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Abstract: The ownership structure and capital structure both are vital factors that decide 
the survival and prosperity of an entity. Therefore, the relationship between ownership 
structure and capital structure is a notable topic to many scholars.  Capital structure 
choice is also grey issue in corporate finance in India because an optimal capital 
structure leads to maximize the market value of the firms with the performance of the 
organization. The appropriate selection of capital structure is a key element in firm 
financial strategy. The capital structure of a firm is determined by two decisions, they are 
type of securities issued and relative ratio of securities that determine the gearing of the 
firm. Many scholars have express different ideas on financing choices of an organization.  
. Based on this empirical study we are to some extent being able to recommend or 
suggests that, the capital structure should be highly considered as one of the sensitive 
decision areas and the magnitude of leverage should be maintain at a possibly minimum 
level i.e. the Indian firms should mostly rely on owners’ fund i.e. equity capital than debt. 
However, especially domestic promoters’ ownership and institutional ownership are 
suggested to be maintained at a reasonably high level. The study is supposed to have 
important implications in the field of corporate governance practices and policy 
formulations for Indian manufacturing firms. 

1. Introduction  
Capital structure refers to the grouping of equity and debt financing by a firm to 

finance its assets, overall operation and growth. There are no universal standards of the 
optimal mix of debt-equity choice and rigorously discussed in the academic literature to 
the appropriate mix of capital structure.  The relevant previous studies suggested these 
ownership issues and capital structure such as agency theory, pecking order theory, trade-
off theory.  The ownership structure and capital structure both are vital factors that decide 
the survival and prosperity of an entity. Therefore, the relationship between ownership 
structure and capital structure is a notable topic to many scholars.  Capital structure choice 
is also grey issue in corporate finance in India because an optimal capital structure leads 
to maximize the market value of the firms with the performance of the organization. The 
appropriate selection of capital structure is a key element in firm financial strategy. The 
capital structure of a firm is determined by two decisions, they are type of securities 
issued and relative ratio of securities that determine the gearing of the firm. Many 
scholars have express different ideas on financing choices of an organization. According 
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to Modigliani and Millar (1958) in real world with tax the ungeared firm will earn money 
& pay tax. But similar geared firms will also earn money and pay less tax because interest 
is tax deductible, making the geared firm more valuable than ungeared firm. The selection 
of capital structure is a top management decision based on the approval of the 
shareholders.  

2. Need for the study 
The motivation for this study is explored interactions between the modification of 

promoter ownership and leverage by undertaking the Bombay Stock Exchange listed 
firms in India. The consequences imply that promoter shareholding inversely linked and 
extensively changes over the leverage decisions. The modification of promoter holdings 
plays a function in reducing the capital structure and possibilities of financial distress of 
Indian firms. Hence, this result supported to the agency theory which explains that 
promoter ownership reduces the mix of debt-equity of Indian firms  (Gill, Obradovich, & 
Mathur, 2015).  Agency Theory suggests that when managers are not owners and their 
family members are not of the business entity that they lead or they have a low equity 
stake in it, their behaviour is affected by self-interest for maximizing corporate value. The 
promoters’ ownership creates wealth in the shares of the firms that they lead which 
depends on their interest with other shareholders and takes less discretionary behaviour. 
Thus, promoters’ ownership can be seen to be negatively associated with the capital 
structure decisions. Agency theory recommends that outside ownership through a 
monitoring mechanism could alleviate the conflict amongst the managers and the 
shareholders. 

3. Statement of the problem 
The ownership structure and capital structure both are vital factors that decide the 

survival and prosperity of an entity. Therefore, the relationship between ownership 
structure and capital structure is a notable topic to many scholars. Capital structure choice 
is also early issue of corporate finance in India because an optimal capital structure leads 
to maximize the market value of the firms with the performance of the organization. The 
appropriate selection of capital structure is a key element in firm financial strategy. The 
capital structure of a firm is determined by two decisions, they are type of securities 
issued and relative ratio of securities that determine the gearing of the firm. Many 
scholars have express different ideas on financing choices of an organization. According 
to Modigliani and Millar (1958) in real world with tax the ungeared firm will earn money 
& pay tax. But similar geared firms will also earn money and pay less tax because interest 
is tax deductible, making the geared firm more valuable than ungeared firm. The selection 
of capital structure is a top management decision based on the approval of the 
shareholders. 

Several theories and studies have examined capital structure; however, there is no 
single theory that can fully interpret the effect of capital structure on firm performance. 
Empirical evidence shows different and contradictory results on this relationship and 
indicates that it depends significantly on the specific circumstances Additionally, most 
previous studies relating to capital structure have investigated the determinants of capital 
structure decisions. The empirical evidence on the effect of capital structure on firm 
performance, especially in emerging markets. The above issues motivate new studies on 
the relationship between capital structure and firm performance. 

4. Objective of the study 
1. To analyse the capital structure and financial position of selected BSE listed firms 

in India. 
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2. To examine the relationship between Ownership structure, Capital structure and 
firm value. 

5. Research design 
The research design of the study is analytical as well as qualitative research. Research 

design in general can be explained as a detailed outline of how an investigation will take 
place in the study. The research design is a detailed plan which guides the methods and 
procedures for collecting and analysing the required information. The chosen research 
design is based on collection of secondary data of ownership structure, firm’s 
performance and shareholder‘s wealth in case of selected firms. 

The companies listed on the Bombay Stock Exchange limited (BSE). The BSE is one 
of the Asia's fastest stock exchanges and the oldest stock trade in the South Asia's Region. 
34 listed firms were selected by using judgement sampling method. The remaining firms 
were excluded such as Banking, Financial Firms and other non-categorised firms. The 
firms are excluded because the liabilities and control over the firms entirely different 
ownership structure. The is limited the period of 10 years from 2007-2008 to 2016-2017 
(10 Years). The data used in this study is secondary in nature. The study has been 
undertaken the following statistical methods is applied viz., Financial Ratio Analysis, 
Descriptive and Dispersion measures (Mean, SD, CV, Skewness, Kurtosis), Correlation 
Analysis and Multiple Regression Analysis.  

6. Scope of the study 
The study has been examined only the ownership structure, capital structure and 

financial performance of the firms considered for analysis of the corporate governance 
measures. The study has not considered the aspects of mandatory and voluntary disclosure 
practices of governance because these phenomena of the corporate governance disclosure 
reforms conducted by many researchers. Hence, this study examined only the Ownership 
structure and capital structure variables made by the firm’s performance practices as it 
would be more meaningful and have greater significance in adding to the knowledge 
about corporate governance practices. 

7. Analysis and Interpretation  
The study has panel data that contains both cross sections and time series in nature, the 

statistics are taken into account the annual average during the study period from 2007-
2008 to 2016-2017. 

Table 1 provides the summary statistics of major variables used in this study. The 
average (mean) promoter’s ownership in selected BSE listed firms is 60.492 which 
indicates largest proportion hold by the promoters with standard deviation of 13.541 with 
largest ownership of 97% promoters and minimum ownership of 39.550%. The mean of 
Institutional ownership constitutes 11.741% with the standard deviation of 12.209 and the 
range of institutional ownership from 0 to 45.146%. The mean corporate ownership is 
10.340% with the standard deviation of 8.816% and the ranges from 0 to 55.337%. The 
mean value of public ownership of samples 17.134% with the stand deviation of 12.868% 
and the ranges from 0 to 46.042%. The mean value of foreign ownership is 5.131 with the 
standard deviation of 5.981 and the ranges from 0 to 23.228. The mean and standard 
deviation of age of the firm is 30.669 and 23.591 respectively which is ranged from 0.00 
to 88.586. The mean value of firm size is 3.639 with the standard deviation of 0.762 
indicates very low deviation that has been found the study period and the range from 
1.887 to 5.727. The growth in total assets is 18.061% with standard deviation of 27.036 
and the ranges from -35.569 to 210.403%. The average value of long-term debt to total 
assets ratio is 0.146 with the standard deviation of 0.124 and ranges from 0.00 to 0.625. 
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Table 1: Summary Descriptive Statistics 
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Promoters 
Ownership 

340 60.492 13.541 39.550 97.000 0.652 -0.501 

Institutional 
Ownership 

340 11.741 12.209 0.000 45.146 0.915 -0.332 

Corporate 
Ownership 

340 10.340 8.816 0.000 55.337 2.234 7.369 

Public Ownership 340 17.134 12.868 0.000 46.042 0.242 -1.169 

Foreign Ownership 340 5.131 5.981 0.000 23.228 1.311 0.824 

Age 340 30.669 23.591 0.000 88.586 0.499 -0.402 

Firm Size 340 3.639 0.762 1.887 5.727 -0.241 -0.196 

Growth in Total 
Assets 

340 18.061 27.036 -35.569 210.403 2.975 13.792 

Long-term Debt to 
Total Assets Ratio 

340 0.146 0.124 0.000 0.625 0.881 0.914 

 

Robustness Test for Variables: Normality Test 

Shapiro-Wilk W test is the most widely used analysis compares the shape of the 
distribution of the sample to the shape of a normal curve. If the sample is normally 
distributed and become the population also have normally distributed. The hypothesis of 
normality means a significant value of the test; the distribution of samples is not the 
normal curve. 

Ho: The observed distribution fits the normal distribution  

Ha : The observed distribution does not fit the normal distribution. 

Table2: Tests of Normality 

 

Kolmogorov-Smirnova Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Debt-Equity Ratio 4.256 340 .195 4.924 340 .212 

a. Lilliefors Significance Correction 
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Table 2 explain normality tests, which were calculated by Kolmogorov-Smirnov and 
Shapiro-Wilk test. The Shapiro-Wilk test statistics were 4.924 with respective p value is 
greater than 0.05 which indicated to accept the null hypothesis. Therefore, the observed 
distribution fits normal distribution.  

8. Correlation Analysis 
Table 3 explains that correlation matrix of selected BSE listed firm’s capital structure, 

ownership structure and control variable. The institutional ownership (-.358) is found 
negatively and significantly correlated with promoter’s ownership indicating smaller 
boards may exert pressure on managers to follow lower gearing levels and enhance the 
firm performance. Relationship between NEDs and shareholding is positive which shows 
that concentration of ownership leads to increase the presence of NEDs on boards. This 
results in establishment of weaker control of firms. These practices adversely affect the 
performance of company as shown by the relationship between return on assets and 
promoters shareholding. The institutional shareholding is negatively and significantly (-
0.142) correlated with capital structure (Debt-Equity). This negative relationship is result 
of inefficient monitoring and increase of the agency cost and managerial opportunisms. 
Correlation analysis indicated that promoters holding is negatively correlated with debt-
equity ratio and also proves that insignificant. The result argues that as the promoter’s 
shareholding in a firm increases, they tend to bring down the size of firm’s debt to reduce 
the risk and cost of bankruptcy. Profitability (ROA) positively correlated with the debt to 
equity ratio which is consistent with pecking order theory that firms use and concentrated 
externally generated funds which is public and institutional generated funds as first option 
to finance project before resorting to debt. There is a negative (-0.049) relationship 
between debt-equity and the size of the firm and the result is insignificant which indicates 
rational as medium sized firms have more assets for collateral as compared to large sized 
firms and it is hard to negotiate better terms with lenders and has been followed extremely 
difficult for lending policies. 

 
Promoters 
Ownership 

Institutional 
Ownership 

Corporate 
Ownership 

Public 
Ownership 

Foreign 
Ownership 

Age 
Firm 
Size 

Growth 
in Total 
Assets 

Debt-
Equity 
Ratio 

Promoters 
Ownership 

1 
        

Institutional 
Ownership 

-.358** 1 
       

Corporate 
Ownership 

-.289** -.147** 1 
      

Public 
Ownership 

-.380** -.354** -.113* 1 
     

Foreign 
Ownership 

.020 -.164** -.148** -.160** 1 
    

Age -.039 .219** .075 -.202** .045 1 
   

Firm Size -.343** -.113* .842** .126* -.105 .104 1 
  

Growth in 
Total 
Assets 

.064 .092 .068 -.141** -.010 .019 .080 1 
 

Long-term 
Debt to 
Total 
Assets 
Ratio 

-0.0043 -.122* 0.0376 .382** 0.045 -.066 .307** .092 1 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 
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9. Regression Analysis 
Multicollinearity can greatly affect model fit least squares ordinary regression is 

applied due to the high correlation between independent variables. It must therefore be 
tested to verify that the problem of multicollinearity. As shown in the table, most of the 
variable of correlation coefficients are generally moderate with absolute value less than 
0.4, thus, multicollinearity is not seriously effect for the regression test. The Table 4 
shows the multiple linear regression model summary and overall fit statistics of this 
model. Multiple R value in the model is 0.645 indicates that there is a high level of 
relationship between dependent and independent variables taken together. In R square 
value is 0.416 that means that the liner regression explains 41.6% of the variance in the 
capital structure. The Durbin-Watson d=1.991 which is between the two critical values 
1.5<d<2.5 and therefore, it can be assumed that there is no first order linear auto 
correlation in our multiple linear regression data. The Table 5.3 also explains the F-test, 
the linear regression’s F-test has the null hypothesis stated that there is no linear 
relationship between the variables [R2=0]. This model with F test is 3.448 with p value is 
0.001, the result F-test is highly significant, that is reject the null hypothesis and accept 
the alternate hypothesis. Thus, it could be assumed that there is a linear relationship 
between the variables in our model. 

Table 4: Regression Model Summary Capital Structure and Ownership structure 

Model R 
R 
Square 

Adjusted 
R Square 

Std. 
Error of 
the 
Estimate 

Durbin-
Watson 

F-Value 
P-
Value 

1 .645a .416 .402 .096120 1.991 29.464 0.000 

a. Predictors: (Constant), Growth in Total Assets, Foreign Ownership, Age, Promoters 
Ownership, Corporate Ownership, Public Ownership, Institutional Ownership, Firm Size 

b. Dependent Variable: Long-term Debt to Total Assets Ratio 
 

Table 5 provides the regression coefficients and Collinearity statistics of the selected 
independent variables. The multicollinearity in the multiple linear regression model 
explain the tolerance value should be greater than 0.1 [or VIF <10] for all the selected 
variables. The coefficient of Promoters ownership is positive (0.006) and insignificant 
(t=7.379, p value =0.000). This indicates that firms having higher promoter’s ownership 
have relatively high long-term debt to total assets ratio. The coefficient of proportion of 
institutional ownership is 0.005 and (t=5.592, p value =0.000). When proportion of 
institutional ownership increased by one-unit, long term debt to total assets ratio increased 
by 0.005 units which was statistically insignificant. The coefficient of corporate 
ownership is -0.086 and (t=-.527, p value =0.598). When corporate ownership increased 
by one-unit, long term debt to total assets ratio decreased by 0.086 units which was 
statistically insignificant. 

The coefficient in case of percentage of public ownership was 0.007 which indicates 
positive relationship between long term debt to total assets ratio and (t=8.338, p value = 
0.000). When public ownership increased by one-unit, long term debt to total assets ratio 
decreased by 0.007 units which was statistically significant. The coefficient foreign 
ownership was 0.006 which indicates positive relationship between long term debt to total 
assets ratio and (t=5.238, p value = 0.00). When foreign ownership increased by one-unit, 
long term debt to total assets ratio increased by 0.006 units which was statistically 
insignificant. The coefficient age of the firm was -0.320 which indicates negative 
relationship between long term debt to total assets ratio and  (t=-1.373, p value = 0.171). 
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Table 5: Regression Coefficients Ownership structure and Capital structure 

  

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. 

Collinearity 
Statistics 

B 
Std. 
Error 

Beta Tolerance VIF 

(Constant) -.713 .072 
 

-9.945 .000 
  

Promoters 
Ownership 

.006 .001 .603 7.379 .000 .265 3.779 

Institutional 
Ownership 

.005 .001 .463 5.592 .000 .258 3.880 

Corporate 
Ownership 

-.086 .002 -.061 -.527 .598 .131 7.620 

Public 
Ownership 

.007 .001 .742 8.338 .000 .223 4.488 

Foreign 
Ownership 

.006 .001 .281 5.238 .000 .614 1.628 

Age -.320 .000 -.061 -1.373 .171 .904 1.106 

Firm Size .090 .015 .553 5.844 .000 .197 5.079 

Growth in 
Total Assets 

.037 .000 .080 1.851 .065 .956 1.046 

a. Dependent Variable: Long term Debt to Total Assets Ratio 

 

When age of the firm increased by one unit, long term debt to total assets ratio 
decreased by -0.320 units which was statistically significant. The coefficient firm size was 
0.090 which indicates positive relationship between long term debt to total assets ratio 
and (t=-5.844, p value = 0.00). When firm size increased by one unit, long term debt to 
total assets ratio increased by 0.15 units which was statistically significant. Finally, the 
coefficient growth in total assets was 0.037 which indicates positive relationship between 
long term debt to total assets ratio and (t=1.851, p value = 0.65). When growth of assets 
increased by one-unit, long term debt to total assets ratio increased by 0.037 units which 
was statistically insignificant.  

10. Conclusion 
The study found that the majority of the shareholding held by the promoters’ structure 

around 53 percentage of manufacturing firms in India. These considerations imply that the 
pricing of securities and the reaction of the stock price to issuance of different securities 
depend on the ownership structure and the type of the controlling and monitoring of a 
firm. Promoters and Public Shareholding have a negative relationship with firms leverage 
and the result was statistically significant. Further, the Private / Corporate Shareholding 
have positively influencing factors that determining capital structure decisions. The 
various forms of ownership structure introduced in the study are percentage of domestic 
promoters’ ownership, percentage of foreign promoters’ ownership, percentage of 
institutional ownership and the capital structure is measured by the debt to equity ratio of 
the sampled firms. The study found a negative effect of capital structure measured by debt 
to equity ratio on firm performanceThe study confirmed the role of capital structure and 
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various forms of ownership including promoters and institutional shareholdings on firm 
performance. 

11. Limitations of the study 
Due to time and resource constraints the study only reviewed a sample of publicly 

listed firms. The study focused based on the ownership structure, capital structure and 
financial performance of listed companies in India. The study used only essential aspects 
and variables of ownership structure, capital structure and firm’s performance 
mechanisms considered for analysis.  Finally, the study focused on only the financial 
performance of firms and ignored the non-financial goals which can be of equal 
importance for managers and owners. Therefore, future studies should take into account 
both financial and non-financial goals and assess them in firms having different 
ownership structures. 
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