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Financial risk and firm value:
is there any trade-off in the

Indian context?
Koustav Roy

Department of Commerce, Khandra College, Khandra, India, and

Kalpataru Bandopadhyay
Department of Commerce, Vidyasagar University, Midnapore, India

Abstract

Purpose – The objective of the paper is to investigate the relationship between financial risk and the value of
the company. In this context, the study is to revisit the trade-off theory of capital structure in the Indian context.
Design/methodology/approach –After applying outlier, the study considered 389 nonfinancial companies
from BSE500 from 2001 to 2018 collected from the Capitaline database. The statistical package E-views 10 has
been utilized for analysis. To understand the nature of the data the descriptive analysis, correlation analysis,
normality, unit root, multi-collinearity and Heteroskedasticity were conducted. The Panel Estimated
Generalised Least Square with cross-section weight was found suitable for analysis due to the existence of
cross-correlated residuals. Further, the study has classified the levels of financial risk to determine the
relationship of different levels of financial risk with corporate value.
Findings – It was found that the financial risk and corporate value had a significant negative relation during
the period of study. On class interval-wise financial risk analysis, it was found that the debt-equity (DE) of
around 1:1 may be considered optimal. Below that threshold limit, the DE affects value positively above which
the ratio affects the value negatively.
Originality/value –The papermakes an attempt to determine the optimal financial risk at the corporate level
in the Indian context.

Keywords Value of the firm, Financial risk, Debt-equity ratio, Trade-off theory, Panel EGLS model

Paper type Research paper

The risk is inherent in business. The business concern assumes the higher financial risk to
have higher profitability. The purpose of borrowed capital is to utilize financial leverage to
have higher profitability. However, the use of debt in capital structure increases the risk of the
firm and consequently increases the cost of capital. As the number of debt increases, the
marginal benefit of using debt in capital structure reduces gradually and after a certain point,
the use of debt in capital structure would increase the cost of capital in such a way so as to
affect the value of the firm negatively. The optimum level is when the marginal value of the
benefit of low-cost debt and tax-shield on debt exactly offsets by the increase in the cost of
capital due to an increase in financial risk. This proposition is called the static trade-off theory
of capital structure. Kraus and Litzenberger (1973) first considered the necessity of
maintaining a balance between the cost of bankruptcy and the tax shield of borrowed capital.
Niu (2008) suggests that the highly profitable firm has a high target debt ratio because they
would ensure higher tax shields and a lower level of bankruptcy cost. However, Millar (1977)
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DEVELOPMENT PROSPECT OF TOURISM INDUSTRY IN MURSHIDABAD 
JLAGANJ CD BLOCK, MURSHIDABAD DISTRICT, WESTBENGAL 

Abstract: 

Jornnl ot tourtsm-gtdios nd research In torism 
[lssue 29| 

JEL Classiflcation: L83 

Temporary movement of people from their place of birth or workplace to place of destination what they want to 

visit. Tourism is a growing industry it can hetp to employment generation and help to strength economy of country. Human environment interaction and quality of the environment is primary key to attract the tourist. This can lead 
to considerable pressure on the environment and in that process can accelerate the rate of environmental 

degradation. The main objectives of this paper are to identify the tourist spots surrounding stucy area, to draw 
the perception of tourist about the infrastructure and regarding problems and provide some probable 
recommendation for sustainable tourism development. To prepare this paper simple field based methodology are 
opplied. Geo-informatics has been used for collecting data and prepare necessary map making. Various books, 
journals, report, were used for preparing secondary data source. Tourism should be undertaken with equity in 

mind, not to do unfair activities vwhich make access or pollution free environment and appropriate economic use of natural and human environment. Through this paper we will provide some recommendations which are 

associated with eco friendly, suslainability and dynamic in nature. 
Keywords.: Tourism, Environmental degradation, Sustainability, Dymamic, Eco friendly. 

I. INTRODUCTION: 

Faculty, Dept. of Geography, Prof. Syed Nurul llasan College,Farakka, Murshidabad 
skrov0003@amail.com 

Chomki MONDAL 

Khandra College, Paschim Barddhaman. 

Most of he philosopher visited several places 
from ancient to present days and they wrote some 
valuable books on the basis of their views. This can be 
helpful to know about places, climate, natural 
phenomena, human races and civilization, emperors, 
cducation, transport communication etc. Rapid 
developrment on transport communication today has 
made travel an easy affair. Tourism no doubt has 

become the buzz word in the modern industrial world 
and also been crowned as the latest dynamic industry. 
From a position at the end of the Second World War 
when relatively few people travelled, tourisn has 
grown to a point at which it is commonly being 
heralded as the world's largest industry (William, 
1998). Tourism involves the movement of people 
through time and space between their home and 
destination areas (McKercher&Lew, 2004).Most of the 

tourist spots of Murshidabad arc basically historical 
and cultural sites (K.P.Mandal, 2011). They have most 
potentiality to develop tourism sector in Murshidabad 
that can flourish the nature of dynamicity of tourism 
directly or indirectly. 

Subham KUMAR ROY 

P.KMandal (2011) in his paper "Tourism as a 
Factor of Regional Economic Development: A Case 
study of Murshidabad District, West Bengal" has 
discuss about tourism infrastructure, cxplore the 
feasibility and cconomic viability of all historical spots, 

potential of tourism and last of all impact of tourism in 
the cconomy of 

Murshidabad district. 
S.Tarafder & S.Biswas (2011) in their paper was 

"STATUS AND PROSPECTS OF TOURISM 
INDUSTRY IN THE MURSHIDABAD MUNICIPAL 
TOWN, WEST BENGAL" -have talk about nature of 
tourists, assessmecnt of the pcople involvement with the 
tourism activity and the way of successful tourism 
development. 

S.Tarafder N.Jana (2012) in their paper 
"ASSESSMENT OF TOURISM POTENTIAL IN 
MURSHDABAD DISTRICT, WEST BENGAL" 
have studied about major tourists' places, situation of 

tourism activity ,evolution of potentiality and 
recommendation for tourism as well as socio cconomic 
development of the district. 

A.A Mamun& S.Mitra (2012) in their paper "A 
Methodology for Assessing Tourism Potential: Case 
Sudy Murshidabad Distric, West Bengal, India" have 
discuss about restricted to assess strength and weakness 
of the spots and find out suitable developmental 
strategies through optimization of service 

infrastructure. 
S.K.Pal & S.Roy (2016) in their paper 

"Tourism-based heritage conservation 
Murshidabad:an appraisal" have studied about built 
heritage contric tourism ignoring the conservation 
attention necessary to retain authenticity and 
meaningful existence of historic structures. 
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