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WFFE RS OBEEE (3 3C) : This research project investigates the relationship between
corporate governance system and internal capital markets efficiency, focusing on the role of
debt. Our regression results on Japanese firms indicate that higher levels of debt are
associated with a decrease in the efficiency of the internal capital markets. This result
implies that the beneficial effect of debt on the choice of investment level might be canceled
out by this harmful effect for diversified firms. Our research also shows that managerial
compensation associated with efficient governance system has a positive correlation with
ex post firm performance.
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