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[bookmark: _Toc224919160]Background and Context
The dilemma between debt and equity financing has been one of the most strategic decisions in the contemporary corporate finance in determining the performance and sustainability of most firms (Modigliani and Miller, 1963; Kraus and Litzenberger, 1973). Financing by debt especially has become popular thanks to their tax benefits and the ability to boost the returns to the shareholders through financial leverage (Modigliani and Miller, 1963). Yet, over-debt may cause financial risk and susceptibility to the economic shifts (Jensen and Meckling, 1976; Nguyen and Nguyen, 2020). The trade-off is a well-researched topic in capital structure theories, including the trade-off theory and the pecking order theory (Myers, 1984; Kraus and Litzenberger, 1973), although empirical research is inconclusive in many industries and regions (Ambadkar and Solanki, 2025; Panda and Nanda, 2018).
A good case study of this problem is the fast-moving consumer goods (FMCG) industry because it is highly competitive, the inventory moves very quickly, and the demand trends are relatively stable (Artikis & Nifora, 2011; Helhel and Menguc, 2025). The nature of FMCG companies is that a lot of working capital is needed and the distribution and marketing activities must be continuously invested, hence the financing decisions are vital to the performance of these companies in terms of efficiency and profitability (Cahyono and Chawla, 2021). The limited access to capital markets in the emerging market, particularly in the emerging markets, can increase the dependence of firms on debt, which in turn can further enhance the effects of debt on performance (Arafat, Warokka & Suryasaputra, 2012; Oke, 2021).
Although financing decisions play a vital role in this industry, very little empirical studies have been done specifically on the connexion between debt financing and firm performance in FMCG firms (Ambadkar and Solanki, 2025; Panchal and Chand, 2025). This paper aims to fill this gap by conducting systematically the analysis of how debt impacts such key performance indicators as Return on Assets (ROA) and Return on Equity (ROE).


[bookmark: _Toc224919161]Problem Statement and Significance
Debt financing may be an effective strategy that can be used to contribute to the value of a firm, but its real consequences on financial performance are unclear, especially in the FMCG industry (Modigliani and Miller, 1963; Nguyen and Nguyen, 2020). It has been proposed that moderate debt levels enhance profitability in the form of tax shield and efficient capital utilisation (Kraus and Litzenberger, 1973; Panda and Nanda, 2018) whereas some other works show that high degrees of leverage result in financial distress, heightened interest payments, and diminished profitability (Ambadkar and Solanki, 2025; Oke, 2021). This discrepancy leaves managers, investors and policymakers in a state of uncertainty when making decisions concerning financing.
The FMCG industry experiences special operational pressures (thin profit margin, high competition, the necessity to have constant innovation and distribution efficiency, etc.) (Artikis & Nifora, 2011; Helhel and Menguc, 2025). Such environment, improper financing decisions may have a serious impact on the financial health and competitive advantages of a firm (Cahyono and Chawla, 2021; Sar, 2018). This notwithstanding, most of the FMCG companies do not have clear empirical evidence on the most appropriate debt financing that enhances the performance of the firm without putting the firm at an undue risk (Panchal & Chand, 2025; Ambadkar and Solanki, 2025).
The study is important in that it gives empirical evidence of the correlation between debt financing and performance of firms in particular FMCG firms. The results will assist financial managers to make capital structure decisions wisely, investors in assessing the risk and returns of the company, and researchers to fill a research gap that is specific to the sector (Arafat, Warokka and Suryasaputra, 2012; Deviyanti et al., 2023). Finally, the research will seek to explain whether debt is a value-creating process or a performance limiting factor in the FMCG environment.


[bookmark: _Toc224919162]Research Aim
The aim of this study is to empirically assess the impact of debt financing on the financial performance of fast-moving consumer goods (FMCG) companies.
[bookmark: _Toc224919163]Research Questions
· What is the degree of debt financing among fast-moving consumer goods (FMCG) companies?
· What is the level of financial performance among fast-moving consumer goods (FMCG) companies?
· What is the impact of debt financing on the financial performance of fast-moving consumer goods (FMCG) companies?
[bookmark: _Toc224919164]Research Objectives
· To measure the degree of debt financing among fast-moving consumer goods (FMCG) companies.
· To measure the level of Return on Assets (ROA) and Return on Equity (ROE) of fast-moving consumer goods (FMCG) companies.
· To examine the impact of debt financing on financial performance of fast-moving consumer goods (FMCG) companies.
[bookmark: _Toc224919165]Literature review
[bookmark: _Toc224919166]Theoretical Foundations
Capital structure theories have extensively been used to explain the relationship between debt financing and the performance of firms. The initial hypothesis on the harbinger of tax shields to increase firm value by way of debt financing was developed by Modigliani and Miller (1963), who directly associated leverage with firm performance. Based on this, Kraus and Litzenberger (1973) came up with the theory of a trade-off, which focuses on the equilibrium between the cost of possible bankruptcy and the tax benefits so as to establish the optimum leverage. The pecking order theory developed by Myers (1984) emphasises the importance of firms favouring internal funding over debt and equity and the impact of the hierarchy on performance based on the information asymmetry. Jensen and Meckling (1976) carried forward the theoretical base by looking at debt agency costs where there is conflict among shareholders and debt holder that shapes financial decision and performance results. Myers and Majluf (1984) also examined the influence of information asymmetry on financing decisions, and Diamond (1984) examined the debt maturity, demonstrating that debt structure can discipline managers and minimise the costs of financial distress.
All these theories offer a framework of the understanding of debt-financing decisions in fast-moving consumer goods (FMCG) companies, which indicates that the impact of leverage on performance depends upon managerial behaviour, the size of the firm, the market conditions, and the optimization of the capital structure.
[bookmark: _Toc224919167]Empirical Evidence on Debt Financing and Firm Performance
[bookmark: _Toc224919168]Global and Cross-Industry Evidence
A number of studies also demonstrate that debt may have a positive and negative impact on firm performance in a certain situation. Artikis and Nifora (2011) established that leverage had a positive impact on the returns in the consumer goods industry in Italy, implying that the ideal capital structure leads to better performance. Cahyono and Chawla (2021) noted that leverage was strongly determined by profitability and the tangibility of firms, which is consistent with pecking order theory, and the degree of debt-performance relationships was more pronounced in large firms. Nguyen et al. (2021) emphasised non-linear relationships (U-shaped or inverted U-shape), which states that moderate debt can enhance competitiveness and performance, whereas extreme leverage can impair performance.
[bookmark: _Toc224919169]FMCG Sector-Specific Evidence
There are conflicting findings in empirical research in FMCG firms. According to Ambadkar and Solanki (2025), all types of debts had an adverse effect on ROA, but no significant influence on ROE in the Indian FMCG companies. Equally, Nguyen and Nguyen (2020) established that debt had negative influences on ROA, ROE, and EPS of Vietnamese consumer goods companies. In comparison, Panda, Nanda, and Hegde (2023) have shown that long-term debt had a positive impact on profitability in consumer goods industries, but the effect of short-term debt depended on monetary conditions. Helhel and Menguc (25) also reported that leverage had some influence on financial performance (ROA, ROE) of European and North American FMCG companies.
According to other studies, contextual factors have a moderating effect. Panchal and Chand (2025) established that competitive strategies had a bearing on the capital structure-performance relationship in Indian FMCG companies, and Sar (2018) highlighted the joint impact of financial leverage and competitive advantage on the performance of firms. Deviyanti et al. (2023) demonstrated the dynamism of external shocks on leverage and firm performance in the world, including the COVID-19 pandemic.
[bookmark: _Toc224919170]Regional and Market-Specific Findings
Similar inconsistencies are found in evidence in emerging markets. Arafat, Warokka, and Suryasaputra (2012) found that an increase in leverage increased the value of firms in the consumer goods industry in Indonesia indicating that there are growth opportunities in debt. According to Oke (2021), debt-performance relationships were negative in the manufacturing of consumer goods in Nigeria. Panda and Nanda (2018) emphasised the non-linear debt impacts in Indian manufacturing, which means that the optimal levels contribute to the improvement of performance.
[bookmark: _Toc224919171]Gaps, Controversies, and Limitations in Existing Literature
Although much has been conducted, there are still a number of gaps. One, the findings are inconclusive with certain studies showing positive, negative or insignificant correlation between debt and company performance especially in the FMCG firms. This difference can be due to geographic, sectoral and sample variations in contexts, and the kind and maturity of debt utilised. Second, there is a large number of studies, which consider short-term effects of leverage (ROA, ROE), and do not analyse dynamic, non-linear effects over time. Third, little research examines moderating variables, including competitive strategy, market conditions, or external shocks, which seem to be important in regulating the debt-performance results in FMCG firms.
Lastly, even though theoretical models such as trade-off and pecking order theories can be used in the explanation, little empirical validation is done in a FMCG company, particularly in the emerging markets. This study will fill these gaps by offering a narrow empirical evaluation of the effect of debt financing on the performance of FMCG firms in terms of ROA and ROE and emphasising the sector-specific situation.
[bookmark: _Toc224919172]Methodology
The research philosophy that will be used is a positivist, which focuses on observable and measurable phenomena in order to analyse the effect of debt financing on the financial performance of fast-moving consumer goods (FMCG) companies (Saunders et al., 2019). Positivism is in favour of objective and empirical examination of financial measures, namely Return on Assets (ROA) and Return on Equity (ROE). The hypotheses in the study are based on the existing capital structure theories, such as trade-off theory, pecking order theory and the agency theory, which posit that the level of debt affects the performance of the firm (Modigliani and Miller, 1963; Kraus and Litzenberger, 1973; Myers, 1984; Jensen and Meckling, 1976).
The case study approach is used, and a set of chosen FMCG firms is used to retrieve the industry-specific dynamics including leverage structures, market conditions, and their operating strategies. The study employs a quantitative selection, secondary data that has been collected using annual reports of 10 FMCG firms, that is, annual financial statements which comprise of balance sheets and income statements. This method enables to measure and statistically analyse accurately the connection between debt financing and firm performance (Bryman, 2016).
It will involve a 10-year longitudinal study (2016-2025) that will allow exploring trends, changes, and the possible lagged impact of debt on performance. The analytical methods will be descriptive statistics to summarise the level of debt and financial performance, correlation analysis to determine the strength and direction of the relationship, and Ordinary Least Squares (OLS) regression to estimate the influence of debt financing on ROA and ROE with factors such as firm-specific factors. Statistical software SPSS will be used to carry out data analysis in order to be accurate and replicable.
Ethical standards are upheld through the utilisation of publicly accessible financial information and the proper source attribution. On the whole, this is a methodology that allows a structured and empirical framework to determine the impact of debt financing on the performance of FMCG firms and is objective, reliable, and relevant to the sector.
[bookmark: _Toc224919173]Expected findings
The research will anticipate establishing that debt financing influences the financial performance of FMCG companies significantly but in a mixed way. The moderate debt is expected to increase performance due to tax advantages and financial leverage in accordance with the trade-off theory (Kraus, and Litzenberger, 1973; Modigliani, and Miller, 1963). Nevertheless, over leverage will have a detrimental impact on profitability because of increased interest payments and risk of financing especially in companies with low operational flexibility (Ambadkar and Solanki, 2025; Nguyen and Nguyen, 2020). The results, in general, are likely to show an optimal level of debt maximising ROA and ROE and reducing financial distress.
[bookmark: _Toc224919174]Limitations
This research is limited in a number of ways. First, it is based on secondary financial data, which can always be prone to reporting differences, errors, or accounting differences among companies, and hence, the comparability. Second, the sample size of 10 firms used to focus on FMCG companies makes the generalizability of the findings to other industries or a larger population more challenging. Third, the study is based on a decade-long (2016-2025) dataset, and it might not capture the external shocks or macroeconomic changes that might occur after the period to affect the debt and performance. Lastly, the quantitative methodology is incapable of addressing qualitative aspects of management decisions or corporate culture that can also influence financial performances.


[bookmark: _Toc224919175]Timeframe
The study will be done within 10 weeks between 20th March and 8th June 2026 as shown in the Gantt chart below.
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[bookmark: _Toc224919176]Conclusion
The proposed research will empirically test how debt financing affects the financial performance of FMCG companies. The study aims at giving evidence on the effect of varying levels of debt on profitability, which is in terms of ROA and ROE, by combining both previously tested capital structure theories and a quantitative, case study approach. The research will use descriptive statistics, correlation and OLS regression utilisation of secondary financial data of annual reports in a period of ten years in testing hypotheses. The research is anticipated to establish an optimal level of debt, which increases performance and also outlines the danger of over leverage, which will serve as a part of theory and managerial decision making.
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Conduct literature review and refine framework.

Select FMCG firms and collect financial data.
Clean and organise data.

Data Analysis and interpret results.

Discuss findings and link to literature.

Finalise report and submit.
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