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Abstract

One of the goals of firms is to optimize their capital structure. Due to transaction costs,
the actual capital structure is always deviated from the optimal and cannot be
immediately adjusted. Therefore, examining the factors affecting the financial leverage
adjustment speed can be important. This research aims to investigate the effect of
economic uncertainty and investment increase on the financial leverage adjustment
speed. For hypothesis testing, a sample of 130 companies listed on the Tehran Stock
Exchange during the period 2016-2021 was selected, and hypothesis testing was carried
out using multiple regression and panel data. The results of hypothesis testing show that
economic uncertainty has a positive and significant effect on the financial leverage
adjustment speed in firms with excessive financial leverage, but this effect is not
significant in firms with lower financial leverage. Additionally, firms with excessive
financial leverage have a slower rate of leverage adjustment during periods of
investment increase than during normal periods. However, investment increase has no
effect on the financial leverage adjustment speed in firms with lower financial leverage.
Moreover, the results show that in conditions of investment increase, firms with
excessive financial leverage and low economic uncertainty have a leverage adjustment
speed close to zero, while economic uncertainty has no effect on the financial leverage
adjustment speed in firms with lower financial leverage during periods of investment
increase.
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Introduction”

Many studies on capital structure have
shown that firms continuously adjust
their financial leverage based on
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changes in their internal and external
environment to maximize their financial
security, financing, and value. One of
the factors affecting the financial
leverage adjustment speed of firms is
the uncertainty of economic policies.
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Economic policies including monetary,
financial, regulatory, and tax policies,
shape the business environment.
Economic uncertainty can be a major
reason for the financial leverage
adjustment speed of firms due to its
intangible nature (Dang et al., 2012;
Fernando et al., 2021; Im et al., 2022).
On the other hand, periods of
investment growth provide valuable
opportunities to achieve a theoretical
framework  for corporate  capital
structure  decisions because major
investments usually require external
financing (Tan et al., 2021). Therefore,
this study examines the impact of
economic uncertainty on the speed of
adjustment of financial leverage and the
role of economic uncertainty in the
intensity of the effect of investment
growth on the financial leverage
adjustment speed in firms with
excessive and lower financial leverage.

Methods & Material

A sample of 130 companies listed on
the Tehran Stock Exchange during the
period 2016-2021 was selected for
testing hypotheses. Multiple regression
and panel data were used to examine the
hypotheses. The dependent variable is
the financial leverage adjustment speed,
and the independent variables are
economic uncertainty and investment
growth. The research hypotheses were
examined separately in companies with
excessive and lower financial leverage.
Finding

The study's findings reveal that high
economic uncertainty in firms with
excessive financial leverage leads to an
increase in the speed of financial
leverage adjustment. However, in firms
with less financial leverage, economic
uncertainty has no significant effect on
the speed of adjustment. The results
also suggest that firms with excessive
financial leverage exhibit a slower
leverage adjustment speed during

periods of increased investment.
Conversely, firms with less financial
leverage are unaffected by an increase
in investment and exhibit no significant
difference in the speed of leverage
adjustment. Furthermore, other findings
have also shown that in firms with
excessive financial leverage and low
economic uncertainty, an increase in
investment does not impact the financial
leverage adjustment speed. Finally,
contrary to expectations, in conditions
of increased investment, firms with
lower financial leverage and less
uncertainty do not have a greater
leverage adjustment speed.

Conclusion & Results

When there is high economic
uncertainty and a firm has excessive
debt, then due to pressure from financial
suppliers, firms are forced to reduce
their debt. As a result, the financial
leverage adjustment speed increases. In
firms with less-than-optimal levels of
financial leverage, since the leverage
ratios of such firms are almost below
the optimal level, economic uncertainty
does not significantly affect the cost of
increasing debt and the financial
leverage adjustment speed. When there
is an increase in investment in a year
and the company also has excessive
debt, then the increase in investment
due to increased financial supply
pressure causes firms to adjust financial
leverage towards the target leverage at a
slower pace. To avoid the direct and
indirect costs of increasing financial
leverage, such firms try to finance the
increase in investment from other
sources rather than increasing financial
leverage.

In firms with excessive financial
leverage and low economic uncertainty,
an increase in investment did not have
much effect on the financial leverage
adjustment speed. This could be
because if the increase in investment is
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reliant on financing debt, highly
leveraged firms facing low economic
uncertainty will deviate from their
leverage goals during the investment
period and the financial leverage
adjustment speed will become negative
or close to zero. Ultimately, contrary to
expectations, it was observed that in
conditions of increased investment,
firms with less financial leverage did

not have a higher speed of adjusting
their financial leverage than those with
excessive financial leverage facing low
uncertainty. This is probably because in
firms with less financial leverage facing
low uncertainty, financing investment
through debt is not possible and
managers use other options such as
issuing shares.
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Table 3. The results of estimating target financial leverage model
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Table 4. The estimation results of the initial model of financial leverage adjustment speed
Lev; — Levy_q = a+ B(Lev;,” — Levy_q) + &;;

b)'}déb€jﬁs‘ »)\uiﬁviufﬁl slad
t o o] g t o o] S
(BLev) 3> Jbs p 2l
Y10 AT Y§/Tr4 oV BLev'- BLevi.,
—V/AYY — /v AIVVY ey KR
080/YYY YEY/e 0 F oLl
oo Pl 31 F ol Jlas
L/EVO ™ LS A e
el glaosls e oAl 7 S a5
©(MLev) 3k JL‘T’J"‘ &
aARN N YA ATV MLev';- MLevi.,
ZY/ANY YR Y RET T o TR s 51 Lo
oYYV 1 sl | F ol
e N F obol Jles
L/gov A DL kel pend
il glaesls Ll slassls S e g5

o340 5 Ao s Ar Jlaml w53 (lslie 3 5 4 e

P ) R S S o2 L

33 ‘(BLeV*it- BLeVit1) o b g ((§ -85
35 e ol ol Sl o (b g sl Ll
ol g ca sl ol O e
fl Jlslas Ao 3 40 Jleas| mlane 3 t oLl
ol G Bl e g8 Jle e el ol
I L ATA N E
Sl 2o p LK Ol 4 AS b 0S8 - s
Obes dyb 55 585 Jbo g ol Aol s
sl sl Jlo VA0 0S8 G il oot

o sl e

F o sl Jazs! (8) 0,LS =l el
rj_ﬁ‘jdj_;éJ Sle CJ_A\)L”MyJAwL»\J{
fj—“‘b.él—“;sj—:“ S s e s 5L Jb
Ol oo ol 5 0 6\.145-61@)\}:,6
)‘JL_.\SA u.iSc,Jb- L a"\";gf;)‘j" 6}%‘ g:,J.f
J‘wlﬁc_ﬁ“}- Lfdwj': Q-w‘;.} )jﬁ'—).) C,.w‘
o Jlazl s st o F O o3l ol
JJ'_»}J)_gMJJOLSUQ;'-dAw)"Mo)lAT
e Jjﬂj. il glaesls b



VEOY 5l (oY) by g oslod e 5l Jlo (Il ol (sl a5 VEA

clacs i s oSSl e syls 5L Ol s
Jlos an Uy sls oS 3 o oS ool oyl
D D I e T T
A Jd S 53 G e USRS
C,&)_MQ_@@J))) ‘_g\)_f @Lb u—i‘ Wl
e L ol el Jb (’J'M S
R e A R Saans sl il
L
S5 (Y1) 5 (1=)) (sl b 0 505
SO0 5 0=V glaars b oyl Gl
53 01 s s 48 i esli il (£) eyl

L Llodds 4.:‘\)\ (0) o)lf.'s

S8 Jlo ool mhaw w255 (585 Jb gl
oS - S s sl 5l Ol e b ang
s o b 5 e Sl ReS Jlep sl L gl
o8l Dol (gl 0Ly JLa V/TY 5 ol +AY
bl e pal el ol 5L g 8 Jb
3 Sl G OB Sl el kil il s 5
el f s S S S
«(MLev'j- MLevie) <o om0k Jbe
o3k b gl 5 el IACO 5 ATV L
o Jle 53 Lo 3 A0/0 5 Ao s AVY sy L
o S e IS s (1L b e pal e
el ol s a Sl (5 L S0 Ol
CS b el b ol Jsb s ook e
L oS 5 5 JLa WYY a5l e Jle el
El sl Sl 1Y Al S Jle o sl
bl Jbpsal mhw a5 1L b ol

(i) ikf‘) bjjij'l @L‘S :(O) 0)&
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Table 6. The estimation results of model (5)
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