Customer Concentration and Leverage Adjustment Speed:
The Mediating Role of Cash Flow Volatility

Abstract

Leverage adjustments have attracted much attention from the academic
community and studies in recent decades. One of the factors affecting the
adjustment of the company's leverage is customer concentration. Major
customers are among the vital stakeholders and the primary source of
income of the companies, which play a vital role in the profitability and
strategic decisions of the company. The purpose of this study is to
investigate the relationship between customer and leverage adjustment
speed and the mediating role of cash flow volatility in this relationship.
In order to test and analyze the hypotheses, the panel data of 113
companies are members of the stock exchange from 2010 to 2024 and
GLS multiple regression were used. The findings of the study showed
that customer Concentration has a positive and significant effect on the
speed of lever adjustment and cash flow volatility can play a mediating
role in the relationship between customer Concentration and the speed of
leverage adjustment speed. In companies with high customer
Concentration due to customer retention and company value, leverage
adjustment leads to better company reputation and reaching optimal
leverage. According to the results of this study, cash flow volatility have
a significant mediating role in the relationship between customer
Concentration and leverage adjustment speed and customer
Concentration affects the leverage adjustment speed by increasing cash
flow volatile. Companies and investors can pay special attention to the
effect of customer Concentration on capital structure, factors determining
the speed of leverage adjustment and the role of cash flow volatility and
finally capital market decisions. The study findings highlight the vital
role of customers as key stakeholders in capital structure decisions.
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1. Introduction

In the past decades, extensive attention has been focused on
adjusting the leverage to reach the target leverage. one of the
factors affecting the company's leverage is focusing on customers,
because the vital role of customers in capital structure decisions
has been highlighted. Therefore, the purpose of this study is to
investigate the effect of customer concentration on the speed of
lever adjustment with the role of mediating cash flow volatility in
the stock exchange.

2. Hypotheses

Company-specific risks and market risks affect companies'
achievement of optimal financial leverage, so by managing internal
and external risks, the company can achieve optimal leverage
sooner. Hypotheses: according to the theoretical foundations of the
study, two hypotheses are presented;

H1: Customer concentration has a significant direct relationship
with the leverage adjustment speed.

H2: Customer concentration has a significant effect on the leverage
adjustment speed through the of cash flows volatility.

3. Method

Considering that this study can be used by users like; investors,
managers, analysts, capital market participants and auditors, so it
can be said that it has a practical purpose. Applied study is done in
line with the needs of society and humanity. In order to achieve the
goal of the study, the data of 113 member companies of the stock
exchange were analyzed for the from of 2010 to 2024.

4. Results

The findings of the study showed that customer concentration
has a significant effect on the speed of lever adjustment and can
also have a positive effect on the speed of lever adjustment, so that



the lever adjustment towards the target lever is done faster. Also,
customer concentration affects the speed of leverage adjustment
through cash flow volatility, if cash flow volatility can mediate the
relationship between customer concentration and the speed of
leverage adjustment. the obtained results can be of interest to
investors, managers, analysts and capital market activists.

5. Discussion and Conclusion

In a company with customer concentration, due to maintaining
customers and thus maintaining the value of the company,
suppliers adjust the leverage towards the target leverage and cause
a significant impact on the speed of the leverage adjustment, and
thus, cash flow volatility can play a role. Mediate the relationship
between customer concentration and leverage adjustment speed.
One of the most essential or critical knowledge enhancements of
this study is; the effect of customer concentration on capital market
decisions increases thematic literature regarding the factors that
determine the speed of leverage adjustment and identifies the
factors that determine the speed of leverage adjustment.

keywords: Cash Flow Volatility, Customer Concentration, Leverage
Adjustment Speed, Financial leverage.
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