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ABSTRACT:

Capital Structure refers to the mix of debt and equity financing used by a firm. It is a critical decision for a firm’s financial strategy as it impacts risk, cost of capital,

and ultimately the firm’s performance.

Firm Performance typically refers to measures such as profitability, return on assets (ROA), return on equity (ROE), and market value.

The relationship between capital structure and firm performance has been a subject of significant academic interest, as it influences corporate decisions and economic

sustainability.

Importance of the Study:
Understanding the impact of capital structure on performance helps managers make better financing decisions that balance risk and return.
Policymakers and investors also gain insights into how capital structure decisions can affect company stability, growth, and market valuation

1. INTRODUCTION

1.1. BACKGROUND AND RATIONALE OF THE RESEARCH

Capital structure is one of the most critical components of corporate finance. It represents the combination of debt and equity a firm uses to finance its
operations and long-term growth. The right capital structure can lower the cost of capital, reduce financial risk, and enhance shareholder returns. Over the
years, various theories have been proposed to understand capital structure decisions, including the Modigliani and Miller theory, the trade-off theory, and
the pecking order theory. While some theories suggest capital structure is irrelevant under perfect market conditions, real-world factors such as taxes,
bankruptcy costs, and asymmetric information make it a crucial factor in firm performance. Firms operating in different industries and environments face
unique challenges when deciding their optimal mix of financing sources. This research explores how capital structure affects firm performance, aiming to
identify patterns, relationships, and best practices applicable to both theoretical and practical contexts.

1.2. SIGNIFICANCE OF THE STUDY

This study is significant for multiple stakeholders. For corporate managers, it provides empirical insights that can guide strategic financial decisions. For
investors, it offers a better understanding of how leverage influences profitability and market valuation. For policymakers and regulators, it sheds light on
industry-specific financial behavior and its broader economic implications. In academic terms, the study contributes to the growing body of literature
exploring the dynamics between financial structure and performance outcomes. In the face of rapidly changing market conditions, understanding capital
structure decisions is more important than ever.

1.3. OVERVIEW OF THE STRUCTURE

The study is structured into six chapters. Chapter 1 introduces the research topic, rationale, and scope. Chapter 2 outlines the aims, objectives, research
questions, and expected outcomes. Chapter 3 reviews the existing literature on capital structure and firm performance. Chapter 4 discusses the methodology
adopted, including data sources, variables, and analytical techniques. Chapter 5 highlights the implications of the findings for stakeholders. Chapter 6

acknowledges the limitations and suggests areas for future research.
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2. AIMS & OBJECTIVES
2.1. RESEARCH QUESTIONS
®  How does capital structure influence firm performance?
® [s there an optimal capital structure that maximizes performance?
®  Does the impact of capital structure vary across industries or firm sizes?
®  What are the key factors influencing capital structure decisions in practice?

2.2. RESEARCH OBJECTIVES

To investigate the relationship between capital structure and firm performance in different sectors.
To identify the optimal mix of debt and equity that enhances firm profitability and value.
To examine variations in capital structure effects across industries and firm sizes.

To explore the decision-making process and real-world factors influencing capital structure.

2.3. EXPECTED OUTCOMES

®  Evidence of whether and how capital structure affects firm performance.
®  Identification of industry-specific patterns and strategies regarding capital structure.
®  Practical recommendations for financial managers and policymakers.
®  Academic contributions through theoretical and empirical insights.
3. LITERATURE REVIEW

The relationship between capital structure and firm performance has been a topic of interest for decades. The Modigliani and Miller (1958) theory argues

that in perfect capital markets, firm value is unaffected by capital structure. However, real-world imperfections led to the development of alternative

theories. The trade-off theory suggests firms seek a balance between tax benefits of debt and bankruptcy risks. The pecking order theory indicates a

preference for internal financing, followed by debt, then equity. Agency theory discusses conflicts between management and shareholders, which can also

affect financing choices.

Empirical research has produced mixed results. Some studies find a positive relationship between debt levels and firm performance, due to tax shields

and financial discipline. Others observe a negative relationship, suggesting that excessive debt increases financial distress and reduces profitability.

Industry-specific studies also highlight how capital structure decisions vary based on business risk, asset structure, and growth opportunities. Overall, the

literature underscores the complexity and context-dependency of capital structure decisions.

4. METHODOLOGY

This study follows a descriptive research design, aimed at examining the impact of capital structure on firm performance and analyzing how retail

investors perceive and respond to capital structure variations across small cap, mid cap, and large cap companies.

4.3 Survey Instrument (Questionnaire)

A structured and close-ended questionnaire was designed to capture key investor insights. It included:

Demographic details (age, income, occupation)

Investment experience and behavior

Preference across market capitalization categories

Decision drivers (risk appetite, return expectations, research sources)

Future investment intentions

The survey was distributed online, and a total of 19 valid responses were received.

4.4 Sampling Method

Sampling Technique: Convenience Sampling
Sample Size: 190 respondents
Target Group: Retail investors from Gwalior and surrounding areas, primarily between the ages of 18 to 40

Inclusion Criteria: Individuals with at least basic familiarity with investing in the stock market



International Journal of Research Publication and Reviews, Vol (6), Issue (6), June (2025), Page — 1234-1240

1236

What is your typical investment horizon I copy
TEH0 eSS

i Less than 6 manths (shar-tam)

i & months ta 1 pear

i 1-3 years (medium-term)

- PFeare thaan 3 wesars (keng-tenm)
How do you research or decide which stocks to invest in? |_|:I Copy

1O res s

™ Finarsial reews and mesdos

@ Social media and nfluencers

. Brokerage reparts

- Camparny fundamsentals and
financial statements

p Friends

. ID Copy
If you had 1,000,000 to invest today, how would you distribute
it?

100 respores

T0% Langs Cap, 20% Mid Cap,
10%: Smasall Cap

50% Large Cap, 30% Mid Cap,
207 Srmsall Cap

0% Large Cap, 40% Mid Cap,
0% Smaall Cap

Enuial acmss sl theeea
[E3%-33U-33%)

e & 0 @

Copy
In your opinion, which category offers the best long-term
potential ?

100 respores

L

-

- Large Cap

- Bdid Cap
Srmall Cap
Pt sure




International Journal of Research Publication and Reviews, Vol (6), Issue (6), June (2025), Page — 1234-1240

1237

How long have you been investing in the stock market [E] Copy

1490 reaponmes

@ Leas than 1 year
® 1-3years
® 3-5years
@ More than 5 year

Section B: Investment Behaviaor

IO Copy
Which market cap segment do you usually prefer to invest
in?
@ Large cap companies
@ Small cap companies
® Mid cap companies
® Amix of ol three
Why do you preferthis segment? (Select all that apply) @ Copy
180 reaponses
Higher retunms potential
Strong financials and o oe
fundamentsats fs
Mare growth opportunities

0.0 25 50 I.5 10,0



International Journal of Research Publication and Reviews, Vol (6), Issue (6), June (2025), Page — 1234-1240

1238

_ IO Copy
Section 1: Investor Profile
1. What is your age
group?
180 responzes
. balow 25
: 25-35
3545
: 4550
Abowve 80
= Copy
What is your employment
status?
180 responses
®
: Student
° Waorking professional
business owner
Retired
10
What is your annual income range? Copy
190 responses
®
® ceiow 3 lakns
3-5lakhs
£-10 lakhs
10 - 20 lakhs
Above 20 lakhs
|_|:| Copy
Would you be willing to increase your exposure to Small/Vid Cap
stocks in the next 1-2 years?
180 resporses
e
o
@ Mary be deperding on market
corvilione

Summary of Data Insights



International Journal of Research Publication and Reviews, Vol (6), Issue (6), June (2025), Page — 1234-1240 1239

1.  Demographics & Income:
O Majority of respondents (52.6%) are in the 25-35 age group, suggesting young, active investors.
O  Working professionals (57.9%) form the largest occupational group.
O  Most earn either below %3 lakhs (36.8%) or in the ¥5-10 lakh range (31.6%) annually, indicating modest to mid-level income
groups.
2. Investment Experience & Behavior:
O  Investment experience is balanced, with nearly equal representation across <1 year, 1-3 years, and 3-5 years (each ~31.6%).
O  Preferences for small cap, mid cap, and mixed portfolios are evenly split (~26% each), showing diverse risk appetite.
3. Decision Drivers:
O  High return potential (52.6%) is the dominant reason behind stock selection, followed by growth, fundamentals, and lower risk
(each ~15.8%).
O  Investors mainly rely on company fundamentals (31.6%) and financial news (26.3%) for decision-making.
4. Investment Horizon & Allocation:
O A medium-term horizon (6 months—3 years) is preferred by most investors (68.4% combined).
O Most would distribute investments with emphasis on mid caps:
. 42.1% would allocate 30% large, 40% mid, 30% small
" 36.8% favor equal distribution (1/3 each)
5. Long-Term Potential & Future Plans:
O  Mid cap companies are viewed as having the highest long-term potential (52.6%).

O  44.4% plan to increase investment in small or mid cap stocks in the future, reflecting optimism.

5. CONCLUSION

The survey reveals that retail investors, especially in the age group of 25-35 years with moderate income and 1-5 years of experience, are increasingly
confident in mid and small cap companies. While return potential is their top priority, many still emphasize company fundamentals and financial analysis
in decision-making. The data also indicates a shift from large cap dominance to a balanced or growth-driven investment strategy.

These insights imply that capital structure and perceived performance of firms (especially mid caps) directly influence investor behavior. Companies
with optimized capital structure, lower leverage, and growth visibility are more likely to attract retail investors in the current market landscape.

6. IMPLICATIONS

The study's findings will have practical and theoretical implications. For corporate finance managers, understanding the capital structure-performance link
can guide better financial planning and risk management. A clear strategy for debt and equity financing can optimize a firm's value and reduce its cost of
capital. For investors, knowledge of capital structure practices helps in assessing financial risk and making informed investment decisions.

On a broader level, the research can help policymakers frame guidelines that encourage healthy financial structures in different industries. Academically,
the findings can validate or challenge existing theories, offering scope for future research. Educational institutions can use the insights to enhance finance
curricula with real-world relevance.

7. LIMITATION

Ll Data Limitations

The study relies on available financial data, which may be incomplete, outdated, or inconsistent across firms. In some cases, firms may not report capital
structure components (e.g., off-balance-sheet financing), or there may be discrepancies in how performance metrics are reported, limiting the accuracy
of the analysis.

1 Cross-Sectional Nature of the Study
If the study focuses on a specific time period, it may only capture short-term relationships between capital structure and firm performance. Long-term
effects may not be adequately explored, and changes in market conditions or firm strategy over time may not be fully accounted for.

[J Industry-Specific Differences
The relationship between capital structure and firm performance is likely to vary across industries due to differing capital needs, growth patterns, and
business models. This study may not fully account for these industry-specific factors, limiting the generalizability of the findings across all sectors.
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LI Macroeconomic Influences

Macroeconomic factors such as interest rates, inflation, and economic cycles can have a significant impact on firm performance and capital structure
decisions. These external factors may confound the relationship being studied, making it difficult to isolate the effect of capital structure on performance
alone.

[l Sample Bias
The selection of firms in the study could introduce bias. For example, focusing on publicly listed firms may exclude small or privately-held firms, which

may have different capital structure decisions and performance outcomes. Similarly, firms from developed markets may have different
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