispersion into strategic resilience. 

4.3 Strategic Outcomes of Managerial Diversification Capability 

The framework identifies three strategic outcomes that emerge from sustained managerial 
diversification capability. 

Table 2 consolidates the strategic outcomes emerging from sustained managerial 
diversification capability. Rather than treating performance as an immediate financial metric, 
the table clarifies how diversification capability generates higher-order strategic effects over 
time. It distinguishes resilience, long-term value creation, and organizational coherence as 
analytically related but conceptually distinct outcomes. 

Table 2. Strategic Outcomes of Managerial Diversification Capability 

Strategic 
Outcome 

Conceptual 
Definition 

Mechanism Through 
Which Diversification 
Capability Contributes 

Time Horizon 

Strategic 
Resilience 

The organization’s 
capacity to absorb 
shocks, adapt to 
volatility, and sustain 
viability 

Balanced scope reduces 
overconcentration; interpretive 
judgment prevents reactive 
overcorrection 

Medium to long 
term 

Long-term 
Value Creation 

Sustained enhancement 
of organizational value 
beyond short-term 
market cycles 

Disciplined diversification 
pacing and governance criteria 
align investments with 
strategic intent 

Long term 
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Organizational 
Coherence 

Alignment of diversified 
activities within a shared 
strategic logic and 
governance structure 

Integration mechanisms 
ensure coordination, shared 
narratives, and accountability 

Ongoing, 
cumulative 

Strategic 
Optionality 

Preservation of future 
strategic choices under 
uncertainty 

Controlled diversification 
maintains flexibility without 
sacrificing focus 

Medium to long 
term 

Strategic 
Legitimacy 

Credibility of 
diversification logic in the 
eyes of stakeholders 

Transparent governance and 
coherent strategic narrative 
reinforce trust 

Medium term 

Source: Developed by the author 

Table 2 clarifies that managerial diversification capability produces strategic effects that 
extend beyond short-term financial performance. By distinguishing resilience, long-term 
value creation, coherence, optionality, and legitimacy, Table 2 reinforces the article’s 
argument that diversification effectiveness is cumulative and judgment-driven. These 
outcomes emerge from sustained interpretive, orchestration, and integration mechanisms 
rather than from structural diversification alone, thereby strengthening the article’s central 
theoretical contribution. 

Strategic resilience refers to the organization’s capacity to absorb shocks, adapt to changing 
conditions, and preserve strategic viability over time (Duchek, 2020; Wenzel et al., 2021). 
Diversification capability supports resilience by preventing overdependence on singular 
narratives and by maintaining strategic optionality. 

Long-term value creation emerges as a cumulative effect of disciplined diversification 
governance. Rather than pursuing short-term gains aligned with market enthusiasm, 
managers exercising strong diversification capability emphasize coherence, pacing, and 
sustainable positioning. This orientation aligns with dynamic capability theory’s emphasis on 
long-run orchestration rather than episodic adjustment (Teece et al., 2016). 

Organizational coherence reflects the alignment of diversified activities within a shared 
strategic logic and governance structure. Coherence enables coordinated action under 
uncertainty and reduces the risk of symbolic or fragmented diversification. 

Together, these outcomes underscore that diversification effectiveness is judgment-driven 
and processual rather than structurally predetermined. 

4.4 Boundary Conditions and Contextual Moderators 

The effectiveness of managerial diversification capability is context-dependent. Industry 
maturity influences viable diversification trajectories: mature industries may constrain rapid 
scope expansion, whereas emerging industries permit broader experimentation. 
Organizational size and complexity shape coordination demands and governance capacity. 

Table 3 specifies the contextual conditions under which managerial diversification capability 
operates and produces strategic effects. By identifying boundary conditions and moderators, 
the table prevents theoretical overgeneralization and clarifies how environmental and 
organizational contexts shape the enactment of diversification capability. 

Table 3. Boundary Conditions and Contextual Moderators  
of Strategic Diversification Capability 

Contextual 
Condition 

How It Shapes 
Diversification Capability 

Implications for Managerial 
Action 

Industry Maturity Mature industries constrain rapid 
scope expansion; emerging 
industries enable broader 
experimentation 

Managers must calibrate 
diversification pace and relatedness 
to industry life-cycle conditions 



  | Vol. 1 – Issue 1 – 2025 19 

Market Volatility 
Intensity 

High volatility increases ambiguity 
and weakens predictive models 

Greater emphasis on interpretive 
judgment and disciplined trade-off 
management 

Organizational Size Larger firms face higher 
coordination complexity; smaller 
firms face resource constraints 

Diversification requires stronger 
integration routines in large firms 
and selective scope discipline in 
small firms 

Organizational 
Complexity 

Multi-layered structures intensify 
governance and alignment 
challenges 

Clear accountability mechanisms 
and cross-unit coordination become 
critical 

Institutional Context Weak regulatory or institutional 
environments amplify uncertainty 

Diversification capability may 
substitute for weak external 
safeguards 

Governance 
Structure 

Board engagement and oversight 
quality influence strategic 
discipline 

Strong governance enhances 
evaluation criteria, exit thresholds, 
and coherence 

Resource Base Heterogeneous resources expand 
diversification options but 
increase integration demands 

Managers must align diversification 
scope with absorptive and 
integrative capacity 

Managerial 
Experience 

Experience shapes cognitive 
framing and risk interpretation 

Diverse executive backgrounds may 
enhance balanced diversification 
judgment 

Source: Author’s conceptualization 

Table 3 clarifies that strategic diversification capability does not operate uniformly across 
contexts. Instead, its effectiveness depends on industry maturity, institutional stability, 
organizational scale, governance quality, and managerial experience. By identifying these 
boundary conditions, Table 3 strengthens the theoretical rigor of the framework and 
demonstrates that diversification capability must be enacted with contextual sensitivity rather 
than applied as a universal prescription. 

Institutional context further moderates enactment. In environments characterized by 
institutional voids or regulatory instability, managerial diversification capability may partially 
substitute for weak external safeguards (Khanna & Palepu, 2010). Conversely, in stable 
institutional environments, formal governance mechanisms may complement managerial 
capability. 

Market volatility intensity also conditions enactment. Under extreme turbulence, interpretive 
and orchestration demands intensify, increasing the premium on disciplined capability. 
These boundary conditions prevent theoretical overgeneralization and reinforce that 
diversification capability is enacted within contextual constraints rather than applied 
universally. 

4.5 Implications of the Framework 

By integrating volatility, managerial capability, and strategic outcomes, the proposed 
framework advances diversification scholarship beyond structural and performance-centric 
explanations. It positions diversification as a higher-order, judgment-driven capability 
governing strategic scope under uncertainty. 

The framework provides a foundation for empirical research by specifying mediating 
mechanisms and contextual moderators. More fundamentally, it reframes diversification as 
a strategic responsibility of management rather than a technical allocation problem. In doing 
so, it restores managerial agency to the center of corporate scope research and offers a 
process-based explanation for heterogeneity in resilience and long-term value creation under 
persistent volatility. 
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5. Theoretical Implications 

Reconceptualizing strategic diversification as a managerial capability carries significant 
implications for strategic management theory. By shifting the analytical focus from structural 
configurations to managerial enactment, this study challenges dominant assumptions in 
diversification research and advances a process-oriented explanation of strategic scope 
under persistent volatility. In doing so, it contributes to diversification theory, capability 
research, strategic judgment scholarship, and the broader theorization of uncertainty in 
strategy. 

5.1 Reframing Diversification Theory Beyond Structural Outcomes 

First, this study advances diversification theory by reframing diversification as a dynamic 
managerial capability rather than a static structural outcome. Much of the extant literature 
evaluates diversification through observable configurations—such as scope breadth, 
relatedness, or segment dispersion—and links these attributes to performance 
consequences (Palich et al., 2000; Montgomery, 1994). While analytically rigorous, this 
tradition implicitly locates diversification effectiveness in structural form. 

The framework developed here challenges that assumption by demonstrating that structural 
similarity does not ensure strategic coherence or sustained advantage. Diversification 
outcomes are contingent upon managerial processes of interpretation, governance 
discipline, and integration. Firms may exhibit comparable diversification profiles yet 
experience divergent trajectories because their underlying managerial capabilities differ 
(Adner & Helfat, 2003; Helfat & Martin, 2015). 

By redirecting theoretical attention from what diversification looks like to how it is enacted, 
this study extends diversification research into the domain of managerial agency. It thus 
shifts the explanatory locus from configuration to capability deployment under uncertainty. 

5.2 Extending the Capability-Based View of the Firm 

Second, this study extends the capability-based view by introducing strategic diversification 
capability as a higher-order managerial capability governing corporate scope. While prior 
research has extensively examined operational and dynamic capabilities (Teece, 2007; 
Teece et al., 2016), comparatively less attention has been devoted to capabilities that shape 
strategic boundaries themselves. 

Diversification capability fills this gap by conceptualizing scope governance as an ongoing 
managerial process. Rather than residing solely in routines or organizational processes, this 
capability is embedded in executive cognition, evaluative criteria, and orchestration practices 
(Gavetti, 2012; Helfat & Peteraf, 2015). By positioning diversification capability as managerial 
rather than operational, this study bridges dynamic capability theory with managerial 
cognition and governance perspectives. 

This reconceptualization also contributes to microfoundations research by demonstrating 
how executive interpretation and trade-off management scale into organization-level 
outcomes (Felin et al., 2015). In volatile contexts, where environmental signals are 
ambiguous and path dependencies intensify, scope governance becomes a central domain 
of capability enactment. 

5.3 Advancing Theories of Strategic Judgment and Decision-Making 

Third, this study advances theories of strategic judgment by identifying diversification as a 
domain in which executive decision-making is especially consequential. Under volatility, 
predictive reliability declines and strategic choices increasingly rely on interpretive reasoning 
and temporal framing (Kaplan & Orlikowski, 2013; Wenzel et al., 2021). Diversification 
decisions—given their long-term implications and cross-unit coordination demands—
represent particularly judgment-intensive commitments. 
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The framework underscores that strategic judgment is not merely an individual cognitive act 
but a capability embedded in governance structures, organizational routines, and collective 
narratives. This multi-level perspective integrates individual cognition with organizational 
capability, extending decision-making theory beyond purely behavioral or structural 
accounts. 

By situating diversification within sustained ambiguity, this study contributes to emerging 
research that treats uncertainty not as a temporary disruption but as a structural condition 
shaping managerial action (Duchek, 2020). It highlights how executive judgment functions 
as a stabilizing mechanism in environments characterized by volatility. 

5.4 Integrating Volatility into Strategic Management Theory 

Fourth, the study advances strategic management theory by conceptualizing market volatility 
as a constitutive strategic condition rather than an exogenous disturbance. Traditional 
strategy models often treat uncertainty as noise to be mitigated or controlled. In contrast, the 
present framework embeds volatility within the causal logic of scope governance. 

Volatility activates interpretive processes, intensifies trade-offs, and exposes weaknesses in 
organizational alignment (Milliken, 1987; Teece et al., 2016). By integrating volatility directly 
into the explanation of diversification capability, the study aligns with contemporary 
scholarship emphasizing resilience and adaptive capacity under persistent uncertainty 
(Wenzel et al., 2021). 

This integration broadens strategic management theory by foregrounding how managers 
operate in environments where stability cannot be assumed and strategic scope must be 
continuously recalibrated. 

5.5 Implications for Theory Integration 

Finally, the proposed framework facilitates theoretical integration across previously 
fragmented literatures. Diversification research, capability theory, managerial cognition, 
governance scholarship, and resilience studies have often developed in parallel. By 
conceptualizing diversification as a managerial capability enacted under volatility, this study 
offers a unifying explanatory structure. 

This integrative perspective encourages future research to examine diversification as a multi-
level phenomenon shaped by executive cognition, organizational processes, governance 
mechanisms, and institutional context. It invites scholars to move beyond siloed theoretical 
debates and toward more comprehensive models of strategic scope under uncertainty. 

In doing so, diversification is repositioned not as a narrow corporate growth choice, but as a 
central construct for understanding resilience, long-term value creation, and organizational 
coherence in volatile environments. 

6. Managerial and Governance Implications 

Reconceptualizing strategic diversification as a managerial capability carries important 
implications for executives, boards of directors, and governance actors responsible for 
shaping strategic scope under persistent uncertainty. Rather than treating diversification as 
a technical portfolio adjustment or episodic financial maneuver, the framework advanced in 
this study positions diversification as an ongoing managerial responsibility embedded in 
interpretation, discipline, and organizational alignment. In volatile environments, where 
predictive reliability declines and performance dispersion increases (Wenzel et al., 2021), 
the quality of diversification governance becomes a central determinant of resilience and 
long-term value creation. 

6.1 Implications for Top Management Teams 
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For top management teams (TMTs), the primary implication is that diversification should be 
approached as a capability-building process rather than a discrete strategic decision. 
Research on dynamic managerial capabilities emphasizes that executives shape firm 
trajectories through interpretive framing and orchestration under uncertainty (Adner & Helfat, 
2003; Helfat & Martin, 2015). Diversification effectiveness therefore depends on how scope 
decisions are interpreted, balanced, and governed over time. 

First, TMTs should cultivate shared interpretive frames regarding market volatility. Without a 
common understanding of uncertainty and its implications, diversification decisions risk 
becoming fragmented, politically contested, or reactive. Strategic dialogue should explicitly 
surface assumptions about environmental change, temporal horizons, and risk exposure. As 
research on sense-making suggests, aligned cognitive framing enhances coordinated 
strategic action under ambiguity (Kaplan & Orlikowski, 2013). 

Second, executives must actively manage the trade-offs inherent in diversification. Volatility 
amplifies tensions between focus and flexibility, commitment and optionality. Effective 
strategic balancing requires deliberate pacing, sequencing, and periodic reassessment of 
diversification moves in relation to absorptive capacity and organizational bandwidth (Teece, 
2007). Overconcentration in dominant market narratives may create short-term gains but 
heighten downside exposure; conversely, unfocused expansion can erode coherence and 
strain managerial attention. 

Third, diversification capability should be understood as cumulative. It develops through 
structured reflection, governance routines, and learning processes rather than through 
isolated expansion moves. Investing in formal strategic reviews, cross-unit integration 
mechanisms, and disciplined evaluation criteria strengthens the organization’s ability to 
recalibrate scope under volatility. In this sense, diversification capability represents a long-
term developmental trajectory rather than a one-time strategic adjustment. 

 

6.2 Implications for Boards and Corporate Governance 

The framework also carries significant implications for boards of directors and governance 
structures. Under volatility, boards play a critical role not merely in approving diversification 
initiatives but in evaluating the quality of managerial reasoning underlying scope decisions. 

First, boards should shift evaluative emphasis from diversification outcomes alone toward 
the underlying decision logic. Governance research highlights the importance of oversight 
structures in sustaining strategic discipline (Hoskisson et al., 2017). Boards that focus 
exclusively on financial performance indicators may overlook early warning signs of 
incoherence or overextension. Scrutinizing assumptions about volatility, strategic fit, and 
integration capacity enhances governance quality. 

Second, effective governance requires explicit continuation and exit criteria for diversified 
activities. Diversification capability is reinforced when boards institutionalize mechanisms for 
disciplined reassessment rather than allowing scope to drift. Clear performance thresholds, 
periodic portfolio reviews, and predefined exit logic reduce the likelihood of symbolic or 
politically motivated expansion. 

Third, boards can strengthen diversification capability by fostering constructive cognitive 
challenge within TMTs. Encouraging debate over strategic narratives mitigates 
overconfidence and narrative entrenchment, particularly during periods of market 
exuberance or fear. Research on strategic judgment suggests that structured dissent 
improves decision quality under uncertainty (Kahneman, Lovallo, & Sibony, 2011). 

6.3 Implications for Organizations in Emerging and Volatile Contexts 

For organizations operating in emerging markets or institutionally volatile environments, 
managerial diversification capability assumes heightened importance. In such contexts, 
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regulatory uncertainty, institutional voids, and market instability intensify strategic ambiguity 
(Khanna & Palepu, 2010). Diversification capability may partially substitute for weak external 
safeguards by preserving balance and optionality across domains. 

However, diversification in emerging contexts also increases coordination complexity and 
resource strain. Without governance discipline and integrative alignment, scope expansion 
may exacerbate fragmentation rather than enhance resilience. Managers must therefore 
calibrate diversification pacing carefully, aligning scope decisions with absorptive capacity 
and institutional constraints. 

The framework underscores that diversification capability must be enacted with contextual 
sensitivity. Strategies effective in stable institutional environments may require recalibration 
in volatile or emerging contexts, with greater emphasis placed on interpretive discipline, 
governance oversight, and integrative coherence. 

7. Future Research Directions 

By reconceptualizing strategic diversification as a managerial capability, this study opens 
several promising avenues for future research. The framework developed herein is 
intentionally conceptual, designed to stimulate further theoretical refinement and empirical 
inquiry rather than to provide definitive conclusions. Future research can extend, test, and 
refine the proposed arguments across multiple levels of analysis and contexts. 

First, empirical studies are needed to operationalize and examine the dimensions of strategic 
diversification capability identified in this paper. Qualitative research designs—such as in-
depth case studies, executive interviews, and longitudinal process analyses—would be 
particularly well suited to capturing the interpretive, governance, and integrative aspects of 
diversification capability. Such approaches could illuminate how managerial cognition and 
judgment evolve over time in response to sustained market volatility. 

Second, future research may pursue quantitative validation by developing measurement 
scales for managerial diversification capability and examining its relationship with strategic 
outcomes such as resilience, adaptability, and long-term value creation. Survey-based 
studies involving top management teams and board members could help assess how 
differences in diversification capability explain variation in strategic responses under similar 
environmental conditions. 

Third, comparative and cross-contextual studies offer a valuable extension of the framework. 
Researchers may examine how strategic diversification capability manifests differently 
across industries, organizational sizes, and institutional environments. In particular, 
comparative studies between emerging and developed markets could shed light on how 
institutional volatility moderates the role of managerial capability in shaping diversification 
outcomes. 

Fourth, future research could integrate the framework with related theoretical perspectives, 
such as upper echelons theory, behavioral strategy, and institutional theory. Such integration 
would allow scholars to explore how executive characteristics, governance structures, and 
institutional pressures interact with diversification capability. This line of inquiry could further 
enrich understanding of how strategic scope decisions are socially and institutionally 
embedded. 

Finally, longitudinal research designs are especially important for advancing diversification 
theory. Because diversification capability is cumulative and evolves through learning and 
adaptation, short-term studies may fail to capture its strategic significance. Longitudinal 
analyses could trace how organizations build, lose, or recalibrate diversification capability 
over extended periods of volatility, providing deeper insight into the dynamic nature of 
strategic scope management. 
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Together, these research directions underscore the potential of strategic diversification 
capability as a fertile construct for advancing strategic management scholarship. By moving 
beyond static configurations and performance correlations, future research can deepen 
understanding of how managers shape strategic resilience and long-term value creation in 
volatile environments. 

8. Conclusion 

This conceptual paper set out to revisit the notion of strategic diversification in light of 
increasing market volatility and persistent uncertainty. Rather than treating diversification as 
a structural configuration or a portfolio optimization exercise, the study reconceptualized 
diversification as a managerial capability—one that is grounded in interpretation, judgment, 
governance, and organizational integration. 

By advancing this perspective, the paper makes several contributions. First, it shifts the 
analytical focus of diversification research from static outcomes to dynamic managerial 
processes. Diversification effectiveness is shown to depend not merely on the breadth or 
relatedness of activities, but on how managers interpret volatile environments, balance 
competing strategic demands, and sustain coherence over time. Second, the paper 
integrates insights from strategic management, managerial cognition, and governance 
scholarship to develop a holistic framework that links market volatility, managerial capability, 
and strategic outcomes. This integrative approach addresses long-standing fragmentation in 
diversification research and offers a more comprehensive theoretical foundation. 

The conceptual framework developed herein highlights that market volatility is not simply an 
external disturbance to be managed or minimized. Instead, it constitutes a strategic condition 
that activates managerial judgment and capability deployment. Under such conditions, 
diversification becomes a test of strategic discipline rather than an automatic safeguard. 
Organizations that lack managerial diversification capability may experience fragmentation, 
symbolic expansion, or reactive retrenchment, while those with strong capability are better 
positioned to achieve resilience, coherence, and long-term value creation. 

Beyond its theoretical contributions, the paper underscores the importance of rethinking 
managerial responsibility in shaping strategic scope. Diversification emerges not as a 
technical decision delegated to financial logic, but as a central element of executive 
leadership and governance. This reframing carries important implications for how 
organizations prepare leaders, design governance mechanisms, and evaluate strategic 
decision-making under uncertainty. 

In closing, this study argues that understanding diversification as a managerial capability is 
essential for advancing strategy theory and practice in volatile environments. As uncertainty 
becomes an enduring feature of contemporary markets, the capacity of managers to govern 
strategic scope with judgment and discipline will increasingly distinguish resilient 
organizations from vulnerable ones. By foregrounding managerial capability, this paper 
invites scholars and practitioners alike to reconsider diversification not as an end state, but 
as an ongoing strategic practice. 
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