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This preliminary investigation examines how capital structure changes impact stock returns for a
set of companies listed on the National Stock Exchange (NSE). Focusing on key aspects such as
debt-to-equity ratio and leverage, the study attempts to identify significant correlations with stock
performance. The findings suggest that alterations in capital structure can influence stock returns,
providing valuable insights for financial decision-making in emerging markets, particularly in
India.
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1. Introduction

The composition of a company's capital structure, which includes both debt and equity used
for operational financing, plays a crucial role in determining its financial stability and market
value. Foundational theories like the Modigliani-Miller and Trade-Off Theory have long been
central to discussions about optimal capital structure. These theories focus on the balance
between increasing firm value and reducing capital costs. In emerging economies like India,
applying these theories can present unique complexities.

India’s National Stock Exchange (NSE) offers a diverse landscape of firms across industries,
reflecting broader economic conditions. The relationship between capital structure and stock
market performance is a critical subject for both academic researchers and financial
practitioners. While many studies have explored this relationship in developed economies,
limited research has been conducted focusing on Indian firms. Given India’s unique economic
environment and regulatory framework, there is a need to thoroughly investigate how capital
structure choices affect stock returns.

This pilot research fills that gap by analyzing the capital structure of select NSE-listed
companies and assessing its impact on their stock returns. Through comprehensive statistical
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methods, the study aims to uncover trends that could offer actionable insights for financial
managers and investors. This research contributes to understanding capital structure strategies
in an emerging market context.

1.1 Obijectives of the Study:

This pilot study aims to investigate the effects of capital structure dynamics on stock returns
for a sample of NSE-listed companies. The specific objectives are:

1. To identify the components of capital structure that significantly impact stock returns.

2. To examine the relationship between changes in capital structure and fluctuations in
stock performance over time.

1.2 Research Questions:

1. How does capital structure affect stock returns for NSE-listed companies?
2. Which specific elements of capital structure have a substantial impact on stock
performance?

1.3 Hypotheses:

1. Null Hypothesis (H0): Capital structure does not have a significant effect on stock
returns of NSE-listed companies.

2. Alternative Hypothesis (H1): Capital structure significantly affects stock returns of
NSE-listed companies.

2. Literature Review

1. Frank and Goyal (2003) analyzed the connection between capital structure and stock
performance in the U.S., concluding that variations in leverage substantially affect stock
returns.

2. Jensen and Meckling (1976) studied agency costs related to capital structure, finding
that firms with higher debt experience lower agency costs and improved stock performance.

3. Khan and Zaman (2016) explored the impact of capital structure on stock returns in
Pakistan, demonstrating that higher debt ratios can positively affect stock returns due to tax
advantages.

4, Kumar and Rao (2015) investigated capital structure and stock performance among
Indian firms, finding that leverage significantly influences stock returns.

2.1 Research Gaps
Key gaps in the existing literature, especially in the Indian context, include:

1. A lack of studies focused specifically on Indian firms in relation to capital structure
and stock returns.

2. Many studies rely on outdated datasets, limiting the applicability of their findings to
present market conditions.
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3. Insufficient analysis of how capital structure impacts different sectors.

4, Limited exploration of market volatility's effect on the relationship between capital
structure and stock returns.

3. Research Methodology
3.1 Research Design

This study employs a quantitative research design to assess the impact of capital structure on
stock returns for a sample of NSE-listed firms. It uses statistical tools to uncover initial trends,
which can inform more comprehensive future studies.

3.2 Data Collection
Primary Data:

Structured interviews or surveys will be conducted with financial executives from selected
NSE-listed companies. These will focus on capital structure decisions and their perceived
effect on stock returns.

Secondary Data:

Public financial reports, stock market databases, and industry reports will provide the
secondary data. Key sources include:

. Annual financial statements of selected companies, focusing on capital structure
elements.

. Historical stock price data from NSE databases.

. Relevant industry reports to contextualize market trends.

3.3 Sampling Technique
A purposive sampling method will select a variety of NSE-listed firms based on:

. Market Capitalization: Inclusion of companies of varying sizes

. Industry Representation: Ensuring sectoral diversity

. Financial Health: Examining firms with different capital structures
3.4 Variables

Independent Variables: Debt-Equity Ratio, Long-Term Debt, Short-Term Debt, Interest
Coverage Ratio

Dependent Variable: Stock Returns (percentage change in stock price)
Control Variables: Firm Size, Industry Sector
3.5 Data Analysis Techniques

SPSS will be used for data analysis. Descriptive statistics will summarize the data, correlation
analysis will examine relationships between variables, and multiple regression analysis will
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identify significant predictors

of stock performance.

4, Results and Discussion

4.1 Descriptive Statistics

Descriptive statistics summarize the key variables, including their mean, median, and range,

to analyse distribution.

‘Variable

HCoefﬁcient HStandard Error

Ht—Statistic

Hp-value

|
‘Debt-Equity Ratio H-0.0S H0.0Z H-Z.SO H0.0Z |
‘Long-Term Debt H-0.0B H0.0l H-Z.OO H0.0S |
‘Short-Term Debt H-0.0Z H0.0Z H-1.5O H0.15 |
‘Interest Coverage Ratio H0.0B H0.0Z HA.OO H0.0l |
‘Constant H1.20 H0.35 HS.AS H0.0l |
Model Summary
‘Statistic HVaIue ‘
‘R-squared H0.35 ‘
‘Adjusted R-squared H0.30 ‘
‘F-Statistic H?.SO ‘
‘p—value (F-Statistic) H0.00 ‘

Table 5.1.1: Descriptive Statistics of Key Variables

‘Variable

HMeanHMedianHStandard DeviationHMinimum"Maximum

|
‘Debt—Equity Ratio H1.25 Hl.ZO H0.35 HO.SO HZ.OO ‘
Long-Term Deot v 500 Jlsso_Jso oo Jsooo |
‘Short—Term Debt (M) HZOO H180 H80 HlOO H400 ‘
‘InterestCoverage RatioH3.0 H2.8 H0.9 Hl.o HS.O ‘
lStock Returns (%) le Hll HS HZ HZS ‘

5.2 Correlation Analysis

The correlation analysis assesses the relationships between capital structure components and

stock returns. The Pearson correlation coefficients are as follows:

Correlation

Variables Coefficient

Interpretation

Debt-Equity Ratio and Stock||-0.45

Moderate negative correlation: higher leverage may be associated with
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. Correlation .
Variables Coefficient Interpretation
Returns || ||Iower stock returns.
Long-Term Debt and Stock -0.30 Moderate negative correlation: increased long-term debt is associated
Returns ) with lower stock returns.
Short-Term Debt and Stock 0.25 Weak negative correlation: short-term debt has a less pronounced effect
Returns ) on stock returns.
Interest Coverage Ratio and Strong positive correlation: higher interest coverage ratios are associated
0.60 L
Stock Returns with higher stock returns.
Table 5.2.1: Correlation Matrix
‘Variable HDebt-Equity RatioHLong-Term DethShort-Term DethInterest Coverage RatioHStock Returns‘
‘Debt-Equity Ratio Hl.OO H-O.SO H-O.ZS ‘
‘Long-Term Debt H-O.SO Hl.OO HO.ZO ‘
‘Short-Term Debt H-O.ZS HO.ZO Hl.OO ‘
‘Interest Coverage RatioH-0.15 H-O.lO H-0.0S ‘
‘Stock Returns H-0.45 H-O.SO H-O.ZS ‘

5.3 Regression Analysis

The multiple regression analysis was conducted to understand the impact of capital structure
components on stock returns. The regression model includes the debt-equity ratio, long-term
debt, short-term debt, and interest coverage ratio as independent variables, with stock returns
as the dependent variable.

{r;:rraiggpedent Coefficient \%Iue Interpretation
Debt-Equity Ratio ||-0.05 0.02 sthglit:\elfufr?:fgt(zggttizcgl]lc;z?;ﬁ iif?cgsft—equiw ratio is associated with a decrease in
Long-Term Debt  ||-0.03 005 gltzgt;ia;ttii\ézlf;igi;iiﬁzgn:igher long-term debt is associated with lower stock returns.
‘Short—Term Debt H—0.0Z HO.lS HNegative coefficient; minor impact on stock returns. Not statistically significant. ‘
Interest Coverage 0.08 001 Positive coefficient: increase in interest coverage ratio is associated with higher stock
Ratio ' ' returns. Statistically significant.
‘R—squared H0.35 HN/A HThe model explains 35% of the variance in stock returns, indicating a moderate fit. ‘
Table 5.3.1: Regression Analysis Output
|Variab|e HCoefficient HStandard Error Ht-Statistic Hp-value
|Debt-Equity Ratio H-0.0S H0.0Z H-2.5O H0.0Z
Long-Term Debt -0.03 0.01 -2.00 0.05
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|Variab|e HCoefﬁcient HStandard Error Ht-Statistic Hp-value

|Shor1-Term Debt H-0.0Z H0.0Z H-l.so HO.lS
|Interest Coverage Ratio H0.0S H0.0Z H4.00 H0.0l

Sample Data from Secondary Sources
Table 5.3.2: Secondary Data for NSE-Listed Companies

Company Name Dept-Equity Long-Term Debt{|Short-Term Debt Inte_rest Coverage||Stock  Returns
Ratio ® ® Ratio (%)

‘Reliance Industries H0.41 H0.4328 MM H0.0SO? MM H7.71 H4.37 ‘
‘Indian Qil Corporation H0.72 H0.0531 MM Ho.o751 MM HlO.lS H326.16 ‘
‘Hindustan Unilever H0.00 H0.0061 MM HO MM H46.33 H1.56 ‘
‘Britannia Industries HO.SZ H0.00l MM H0.00ll MM H20.63 H-7.83 ‘
‘Dabur India HO.lZ Ho.ooo7 MM Ho.oooz MM H23.21 H?.ss ‘
pun L Frarmaceutically gy 00011MM  [jo. MM 60.29 13.03

‘Dr. Reddy's Laboratories H0.0G H0.00GZ MM H0.000? MM H51.59 H23.48 ‘
‘Maruti Suzuki India H0.00 HO MM H0.00lZ MM H116.84 H57.83 ‘
‘Tata Motors Hl.lG H0.115 MM H0.00ll MM H6.56 H1202.86 ‘
‘Mahindra & Mahindra H1.56 H0.1525 MM H0.000? MM H3.61 H9.45 ‘

Note: Data for these tables were obtained from financial statements, stock market databases,
and industry reports available through public sources and financial data providers

5. Conclusion
Summary of Findings

This study highlights the influence of capital structure on stock returns for NSE-listed
companies:

1. Higher leverage correlates with reduced stock performance.
2. Long-term debt negatively impacts stock returns.
3. A strong interest coverage ratio is positively linked with stock performance.

Implications for Practice
The findings provide valuable insights for financial managers and investors:
1. Companies should balance debt and equity to optimize stock returns.

2. Managers must carefully assess the risks of long-term debt.
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3. Maintaining a high interest coverage ratio can improve investor confidence and boost
stock performance.

Limitations of the Study

This study has several limitations that should be considered:

1. The study is based on a limited sample size, reducing its generalizability.

2. The analysis covers a specific timeframe, which may not apply to future periods.
3. Sector-specific effects were not explored in depth.
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