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Abstract:

Purpose: Managers usually tend to allocate internal resources and capital based on the
unit profitability. In other words, managers generally allocate internal capital to
higher-profit sectors. However, research shows that, on average, diversified
companies are worth less than concentrated companies. Diversification offerings
leads to a change in the internal capital allocation. In this regard, comparability
increases the accuracy of publicly available information about investment and
operating decisions and reduces management's inclination to invest in assets that
threaten shareholder value. The aim of this paper is to examine the role of financial
statement comparability and product diversification in the internal capital allocation
efficiency.

Method: The present study is descriptive in terms of purpose and correlational in terms
of nature and method. Given that this study can be used in the decision-making
process of investors, it is considered an applied research type. In this study, the
library method was first used to collect data and information. Then, the compact
discs of the Tehran Stock Exchange's visual and statistical archive, the official
website of the Tehran Stock Exchange, and other related websites were used to
collect data for the present study. In this study, in order to examine and analyze the
hypotheses, data related to 120 companies listed on the Tehran Stock Exchange for
the period 2016 to 2023 were extracted and a panel data regression model with fixed
effects was used to test the research hypotheses.

Results: The results of the study indicate that the comparability of financial statements
leads to an increase in the internal capital allocation efficiency. Also, the results of
the second hypothesis of the study indicate a significant relationship between product
diversity and the internal capital allocation efficiency. The results of the third
hypothesis indicate a significant effect of financial statement comparability on the
relationship between product diversity and the internal capital allocation efficiency.
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Also, the results of the fourth hypothesis of the research indicate a significant
relationship between information asymmetry and internal capital allocation
efficiency. Finally, the results of the fifth hypothesis indicate an interactive effect of
information asymmetry, financial statement comparability, and product diversity on
internal capital allocation efficiency.

Conclusion: The financial statements comparability through the processing and
communication of intra-organizational information provides qualitative frameworks
of accounting information for capital market practitioners. Therefore, this strategy
makes it possible to evaluate the success of investment projects. In other words,
comparability, by increasing the accuracy of available information, increases the
possibility of efficient internal capital allocation based on output and reduces the
managers’ willingness to decrease the shareholders’ interest. When agency problems
between managers and shareholders are pervasive, managers prefer to align
executives of those units with themselves by allocating excessive capital to weak
units. The comparability of financial statements by making budgeting processes
based on the performance of different units limits the opportunities for managers
abuse and opportunistic behavior.

Keywords: Financial statement comparability, product diversification, internal
capital allocation efficiency, information asymmetry.
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