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Capital structure and competitive position in product market
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4. Conclusion

This paper examined the effect of capital structure on the competitive position of firms in the product market as measured
by market share. Alternatively, we assumed that a firm's capital structure influences its market share, and vice versa. We verified
the relationship between capital structure and market share through simultaneous equations in which both variables are
endogenous.

Theoretical predictions suggested that the interaction between capital structure and market share depended on whether
Cournot or Bertrand competition presided in the output market. Therefore, we classified our sample into Cournot or Bertrand
competition on the basis of empirical measures of strategic substitutes and strategic complements.

We presented evidence that leverage affects market share positively under both Cournot (strategic substitutes) and Bertrand
competition (strategic complements). This evidence supports the prevailing notion of the limited-liability effect of debt financing.
Alternatively, market share affects leverage significantly and negatively regardless of whether firms compete as substitutes or
complements. This result implies that firms enjoying a high market share restrict debt financing, perhaps to maintain their
competitive advantage in case agency costs outweigh the strategic benefits associated with the increase in debt. Our evidence
suggested that a firm's capital structure influences its market share, and vice versa. We determined that leverage is in equilibrium
when the strategic benefits of debt equal the agency costs associated with its increase.
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