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		Abstract

		Due to the great distinctions for the legal environment, institutional and taxations, the restrictive external financing and costly financing cost, and great influence of macro economy or regulation on single industry, firms may change or adjust their organization structure to adaptable to their business strategy. Flat structure can decentralize the powers to subordinate managers, and can internalize the managerial market to promote competition among subsidiary managers, and create an internal capital market within firms to alleviate external financing constrains, and it is matched with the diversification strategy to lower the operation risk and regulation risk for firms in changing environment. Using the data of listed firms in China, an emerging market, this paper examines the efficiency of flat structure within the firm, investigating its influence on capital allocation and firm performance. It shows that flat structure is better in emerging market since it is efficient in capital allocation, reducing the inefficient investment by reducing the overinvestment and alleviating the underinvestment, thus beneficial for firm performance, both short-term and long-term accounting returns. By using the previous and change of multi-unit structure, the change of performance, diverse and concentrated firms, we show that results are not due to the endogenous problem. In all, in less developed capital market under current situation, flat structure is better. It suggests that flat structure can properly implement the strategies in emerging market and beneficial for performance and efficiency. 
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