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Abstract

Accounting literature shows that one of the most important motivations for diversification is the creation and
access to internal capital markets. Considering the key role of diversification strategy in the strategic behavior of
companies, studies in this field show different results. On the one hand, based on theoretical and experimental
researches and arguments, the optimal allocation of internal resources has been mentioned as one of the
advantages of these markets. On the other hand, increasing agency problems caused by adopting a diversification
strategy are considered as one of the reasons for the inefficient allocation of internal resources in this market.
However, what should be pointed out is that in many of these studies, the diversification of independent
companies has been investigated and to some extent, the function of the internal capital markets of business
groups has been ignored in the context of adopting a diversification strategy. Therefore, the aim of this research
is to investigate the effect of diversification strategy on the internal capital markets efficiency of business groups
in the allocation of internal resources and performance, taking into account the role of moderating the product
market competition. In order to achieve the goal of the research, the information of 18 business groups, whose
main companies are listed in the Tehran Stock Exchange or OTC were collected during the years 2015 to 2022
and the study hypotheses were tested using multiple regression with panel data. The findings of the research
show that the diversification strategy has a negative and significant effect on the internal resource allocation
efficiency and internal capital markets performance efficiency of business groups. Also, the findings show that
product market competition weakens the relationship of diversification strategy with the internal resource
allocation efficiency and internal capital markets performance efficiency of business groups.
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Introduction: One of the most important motivations for the diversification of companies is the creation of
internal capital markets. Considering the key role of diversification strategy in the strategic behavior of
companies, studies in this field show different results. On the one hand, in some of these researches, one of the
most important motivations for diversification is the creation and access to internal capital markets, and the
optimal allocation of internal resources is mentioned as one of the advantages of these markets. on the other
hand, the inefficient allocation of resources in the internal capital markets has been emphasized, and in response
to the causesand reasons forthisissue, the inadequacies and agency problems caused by internal allocations
have been mentioned as important factors in this field. In such a way that with increasing diversification, in
addition to increasing the issue of agency between controlling and minority shareholders, the issue of agency
between shareholders and managers (both central management and managers of subsidiary companies) is also
aggravated, and this can have adverse economic consequences such as inefficient reward plans and decisions and
improper allocation of resources. Based on this, in this research, an attempt was made to investigate the
efficiency of internal capital markets of business groups in the allocation of internal resources and performance
in the conditions of adopting a diversification strategy.

Method and Data: In this research, following the research of Wang and Zhi (2010), and Ren et al. (2021), the
sensitivity criterion of cash flows based on the return on assets has been used to calculate the allocation
efficiency of the internal capital market of the business groupAlso, data envelopment analysis (DEA) method,
which is a non-parametric method based on linear programming for the performance efficiency of economic
enterprisesbased on inputs and outputs, has been used to measure efficiency. For this purpose, the information
of 18 business groups whose parent companies are listed in the Tehran Stock Exchange or OTC were collected
duringthe years 2015 to 2022 and the study hypotheses were tested using multiple regression with panel data.

Findings: The findings of the research show that the diversification strategy has a negative and significant effect
on the internal resource allocation efficiency and internal capital markets performance efficiency of business
groups. Also, the findings show that product market competition weakens the relationship of diversification
strategy with the internal resource allocation efficiency and internal capital markets performance efficiency of
business groups.

Conclusion and discussion: It can be generally concluded that the adoption of diversification strategy in
business group's augmentation agency problems and this issue can have a negative effect on the efficiency
internal capital markets of business groups in resource allocation and performance. However, competition in the
product market as one of the corporate governance mechanisms can weaken this negative effect.
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