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The effect of financial leverage and market competition on the
bankruptcy risk of Tehran Stock Exchange companies
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Abstract

The high financial leverage has caused the reduction and gradual inability to pay the interest
and principal of the company's debt and the increase of the company's risk, and the presence
of competition in the market has led to an increase in transparency and a reduction in
information asymmetry and the risk of bankruptcy, because similar and comparable
information can be obtained from other competitors active in the market. The purpose of this
research was to evaluate the effect of financial leverage and competition in the market on the
bankruptcy risk of companies.In this research, the effect of financial leverage and
competition in the market on the bankruptcy risk of companies has been investigated. In this
regard, three hypotheses were proposed and the relationship between the variables was
evaluated. In this research, bankruptcy risk was used as a dependent variable, and Altman's
criterion was used to identify companies with high bankruptcy risk. Also, variables of
financial leverage (the ratio of book value of debt to assets) and competition in the product
market (Herfindahl-Hirschman index) were selected as independent variables and entered
into the research model. To test the hypotheses, necessary information was collected for 157
companies in the period of 2011-2014. The analysis and testing of hypotheses was done by
Eviews statistical software and panel data using logistic regression method. The results of the
research state that financial leverage has a positive linear and non-linear U-shaped effect with
the dependent variable of bankruptcy risk. Also, competition in the product market has a U-
shaped nonlinear effect with the dependent variable of bankruptcy risk. Next, the interactive
effect of financial leverage and competition in the product market on bankruptcy risk was
tested, and the results showed that in competitive conditions, a higher level of financial
leverage increases the risk of bankruptcy.

Keywords

Financial leverage, product market competition, risk, bankruptcy, bankruptcy risk, Tehran
Stock Exchange companies.
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