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ABSTRACT 

 

The purpose of this study is to analyse and study the impact of profitability in the capital structure for the top firms of 

the infrastructure construction industry of India, according to their market capitalization. These firms are listed in 

National stock exchange. Along with that empirically analysing how the profitability of these firm are affected by their 

capital structures. Both the Time series and cross-sectional data are taken into consideration for analysis. These are 

tested with the empirical panel data regression. For this EViews software is used. And the result of the study 

demonstrates that the capital structure has a significant impact on the profitability of the top specific firms taken for the 

study. On the basis of this analysis the final conclusion of the project is made which provides future scope for the 

further research work in this area. 

 

 

 

Key words: Capital Structure, Return on Equity, Return on Asset, Panel Data, Total Liability 

 

 

CHAPTER 1 

 

1. Introduction: 

 

1.1. Introduction to the Topic: 

In the epoch of liberalization, globalization along with privatization of economic and fiscal strategies and policies, 

investment opportunities and financing have expanded, and along with this, reliance on the capital markets has also 

augmented. For the establishment and expansion of a business capital is required. A firm may go for either from debt 

funding or the equity funding or may be the mix of both the debt and equity to raise its capital. One of the protruding 

issues faced by the managerial people while taking a decision of determining the firm's ideal capital structure in addition 

to what will be the correct blend of debt and equity for financing the firm. We know that the cost of capital should be 

minimized to make the most of the value of the firm. Therefore, the most important thing for the organization’ 

management team is to detect the apt capital Structure by choosing a structure of capital with the correct proportion of 

equity and debt that will cut the cost of its capital and lift the firms’ profitability. In this research project using the panel 

data regression, we have tried to understand the effect of dept and equity of the firm on its overall profitability. Then 

arrived equity funding has a meaningful positive impact on the specified firms chosen for the project from the 

infrastructure construction industry. overall profitability in contrast to the debt funding, which is found to have a 

negative impact on the given firm’s profitability. That is why, the management people should choose the capital 
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structure in such a way so that they can maximize the firm value. 

 

1.2. Sector Dynamics: 

The construction sector of India consists of Urban Infrastructure construction segment and the real estate construction 

segment. This sector is very crucial for the economic development of the country. Currently government is trying to 

make world class infrastructure in the country to meet the global standards. It is one of the swiftly growing sectors of 

the country. In the financial year 2020-21 the FDI flow to the sector was $ 26.30 billion i.e., 13% of the total FDI 

inflow. In 2020 the central government has taken a total of 9,335 projects under the National Pipeline Infrastructure 

Scheme. Under this there are lot of major projects undertaken in the sector. The sector is predicted to have a 7% 

growth rate till the year 2026. 

 

 

CHAPTER 2 

 

2. Literature Review: 

2.1. Literature Review survey 

 

Narinder Pal Singh Mahima Bagga (2019 march), studied the capital structures impact on profitability of the NIFTY 50 

firms using their 7 years data. Their conclusion says that a profitability of those particular firm is highly affected by 

their capital structures. 

 

Rubi Ahmad, Oyebola Fatima Etudaiye-Muhta (2017), studied the capital structures’ impact on profitability of the 

listed firms from Nigeria, using empirical Panel data. Their conclusion says that the Asset tangibility, tax, firm size 

growth opportunity, and inflation significantly influence the optimal structure of capital of these Nigerian firms. 

 

Felicia Omowunmi Olokoyo (2013), studied the capital structures’ impact on profitability of the Quoted firms from 

Nigeria, using empirical Panel data. Their Finding says that firms leverage has a noteworthy positive connection with 

the performance of these firms. 

 

Aydin Ozkan (2001), studied the factors that acts as a Determinants of the optimal Structure of capital and its Alteration 

to the Long-term Targets of the UK firms with the help of Panel Data. Their finding talks about the positive impact of 

firm size and the negative impact of liquidity, growth opportunities, profitability of the firms. 

 

Martin Hoesli, Elion Jani, Philippe Gaud and Andre´ Bender (2005), studied the capital structures of the firms from 

Switzerland, using the Dynamic empirical Panel data. Their finding suggest that company size and the asset tangibility 

are positively correlated with the firms' leverage, on the other hand firms' profitability and its growth are negatively 

related with the leverage. 

 

Zeeshan Ahmed, Daw Tin Hla (2018), studied the unitability of the return of stock and the measure of the capital 

structure of the non-financial firms of Pakistan, using a model of dynamic panel. The finding suggests that firms' 

volatility of the return of stock is inversely related to the firms’ book leverage and their long-term ratio of market 

leverage. Also, Volatility of the return of these stock impacts the increase in the ratio of total market leverage. 

However, firms are classified into different group and accordingly it may have an inverse relationship. 
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Luís Pacheco, Fernando Tavares (2015), studied the determinant factors of capital structures of the hospitality sector 

SME firms. The result conclude that both the theory of Pecking Order and the Trade-off should be considered while 

studying the structure of capital of the medium and small Enterprise of the hospitality sector. 

 

Harsh Purohit, Shivi Khanna (2012), studied the determinant factors for the capital structures for the manufacturing 

industry firms of India. This study talks about the various relevant factors that should to be studied to find out the 

optimal capital structure of the manufacturing sectors. 

 

Jain Surbhi, Bhargava Ankush, Bhargava Arpit (17th July 2017), studied the determinant factors of capital structures 

of the manufacturing sector firms of India. This study provides the finding that the ratio of Debt to Equity is inversely 

proportionate to these particular firms’ profitability. The films taken here are listed in the Bombay Stock Exchange. 

 

Chong-Chuo Chang, Munkh-Ulzii Batmunkh, Wing- Keung- 

Wong Munkhchi meg Jargalsaikhan (2019), studied the determinant factors of capital structures of the Four Asian 

Tigers Country. This study concludes about the presence of a substantial negative relation between firm’s financial 

leverage and their profitability. There is a noteworthy positive relationship between leverage and the overall growth of 

the firms located in Korea, Taiwan and Hong Kong. Also, firms’ size and leverage are the directly proportional 

factors. 

 

Mohamed M. Khalifa Tailab (2014), studied the determinant aspects of capital structures of the energy sector company 

from America. This study concludes that the total amount of debt effects negatively on the ROA and the ROE of the 

American firm from the energy segment. 

 

Ramachandran Azhagaiah Candasamy Gavoury (2011), studied the determinant factors of capital structures of the 

firms from the IT Sector of India. This study concludes that The Capital Structure has major influence on firms' 

Profitability, and increase when the debt fund is minimum of the IT firms listed in BSE. 

 

Chan Ping Chuen Albert, Chiang Yat Hung, Hui Chi Man Eddie (2002), studied the influence of capital structures on 

the overall profitability of construction industry firms of Hong Kong. The findings talk about the capital structure and 

its positive impact on the firm’s asset however its negative correlation with the profit margins. The findings concludes 

that the capital structure has a strong relationship with the firm’s asset and the profit margins. 

 

The research paper written Ngatno, Arief Youliant and Endang P. Apriatni (2021), studied Controlling effects of firms’ 

corporate governance system on its capital structure along with the firm performance. The results concludes that the 

decisions related to the capital structure financing have a major influence on the financial performance of the firm. 

 

 

 

2.2. Theoretical Context: 

 

Deciding on optimal capital structure of the organisation has always been a very important matter of discussion. 

Various theory like Modigliani and Miller trade-off theory are considered for this previously. Based on these theories 

various research work has similarly been conducted on the different parts of the globe. 

 

According to the Modigliani and Miller theory a firm’s capital structure is not relevant while doing the valuation of a 

firm. Since the company's market value is based on its operating profit only. The trade-off theory concludes that, 

choosing the proportion of debt and the equity in such a way that in takes into account of the benefits and costs 
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associated with it and these two should be balanced. According to the pecking order theory, internal funds are always 

prioritised over equity financing while determining the firm's capital structure. 

 

Although many theories are there to determine the appropriate proportion of equity and liability of a firm, still taking 

decisions to choose optimum capital structure has always been very perplexing for the firms. Therefore, this study 

solely focusses on empirical panel data regression method to analyse the impact of capital structure on the overall 

profitability of the specified firms. 

 

 

CHAPTER 3 

3.1. Research Gap 

The previous study and research on this area of capital structure indicates a substantial effect of capital structure on a 

firms’ performance. The researchers used mainly the techniques and methods of ROA and ROE analysis, leverage 

analysis, EBIT analysis regression and hypothesis test. Previously conducted research studied the impact of the 

structure of capital its’ on tax avoidance, interrelation between capital structure and cost of capital, etc. Findings suggest 

that there increase in profitability directly influences the decrease in leverage. Mostly microeconomic factors are 

considered for the research. Earlier studies state the existence of dynamic adjustment to the capital structure. Most of 

the research is conducted on the manufacturing sector, hospitality sector, small medium enterprises, etc. And majority 

of the researches are conducted with secondary data and regression-based model. However, there are very limited 

research conducted on infrastructure construction sector of India. Therefore, the financial leverage analysis of the top 

firms of the infrastructure construction industry can be a broader area to research and how their profitability is affected 

by the capital structures. Earlier the mostly used methods to determine the capital structures are Net Income Approach, 

MM model etc. However, there is a need for reliable research work using empirical panel data regression. It is 

necessary to help managerial people to study the influence of the capital structure on enhancing the profitability of the 

infrastructure construction sector in India. 

 

3.2. Objective: 

• To study the relationship between capital structure and profitability of the infrastructure construction sector 

firms by using panel data regression model. 

 

3.3. Scope of the research: 

 

The study emphases on the structure of capital and its impact on the profitability of the particular firms taken for the 

project. Since these 10 firms that are listed in NSE, according to their market capitalization, it will help the readers to get 

a brief idea about that particular sector and its capital structure. Since empirical panel data regression is used here, it 

will help the readers and the industry people to analyze the industry and make managerial decisions in the near future. 

Based on this study, there is a broader scope to conduct further research work and study in this area. 

This is a comprehensive study considering the major internal factors – total liability, total equity, and total asset in the 

firm’s financial statement that creates a greater bearing on the firm’s overall financial leverage along with the degree of 

profitability of the given firms. 
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CHAPTER 4 

 

4. Research Methodology 

 

4.1. Sample design: 

 

There are total 200 infrastructure construction companies listed in the Indian stock exchanges. Out of which the 

infrastructure construction companies listed in NSE with market Capitalisation of more than 1200 Crores are taken for 

this research project. 

 

  

 

Company Name 

 

market 

capitalization 

1 GR infra 14016.04Cr 

2 KNR construction 7964.56cr 

3 Rail Vikas 7203.74cr 

4 PNC infratech 6436cr 

5 Man infra 3912cr 

6 Nagarjuna Construction Company Limited (NCC Ltd) 3765cr 

7 Ashoka Buildcon limited 2572cr 

8 Hindustan Construction Co. Ltd 2526cr 

9 Ramky infra 1295cr 

10 Patel engneering 1271 cr 

 

Table: 1 

 

4.2. Data Design: 

 

 Number of Years: 7 Years (2015-2021) 

 Population size - 200 

 Sample size :10 

 

4.3. Statistical Design: 

 

 The panel data regression is used to analyze the data in this research project. Because the data set is- 

1. Both the Time series data and the Cross-sectional data 

2. Pooled OLS data- Multiple firms and multiple data. 

 

4.4. Research Design: 

 

The research design that is followed for this study is empirical. The collected financial data, facts, and information are 
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already available in the companies' annual reports chosen here. These are required to analyzed empirically to make a 

critical evaluation of the research project. This study aimed at empirically analyzing the facts and figure to find out a 

conclusion, which can be reliable for the managerial personnel of the infrastructure construction sector while choosing 

the optimal capital structure. 

 

4.4.1. Study Variables: 

 

• The dependent variable considered here are – Return on Assets (ROA) and the Return on Equity 

(ROE). 

• Independent variables are – The ratio of the firms’ Total Liability to Total Asset i.e. (TLTA) and the 

Total Equity to Total Asset (TETA). 

• Control Variables- Asset Tangibility (TANG), Tax, Liquidity (LIQ), Inflation Rate. 

 

4.4.2. Data Sources (Secondary Sources): 

 

For data collection, mainly secondary sources are used here. Secondary data for the project are gathered from the 

companies' financial statements from their annual report collected from their official website. 

4.4.3. Formulae used of Analysis: 
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Formula: Profitability= f (TLTA, TETA, TANG, TAX, LIQ) ROA=α𝑖𝑡+ β1TLTA+β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡

 -------------------------------------------------------------------------------------------- (1) 

ROA=α𝑖𝑡 + β2TETA+ β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 ------------------------- (2) 

ROE=α𝑖𝑡+ β1TLTA+β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 ---------------------------- (3) 

ROE=α𝑖𝑡 + β2TETA+ β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 -------------------------- (4) 

i=1, 2… ,10 

t=2015, …, 2021 

α= individual firm effects 

β= Coefficient for each independent variable 

€= Error term 

 

4.5. Reason for choosing Panel Data Regression: 

 

Panel data is the multi-dimensional data which uses measurements over a particular period. The cross-sectional 

component helps in studding the differences observed between the variables of the individual firms, however the time 

series component determines the differences observed for variables of one firm over the given period. The major 

advantage is that researchers can study the variances in data amongst each firm is also taken in a panel study along with 

the variations observed for individual firms’ data throughout the study (e.g.- changes in one ROE of one of the firms 

over the period). 

 

4.6. Data Analysis Techniques: 

 

Descriptive statistics- is used to find out the mean, mode, median and standard deviation, variance, of the variables. 

Normality is tested using Descriptive Statistics. In this, skewness of the data set and its kurtosis should be 0 for the 

normal distribution data. 

 

Correlation analysis- it specifies the relationship between two variables. Firstly, it demonstrates the direction of 

relationship between any two study variables. Secondly, it also demonstrates the how strongly these two variables are 

interrelated. 

 

Unit root test- Before we apply the regression model in our dataset which is Panel data, we must check the property of 

Unit Root of these variables. These variables must be having static property. This study uses the Augmented Dicky 

Fuller Test and the Phillips Perron tests to analyze the unit root properties of the specified variables. 
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Regression Analysis— Here the Random effect model, Pooled OLS, Fixed Effects models are conducted for regression. 

Regression analysis is used to determine how strong the relationships are between dependent (ROA and ROE) and 

independent variables (TLTA, TETA) and along with the (TANG, TAX, LIQ,) as the control variables of the firms 

taken for the research. 

 

Panel Data Regression- Panel data is the multi-dimensional data which uses measurements over a particular period. The 

cross-sectional component helps in studding the differences observed between the variables of the individual firms, 

however the time series component determines the differences observed for variables of one firm over the given period. 

 

 Pooled OLS Model is used to find the line of best fit for the given dataset, demonstrating the association between two 

data points. It assumes a constant coefficient in both the slopes and the intercepts. Here all the data are pooled and the 

ordinary least square is applied. 

 

Fixed effect Model- The fixed effects model is used to indicate the associations between our independent and certain 

unique variables of the distinct entities, assumes that each company has their own characteristics that influence these 

relationships between our specified variables. 

 

Random Effect- Random effect is the most relevant one due to the heterogeneous nature of the firm. It takes into 

account the systematic random effect of individual cross section. It considers unique characteristics and the time cost 

features of the data. The model of random effect hint at a random distinction across companies, which is not correlated 

with their certain exceptional characteristics 

 

Hausman test- Here the Hausman test is performed for the regression of panel data in order to detect which one of the 

above models is more appropriate for writing the inference of our research. 

 

 

CHAPTER 5 

5. Analysis and Interpretation: 

 

5.1. Descriptive Statistics: 

 

 ROA ROE TANG TAX IR LIQ TLTA TETA 

Mean 0.0489 0.0433 0.3913 36.2715 0.0470 2.0683 0.5903 0.4097 

Standard 

Error 

 

0.0074 

 

0.0488 

 

0.0169 

 

11.1379 

 

0.0011 

 

0.2586 

 

0.0308 

 

0.0308 

Median 0.0532 0.1016 0.3997 24.2234 0.0476 1.2902 0.5872 0.4128 

Standard 

Deviation 

 

0.0619 

 

0.4082 

 

0.1412 

 

93.1861 

 

0.0092 

 

2.1633 

 

0.2576 

 

0.2575 

Sample 

Variance 

 

0.0038 

 

0.1666 

 

0.0199 

 

8683.6527 

 

0.0001 

 

4.6797 

 

0.0663 

 

0.0663 

 

Kurtosis 

 

3.9507 

 

15.1675 

- 0.1365  

52.7893 

- 1.0566  

6.0028 

- 0.6185 - 0.6199 

 

Skewness 

- 0.5887  

-3.1605 

- 0.4215  

6.9180 

 

0.0812 

 

2.6086 

- 0.2273  

0.2264 
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Minimum 

- 0.1927  

-2.1258 

 

0.0410 

 

-44.7198 

 

0.0343 

 

0.4554 

 

0.0734 

 

0.0195 

Maximum 0.2483 1.2022 0.6867 753.9790 0.0618 10.3473 0.9805 0.9266 

 

Table: 2 

 

 Interpretation: The descriptive statistics results are demonstrated in the table no-2. We can see that some of the 

variables above are skewed negatively. However, some of them are skewed positively. Here the nature of the variables 

is leptokurtic. Also, the values of the kurtosis and the skewness are non-zero. So, we can conclude that the variable 

distribution is non- normal. 

 

5.2. Correlation Analysis: 

 ROA ROE TANG TAX IR LIQ TLTA TETA 

ROA 1        

ROE 0.695305 1       

TANG 0.178421 0.047356 1      

TAX -0.15918 -0.05239 0.0173 1     

IR -0.07508 -0.02903 -0.0043 0.2327 1    

LIQ 0.308179 0.1099 -0.2935 -0.0660 0.0624 1   

TLTA -0.66763 -0.30087 -0.1326 0.1550 0.0047 -0.697 1  

TETA 0.667806 0.300946 0.1328 -0.1551 -0.0043 0.697 -1 1 

 

Table: 3 

 

Interpretation: From the table 3 we can say that TLTA has a great negative correlation with ROA also it has a negative 

correlation with the ROE. TETA has a strong positive correlation with ROA. TAX and Inflation rate negatively correlate 

with both the ROA and ROE. But Liquidity and the Asset tangibility positively correlate with both the ROA and ROE. 

 

5.3. Unit root test: 

 

Null hypothesis, Ho: The series has a unit root i.e., the study variables taken are non- Stationary 

 

Alternate Hypothesis, H1: The series doesn’t have a unit root i.e., the study variables taken are stationary 

 

The variables taken in the project must be stationary before applying the panel data regression Model. So, the unit root 

test is conducted. Here both the Augmented Dicky Fuller (ADF) test along with the Phillips-Perron (PP) tests are 

conducted and the the stationary characteristic variables is checked. 

 

When P> 0.05, Accept Null Hypothesis, Variables are non-stationary When P< 0.05, Reject the Null Hypothesis, 

Stationary 
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Table: 4 

 

Interpretation: Here, stationarity is achieved for all the variables so we can apply the Panel data regression now. Here the 

Augmented Dicky Fuller (ADF) Test along with the Phillips- Perron (PP) test are conducted. Stationarity is tested for 

both the individual Intercept and the Trend and Intercept. Variables are tested for the 5% level of significance. For the 

variables where the stationarity is not achieved in the raw data, there 1st difference Unit Root test is done and 

stationarity is achieved. 

 

5.4. Panel data regression analysis: 

 

5.4.1. Pooled OLS Model: 

 

 

ROA=α𝑖𝑡+ β1TLTA+β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 ---------------------------- (1) 
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Table: 5 

 

The null hypothesis, H0 – TLTA does not have any impact on ROA 

 

Null hypothesis is rejected since TLTA significance level is 0.0000<0.05 

 

Inference will be TLTA does have a significant negative Impact on the ROA according to the above model. Value of 

β1 is -0.215763. 

 

 

ROA=α𝑖𝑡 + β2TETA+ β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 ------------------------- (2) 

 

 
 

Table :6 

 

The null hypothesis, H0 – TETA has no impact on ROA 
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Null hypothesis is rejected since TETA’s significance level is 0.0000<0.05 

 

Inference will be TETA has significant positive Impact on ROA according to the above model. Value of β1 is 

0.215886. 

 

ROE=α𝑖𝑡+ β1TLTA+β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 -------------------------- (3) 

 

 

 

 

Table :7 

 

The null hypothesis, H0 – TLTA has no impact on ROE 

 

Null hypothesis is rejected since TLTA significance level is 0.0100<0.05 

 

Inference will be TLTA has significant negative Impact on ROE according to the above model. Value of β1 is -

0.798915. 

 

 

ROE=α𝑖𝑡 + β2TETA+ β2 TANG+ β3LIQ+β4TAX +€𝑖𝑡 -------------------------- (4) 
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Table :8 

 

 

 

 

The null hypothesis, H0 – TETA has no impact on ROE 

 

Null hypothesis is rejected since TETA significance level is 0.0100<0.05 

 

Inference will be TETA has significant positive Impact on ROA according to the above model. Value of β1 is 

0.790266. 

 

5.4.2. Fixed Effect Model: 

 

For Regression Model 1, equation (1) 
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Table :9 

 

 

 

 

For Regression Model 2, equation (2) 
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Table :10 

For regression Model 3, Equation (3) 

 

 

 

 

Table :11 

 

For Regression Model 4, equation (4) 
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Table :12 

5.4.3. Random Effect Model: 

 

For Regression Model 1, equation (1) 
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Table :13 

 

For Regression Model 2, equation (2) 

 

 

Table :14 

 

For Regression Model 3, equation (3) 
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Table :15 

For Regression Model 4, equation (4) 

 

 

 

 

Table :16 

 

 

 

 

5.4.4. Hausman Test: 

 

Null Hypothesis H0: Random effect model is Appropriate Alternate Hypothesis H1: Fixed effect Model is Appropriate 

For ROA model 1, equation (1) 
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Table :17 

 

 

 

 

Since the significance level is 0.5893 > 0.05, we accept our null hypothesis. So, we can infer that the Random Effect 

Model is Appropriate here. 

For ROA model 2, equation (2) 

 

 

 

 

Table :18 

 

Since the significance level is 0.5898 > 0.05, we accept our null hypothesis. So, we can infer that the Random Effect 

Model is Appropriate here. 

For ROE model 3, Equation (3) 
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Table :19 

 

Since the significance level is 0.3528 > 0.05, we accept our null hypothesis. So, we can infer that the Random Effect 

Model is Appropriate here. 

 

 

For ROE model 4, Equation (4) 

 

 

 

Table :20 

 

Since the significance level is 0.3526 > 0.05, we accept our null hypothesis. So, we can infer that the Random Effect 

Model is Appropriate here. 
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5.4.5. Panel Data Regression Interpretation: 

 

The regression analysis and the Hausman test are done for all the four regression equations. Where we have tested the 

effect of TLTA (Total liability total asst ratio) and TETA (total Equity and Total Asset ratio) on the ROA (Return on 

Asset) and ROE (Return on Equity) with the consideration of the effect of TAX (Tax rate), LIQ (Liquidity of the firm) 

and TANG (Asset tangibility of the firm). 

 

According to the Hausman test for all the four equations, our random effect model should be considered as the most 

appropriate one. Thus, we are only discussing the result of random effect model for our final interpretation. 

 

Therefore, we can say that for the equation (1) the TLTA, at the significance level of 5 % has a major positive impact 

on our ROA. Also, the co-efficient is negative. Total liability of the firm has a substantial negative effect on the return 

of asset of the firm. So, if the total debt of the specified firms increases, the return on Asset will decrease for the firm. 

Here the value of the probability of F statistics is substantial at the 5% significance level thus we can infer that the model 

is a good fit for out test. 

 

For the equation (2) the TETA has a substantial positive effect on the ROA at the 5% significance level. Also, the co-

efficient is positive. Total equity of the firm has a substantial positive effect on the return of asset of the firm. So, if the 

firm's total equity increases, the return on Asset will increase for the firm. Moreover, here the value of the probability 

of F statistics is substantial at the 5% significance level thus we can conclude that the model is a good fit for out test. 

 

Therefore, we can say that for the equation (3) the TLTA has a substantial negative effect on the ROE at the 5% level 

of significance. Also, the co-efficient is negative. Total liability of the firm has a substantial negative effect on the 

return of equity of the firm. So, if the firm's total debt increases, the return on equity will decrease for the firm. Here 

the value of the probability of F statistics is substantial at the 10% significance level thus we can conclude that the 

model is a fit for out test. 

 

Therefore, we can say that for the equation (4) the TETA has a substantial positive effect on the ROE at the 5% level 

of significance. Also, the co-efficient is positive. Total equity of the firm has a substantial positive effect on the return 

of equity of the firm. Thus, if the firm's total equity increases, the return on equity will also increase for these firms. 

Here the value of the probability of F statistics is substantial at the 10% significance level thus we can conclude that the 

model is a fit for out test. 

 

All other control variables are found to have non- substantial effect on our panel data regression result. However, from 

the correlation test, we can see that control variable TAX and IR negatively correlate to profitability (ROA, ROE). 

However, the control variable TANG and LIQ positively correlate to the firm's profitability. 
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CHAPTER 6 

 

 

6. Conclusion: 

 

6.1. Findings: 

 

 In this research I have analyzed the effect of capital structure on the profitability the given companies 

for the year 2015 to 2021. We have found that the capital structure has as substantial effect on the firms' profitability. 

 The control variables TANG and LIQ are positively correlated with our profitability whereas the IR and 

TAX negatively correlate with our profitability. 

 The TAX, LIQ and the TLTA are positively skewed whereas TANG, IR TETA, ROA, ROE are the 

negatively skewed variables. 

 The total liability or debt of a firm has substantial negative relationship with its profitability that is 

ROE and ROA for the specified firms taken for the research. 

 The firm's total equity has a substantial positive effect on the profitability, i.e., ROA, ROE of the 

specified firms taken for our research. 

 

 

6.2. Conclusion: 

 

 Since according to the result of panel data regression the total equities of the specified firms have a 

favorable effect on its profitability parameters so the firms should opt for a capital structure with higher proportion of 

equity over the debt. 

 However, we can see that TLTA is negatively correlated with the TAX variable from the correlation 

analysis. Thus, to minimize its tax liability, the firms need to opt for debt financing to a certain extent. 

 

 

6.3. Limitations: 

 

 Only top 10 firms listed in NSE according to their market Capitalization is taken for this research so 

making inference for the entire sector is still difficult. 

 There may be a lot of unknown facts regarding each firm, e.g., certain change in accounting 

procedure or certain other parameters that are not considered for this research work. 

 There may be some other financial or non-financial parameters that can effect to a certain extent on 

the profitability of the firms, e.g., efficiency of the workforce, organizational culture, firms’ size, business risk, etc. 
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