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Abstract

Product market conditions are an important factor that affects the balance of benefits and costs associated
with CEO power. On the one hand, competition in the product market serves as an external mechanism of
corporate governance, which can reduce the likelihood of management engaging in opportunistic behavior
and enhance the clarity of the company's financial reports. On the other hand, increased costs associated with
information disclosure in competitive market conditions, coupled with the need to maintain a competitive
edge and individual interests, may incentivize powerful managers to present financial reports that are more
complex and less transparent. Therefore, the purpose of this research is to investigate the effect of
competition in the product market on the relationship between CEO power and the readability of financial
reports. Research hypotheses were tested using data from 105 companies listed on the Tehran Stock
Exchange between 2016 and 2022. The results indicate a positive and significant relationship between CEO
power and the readability of financial reporting. Furthermore, competition in the product market has a
diminishing moderating effect on the relationship between CEO power and the readability of financial
reports.
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Introduction

The readability of annual reports is an important tool for communication between companies and various
stakeholders, including investors, creditors, and financial analysts. Recent studies have shown that the
readability of financial reports is influenced by the power of managers. There is no clear consensus regarding
the effect of CEO power on company outcomes. On the one hand, it is assumed that as CEOs' power
increases, their ability to pursue personal interests also grows. In this view, managers may use their power to
obfuscate financial reports, reducing their readability. This perspective aligns with certain economic
research. On the other hand, opponents of this view argue that increased CEO power may enhance the
monitoring of the company's processes and financial reporting. Factors such as adherence to laws and
regulations, motivation to maintain a positive reputation, and superior management skills may lead powerful
managers to adopt better strategies for company operations, thus promoting transparency and safeguarding
the interests of all stakeholder groups. Consequently, powerful CEOs may produce more readable financial
reports, consistent with findings in organizational research. Furthermore, product market conditions
significantly impact the balance of benefits and costs associated with CEO power. On the one hand,
competition in the product market acts as an external mechanism of corporate governance, potentially
diminishing the likelihood that management will exploit their power for opportunistic behavior, which could
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enhance the readability of financial reports. On the other hand, high disclosure costs in competitive markets,
coupled with the need to maintain a competitive edge and personal interests, may incentivize powerful
managers to create financial reports that are more complex and less readable. In light of these considerations,
the purpose of this research is to investigate the effect of competition in the product market on the
relationship between CEO power and the readability of financial reports.

Methods & Material

The current research is based on applied results. In terms of its goals, it is analytical, quasi-experimental, and
correlational. Regarding the time dimension of the data, it is retrospective and post-event. To achieve the
objectives of the research, 105 companies listed on the Tehran Stock Exchange were examined for the period
from 2016 to 2022. The power of the CEO was measured using the principal component analysis method,
which considered criteria such as CEO duality, the percentage of independent directors on the board, CEO
tenure, and CEO ownership percentage. Additionally, the readability of financial reports was assessed using
the Fog index, and competition in the product market was measured using the Lerner index. To collect
research data, the Rahavard Novin database and reports published on the Codal website were utilized. For
data review and analysis, EViews software was employed, and regression analysis with panel data was used
to estimate the research models.

Findings

The results indicate a positive and significant relationship between the CEO's power and the readability of
financial reporting. In other words, as the CEO's power increases, the readability level of financial reporting
also improves. Additionally, competition in the product market has a diminishing moderating effect on the
relationship between CEO power and the readability of financial reporting.

Conclusion & Results

The results, consistent with organizational theory, show that powerful CEOs positively influence the
readability of financial reports by enhancing company performance, motivating the maintenance of their
reputation, building a strong personal and professional network for better access to crucial (including private)
information, and implementing valuable practices such as superior management techniques and social
responsibility initiatives. However, in competitive environments, powerful managers may present more
complex and less readable financial reports to prevent competitors from accessing company information and
maintaining a competitive advantage, which aligns with the ambiguous management hypothesis. According
to this hypothesis, managers' motivations can obscure and conceal information through less transparent
disclosures. They may hide information they do not wish to disclose, making it challenging for investors to
comprehend financial reporting.
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Table 2. The results of principal components analysis
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Table 3. Descriptive statistics of quantitative research variables
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Table 4. Descriptive statistics of qualitative research variables

LOSS High_Competition
Laodalise
Aoy sl Aoy sl
o £t +/£44 v Kl
AL 1) /04 YA i i
/oo VYo /oo VYo Js

o glaasl e

Bws 53 aS Cold VYA 1 S e Ul el oSle i e e (1) 6K 55 a5 sbokes

(s os b Joome 5l odidns Slidas 55m) S 18 Jpame Sk 55 @508 50ka 5005 13 sy
b U laals S cud o Sla 5 VEAVA ol 08 5 53100 Sz sl S0l e .l Ao YY 550
Ao 3 VY 5 allst 5 g Aoy WV s plyls Joms 5l dac gz b 0 OS5 e .l /0YY 55 b 1l
arlse Ol L placs 3 das o QLA eddnly jate 33 &S e . lles S ST Slas (U8 a0
plem Dbl B S5 o5l Jam gte ) sb ay dias o OLES O/ e b L) Ces b (ke il
il el 0T el Ol G (5,83 (ol 51 il OA% Dl S b o o GlaS 5
Sls el BT el ey sS  sla olils IS 4 ol gl Ll L ol 2t AE 4
Sl a5 LAl a8 T Sy o OS5 Aas oo 0L /IVY e b alls 3s 5 (6 diOla s
L lasbe o ol aiie 5 (oKl 51 (SST o cp 2t LIS VT Sl Slail b ) glacs 3 ine (1) 6,5
waS Col pl Slo 50 (8) 65 55 Ll 0L Sle .ol o Sls 51 SUS1 p 2aS lols /0N [l Gl ol

J;‘aJJSJL)|J§UaJl>-QQ)cd~A)fM&u@sﬁ)‘w)b-\bjb dlﬂw&.‘:‘dbb}&)jlﬁ



[ Jb&a,&j&ylyﬂdlﬁ.& ...)JA\&J_:J.AQJJE‘J}MJUL{JAQ{BJ

S5 $Bad S 05051 s
osbOlen ol Ll (Sleaal pie £ g g0 058 o - lae (amslal )3 S ege Slagsb e Sl S
sl sslial (5,338 OB s 0031 5l milisls Sleesl pde (553 s (sl 0355 g0 s dalie (0) 5,15 55 oS
ol 0 Aol bl Sl pde (Ra sy bbb 5 8 55 Ose5l olslias plaw 4 4z 5 L iy ol s o
bty Slaweal O ga zw .0 LK

Table 5. The results of variance heterogeneity test
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Table 6. The results of the first research hypothesis test
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