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Abstract: In today‟s changing scenario, nations across the world have shifted their focus on regional 

dominance through economic supremacy. To ensure this supremacy, economic activity is an integral and 

continuous function for all nations competing in the race to economic supremacy. A major contributor to 

enhance economic activity is the role of various firms in a country involved in either manufacturing or the 

service industry.  These firms include a mixture of both Government owned and private firms. However it is 

interesting to note that in a country like India firms smaller in size i.e. in terms of market capitalization are more 

in numbers than medium sized and large sized firms. These firms have a major role in stimulating the economy, 

although they suffer from many teething problems such as lack of focus compared to the larger firms. Now that 

the whole world is going through a tough phase of pandemic having deep implications on the economy of 

countries, it is being observed that the whole world is under a danger of moving into a phase of recession. The 

major challenge in such a situation is to assess how firms will cope with the recession and fare in the post 

recession scenario. A similar situation of worldwide recession was also witnessed during the global meltdown of 

2008. This paper as such is a research to assess how small firms performed prior to the progress of recession, 

during the period of recession and most importantly how they recovered post the period of recession. It is 

expected that this paper will throw a lot of valuable insights as to how firms can be prepared to handle the 

impending current recession throughout the world. The tool of analysis used in this paper involves a method 

named General Method of Moments (GMM), which was deduced by Lars Peter Hansen in 1982 and which won 

the prestigious Nobel Prize for its unique predictive power of analyzing a huge number of firms within a limited 

time series. In other words this method is best suited for analyzing Panel data which has the characteristics of 

both cross sectional as well as time series data. 

Keywords: Optimal capital structure, speed of adjustment, General Methods of Moments (GMM), 

Endogeneity, Instruments. 

 

I. INTRODUCTION 

It is very interesting to note that the key to success of most firms lies in proper balance of its debt 

equity structure also known as the capital structure. In plain and simple words capital infusion either through 

means of debt sources or own sources of funds actually determine the survival and growth of firms. When too 

much of debt is availed, the risk of the firm falling into a debt trap with continuously mounting repayment 

liability could wipe out any potential source of earnings or profits thus creating a vicious cycle. On the other 

hand when too much of own funds is invested, the firm may run out of resources to meet unseen variable 

expenses which need to be settled immediately. Thus we see that there cannot be one simple formula or ratio of 

debt and equity that suits all firms universally. Another point is that given the changing dynamic scenario, the 

debt equity structure also keeps changing dynamically. Hence it should be a dynamic process for all firms to 

keep chasing this dynamic debt equity structure. This paper tries to focus on the role of small sized firms and the 

role of many firms specific as well as economy specific factors which guide firms to keep adjusting to their 

target debt equity structure dynamically. Various studies done in this regard have identified a few relevant 

factors that influence firms and their dynamic adjustment, such as, size of firms, growth rate, profitability, age 

of firms and others. Some of the significant research work already done by researchers over the world and which 

has inspired this research work in the context of Indian small sized firms are that of Aydin Ozkan (2001), Julan 

Du & Yi Dai (2005), Hyesung Kim, Almas Heshmati & Dany Aoun, (2006), and Wolfgang Drobetz and 

Gabrielle Wanzanreid (2006).  

Although Indian economy has been faring well after its independence in 1947, industrial activity in the 

private sector has actually picked up pace since the policy of Liberalization, Privatization and Globalization post 

1992. Hence this paper has limited its study within a period from 2005 to 2014 during which economic activity 

had already peaked, then slowed down due to the global recession and again picked up pace post the phase of 

recession.   

Private firm‟s especially small sized firms face the biggest challenge in terms of access to capital. Since 

own sources of funds are limited they have high dependability on external debt. This is where the main 
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challenge lies as we have seen many promising firms perish due to a huge burden of loan repayment. Priority 

sectors still have a small support from the government but majority firms have to fend on their own as access to 

sources of funds is very limited. 

This research work intends to analyse the various challenges faced by small sized firms in India and 

their preparedness to overcome these challenges in a bid to survive amidst the adversities. 

This research paper has been divided into six sections. The first section begins with the need and 

introduction to the research work. The second section comprises of the literature review on various research 

work already done in this field. The third section discusses the Research Methodology in details. The fourth 

section discusses the analysis and findings of small sized firms using four different models and testing of the 

hypotheses formed. The fifth section discusses the conclusion to the research. The sixth section discusses the 

scope for further research arising from this current research work. 

 

II. LITERATURE REVIEW 

Literature review helps in providing many new insights which could form the basis for new research. As 

such the following literature reviews have been the guiding points to this current research work and have been 

discussed as below: 

The Dynamics of Capital Structure (Saugata Banerjee, Almas Heshmati and Clas Wihlborg, 

1999): This paper employs a dynamic adjustment model and the use of panel data for US and UK firms to 

analyze the determinants of a time changing optimal capital structure. The model is built such that at any point 

of time, firms‟ observed leverage may not necessarily be the optimal, and that firms have different speed of 

adjustment towards the optimal capital structure, which itself may be varying over time for the same firm. Firms 

usually have capital structures that are the optimal, and they adjust very slowly towards the target structure. 

Since the firms are not at their optimal target leverage, the paper is able to identify the determinants of capital 

structure rather than observing them.  

Determinants of Capital Structure and Adjustment to Long Run Target (Aydin Ozkan, 2001): 

Some important findings of this paper are: 
a. Firms have target leverage and they adjust fast to these ratios. 

b. Immediate profitability has negative relation with target debt ratio, while past profitability 

has positive relation. 

c. Leverage decision of firms is also decided by non debt tax shields and growth 

opportunities of firms. 

Ultimate Corporate Ownership Structures and Capital Sturctures : evidence from East Asian 

Economies (Julan Du & Yi Dai, 2005) :This paper is a study on the relationship between corporate structure 

and corporate leverage. The paper goes on to find that controlling shareholders with smaller ownerships tends to 

increase leverage, without diluting shareholders dominance. The paper also examines the corporate value losses 

suffered by Asian firms during the Asian crisis, weak corporate governance being one of the main reasons for 

such losses. 
Determinants of the Capital Sturctures of European SME's (Graham C. Hall, Patrick J. 

Hutchinson & Nichos Michaelas, 2004): The paper explores the less discussed Small and Medium Enterprises 

(SME) which do not have major benefits of listed large companies and hence the shift in patterns of capital 

structure of these firms are more influenced by firm specific characteristics rather than industry specific 

characteristics.  

What determines the speed of adjustment to the target capital structure? (Wolfgang Drobetz and 

Gabrielle Wanzanreid, 2006): This paper is a significant contribution to the study of capital structure 

determinants and the speed of adjustment. The paper develops a model based on the BHW model (1999. The 

empirical results reveal that firms do seek a target debt equity ratio. Classical capital structure theories do not 

mention about the adjustment process towards target debt ratio.  

A dynamic model of optimal capital structure (Sheridan Titman & Sergey Tsyplakov, 2006): The 

paper studies how firms dynamically adjust both capital structure and their investment choices. The results 

reveals that firms that have financial distress cost or in the absence of conflict of interest between equity holders 

and debt holders adjust to their target capital structure quickly. 

Determinants of Adjustment Speed to Target Capital Structure: Evidence from Indian 

Manufacturing Firms (Jitendra Mahakud and Sulagna Mukherjee, 2011): The paper establishes the factors 

related to speed of adjustment of Indian manufacturing firms and their target leverage. The results shows 

variables like size of firm, profitability, growth opportunity, research and development and tangibility are 

significant determinants of target leverage ratio for Indian manufacturing firms.  
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Factors affecting Capital Structure Decisions: Empirical evidence from selected Indian firms 

(Anurag Pahuja & Ms. Anu Sahi, 2012): This paper studies the factors which influence the capital structure of 

Indian firms. The two major determinants of capital structure identified are growth and liquidity.  

Dynamics of capital structure: The Case of Korean Listed Manufacturing Companies (Hyesung 

Kim, Almas Heshmati & Dany Aoun, 2006): In this paper, a wide array of observable firm specific variables 

of Korean firms has been taken to determine the non observable optimal capital structure. The results of this 

study indicate that optimal capital structure has been affected by financial crisis. 

Factors affecting Capital Structure Decisions: Empirical evidence from selected Indian firms 

(Anurag Pahuja & Ms. Anu Sahi, 2012): This paper analyzes the factors which determine the capital structure 

of Indian firms. The two major determinants of capital structure as identified by this paper are growth and 

liquidity. 

 

III. RESEARCH METHODOLOGY 

3.1. Objectives of the research 

1 To identify firm specific and macroeconomic factors that influence in determining the target 

capital structure of small sized Indian firms 

2 To estimate the relationship of these factors with the capital structure of small sized Indian 

firms 

3 To identify certain key factors that influence the speed of adjustment of small sized Indian 

firms to their target capital structure. 

4 To establish the relationship of the identified factors and their influence on the speed of 

adjustment of small sized Indian firms. 

 

3.2 Background and need of the study 

As the entire world economy is facing the brunt of the Covid-19 pandemic, survivals of firms due to 

the impending global recession is going to be a major challenge. Since in recent times the world has gone 

through a similar global recession, exploring the performance of firms during that phase is going to throw a lot 

of insights as to how firms can prepare to tackle with the current impending recession.  

Moreover, in the Indian context since small sized firms posses the least financial power this research 

paper focuses on the small sized firms within India so as to introspect on ways and means to survive the current 

impending recession. 

Since the scope of all other research work in this areas has studied till only the interaction of one factor 

of determinants of capital structure with all the factors of speed of adjustment one at a time, this current research 

work has gone ahead of all prior research by analyzing the interaction of all factors of determinants of capital 

structure with all the factors of speed of adjustment simultaneously. 

As the entire world went through a recession during the period 2008 to 2010, the time period of 

research considered for this current research work is 2005 to 2014 and has been divided into three phases viz. i) 

Pre-recession phase (2005-2007), ii) Recession phase (2008-2010) and iii) Post-recession or growth phase 

(2011-2014). 

 

3.3 Type of research 

Exploratory and deductive research. 

 

3.4 Source of data 
Secondary Panel data from Capitaline database has been used for this research. 

 

3.5 Sampling frame 

The sampling frame consists of all listed and unlisted firms in India. 

 

3.6 Sampling procedure and size 

The sampling procedure employs both judgmental and convenience sampling technique. First inputs for 

all the variables to be used in the analysis were fed to the capitaline database. Based on this input provided and 

scope of small sized Indian companies based on market capitalization, the database returned full data on 2900 

small sized firms. 

 

Table 1: Sampling of small sized Indian firms on the basis of Market Capitalization 

Category Market Capitalization (Rs. Crores) No. of firms 

Small sized Indian firms < 500 2900 
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 Market capitalization is defined as the product of current market price of share of a firm multiplied by 

the number of shares outstanding of the firm.  

 

3.7 Analytical tools used 

1. OLS regression 

2. Correlation 

3. Regression using GMM 

 

3.8 Statistical software / packages 
1. SPSS 

2. MS-Excel 

3. STATA 

 

3.9 Methodology of analysis 
The researcher has formulated the models of this research based on the BHW model. This model was 

proposed by Saugata Banerjee, Almas Heshmati and Clas Wihlborg (1999). 

• The model is derived as follows : 

                 L 

• LV*it = ∑ αj Xjit  

                j = 1 

J= firm specific explanatory variable, I = firm, t = time 

α = co-efficient of respective explanatory variable 

and LV*it is the target capital structure 

If LVit is the observed capital structure of a firm and the firm has already attained the target capital structure 

then, 

LVit = LV*it 

Else, 

(LVit – LVit-1) = δit (LV*it - LVit-1) …………. (1) 

Where, δit = βo + β1Zit…………….(2) 

Hence equation (1) can be rewritten as follows, 

LVit = (1- δit)Lvit-1 + δit LV*it + μit…………..(3)  

Replacing the values of δit in equation (3) the following equation is derived:         

                      L 

LVit = (1- βo - β1Zit) LVit-1+ (βo + β1Zit) X (
∑ αj Xjit 

) + μit………………(4)        
                       

    j = 1 

Thus the final form of the equation can be summarized as:
 

LVit = (I-β0)LVit-1  – β1ZitLVit-1 + β0  ∑ αjXjit+ β1  ∑ αjZitXjit + dt +ηi +  μit…………….(5) 

In the above equation, LVit is the observed debt equity ratio of firms over time and is the dependant variable. 

LVit-1 is the lagged value of LVit,  

Xjit are firm specific variables, where j is the set of explanatory variables of firm „i‟ at   time „t‟ 

Zit = firm specific variable of firm „i‟ at time „t‟ 

β 1 = Coefficient on the interaction term between the determinant variable of adjustment speed, Zit, and lagged 

leverage, LVit1 

μit = statistical error term 

dt  & ηi  are time and firm specific effect and ηi  is unobservable. 

Due to the presence of lagged data, the error term gets correlated with the independent variables leading to an 

error known as Endogeneity. This problem of endogeneity has been overcome by the use of instruments which 

are exogenous variables that are correlated to the endogenous variable but remain uncorrelated to the error term.  

 

3.10 Dependent and independent variables used in the research 

Dependent variable 

Debt equity ratio of small sized firms has been taken as the dependant variable.  

 

Independent variables  

After considering various earlier research works and in the context of this current research paper, nine 

independent variables have been identified: 
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Firm specific variables selected as determinants of capital structure 

i.  Firm Size –  defined as Log of Total assets 

ii.  Non Debt Tax shields (NDTS)  –  Defined as ratio of depreciation / total assets 

iii.  Growth rate –  defined as the percentage change in total assets of previous to current year 

iv.  Profitability – defined as pre-tax operating profit to total assets 

v.  Trade credit – defined as total credit by creditors / total assets 

vi.  Net profitability ratio – defined as Net Profit to Net Sales 

vii.  Firm specific interest rate (FSIR) –  defined as  (tot interest paid / Long Term Debt) * 100 

viii. Age of firm – defined as number of years since incorporation of the firm 

ix.   Uniqueness of the firms  – defined as R&D costs / Sales  

For the sake of ease, the following notations have been assigned to the variables and used for analysis of data. 

Let, 

x1 = SIZE 

x2 = NDTS 

x3 = GROWTH 

x4 = PROFITABILTY 

x5 = TRADE CREDIT 

x6 = PROFITABILTY 

x7 = FSIR 

x8 = AGE 

x9 = UNIQUENESS 

 

Firm specific variables identified for determining the speed of adjustment of firms 

The following firm specific variables have been identified. 

• Distance from target capital structure (defined as absolute difference between actual and optimal 

capital structure)  

• Size of the firm  

• Growth rate  

 

Macro-economic variables identified for determining the speed of adjustment of firms 

Macro economic factors identified in earlier research work and which have been used for determining 

the speed of firms in this research work are as follows: 

• Growth rate of GDP  

• Average yearly Inflation rate 

• 6 monthly money market interest rates 

• 3 monthly money market interest rates 

 

Denoting the following notations for the sake of ease and better understanding, 

Let,  

z1 = Distance from target  

z2 = Size of firm 

z3 = Growth 

z4 = GDP growth rate 

z5 = Average yearly inflation rate 

z6 = 6 month MM Interest Rate 

z7 = 3 month MM interest Rate 

 

3.11 Scope of the research paper 

Scope of the research 

i. The scope of this research work is limited to only small sized Indian firms. 

ii. The research is focused to identify determinants of target capital structure and speed of adjustment.  

iii. The impact of interaction between factors of determinants of capital structure and factors of speed of 

adjustment has been analyzed in details. 

iv. The research work has been completed taking into account the most suitable model to achieve the 

scope of this research work.  
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IV. ANALYSIS AND FINDINGS 

The data on small sized Indian firms in excel sheet was fed into STATA software and after providing 

the coding for GMM estimation, the results obtained from the four models formulated have been presented 

along with the detailed interpretation of the results.  

 

4.1. Analysis of all 2900 small sized Indian firms for the entire period of data collected (2005 to 2014) 

In this model, eight determinants of capital structure and all seven determinants of the speed of 

adjustment have been included. Trade credit has been dropped from the analysis as the inclusion of the same 

was weakening the predictive power of the model.  

 

Table 2: Regression between the determinants of capital structure and the observed capital structure 

 
From the above regression it is observed that it is a highly significant model as almost all the „p‟ values 

of the independent variables are highly significant in the range of below 1% range. 

 

Table 3: Output of the GMM estimation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                   (Contd.) 

Observations & Interpretations of GMM estimation output 

1) Though STATA has dropped only age of the firm as determinant of capital structure, all the others 

included are also not significant statistically.  

2) Only NDTS and FSIR are significant and that too only NDTS is negatively related indicating that 

small firms with highly valued assets enjoy benefits of non debt tax shield such as depreciation 

which encourages these firms to rely less on external debt. 

3) FSIR and leverage having a positive relation indicates that firms with high rate of firm specific 

interest rate are least attracted to for external debt. 
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4) Amongst the determinants of the speed of adjustment only size and inflation are significant. 

5) This indicates that the bigger sized firms amidst the small firms have more tendencies to adjust to 

their target capital structure. This tendency is more pronounced in a situation of inflation. 

6) A good indication is that lots of interaction terms are highly significant and positive in their 

relationship with the speed of adjustment. This throws light on a lot of aspects. 

7) The interaction of size and distance is highly significant indicating that the bigger sized firms 

amongst the small cap firms and which are furthest away from their target capital structure adjust 

more readily. Also firms with high valued assets indicate the same results as above.  

8) High growth firms are also the ones to adjust more readily to their target capital structure. 

9) Rising inflation is also a situation which encourages small cap firms to initiate measures to close 

the gap. 

10) Low firm specific interest rate interacting with the growth of firms is significant, which means that 

high growth firms with low FSIR adjust quickly. 

11) Age of the firms interacting with growth, size and 3 month money market interest rate is highly 

significant indicating that older and bigger firms amongst small cap firms with high growth 

potential adjust incrementally to their target capital structure.  

12) Lastly the interaction term between firm uniqueness and distance is highly significant indicating 

that firms with unique assets and furthest away from their target tends to adjust to their target 

ratios faster. 

13) All other highly significant interaction terms have a positive relation with the speed indicating that, 

the joint dynamics if the interaction terms, makes the firms averse to adjusting to their target 

capital structure. 

 

4.2 Analysis of all the 2900 small cap firms for the period before recession in India (2005 to 2007) 

In this model all the nine variables of determinants of capital structure have been retained along with 

all the seven determinants of speed of adjustment. 

 

Table 4: Regression between the determinants of capital structure and the observed capital structure 

 
 

The regression attained above is significant and hence the distance variable calculated from the 

coefficients is valid. Only the NDTS variable is significant at over 5%, but lower than 10%. 
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Table 5: Output of the GMM estimation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                           (Contd.) 

                                                                           

Observations Interpretations of GMM estimation output from above table 

1) STATA has only retained the age and uniqueness variables amongst the determinants of capital structure. 

2) Age is having a positive relation indicating that the majority of the older firms rely on external debt due to 

their advantage of having a proven track record which makes the firms availability of bank finance easier. 

3) Amongst the determinants of speed of adjustment, only distance is highly significant and positive, which 

tells us that firms which are furthest away from their target capital structure employ more effort than the other 

small cap firms to adjust to their target. 

4) Amongst the significant terms interaction X1 & Z2 which both indicates size and has a positive relation is 

indicative that size of firms matter when adjusting to their target capital structure. More the bigger size more 

is the speed of adjustment. 

5) X3 & Z3 interaction term which both denotes growth and is having a positive relation also speeds up their 

adjustment on the same the reasoning as size of firms. 

6) FSIR & growth are significant but negative which means that some of the high growth firms are not able to 

close their gap due unattractive borrowing rates from banks and financial institutions during the period prior 

to setting in of recession in India. 

 

4.3 Analysis of all the 2900 small cap firms for the period of recession in India (2008 to 2010) 

In this model, NDTS and age of firms has been dropped to increase the predictive power of the model. 

 

Table 6: Regression between the determinants of capital structure and the observed capital structure 
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The regression attained above is significant and hence the distance variable calculated from the 

coefficients is valid. Only trade credit and uniqueness is significant below 10% level. 

 

Table 7: Output of the GMM estimation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                     (Contd.) 

 

Observations Interpretations of GMM estimation output from above table 

1)  Uniqueness though retained is statistically insignificant and  distance is negatively related with a 

significance level below 10%. This indicates that firms further away from their target do not take any 

initiative to close the gap during the period of recession.  

2) Inflation factor is positive and highly significant indicating that, firms do tend to adjust to their 

notional book values of target structure in a period of inflation and which is very high during times of 

recession. This observation is in agreement to the observation of inflation variable in the works of 

(Haas and Peeters, 2006). 

3)  Amongst the positively significant interaction terms X4 & Z3, X6 & Z3 and X6 & Z5 are to be noted. 

4) It indicates that firms still maintaining growth during the recession period and having substantial 

creditors incrementally adjust to their target capital structure. 

5) All the other significant interaction terms X2 & Z2, X3 & Z5, X4 &Z1X5 & Z5 AND X6 & Z2 are 

having a negative relation with the speed of adjustment, which means an interaction between these 

factors discourages the firm to adjust to its target capital structure. 

 

4.4 Analysis of all the 2900 small sized firms for the period of post recession in India (2011 to 2014) 

In the last model analyzed in this chapter NDTS and age have been excluded from the model to 

increase the predictive power of the model. Although not many interaction terms are significant in the post 

recession scenario it still gives us an idea as to how small cap firms cope up in a post recession scenario in India. 
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Table 8: Regression between the determinants of capital structure and the observed capital structure 

 
The regression attained above is significant and hence the distance variable calculated from the 

coefficients is valid. Only growth and profitability variables are slightly significant at above 5% level. 

Growth, profitability and healthy creditors are some of the key factors that drive a firm towards 

resuming activity in a post recession scenario in India. 

 

Table 9: Output of the GMM estimation 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                                    (Contd.) 

 

Observations Interpretations of GMM estimation output from above table 

1)  Most of the determinants of capital structure are insignificant and hence not much information can be 

extracted from them. 

2)  Although size and FSIR are significant they yield a positive sign meaning that even though immaterial 

of the firm size firms rely on external debt. Also internal firm specific interest rate is not an 

impediment for firms not to avail bank loans. 

2) Amongst the determinants of speed of adjustment distance and size are significant and positive in 

relation indicating that firms furthest away from their target capital structure and bigger sized firms 

are the prime movers towards their capital structure amongst all the other small cap firms. 

3)  The interaction terms having a positive significant relation are X1 & Z3, X4 & Z1 and X7 & Z2 which 

is an indication that bigger sized firms maintaining good profitability and healthy creditors and 

furthest away from their target capital structure will be amongst the first few to adjust to their target in 

a post recession scenario in India and FSIR doesn‟t seem to be an impediment in slowing down the 

objective of closing the gap.  
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5)  Other interaction terms with a negative relation are X1 & Z1, X2 & Z3, X5 & Z2, X5 & Z5, X6 & Z2, 

X7 & Z1 and X7 & Z4. From these terms we gather that big sized firms furthest away from the target 

but not very profitable, high growth profitable firms in a inflationary environment, high FSIR of 

bigger size firms, unique firms further away from their target even inspite of a reviving economy are 

some of the categories of firms which are sluggish in their approach to adjust to their target capital 

structure. 

 

4.5 Major Findings 

1)  It is found that small firms exhibit their own unique behavior when it comes to availing capital 

structure or when it comes to the speed adjusting to their target capital structure.  

2)  One good thing to notice is that firms which are furthest away from their target capital structure are 

more eager to adjust. This could be due to two reasons, one that the cost of adjustment is not very 

high and second is that the firms adjust incrementally rather than at one time. The second reasoning 

seems most likely to be the cause. 

3)  Overall from the analysis of all firms it is seen that bigger firms with strong creditors or profitability 

or promising growth potential are the most vibrant category of small cap firms when it comes to 

leveraging and increasing their speed to adjustment of their target capital structure.  

4)  It is also found that firms with high growth potential and lower FSIR are comparatively faster in 

adapting to their target capital structure.  

5)  In the overall analysis of firms the age of firms also plays a crucial role especially for 

underleveraged firms whose target is to leverage itself and come near to their target capital 

structure. This task is much easier for firms with proven track record which helps them in availing 

bank finance more easily.  

6)  In the pre recession period in India it is noticed that age of firms once again plays an important role 

in attaining bank credit. It also tells us that big sized firms with good growth potential and very far 

from their target capital structure are the first amongst others to close the gap.  

7)  During the period of recession firms are less vocal in their activities and hence not much effort is 

seen for firms to close their gap. 

8)  However firms which are still maintaining steady growth rate are seen to undertake some activity to 

close the gap. The high inflation during the recession period is also seen to be an incentive for 

closing the notional gap. 

9)  In the post recession scenario it is seen that underleveraged small cap firms once again resumes 

their borrowing habits to try and come nearer to their target capital structure. 

10)  In this period bigger sized firms furthest away from their target, are keener to close up the gap 

compared to others. Added to this firm profitability and healthy creditors also speed up the process. 

11)  It is also noticed that bigger not very profitable firms, high FSIR, unique firms are amongst the 

sluggish firms in not catching up to their target capital structure in a reviving economy like India. 

 

V. CONCLUSION 

This research paper has a very rich scope for both academicians and industry alike. Academicians can 

carry out many other aspects related to this research in the Indian context and try to analyse many other ways in 

which small sized industries could bolster our economy. For industry this paper has all the necessary indications 

and findings which they could use to improve their preparedness for a similar kind of recession through which 

most firms across the world are expected to go through. This preparedness will save firms a lot of trouble of 

doing research into how they could bounce back to normalcy within a very short period of time. 

Since the entire world is reeling under the effects of the pandemic, industrial resurgence will be the key 

to try and salvage the economy of the country. As such this research work presents itself as a very potential 

insight for even country leaders to reflect upon and implement measures for brining the country back to its 

normal track ahead of other countries and benefit from the prime mover advantage. 

This research work although has been undertaken with a lot of focus to proficiency and proper 

adherence to all academic norms, it is subject to constructive criticism from established academicians and 

esteemed fellow researchers from all over the world. 

 

VI. SCOPE FOR FURTHER RESEARCH 

The scopes for further research are identified as below: 

1) Research on small sized Indian firms post Covid – 19 pandemic and recession 

2) Include all categories of firms for the future research. 

3) Scope for comparative study of firms in toher countries in response to the impending recession. 
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4) Similar study for Micro sized firms can also be taken up by other researchers. 
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