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Purpose: The aim of the article was to examine the level of debt value in companies pursuing
international expansion in food sector in India, against the background of macroeconomic
indicators.

Design/methodology/approach: The following methods were used in the article:1. Calculation
of statistical descriptive values for debt level, revenue and total assets, 2. A parametric Student's
t-test to test for differences in the capital structures of the companies studied, 3. The Pearson
coefficient for determining the relationship between capital structure and the ratio of revenue
generated from international sales to total sales revenue. Sixty-five companies from the food
sector in India participated in the study. The study covered the period 2014 - 2021.

Findings: The results of the used study indicate that there is a steady decline in the level of
corporate debt and an increase in revenues. This is associated with an increasingly better
financial situation of the companies - an increase in revenue levels and an increase in foreign
direct investment (increasing macro environment indicators). The results presented confirm
previous findings in the literature.

Originality/value: In the article, the obtained results allowed capturing the unique relationship
between debt structure and internationalisation of enterprises in the food sector. An additional
value is the presentation of the relationship between the formation of macroeconomic factors
and the internationalisation process.
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1. Introduction

The financial strategy of a company and its important effect, the capital structure, change
in companies depending on factors of both a macroeconomic and microeconomic nature.

In addition to these factors, which play an important role in the case of domestic enterprises,
in international enterprises (which are in various stages of internationalisation), additional
factors play a role, such as political risk, currency exchange rate changes, the specifics of the

http://dx.doi.org/10.29119/1641-3466.2023.181.4 http://managementpapers.polsl.pl/



60 J. Bogolebska

host country's development processes, differences in capital costs between countries and many,
many others.

Based on the literature collected and empirical research conducted in a selected country
with a globally significant economy (India), the Author identifies the role of internationalisation
in shaping capital structure against other factors influencing changes in the capital structure of
firms.

As a result, he or she can determine whether debt (and hence the share of foreign capital in
total financing) is increasing or decreasing in multinational companies. It is also valuable to
compare companies producing exclusively for the domestic market and internationalised
companies, taking into account changes in capital structure.

2. Factors influencing the formation of capital structure in multinationals

In studies on the formation of capital structure in internationalised enterprises, great
attention is paid to the existence of differences or similarities in terms of the impact on capital
structure of various factors relevant to the operation of the enterprise. Thus, for example,
J. Wald, studying French, German, Japanese, British, American (USA) companies, found that
correlations between the long-term debt ratio and such company characteristics as:

— risk taken in the business,

— profitability

— the size of the company,

— its growth tendencies, are similar in the companies of the countries studied, but there

are also differences.

Germany was the only country where large companies have a relatively lower level of total
debt. In France, there was a positive correlation between a company's size and its indebtedness,
but this relationship was still weaker than in the United States, the United Kingdom or Japan.
In contrast, among the countries surveyed, the United States was the only country where
company growth was correlated with lower debt levels. In contrast, the profitability of the
companies surveyed was negatively correlated with their level of debt. This correlation was
most pronounced in the UK, Germany and France. It is therefore difficult to find clear
correlations between the characteristics of the countries in which the companies studied were
located and the way in which the above-mentioned factors affect debt levels and capital
structure.
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Other studies were carried out by (Cappa et al., 2020). They studied three factors that they
classified as part of a company's strategy:

— internationalisation,

— diversification,

— vertical integration.

They concluded from their research that internationalisation and integration of a company
are negatively correlated with its debt, while diversification is positively correlated.
This is understandable as diversification processes in a company create additional costs,
which increases the need to raise external funds.

A study carried out between 2012 and 2016 on a group of 170 Italian listed companies,
proved that any change in a company's strategy affects its capital structure and therefore its debt
level. Some studies refer to the food industry. Thus, for example (Serrano et al., 2018) point to
differences in the financial situation of food companies depending on the phase of the
company's internationalisation process. In the first phase - export, profits are low, also due to
the incurring of costs initiating export activities - this can result in an increased need for foreign
capital. In the second phase - profits increase due to economies of scale - growth to a greater
extent can be financed by profits.

Third phase - the company is highly internationalised, with geographic differentiation of
individual components (subsidiaries) and (especially in the food industry) the costs of entering
regional markets are reduced. Cost reduction is achieved through the skillful application of
a global strategy. The problem of shaping the capital structure under the influence of various
factors, both external and internal, is also addressed in the Polish literature (Gostkowska et al.,
2022) described the formation of the capital structure in the enterprises of the Visegrad
countries (Poland, the Czech Republic, Slovakia, Hungary) with the determination of factors
that influence the capital structure of enterprises in these countries.

The research covered 259 listed companies between 1998 and 2020. Six hypotheses were
adopted:

1. A negative relationship exists between company growth and debt levels;

Liquidity and debt level are negatively correlated,;

A negative relationship exists between taxation and debt;

A positive relationship exists between asset structure and debt;
A positive relationship between company size and debt;

A positive relationship between asset structure and debt.

The study found that the 5th and 6th hypotheses did not hold - negative relationships were
obtained. Much also depended on country specifics. In the Czech Republic and Slovakia there
was a correlation between the profitability of the company and the level of debt, in Poland and
Hungary there was no such correlation. In the Czech Republic, company size was positively
correlated with debt, in Poland and Hungary it was negatively correlated, and in Slovakia there
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was no relationship between these quantities. The nature of the other correlations was
confirmed. In most countries thus:
1. Debt profitability is negatively correlated with debt;
2. In the developed market economy countries, the size of a company (except Germany)
Is positively correlated with its debt; in the Visegrad countries (except the Czech
Republic) there is no such correlation;
3. Firm growth is negatively correlated with debt (apart from the United States).
Undoubtedly, both high liquidity and high taxation may induce companies to reduce debt -
although the behaviour of companies may vary due to the differential effect of these factors.

3. India's economy and food sector

The Indian economy ranks third in Asia, behind China and Japan, in terms of GDP. India is
among the fastest growing countries in the world. The average growth rate has remained around
6% per annum over the past few years. India's economy is dynamic and diverse, which makes
the country play a significant role on the international stage. Growth to date has been supported
by strong investment activity, bolstered by the government's increase in capital expenditure and
buoyant private consumption, particularly among higher income earners. Inflation remained
high, but the current account deficit narrowed in Q3 2022 as a result of strong growth in services
exports and a decline in global commodity prices.

The World Bank revised its GDP forecast for fiscal years 2023 and 2024 to 6.3% from
6.6% (December 2022). Growth is expected to be constrained by slower consumption growth
and difficult external conditions. Rising borrowing costs and slower income growth will weigh
on private consumption growth, while government consumption is expected to grow at a slower
pace due to the withdrawal of pandemic-related fiscal support measures. The Reserve Bank of
India has withdrawn measures to curb inflation by raising the interest rate. India's financial
sector also remains strong, driven by improving asset quality and strong private sector credit
growth.

The central government is likely to achieve its fiscal deficit target of 5.9 per cent of GDP in
the coming fiscal year. The level of the general government deficit is also expected to decline.
The current account deficit is projected to narrow to 2.1 per cent of GDP from an estimated
3 per cent in FY 2023/2024, thanks to strong services exports and a narrowing merchandise
trade deficit (Report, 2023).

The food sector is one of the most developed sectors in India, positive changes are evident
not only on the quantitative level (quantity of goods produced) but also on the qualitative level
(higher quality and efficiency of goods production), (PAIH, 2023). The development of the
food sector has certainly been fostered in recent times by a liberalised foreign direct investment
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policy in the sector, systematically introduced reforms and skillful macroeconomic policies.
Additional factors contributing to the attractiveness of the market are also (PAIH, report, 2023):

— growing affluence of society and the associated increase in disposable income,

— increasing urbanisation leading to changes in lifestyle habits (including eating habits)

and resulting in greater demand for processed goods,

— changes in Indian consumer preferences,

— development of local retail chains,

— the development of the advertising market and a reduction in the level of digital

exclusion in Indian society.

The state of the economy and the health of the food sector mean that companies operating
in India will have the opportunity to commit their resources to developing their business in
international markets. According to publications by some Indian authors3, the agri-food sector
is one of the most important in India, overall the non-industrial sectors in the country are
45% of the value of the total economy, in this group the agri-food sector plays a major role.
A 2017-2021 study of the top ten Fast Moving Consumer Goods (FMCG) companies found
that they rank fourth in the Indian economy. One of the leaders here is Nestle India reporting
the highest operating earnings per share, which is also the leader in the agri-food market.

In view of the literature analysis and the high importance of the food sector in India, the
following research hypothesis is formulated:

HO: Indian food sector companies are reducing their debt levels, with increasing variation

in debt levels among these companies.

To verify the research hypothesis, an empirical study was conducted (Chapter 5 of the
article) using the research methods described (Chapter 4 of the article).

4. Research sample and methods

In the drawn research sample, 64 companies were considered. Representatives of the food
sector in India were selected through random sampling. All the companies that participated in
the study exported their products in international markets. They reported a certain level of
international sales in their financial statements during the study period. Financial data was
sourced from the Emis and Thomson Reuters databases. In stage one, the option to search for
financial data extracted companies from the food sector. An additional limitation was that listed
companies had to be drawn. The period analysed was 2014 - 2021. The statistical analysis of
the database thus collected was preceded by the collection of the following financial
information for the companies in the study group. The following financial data was collected:
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Revenue level.

Level of international sales.
Equity level.

Level of external capital.
Balance sheet total.

Selected values of macroeconomic indicators for 2014 and 2021. The methods for verifying
the research hypothesis set were based on the use of parametric static tests. In order to structure
the research procedure, the following steps were applied related to performing the relevant
calculations in the statistical software:

1. Calculation of statistical descriptive values for debt level, income and total assets.

2. A parametric Student's t-test to test for differences in the capital structures of the

companies studied.

3. The Pearson coefficient for determining the relationship between capital structure and

the ratio of revenue generated from international sales to total sales revenue.

The final stage of the study was to collect information on selected macroeconomic
indicators for the country.

A S

5. Results of empirical research in the food sector in India

In stage one, information was collected on the debt levels of individual companies that
exported their products. Due to lack of data, it was not possible to collect information in each
year on all 64 companies surveyed and their debt levels. The first stage of the analysis consisted
of collecting information on the level of indebtedness during the period under study. The second
stage consisted in analysing the value of this debt in relation to the year, in order to verify the
decrease or increase of the value in a given year. Data on the number of observations indicating
an increase/decrease in indebtedness are summarised in Table 1.

Table 1.
Analysis of changes in debt levels for Indian companies in the food sector
2015/14 2016/15 2017/16 2018/17 2019/18 2020/19 2021/20
Decrease 30 51 51 49 50 50 49
Increase 23 2 2 2 1 0 1
Total 53 53 53 51 51 50 50

% share 56% 96% 96% 96% 98% 100% 98%
% share 44% 4% 4% 4% 2% 0 2%

Source: Own research.
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Between 2015 and 2014, it can be seen that 30 companies in the sector studied showed
a decrease in debt levels, representing 56% of all observations available in the sector.
On the other hand, 44% (23 observations) of the companies showed an increase in the level of
debt in 2015 compared to 2014. In the subsequent years analysed, a clear trend can be seen,
which indicates to the studied collective a decrease in the level of debt year-on-year in the
companies analysed. The trend continues until the end of the period studied, until 2021.
Therefore, the collective was also described in statistical terms in the context of the analysis of
the level of debt itself. It was decided to provide a descriptive presentation of the collective of
companies in the food sector, using quartile 1 (Q1), quartile 2 (Q2) and quartile 3 (Q3)
calculated for this purpose.

Table 2.
Statistical analysis of the community of companies in the food sector in the area of debt levels
2014 2015 2016 2017 2018 2019 2020 2021
Q1 33888,91 | 38085,05 | 40943,77 | 50132,18 | 48304,97 | 61350,36 | 57029,04 | 479538
Q2 117484,9 | 144573,1 | 142669,1 | 1656253 | 135593,7 | 152979,7 | 158973,3 | 150770,1
Q3 376578,2 | 5176554 | 467040,6 | 518707,4 | 3799218 | 458103,5 | 403052,9 | 392207,2

Source: Own research.

The value of quartile one in the analysed period increased from 2014 to 2017. This means
that 25% of all analysed companies in 2014 had a debt level less than 33888.91 thousand zloty
less, in 2015 had a debt level less than 38085.05 thousand zloty, in 2016 had a debt level less
than 40943.77 thousand zloty, in 2017 had a debt level less than 50132.18 thousand zloty.
In 2018, the level of the first quartile (Q1) decreased to a value of PLN 48304 thousand, in 2019
it increased to a value of PLN 61350, 36 thousand. From 2019 onwards, a decrease in debt in
the area of quartile 1 values can be seen in the entire collective. It is worth noting that the value
of quartile 2 in the analysed period is rather on a similar level - it increased until 2017 reaching
a value of PLN 165625.3 thousand, then systematically decreased from year to year reaching
a value of PLN 150770.1 thousand in 2021. With regard to the interpretation of the third
quartile, it is not possible to indicate a clear trend in the analysed year. However, it is worth
noting that the value of the third quartile represents the upper limit of the debt level for 75% of
all analysed companies from the food sector, which, in the assessment of the debt level as
awhole, should be considered optimal for the preservation of financial liquidity of the analysed
companies. The level of revenues is also indirectly significant for the formation of the capital
structure. A statistical description of the value of revenues achieved is presented in Table 3 -
in accordance with the adopted methodology, values for quartile 1, quartile 2 and quartile 3
were calculated.
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Table 3.
Statistical analysis of the community of companies in the food sector in the area of revenue
levels
2014 2015 2016 2017 2018 2019 2020 2021
Q1 92161,76 | 99308,93 | 107789,4 | 138166,8 | 160831,1 | 176361,7 | 178827,7 | 182429,1
Q2 246319,7 | 300438,7 | 294275,4 | 314579,1 | 319065,3 | 320960,8 | 416400 | 398906,9
Q3 783844,2 | 823787,6 | 945100,1 | 986815 | 1090082 | 1004623 | 1138459 | 1085444

Source: Own research.

The value of the first quartile (Q1) increased steadily throughout the analysed period.
This means that 25% of the entire analysed set of companies from the food sector generated
a higher value of revenues from year to year. On the other hand, the value of the second quartile
(Q2) in the analysed period shows similar values. The value of the third quartile (Q3) increased
between 2014 and 2020, indicating a slight decrease in 2021. This means that in the analysed
period, 75% of all companies generated a higher value of their revenues from year to year, with
the exception of 2021 where the level of revenues slightly decreased. The generation of revenue
is made possible, among other things, by the assets held in the company. Table 4 presents
a statistical description for total assets in the analysed companies from 2014 to 2021.

gtztt)ilseti?:él analysis of the food sector community in the area of total assets
2014 2015 2016 2017 2018 2019 2020 2021
Q1 78939,52 | 101787,9 | 96446,36 | 120529,4 | 103714,8 | 124501,9 | 128074,2 | 1247922
Q2 198158,1 | 291064,3 | 252811,3 | 342712 | 289194,3 | 328259,9 | 310316,1 | 346845,8
Q3 636986,3 | 708360,3 | 6501935 | 787267,5 | 802067,5 | 901082,4 | 915971,8 | 875604,6

Source: Own research.

The value of quartile one for the balance sheet total analysed in the sector increases steadily
in 2018, 2019 and 2020. Until 2017, no clear trend can be identified for the value of quartile
one. The value of quartile two increases steadily until 2017, recording a slight decrease in 2018
and again from 2019 onwards the value of quartile two increases. This means that half of the
companies analysed have been increasing their revenue levels. On the other hand, no clear trend
can be identified in the analysis of the value of quartile three, but it should be noted that its
value is significantly different from that of quartile two in the period analysed. To deepen the
debt analysis, a parametric t-student test was calculated to check for differences in the area of
debt levels between the companies themselves. Summary results for the tests carried out are
presented in Table 5.

Table 5.
T-student test for analysis of debt levels of companies in India

T- student tests
Total
Source: Own research.

HO rejection tests
302

Tests that do not reject HO
539
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The table shows the pooled result for all the implemented t-student tests. A total of 841 tests
were performed to assess differences in debt values for individual food companies. The results
indicate that there are no statistically significant differences between debt levels for the
individually analysed debt levels among food companies. It is not possible to conclude
unequivocally that the level of debt is the same in all companies in the sector under study, but
the results from the analysis of the Student's t-test allow us to conclude that the level of debt in
the exporting companies sector does not differ in a statistically significant way.

Table 6.
Pearson correlation for international sales and capital structure in India
Pearson tests HO rejection tests Tests that do not reject HO
Total 0 81

Source: Own research.

The table shows the aggregate result for all the Pearson correlation tests carried out. A total
of 81 tests were performed to investigate the existence of a relationship between capital
structure and the international sales ratio. The results indicate the existence of a relationship
between capital structure and international sales ratio.

To supplement the information on the internationalisation process of food companies in
India, macroeconomic information was also collected on selected macroeconomic indicators
for India in 2014 and 2021.

Table 7.
Macroeconomic data for 2014 and 2021 in India
Country | GDP per Exports FDI Company Average Inflation
capita (billion USD) | (billion USD) taxes stock interest rate
working
capital loans
2014 1,630 318,2 34,4 30% 12% 6,41%
2021 2,098 348,2 64,0 25% 8,89% 5,59%

Source: Own research based on World Bank data.

GDP, export and direct investment levels point to a growing economy, while a reduction in
the tax rate could help attract investment. However, higher interest rates and inflation levels
may pose challenges for businesses and consumers. A rise in Gross Domestic Product may
signify an improvement in India’s standard of living and increased access to goods and services,
may suggest growing economic activity in the country. Export growth is an important indicator
for the Indian economy, it may suggest a high level of competitiveness of Indian products and
services in international markets and India's growing share in global trade. A significant
increase in foreign direct investment (FDI) may indicate foreign investors' confidence in the
Indian market. This can contribute to the growth of economic sectors and job creation.
A reduction in the corporate tax rate may be an attempt to attract investment and boost corporate
activity.
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Lower taxes may be attractive to investors and entrepreneurs. An increase in average
interest rates for working capital loans can be a challenge for companies, especially those that
rely on external financing. High interest rates may affect business costs. The inflation rate
remains relatively high. Rising prices can affect the cost of living and business, so controlling
inflation remains an important challenge. It is worth noting that the economic situation in India
is the result of a number of factors, including government policies, changes in international
markets and domestic economic issues. Monitoring these indicators and their effects is key to
understanding the dynamics of the Indian economy.

An increase in exports is important for the Indian economy as this can contribute to the
country's income from international trade. This can be a result of improved competitiveness of
Indian goods and services in global markets. A significant increase in the value of foreign direct
investment (FDI) is a positive sign and may indicate India's attractiveness to foreign investors.
FDI can contribute to job creation, infrastructure development and economic growth.
A reduction in the corporate tax rate can encourage companies to invest in India and expand
their operations. This can contribute to increased economic activity and job creation.
An increase in average interest rates for working capital loans may pose a challenge for
companies, especially small and medium-sized enterprises, which may be more sensitive to
changes in financing costs. The inflation rate, although down slightly in 2021, remains
relatively high. Controlling inflation may be an important objective of the Indian government
to ensure price stability and improve the living conditions of citizens.

However, it should be borne in mind that these figures are only an overall picture of India's
economic situation in these years, and the effects of these indicators can be complex and depend
on many other factors, such as economic policies, global trade and investment trends,
and internal changes in the Indian economy.

6. Conclusions

Analysing the data on the level of indebtedness of agri-food companies in India, we note
a steady decline in the indebtedness of these companies and a steady increase in the sales
revenue of the surveyed companies. The decline in debt levels is driven by two factors:

— The increasingly better financial situation of the companies in the sector associated with
the growth in revenues.

— The increasingly better conditions in which these companies are operating, which is
linked to both India's economic development and the increase in foreign direct
investment, demonstrating that Indian companies are already showing some kind of
rootedness in their host countries.
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India undoubtedly represents an interesting market for companies wishing to develop their
operations in the food sector. Favourable economic conditions (Table 7) provide opportunities
for domestic and foreign companies to expand in the Indian market. Indian companies are
adapting their financial strategy to the development of the expansion process in foreign markets
- this can be seen above all in the gradual reduction of debt levels during the period under
review. The situation of reducing debt levels may be due, as the literature indicates, to the
possibility of taking advantage of cheaper financing that is available in foreign markets.

On the basis of the research carried out in the article, the research hypothesis set forth should
be accepted:

HO: Indian food and beverage companies are reducing their debt levels, with increasing

variation in debt levels among these companies.
The basis for adopting hypothesis HO was:
1. An analysis of the level of debt (Table 1) and an indication of declining values of this
debt over the study period 2014-2021.

2. Indication of statistically significant differences in the area of debt level for the Indian
companies under study (Table 5).

3. Confirming the existence of a correlation between the level of debt and the international
activity of companies in the food sector (Table 6)

In addition, the study indicated the existence of a good macroeconomic environment for the
development of companies in international markets (Table 7) and a good financial condition of
the companies under study (Tables 2, 3, 4).
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