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ABSTRACT

. infC
gfion n ;
i ron S| The present rescarch paper has been made an attempt to measurc. analy zc
gt N J0- . . ; -
el ‘:) " 021 and compare the financial leverage in terms of EBIT/EBT relationship and
Debt-Equity ratio among Indian and Chinese Textiles industry. [n order to

. Financial
y n Rato.

nd

Debi-Equt

trading on equity.

the sample companies are using less debt-equity than to ideal ranio. Henc
textiles companies should employ more debts to attain the advantage of

achieve the objectives, ten companies from Indian textiles industry and ren
companies 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 confirm 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
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L INTRODUCTION
Bug

Ine : .
- * cannot be run without arranging funds.

bid d;;’reez?a[a(:]r;ljirqui‘red fqr este.lblishment only,
pumeSeSalso_Ach::-: kllversn‘icatlon, and other
tege funds o V10§ astobe made forarranging
ma}'bebmadl | a.I‘lOLlS' sources. These sources
fun g and Y Classified into two groups — owners'
t"”'“”ctsour ‘UlSIders' funds. Generally short-term
thy, preferces are excluded from sources of funds.
,t'“’”ings ar::/lCe shares, equity shares and retained
u Prefere, Ty common sources of funds. Debt
:::Ces of ‘UC:d;haargs are fixed charge beu.ring
Ingg are Variatr)‘l cquity shares and rectained
¢ charge bearing source of

funds. When both of these sources are used n
combination, firm is said to be leveraged
Companies with debt funds in their capital structure

TNT

are said to be financially leveraged. Usce of debt
funds involves tunds bearing fixed charges o th
form of interest and that interestis deducuble tor tax

r,

purpose. Financial leverage s measured as
EBIT/EBT relationship, Debt Equuty ratno, Debt
Ratio, Equity Ratio, Interest Coverage Rato, ete
The present study measures tinancual leverage i
terms of first two.

Indian textile industry s one ot the oldest industries
in the Indian cconomy, dating back (o several
countries. The mdustry s extremely varied, with
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hand-spun and hand-woven textiles sectors at one
end of the spectrum, while the capital-mtensive
sophisticated mulls sector on the other end. It
contmibutes 2% w0 India's GDP 12% to export

rovenuce and holds 376 ot the alobal textule trade

Chinese texule mdustny as the largest and biggest
cloth manutacturer and exporter of the world and

contmbures 7V 1o China's GDP T has siy main sub

industny sectors. Cheap labour, casily availability of

man powcer. arca, government poliey and large
domesuc market these reasons move global textile

industry in China.

Both the countries are tast growing economy in the
world and having a significant share of the textiles
industry of the world. The selected industry what
capital structure have and what financial risk bears,
theretore. the present study attempts to make a
comparnison between these two.

2. REVIEWOFLITERATURE

Some important studies were reviewed and has been
presented below-

(Ali, 2011) examined the determinants of leverage
and found size. non-debt tax shields and tangibility
were positively correlated with leverage ratio while
growth and profitability negatively associated with
leverage ratio.

(Azhagaiah & Sathia, 2012) studied about corporate
leverage of 25 Indian textile companies listed under
BSE and found significant growth rate in all three

leverages.

(Chandani & Ahmed. 2021) observed the effect of

corporate governance and financial leverage on the
efficiency in terms of ROA and ROI: of hsted
companies in Pakistan. Study found that corporate
governance has positive correlation with a
company's performance while FL and firm's
performance doces not have significant correlation,

COMNERCY

| Vol 16 (1), Dec 3()2”
e ———

TOoDA)

(Javeed & Tabassam, 2018) measured the impact ot
financial leverage on firm's financial condition. Ten
vears data of histed Pakistant textile companies were
analyzed and found positive relationship between
FL and tinancial posttion (ROA. Sales Growth and
NP and negative relationship between FILand
ROL,

3. NEEDOFTHESTUDY

Since India and China both are developmg and fast-
growing cconomy in the Asia as wellas in the world.
Rescarcher 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 rescarch gap exists and present study
makes an effort to fulfill this gap.

4. OBJECTIVEOFTHESTUDY
The present paper has following objectives:

. To measure and analysis of financial leverage
of Indian and Chinesc textile companics.

9

To compare financial leverage of Indian and
Chinese textile companies.

5. RESEARCHHYPOTHESES

Following hypotheses have been proposced tor the
study:

H,,: There is no significant difference among
(inancial leverage of Indian textile companies.

H,,: There is no significant difference among
financial leverage ol Chinese textile companies.

H,,: There s no significant difterence among
financial leverage of Indian and Chinese texule
companics.

0. RESEARCH METHODOLOGY

To carry out the rescarch following methodology

,\ﬂ
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i .'{ion J ~ Indian Saml:lg Companics | Chinese Sample Companies
rp 10)
pes¢ N o :
S 5 financial year (2013-14 10 2017-18) S calendar year (2014 16 2019,
: -"‘1 e sudY— Financial data as sccondary data

Jdad
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ACE Equity Softwarc

\1\\'11/“"“.“
\ ,;:;11 nd‘oplcd- i '
~ompanies and ten Chinese companies
: lected from textile sector. Smcp Indian
e bee? Q% ancial data are for five financial years
.v--_«.me ‘r:‘mpanies' data for five calendar years,
| Ch",l-wﬁlci:ale comparison between Indian and
L_";,:Jgamplc companies, financial data of
_‘ P sample companies were assumed to occur
:vm order (assuming occur evenly every
e and accordingly converted into financial
Hence four financial years could be formed

7m2015-16102018-19.

. Indian

qatistical Tools: Mean and coefficient of variation
- -heen used as descriptive statistics. To compare
. daifference in financial leverage of various
ompanies and of various years, one-way ANOVA
oeen used. To compare the difference in
naal leverage of selected companies of the two
“uresfiesthas been administered.

" RESULTS AND DISCUSSION-

:;TTSIUd)' measures financial leverage in terms of
ERI

EBT relationship and Debt-Equity ratio.

~ Annual reports o fselected companies and

Fimancial data as secondar data
WWW aastoc k‘\ com. www '_!Hl"lrfl' s
WWww reuters com. www stoc kapedia

and www vahoofinance com
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Relationship between EBIT and EBT

This concept shows the relationship between
Earnings before Interest and Tax (EBIT) and
Earnings before Tax (EBT). The formula for
financial leverage under this method 15

EBIT
eBT °7

EBIT
EBIT — Interest

DFL =

Relationship between Debt and Equity

This ratio shows the relationship berween
company's total debt and total equity. Total debr
includes both long term debt and those short-term
debts which do not occur in the dav-to-da
operations of the company. Total equity includes
paid up equity share capital and retained cammn

The formula for financial leverage under this
method is: Debt
DFL = -
Equity

industry.

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

,,\{.\Eompany Name ] 2013-14 | 2014-15 | 2015-16 | 2016-17 zol;‘/- . Mean L\\,
"\"\‘% | 187 1.94 188 | 175 | 1s0 17 989
?z\:’jjryt?eyizﬁ:ti | osas | a2 280 1209 | 140 130 19527
— L. tbres |33 117 110 1.05 o7 | SRR
i\\\}fﬂ‘M\'ﬂ:’;E | isa 1.38 1.20 117 RE RN 1343
Comodia sy | 225 | 2 v e s o
a S:i %F‘lifﬂ‘?f??lieny@g% B 1.23 L1y 109 oo | Lo 09N
L ndustries (India) 113 156 | 27 105 1 09 i Y 30 130 0N

i ?Y/an ,E”é;g‘y\rlzt;d‘.' N 16,11 6.63 174 93 1262 Lo LS 1)
i-lnf‘?”} L 179 ) 23 ' \ | 1 es 30

(INCR T O S N B
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;1o Welspun India 1 d IEEPL 138
[
Industry Average | 4.95 1.76
— . |
77‘Wlnlor—ﬁrm Comparison | ANOVA
Intra-firm Comparison l ANOVA

(Source: Own computation)

Table 2 discloses that financial leverage (EBIT /
EBT) ranges between 1 and 42 for different firms for
different years. All the sample companies have
reported a positive leverage for all the years. This
tells that all 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
Encrgy in the vear 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
quite high looking at avcrage leverage of other
companies. This is due to inclusion of abnormally
high leverage of Swan Energy Ltd.

One way ANOVA for inter-firm comparison shows

to s | s | 68 5280 |
1842 | 369 1.34 6.03 6434 |
I 1.469 P-Value 0.192 ‘
i 0813 P-Value 0523 |

the calculated value of F is 1.469 with a p value of
0.192. Thus, there is no significant difference
among leverage ratio of different firms. Further, one
way ANOVA for intra-firm comparison also
revealed that the calculated value of F is 0.8 13 witha
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 difference among leverages of
different firms and of different years could not be
rejected at 5% level of significance.

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

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

,ﬁ Company Name 2(;143' 2014-15 | 2015-16 | 2016-17 | 2017-18 Mean ((:0/:; ‘
1 Anind Lid. 1.12 1.25 1.48 1.06 0.88 1.16 19.28 |
2> Bombay Dyeing Ltd. 8.78 3.95 7.60 2.18 2.56 5.01 59.87
3| S{Zf“m licchnical Bibres 0.23 0.14 0.12 0.19 0.26 0.19 29.76
4 | KPR Mill Ld. 1.02 0.75 1.08 0.50 0.36 0.74 4251 |
5 | Raymond Ltd. 0.97 1.04 1.23 1.28 1.53 1.21 18.08 |
T " Rupa & Company Lid. 0.40 0.39 0.52 0.26 0.31 0.38 26.25
K iig‘” i Industries (India) 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 3189 |
"9 | Trident Ld. 201 1.77 1.41 1.03 1.03 1.45 3022 |
10 | Welspun India Ltd. 2.73 2.15 1.65 1.38 1.26 1.83 33.09 |
Industry Average 2.30 1.35 1.76 0.92 0.95 146 | 4336 |
‘ Inter-firm Comparison ANOVA F 6.909 P-Value nE (0 I)(ijAr‘J
i Intra-firm Comparison ANOVA F ;ANﬁl,g?L“ ] .!),',YIPI}',C ) 02:)5 7

(Source: Own computation)

Itis 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 0f'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 Ltd. has the least average
D-E ratio of 0.19 and in almost all the years the
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e oe (EEF )
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Table 4: Financial Leverage (EBIT/EBT) of Chinese Textile Industry

Results of one-way ANOVA revealed that for inter-
firm comparison, the calculated F value 15 6 909
with a p value of 000 Thus. there 15 significant
difference among leverages of different firms On
the other hand, the calculated valiue of F for intra-
firm comparison is 1 27 with a p value of 0295
Thus, there is no significant difference among
leverages of different years. ‘
Table 4 presents the financial leverage (EBIT-EBT
rclationship) of Chinese sample companies of
textile industry.

2015- 2016- | 2017- | 2018 . C.V.
S, Company Name 16 17 18 19 Mean 0,
\]' Black Peony (Group) Co. Ltd. 1.23 1.19 1.21 1.14 1.19 3.28
— Huafang Co. Ltd. 2.06 410 | 5.96 3.08 380 4377
" Huafu Fashion Co. Ltd. 1.46 1.27 1.22 1.25 130  22%
. Jiangsu Sunshine Co. Ltd. 1.47 1.55 1.85 1.39 156  12.5%
. Kam Hing International 1.94 156 | .61 184 | L7t 1062
| Holdings Ltd. :
6 LuThai Textile Co. Ltd. 1.02 1.02 1.03 1.07 105 213
7 ;lé?ﬁhg“?zcghcg?gf;a“ 1.18 162 | 172 | 210 | 165 2301
8 | Sunvim Group Co. Ltd. 1.20 1.12 1.18 1.20 .18 298
9 Weigiao Textile Co. Ltd. 1.44 1.41 1.50 1.35 143 | 439
10 i‘fgg“’“g HoldingiGroup) i, 0.64 167 | 321 0.70 156 T8
_ Industry Average 1.36 165 | 205 | LS1  Led 1798
Inter-Firm Comparison ANOVA F 5.622 P Value 0.000
Intra-Firm Comparison ANOVA F 0947 | PValue 043

(S .
Ource: Qwn computation)

S foung f
e O the results that on an average the
Clextile ind

gl " ustry is having a leverage of 1.64
:T“‘inghighémé\?f 17.98%. Huafang Co. Ltd. is
‘ V‘f’era ¢ is increer.qge lever.agc 0f3.80. The value
s gl bundamng continuously till 2017-18.
,,'“ru‘sl Lamoun that the company is caming
00 e OFEBIT and incurring increasing
i oy LU 2018-19. The C. V. is low
ey glessfluctuation in leverage.

o osulg
M. of One , )
D«msgn rCVe;lL"WdY ANOVA for inter-firm
With p VS that the calculated F valuc is
alue of (.. Thus, the null

hypothesis of no significant difference among

various firms' financial leverage s rejected at 3
level of significance. One way ANOVA tor [noa-
firm comparison finds the caleulated value of F s
0.947 with a p value of 0428 Thus, there 1w no
significant difference among tfinancal leverage over
the years and null hypothesis for mtra-firm
comparison s aceepted.

Table S displays the leverage using debe-equuty rato
for Chinese sample companies ol textle mdustny
along with inter-firmand mtea-ficm comparison.
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Table S: Financial Leverage (Debt-Equity Ratio) of Chinese Textile Industry

S T T,
N ! ‘ 5- O
N Company Name Z(:lﬁ ’ 20106-17 | 2017-18 | 2018-19 Mean (%)
I | Black Peany (Group) Co. 1 id 107 0.98 1.06 1.05 [ 04 403 |
_ = Muafang Co. Lid, 1.57 1Sl 105 os | 129 | 2176
. _ [ - - i | L R
2 Huatu Fashion Co 1td .26 116 I ()7 1.38 1.22 L 1109 4
4 Jangsu Sunshine Co 11d 102 0.99 090 | 0 xw 093 | 893
< Kam Hing International Holdings — T 1
L = 0.94 0.94 091 1.02 0.95 490 |
| o R R B
O LuTha Texule Co Ltd | 0.13 0.15 0.19 0.25 0.18 3062
- Shipazhuang Changshan Beiming | , A 1 . |
Tech Co. Lid o 0.71 0.83 0.79 0.86 080 | 856
8 Sunvim Group Co. Ltd 1.21 0.92 0.93 116 105 | 1424 |
9 Weigiao Textile Co. Lud. 0.55 0.56 0.34 0.15 040 | 4893 |
Ninglong Holding (Group) Co.
10 La gl p) 0.55 0.55 0.67 0.70 0.62 12.97
Industry Average 0.90 0.86 0.79 0.85 0.85 5.23
inter-Firm Comparison ANOVA F 27.537 P Value
Intra-Firm Comparison ANOVA F 0.141 P Value

(Source: Own computation)

It is found that average D-E ratio for the industry is
0.85 with a low C. V. 0of 5.23%. Huafang Co. Ltd.
has the highest average leverage of 1.29 witha C. V.
of 21.76%. The company showed continuous
increasing trend in both total debt and equity but the
equity has increased at a rate more than that of total
debt. Lu Thai Textiles Co. Ltd. has the lowest
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 I. Also, the C. V. value is
quite low indicating little fluctuations in D-E ratio

over the years.

It is found from inter-firm comparison that the
calculated F value is 27.537 with a P value of 0.00.

Thus, significant difference exists among varic
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
0.935. Thus, significant difference does not exist
among the measures of D-E Ratio over the years.

Comparison among Financial Leverage of
Indian and Chinese Sample Companies

In this section, comparison of financial leverage has
been done between Indian and Chinese Sample
Companies. There is a mismatch between years for
which their data have been collected. Three
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 ycars only.

Table 6: Comparison among Financial Leverage of Indian and Chmese Companlc

(Source: Own Computation)

Financial 1 Indmn Sample Companies Chinese bdmplc Lompumc :
Leverage | 2015-|2016-2017-1 | C.V. | 2015-|2016-|2017- ;l‘ “C.V. ¢ | pValue
Tie ar s MM en e g | | M |
T EBIT/EBT | 1842 | 3.69 | 134 | 782 | 11837 | 136 | 165 | 205 169 | 2045 | 115 | 0370
DERatio | 176 | 092 | 095 | 121 | 39.63 | 090 | 086 | 0.79 oxs ()'“1_()‘ "E({"_F?ﬂ
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P 6 sresents Textile sector in India has the
\ I‘ » ~ C [ ‘ \ .
bl © Yeverage of 7.82 and also has high

4“””,}@“5 asis cvident from the high value of C. V.
‘ Thus- Indian textile sectoris riskier than the
(1 \““; oxtile sector. High average leverage shows
e L a decrease in EBIT by 20%, then there
ghat 1 4 decrease in EPS by 156.4% (20% * 7.82).
cs a great financial risk on this sector to
e interest €XpENSEs. The hypothesis testing
;«;SU“S chowed that the calculated value of tis 1.147
wihap value 0f 0.370. Hence there is no significant
gifference among the financial leverage of Indian

and Chinese sample companies.

Debt-Equity Ratio

Table 6 reveals that the average D-E ratio for Indian
extile sector 18 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  statistics as 1.29 with a p value of 0.325
and accept the null hypothesis. It can be concluded
that there 1S NO significant difference among the
Debt-Equity ratios of Indian and Chinese sample

companies.

§. CONCLUSION

The present study attempts to Measure and compare
the financial leverage of textile companies. Only
five years results of the selected companies have
been used to fulfill the research gap. EBIT/EBT
ratio shows higher fluctuations in Indian textile
industry than Chinese industry which confirms great
financial risk. The results of D-E ratio show that
only one firm has higher ratio than the ideal ratio and
nine firms werc trading their businesses on thick

equity. The study concludes that the Indian and

Chinese textile companies arc significantly not

ths PO

differentin respect of financial leverage.
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