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CAPITAL STRUCTURE PRACTICES IN STEEL AND CHEMICAL INDUSTRY

*Dr.Ravneet Kaur

Assistant Professor,Gandhi Memorial National College (GMN),Ambala Cantt
ravneetgulatio8 @gmail.com
Abstract:

The present paper examines the financing pattern of Indian Corporate sector belonging to two
industries namely steel and chemical that are listed at Mumbai Stock Exchange Ltd. The secondary
data has been used to achieve the objective of this study. The data period ranges from 1999 to 2015
(i.e. 17 years). The chosen period covers a complete business cycle i.e. both recessionary and
booming phases of the industries. Here, the researcher has tested the null hypothesis: that there is
no significant relationship between the financial leverage and various independent variables. The
statistics like coefficient of determination (R?), ANOVA (F), Durbin Watson, and regression
coefficients resulting from the application of Multiple Regression model were applied for the
analysis of data. The data have been analyzed by using various ratios meant for measuring financial
leverage. These are: Debt Equity (D/E) Ratio and Total Debt (D/TA) Ratio. To analyze
appropriately the pattern of financing the data has been presented on yearly basis for various
industries under consideration. T-test has been applied to examine the significance of difference
of mean ratio between pre-crisis and post-crisis periods. Analysis of variance (ANOVA) is put into
use for determining the significant of variance in leverage ratio across various industries under
reference of this study. To measure and analyze capital structure ratios, we have taken book value
of share capital, reserves and surplus, total shareholder’s fund, secured loans and unsecured loans,
borrowed funds, long term funds, current liabilities and provisions, and total funds, as available in
the ‘Capitaline’ Database

Key words: Capital structure, Financial leverage, Debt/Equity Ratio,

Introduction

Capital structure decisions assume vital significance in corporate financial management.
The firm can issue many different securities in different combinations. The choices between debt
and equity to finance a firm’s assets involve a trade-off between risk and return. The excessive
use of debt may endanger the survival of the firm, while a conservative use of debt may deprive
the firm in leveraging return to equity owners. The firms’ choice of a combination of debt and
equity depends on the various factors. Apart from financial risk-return considerations, non-
financial factors are also likely to be very decisive in designing capital structure of corporate firms.
For instance, use of debt, unlike equity, does not dilute the controlling power of existing owners.
In brief, debt is not an unmixed blessing and, hence, a dilemma for the corporate finances
managers.

Corporate finance managers are expected to design such an optimum mix of debt and
equity as is best suited to both the shareholders and the lenders. The capital structure decisions,
involves numerous issues. These are; (i) Whether capital structure of the corporate enterprises in
India is dominated by debt or equity? (ii) What are the major considerations in designing their
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capital structure? (iii) Is there any preferred hierarchy among sources of raising funds by the
corporate firms?; The present chapter finds an answer of the first question mentioned above.
An Overview of Research

Keeping in view the objective of this chapter is to bring out the financing pattern of various
industries in India. The following hypothesis were established and tested:

Hq: There is no significant difference in the financing pattern of the companies during pre
crisis period (1999-2008) and after the crisis(2008-2020),

H>: There is no significant variance in the capital structure ratios across steel and chemical
industries and Ha:

The reference period for the present study ranges from the year 1999 to 2020 (i.e. a period
of 22 years).For the purpose of examining whether there has been any major change in the capital
structure policies of the corporate firms in India in the wake of the financial crisis of 2008 which
started from US and affected world over, the data is segregated into two phases: 1999-08 (before
crisis) and 2009-2020 (post crisis phase). The requisite data have been collected company wise
and on yearly basis for this duration. For this study, the major part of data was collected from
“CAPITALINE” database.

The data have been analyzed by using various ratios meant for measuring financial
leverage. These are: Debt Equity (D/E) Ratio and Total Debt(D/TA) Ratio. To analyze
appropriately the pattern of financing the data has been presented in the form of arithmetic mean
of D/E ratio of sample companies on yearly basis for various industries under consideration. T-test
has been applied to examine the significance of difference of mean ratio between pre-crisis and
post-crisis periods. Analysis of variance (ANOVA) is put into use for determining the significant
of variance in leverage ratio across various industries under reference of this study.

To measure and analyze capital structure ratios, we have taken book value of share capital,
reserves and surplus, total shareholder’s fund, secured loans and unsecured loans, borrowed funds,
long term funds, current liabilities and provisions, and total funds, as available in the ‘Prowess’
Database. Book-values have been preferred over market value because the leverage ratio’s based
on market value might cause systematic bias in financial risk measures as stated in Barges (1963)
and Chakraborty (1977).

Results and Discussion

Tables 1 and 1A present financing pattern and the results of independent sample t-test for
variance in financial structure respectively of the companies in Steel industry during the period
1999-2020.1t is obvious from the table 1 that on an average, the shareholders fund are found 45.10
percent of the total funds during the entire period. The division of the study in pre-crisis and post-
crisis period indicates that the proportion of shareholders funds have increased in the post US crisis
period as it was found 59.24 percent during 2009-2020 against 35.2 percent in 1999-2008 period.
The difference between the proportions of two periods is found significant at 1 percent level of
significance as indicated by the t-test applied for this purpose. Among the share capital and
reserves and surplus components, the latter contributed 38.73% as compared to 6.37% share of the
former source of funds.
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Table-1 further offers that the proportion of borrowed funds in the total funds works out
427 percent for the entire duration of study i.e 1999-2020.The proportion of borrowed funds has
remained around half(29.41%) in the period 2009-2020 as compared to 567 percent in the period
1999-2008.The above pattern indicates that the dependence of the steel industry on borrowed funds
has come down significantly in the recent years. The above is also supported by the results of t-
test which was applied to test the significance of difference of the financing pattern between two
duration’s i.e before and after the crisis. The t-value is found significant at 1% level of significance
because p-value is less than 0.01

Regarding the use of long term and short term funds, the table indicates that the companies
in the steel industry are found depending heavily on long term funds as they have contributed more
than 86 percent towards the total capitalisation of the industry in each of the year of the study. The
share of short term funds remained lower than 14 percent in most of the years. The share of
provisions and current liabilities on an average is found 39 percent and 6.24 percent respectively
during the study period.

Table-1 Capital Structure pattern of the companies in Steel Industry
(Figures are in Percentage)

Year
Share Capital
Reserves & Surplus
Shareholders
Fund
Secured Loan
Unsecured Loan
Borrowed Funds
Long Term Funds
Current Liab.
Provisions
Short Term Funds
Total Funds

1999 7.66 | 14.88 | 22.54 649 329 | 67.78 | 90.32 | 645 | 3.23 | 9.68 100

2000 7.72 179 | 2251 | 6356 | 3.74 | 67.30 | 89.81 | 6.39 | 3.80 | 10.19 | 100

2001 8.25 171 | 2296 | 6285 | 3.54 | 66.39 | 89.36 | 6.82 | 3.83 | 10.64 | 100

2002 797 | 1344 | 2141 | 63.04 | 3.62 | 66.66 | 88.07 | 7.28 65 11.93 | 100

2003 6.56 | 25.13 | 31.69 | 5545 | 297 | 58.43 | 90.11 | 592 | 3.97 | 9.89 100

2004 5.64 | 3494 | 4058 | 47.89 | 2.46 | 50.35 | 90.92 | 541 | 3.66 | 9.08 100

2005 537 | 36.26 | 41.63 | 4763 | 214 | 49.77 | 91.39 | 492 | 3.69 | 861 100

2006 508 | 36.26 | 41.34 | 4789 | 2.03 | 4991 | 91.25 | 5.08 | 3.67 | 8.75 100

2007 5.06 | 37.56 | 42.61 | 46.66 | 191 | 4856 | 91.18 | 5.16 | 3.66 | 8.82 100

2008 7.72 | 57.05 | 678 18.09 | 349 | 2158 | 86.36 | 7.87 | 5.77 | 13.64 | 100

2009 7.23 | 5847 | 65.70 | 17.33 | 3.61 | 2094 | 86.64 | 7.48 | 588 | 13.36 | 100

2010 6.28 | 55.04 | 61.32 | 2384 | 3.26 | 27.10 | 88.42 | 6.60 | 4.98 | 11.58 | 100

2011 593 | 53.27 | 59.20 | 26.12 | 3.32 | 29.44 | 88.64 | 6.34 | 501 | 11.36 | 100

2012 582 | 5217 | 5799 | 2723 | 3.33 | 30.56 | 88.55 | 6.46 | 499 | 1145 | 100

2013 550 | 52.72 | 58.23 | 27.65 | 3.34 | 30.99 | 89.22 | 6.12 66 10.78 | 100

2014 538 | 51.05 | 56.43 | 29.43 | 3.41 | 32.84 | 89.28 | 6.09 63 10.72 | 100

2015 520 | 50.62 | 55.82 | 30.81 | 3.21 | 34.02 | 89.84 | 5.66 50 10.16 | 100

2016 797 | 1344 | 2141 | 63.04 | 3.62 | 66.66 | 88.07 | 7.28 | 65 | 11.93 | 100
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2017 6.56 | 25.13 | 31.69 | 5545 | 297 | 58.43 | 90.11 | 592 | 3.97 | 9.89 100
2018 6.28 | 55.04 | 61.32 | 23.84 | 3.26 | 27.10 | 88.42 | 6.60 | 4.98 | 11.58 | 100
2019 5.93 | 53.27 | 59.20 | 26.12 | 3.32 | 29.44 | 88.64 | 6.34 | 5.01 | 11.36 | 100
2020 797 | 1344 | 2141 | 63.04 | 3.62 | 66.66 | 88.07 | 7.28 65 11.93 | 100
1999- 6.37 | 38.73 | 45.10 | 41.17 | 3.10 427 89.37 | 6.24 39 10.63 | 100
2020
1999- 6.70 | 28.50 | 35.20 | 51.75 | 2.92 567 89.88 | 6.13 | 3.99 | 10.12 | 100
2008
2009- 591 | 53.34 | 59.24 | 26.06 | 3.35 | 29.41 | 88.66 | 6.39 | 495 | 11.34 | 100
2020
Table-1A Independent Sample T-test for difference in Capital structure
between Pre-crisis and Post-crisis period in case of Steel Industry
Levene's Test for Equality of VVariances
Sig. (2- Mean
F Sig. T df tailed) | Difference
] Equal variances assumed 9.538 | .007 | 1.467 15 163 .7951720
Share Capital -
Equal variances not assumed 1.631 | 1219 125 7951720
Reserves and  |Equal variances assumed 13.347 | .002 | -472 15 .000 -24.8337095
Surplus Equal variances not assumed -5.329 | 9.889 .000 -24.8337095
Shareholders  |Equal variances assumed 8.477 | .011 | -478 15 .000 -24.0385375
Fund Equal variances not assumed -5.291 | 10.489 .000 -24.0385375
Secured Loan Equal variances assumed 3.790 | .071 | 644 15 .000 25.6955075
Equal variances not assumed 5414 | 11.424 .000 25.6955075
Equal variances assumed 23.830 | .000 | -1.567 15 138 -.4350249
Unsecured Loan
Equal variances not assumed -1.870 | 9.818 .092 -.4350249
Borrowed |Equal variances assumed 766 .045 509 15 .000 25.2604826
Funds Equal variances not assumed 5.269 | 11.269 .000 25.2604826
Long Term |Equal variances assumed 1.295 | .273 | 1.771 15 .097 1.2219451
Funds Equal variances not assumed 1.918 | 14.929 .075 1.2219451
oL Equal variances assumed 3.988 | .064 | -.627 15 .540 -.2643773
Equal variances not assumed -691 | 1560 501 -.2643773
o Equal variances assumed .730 | .406 | -3.088 15 .007 -.9575678
Provisions
Equal variances not assumed -3.344 | 14.930 .004 -.9575678
Short Term |Equal variances assumed 1.295 | .273 | -1.771 15 .097 -1.2219451
Funds Equal variances not assumed -1.918 | 14.929 .075 -1.2219451

Table-2 shows mean D/E ratio and D/TA ratio in case of Steel industry. It is clear from the
table that during 1999-2008, the mean debt equity ratio stood at 1.90 but after the crisis, (2009-
2020),it declined to 0.50.There has been downward trend of debt equity ratio during the year 1999-
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2009.The ratio came down to 0.32 in the year 2009 but went upto 0.58 in the year 2015.The null
hypothesis that there is no significant difference between D/E ratio of two periods (1999-2008
and 2009-2020) was tested by applying independent sample t test. The result of t test rejects this
hypothesis at 0.002 level of significance. Hence the debt equity ratio has declined significantly
after the U.S financial crisis. A similar pattern can be observed from the table-2 regarding D/TA
ratio which declined from 0.74 in the year 1999 to 0.28 in the year 2009.The mean D/TA ratio has
been found 0.51 for the entire study period,0.61 during the first phase and 0.36 during the second
phase of study. The hypothesis that there is no difference between D/TA ratio of pre-crisis period
and post crisis period is rejected as p-value (0.000) is found less than 0.05. Hence, the dependence
on borrowed funds has declined in the recent years. The above-mentioned results are similar to a
recent study conducted by Bodla (2011).

To make an in-depth analysis of capital structure pattern among the Indian corporate
sector, the data has been analysed by classifying the D/E ratio in various groups like the percentage
of companies having this ratio less than 0.25,0.25 to 0.50,0.50 to 1.0,1.0 to 1.5 and above 2(Table-
3).1t is clear from the frequency distribution given in the table that the firms belonging to steel
industry have been exposed to higher degree of financial leverage(D/E Ratio) in the first half of
the first decade of 21% century. It is found that more than 75 percent of the firms are having debt
equity ratio above one during the period 1999-2003, but the opposite of the above pattern was
experienced between 2004 and 2015 as more than 75 percent of the firms were found with D/E
ratio of below one. Further, more than half of the companies in the study were having debt equity
ratio between 0.5 and 1.5 during the period 2004-2007. After the subprime crisis, majority of the
firms were found with debt—equity ratio between 0.25 and 1.0.

Table-2 Pattern of Debt Equity Ratio and Debt to Total Assets ratio in

Steel Industry

Year Mean(D/E) Mean(D/TA)
1999 3.01 0.74
2000 2.99 0.74
2001 2.89 0.73
2002 311 0.74
2003 1.84 0.64
2004 1.24 0.56
2005 1.20 0.55
2006 1.21 0.55
2007 114 0.54
2008 0.33 0.29
2009 0.32 0.28
2010 0.44 0.34
2011 0.50 0.36
2012 0.53 0.37
2013 0.53 0.37

International Research Journal of Management Sociology & Humanity ( IRJMSH ) Page 183
www.irjmsh.com



http://www.irjmsh.com/

IRIMSH Vol 13 Issue 1 [Year 2022] ISSN 2277 —9809 (Online) 2348—9359 (Print)
2014 0.58 0.39
2015 0.61 0.40
2016 0.35 0.28
2017 0.45 0.35
2018 0.62 0.41
2019 0.51 0.38
2020 0.45 0.35
1999-2020 1.32 051
1999-2008 1.90 061
2009-2020 0.50
0.36
t-value 308;Significant at .002 level t-value 5.308;Significant at .000 level
Table-3 Distribution of the firms in Steel Industry according to
Debt-Equity Ratio (Figures in %age)
Year | Below 0.25 0.25-0.50 0.50-1 1-15 1.5-2 Above 2
1999 118 | - (I T [ 17.6 58.8
L I R [ [ — X [ — 62.5
10 L [ — 11.8 35.3 52.9
0 e I e— 11.8 X 82.4
2003 118 | - 5.9 29.4 529 | --eeeee-
2004 | -----e- 25 375 12.5 25 | e
2005 1o B I — 12.5 LY [ [ —
2006 |  -----ee- 25 12.5 50 | e | -
2007 | -eeeeee- X — Y I [——
YT — 62.5 12.5 25 | e | -
2009 25 62.5 X [l [N | —
2010 11.8 52.9 29.4 T [ I —
2011 25 62.5 X i [N | ——
2012 | -eeeeee- 62.5 25 125 | e [ -
2013 | e 375 50 125 | e [ -
2014 | -meeeee- 25 62.5 X e—
2015 | -eeeeee- 125 875 | s | e [ -
2016 11.8 25 28.5 12.5
2017 25 51.5 225 | - 529 | -
2018 118 | e | - 12.5 LI [ —
2019 | - 115 AT [ — 353 | -
2020 | eeeeeeeeee | - 25.5 28.5 LI [ —
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Tables 4 and 4A present the financing pattern and the results of independent sample t-test
for variance in financial structure respectively in case of Chemical industry during the
period 1999-2020. It is obvious from the table that, on an average, the shareholders fund
accounted 66.91 percent of the total funds during the entire period. The division of the
study in pre-crisis and post-crisis period indicates that the proportion of shareholders’ funds
have increased from 62.68 percent during 1999-2008 to 72.95 percent in the post US crisis
period (i.e 2009-2020).The difference between the proportions of two periods is found
significant at 1% level of significance as indicated by the t-test applied for this purpose.
Among the share capital and reserves and surplus components, the latter contributed 66.02
percent as compared to 0.89 percent share of the former source of funds.

Table-4 further offers that the mean proportion of borrowed funds in the total funds works
out 15.85 percent for the entire duration of study i.e 1999-2020.The proportion of borrowed
funds has declined to (13.59%) in the period 2009-2020 as compared to (17.43%) in the
period 1999-2008.The above pattern indicates that the dependence of the companies
included in Chemical industry, on borrowed funds, has come down significantly in the
recent years. The above is also supported by the results of t-test which was applied to test
the significance of difference of the financing pattern between two duration’s i.e before
and after the crisis. The t-value is found significant at 1% level of significance.

Regarding the use of long term and short-term funds, the table indicates that the companies
in the Steel industry are found depending heavily on long term funds as these funds have
contributed more than 70 percent in each of the year of the study towards the total
capitalization of the industry. The share of short-term funds remains lower than 25 percent
in most of the years. On an average the long-term sources contributed 86.40 percent as
compared to 13.60 percent of short-term funds during the study. The share of provisions
and current liabilities, on an average, is found 16 percent and 13.08 percent respectively
during the study period.

Table-5 shows mean debt equity ratio and debt to total asset ratio in case of the firms of

Chemical industry. It can be seen from this table that during 1999-2008, mean debt equity
ratio stood at 0.30 but during the period 2009-2020,it declined to 0.19. In the initial years
of the study i.e from 1999-2004,there was an increasing trend of debt equity ratio but after
that i.e from 2005-2015,a downward trend of debt equity ratio has been observed. The null
hypothesis that there is no significant difference between D/E ratio of two periods (1999-
2008 and 2009-2020) was tested by applying independent sample t test. The result of t test
rejects this hypothesis at 0.01 level of significance. Hence, the debt equity ratio has
declined significantly after the U.S financial crisis among the firms belonging to Chemical
Industry. A similar pattern can be observed from the table-5 regarding D/TA ratio.

Table-4: Capital structure pattern of the Companies in Chemical Industry

(Figures are in Percentage)

> o 8 Yy W e d o o] D df n o o] DS wlMmo -] 4o c] Od 0O -~ qd »nc o] ©

1999

0.92 71.60 72.52 2.98 5.79 8.77 81.28 1541 331 18.72 100
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2000 0.86 | 6503 | 6588 5.01 8.22 1322 | 7911 | 1672 17 20.89 100
2001 092 | 7075 | 7167 3.81 5.18 8.99 80.65 | 1600 | 334 | 19.35 100
2002 0.97 69.67 70.63 30 3.58 7.88 78.52 17.13 35 21.48 100
2003 0.84 | 5097 | 5182 9.92 11.0 2402 | 7583 | 1858 | 559 217 100
2004 1.09 | 4861 | 4970 | 1167 151 2618 | 7587 | 1824 | 589 213 100
2005 1.15 53.10 525 9.40 15.32 272 78.97 15.60 5.43 21.03 100
2006 124 | 5561 | 56.85 7.93 15.64 | 2357 | 80.42 | 1481 77 19.58 100
2007 1.23 | 5759 | 5882 7.49 1557 | 2306 | 81.88 128 384 | 1812 100
2008 0.72 73.97 769 56 9.30 13.85 88.54 9.14 2.32 11.46 100
2009 0.68 | 74.07 775 18 8.66 12.84 | 8759 8.53 388 | 1241 100
2010 0.80 | 7067 | 7147 4.94 9.81 175 86.22 9.65 13 13.78 100
2011 0.83 | 6844 | 6927 5.14 1057 | 1571 | 8498 | 1053 49 15.02 100
2012 0.83 68.98 69.81 65 10.46 15.11 84.92 10.77 31 15.08 100
2013 0.66 75.04 75.70 3.91 8.34 12.25 87.96 8.57 3.47 12.04 100
2014 0.67 75.02 75.69 3.98 8.10 12.08 87.77 8.56 3.67 12.23 100
2015 0.65 73.32 73.97 30 8.13 12.43 86.40 9.87 3.73 13.60 100
2016 0.72 68.23 69.81 5.98 10.25 22.21 88.70 9.25 5.45 12.24 100
2017 0.82 69.25 68.25 6.21 115 23.45 89.21 11.25 7.25 13.21 100
2018 081 | 7232 | 69.21 358 12.2 1209 | 8525 | 1354 | 825 | 15.07 100
2019 065 | 7545 | 7221 3.87 9.85 1211 | 8721 | 1097 | 321 | 1421 100
2020 0.67 72.21 69.25 4.25 8.21 13.12 88.54 15.24 6.21 13.09 100
129092% 0.89 66.02 66.91 5.77 10.07 15.85 82.76 13.08 16 17.24 1000
1999-

2008 099 | 6169 | 6268 6.71 10.72 | 1743 | 8011 | 1559 30 19.89 100
2009-

2020 073 | 7222 | 7295 44 9.15 1359 | 86.55 9.50 396 | 1345 100

Table-4A Independent Sample T-test for Variance in Capital structure in case of

Chemical Industry during pre-crisis and post-crisis periods
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Levene's Test for Equality of Variances
F Sig. T df Sig. (2-tailed) Mean Difference
) Equal variances assumed 4908 | .043 | 3.645 15 .002 .2613635
Share Capital -
Equal variances not assumed 4.099 | 13.671 .001 .2613635
Reserves and |Equal variances assumed 22641 | 000 | -2.811 15 013 105309255
Surplus
Equal variances not assumed -3.291 | 11.122 .007 -10.5309255
Sharehr:)(;dersFu Equal variances assumed 21867 | 000 | -2.773 15 014 10.2695620
Equal variances not assumed -3.251 | 11.052 .008 -10.2695620
Equal variances assumed 21.205| .000 | 1.973 15 .067 2.2641834
Secured Loan -
Equal variances not assumed 2.360 9.649 .041 2.2641834
Unsecured |Equal variances assumed 28.700 | .000 .838 15 415 1.5665176
Loan Equal variances not assumed .993 10.293 .344 1.5665176
Borrowed |Equal variances assumed 49.885 | .000 | 2.315 15 0.002 3.8307
Funds Equal variances not assumed 2.563 | 10.045 0.001 3.8307
Long Term |Equal variances assumed 2.040 | 174 -492 15 .000 -6.4388611
Funds Equal variances not assumed -5.197 | 11.941 .000 -6.4388611
oL Equal variances assumed 1586 | .227 | 5.755 15 .000 6.0933536
Equal variances not assumed 6.651 | 12.025 .000 6.0933536
. Equal variances assumed 5.998 | .027 .766 15 456 .3455075
Provisions -
Equal variances not assumed .892 11.494 .391 .3455075
Short Term |Equal variances assumed 2.040 | 174 492 15 .000 6.4388611
Funds Equal variances not assumed 5197 | 11.941 .000 6.4388611

Table-5 Pattern of Debt Equity Ratio and Debt to Total Assets ratio in

Chemical Industry

Year Mean(D/E) Mean(D/TA)
1999 0.12 0.24
2000 0.20 0.30
2001 013 0.25
2002 0.11 0.25
2003 0.46 0.43
2004 0.53 0.44
2005 0.46 0.40
2006 0.41 0.38
2007 0.39 0.37
2008 0.19 0.23
2009 0.17 0.21
2010 0.21 0.24
2011 0.23 0.26
2012 0.22 0.26
2013 0.16 0.21
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2014 0.16 0.21
2015 0.17 0.22
2016 0.35 0.21
2017 0.46 0.34
2018 0.18 0.22
2019 0.23 0.21
2020 0.24 0.22

1999-2020
0.25 0.29

1999-2008
0.30 0.33

2009-2020
0.19 0.23

t-value 2.111 ;Significant at .000 level t-value 3.528 ;Significant at .000 level

In Table-5 The mean D/TA ratio has been found 0.29 for the entire study period,0.33
during the first phase and 0.23 during the second phase of study.

The hypothesis that there is no significant difference between D/TA ratio of pre-crisis
period and post crisis period is rejected as p-value (0.000) is found less than 0.00. Hence, the
dependence on borrowed funds as percentage of total funds has declined in the recent years The
distribution(in percentage) of the firms falling in various ranges of D/E ratio in case of Chemical
industry is available in Table 6.This table offers clearly that more than 50 percent of the companies
were having D/E ratio below 0.25 during the years 1999 and 2002.However the percentage of such
companies came down to 8.7 percent in year 2005 and 2006.The percentage of companies having
debt equity ratio below 0.25 again took an uptrend and the same stood at 55.9 percent, during 20009,
it declined to 48.3 percent in the year 2015.In contrast, a major variation is observed in the
percentage of companies having D/E ratio between 0.25 to 1.00 in the corresponding period. More
than half of the companies in the study were having their debt equity ratio below 0.25 during the
period 2008-2015.After the subprime crisis, more than 30 percent of the firms are found with debt
—equity ratio from 1 to 2.0. From the above analysis it has emerged specifically that the Indian
corporate sector has reduced their dependence on borrowed funds and therefore the percentage of
companies with D/E ratio above 1.0 declined significantly over the years.

Table-6 Distribution of the companies according to Debt-Equity Ratio in case of Chemical
Industry (Figures are in percentage)

Year Below 0.25 0.25-0.50 0.50-1 1-15 1.5-2 Above 2
1999 62.8 8.7 7.4 5.6 4 1.2
2000 55.1 6.0 8.7 115 114 8.3
2001 65.1 12.8 6 6.4 7.3 6.7
2002 55.1 12.8 6 16.4 7.3 5.7
2003 16.1 39.3 13.7 5.9 3.2 21.9
2004 17.8 43 19.1 5.0 6.8 16.9
2005 8.7 37.9 11.0 16 7.3 205
2006 8.7 37.9 19.6 12 9.6 15.1
2007 16.9 45.3 15.1 21.9 2.2 1.2
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2008 49.6 5.9 11.0 18.7 6.6 10.8
2009 55.9 3.7 8.2 6.9 25.6 2.7
2010 50.9 3.5 10.5 16 13.7 9.8
2011 46.4 3.7 6.4 18.7 20.1 7.7
2012 53.7 8.2 19.6 16.9 2.9 1.7
2013 46.9 9.6 27.4 16.4 1.7 1.0
2014 55.5 6.4 11.0 16 10.0 5

2015 48.3 13.0 111 9.8 10.3 8.5
2016 16.9 45.3 15.1 21.9 2.2 1.2
2017 49.6 5.9 11.0 18.7 6.6 10.8
2018 55.9 3.7 8.2 6.9 25.6 2.7
2019 50.9 3.5 10.5 16 13.7 9.8
2020 48.3 13.0 111 9.8 10.3 8.5

MAJOR FINDINGS OF THE STUDY

: Findings regarding Financing Practices

Financing pattern of Steel Industry: The study brought out that, on an average, the
shareholders’ funds are 45.10 percent of the total funds during the entire period in case of Steel
Industry. The division of the study in to pre-crisis and post-crisis period indicates that the
proportion of shareholders’ funds have increased in the post US crisis period as it was found 59.24
percent during 2009-2020 against 35.2 percent in 1999-2008 periods. The difference between the
proportions of shareholders’ funds of two periods is found significant at 1 percent level of
significance. The proportion of borrowed funds in the total funds works out 42.7 percent for the
entire duration of study i.e. 1999-2020.The proportion of borrowed funds has remained around
half (29.41%) in the period 2009-2020 as compared to 567 percent in the period 1999-2008.The
above pattern indicates that the dependence of the steel industry on borrowed funds has come down
significantly in the recent years. Regarding the use of long term and short term funds, the study
indicated that the companies in the steel industry are found depending heavily on long term funds
as they have contributed more than 86 percent towards the total capitalisation of the industry in
each of the year of the study.

During 1999-2008, the mean debt equity ratio stood at 1.90 but after the crisis, (2009-2020), it
declined to 0.50.There has been downward trend of debt equity ratio during the year 1999-2009.
A similar pattern was observed regarding D/TA ratio which declined from 0.74 in the year 1999
to 0.28 in the year 2009.The mean D/TA ratio has been found 0.51 for the entire study period, 0.61
during the first phase and 0.36 during the second phase of study. The frequency distribution of the
firms according to D/E ratio brought out that the firms belonging to steel industry have been
exposed to higher degree of financial leverage in the first half of the first decade of 21% century. It
is found that more than 75 percent of the firms are having debt equity ratio above one during the
period 1999-2003, but the opposite of the above pattern was experienced between 2004 and 2020
as more than 75 percent of the firms were found with D/E ratio of below one. After the subprime
crisis, majority of the firms were found with debt—equity ratio between 0.25 and 1.0.

Financing Pattern of Chemical industry: In case of Chemical industry, on an average, the
shareholders fund accounted 66.91 percent of the total funds during the period 1999-2020. The
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division of the study in pre-crisis and post-crisis period indicated that the proportion of
shareholders funds have increased from 62.68 percent during 1999-2008 to 72.95 percent in the
post US crisis period (i.e. 2009-2020).The difference between the proportions of two periods is
found significant at 1% level of significance as indicated by the t-test applied for this purpose. The
analysis further offered that the mean proportion of borrowed funds in the total funds worked out
15.85 percent for the entire duration of study. The proportion of borrowed funds has declined to
13.59% in the period 2009-2020 from 17.43% in the period 1999-2008.The above pattern indicates
that the dependence of the companies included in Chemical industry, on borrowed funds, has come
down significantly in the recent years. On an average, the long-term sources contributed 86.40
percent as compared to 13.60 percent of short term funds during the study, in this industry.

It was seen that during 1999-2008, mean debt equity ratio stood at 0.30 but during the period
2009-2020, it declined to 0.19. A similar pattern was observed regarding D/TA ratio which
increased initially from 0.24 in the year 1999 to 0.44 in the year 2004 and but declined to 0.22 in
the year 2015.The mean D/TA ratio has been found 0.29 for the entire study period, 0.33 during
the first phase and 0.23 during the second phase of study. The hypothesis that there is no significant
difference between D/TA ratio of pre-crisis period and post crisis period is rejected as p-value
(0.000) is found less than 0.00. Hence, the dependence on borrowed funds as percentage of total
funds has declined in the recent years.

The distribution (in percentage) of the firms falling in various ranges of D/E ratio in case of
Chemical industry revealed that More than half of the companies in the study were having their
debt equity ratio below 0.25 during the period 2008-2020.After the subprime crisis, more than 30
percent of the firms are found with debt —equity ratio from 1 to 2.0.From the above analysis it has
emerged specifically that the Indian corporate sector has reduced their dependence on borrowed
funds and therefore the percentage of companies with D/E ratio above 1.0 declined significantly
over the years.

CONCLUSION

This study has shown clearly that the proportion of debt capital in the capital structure of Indian
Corporate sector has declined considerably over the recent 17 years. The above may be attributed
to the numerous reforms in the stock market in India. The reforms process has eased the process
of raising fresh equity capital as well promoting the use of retained earnings for tapping the new
opportunities created by the liberalization process. The shift against the debt capital may also be
attributed to higher cost of borrowing as well as new and innovative ways of financing assets in
the liberalized Indian Economy. We have seen that despite decline in debt-equity ratio, debt has
been a significant source of financing for companies in India. The Indian corporate must shift
gradually to Equity capital to some more extent as debt capital involves higher degree of financial
risk.

There is significant difference in financing pattern of the companies during pre-crisis period (1999-
2008) and after the crisis (2009-2020). Also, there is a significant variance in capital structure
ratios across various industries and years under study. There is significant variance in the financing
and capital structure practices of the firms of various sizes.
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