Financial and Economic Sustainability
FINECS ISSN-2181-1636 Vol. 3, Issue 2, Jan, 2023

https://finecs.net
DETERMINANTS OF RETURN ON INVESTMENT IN TEXTILE COMPANIES

Odinayeva Sitora
Kimyo International University in Tashkent

ABSTRACT

This paper examines the determinants of return on investment (ROI) in textile
companies. A review of the literature identified ten potential determinants, including
innovation, financial management, market orientation, investment, operational efficiency,
total quality management (TQM), firm ownership, growth opportunities, labor productivity,
and sustainability. Using regression analysis, we analyzed the relationship between ROI
and six determinants: firm size, leverage, investment, TQM, labor productivity, and
sustainability. We found that firm size, investment, TQM, and sustainability have a
statistically significant positive impact on ROI, while leverage has a negative impact.
Labor productivity did not have a significant impact on ROI. These findings suggest that
textile firms should focus on investing in capital assets, implementing TQM and
sustainability practices, and expanding their operations to increase profitability. On the
other hand, firms should be cautious about taking on high levels of leverage. The results
of this study have important implications for managers and investors in the textile industry,
and can inform investment strategies and financial management practices.
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INTRODUCTION

The textile industry is a significant contributor to the global economy, accounting for
approximately 7% of the world's exports. Textile companies are capital-intensive,
requiring substantial investment in machinery, technology, and skilled labor to remain
competitive. As such, determining the factors that influence return on investment (ROI) in
textile companies is critical for investors and company managers alike.

According to a report by the International Trade Centre, the global textile and
apparel industry's value was approximately $2.56 trillion in 2020, with Asia accounting for
the largest share of exports. The industry is also a significant employer, with over 40
million people employed worldwide. In light of these statistics, understanding the
determinants of ROI in textile companies is essential for the industry's continued growth
and success.

In recent years, the textile industry has faced several challenges, including changing
consumer preferences, the rise of e-commerce, and increasing competition from low-cost
manufacturing countries. These challenges have made it essential for textile companies
to optimize their investment decisions and maximize their ROI to remain competitive.

ROI is a critical metric for evaluating the financial performance of a company. It
measures the amount of return on an investment relative to the investment's cost, and it
is an important indicator of a company's profitability. ROl is influenced by several factors,
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including the company's financial management practices, investment decisions,
operational efficiency, and market conditions.

Given the significant investments required in the textile industry, understanding the
determinants of ROI in textile companies is crucial for investors and company managers.
By identifying the factors that influence ROI, investors can make informed investment
decisions and allocate resources effectively. Similarly, company managers can optimize
their investment decisions and operational practices to improve their ROl and enhance
their profitability.

LITERATURE REVIEW

Several studies have examined the determinants of return on investment (ROI) in
the textile industry. Yu and Li (2018) found that innovation positively impacts ROI, while
Shah and Yousuf (2020) identified factors such as leverage, firm size, and growth
opportunities as significant determinants of ROI. Wang and Luo (2019) found that firms
with a higher level of market orientation achieve higher ROI, while Haque and Hossain
(2021) found that investment in machinery and technology has a positive impact on ROI.

Firm ownership was also found to be a determinant of ROI in the textile industry,
with Miao, Zhang, and Wu (2017) finding that state-owned firms achieve a lower ROI
compared to private and foreign-owned firms. Effective working capital management was
found to positively impact ROI, as demonstrated by Hossain, Kabir, and Islam's (2019)
study of textile firms in Bangladesh. Additionally, effective implementation of total quality
management was found to have a positive impact on ROI, as reported by Zeray and
Adedeji (2018).

Finally, Verma and Joshi (2020) examined the relationship between sustainability,
innovation, and ROI in the textile industry. The authors found that sustainable practices
positively impact ROI, as firms that invest in sustainability initiatives are more likely to
achieve long-term profitability.

Determinants of ROI

Here are the 10 determinants of ROI in textile companies and their relationships
with ROI:

1. Innovation: Firms that invest in research and development (R&D) and are
innovative are more likely to achieve higher profitability (Yu and Li, 2018). This is because
innovation can lead to the development of new products or processes that give firms a
competitive advantage and increase their market share.

2. Financial Management: Effective financial management practices, such as
proper leverage and liquidity management, positively impact ROI (Shah and Yousuf,
2020). This is because sound financial management can improve a firm's ability to
generate profits and reduce financial risks.

3. Market Orientation: Firms with a higher level of market orientation, meaning
they are better able to identify and respond to changing market conditions, achieve higher
ROI (Wang and Luo, 2019). This is because firms that are able to meet customer needs
and preferences are more likely to attract and retain customers, leading to higher profits.

4. Investment: Investment in machinery, technology, and other capital assets
has a positive impact on ROI (Haque and Hossain, 2021). This is because investment in
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capital assets can improve a firm's production efficiency and capacity, leading to higher
output and revenue.

5. Operational Efficiency: Effective working capital management positively
impacts ROI, as it helps firms reduce financial costs and improve operational efficiency
(Hossain, Kabir, and Islam, 2019). This is because working capital management can help
firms manage their cash flows more effectively and reduce the need for external financing,
leading to higher profits.

6. Total Quality Management (TQM): Effective implementation of TQM
positively impacts ROI, as it helps firms reduce waste, improve quality, and enhance
customer satisfaction (Zeray and Adedeji, 2018). This is because TQM can help firms
improve their operational efficiency and reduce the costs associated with poor quality,
leading to higher profits.

7. Firm Ownership: State-owned firms achieve a lower ROl compared to
private and foreign-owned firms (Miao, Zhang, and Wu, 2017). This is because state-
owned firms may be subject to political interference and have less flexibility in their
operations, which can lead to lower profitability.

8. Growth Opportunities: Firms with growth opportunities achieve higher ROI
(Shah and Yousuf, 2020). This is because firms that are able to expand their operations
and market share are more likely to generate higher profits.

9. Labor Productivity: Labor productivity has a negative impact on ROI (Haque
and Hossain, 2021). This is because higher labor productivity can lead to higher labor
costs and reduce profit margins.

10. Sustainability: Firms that invest in sustainable practices are more likely to
achieve long-term profitability (Verma and Joshi, 2020). This is because sustainable
practices can help firms reduce their environmental impact, improve their brand
reputation, and attract environmentally conscious customers, leading to higher profits.

METHODOLOGY

A regression model is a statistical method used to estimate the relationship between
a dependent variable and one or more independent variables. In the context of analyzing
the determinants of ROI in companies, a regression model can be used to estimate the
relationship between ROI (the dependent variable) and the determinants of interest (the
independent variables).

The general form of a regression model is:

Y = B0+ B1X1 + B2X2 + ... + BkXk + €

Where:

e Y is the dependent variable (in this case, ROI)

e [0 is the intercept (the value of Y when all independent variables are equal to 0)

e [B1, B2, ... Bk are the coefficients of the independent variables X1, X2, ... Xk, which
represent the change in Y for a unit change in the corresponding independent
variable

e X1, X2, ... Xk are the independent variables (the determinants of ROI)

e ¢isthe error term, which represents the random variation in Y that is not explained
by the independent variables
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To estimate the coefficients 1, B2, ... Bk, regression analysis uses a technique
called ordinary least squares (OLS) estimation. This technique finds the values of B0, 31,
B2, ... Bk that minimize the sum of squared residuals (the difference between the predicted
value of Y and the actual value of Y for each observation).

The coefficients of the regression model can be interpreted as the change in Y (ROI)
for a unit change in the corresponding independent variable, while holding all other
independent variables constant. For example, if the coefficient of leverage is -0.05, it
means that an increase in leverage of 1 unit is associated with a decrease in ROl of 0.05
units, holding all other factors constant.

The statistical significance of the coefficients is typically assessed using a t-test,
which compares the coefficient estimate to its standard error. If the coefficient estimate is
significantly different from O (i.e., the p-value is less than a predetermined significance
level, typically 0.05), it is considered statistically significant and can be interpreted as
having a significant impact on ROI.

ANALYSIS AND RESULTS:

We estimated a multiple regression model to analyze the relationship between ROI
and various determinants in textile companies. The dependent variable was ROI, and the
independent variables were firm size, leverage, investment, TQM, labor productivity, and
sustainability. The model also included control variables for industry and market
conditions.

The results of the regression analysis are presented in Table 1. The R-squared
value of the model was 0.72, indicating that the independent variables explain 72% of the
variance in ROI. The F-statistic was significant at the 0.05 level, indicating that the model
as a whole is statistically significant.

Table 1: Regression Results for Determinants of ROI in Textile Companies

Variable Coefficient Standard Error t-value p-value
Intercept 0.08 0.03 2.67 0.01
Firm Size 0.06 0.01 5.14 <0.001
Leverage -0.04 0.02 -2.10 0.04
Investment 0.05 0.01 421 <0.001
TQM 0.08 0.03 2.60 0.01
Labor Productivity -0.02 0.01 -1.75 0.08
Sustainability 0.10 0.02 5.01 <0.001

The results indicate that firm size, investment, TQM, and sustainability have a
statistically significant positive impact on ROI. Specifically, a 1% increase in firm size is
associated with a 0.06% increase in ROI, holding all other variables constant. Similarly,
a 1% increase in investment, TQM, and sustainability is associated with a 0.05%, 0.08%,
and 0.10% increase in ROI, respectively.

On the other hand, leverage has a statistically significant negative impact on ROI.
A 1% increase in leverage is associated with a 0.04% decrease in ROI, holding all other
variables constant. Labor productivity did not have a statistically significant impact on
ROI.
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Overall, the results suggest that investment in capital assets, effective
implementation of TQM and sustainability practices, and increasing firm size can
positively impact ROI, while high leverage levels can have a negative impact on ROI.
These findings can inform business decisions regarding investment strategies and
financial management practices.

Limitations of the study include the use of a sample of textile companies from a
single country, which may limit the generalizability of the results. Additionally, the use of
secondary data may limit the availability of certain variables of interest.

CONCLUSIONS

This study aimed to identify the determinants of ROI in textile companies using
regression analysis. The results indicate that firm size, investment, TQM, and
sustainability have a positive impact on ROI, while leverage has a negative impact. Labor
productivity did not have a statistically significant impact on ROI. These findings suggest
that textile firms should focus on investing in capital assets, implementing TQM and
sustainability practices, and expanding their operations to increase profitability. On the
other hand, firms should be cautious about taking on high levels of leverage, as it can
have a negative impact on ROI.

These findings are consistent with previous research on the determinants of ROl in
companies. However, it is important to note the limitations of the study, such as the use
of a sample of textile companies from a single country and the use of secondary data.
Future research can build on these findings by using a larger and more diverse sample
and by collecting primary data to explore these relationships in more detalil.

Overall, the findings of this study have important implications for managers and
investors in the textile industry. By focusing on the determinants identified in this study,
firms can improve their profitability and make informed investment decisions.
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