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ABSTRACT
Pobhcafion info 

The prescnt rescarch papcr has becn madc an attempt to measurc. analyze 

and compare the financial leverage in terms of EBIT/EBT relationship and 

Debt-Equity ratio among Indian and Chinese Textiles industry. In order to 

achieve the objectives, ten companies from Indian textiles industry and ten 

companics from Chinese textiles industry were selected. Financial data of 

the selected companies have been used as secondary data to carry out the 
research and these data were retrieved from annual reports of respective 

companies and database software. One way ANOVA has been used to test 

the inter-firm and intra-firm result. Results of one-way ANOVA for inter- 

firm comparison contirm that Indian textile companies have significant 
difference in D-E ratio but have insignificant difference in EBIT/EBT ratio. 

On the other hand, the financial leverage of Chinese companies was 
significantly different. To make comparison between two nations textile
industry t test has been used and results reveal that Indian and Chinese
companies are significantly not different in respect of financial leverage. 
Study confirms that the industry is able to provide sufficient cover for 
interest expenses as well as for financial risk. Study concludes that most of 
the sample companies are using less debt-equity than to ideal ratio. Hence.

textiles companies should employ more debts to attain the advantage of 

trading on equity.
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1. INTRODUCTION funds. When both of these sources are used in 

Dusiness cannot be run without arranging funds.
unds are not only required for establishment only 
10r expansion, diversification, and other 
poses also. A choice has to be made for arranginCTunds from various sources. These sources

combination, firm is said to be leveraged 

Companies with debt funds in their capital struenure

are said to be finaneially leveraged. Use ot debt 
funds involves funds bearing fived charges in the 

form of interest and that interest is deductuble tor tax 

may be broadly classified into two roups owners' 

hnance Sources are Kcluded from sources of funds. 

purpose. Financial leverage s measured as 

EBIT/EBT relationship, Debt Equity ratio, Debt 

Ratio, Equity Ratio, Interest C'overage Ratio, ete 

The present study measures tinaneal leverage n 

and outsiders' funds. Generally short-term 

ngs are very common sources of funds. Debt 

reference shares, equity shares and retained 
and 

lerms ol tirst tw0. 

of funds and cquity shares and retainedgs are ariable charge bear1ng 

lerence sharesSOurces are fixed charge bearing Indian textile industry is one of the oldest industries 

in the Tndian economy, dating back to several 
countries. The industry is extremely varicd, with Source of 
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hand-spun and hand-woven textiles sectors at one 
end of the spectrum. while the capital-intensiVe 
sophisticated mills sector on the other end. It 
contributes 2°o to lndia's GDP. 12°» to cNport 
revenueand holis S"o otthe globaltextile tuade

(Javeed & Tabassam, 2018) measured the impact of 

financial leverage on firm's financial condition. Ten 

vcars data of listed Pakistani textile companies were 
analyzed and found positive relationship between
Fand tinaneial position (ROA. Sales Growth and 
NPM) and negative relationship betwcen FL and 

Chinese textile ndustry is the largest and biggest
cloth manutacturr and exporter of the world and 

ROE. 

contributes 7o to China's GDP lt has six main sub 3. NEED OFTHE STUDY 

industry scctors. Cheap labour. cas1ly availability of 
man power. aca. govemment poliey and large 
domestic market these reasons move global textile

industry in China. 

Since India and China both are developing and fast 

growing economy in the Asia as well as in the world. 

Researcher could make effort to study the financial 
leverage in textile industry in a particular country
but comparative study has not been carried out 

between these two countries' textile industry so far. 

So, there is a research gap exists and present study

makes an effort to fulfill this gap. 

Both the countries are fast growing economy in the 

world and having a signiticant share of the textiles 
industry of the world. The selected industry what 

capital stucture have and what financial risk bears.

thereforc. the present study attempts to make a 

comparison betw een these two. 4. OBJECTIVE OFTHE STUDY

The present paper has following objectives: 
2. REVIEWOFLITERATURE 

. To measure and analysis of financial leverage

of Indian and Chincse textile conmpanies. 
Some important studies were reviewed and has been 

presented below-

on 
2. To compare financial leverage of Indian and 

Chinese textile companies. 
(Ali, 2011) examined the determinants of leverage
and found size, non-debt tax shields and tangibility 
were positively correlated with leverage ratio while 5. RESEARCH HYPOTHESES 

growth and profitability negatively associated with 

leverage ratio.
Following hypotheses have been proposed for the 

study:
(Azhagaiah & Sathia, 2012) studied about corporate 

leverage of 25 Indian textile companies listed under

BSE and found significant growth rate in all thrce

H: There is no signiticant ditference among

financial leverage of lndian textile companies. 

H: There is no signifieant ditferenee among 

financial leverage ofChnese textile companies. 
leverages. 

(Chandani & Ahmed. 2021) observed the effect of 

corporate governance and financial leverage on the 

efficiency in terms of ROA and ROE of listed

companies in Pakistan. Study found that corporate. 

governance has positiVe correlation with a 

company's performance wh1le FL and lirm's 6. RESEARCI METIODOLOGY 

performance docS not have signilicant corclation. 

There is no significant ditferenee anong

financial leverage of Indian and Chinese tentile 

companies. 

To carry out the research following methodology 
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Methodology ailed Research

Indian Sample Companics 

Me 1: Detait

Chincse Sample Companies 
10 Description 

npe Size 

d 
of the 

study

f data 

5 financial year (2013-14 to 2017-18)

Financial dataas sccondary data 
Annual rcports o 1 sclected companics and

ACE Equity Softwarc 

5 calendar year (201 to 2019)
Financial data as secondary data 
www.aastocks.com, www gun1focus.com 
www.reuters.com. www. stockopedia com. 
and www.yahoofinance.com 

NI Chn work) 

hen adopted- 

ian companies and ten Chinese companies 

Relationship between EBIT and EBT 

This concept shows the relationship between
Earnings beforc Interest and Tax (EBIT) and 
Earnings before Tax (EBT). The formula for 
financial leverage under this methodis

Indian from textile sector. Since Indian
heen selected

mpanies'

înancial ata are for five financial years
data for five calendar years,Chinese companies' 

.to facilitate comparison between Indian and1 

inese sample companies, financial data of EBIT

DFL=BT EBIT-
EBIT 

Interest
hinese sample companies were assumed to occur

amiform order (assuming occur evenly every 

nth)and accordingly converted into financial 

as. Hence four financial years could be formed 

from 2015-16 to 2018-19.

atiscical Tools: Mean and coefficient of variation 
wve been used as descriptive statistics. To compare 
he difference in financial leverage of various 
companies and of various years, one-way ANOVA
tas been used. To compare the difference in 

mancial leverage of selected companies of the two 

cOuntres f test has been administered. 

Relationship between Debt and Equity

This ratio shows the relationship berween
company's total debt and total equity. Total debt 
includes both long term debt and those short-term 
debts which do not occur in the day-to-day 
operations of the company. Total equity includes 
paid up equity share capital and retained eanings
The formula for financial leverage under this 
method is: Debt 

DFL 
Equity

RESULTS AND DISCUSSION 

e Study measures financial leverage in terms of 
2B1T EBT relationship and Debt-Equity ratio. 

Table 2 presents the financial leverage (EBIT-EBT 
relationship) of Indian sample companies of textile

industry. 

Table 2: Financial Leverage (EBIT/EBT) of Indian Textile Industry

Company Name 2013-14
2017- C. 

2014-15 2015-16 2016-17 Mean 
18 

Arvind Ltd. 1.87 1.94 1.88 1.75 I.50 .79 989 

Bombay Dyeing Ltd. 8.44 2.21 -2.80 12.09 140 3.39 195.27 

Garware Technical Fibres
Lid. 1.33 1.17 I.I0 T.05 T.07 14 

KPR Mill Lid. 
1.54 1.38 1.20 .17 13 8 4 

Raymond Ltd 2.58 2.25 2.55 3.29 86 20 
Rupa & Company Ld. 
Safari Industries (India)
Ltd 

1.24 1.23 I.18 1.09 o98 

11.3 1.56 1.27 .25 L.09 3.3 30 o.0 

Swan Energy Lid. 
9 16.11 6.63 174 93 12.62 I7 79 4242 

Trident Ld 
1.79 2.23 63 32 04 
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I30 125 52.80 10 Welspun lndia Ltd 3.27 1.38 68 122 

Industry Average 1.76 I8.42 3.69 1.34 6.03 64.34 4.95 

Inter-tirm Comparison ANOVA F 1.469 P-Value 0.192 

Intra-firm Comparison ANOVA 0.813 P-Value 0.523 

(Source: Oun computation) 

Table 2 discloses that financial leverage (EBIT/ the calculatcd valuc of F is 1.469 with a p value of 
EBT) ranges between 1 and 42 for different firms for 
different years. All the sample companies have among leverage ratio of different firms. Further, one 
reported a positive leverage for all the ycars. This 
tells that ail the companies are operating at a level of 
EBIT which is higher than the financial break-even 
level. The highest leverage was observed for Swan 

Energy in the ycar 2015-16 as 174.9 and average 
leverage of the company is also the highest amongst
the sample companies as 42.41. The average 
leverage for the industry comes to be 6.03 which is rejected at 5% level ofsignificance 
quite high looking at average leverage of other
companies. This is due to inclusion of abnormally 
high leverage of Swan Energy Ltd. 

0.192. Thus, there is no significant difference 

way ANOVA for intra-firm comparison also 
revealed that the calculated value ofF is 0.8 13 with a 
p value of 0.523. Thus, there is no significant 
difference among financial leverage over the years.
So, it can be concluded that both the hypotheses of 
no significant diference among leverages of 
different firms and of different years could not be 

Table 3 displays the leverage using debt-equity 
approach for Indian textile industry along with inter-
firm and intra-firm comparison. 

One way ANOVA for inter-firm comparison shows 

Table 3: Financial Leverage (Debt-Equity Ratio) of Indian Textile Industry

2013 2015-16 2016-17 2017-18 C. 
Company Name 2014-15 Mean 

(%) 14 

Arvind Lid. 1.12 1.25 1.48 1.06 0.88 1.16 19.28

Bombay Dyeing Ltd. 8.78 3.95 7.60 2.18 2.56 5.01 59.87 

Garware Technical Fibres
0.23 0.14 0.12 0.19 0.26 0.19 29.76

Lid 
KPR Mill Lid. . 02 0.75 1.08 0.50 0.36 0.74 42.51

Raymond Ltd. 0.97 1.04 1.23 1.28 1.53 1.21 18.08 

Rupa &Company Lid. 0.40 0.39 0.52 0.26 0.31 .38 26.25 6 

Safari Industries (India) 

Ltd. 
7 4.40 0.43 0.64 0.41 0.32 1.24 142.6 

Swan Energy Ltd. 1.31 1.64 1.90 0.89 0.98 1.34 31.89

9 Trident Ltd. 2.01 1.77 1.41 1.03 1.03 . 45 30.22

10 Welspun India Ltd. .73 2.15 1.65 1.38 . .26 1.83 33.09

Industry Average 2.30 1.35 1.76 0.92 0.95 1.46 43.36

Inter-firm Comparison ANOVA 6.909 P-Value 0.00 

Intra-firm Comparison ANOVA F 1.271 P-Value .295 

(Source: Own computation) 

It is found from the results of textile industry that the 
overall debt-equity ratio of this industry ranges 
between 0.12 and 8.78. The average leverage for the 

industry came to be 1.46 with a CV of 43.36%. The 

highest average debt equity ratio of 5.01 was 

observed for Bombay Dyeing Ltd. the company also 
has the highest D-E ratio for the entire sample in the 

year 2013-14, followed by 7.60 in the year 2015-16.
Garware Technical Fibres Lid. has the least average
D-E ratio of 0.19 and in alnmost all the years the 
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Results of onc-way ANOVA revealed that for inter 
firm comparison, the calculated F value is 6,909 
with a p valuc of 0.00. Thus, there Is significant 
differencc among leverages of different firms On 
the other hand, the calculated value of F for intra- 
firm comparison is 1.27 with ap value of 0,295 
Thus, therc is no significant difference among 

levcragcs of differcnt ycars.

scing less than halt amount of dcbt than 

ayany

1s 

usttng 

less 
tha 

cmerged
as the riskicst company duc 

IT/EBT) but when its debt- 

erved, it is revealed that the 
hest 

ratio 1s observed, 

everage (EBIT

tother 
companies 

in the sample. The 

such 
discrepancy 

1s that the 

9/7 is very ry less as compared to its interest

has 
not 

much debt over the ycars as 

the company's 
Table 4 presents the financial leverage (EBIT-ERT 
relationship) of Chinese sample companies of 
textile industry. and hence after deducting interest from 

substantially, which led to 
IT. EBT reduced

Sed leverage(EBIT/EBT). 

Table 4: Financial Leverage (EBIT/EBT) of Chinese Textile Industry 

2015- 2016- 2017- 2018- C.V. 
Mean Company Namo 

18 %) 16 17 19 

1.23 1.19 1.21 1.14 1.19 3.23 
Black Peony (Group) Co. Ltd.

2.06 4.10 5.96 3.08 3.80 HuafangCo. Ltd. 

.46 1.27 1.22 1.25 1.30 828 
3 

Huafu Fashion Co. Ltd. 

Jiangsu Sunshine Co. Ltd. 

Kam Hing International 

Holdings Ltd. 
6 Lu Thai Textile Co. Ltd. 

Shijiazhuang Changshan 
Beiming Tech.Co. Ltd. 
Sunvim Group Co. Ltd. 

1.47 1.55 1.85 1.39 1.56 12.98 
4 

.94 1.56 1.61 1.84 1.74 10.64 

1.02 1.02 1.03 1.07 i.03 .18 

1.18 1.62 1.72 2.10 1.65 3.01 

8 1.20 1.12 1.18 1.20 1.18 2.98 

1.35 143Weiqiao Textile Co. Ltd. 

10 Xinglong Holding (Group) Co. 
Ltd. 

9 1.44 1.41 1.50 39 

0.64 1.67 3.21 0.70 L.56 

Industry Average
Inter-Firm Comparison 

1.36 1.65 2.05 1.51 1.64 17.98

ANOVA F 5.622 PValue 0.000

Intra-Firm Comparison 0.947 P ValueANOVA 0.428 

Source: Own computation) 

the results that on an average the hypothesis of no signiticant difterence among
th a lou ndustry is having a leverage of 1.64 various firms' tinaneial leverage s rejected at s°o 
Owin hi. of 17.98%. Huafang Co. Ltd. is level of significanee. One way ANOVA tor lnra- 

evCrageaverage leverage of 3.80. The value firm comparison tinds the caleulated value otF is 
0.947 with a p value of O.428. Thus, there is no 

that the company is carning signiticant differonce among tinncal leverage OVer 

incurring increasing the years and null hypothesis for intra-tirnm 

ne 

rage is increasing continuously till 2017-18.Was also found that thC 

nterest till 2018-1 The C. V. is low comparison is accepted. tich is howing less fluctuation in leverage. 

45ing amount of EBIT and incurring " mOunt of inte 

Table 5 displays the leverage usungdebr-equity ratio
on reveatWay ANOVA for inter-firm for Chinese saunple companies of tevtile industty

nat the calculatedF value is along with inter-tirmand intra-tirm comparison. 

lt of one-way

with veals 
"P value of 0.00. Thus, the null 
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Table 5: Financial Leverage (Debt-Equity Ratio) of Chinese Textile Industry

S. 2015 C. .V. 
N Company Name 2016-17 2017-18 2018-19 Mean 

(o) 16 

Black Peony (Group) Co. I d 4.03 1.07 . 98 1.06 I.05 .04 

Tluatang Co. Ltd. .57 05 I.05 L29 21.76 

Huatu Fashion Co. l td 1.26 L.16 1.07 38 1.22 1.09 

4 1.02 0.99 0.90 0.83 0.93 8.93 Jiangsu Sunshine Co. Ltd 
Kam Hing lntennational Holdings

Lid 
0.94 0.94 0.91 I.02 0.95 4.90 

( 0.13 0.15 0.19 0.25 0.18 30.62 Lu Thai ToxtuleCo. Ltd 
Shijiazhuang Changshan Beiming
Tech. Co. Lid 

0.71 0.83 0.79 0.86 0.80 8.56 

1.21 0.92 0.93 I.16 I.05 14.24 Sunv im Group Co. Lid. 
Weigiao Textile Co. Ltd. 
inglong Holding (Group) Co. 

0.55 0.56 0.34 0.15 0.40 48.93 

0 0.55 0.55 0.67 0.70 0.62 12.97 
Ltd. 

Industry Average 0.90 0.86 0.79 0.85 0.85 5.23 

nter-Firm Comparison ANOVA F 27.537 P Value 0.000 

Intra-Firm Comparison ANOVA F 0.141 PValue 0.935 

(Source: Own computation) 

It is found that average D-E ratio for the industry is 
0.85 with a low C. V. of 5.23%. Huafang Co. Ltd. 

has the highest average leverage of 1.29 with a C. V. 

of 21.76%. The company showed continuous 

increasing trend in both total debt and cquity but the 0.935. Thus, significant diference does not exist 

Thus, significant difference exists among vari 

firms' D-E ratio at 5% level of significance. Further,
intra-firm comparison results reveal that the 

calculated value of F is 0.141 with a P value of 

equity has increased at a rate more than that of total among the measures of D-E Ratio over the years.

debt. Lu Thai Textiles Co. Ltd. has the lowest
Comparison among Financial Leverage of 

Indian and Chinese Sample Companies average D-E ratio in the sample i.e. 0.18. The

company also has the lowest D-E ratio for each of 
the years in the entire sample. This shows that the 

company has used low amount of debt as compared 

to equity. For remaining companies average D-E 

ratio has been less than 1. Also, the C. V. value is 

In this section, comparison of financial leverage has 

been done between Indian and Chinese Sample

Companies. There is a mismatch between years tor 

which their data have been collected. Three

quite low indicating little fluctuations in D-E ratio 

over the years.

common years could be found for both Indian and 

Chinese sample companies i.e. 2015-16, 2016-17 
and 2017-18. Hence comparison has been made 

using these three years only. It is found from inter-firm comparison that the 

calculated F value is 27.537 with a P value of 0.00.

Table 6: Comparison among Financial Leverage of Indian and Chinese Companies 

Indian Sample Companies Chinese Sample Companies 
Financial 

2015- 2016- | 2017-
16 17 

18.42 3.69 1.34 7.82 

2015- 2016- |2017-
16 17 

118.37 .36 1.65 2.05 

C.V C.V P Value 
Leverage Mean Mean 

18 (%) 18 (%) 
I.69 20.45 1.15 0.370 EBIT/EBT

D-E Ratio 1.76 0.92 0.95 1.21 39.63 0.90 0.86 0.790.85 6.39 1.29 0.325

(Source: Own Computation) 



Financial Leverage in Textiles Industry: A Comparative Study 107 

RITEBT Relationship 

scnts Textilc seetor in India has the REFERNCE 

different in respect of financial leverage

ahle e leverage of 7.82 and also has high I. Ali.L.(2011). The Detcrminants of Leverage of 

uations
as is evident from the high value of C. V. 

fthere sa decrease in EBITby 20%, then there 

Tubhe

aTCra 

AuctuaThis. Indian textile sector is riskier than the 
(I1So). Thus 

11 tilc sector. High average leverage shows

the Listed-Textile Companies in India. In 

European.Journal of Business and Management 

www.iiste. org ISS.V ( Vol. 3) Online. Retrieved 

from Onlinc wcbsitc: www.IIste.org 

w7ll be a 
lecrease in EPS by 156.4% (20% * 7.82). 

sults showed that the calculated valueoft is 1.147

Chuncse tex 

This poses
a greataases a great financial risk on this sector to 2. Azhagaiah, R., & Sathia, S. (2012). Corporate 

oter interest expenses. he hypothesis testing Leverage and Financial Decision in the Indian

Textile Indhustry. Managing Global Transition. 

10(1), 87-114. Retrieved from 

https://www.rcscarchgatc.net/publication/ 2544 

29138 

coVe 

th ap value of 0.370. Hence there is no significant 

difference among the financial leverage of Indian 

and Chinese sample companies. 

Debt-Equity Ratio

Table 6 reveals that the average D-E ratio for Indian

textile sector is 1.21, lower than the ideal ratio 2:1, 

higher than the average D-E ratio for Chinese textile

sector. Chinese industry shows decreasing trend in 

D-E ratio over the years. Hypothesis testing results

reveal that r statistics as 1.29 with ap value of 0.325 4. Javeed, L., & Tabassam. R. (2018). Financial 

and accept the null hypothesis. It can be concluded 

that there is no significant 
difference among the 

Debt-Equity ratios of Indian and Chinese sample

3. Chandani, S., &Ahmed, N. (2021). The effectof 

corporate governance and financial leverage on 

efficiency of Pakistan textile sector

Independent 
Journal of Management & 

Production, 12(1).
201-218.

https://doi.org/10.14807/ijmp.v12il.77 

Javeed, L., & Tabassam, R. (2018). Financial 

Leverage and Financial 
Performance: 

Empirical 
Evidence From Listed Textile

Industry of Pakistan. International Journal of 

Accounting and Financial Reporting. S(4). +5. 

https://doi.org/10.5296 ijafr.v8i4. 

4. 

companies. 

8. CONCLUSION WEBSITES

The present study attempts to measure and compare

the financial leverage of textile companies. Only 

five years 
results of the selected companies have www.gurufocus.com 

been used to fulfill the research gap. 
EBIT/EBT

ratio shows higher 
fluctuations in Indian textile www.ibef.org 

industry than Chinese industry which confirms great

financial risk. The results ofD-E ratio show that 

ww.reuters.com 

only one firm has higher ratio than the ideal ratio and www.stockopedia. 

nine firms were trading their businesses on thick

equity. The study 
concludes that the Indian 

andWww.yahoofinance. 

Chinese textile companies 
are s1gnificantly not 

www.aastocks.com 

EBIT/EBT

www.ibef.org 

www.reuters.com 

www.stockopedia.com 

www.yalhootinanee.com 
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