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Product Market Competition and Firm Financial Performance: The Mediating Role of
Capital Structure and the Moderating Role of Firm Size

Mahdieh Kamran!
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Maryam Deliarzehan’
Abstract

This study examines the effect of product market competition on the financial performance of firms and
analyzes the mediating role of capital structure and the moderating role of firm size. Data from 131 firms
listed on the Tehran Stock Exchange were collected during the period 1392 to 1401 and analyses were
conducted using panel data regression models. To examine the role of mediation, the theoretical
framework of Baron and Kenny (1986) was used. The findings show that product market competition
has a positive and significant effect on the financial performance of firms and capital structure partially
mediates this relationship (VAF=6.25%). Also, the effect of competition is moderated by firm size, such
that larger firms have relatively lower performance in competitive environments. The results support
agency theory, equilibrium theory, and the stakeholder perspective, and show that in competitive markets,
optimal use of capital structure and more agile management in smaller firms can lead to improved
performance. The findings contain recommendations for corporate managers, economic policymakers,
and future researchers in the field of optimizing financial and structural strategies in competitive markets.
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