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Abstract: 

 This study presents an empirical insight on the Impact of Financial Leverage on the profitability 

and return on equity (ROE) on Indian Hotel Industry. Profitability is determined by various 

factors of a particular firm or sector, financial leverage is one of them. Financial leverage is 

simply use of fixed cost bearing instruments in the capital structure of a firm. The hotel and 

restaurant industry is an important industry in the Indian market. Recently, Indian tourism and 

hospitality industry has emerged as one of the key drivers of growth among the services sector in 

India. As per the estimates of tourism department, the industry supports 48 million jobs, directly 

or indirectly or 8.27 per cent of total employment and accounts for 5.83 percent of the GDP. 

According to India Brand Equity Foundation, there is a large support to the growth of tourism 

by India’s rising middle class and increasing disposable incomes. As per the data released by 

Department of Industrial Policy and Promotion (DIPP), the tourism and hospitality sector is 

among the top 10 sectors in India to attract the highest Foreign Direct Investment (FDI). The 

study is based on the 35 companies (selected on basis of availability of data) of Hotel industry 

listed in BSE Sensex for the period of 2012-2017. Panel data Regression was run to evaluate the 

effects. 
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Introduction 

India is one of the most famous countries for their tourism because of their culture, spiritual 

reasons, 32 natural heritage sites and lots of things. These reasons makes visitors attracted 

towards India. So we can say that Indian hotel industry is growing rapidly because of Indian 

tourism (one of the reason). From few past years Indian hospitality industry is spreading very 

fast. Weekends destinations are becoming popular spots for younger generation to take a relief 

from there busy schedule and to spend quality time with their family. The rising standard of 

living is promoting hotel industries more.  

The capital structure theory explains the mix of securities and financing sources used by 

corporations to finance real investment. A capital structure consists of debt and equity to fund its 

operations and finance its assets. If firm consists only equity then it is known as unlevered firm 

but if it consists of debt also then firm is known as levered firm, so the financial leverage simply 

means presence of debt in the capital structure of a firm. Capital structure can vary from industry 

to industry. This study focuses on effect of financial leverage on profitability in Indian Hotel 

Industry. 

 

Literature Review 

Yoon and Jang (2005) studied the relationship between return on equity (ROE), financial 

leverage and size of firms in restaurant industry for the period of 1998 to 2003. They concluded 

that larger firms earning significantly higher equity returns and also concluded that small firms 

are more risky than larger firms regardless of debt use. 

Aivazian et. al (2005) in their research studied the relationship between financial leverage and 

investment of the firm. This research is based on Canadian companies, where they examined that 

leverage is indirectly or negatively related to investment and this is more negatively affect firms 

those have low growth opportunities than the firms having more growth opportunities. 

Akhtar et. Al (2012) examined relationship between financial leverage and financial performance 

in fuel and energy sector of Pakistan. Fuel and energy sector is one of the most important sector 

of any economy as other sectors majorly dependent on them. The study found that firms with 

higher profitability may improve their financial performance by using high financial leverage. 

 



Coleman (2007) examined the impact of capital structure on performance of microfinance 

institutions. Researchers took 10 year data to examine the impact. This paper concludes that 

many micro finance institutions take high leverage and finance their operations through long 

term debt. 

Sheel (1994) uses cross sectional regression analysis to find leverage behaviour of 33 firms in 

two industries i.e, manfacturing and hotel industry. Study found many significant determinants 

responsible for long term debts. 

Madan (2007) tried to find out in that debt-equity (capital structure), how its effect overall 

company’s growth and the study was conducted on leading hotels to see the effect. It was found 

that leverage is working positively for only few companies for others it had negative effect too. 

Goyal (2013) conducted a study to find out the impact of capital structure on banking 

performance on listed public sector banks in India over a period from 2008 to 2012. This study 

defines the relationship between profitability and capital structure. 19 PSUs were taken in this 

research. By analyzing all the variables for 19 Indian PSU Banks, it was concluded that short 

term debt has a positive relationship with profitability. 

Gill et. al. (2011) studied the relationship between profitability and capital structure on a sample 

of 272 American firms listed at New York stock exchange for period of 3 years from 2005 to 

2007. Findings were in confirmation with that of the study by Abor (2005).  Abor found positive 

relationship between short term debt to total assets and profitability, long term debt to 

profitability and total assets and total debts to profitability and total assets in the manufacturing 

industry  

Ebaid, (2009) in the study titled “The impact of capital‐structure choice on firm 

performance: empirical evidence from Egypt" fond out the relationship between financial 

leverage and level and firm’s performance.  

 

Research Methodology 

Hypotheses 

In order to achieve the objective of this study, which was to investigate the effect of 

financial leverage on profitability in Indian Hotel Industry, following hypotheses were 

developed. 

Hypothesis 1: Indian Hotel and Restaurant firms using a higher level of financial leverage 

have higher accounting based profitability i.e. ROE. 



Hypothesis 1: Indian Hotel and Restaurant firms using a higher level of financial leverage 

have higher market based return (MR). 

 

Methodology 

Hotels Industry of Bombay Stock Exchange (BSE) was used to represent the hotels and 

restaurant industry of India in this study. As on May 30, 2018 total 51 companies/firms of Hotel 

Industry were active on Bombay Stock Exchange (BSE). Financial statements and stock prices of 

35 (selected on the basis of availability of required data) hotel firms in India for the years 2012 to 

2017 were collected from the Yahoo Finance, and financial reports of the respective firms. Thus, 

the total observation (company and year wise) was 210. The Hotel and restaurant firms used for 

the analysis are listed as follows: 

 

Table 1: List of Companies Selected for Study 

S. No. Name of Company 

1 Asian Hotels (North) Limited 

2 Hotel Leela venture Limited 

3 Oriental Hotels Limited 

4 EIH Limited 

5 The Indian Hotels Company Limited 

6 Fomento Resorts and Hotels Limited 

7 Ras Resorts & Apart Hotels Limited 

8 Jindal Hotels Limited 

9 Benares Hotels Limited 

10 Savera Industries Limited 

11 Sinclairs Hotels Limited 

12 EIH Associated Hotels Limited 

13 Advani Hotels & Resorts (India) Limited 

14 Sayaji Hotels Limited 

15 Viceroy Hotels Limited 

16 Sterling Greenwoods Limited 

17 Country Club Hospitality & Holidays Limited 

18 Royale Manor Hotels and Industries Limited 

19 Kamat Hotels (India) Limited 

20 Hotel Rugby Limited 

21 Polo Hotels Limited 

22 Velan Hotels Limited 



23 Howard Hotels Limited 

24 Lords Ishwar Hotels Limited 

25 Blue Coast Hotels Limited 

26 The Byke Hospitality Limited 

27 H S India Limited 

28 India Tourism Development Corporation Limited 

29 TAJGVK Hotels & Resorts Limited 

30 Royal Orchid Hotels Limited 

31 TGB Banquets and Hotels Limited 

32 CHL Limited 

33 Mahindra Holidays & Resorts India Limited 

34 Asian Hotels (West) Limited 

35 Asian Hotels (East) Limited 

 

Financial leverage (FL) was measured as the ratio of long-term debt (LTD) to total asset (TA). 

Long-term debt in this study was defined as any debt that has maturity of more than one year. 

Thus, FL = LTD / TA, 

Where  

FL = Financial Leverage,  

LTD = Long-Term Debt, 

TA = Total Asset. 

 

Accounting-based profitability was measured using return on equity (ROE) ratio.  

ROE = NI / ET 

Where 

ROE = Return on Equity, 

NI = Net Income (after tax) for the year, 

ET = Equity Capital for the year,  

 

Market based profitability was assessed using returns on stock price (MR). 

MR = [(Pr t - Pr t-1) / Pr t-1] *100, 

Market Return = stock price change in percentage, Pr t = stock price of the Year, and Pr t-1 = 

stock price of the previous Year. 

 



 

Following two regression models can be expressed as follows: 

ROE = α + β1FL + β2TA + ε 

MR = α + β1FL + β2TA + ε 

Where 

ROE = Return on Equity (Accounting Profitability) 

MR = Market Return (Return of Equity share in BSE) 

α = Intercept 

β1 and β2 are regression coefficients 

FL= Financial Leverage 

TA = Total Assets 

ε= Error Term 

The study uses Fixed Effect Panel Regression in order to measures the significance of financial 

Leverage in determining Return on Equity (ROE) and Market Return (MR).  

 

Results and Discussion  

The results of the regression analysis for hypothesis 1 (Indian Hotel and Restaurant firms using 

a higher level of financial leverage have higher accounting based profitability i. e. ROE) are 

presented in Table 2. 

 

Table 2 

Variable Coefficient Std. Error t-Statistic Prob.   

ROE         

Intercept 0.16 0.18 0.88 0.38 

Financial 

Leverage 0.02 0.17 0.09 0.93 

Total Assets 0.00 0.00 0.03 0.98 

Effects Specification 

Cross-section fixed (dummy variables) 

Period fixed (dummy variables) 

R-squared 0.75     Mean dependent var 0.17 

Adjusted R-

squared 0.69     S.D. dependent var 1.73 

S.E. of regression 0.96     Akaike info criterion 2.94 

Sum squared resid 156.02     Schwarz criterion 3.61 



 
 
 
 
 
 

The model for the accounting based profitability, which was measured by ROE in this Study, 

keeping Total Assets as control Variable and Financial Leverage as independent variable was 

found not to be significant (F-statistics= 12.41, p-value = 0.93, variance explained = 69%). On 

the basis of the results, it can be concluded that there is no significant impact of financial 

leverage on ROE. 

 

The results of the regression analysis for hypothesis 2 (Indian Hotel and Restaurant firms using 

a higher level of financial leverage have higher market based return (MR).) are presented in 

Table 3. 

Table 3 

Variable Coefficient Std. Error t-Statistic Prob.   

Market Return         

Intercept 0.08 0.10 0.75 0.45 

Financial 

Leverage -0.19 0.34 -0.57 0.57 

Total Assets 0.00 0.00 0.47 0.64 

Effects Specification 

Cross-section fixed (dummy variables) 

Period fixed (dummy variables) 

R-squared 0.25     Mean dependent var 0.05 

Adjusted R-

squared 0.03     S.D. dependent var 0.40 

S.E. of regression 0.39     Akaike info criterion 1.17 

Sum squared resid 20.57     Schwarz criterion 1.91 

Log likelihood -61.00     Hannan-Quinn criter. 1.47 

F-statistic 1.13     Durbin-Watson stat 2.46 

Prob(F-statistic) 0.30       

 

The model for the Market based profitability, which was measured by Market Return in this 

Study, keeping Total Assets as control Variable and Financial Leverage as independent variable 

was found not to be significant (F-statistics= 1.13, p-value = 0.57, variance explained = 3%). On 

Log likelihood -266.78     Hannan-Quinn criter. 3.21 

F-statistic 12.41     Durbin-Watson stat 1.99 

Prob(F-statistic) 0.00       



the basis of the results, it can be concluded that there is no significant impact of financial 

leverage on Market Based Profitability. 

 

Conclusion 

The study investigated the impact of financial leverage on profitability. Impact of financial 

leverage on accounting based profit (ROE) and market based profit (market return) were 

examined. It was hypothesized that highly leveraged hotel firms have higher profitability. 

However, the results of the study do not support the hypothesized positive relationship between 

financial leverage and both profit measures. Like any other study, present study is not free from 

limitations. This study used one independent variable, financial leverage, along with one control 

variable, firm size (Total Assets). Only 35 hotel firms were included in this study as only 51 

hotel firms are actively and publicly traded in BSE.  
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