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Abstract

In recent years, considerable attention has been devoted to the concept of the speed of leverage
adjustment. One of the factors affecting a firm’s leverage is customer concentration, given the critical
role of customers in capital structure decisions. Major customers, as key stakeholders, play an
important role in a firm’s profitability and strategic decision-making. In addition, stock price crash
risk, which reflects the possibility of a sharp and sudden decline in market value following the
disclosure of negative information, can place additional pressure on managers to maintain financial
stability. The purpose of the present study is to investigate the relationship between customer
concentration and the speed of leverage adjustment and to examine the moderating role of stock price
crash risk. To test and analyze the hypotheses, panel data from 113 companies listed on the Tehran
Stock Exchange over the period 2010-2023 were employed. Multiple Generalized Least Squares
(GLS) regression was used for the empirical analysis. The findings show that customer concentration
has a positive and statistically significant relationship with the speed of leverage adjustment.
Accordingly, firms that depend on major customers, due to their higher reputation and stronger
motivation to maintain strategic relationships, have a greater ability and willingness to adjust their
capital structures more rapidly through leverage. In addition, stock price crash risk, as a moderating
factor, strengthens this relationship.
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Introduction

Financial leverage is a financial instrument used to increase the return on investment. It involves
the use of debt to finance specific investments, enabling a company or investor to expand financial
activities beyond the assets and capital already available. The speed of leverage adjustment refers to
the rate at which financial leverage is adjusted toward a target leverage level and is influenced by
numerous firm-specific and external characteristics, including macroeconomic indicators, corporate
governance, and organizational culture.

Leverage adjustment involves both implicit and explicit costs, including the opportunity cost of
deviating from target leverage and the costs associated with issuing securities. When adjustment
costs are high, firms may choose not to adjust their leverage despite being aware of deviations from
the desired level. Firms therefore undertake leverage adjustments when the expected benefits of
doing so outweigh the associated costs.

Companies have recognized that customer retention is one way to enhance firm value and
consequently view customer relationships as mutually beneficial. Firms adjust their leverage in
response to changes in internal and external conditions and when such adjustments provide
substantial benefits. When firms simultaneously face high customer concentration and deviations
from target leverage, market reactions may damage their reputation, create financial constraints,
increase leverage adjustment costs, and ultimately slow the adjustment process.

Therefore, firms with concentrated customer bases must manage their capital structures
appropriately in order to retain their customers, as customer concentration can have a significant
impact on capital structure decisions. The purpose of leverage adjustment is to optimize the market
value of the firm. Previous literature has identified several determinants of the speed of leverage
adjustment, including stock price crash risk, the cost of equity, profitability, liquidity, and stock
price volatility. When stock price crash risk emerges or increases, customers may become more
skeptical about suppliers or the firm itself.

Methodology
The present study is descriptive-correlational in nature and has an applied research purpose. The
study is based on an inductive-deductive approach to drawing conclusions. A library-based method
was used to collect theoretical information from books, articles, websites, and domestic and
international academic journals and databases, including Google Scholar, Elsevier, and Scopus.
The research data were collected from Rahavard Novin software, financial statements, and
information disclosed by companies through the Codal website. The statistical method employed in
this study is multivariate regression. Excel 2013 and EViews 2010 were used for descriptive and
inferential analyses. The statistical population consists of companies listed on the Tehran Stock
Exchange during the period 2010-2023.
H1: Customer concentration has a significant relationship with the speed of leverage adjustment.

ALi,t = ao + O(lcci’t + Z ﬁiCOHtrolii’t + Ei’t (1)

H2: Stock price crash risk affects the relationship between customer concentration and the speed of
leverage adjustment.
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Table 2: Research variables and data sources

Symbol Variable Variable Measurement Source
ALy = }L(L?,c - Li,t—l) + Uit
In the above relationship, . L;; Lj, & L;;—, represent the actual
leverage ratio, target leverage, and previous year's leverage of company
i at time t, respectively, which are used as variables to measure the
company's leverage, and leverage is obtained by dividing total
liabilities by total assets of the company, and target leverage is obtained
A Speed _Of Leverage based on the following: Financial statements
Adjustment L, = BX;
it = it—1
Company characteristics include: size, growth opportunities, capital
expenditure ratio, and value of intangible assets. Size: the natural
logarithm of assets, growth opportunities: the ratio of the company's
market value to its book value, capital expenditure ratio: tangible fixed
assets to total assets, and value of intangible assets: measured from the
ratio of selling, general, and administrative expenses to sales.
] SALE
' (—smt)? HHI-cC=
Costumer Zj=1( SALE ) cc .
cc . it Financial statements
concentraion Company i's sales to major customers in year T divided
by company I's total sales in year T.
_ n(n-1)3/2y Wn ]
NCSKEW;:= [(n—l)(n—Z)(szn)3/2
Wi is the specific monthly return of company i for month t and n is
the number of monthly returns observed during the fiscal year. The
specific monthly return of the company (W) is obtained using the
isk K ori following equation; it is equal to the natural logarithm of one plus the
W Risk of stoc price remainder € calculated from the next equation. Financial statements
crash W
it=Ln(1+€;¢)
Rj =2+ B1m,e-2+Balmt—1+B3rme+HBalme+1
+ BsTmt+2 TEj¢
Tj,¢ is the return on the stock of company j in month tand 7y, ¢ is the
monthly market return (based on the market index).
Size Company size Logarithm of the company's total assets Financial statements
Tang Asset structure Fixed assets divided by total assets Financial statements
Tax Effective tax rate Absolute value of the ratio of tax expense to net profit Financial statements
after tax
Ratio of book
BM value to market Book value to market value ratio Financial statements
value of equity
Rate of return on . . . A
RO assets Ratio of operating profit before tax to total assets Financial statements

Results and Discussion

Customer concentration increases the speed of leverage adjustment. According to the theoretical
literature, optimal financial leverage reflects greater firm efficiency. Therefore, customers prefer to
invest in firms with greater efficiency and stronger reputations. Based on the empirical results, the
coefficient of customer concentration, which is the independent variable of the study, is 0.01 and is
statistically significant at the 5% level. This indicates a positive and significant relationship between
customer concentration and the speed of leverage adjustment. Firms can therefore influence the
speed of leverage adjustment by selecting and managing their customers more effectively.

Stock price crash risk can lead to a sudden decline in firm value, and customers may
consequently become less willing to invest in such firms. According to the results of the present
study, the significance level of customer concentration is 0.04, indicating a statistically significant
relationship between the independent and dependent variables at the 5% level.
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The significance level of the interaction variable is 0.03. Given that the coefficient of the
independent variable is 0.03 and the coefficient of the interaction variable is —0.02, the results
indicate that stock price crash risk strengthens the relationship between customer concentration and
the speed of leverage adjustment. As stock price crash risk increases, suppliers become increasingly
concerned about losing customers. In response, they attempt to reduce deviations within the firm,
improve the firm’s overall condition, and adjust leverage more effectively and rapidly.

Conclusion

The results indicate that customer concentration has a positive and statistically significant
relationship with the speed of leverage adjustment. Accordingly, firms with more concentrated
customer bases tend to adjust their leverage more rapidly.

The findings also show that stock price crash risk strengthens the relationship between customer
concentration and the speed of leverage adjustment. Based on these results, the following
recommendations are proposed:

1. When designing and reviewing capital structures, financial managers should consider the
level of customer concentration and the sensitivity of firm value to changes in customer
concentration as important factors in financial decision-making.

2. Given the moderating role of stock price crash risk in the relationship between customer
concentration and the speed of leverage adjustment, firms should improve information transparency,
enhance the quality of financial reporting, and ensure the timely disclosure of material information.

3. Firms should adopt effective strategies for maintaining and managing long-term
relationships with key customers.
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