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Leverage adjustment has attracted substantial attention in the
capital structure literature, as firms continuously adjust their
leverage toward an optimal target. Among the factors
influencing this adjustment process, customer concentration
plays a critical role. Major customers represent key
stakeholders and primary revenue sources, and their presence
can significantly affect firms’ cash flows, risk profiles, and
financing decisions.

This study examines the relationship between customer
concentration and the speed of leverage adjustment, with a
particular focus on the mediating role of cash flow volatility.
Using panel data from 113 companies listed on the Tehran
Stock Exchange over the period 2010-2023, the hypotheses are
tested through multiple regression analysis based on the
generalized least squares (GLS) method.

The empirical results indicate that customer concentration has a
positive and statistically significant effect on leverage
adjustment speed. In addition, cash flow volatility is found to
play a significant mediating role in this relationship.
Specifically, higher customer concentration increases cash flow
volatility, which in turn accelerates firms’ leverage adjustment
toward their target capital structure.

Overall, the findings highlight the importance of customers as
influential stakeholders in capital structure decisions. The
results suggest that firms with concentrated customer bases
adjust their leverage more rapidly to manage cash flow risk,
preserve firm value, and maintain long-term relationships with
key customers. These insights provide useful implications for
managers, investors, and policymakers when evaluating
leverage dynamics and financial risk in capital markets.
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Extended Abstract
1. Introduction
In recent decades, increasing attention has been paid to leverage
adjustment behavior, as firms actively seek to move toward their target
capital structure. The speed at which firms adjust their leverage is
critical, as deviations from the optimal leverage ratio can impose
adjustment costs, increase financial risk, and reduce firm value. Among
the factors influencing this process, customer concentration has emerged
as a key determinant due to the strategic importance of major customers
in shaping firms’ operational stability and financial policies.
Firms with highly concentrated customer bases often face heightened
exposure to demand shocks and bargaining power asymmetries. At the
same time, close relationships with major customers may provide stable
revenues, reduce information uncertainty, and facilitate access to external
financing. These opposing forces suggest that customer concentration can
significantly influence firms’ capital structure decisions and their ability
to adjust leverage efficiently.
Moreover, cash flow volatility plays a central role in the leverage
adjustment process. Volatile cash flows increase financial risk and
adjustment costs, potentially slowing firms’ movement toward their
target leverage. Customer concentration may affect leverage adjustment
speed indirectly by influencing the stability or volatility of operating cash
flows.
Accordingly, this study examines the effect of customer concentration on
the speed of leverage adjustment, with particular emphasis on the
mediating role of cash flow volatility, in companies listed on the Tehran
Stock Exchange.
2. Research Hypotheses
Firm-specific and market-related risks influence the speed at which
companies converge toward their optimal financial leverage. Effective
management of these risks enables firms to adjust more rapidly to their
target capital structure. Drawing on capital structure theory and prior
empirical evidence, the following hypotheses are proposed:

o H1: Customer concentration has a positive and significant effect

on the speed of leverage adjustment.
e H2: Cash flow volatility mediates the relationship between
customer concentration and the speed of leverage adjustment.

3. Research Method
This applied study addresses the informational needs of various
stakeholders, including investors, managers, financial analysts, capital
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market participants, and auditors. The sample consists of 113 companies
listed on the Tehran Stock Exchange over the period 2010-2023.

Panel data regression techniques are employed to examine the direct
effect of customer concentration on leverage adjustment speed and to test
the mediating role of cash flow volatility.

4. Results

The empirical findings indicate that customer concentration has a
positive and statistically significant effect on the speed of leverage
adjustment, enabling firms to reach their target leverage ratios more
rapidly. In addition, the results confirm that cash flow volatility serves as
a mediating variable in the relationship between customer concentration
and leverage adjustment speed.

These findings suggest that customer structure is an important
determinant of firms’ capital structure dynamics and adjustment
behavior.

5. Discussion and Conclusion

In firms with high customer concentration, the strategic importance of
retaining major customers and maintaining firm value motivates
managers to adjust leverage more quickly toward the target ratio, thereby
enhancing corporate reputation and financial credibility. At the same
time, customer concentration influences the stability of operating cash
flows, which in turn affects the firm’s ability to adjust leverage
efficiently.

The results highlight cash flow volatility as a key transmission channel
through which customer concentration affects leverage adjustment speed.
Overall, this study contributes to the capital structure literature by
identifying customer concentration as a significant determinant of
leverage dynamics and by clarifying the mediating role of cash flow
volatility in this relationship.
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The strategic management of water resources has become
increasingly important for industrial firms, as effective water
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Extended Abstract

1. Introduction

In recent years, water-related issues and, consequently, corporate water
reporting have attracted growing attention from international professional
associations, policymakers, and researchers. This increased focus is
driven by several factors. First, water is essential for life, recognized as a
fundamental human right, and explicitly addressed in the United Nations
Sustainable Development Goals (SDGs). As a result, water management
has evolved into a critical social and environmental concern.

Second, population growth, climate change, and economic development
have intensified pressure on freshwater resources, making water scarcity
and quality degradation increasingly visible. Water is no longer
perceived as a freely available public good. In industrial production
processes, excessive water consumption and wastewater discharge have
rendered traditional water management practices inadequate.
Consequently, managers can no longer assume unlimited access to water
and must adopt more sophisticated strategies to manage both water
availability and quality.

In this context, corporate water reporting plays a vital role by providing
stakeholders with relevant information regarding firms’ water usage,
risks, governance, and sustainability strategies. Transparent water
disclosure can enhance accountability, support informed decision-
making, and potentially influence firms’ financial performance and
market valuation. However, the economic consequences of corporate
water reporting remain underexplored, particularly in emerging markets.
Given Iran’s severe water scarcity and prolonged drought conditions,
understanding the financial implications of corporate water disclosure is
especially important. Despite this urgency, prior research in Iran has not
examined the simultaneous relationships between corporate water
reporting, financial performance, and firm value. This study seeks to fill
this gap by investigating whether reciprocal relationships exist between
water disclosure and financial performance, as well as between water
disclosure and firm value, among companies listed on the Tehran Stock
Exchange.

Financial performance is measured using return on assets (ROA) and
return on equity (ROE), while firm value is proxied by the natural
logarithm of Tobin’s Q (LnQ).
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2. Research Hypotheses
Based on theoretical arguments related to sustainability reporting,
signaling theory, and stakeholder theory, the following hypotheses are
proposed:
e HI1: There is a reciprocal relationship between corporate water
reporting and the firm’s financial performance.
e H2: There is a reciprocal relationship between corporate water
reporting and firm value.

3. Research Method

This study is applied in terms of purpose and descriptive in terms of data
collection. Data were obtained through content analysis of annual
reports and archival financial data for companies listed on the Tehran
Stock Exchange.

Using a systematic elimination method, 102 companies operating in
water-sensitive industries were selected over the period 2012-2021,
yielding 1,020 firm-year observations. Corporate water reporting was
measured using a disclosure checklist developed by Asnad and Fakhari
(2023), comprising 41 items across seven disclosure dimensions:
water-related performance, impacts, risks and opportunities, water
governance, strategy, regulations and water rights, and metrics.

4. Results

The level of corporate water disclosure varied substantially across firms,
ranging from 0 to 23 items out of a possible 41, with an average
disclosure score of 5.57.

The results indicate a positive relationship between corporate water
reporting and return on assets (ROA). However, no reciprocal
relationship was found between corporate water reporting and return on
equity (ROE). Furthermore, the relationship between corporate water
reporting and firm value was unidirectional, with water disclosure
exerting a negative effect on firm value.

5. Discussion and Conclusion

This study extends the literature on environmental and water-related
disclosure by providing empirical evidence on the economic
consequences of corporate water reporting in an emerging market
context. The positive association between water disclosure and asset-
based performance suggests that improved water transparency may
enhance operational efficiency and resource management.
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Conversely, the negative effect of corporate water reporting on firm
value may reflect market concerns regarding increased costs, regulatory
scrutiny, or heightened exposure to water-related risks. These
asymmetric findings highlight the complex nature of sustainability
disclosure and suggest that investors may interpret water reporting as
both a signal of responsibility and an indicator of potential future
obligations.

From a policy perspective, the findings can inform regulators and
standard setters considering mandatory water disclosure requirements.
For managers, the results underscore the importance of integrating water
management strategies with financial objectives. For investors, the study
provides insights into how water-related disclosures may influence
performance evaluation and valuation decisions.

Given Iran’s critical water challenges, this research emphasizes the need
for enhanced transparency and well-designed regulatory frameworks to
promote sustainable corporate water management.
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Corporate water reporting; Water accounting; Water management;
Financial performance; Firm value
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I Information asymmetry makes valuing difficult-to-price firms
challenging, increasing the influence of investor sentiment on
stock performance and portfolio return volatility, which is
crucial for effective risk management.

This study investigates the effect of investor sentiments on the
volatility of portfolio returns for companies with difficult-to-
price characteristics compared to those with more -easily
determined pricing. The sample consists of 173 companies listed
on the Tehran Stock Exchange during the period 2011-2023.
Companies with difficult-to-price characteristics are identified
using three criteria: firm size, book-to-market ratio, and
illiquidity. Portfolios are formed using monthly data, and the
influence of investor sentiment is examined through statistical
analysis of return volatility across these groups.

Empirical findings reveal that investor sentiments have an
asymmetric effect on portfolio return volatility. Specifically, the
book-to-market ratio and illiquidity amplify the impact of
investor emotions on portfolios of companies with difficult-to-
price characteristics more than on companies with predictable
pricing. Conversely, firm size reflects sentiment effects more
strongly for companies with predictable pricing than for those
with difficult pricing. Overall, the results suggest that investors’
emotions exert a heightened influence on the volatility of
companies that are highly illiquid or have high book-to-market
ratios.

These findings highlight the importance of considering market
sentiment when investing in difficult-to-price stocks and
contribute to behavioral finance by showing how firm
characteristics and investor sentiment jointly influence portfolio
risk.
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Extended Abstract
1.Introduction
Investor behavior and market psychology play a critical role in financial
decision-making. Emotions, biases, and subjective judgments can cause
investors to overreact or underreact to market information, leading to
price fluctuations not explained by fundamentals. Behavioral finance
emphasizes that such deviations often result from optimism or pessimism
about a particular stock, rather than intrinsic company value.
The outbreak of the coronavirus pandemic in recent years introduced
significant uncertainty, social concerns, and economic consequences,
challenging conventional investment models. The psychological
pressures associated with the pandemic influenced investor sentiment,
potentially amplifying abnormal market reactions. Understanding these
dynamics is essential for both investors and policymakers to manage
crises effectively.
2.Research Hypotheses
The study tests the following hypotheses:
e HI1: Investor sentiment significantly differs before and after the
spread of the coronavirus in the Iranian capital market.
e H2: The Iranian capital market exhibits a significant difference in
reaction before and after the coronavirus outbreak.
e HI1.1: Stock returns significantly differ before and after the
coronavirus outbreak.
e H1.2: Trading volumes significantly differ before and after the
coronavirus outbreak.
3.Methodology
Data were collected from 204 companies listed on the Tehran Stock
Exchange over an eight-month period (October 16, 2019 — June 17,
2020). Paired comparison tests were used to assess the differences in
investor sentiment, stock returns, and trading volumes before and after
the pandemic announcement. This approach allows for robust analysis of
market reactions to non-economic shocks.
4.Results
The results confirm that investor sentiment increased significantly
following the announcement of the coronavirus outbreak. The Iranian
capital market experienced abnormal stock returns for up to four days,
reflecting heightened uncertainty. Subsequently, trading volumes
displayed abnormal fluctuations within two to five days, indicating a
delayed market response to volatility.
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5.Discussion and Conclusion

The findings demonstrate the critical role of behavioral factors in shaping
market outcomes during periods of uncertainty. The study highlights the
importance of monitoring investor sentiment and market reactions to
non-economic events, such as public health crises. Practically, investors
and market analysts are advised to avoid immediate reactions to sudden
news and allow for the dissipation of short-term overreactions before
making investment decisions.

This research contributes to the literature on behavioral finance and
emerging markets by providing empirical evidence on the interaction
between investor sentiment and market volatility during the COVID-19
pandemic.

Keywords

Abnormal Stock Returns, Abnormal Stock Trading Volume, Investor
Sentiment, Spread of the Coronavirus
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