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The Efficiency of Labor Allocation in Diversified Firms:

an Empirical Analysis of the Electrical Machinery Industry in Japan
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Abstract

Recent empirical researches in the U.S. report that the advantage of business diversification is that it is not only
possible to allocate physical capital within a firm but also to allocate human capital. This paper empirically
analyzes the efficiency of allocation of human capital in the internal labor market for firms belonging to the
electrical machinery industry in Japan.

As a result, I find that in the business divisions where production value is increasing, employees are increasing
regardless of the profit level, and that the smaller the profit level is, the greater the allocation of labor. These
results suggest that internal labor markets are not functioning efficiently in firms in the electrical machinery
industry. Furthermore, I find that the more inefficient the allocation of human capital, the more efficient the

allocation of capital is.
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