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Do Firms Treat Their Customers with Incentives and
Penalties? Strategic Use of Financial Leverage

Kuang Xuewen', Lin He', Chen Zhifeng’
1. School of Economics & Management, Nanchang University; 2.
School of Management, Xiamen University
Abstract Based on the competitive and cooperative game rela-

tionship between supplier enterprises and customers, this paper

empirically examines the relationship between customer concen-
tration and supplier enterprises’ choice of financial leverage from
the perspective of strategic game, in order to test whether supplier
enterprises use financial leverage strategically in the process of
game with their customers. Empirical research finds that there is a
significant positive U-shaped relationship between customer con-
centration and financial leverage, which reflects that supplier en-
terprises use financial leverage strategically to use “both carrot and
stick approach” in the process of game with their customers. On the
one hand, when customer concentration is at a low stage, in order to
attract and induce customers to conduct relationships. On the other
hand, when customer concentration is at a higher stage, in order to
prevent the “rip-off™ risk of "big customer fraudulent stores" and
enhance their bargaining power, supplier enterprises strategical-
ly choose high financial leverage to "demonstrate" to customers.
The results of robustness test by PSM and two-stage instrumental
variable method remain unchanged. Further research finds that the
strategic use of financial leverage only exists when the level of trust
among enterprises is low, the market power of supplier enterprises
is weak, and the product uniqueness of supplier enterprises is low,
but when the level of trust among enterprises is high, the market
power of supplier enterprises is strong, and suppliers are weak.
When the product uniqueness is high, the strategic use of financial
leverage disappears. On the one hand, this paper expands the re-
search perspective of the strategic effect of financial leverage; on
the other hand, it extends the research content of the strategic effect
of financial leverage, which has a certain marginal contribution in
theory. At the same time, the conclusion of this paper provides a
certain degree for supplier enterprises to make reasonable capital
structure decisions according to customer characteristics. Practical
guidance has certain reference value in practice.

Key Words Financial Leverage; Customer Concentration; Strategic
Game; Stakeholder
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