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The relationship between capital allocation efficiency
and diversification strategy from the perspective of
internal control

Seyed Abbas Borhani' *
Mojgan Safa"
mobin.janmohammadi"

Abstract

Diversification is a type of corporate strategy that some managers use to improve their
company'’s performance. The aim of this research is to examine the relationship between
capital allocation efficiency and diversification strategy from the perspective of internal
control. The research method is correlational in terms of content and nature. The statistical
population includes 131 companies listed on the stock exchange for the period from 2012
to 2021, using Ordinary Least Squares (OLS) regression. The results of data analysis
showed that the quality of internal control has a positive impact on the efficiency of capital
allocation; and the efficiency of capital allocation has a negative impact on the
implementation of diversification. Furthermore, weak internal control has a positive and
significant impact on the implementation of diversification; and when the level of free cash
flow is high, the effect of the convergence of management interests increases the possibility
of implementing diversification. This study provides insights for a deeper analysis of the
relationship between capital allocation efficiency, level of free cash flow, internal control
governance, and diversification strategy in the sanction-driven Iranian economy.

Keywords: Capital allocation efficiency, diversification, internal control, Free cash flow,
Corporate Governance.
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