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[bookmark: _Toc224815609]1. Introduction 
Background
The decisions on capital structure become the core of corporate financial management due to the fact that they define the types of financing methods firms use to fund their operations by combining debt and equity. Using either or a combination of these sources of finance can have serious impacts on the profitability of a firm, its exposure to risks, as well as its sustainability in the long run. Finance choices, especially in the automotive industry, are very important since firms may have to make heavy investments in facilities, technological development, and research and development. The automotive industry is changing radically around the world, and technological changes and electrification are trends (Trovão, 2023). 
[image: ]
Figure 1: Global electric car sales, 2014-2024
(Source: IEA, 2025)
According to Figure 1, in 2024, the sales of electric vehicles (EVs) in the world had topped 17 million vehicles, which is more than twenty-five per cent higher than the same figures of 2023, indicating the fast development of the automobile industry and the necessity of the companies to invest more and more in their work (IEA, 2025).
The Tata Motors Company, which is one of the leading companies in India in the automobile industry, offers a good scenario in which the results of capital structure could be analysed. The group revenue (in ₹crore) and profit after tax (in ₹crore) shown in the FY2025 were 4,39,695 and 28,149, respectively, which means that the company has a substantial financial size and investment rate (Tatamotors, 2024). Additionally, the company has been making huge investments in electric mobility and technology advancement, where EV revenue will run to around 9300 crore in FY2024, at around 18 per cent of passenger vehicles revenue (Tata, 2024). These advancements place Tata Motors in a very good position to be considered through the interaction of capital structure decisions and profitability in relation to their presented financial theories, like the trade-off theory and the pecking order theory.
Problem Statement and Justification
Incorporation of capital structure is one of the most controversial topics in corporate finance since organisations have to decide on the best mix of debt and equity to finance their operations without derailing profitability and stability of the business. This problem is especially acute in capital-intensive industries like the automotive market since companies will need substantial amounts of finances to invest in facilities to manufacture products, research and development (R&D), and new technologies. The world automotive industry produces around 2.7 trillion in economic activity, which is indicative of the large amounts of financial resources invested to maintain the production and technological growth (IBISWorld, 2025). 
Other current trends in the automotive industry, such as the sudden shift to the electric market and the digital mobility technologies, have only intensified financial strain on manufacturers (Ziegler and Abdelkafi, 2023). Firms have to finance sums of money to invest in innovation and sustainability as they continue to operate efficiently and gain a profit. The choice of financing strategies and leverage, therefore, is significant in the implications on firm performance and prosecutability. Financial leverage is one of the factors that affect corporate profitability, and an optimal balance between debt and equity can help increase the firm's value and financial performance (Arhinful and Radmehr, 2023).  They argued that one of the key profitability aspects linked to capital structure decisions includes return on assets (ROA), return on equity (ROE), and leverage ratios (Tripathi, 2021), indicating that a financial structure can have a significant impact on organisational activity. 
Despite extensive research on capital structure, few studies have established the company-specific analysis that the developed financial theories, like the trade-off theory and the pecking order theory, are used to explain the financing strategies of large automotive companies. It follows that the financial disclosures of Tata Motors serve as a good chance to learn how capital structure choices impact the financial performance in a corporate environment.
Aim
To analyse how capital structure decisions influence the financial performance of Tata Motors using secondary financial data in the context of trade-off and pecking order theories. 
Objectives: 
· To review the key theoretical perspectives on capital structure, particularly the Modigliani-Miller Theory, trade-off theory, and pecking order theory.  
· To examine the capital structure trends of Tata Motors using secondary financial data from annual reports and corporate disclosures
·  To analyse the relationship between capital structure and financial performance using financial indicators such as the debt-equity ratio, ROA, ROE, and profitability margins
· To  evaluate how the trade-off theory and pecking order theory explain the financial decisions of Tata Motors
Research questions:
· What are the major capital structure theories that explain corporate finance decisions?
· How has Tata Motors secured debt and equity financing according to its financial disclosures and annual reports?
· What is the relationship between capital structure and financial performance using financial indicators such as the debt-equity ratio, ROA, ROE, and profitability margins?
· To what extent do the trade-off theory and pecking order theory explain the financial decisions of Tata Motors?
[bookmark: _osa4zawh06dr][bookmark: _Toc224815610]2. Literature review
[bookmark: _49409wiz2w2b][bookmark: _Toc224815611]2.1 Capital structure theories
The theory of trade-off was first introduced by Kraus and Litzenberger (1973), who opined that companies can decide how much capital to raise in the optimal manner by striking a balance between the tax advantages of debts and the costs of bankruptcy. Conversely, the pecking order theory of Myers and Majluf (1984) holds that the firms will opt for in-house financing, then for debt, and then issue equity as a final resort due to the information asymmetry.
Nevertheless, capital structure is a hypothetically disputed phenomenon, where no single model has managed to justify the financing behaviour of firms in various settings (Soko&Zargartalebi, 2024). Trade-off theory claims that companies pursue an optimal debt level by comparing tax shields with bankruptcy and distress costs, but the theory of pecking order implies that firms use the financing hierarchy, where retained earnings come first, debt, and equity finish the list. Pinillos et al., (2025), discovered that the two theories are applicable, though the explanatory abilities depend on the situation in the firm and the financing contexts. Similarly, Japanese data depict that the trade-off hypothesis does well on low-leverage firms and the pecking order theory on the explanations of behaviour within the private and highly leveraged firms (Voutsinas and Werner, 2025).
[bookmark: _opzyusk9mhsu][bookmark: _Toc224815612]2.2 Capital and financial performance
The correlation between leverage and performance remains to be ambiguous. Recent trends suggest that too much debt tends to lower firm performance, particularly in terms of ROA, ROE, and market-based measures. In illustration in Boshnak (2023), it was discovered that short-term debt, long-term debt, total debt, and debt-to-equity ratios had a strong negative impact on ROA, whereas long-term debt and total debt had a deleterious impact on ROE, and Ahmed et al., (2023), established that, the firm which faces a strong internal financing has little reliance of external capital, which is attributed to the logic of pecking order, and agency costs can become determining factors in the relationship between capital structure and performance.
[bookmark: _5vtokr9wg7y8][bookmark: _Toc224815613]2.3 Investigation in emergent and producing settings
The theses of sectoral and institutional conditions are confirmed by the recent investigation in the new and manufacturing contexts. According to Ahmed et al., (2024), the correlation between capital structure and corporate performance was significantly associated, which corroborated the fact that leverage decisions were linked to the performance of the operating results. Sahana et al., ( 2025) conducted an argument saying there were significant differences among capital structure, ROA, and ROE, but there were no significant differences between capital structure and Q with Tobin. The same research points out the firm size, age, tangibility, sales growth, asset turnover, and ownership structure as significant performance correlates in the Indian automobile industry.
[bookmark: _f88rhwv0i306][bookmark: _Toc224815614]2.4 Automotive industry and research gap
The automotive sector, particularly, is a good fit when conducting capital structure research due to its capital-intensive nature and vulnerability to technology, sustainability and regulatory forces. The recent automotive research reveals that the strategic investment requirements have been transforming performance and valuation in the industry. Indicatively, research by Glova and Panko (2025), concludes that strategic factors and profitability are systematically related to the wider financial performance, which indicates that financing choices cannot be decoupled from the transition forces in the industry.
However, most of the recent studies are found to be cross-sectional or multi-firm in nature. It has yet to be established that trade-off and pecking order theories have been directly applied to secondary corporate disclosures and ratio-based financial analysis on a single automotive company. This is the gap that warrants concentrated research on Tata Motors.
[bookmark: _qzvl13isyier][bookmark: _Toc224815615]3. Research Methodology 
[bookmark: _hv94tggtzqjg][bookmark: _Toc224815616]3.1 Research design and approach
This research follows a secondary research design, which is accompanied by descriptive and analytical financial analysis. Secondary research will be used, as it is possible to investigate capital structure decisions and performance of firms through the publicly published corporate financial reports and industry reports. It is common in most corporate finance studies to use secondary financial data in the analysis of relationships among leverage and performance indicators over time. Xuan Nguyen et al., (2025) indicate that secondary financial statements and corporate disclosures have a positive impact on exploring the relationship between debt level and profitability indicators in terms of returns on assets and returns on equity.
The case organisation in the research is Tata Motors to determine how capital structure decisions can affect financial performance in the context of the trade-off theory and pecking order theory. A case-based approach should be used since it allows assessing company-specific financing strategies on a more detailed level with the assistance of detailed financial disclosures.
[bookmark: _dju2dpcke1z7][bookmark: _Toc224815617]3.2 Data Sources
The study is purely based on the secondary literature gathered in the publicly available financial and industry databases. The secondary data is common in corporate finance research since audited financial statements are a credible source of information that can be verified on capital structure choices and financial performance (Said, 2025).
Data sources that would be utilised throughout the study are:
· Tata Motors integrated reports and annual reports (20212025).
· Investor disclosures and corporate financial statements.
· Statista industry data and financial data.
· Mintel and McKinsey industry reports.
· Tata Motors news and business reports in the recent news.
The annual reports are especially useful since they are a complete financial account of the debt structure, equity funding, profitability and investment policies, which enables the researchers to assess actual corporate financing behaviour.
[bookmark: _4zbfio35hui2][bookmark: _Toc224815618]3.3 Financial Variables and Metrics
In an attempt to study the correlation between capital structure and financial performance, various financial measures will be studied. These two studies performed leverage measurements through the debt-equity ratio, total debt ratio, and the long-term debt ratios, whereas the long-term performance of the firm is done through profitability indicators like the return on assets (ROA), the return on equity (ROE), and the earnings measures.
The metrics that will be analysed in the present study include:
· Capital Structure Indicators.
· Debt-equity ratio
· Total debt to total assets
· Long-term debt ratio
· Financial Performance Gratifiers.
· Return on assets (ROA)
· Return on equity (ROE)
· Net profit margin
· EBITDA margin
These measures can be used to determine the effect of financing decisions on profitability and financial stability.
[bookmark: _k74gpueid8aq][bookmark: _Toc224815619]3.4 Data Analysis Method
The data gathered will be analysed using the financial ratio analysis and comparative trend analysis. In the study of corporate finance, financial ratio analysis is common to analyse the profitability of a firm, liquidity and financial stability of a firm in relation to the financial statement information.
The following steps will be incorporated in the process of analysis:
· Gathering of financial information from the Tata Motors annual reports.
· Profitability ratios and capital structure calculation of the chosen period.
· The comparative trend analysis to study the variations in leverage and profitability over time.
· Assessment of results about the trade-off theory and pecking order theory.
[bookmark: _1npogu72pbvu][bookmark: _Toc224815620]3.5 Justification of Methodology 
This method of secondary financial analysis is suitable, given that this is the only means in which the researcher can study actual corporate financing behaviour using credible auditing data. Research in capital structure and firm performance is often based on secondary financial reporting and ratios-based analysis to establish a correlation between leverage and profitability.
This methodology enables a reliable assessment of the effects of Tata Motors' capital structure choices on its financial performance by incorporating a financial ratio analysis with a theoretical interpretation of these choices.
[bookmark: _yk73rgc3r8mc][bookmark: _Toc224815621]4. Expected Findings
It is estimated that the research will prove that the choice of capital structure has a substantial impact on the financial performance of Tata Motors. The data on the financial ratios like debt- equity ratio, as well as the returns on assets (ROA), returns on equity (ROE) and profit levels, could allow revealing the impact of changes in leverage on the profit and financial stability of the company in the long term. It is assumed that moderate debt usage can be one of the factors positively influencing financial performance through tax benefits and financing investment, especially in such areas as research and development and electric vehicle innovation.
The results can, however, also show that over-leverage escalates the financial risk and could adversely affect the profitability measures in case of economic insecurity or industrial disturbance. The analysis of corporate financial disclosure and annual report is likely to reveal existing patterns in Tata Motors financing behaviour and evaluate the consistency of the patterns in relation to theoretical perspectives cultivated to include the trade-off theory (that suggests firms to balance the benefits and costs of debt) and the pecking order theory (that suggests firms should be ready to use internal financing rather than external borrowing or issue equity). Altogether, the results will shed light on the way the company successfully implements its capital structure to achieve a competitive advantage and financial viability in the automotive sector.
[bookmark: _s55x9ytysqlx][bookmark: _Toc224815622]5. Limitation 
The research has limitations due to the use of secondary data such as annual reports of companies, industry databases, and the literature published. The sources of information are reliable and audited sources of financial information, but they might not encompass all the internal managerial decision-making or strategic decision-making as a source of capital structure choice. Also, the financial data can be prone to reporting bias or variation in accounting practice over time.
The research is concentrating on one firm only, the Tata Motors company, which restricts the generalisability of research results to other firms or sectors. Though the automotive industry offers a valid background because it is a capital-intensive industry, the findings might not apply to other companies in diverse industries that have different financial systems.
Moreover, the financial ratio analysis might fail to reflect all qualitative aspects of the financial performance, such as the level of managerial expertise, corporate governance or macroeconomic conditions. The research becomes limited by the newness of data, and the limited scope of research time also. In spite of these constraints, the study gives useful information on the choices of the capital structure in a practical corporate environment.
[bookmark: _u3jhed7zoc6u][bookmark: _Toc224815623]6. Timeframe
[image: ]
Figure 2: Gantt Chart 
(Source: Self-created using MS Excel)
The research will start with the ethics approval and literature review during the initial few weeks, and will be followed by the development of methodology and secondary data gathering. The interpretation and analysis of the financial ratios take place in the middle of the project. The last weeks are devoted to drafting conclusions, revision, and submission by 8 June 2026.
[bookmark: _4aeogo8ubvwz][bookmark: _Toc224815624]7. Conclusion 
This proposal describes a secondary research on Tata Motors to investigate the preferred effects that the choice of capital structure has on the financial performance. The study will combine both theoretical and practical informative materials on corporate financing strategies in the automotive industry by incorporating financial ratio analysis as well as theories of trade-off and pecking order.
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