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Resource allocation in diversified firms
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Productivity depends on how financial resources are deployed, combined, and aligned in 

diversified firms (Liebeskind, 2000; Mann, 2024, 2026; O’Mahony and van Ark, 2026)
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▪ A way to achieve adaptation, innovation and 

strategic renewal (Feldman, 2016; Folta, Helfat, 

and Karim, 2016; Levinthal, 2017)

▪ Substantial influence on firm performance and 

long-term survival (Capron and Mitchell, 1998; 

Lieberman, Lee, and Folta, 2017)
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Research on resource allocation in diversified firms



Resource allocation in diversified firms

Theoretical background Theory & hypotheses Findings Discussion & conclusion

▪ Lack of a complete understanding how resource allocation strategies affect firm 
performance (Busenbark et al, 2017) [[CAP ALLOC PUZZLE?? DIRECT QUOTE?]]

▪ Dynamic capabilities perspective suggests: Importance of the degree of 
adjustments in resource allocation

• Key point I made for why RA matters 

for strg res: Helps us to explain hetero 

in FP

• So, lit focused on link:

     RA → FP

Or title: Our argument
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point

We have detailed insights about:

✓ Internal vs. external capital markets: Do firms or markets allocate resource more 

efficiently? (Dickler and Folta, 2020; Liebeskind, 2000; Sakhartov, 2018)

✓ When does internal capital market allocation fail? (Feldman, 2016; Helfat and Maritan, 2023; 

Sengul et al., 2019)

✕ We argue: There is an important, overlooked dimension to corporate resource allocation:

Does a firm follow a dynamic or persistent approach to resource allocation adjustments?

→ Allows to recognize problems in firms’ resource allocation ignored in the extant literature



There is a tension between dynamism and persistence in resource allocation

Dynamism:

▪ Resource redeployment literature highlights 

the value of adapting to changes in the 

external environment (Helfat and Eisenhardt, 

2004; Karim and Capron, 2016)

▪ Warning of inertia as a threat to strategic 

change and renewal (Tripsas, 2009; Tripsas & 

Gavetti, 2000)

Persistence:

▪ However, Penrose effect: There are limits to 

growth and change due to administrative 

and organizational stress (Penrose, 1959)

▪ Also: Building new capabilities takes time 

(Mahoney and Pandian, 1992) → Value of 

stability

▪ Besides, organizational routines can be 

highly valuable: Enabling efficient working of 

everyday operations (Felin & Foss, 2009)
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Capabilities framework (Teece et al 1997; Maritan & Lee, 2017):

“Tension”?

Re PP:
Maybe we can turn this into a “tension” between ~~ 

classical RRD arguments and RBV ~??

(Felin & Foss, 2009)



Our research questions

Theoretical background Theory & hypotheses Findings Discussion & conclusion

What are the performance effects of firms pursuing a dynamic (versus a persistent) 

approach to adjustments in capital resource allocation among SBUs?

How do these performance effects of a dynamic (versus persistent) approach vary 

under different environmental conditions?



(i) Resource adjustment economies:

Benefits:

▪ Responding to changing competitive conditions and 
emerging opportunities, in order to achieve 
adaptation and strategic renewal

▪ Karim and Capron, 2016; Helfat and Maritan, 2023

Different strategic re-allocation options:

▪ Entering of newly emerging markets

▪ Exiting of declining, unprofitable markets

Decreasing returns: ‘Low hanging fruits’
Degree of adjustments in
HQ resource allocation

Effects of the degree of adjustment in resource allocation

Benefits
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Adner and Helfat, 2003; 
Coen and Maritan, 2011
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(ii) Resource adjustment diseconomies:

Penrose effect (1959, 1995)

▪ Managerial time and attention

▪ Disrupting operational activities

Coordination costs (Rawley, 2010; Zhou, 2011)

▪ Running and administering multiples change 
initiatives simultaneously

Increasing complexity

Costs
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Effects of the degree of adjustment in resource allocation

Degree of adjustments in
HQ resource allocation



Firm 
performance
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Degree of adjustment in resource allocation & firm performance

Degree of adjustments in
HQ resource allocation

Resource adjustment benefits

Resource adjustment costs



Hypothesis 1: There is an inverse U-shaped relationship between a multi-business firm’s 

degree of adjustments in its resource allocation to SBUs and firm performance 

Theoretical background Theory & hypotheses Findings Discussion & conclusion

Degree of adjustment in resource allocation & firm performance

Degree of adjustments in
HQ resource allocation

Firm 
performance
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H2: In highly dynamic industries, the 
inverse U-shaped relationship between 
the degree of adjustment in resource 
allocation and firm performance shifts 
to the right.

The moderating role of the external environment
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The moderating role of the external environment
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H2: In highly dynamic industries, the 
inverse U-shaped relationship between 
the degree of adjustment in resource 
allocation and firm performance shifts 
to the right.

Perf.

Degree of adjustment

H

L

H3: In highly competitive industries, 
the inverse U-shaped relationship 
between the degree adjustment in 
resource allocation and firm 
performance becomes steeper.

Industry competitiveness

Industry dynamism

Industry dynamism



Theoretical background Theory & hypotheses Findings Summary & contributions

Empirical approach

▪ Dataset:

▪ Publicly-listed U.S. multi-business firms, 2001-2018 (2,814 firm-year observations, 354 companies)

▪ Sources: Compustat (Historical Segments, Fundamentals Annual, Global); MSCI GMI Ratings 

(Companies & Directorships); Execucomp (Annual Compensation)

▪ DV: Change in firm profitability (ROA) between t+1 and t+3 (change over two-year period; one year lag)

▪ IV of interest: Degree of adjustment in resource allocation   =   σ𝑖=1
𝑁 𝐴𝑙𝑙𝑜𝑐𝑖,𝑡0 − 𝐴𝑙𝑙𝑜𝑐𝑖,𝑡−1 ∗ 𝑊𝑖

▪ Moderating variables:

▪ Industry dynamism: SE of regression slope of a regression of total industry sales against time, divided 

by mean of industry sales (Boyd, 1990; Dess and Beard, 1984)

▪ Industry competitiveness = σ𝑖=1
𝑁 (σ𝑗

𝑀 𝑠𝑗
2  ∗  𝑊𝑖), following Boyd (1990, 1995) & Herfindahl (1950)

▪ Control variables: Firm size, leverage, capital intensity, slack, diversification level (total), R&D intensity, 

return on assets in t-1, industry munificence, board size, percentage inside directors, % ownership TMT and 

directors, duality, CEO change

▪ Estimation: FE panel regression; clustered SEs

S&P 1,500 firms

Ms: Justification!



FE regression analysis of change in firm profitability (ROA)
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Main effect: Plot of empirical results
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FE regression analysis of change in firm profitability (ROA)

Theoretical background Theory & hypotheses Findings Summary & contributions

Economic significance

▪ 1 SD below turning point: 

     Associated with a 5.8% loss of a firm‘s profitability

▪ For the average firm in our sample this corresponds to:

      A loss of USD 51 million in total profits



Main effect: Plot of empirical results
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~97% of firms! Only ~3% of firms...



Two contributions to the resource allocation literature

▪ Clarifies when a dynamic approach to capital allocation adjustments is superior to a persistent one → 

Shows how performance payoff of each approach shifts w/ external environment in which it operates

▪ (i) Industry dynamism → Requiring higher level of adjustment to sustain position

▪ (ii) Competitiveness → Punishment for failing to find appropriate balance between dynamism and 

persistence

Value of the competing strategic approaches of

dynamism vs. persistence in HQ resource allocation to SBUs

Theoretical background Theory & hypotheses Findings Summary & contributions

For CBS talk I removed:

▪ 1 SD below TP = Value loss 
of 5.8%

▪ Brings clarity to the puzzle whether dynamism or persistence is superior during allocation adjustments

▪ Highlights there is an important but overlooked dimension to corporate resource allocation

▪ Aim: Reorient conversation in resource allocation literature beyond historical focus of capturing 

effects of inefficiencies in resource allocation statically (e.g., are internal or external capital markets 

more efficient)

▪ Our proposed dynamic perspective matters because it allows to recognize problems firms face 

in their capital allocation that have been inadequately captured in the extant literature (e.g., resource 

allocation inertia)

▪ Important but overlooked mechanism how resource allocation strategies influence firm performance

▪ …

The . For instance, while a

OLD SPK NOTES:

To wrap up:
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• To highlight → The value of… These 2 comp apprs of… D & P

• I.e., the importance of balancing |? these appropriately

• So PP argues that:

• There is an overlooked mech

• How RA strgs affect FP

• & it appears to be an important effect:

• I.e.., being loc 1 SD below TP -- Is assoc w/ a 5.8% loss of a firm‘s profitability (USD 51 mn loss in net profit 
for average firm)

• Which corresponds to: A loss of 51mn USD for… avg firm in…
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• Highlighting the imp of… the EE… for this balancing of D & P

• 1st:         IND DYN         →     Reflecting |? the need for chg   –   w/ higher DYN requiring the firm to show a 

higher lev of adj… just to sust its pos…

• & 2nd     IND COMP:     →     Reflecting |? this punish eff – if firms fails to achieve appropriate DARA/ balance 

btwn |? D & P



Directions for future research

Value of the competing strategic approaches of

dynamism vs. persistence in HQ resource allocation to SBUs

Theoretical background Theory & hypotheses Findings Summary & contributions

For CBS talk I removed:

▪ 1 SD below TP = Value loss 
of 5.8%

▪ Important but overlooked mechanism how resource allocation strategies influence firm performance

▪ …

▪ Why do firms differ in their degree of resource allocation adjustments?

▪ Why do some firms show strong resource allocation inertia?

▪ Why do other firms over-adjust their resource allocation?

Some answers about drivers of resource allocation inertia:

Lindlbauer N, Kor Y, & Singh K. 2025. Unpacking the inertia in 
resource allocation adjustments of multi-business firms. SMJ



Thank you ☺

Any questions?

Theoretical background Theory & hypotheses Findings Summary & contributions

Check spk notes:
I updated them slightly!
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