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Here, the coefficients of endogenous variables are 

triangular as they can be arranged as follows: 

I"s of Endogenous vad able 
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Fixed Investment Function: Time Series',Results : 

The results pertaining to investment function 

are presented in Table 5.1. It shmJs that generally 

the fits obtained by inclusion of time variable are 

preferable as (1) the time is significant, and (2) it 

improves the overall fit as well. 

At the aggregate{i.'e., all companies level) and 

manufacturing sectoral level; the accelerator is influe-

ntial. The direction of influence is positive~ The 

magnitude of manufacturing t~.2137) is higher relative 

to all companies level (cbeff. of AS ~ .1119). This 

means that a risihg demand has been effective in 

producing a rise in fixed assets investment. However, 

for both levels, the magnitude is low. For engineering 

industry, the accelerator is statisticallY not signifi-

cant. 

, ,-
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The impact of age variable revealed through stock 

of depreciation is more significant for all companies 

level relative to manufacturing sector. At both of these 

levels, an echo effect is depicted. This implies a 

statistical influence of replacement need for fixed asset 

investment. However, no such influence is shown for 

engineering industry. 

Among the financial variables, the influence of 

retained earnings is revealed for all the three levels. 

Its positive impact is the highest for engineering 

industry (coefficient of saving being 3.1020). This points 

to the dependence of investment on saving decisions. '~'he 

influence of saving is, however, negative for all compa­

nies' level. 

The influence of cost of borrowing is depicted for 

all the three levels. Its direction is positive and the 

impact is the highest for manufacturing sector (with its 

relevant coefficient being 7.7017). This suggests the 

apt utilisation of tax clause which permits a deduction 

of interest payment from income for tax purposes. 

· , 
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fnventory Functions : Time Series Results : 

Unlike fixed investment, the time variable is not 

significant for inventory investment. A comparison of 

estimates (without time) shows that except for engineering 

industry, the accelerator is not significant. However, for 

this industry its influence is positively pretty dominant. 

The magnitude ,is of order .3171 units (Table 5.2). 

The stock of inventories is significant for manu­

facturing. For this sector, a unit of eXisting stock has 

a constraining influence by .3992 units. This factor is, 

hOHever, not dominant for other two levels. 

Likewise, the influence of fixed investment on 

inventories comes out with a complementary nature, that 

too for aggregate level only. Its influence is of order 

.3180 units. For other levels, it is not different from 

zero in the statistical sense. 

The influence of savings on inventory investment 

is significantly positive for all the three levels. Its 

magnitude is quite high and nearly the same for all 

companies and manufacturing sector. The respective 

coefficients at these two levels are 1.6961 and 1.6709 

units. In. case of engineering the influence is slightly 
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lower w"ith magnitude being of order 1.1339 units. However, 

unlike savings, the other financial variable namely interest 

payment has not emerged as significant for any of these 

time series results. 

Cross-sectional Results: A Comparison of Single Equation, 

Recusssive Formulation and Simultaneous Joint Inter­

dependent. Systems : 

At the cross-sectional level in vie,,; of adequate 

degrees of freedom, a comparison of three estimates arrived 

at through single equation OLS fits, recurssive formulation 

and 2 SLS simultaneous framework is carried out. Thesu 

results are presented in Table 5.3. 

A consideration of saving functioh among these 

results, by a comparison of OLB and 2 SLS estimates, 

depicts that excepting two cases the signs of coefficients 

for both estimates are in the same direction. F~ther, 

for most of the variables any change in their magnitudinal 

impact is very low and negligible in many cases. This 

indicates that amount of possible simultaneity bias is 

very marginal and insufficient to influence the general 

nature of results. 

- _i I".--t.-. --~ . 
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The estimated coefficients for fixed investment 

function also do not depict any appreciable change in the 

signs and magnitude Ilicoefficients to su~gest the influence 

of simultaneity and conseqUent preference for 2 SLS proce­

dure. In view of the fact t~at R2 and 't I ratios are not 

propcrly defined for 2 SLS, a comparison of OLS and 2 SLS 

in these; terms vlill not be useful. HowEover, this type of 

comparison of OLS estimates arrived at through single equa­

tion formulation 2nd recurssive formulation suggests that 

for the latter there is tio appreciable difference between 

the signs and magnitudes of respective coefficients and 

the forr,ler, for all the Cases provides fits vii th higher 

-2 v.:U ues of R • 

Analoguously, as presented in Table 5.3, the com­

paratiVe estimates for inventory investment functions for 

most of the cases do not portray any larger difference 

either in the nature or magnitude of co-efficients to 

warrant the presence of simultaneity bias. The recurs­

sive estimate", too, for most of ·the results go in line 

. h th r: ting two cases, li,2 for single equation v!J. t 0 .ers. excep 

formulation is higher by its comparison with recurssive 

formulation. 

All these results combinedly do not show the 

presence of possible simultaneity bias and at the same 
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time evidence dOes not establish preference for recur .sive­

ness of nature of relationship. In view of these facts, 

in what follows, th d' , ,-.; ~scuss~on mainly runs in terms of 

OLS estimates. 

Fixed Investment BehaviouE : 

A cursory glance at results pertaining to invest­

ment functions relating to different cross-sections throws 

light on the importance of different factors that could be 

responsible in determining the investment climate over the 

period encompassing these results. 

For instance, viewed from the magnitude of accele­

rator coefficient, we find that generally the demand condi-

tions have not been conducive towards investment climate. 

This is borne out by a very low positive coefficient or 

.,eak impact of this variable. In the years 1972 and 1973, 

for instance, the respective values of accelerator were of 

the order .069 units and .042 units. These point to the 

slack link of investment and demand factors possibly 

caused due to: (a) either inconsistency in demand for the 

products on account of (i) policy level decisions like 

impA~t substitution policy which, as pointed out by some, 

.las unable to generate domestic demand after a few years 
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and/or (2) with eh~ort orientation of the industry the 

international market fluctuations in the demand for the 

product of domestic industry resulting into unfavourable 

terms of trade and (b) the build up of large capacities 

in the initial years with inconsistent demand resulting 

into unutilised capacity in later years. In fact, the 

results for 1980's cross-section point to a negative 

impact of accelerator ~nplying thereby a disposal of 

exces s cap aci ties .• 

Among the financial variables, savings have been 

an important factor in determining the fixed investment 

behaviour. For all the five cross-sections, its impact 

has been positive. More particularly, in the first two 

cross-sectional years (i.e., 1969 and 1972), it had the 

most dominant impact in fixed asset expansion. The res-

pective magnitudes in these years are .2027 and .1057 

units. For these years, none of other financial variables 

are significant. In the face of general recessionary 

trend in this period, the importance of reserves in financ­

ing fixed investment comes out very prominently by these 

coefficients. 

However, compared to 1972, the coefficient of 

savings in the next two cross-sections showed an 

-._ _ __ • c· 
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increasing and higher magnitudes which were of order .176 

and .249 respectively. Out of these, the year 1975 has 

been associated with two other factors as well. First 

of these relate to a positive impact of cost of borrow-

ings vrhich is of magn<-l-ude 385 un<t ~~. ~ s. Second factor 

relates to a complamentary nature of inventories with 

respect to fixed investment which, as revealed through 

inventory coefficient, comes out of the order .3413 units. 

These factors imply that tor this particular yearl 

(1) the existing stock of inventories added to an expan­

sionary activity in fixed assets, and (2) the firms 

utilised the interest payment as a tax saving device by 

putting it partly either as cost element or partly by 

capitalising the interest payments. In fact, in view of 

10H exp<2ctations in the years under consideration, the 

latter point seems to be more plausible. 18 Considering 

the year 1978, He find that for this year, the impact of 

age of equipment variable shows a large echo effect. This 

implies a replacement component acting prominently to 

18. Capitalisation of interest payments - th. ough 
generally accepted ac~ounti~g practices (GAAP) 
does not strictly val~date ~t -,has ~een one ~f 
the accounting practices of Ind~an f 7rms. Th~s, 
in fact, has been sought to be restr~cted from a 
retrospective effect by a recent government 
legislation. 
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u·tilise higher iJlTIoun·t of retentions which is being reflec­

ted by u larger coefficient (= .249) of saving. This 

larg<cr impac·t cf saving is also consistcmt with a comple­

mentcority of inventories whose coefficient comes out of 

the order • 142'1 units. 

For t:oe year 1980, the si",ing coefficien·t in fixed 

invcstm,,:nt equation hus remained with a very low magnitude 

of orclcr .0074 units only. l-im-Jever, this particular year 

is ::lur:~(;d by a high rcp12cernont need being aptly financed 

through capital ising interest payrilents. This is suggested 

by the rcspective cosfficients of uge .md interest payment 

vari:Lbl-:.;s ~,,rhosc rr.2gnit~dcs arc 1.1820 and .411 units. 

Anuth2r reilson of le'tI impact of sClvings in finuncing fixed 

assets can b.:; seen in t0r:lr,S of competitive nature of inven-

tory investm2nts 'llhich puts a drag on the aVD.ilable funds 

by an wnount of .1538 units. 

Unl i1<:2 fixed assets, in caso of inventory invest-

ment., tl:e clanQJ1d fuctor had a stronger impact. - It was 

't d' l' t f about 23% positivCc in 1972 "~doth '" lTIClgn~ u ~na ~mpac 0 

't But the follcwing cross-scction in 1975 per u.n~ • 

depicts iJ negative imp act by an amount of 10 per cent. 
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This is consist~'nt ~,d t' h--- . -. , '- .. - n t <_ earllcr CUSCUSSGd ph2Domcnon 

cf dC',-.rDi';2Xd revision :;f '-'XP._;:'c1-~-l-_'_ons. A-J- ' , 
'- '-' '-'u¥ '- tne $.:(:1113 tlmc, 

the) rising -'rocuct '''' ' . J.- -~ t_·.rlCIC;S CClUS8d by an 8scD.latlon of 

costs of production ol-ling to oil crisis in the immediate 

PClst ;::130 li2 ut th....: root of this d~clinc in demand fDrces. 

!"-Iowcvcr, in 1978, the pic"king up of accelerator in positive 

directicns v;i th = imp ~Jct of 10 t)er cent per unit is 

depicted. 

p.ol-:10ng th0 fin2nci2.1 viJ.riablcs, the influcnc8 of 

s;~.vings on inV!_D.f:,orios has generally been marked as posi-

ti v..::;. i-:o'\-J :..:vcr I its (:,rdcr r:.nd direction has been chc.nging 

over the yC:Jrs. For instance, in 1969, its influence vias 

e 423 units. In 1972, hOvlever, its influence does not 

app..:.ar a.s signiiic~nt in singl.; E:qu3tion fonnulation. 

This is fc;llo'dud by negative ITI'lgnitudes in 1975 and 1978 

cf order .348 and .222 units respectively. Finally, in 

1980, agelin a low positive imp?cct of ma.gnitude ':.>11 uni·ts 

is seen. This b"huviour of saving variablo is in con-

formi ty Hi th th·~ rccessionary trGnd in th,-, period under 

ccnsidcr::rticn. l10re s"0(.;cifically, th0 ne:;gntivt2 imP<Jct 

fer 1978 shows thi1t vlith possimistic attitudes, the 

firms pClrtcd vii th oxtri1 inventories emd converted thGTl 

inst<-.ad int,) n,s"rves. Thusc r8S2rvcs formed directly 

I-~-'-""""::' . 
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12i thc:r purt :Jf net \-iort'n . Gr Hcr2 c2pltali'!l8d intc equity 

by issuing bonus shares. This fact is confirmed by a 

Dag2.tivc cCjcfficicnt of stock cf invc.::ntorics in this 

particul2:lI yC<J.r. 

':I"lL! Y2C!.r 1975, hOVlcver , shoWGc1 a IncK. of r8se:rVGS 

'''hl'" _i S 'or~u ht t b () ~ ~ .'J g, Cli y: a negu-

~. ff" " . \...1. VC CC'~_.- lCl . .::nt Or suvlngs. (b) 00sitive coefficient of 

st.'ck (·f inv.:cntorios, (0) complemcnt2rity depicted boh-Tesn 

fixed c~ld inv2ntory investments, &'l.d Cd) negative impact 

v21uC! cf e:.st ,~lJ'1.cnt. This, in (fact, mCClDS 3. high 

8scC'.1 :J.ti;-.ln ~-='f cc'sts caused in the itlaJ<8 0 f '-I il- crunch in 

1973. 

It is vlOrthvThil" teo mention that, except for 1975, 

gcmcroJ.l,' the stoel, of inventories variable depicts noga-

tivo valuos (in 1969, 1972 and 1978) or very 10\01 p0sitivo 

vCllue;s ks in 1980) depicting a gcnGrul pessimism in 

busi~~ss circles. 

Further, in linG ,lith influence of s<)vings, the 

impact '.,f CC)st ',,:f b'.Jrrcl-""rings hG.s, too, shown a phased 

mOV(Illcnt from a high mugnitude (r-f 2.082 units) in 1969, 

tJ its dcclin0 (.6121 units) in 1972, a movement further 

downt.nrCl "it!"! ncgutivc villucs (of .872 units) in 1975, 
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insignific;:mce in 1978 ilild finally picking up agcin 'Ni th 

a positive impi-'C'c hf 1.1825 units) in 1980. This movo-

mont, .Jxc::::pt for 1975, mostly sh:.ws u positive; irnp2.ct of 

borrc·vlings. This is plcusible in vicl'! of the fect thilt 

shc,rt term credit as c.. m82l:S to finance inventories has 

buen utilisod by' t-_~:.'--' Indl' on fl'~, s. Tl t d bt --- ~. ~.,' 10 consequen e 

s~rvicin9 is CJcccuntcd to the; COS"t ,zloment v.Jhich is set 

ap art fre-In tClxobL" profits. 

In tho:; .:m.::J.ysis ,~f invGsmcnt b~havicur the adop .. 

-tir_on ::f fin'll1cio.l tJ.ccclerato ~ 3.ppro(J.ch assumes thQt ~~.H.W. 

pel icy infl1..1 cnc,--s t~1--"= invcstrncnt decisions via its impact 

(r.. fil1:::r~cL::,l vQri2.blcs. B(;sidcs, the if:1p<~ct of govern-

mont pol icy ccm",s cut from monetary reguliltions .,hich aro 

inclusiv2 c,f ''''~'J.i,V .. 1Q,> like fixing ,:,f interest rates and 

c0iling:m barro'tlings as well. Hence, implied influence 

(f fisc~cl end monct=y meaSures is imbued in the estimated 

reliltic,n.s by mc.o.ns ,cf uithcr of the following vClriables: 

a) ?.5!.'{J-.PSJ.s,: which include tax based resources 

like development rebate/investment allowance 

and depreci ation. 

b) Interest p~ent: -which aii':'ounts for cost -_._-- --
of external financing being largely 

.'.1 
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deteL,lined through fixing of interest rates 

and ceiling 0,., borrowings permitted to 

public lL~ited companies. 

Out of these variables, as discussed in the pre­

ceding paragraphs, the retained earnings, for fixed 

investment, in the time series results (except for all 

com~anies level) has e~erged as positively significant 

for all the sets. The s~~e influence is depicted in 

cross-sectional resu.l ts. LikevlisG, in inventory invest-

ment :function, excepting two cross-sections relating to 

1975 and 1978, the s~~e nature of influence from savings 

is depicted. These results generally point to not un-

fav:>urable effect of tax policy. But at the same time a 

generill dm,m\vard revision of expectations in investment 

relating to fixed assets and inventories is an indica-

tion of insufficient nature of incentive sche.~e to 

invigorate the investment climate. 

The influence of interest payr;lcmt has been gene-

rally shovm as positive. HOylever, the respective impact 

has been more pronounced in case of inventories. This is 

indicative of the fact that short term borrowings as a 

:-:1ea.ns to purchase inventories 1:.o_s been more frequently 

~~ t" t Coupled with it simul·taneous capitalisa-r"""or co. o. 

tion of th2 cost or utilising the provision of interest 



190 

deduction from taxable profit has remained a common 

practic" among firms. 

K'ctl1ithstanding the variations in specification 

and cQv:..;r~~;e of 'tim·:.: ~;..;;riods, in the Indian context, 

ccrt.ain COITh-:1on f~a.turl2s of our rCGul ts to other studies 

(based on firm level data) arc worth comparing. 

inst:mcc, supports "t]",,,-, results by Krishnamurthy and 

19 S .:).stry. Also, the change of sign of accelerator 

variable; in some of our cross-sectional runs is obsGrved 

by th,-, studies of Hishra,20 and Dixit. 21 Further, as 

revealed through age variable, our results point to an 

echo effect in engineering industry. This supports 

Dixit's conclusion but contrasts the senility effect 

sho,;n by KrishniJffiurthy CL'1d S' ,astry I s study for this 

-------------~ .. -. 
19. 

20. 

21. 

ICri shnamurthy und Sastry, .QIl.:..ci t. 

r"'ishra _ G· D, Investment, Finance and the !:annings 
Bchav5_our o{-theCorporate Sector in India, 
Unpublishcd:PhD thesis submitted to IIT, Kanpur, 
1975. 

Dixi t, HR R, ?-E-. cit. 
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particular industry. The positive role of saving in 

finoncing fixed investm"nt supports K . h h ~ r~s namurt y and 

s· ~astry' s concl"5 'ons. !-[ ~ ~ owever, in contrast to their 

resul ts, our Gvidcnco favours a compl8lT\entnri ty be-t\'mCYl 

fixod and inv2ntory investments. 

ThG analysis of saving behaviour carried out 

Hi-tl:.in 2. simultuncous framework does not indicate the 

SC2V~,..,ty of possiblo simultaneity bias. At th~ same 

-timc, evidence does not favour :JIly superiority of 

recur sivc ovor single equation CLS estimates. 

Both the timc series w,d cross-sectional results 

relating to fixed invcst~ent function indicate a weak 

impact of accelerator. Rolative to other financial 

varioblos, saving assumes a more prominent posi tive role 

in financing fixod investment. Cost of borrowings are 

positively influcential, howevor, the significance with 

the s"me nG.ture is indicated in hlo ye=s (1975 ill1d 

The dcmin2ncc of rcp12cement component in fixed 

invcstment as rcvealed through echo effect is evident 
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in tim~' S,~_'-l"-",o:_:: -:,c< ~.Yell - t '( - - __ ~'o w-' as In 1'10 cross-sectlOl1S 1978 

ond :1.<::80). Furt:J:ier, "the results gen(.:;rally connotE: u. 

compl~ncntary nature of inv2ntoriGs to fixed QSS8t 

invcstl":'.cnt.. 

mG estimates from inventory fUTIctions are marked 

by 3D influGnce of accelerator for engineering industry 

alone. In line vlith timG seri8s, (brIOV~a n"C9..s, Sec1iOYla.1 results, 

fer 1975, for other two cross-sectional YGars 

(1972 Q..'1d 1978) posi'cive significance of accelerator 

(comparGd to its imp2ct in fixed investment) is more 

pronouncced. 

Stock of inventories, among time series results, 

is significantly positive for manufacturing alone. 

vIi thin cross-sectional results, its role is different 

in different years. Out of three cross-sections (namely, 

1972, 1975 and 1978 Hhcr(; it is signific;:m-t) for tHo 

years (1972 and 1978), it is negative. 

The complementarity of fixed and inventory invest­

m0nts is generally confirmed by the results of inventory 

function. 

Saving hilS assumed a positive role in financing 

invcnto;:-y investmc:mt. The, time series results showing I 

( 
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this ",ff",ct are supported by two crc'ss-sections (namely 

1969 and 1980). However; resu1-ts for other two annual 

yv.>'l'< (relating to 1975 and 1978) indicilte competitive 

naturco of saving to invcntori8s. This is suggestive of 

periodici ty in nnturc of influence. 

Af<10ng o-th",r financial varietb1es, in inventory 

function, tnt:; rcl~ of C(lst c f borroi.vings does not come 

O'.1t significLJ1t1y influential in time series results. 

However, cr-:oss-s0ctional reGults (excepting 1975) indi-

cat8 its p~sitivc influence. 

The role of government policy for investment 

decisions, as revealed through varietbles representing 

-taX b2sed -yo. -'Y u..! 1ik", silving (which inc1udE;s deprecia-

tion and invostr,18nt allowances) and interest p:1yments 

(':!hich are dcductub1 e expensc.:s for tax purposes) do not 
"\:\'I~'-'(.."'- Hd)'\· .... ~_'\, 1\tt.a t-\V't-,\\.,'.it·~~,~v,-v.' tL.I,,,-,,,l,·,,,.":fX,Vt( 

depict iln UnfavQurubl"',_,revision of expGctations relat-

ing both to fixod iIDd invcmtory investments point to an 

inadeqliilto n2turo of fiscal incentives IO wards 

invigourating the investm2nt c1imilte. 
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Fixed Investment Function: Time Series :BeSt4lts 

S. Category Con stant ,-""St_, DP
t

_
1 Intc GRt INVS IF INV" Time R2 R-2 F SEE DW 

No. 

1. All Public 6.5674 .1308* 3.0968* -.5224 -1.9004* .7048 .5650 .4661 5.4556 2.7282 2.1734 
Limited (.9773) (7.1923) (2.1005) (-1.3106) (-2.7229) (2.5841) 
Compahies 

2. -do- -5.5603 .1119** 4.2442* 2.7757"*'* -1.0816*** .5874* -.8731* .6454 .5441 6.0675 2.5240 2.0958 
(-.6595 ) (1.9833) (2.8940) (1.7435) (-1.4394) (2.2743) (-2.1295) 

3. Manufac- -6.7830 .3673** 1.5440 -1.5960*** 1:2914 -.0907 .4511 .3264 3.4527 7.3327 2.7569 
turing (-.4914) (1.8305) ( .4397) (-1.6772) (.9160) (-.4700) 
Sector 

4. -do- -27.2368* .2137*** 3.3401*** 7.7017* 2.479B* -.1058 -2.4812* .7376 .6626 9.3715 5.1951 2.7313 
(-2.5437) (1.4648) (1.3270) (3.6660) (2.4061) (-.7731) (-4.6729) 

5. Englneer- -10.8155 .1432 -.2043 -.2813 2.2317* .0399 .7328 .6721 11.5200 6.7430 1.7176 
lng (-.4049) (1.0527) (-.0572) (-.5072) (2.0307) (.1195) 
Industry 

6. -do- -16.6142 .0917 -.3831 3.5305l!:'" 3.1020" -.0368 -1.4740* .7880 .7275 12.3956 6.1537 1.7596 
(-.6779) (.7268) (-.1l75) (2.0239) (2.8912) (-.1199) (-2.2834) 

Notes! Figures 1n the parenthesis denote 't' values 

• denotes significance at 5 per cent level .. denotes significance' at 10 per c(mt level 
••• denotes significance at 20 per cent level 
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Inventor::c:: In ve st.ment. Function: 

S. Category Constant. _'\ St_1 Intj Gl\ Invs IF
t 

No. 

1. All Public -6.7267 .0484 -.1016 1.6961* -.1328 .3180* 
Limited (-.?502) (1.1261) (-.3864) (4.7825) (-.9821) (2.5854) 
Companies 

1. -do- -4.2785 .0357 1.5938 1.9290* -.2402*** .2859* 
(-.5810) ( .3092) (1.0417) (4.7191) (-1.4570) (2.2776) 

3. Man uf actu- -7.3089 .2097 -.7356 1.6709*** -.4063** -.0646 

4. 

5. 

6. 

ring Sector (-.8487) (1.1445) (-.8823) (1.3934) (-1.8424) 

-do- -11.6143 .1908 1. 7890 2.3260*0 -.3992** 
(-1.0569) (1.0164) ( .4471) (1.4686) (-1.7824) 

Engineer- 12.5566*"" .3171" -.0646 1~1339*** .1377 
Ing (-1.7149) (5.1703) (-.1822) (1.3450) (1.2743) 
Industry 

-do- -13.4112*'" .3124" .2821 1.2729 .1280 
(-1.5958) (4.7195) (.1778) (1.1987 ) (1.0793) 

Notes: Figures in the parenthesis denote t values. 

* denotes significance at 5 per cent level 
** denotes significance at. 10 per cent level 

*** denotes. significance at 20 per cent level. 

(-.2840) 

-.2058 
(-.6472) 

.0511 
( .3233) 

.0292 
(.1545) 

Timl? Series Results 

time R2 R-2 F SEE DW 

.7802 .7303 14.9140 1.8898 1.8391 

-.3993 .7933 .7342 
(-1.1247) 

12.7960 1.8780 1.8529 

.3820 .2415 2.5963 7.6616 2.3839 

-.6986 .3946 .2216 
(-.6456) 

. 2.1730 7.7703 2.3440 

.8974 .8741 36.7463 4.8193 2.4061 

-.1385 .8976 .8684 29.2457 4.9321 2.4208 
(-.2246) 



Savir:q Fl.lnct<on C S 
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EstimCite Constant CF 
t ----.-------- --.. _------

1 lS69 CLS 

2 1 <;72 

3 1975 CLS 

lS710 

2SLS 

5 IDee 

.G76{" 
(1.4582) 
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(-1.~:65) 

-.-'(27 
C-. ::>::.72) 

7 ~r7 h' . '- '.' 
(1.6749) 

-.17:;5 
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(-4.07C~) 
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(1.~OSH;) 
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(. ,,729) 

,1583 
(.0053) 
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(-3. C' 17') 
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-.3050 
(-2.("158) 

-.092,1 
(-.559~) 

_.r'27t:'t 
(-2. E'27) 

_. r'7,~o,*lf" 

(-:1.72':.7) 

-. OS7 2'" 
(-2.0J82) 

.( '_"7C" 
(.5~'77:) 

'-.081','1I~" 
(-1.<'132) 

-.0166 
(-."321) 

1 0 1:'''''' ¥*.'t--. -"'.'-, 
(1. 54"·3) 

-.021'l3 -\';;')1-

(-1. 3626) 

r. \: ,., 0**** 
-.''-''~~ 

(_1.1°77) 

-J .,',IC U 
9 • H'1~9 

(-:'.72?~) (.7(74) 
. *~¥ 

-'.2676 35.2~10 
(-1.4514) (.7035) 

.' .... 
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-x 't -x ').-
.S':C3*" • c 173 .1026 (.{~':;;Jj (-. 3 c;'1 r.) (1.':"'7J) (::'.:J29) (.5'22,)) 

.070t,'i .'··7S"/)(-~ .(;~S0·* • ~ 3C 5 ~ '-i "~''f'* '* x-_. '1./1-;/ 
(2. :1.2~5) (1.C7S::O) (2.0~'10) (2.0403) (-1. 2483) 
_.02:?6~H:j- -.0015 -.CHC'~H • Sl ?6-!~ l(; .1690 't 

(-l.2530) (-.262C) (-J • ~-r-'~'~_;) (2 1 .7082) (2.669t.) 
.Of,36 -.enOl -.OOlr • ~'C74 " .256"3'!(-

(.>560) (-.n' 2) (-.12CS) (11.~,C-15) (3.E'90) 
-.C116 -.0('~(1 .0139 n ,* 1.0717"' 2 ~ C) ".~. • ... .. «-

(-1.01n) (-.G0J.C) (1.~2C") (C.G397) (2.·('722) 

-.01::'1 -.'-~92~~'t -.0::'20 · r-21* .0845 .1. • '-' t) • 

(-.8264) (-;.092) (-.93011) (11.17~2) (.4423) 

• 0497~n -.OC78 .on27 .7207 'I(- .0363 
(J .(212) (-.G~"S) {.J'"'67; (r.6032) (.9~32) 

.0784 n .CC71 .2'055 "-2" 9(-• ",l .;- .0277 
(1.GC'l[) (.::340) (. 3~lr) (:::.2736) (.6989) 

.5310 l(; ·S'.".731"~ -.2oe?' _1.";'1.S1 lfn 2.:0200* 
(2.39>,1) (1. -, 25) (_.-:?34n~-; (-1. 6050) (3.1931) 

• C13:: ~o* J?)97<1 -.1[~~ -1. 2('S 1 \i'~*\'- 2.3204 ¥-
(1. 22~9) (.:;/~1) (_.r,~c2) (-1.1C99) (2.3292) 

.' 



.9686 

.9691 

.9071 

.997,1 

.9887 

.. 9883 

.9949 

.9S"48 

.scOS' 

.85"34 

-;: 

'J. ~~: 

-;: *~:: 

~ ':"': -;. ~'~ 

-2 R 

.9647 

. %51 

.9971 

• 'E7l 

.C433 

.[13~8 

F SEE 

2'".0140 2. H25 

2.1279 

3047.3135 

3128.555(' .9S'0" 

601.9666 1.3300 

68G.:1366 1.8376 

'J CC 3 Jt7~ _..)v •. ~ .." 2.0'70 

2.01.'2:2 

sr?2466 15.S'509 

45.9~77 16.3747 

l>~renthcses cler.otc I tl vCJlues 

c.enotes siC]nific.::.nce ,C.t 5 pc:rccent lcevel 

(-cr.otc::-,- sic;-;.i.fic0.ncc ::t 10 ;:>-::rcc?"t lcevel 

c'; c; otes significcnce .:.t 20 :::"-,<;-rccnt· level 

enctes signific.:·nce ::t 30 ercc:nt level. 

Dh' 

1.G394 

1.7276 

1.8597 

1.9673 

1.[;627 

1.7355 

1. 8828 

2.2139 

2.2751 

.. -~ -- -. 
• '" - ~ - ',,">- : 



~'i~~d InvC!!lbncllt: r\IllCUOn: Cro.:-::-:_ ~ ~ct.lon .11 Rn:-:ul t5 

5, YC<1r Type of COll!::t.1nt. dei DP R' .2 
no' Estimiltc Int GR GR.

t 
Inv F SEE DW , ., t-l t-l 

1. 1960 OLS 6.7<135" .. 01·! -. J040j .0062 .7.027 .... .0938* .23:.>" ~1f31B 11.5562 6.7423 2~O672 

(2.80.13) (-.9)8-1) (. O)CJ 7) (L99B",) (2.7997) 

OLS ". (1q.\ . - • 3)03 ~ 1 )80 .2955· .J' .1577 1I.7rJ71 6.8407 1.8215 
:recursiv(» (:' ...... ,/._,j \-.9(6) t.7)·17} (].1GSA) 

, 
2SLS '). j 1 ',;>. -. 3607 .0686 • L6C6 .uS';,9" ... •• :; .1501 3.8269 6.8717 2.0051 

(2. 1 ~ 1 R) t. (-1.0199) (. :nOS) II ~[,'n> (1 .. 3059) 

, . 1?72 o~s 3. 33~ 3 • 06\)11 ~ " J8(l.) • u785 .10]7"*" -,,0163 .13R'7 .OS12 2.4157 11~4B82 2.0098 
(.0.1"<') . °2(8) (.)AOrJ) (1. ,-.21' " 

OLS 3.3Q ,)8 JP3C,* ,<144 .056) .0917 .124 \ G 0782 2.6971 11.5074 1.9732 
\re,-urs~ve;' (.95'14) \.-'. 114L \.1:1634 ) (2741) (.8114 ) 

2SLS 3.3342 01047* ~4 355 .. 0568 .100S*** -.1648****.1525 .0960 2.7000 11.3956 2.0618 
(.9515) (2.4303) (1.0495) <. 2766) (1.3499) (-1.1776) 

3. 1975 OLS -4.5112 .02'/:' Q ~:,60 .3853 .1766*** G3413* .5289 .4975 16. 8405 13.0038 1.9548 

(_.8857) (.8594) (.8063) (1.8454) (1.3864) (7.9525) 

OLS 5.2239 ~lJ 352 .0432 .5100** -.1143 .1056 .0585 2.2440 17.7991 1.8894 

(recursive) (.7667) (.8825) ( .0435) (1.9279) (-.5631) 

ZSLS -5"·6401 .0293 .6968 .3318**** .1799**** .3915* .4653 .429713.0564 13";8530 1.7117 

(-1. 0318) (.8524) <0.9348) (1.4418) ('1. 3039) (6.7551) 

4. 1978 OLS 3.0674** 00421** Q5246** .0030 .1424** .5856 .558021.2010 11.8203 1.9117 
(1.7341) (1.7415) (1.9215) (.1354) .2491* 

('2.1281 ) (1.9778) 

OLS 3.1611** .0600-'t .3927** ,,0020 .3244* .5806 0558526.3036 11.8135 1.7849 
(recursive) ClG9271) (2.6694) (109802) C'DB9S} (3.1615) 

2SLS 3.4372** .0421** .4156*** .0025 D2904* 01053 .5747 .5464 2U 2756 11.9744 1 D8493 
(lG7210) (1.6627 ) (102326) (.1146) 

5. 1980 OLS .0034 -.0829* IG 1820*** 04111* .0074* _.1535***.4777 .442913.7222 0.1641 2.2775 

(.097g) ~-2.5668) (1.4145) (2.5237) (3.2988) (_1.4956) 

OLS .0099 .0002 2.4930* -.1032* .0012 04067 .,375513.0280 0.1738 2 0 1554 

(recursive) (.2393) (.0158) (2.999I> (-2.6882) (.7832) 

2SLS -G 0520**** -00461****2.0133** D 6599* .0085* -.5142* .4930 .4592 14. 5872 0.1617 2.0820 

(-1.2643) (-1c0894 ) (1.9611) (3.1134) (2.9939) (_3.0028) 

Notes' Figures in the parenthesis denote 't' values. 

-denotes significance at 5 per cent level. -- denot8s significance at 10 per cent level. .-. denotes significance at 20 per cent level. 
**** denotes significance at 30 per cent level. 



InV(>11 t.OI: J' Inv~stm~nt Function 

S. Year Type of Con tant /.I.St_1 DPt_1 Int , GRt _1 GR
t 

lNVS IF, INV~. R2 R-2 F SEE OW 
No. Estimate 

1. 1'~69 OLS _2?RA19* __ OO~e .. '.'!~ .4233*"'11- .0114 .9751* .2A.32 .1927 4.8203 22.7747 2.3356 
I ~ 73) (1.2786) ( .1556) (2.6140) 

OLS _2('.2221 .04.1tl l. - '.1/ .2185 .0204 ,9984*" ,2323 .1811 4.5397 22.9377 2.3652 
(recursive) (_1,,"3374) l .6>:1.77) ( . . '.'Ll-,-; ( .7416) ( .278C) (;<.5984) 

2SLS _22.9667' - .0170 2.1~>ljlt" ,.5216"""1- .0114 .8219 .1978 .1444 3.7005 23.4467 2.2121 
(-3.2B43) (_.20')Q) (2,',"1) (1.2943) 1.1493) 11.0408) 

2. 1972 OL5 8.7<:;67+1. ,22?3:w, .6121.· .. * .0786 -.1969* .0381 .3952 .3549 9.8052 16.4422 1. 8769 
(2.t4"4) (0.5370) (1. , .. O·}) ( .7392) (-3.2713) (.2304) 

OLS 7.3298** .2308* .61:10 ....... · .1958· ...... ~ -.196-4* .0297 .4041 .3644 10.1730 16.3216 1.8907 
(recursive) (1.7713) (5.7840) (1.6B65) (1.2910) (-3.3198) (.1816) 

2 SLS 9.2168* .2369'" • .5923*** ,0937 -.1899* -.1125 .3958 .3555 9.8284 16.4345 1.8776 
(2.2277) (5.3765) (1.5721) (.8548) (-3.1012) (-.3728) 

3. 1975 OLS -3.0885 _.0920"·JHt -.8722** -.3402*** .2877* LOIOS* .5817 .5538 20.8655 24.4031 1.8299 
(-.4622) (-L5015) (-1.7548) (-1.4849 ) (3.5445) (5.3855) 

OLS 3.4972 _.1091* -1.1775* -.6960* .3257· .892511- .6099 .5839 23.4609 23.5653 1.9594 
(recursi vel) ( .5067) (_2.0292) (-2.5259) (_2.7632) (4.0697) (4.8314) 

2SLS 2.2177 _.0742"'"*** -.7010tt* -,4276** 
( .3134) (_1.2105) (-1.3783) (-1. 7395) 

.0808 1.9210* .5698 
(.7371) (5.1497) 

.5412 19.8733 24.7478 1.6746 

4. 1978 OLS 15.3904* .1043* .0326 -.222.5·* -.1879* .1894**** .3302 .2856 7.3972 17.6152 2.1061 
(4.3926) (2.8247) (.9601) (-1.9323) (-5.1921) (1.1375) 

OLS 16.3999*' .0925* .0344***'* -.1583**** -.1958* .1171 .3103 .2643 6.7495 17.8756 2.1245 
(recursive) (4.6914) (2.5240) (1.0071) (-1.2070) (-5.3893) (.6920) 

2SLS 16.6491* .1319* .0348 ,0411 
(4.5615) (3.2034) ( 1.0272) (.2057) 

-.1974* -.4008 .3251 
(-5.3659) (-.9854) 

.2801 7.2258 17.6830 2.0660 

5. 1980 OLS -.1106* -.0198 1~1835* .0119* -.0008 _.l577lt-u* - .9397 .9357 234.3202 0,18119 2.0705 
(-3.9208) (-.5336) (10.4320) (6.2927) (-.4104) (-1.9661) 

OLS -.0627* .1736*' • 4644*' .0055*' -.00002 .0728 .9203 .9150 173.3202 .0.2092 2.1207 
(recursiv~) (-2.0389) (10.2326) (9.7200) (3.4123) (-.0081) (-.4956) 

2SLS -.0041 _.0402 1.2730* .0157* .0071* -1.3488 .9352 .9309 216.7538 0.1886 2.1935 
(-.1021) (-.8569) (8.7249) (5.7246) (2.4336) (-3.7088) 

Figures in t;le parenthesiS denote 't' values. 
Note: 

* denotes significance at 5 per cent 1 evel. 

** denoteS significance at 10 per cent level ... denotes significance at 20 per cent level 

**<r* denoteS significance at 30 per cent level. 

,\ 
il 

\~ ~ .. -----~- .-~ 
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CI-'JlPTER VI 
--...--~-""'- --. 

As the analysis presented in the previous chapter 

is aggregative, it does not reflect the inter-finn varia-

tions \·:hi ch might exist Hi thin an industry. This chapter 

hic::hlights such variations by focUssing attention at a 

more disaggregated level. The analysis of such varia-

tions ?t the firm level asswnes importance because the 

grOl'rth prosDscts e..'1d investment opportunities of finns 

of different sizes even Hi thin the same industrial belong-

ing do differ. LikeHise, various faotors such as internal 

cccnor:\ies, market conditions, turnover, earnings, availabi-

lity ~nd cost of capital, role of fiscal and monetary 

regulations etc, have a distinguishing role to play for 

differently sized firms. It is generally hypothesised, 

for instance, that small firms tend to depend more on 

in·ternal funds in order to meet their groHth require-

m"nts. This is justified in view of the limited access 

1 
of such firms ·to the capital markets. In contrast the 

~ .. -.- -.-- - - ------.----~-
L. I"c is important to no·te that both the expenditure 

associated with equity floating cS well as the risk 
of poor response to the issue of s~aller f~rms 
might considcrably deter thes":, buslness unlts to 
depend more on the external flnance. 
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1 arg;:, si zed CO~,}Oratl' ons ' , en] 0Ylng a good reputa'tioD in 

the capital r:larket alJd havl' ng an "'a"y ~ ~ access to this 

source of finance might hav" a lesser d ~ ependence on the 

ploughin<;r back of ~rofi ts. 2 

:'r.L size aSDcct assumes further significance in 

a 0-;10se:::-;1 corpo:::-ation. \llith growth in size, a .,idely 

disl'erscd s'c,o.r0-oH"lcrs~ip pattern makes the distinction 

bt2t~ .. iCC'r. c"J7"!'2rs ·:md !'rlanagc:rs as more pronounced. The 

S!lt:~\ __ -holrl,-rs hav~ a littlt..: say in decision malcing pro-

C2S.s: t: ..... :::y :]0 !!C":' taKe much intL!r2st in the company 

aff"ir2,; ""d th·_ apprcwal by tho shareholders of any of 

t'1'.C ')ccisio:os including llividend decl aration and plough-

i",} jJ.:'c~: of profits into productive activities remains 

o;',ly a r..att2r of formality. In the; absence of the effec-

tivc: control frof:'l t.'>e share-holders the management 

J·iCih.1~ not ulHays act in the best interests of the OHners. 

It is 'rJite; likely that in such a situation shareholders 

r"ig,ot ':>e d":'[lri ved of thGir duc share in profit allocation. 

~~--.--- -'--'-_._-

2. ':Chc.. studic'$ SO far conducted both in India and 
ubroo.d, U.LC inconclusive. itThile some of them 
cor.t~~,rl ,m ind'-'l),-,ndencu of retention policy to 
"iL'" sizrc, the others suggest this factor to be 
::m inilu,-,ntial one. Even among those who support 
SiZC-s2ving rolationship, they differ on the issue 
of its magnitude an<:1 direction. See Infra, PF"''''-(';-, 
Chi)ptcr 2. 
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;'Iaintaining a stabL, lsvel of dividends with respect to 

nominal cilpi tal, the increase in profits may be utilised 

in reinvesting in channels preferred by management. This 

invesiT.,cnt may not be optimum3 in the; sense that if dis-

tributed t'1e same nrofi t might find mors returns in al ter-

native investmcn-t 4 avenues. Further, in viet.; of their 

-----'~. 

o,m intcr.:osts t;1S rr'ilnagement might set a pattern of expendi-

turc favouring themselves in terms of high grad.:os, increa­

sc.:d po.rks 2nd z2cilitiGS ute. 5 

The evolution of miJ.l1ag2I11cnt in the Indian context, 

1 erg:.c firms i1ave linko.gcs to ill fferent industrial houses. 

Prior to l.:ogo.l ~)olition of m2.'1ilging agency system, the 

manugC.T1c.nt in th"sc Cilses has been traditionally a family 

Even -"i th the existing systom the basis of being 

--~- -- •. ------
3. Soloma.'1, E, .:rhe Tl~"y' of Finun_cial Management, 

Nc'vl York, Columbia University Press, p.51. 

4. Gordon ;'1 J Lll1d, Th'e Investment, FinC\ncing and 
VClluation of the_ Corporution,. HomevJOod, 1962; and 
G21brailh J K, :rJ1C New ~ndustrl...i"L.§..tate, New 
P.nc.:ric2.l1 Library, 1967. 

5. T/lilliamson, 0 E, op. ci t. 

, 
0. !l"zQri R K, Thq __ s.tr~'d££..9f_i::hs.£orpor2te Secton 

A'Stud'! of Co-n-~_t£.2.ti.2!1' Ovffiership and Contra!" 
Asiil Publish-ing House, 1966. 
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in th(; b02.rd of dircc-tors rcrnainod either dominant sh:::.rc­

hwnership or family ties. In Cilse of companies b2longing 

to industrial houses, as Hazilri 7 pointed out, the real 

"scat of power" lies ,lith thos" who nominate the mGTLoers 

of board of direc-tors. Besides, as the RBI survey8 of 

sh2.re-o,mcrship reveals, the dominClnt shere-ownership in 

our country rests '-lith different ins-titut1.ons lil(8 the 

Life Insur~,ce Corporation of India and other term lend-

ing institutions. These institutions do have their 

nominee in the company I s m?nag8ITlc~nt bocrds. In tho Qbove 

si JCli2.tior:s, the dividing 1 ine be·tween managcmcn t iJJ1d 

o"mers docs not emerg<e very clGarly. Yet, as far "-s 

share-holders' in-teres-t is concerned, there is bOll.'1d to 

be a difference in decision making as between v,idely 

held large corporations and a closely held small company. 

Thus, considering both the aspects, viz., firm's 

point of view and the share-holders' interest, the moti­

vating factors underlying management decisions at firm 

level regarding adoption of "- particular saving policy 

can be studied more appropriately by concentrating on 

----------

7. Ib.td. 

8. RBI Bulletin, Bombay, February 1968, p.141. 

~-- . 
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firms identified by diffGrent size groups. 

Prior to demarking a firm as being small or large, 

it is lJ2Ct2SSary, how8vcr, tc choose the appropri2.te 

criturion from LU110!1g the nUt'1lbcr of uV3.ilablc criteria, 

rn02.~1t to measur2 size. 9 
Tho ultimate choice, in fi3.ct, 

h:J.s tc b2 bused UPU::l objcctiv~ criterion, uscfulncss and 

purpose, there exist several physical 2S 'woll as financial 

in ....... aS:lrcs. 

·te a study '"hich d(;~s '.lith o.spects of firm involving 

leb:::>ur, its pn,ductivity o.nd prcblerns associated with it. 

1'",,, fino.nci~ ;ne'lsures could be further clClssified 

into flo\.,s and stocks. The: maj or financial flo>]s are value 

added, sales, profit (gross or net) and pay rOlls. As 

rcgClrds vuluc Qdded, although it is free from val uiltion 

rrLolcm bevli tching th" esscct measures, it is not free from 

pr:;bl.::ms Clssociat8d wi-th the price changes over a period 

cf tim". 8",con<11y, in Cusc of small firms, management 

costs end co::;t cf directors constitutes a lurgo part of 

--.----- .•. - ---- -.--~ 

CJ. B2.t:.;s, J, !tAl tcrn2.tivc ~1(;asures CJf the Size of 
Firms", in rtclrt, P E (Ed), 8·tudics,.JILYJ;ofit, 
Business ::lJ1d.})I'LS:O.S_t.!':@..!1_t in UKJ _ 192Q_-:_6~, George 
/':ll'en und'·UmJin Ltd, London, 1965, pp.133-149. 
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valu", added resul'i:ing thereby in an ovcrs'catement of net 

output and over-estimation of size. 10 

Sales as a measure of size is more suitable for 

industries and firms having similar oapi tal/output 

stnlcture but owing to problEm of vertical integration 

it is not a satisfactory meC1.sure; such a rnC3.sure will not 

distj.nguish between the firm in an industry having the 

same sh~re in the total output, if one manufactures all 

of the components on its o'.m and other while buying it 

from others merely assembles them. 11 

Like s3.les, measure of size based on profit criteria 

has en element of volatility. Though this element of 

volatility ca.'! be avoided by using average over a suitable 

peric,d in ...,hich such vcriations cancel out each other, 

yet definitional problem about profit, the differential 

deprcciation and dividend policies pursued suggest the 

use of this measure in gross form and its appropriateness 

12 more in a relative sense than in absolute one. 

--_ .. _--
10. Bates, J, tiThe Profits of Small Manufacturing Firms 

in Studies in ?_rofit, Business_Sa~ing ffil~_Investment 
.40.'1. the Uil!:tt~.,1<ina901l1L-_19 . .?c.0-1962, Hart, 1965, 
pp. 181- 212. 

11. Harris, R and Solly, b- Survey of ~.?fg~ Companies, 
London, Institute of Economic Affairs,. 1959. 

12. Florence, P S, "Size of Company and other Factors 
in Dividend Policy", Journal of Royal StatistiCal 
Society, 1959, V.122, Part I, pp.77-98, and 
Bates, J, S2j?.ci\:., ref.10 
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Fin'llly, pay roll as a financial flo'll measure is 

closely related to employment criteria. It haS its usefUl­

ness in examining relative fringe> benefit position of 

e.'Tlployees in different firms. 

All of these flow measures, as described in the 

prec'Jding lines, are closely correlated to each other. 

Therefore, use 0 f one of them to assess the impact of 

other as a. size measure 'dill not adequately serve the 

purpose. Apart from this, any of these flow measures 

.lill point to the serne end results. 13 

hnong the financial stock measures one can enume­

rate various assets like total assets, net assets, paid 

up capital and market value of assets. The major advan­

tage of using asset criterion lies in its ease of availa­

bility in the balance sheet. However, there are many 

problems rel ated to using assets as a measure of firm 

size .. First, in order to represent the true value of the 

assets, the firms need to revalue them according to change 

in 1)rice. Second, total assets criterion (fixed plus 

current) contains aL Elemen·t of cash and other liquid 

ass8ts which is highly volatile as it varies with regular 

purchase and repa~n8nts from the debtors. Third, the use 

----~-... ~---.--- -,-.,-.~.--
13. Bates J, gp-,_S.i..:t:. I ref. 9. 
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of fixed assets criterion (i.2., total assets excluding 

-the liquid element) does no-t adequately represent -the 

scale of opera-tion. Another criterion namely,_ net assets 

(share capital + reserves plus long term liabilities) or 

net worth is free from this volatile element. It excludes 

current ou-cside debt and represents, for that matter, the 

owner's interest in the firm. Besides valuation problEmS, 

in case of small firms, given the stability of issued 

capital, it wouln under-estimate paid-up capital as a pro­

portion of total assets. Also, reserves might be normally 

small in these firms. The other criterion namely paid-Up 

capital is free from these problems. 

For quoted public limited companies market valua­

tion can be a good size measure provided vle have perfect 

stock exchange markets where valuation of firm uninfluenced 

by temporary disturbarlces might truly reflect the earning 

capaci ty of an enterprise to which considerabl e economic 

significance could be attached. But, in actual practice, 

these conditions are not met with rendering thereby an 

incredulity to the market valuation as a measure of size. 

The purpose of our size-wise analysis is to focus 

on the inter-firm variations presumably existing even 

within the same industry. The study of various aspects 
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of this variation can be done from points of view of 

firms as vlell as share-holders. As far as former's point 

of view is concerned, adoption of any of the above finan­

cial criteria would suffice. However, regarding the 

latter consideration, most plausibly the shareholders 

interest in the firm is more adequately represented by 

th'=ir share or p<J.id-up capital. Therefore, this mei:lsure 

has been chosen as our basis to classifY the firms. 

Accordingly, as shov.'11 in Table 6.1, il three-fold classi­

fication has been attempted. Following this we have a 

minimum number of eight smallest firms each belonging to 

paid-up capital group in the interval of Rs.O to 10 lak~s. 

The largest size firms totalling upto 25 fall in the 

paid-up capital range of Rs.1 crore and above. The rest 

of 48 firms belong to the medium and large paid-up capital 

group range of Rs.I0 lakhs to 1 crore. These medium &~d 

large firms have been further sub-classified into three 

groups depending upon their paid-up capital falling in 

the interval of Rs.I0 lakhs to 25 lakhs, 2.5 1 akhs to 

50 lakhs, and Rs.50 lakhs to 1 crorc. 

<?E.0.~th . .!::,-tq : 

Table 6.2 presents exponential growth rates per­

taining tc some of the important variables of companies 
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by different size groups. Among the broader classifica­

tion of firms, we find that excepting total assets, growth 

rates for all other major variables show the highest values 

for the smallest companies whereas the lowest is projected 

for the largest compa.'1ies •. HOvwver, within medium and 

large compilI1ies, this trcomd is hot easily discernible. 

Three major variables namely net worth (H~l), share capital 

(SC) and sales show the highest value for the larger 

companies whereas for the other two variables namely total 

assets (TA) and gross fixed assets (GFA) , the highest is 

shown by the smaller companies. The medium sized companies 

,having paid-up capital (PUC) froM Rs.25 lakhs to 50 lakhs > 

ere sho,·m to have the lowest growth rates for all the 

variables except share capi·tal. However, viewing all 

these growth rates one finds an existing differential 

&~ong firms on account of their size. 

Rs-ti..'? __ AnaJysis : 

This inter-firm variation among firms of the same 

industry should be reflected in their fund requirements 

and saving behaviour as ,.;ell. Confirmation to this can 

be found in the five year averages computed for each 

size groups of companies which have been presented in 

Table 6.3. A cursory glance at the three-fold broader 
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c12ssification of companies shovls an increasing average 

propensity to save. Only exception is the smalles"t size 

compunies (having paid-up capital upto Rs.10 laK,s) for 

vlhich the average saving has fallen in the last qu.i.nque­

nniQl (fl-om 62.08 per cent in 1971-75 to 57.77 per cent 

in 1976-80). The average of thi$ brcader classification 

does not lend any supportive evidence to the hypothesis 

that the largest or the smallest comI'anics saved the majcr 

chunk over the entire period. In fact, each fivo year 

averClg"e depicts a differcmt domin;mt saver. 

If we take a vie"l of the further threo- fold classi­

ficQtion vlhich comprises the broader group of medium and. 

large companies, a different picture emerges.. Among these, 

"the larger companies (.~ith PUC of Rs'-50 lakhs to 1 crore) 

shows an increasing average for the entire period. Regard­

ing ti,e remaining two, however, this consistency is not 

observable. The ~naller companies (PUC Rs.l0 lakhs to 

25 lakhs) show a steep decline in the second quinquennial 

\~i th a recovery achieved in the 1 ast quinquennial. The 

medium sized compan.i.es (PUC Rs.25 lakhs to 50 l~(hs) show 

an increasing value in the first aJO quinquennial. If we 

look at the highest and lowest saver for each of these 

periods a mixed trend is observed. In the first tHO 

quinquennials, mediurn sized companies saved the most 
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(52.207 per cent and 58.389 per cent) whereas the last 

quinquennial proj ected the larger companies as the highest 

saver (76.167 per cent). The lovrest saver for each of 

these quinquennials remained the smaller companie~ 

(44.155 per cent in the first and the second period) and 

the medium and large companies (8.242 per cent) in the 

third period. 

'['hus, the quinquennial averilges provide an evidence 

sug~esting a differential average propensity to save for 

eQch of the size classifications but re<-nains inconclusive 

tov!ards deno'cing the highest or lowest averQge propensity 

to save throughout ~~e period. This is brought out by the 

averages for the entire period from 1966 to 1980, which is 

also presented in Table 6.3. 

A glance at the ratios given in Table 6.3 points 

out that ~'1e medium and large companies are the highest 

saV2r (63.055 per cent) and the large companies are the 

le,west saver (57.208 per cent). ..Iithin the sub-classifica­

tion belonging to the medium and large companies, the 

larger companies show the highest average saving (69.59 

per cent) and the smClller companies show ~'1e 10\;-1 est 

average saving (10.795 per cent). Size differential, 

therefore, as pointed out by these ratios, indicate that 
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it is the medium 2nd large compunies which have saved the 
c)V~y "u:c eY1.~i~e. ~«_vi!Jo. ~e'rt!o.s ~\h~ lo. ... ~~s-t. Hwtd -tht..tl't:lst-

l'<lost,\ Wlthln the medium and large companies, the highest 

suving is uccorddd by the largest companies and the lowest 

by the smallest companies. In other words, any hy;pothesis 

relating to the smallest or largest companies as being the 

highest or lowest saver appears to be more pronounced 

within the group of medium and large companies rather than 

the brouder three fold clussification. 

vie have further atternpted to explore this aspect 

by using time series as well as oross-section analysis. 

The period of time: series extends from 1965 to 1980. 'l.'his 

provides only fifteen degrees of freedom. In order to 

increase the degrees of freedom durrnny variable technique 
r. o..,,~ 

has been applied. Since we,\ three-fold classification 

of firms, two slope dummies, each representing one of the 

sizes, are introduced separately for every explanatory 

variGble. These dummies arc used by pooling cross-

sections of three size-groups. This procedure increases 

degrees of freedom to 44. The same method of pooling of 

observations and dummy variable technique is resorted to 

in case of further three-fOld classification which falls 

within the broader group of medium and large sized 
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companies. Prior to estimation, all the variables have 

been deflated by the gross fi~ed assets of their respec­

tive size groups.1<i. At the same time second lags and 

lags of investment variables are dropped to circumvent 

t:1e multicollinearity ,-,hich e'Tlerges with the introduction 

of ~ large number of variables in a single equation run. 

l'1ith the availability of adequate degrees of freedom for 

tHO broad size groups namely large sized and medium and 

large sized companies, the cross-section analysis is also 

attEnpted. 

Time Series Results: 

The empirical results relating to the pooled cross-

sections of time series are presented in Table 6.4. The 

results ShOH that the dummies are significant for medium 

1~. TJ;is del fation by the gross fixed assets of respec­
tive size groups ",ill eliminate the inter-firm varia­
tions ;,i thin a particul ar size group, but the diffe­
rences at the group level will still prevail. Consider 
for instance, two variables namely saving and profit 

If they are used as a ratio of gross-fixed 
assets, these two will respectively denote saving as 
'ratio of gross fixed assets and profit as a ratio of 
gross fixed asset (Le., profitability). If there is 
a distinction betHeen two size groups, in their saving 
ratio or profitability, thic Hill be reflected inspite 
of the deflation procedure. However, given the fact 
that all the firms in a particular size group fall 
",i thin the same range of gross fixed assets, the 
deflation procedure to that extent will eliminate the 
inter-firm variations within a given size group. 
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and large companies. Statistically, the difference 

between these dummies is also significant. Both these 

factors portray a differential in magnitude of impact 

pertaining to cash flow as well as fixed investment. 

Likm.;ise, \.;i thin the medium and large companies, the 

dlliTh"ies are significant for smaller companies (having 

paid-up capital of Rs.l0 lakhs to 25 lakhs). This 

depicts the differential for the firms of this size ",ith 

respect to impact of fixed investment. 

The observed differentials point out the fact that 

marginal propensity to save in the medium and large compa-

nies is higher as compared to the overall industry and the 

fixed investment coefficient for these firms, suggest a 

higher impact on savings. Taking these two fticts tb~ether 

implies that the growth requirernents for the medium and 

large sized companies put a greater burden on resources 

as compared to other size groups ",hereas for large compa-

nies and small companies, the saving behaviour largely 

goes in line with the industry. 

Cross-sectional Results for Medium and Large Companies; 

In the light of these facts, it will be interest­

ing to further explore the cross-sectional results 

. '",' .­
.-----~-. 

. , 
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relatingto the medium and large companies which are pre-

sented in Table 6.5. As shown in the Table, a. 
1 

coeffi-

cient for this group of companies, except for 1972, is 

positive. This confirms that for these fir~ms marginal 

propensity to save exceeds the marginal propensity to 

spend. 

The various values of a 2 coefficient are positive 

except for 1972. TI1e same coefficient for engineering 

industry has been negative throughout. This difference 

beb-lecn signs of a 2 coefficient between industry and the 

firms level (i.e., for medium and large companies) shows 

that for the latter the fixed investment has had a say 

in increasing the retained amount. In fact, the positive 

values of this coefficient shows that the investment in 

fixed asset was dominated by new expansion. 

The values of a 3 coefficient, too, unlike the 

industry level results, depict a positive impact of 

inventory requirements. However, for the annual runs 

for large companies also, this influence is positive. 

Again the contrast could be seen between industry 

level magnitudes pertaining to a4 and those relating to 

medium and large companies. A higher negative drag put 
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by dividend payments is depicted all through for the 

medium and large companies. 

Analogously, the adjustment coefficients for fixed 

investment, pertaining to the medium and large companies 

depicts a different picture. Unlike the industry level 

coefficients, the magnitudes of '.L,' relating to these 

companies show that there vIas realisation of expectations 

in 1972 and 1978 to the extent of .44 and.58 respectively. 

For these two years, in contrast, both the industry as well 

as the large companies results show an upwara ana large 

downward revisions respectively. This points to the fact 

that expectations for these firms linked to fixed asset 

formation were more realistic. In other words, these 

firms assessed the climate more appropriately in the rele­

vant years and grew faster. The possible reasons for this 

growth could be attributed to the following factors: 

(a) the demand factors that governed this segment of 

industry were different; these units might be ~he one 

which contributed to the exports in a larger amount; and 

(b) although all these firms belong to the same industry, 

the heterogeneity lies at the inter-firm levels in their 

capital intensity of production. This distinction in 

their products implies that these firms, given the 

general slack in capital goods industries in these years, 

were comparatively less capital intensive. 
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A glance of values of adjustmen-t coefficients 

relating to inventories, too, depict that for the medium 

and larg-e companies, compared to the industry level, the 

nature of process has been different particularly in 

years 1969, 1972 and 1980. For instance, in 1969-, these 

firms shoVled a good realised eXpectation in inventories. 

This presumably is consistent with the appropriate plann­

ing of these firms and nature of their production process 

whereby need for raw material and processed goods are 

marked out different notwithstanding their same indust­

rial belonging. Again, in 1972 VIhen the industry VIas 

vii tnessing a down",ard revision of eXpectations linked to 

inventories, these firms revised their expectations 

upward. This would mean that these firms were more 

optimistic about future or their growth prospects. For 

1980, VIhile generally a good recovery and realisation is 

portrayed, these firms also show a lower downward revision 

compared to the previous year. However, here also the 

amount of revision in relation to industry is higher for 

medium and large companies. This points to a speedier 

recovery phase for the medium and large companies. 

Considering the Y coefficients, we find that 

for most of the years dividends reaching targets or 

more than normal payouts are depicted. Further, as 
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noted earlier a 4 coefficients are higher for these firms. 

This implies ~1~t for the medium and large companies, the 

dividends, though they put drag on savings, have been 

financed beyond targets. This particular fact, however, 

has a relevance to the state of capital markets in India. 

The presently prevailing regulatory set up provides a dis­

criminatory treatment to firms of different sizes. For 

instance, to encourage small scale entrepreneurs, the 

b~nk loans to these types of small establishments is 

available at easy terms. This, in turn, means that the 

smaller firms can try for external funds with lesser 

difficulty. The larger firms on the other hand are well 

established and given their size of assets earn gigantic 

profits. Consequently, proportionately, their size of 

reserves grow each year. 

size these units are able 

ff . 1 1 ~ 2l1d pI an e ect~ ve y. 

Further, by virtue of the large 

to ",ithstand market uncertainty 

If such units approach capital 

m~rkets, they get an over",helming response due to their 

",ell-established reputation. Consequently, the large 

sized corporations need not "lOrry about finance from 

external sources. In contrast, the medium sized firms 

have to bother both for their OHn growth and their 

15. Galbraith, J K, QJ2.,cit. 

. , 
I 
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reputGtion in the capital markets. . For these firms, 

market uncertainties and fluctuations can have a consi­

derable significance. At the same time, the risk of poor 

response in the capital market becomes an important factor 

to be reckoned vii th before approaching the market. The 

external finance, thus, for the medium and large sized 

companies becomes a matter of efficient performance as 

,yell as reascnable competitive return to shareholders. 

Ti1is fact, indeed, is borne out by the respective statisti~ 

cally significant dummies ",hich point to higher marginal 

propensity to save and higher impact of investment require­

ments and the relevant expectations and adjustment coeffi­

cients of investment and dividends •. 

However; while discussing these different situa­

tions for external finance faced by the firms belonging 

to different sizes the cost aspect of retention assumes 

relevance. This cost element of saving has a reference 

to its opportunity cost which is associated wi~h alter­

native investment opportunity. If this opportunity cost 

is lOvler thGn the cost of distributing earnings, the 

company managanent can be considered to be acting 

rationally. 
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Besides, cost of retained earnings can be consi­

dered both from the point of view of o,mers as well as 

managers. If, instead of retaining and reinvesting, the 

amount which a company distributes to its share-holders, 

can fetch a higher return on an alternate ihvest~ent being 

made by them, the suvings are not justified. It will not 

2dd to the net present vlorth of the shareholders by the 

same amount had it been distributed and independently 

reinvested elsewhere. In this case cost of savings is 

more compared to dividend disbursals. From management's 

angle, retention might be prompted as well by the desire 

to invest in an alternate avenue with a motive to acquire 

a majority control in an another firm. However, the yield 

from the external investment should at least be equal to 

the return which the firm can get ,.,ithin itself. Thus 

from both points of vievls, the cost of retention should 

not exceed the cost'of distributed earnings. The measure­

ment of the former, ideally speaJdng, should include con­

siderations like personal income tax, capital gains tax, 

under-,~iting and brokerage fees etc. However, because 

of a wider differential in tax rates at different levels 

of income, the real addition to net worth from dividend 

or retention cannot be ascertained with a confidence and 

as such, as a simple measure, cost of retained earnings 
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can be approximated to the cost of external equity. 

Regarding the latter, the theoretically widely accepted 

measure as has been suggested by Soloman recommends the 

use of share price corrected management's best estimate 

of future earnings which could be feasible in the absence 

of the proposed capital expenditure. His concept is 

expressed in the following formula: 

Ccst of R.E = EF 

p 

vlherc EF = Management's best estimate of future earn-

ings which could be feasible if the pro-

posed capital expenditures were not made. 

p = Present market value per share. 

HCHever, the above noted best estimatG of future Garnings 

is not an unambiguous concept. A better alternative ~. 

it CC>l1 be in terms of return Ob ordinary shares which can 

be obtained in C>l1y other industry, with an 

equivalent certainty. ThG securities with fixed yields 

and government securities with higher certainty cannot 

be considered as an optimum alternative. For our purpose, 

therGfore, the net dividend yield on variable dividend 

securities (i.e., gross dividend yield plus appreciation/ 

~ '1 .. I 
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cleprGciation in th8 murket price of the sharGs) corrected 

by share prices, has been adopted uS the measure of cost 

of retainGd earnings. The counterpart of this measure 

lies in the concept of the cost of distributed earnings. 

By dividend disburscis, company parts with a portion of 

earnings which if invested in the company itself would 

have fetched a return on the; going rate. The cost of 

distributed Garnings constitutes an opportunity cost 

equ_al to an after tax profit ratG of rGturn on the exist­

ing net\vork. A comparative aSSGssment of cost of retained 

earnings and dividend distribution "rill justify the motive 

bGhind pursued dividend/saving policy of the management. 

As long as the ratio of cost of retained earnings to cost 

of clividends dOGS not excGed unity, the rGtention policy 

pursued can be justified as acting in the best interests 

of shClL'erolders. The Table 6.6 presents the ratio of 

these costs for different oompany size groups. A cursory 

glance at these ratios reveals that out of the three 

broad classifications, it is the medium and large compa­

nies fcr vrhich cost of retentions exceeds the cost of 

distributed earnings. Also, as noted earlier, we find 

that this company-set, through its expectations and 

adjustroGnt coefficients, is showing an influence of 

investment in new assets. These two facts relating to 

,.:..~ ..... '-
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cost 2l1d invesu-nent aspect show that for the medium and 

large companies as a result of inadequate availability of 

external finance for investment, these firms paid.out in 

comparison \-lith the competitors, but at the same time 

0vcrlookc~ shareholders' interest to finance their invest-

ment pL"ns. HCHever, at this juncture as explicit con-

sic}erati.m ef the investment behaviour of ·these firms is 

in order. 

Fixed Investment Behaviour of the Medium and Large 

Comnanies : Cross-sectional Results: . , . 

TI1e results relating to fixed investment functions 

for the medium and large companies are presented in 

lIable 6.7. 

Generally, the influence of accelerator is statisti­

cally absent. TI1e only exception is the year 1972 where. 

it has a positive significant coefficient of magnitude 

.145. TI1is general absence of accelerator points to the 

\'leak link of demand factor to fixed asset expansion. TI1e 

basis of planning invesu-nent for firms in the Indian con­

text, in other words, does not rest with immediate change 

in demand factor. 

. , , 

I 
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The age of equipment has remained influential in 

three cases. These relate to years 1969, 1972 and 1980 

respectively. Out of these, the year 1969 depicts a 

senility effect ,,,hereas the other blO years namely 1972 

and 1980 sho\'l an echo effect. These effects, in fact, 

tally vli th the trend of these companies as revealed 

through their adaptive expectation coefficients. 

Among the financial variables, the savings are 

influential in three years namely1969, 1978 and 1980. 

HOHever, out of these years: (a) for 1969, inventories 

had a complementary influence, (b) for 1980, echo effect 

'-las marked and (c) for 1976 none other was dominant. 

The cost of borrowings generally does not figure 

as significant. The year 1975 is an exception where it 

is positively influential and is accompanied by a comple­

mentary nature of inventory investment. In this year, the 

influence of retention is marked by its absence. It 

implies that in the absence of adequate reserves and 

excessive inventory investment, the cost was capitalised 

in the account of interest payment clause. 
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Inventory Investment Behaviour of the Medium and Large 

Companies : Cross-sectional Results: 

Unlike the fixed investment, the influence of 

accelerator, in case of inventory investment, is marked 

in three cross-sections. It has been, however, negative 

in tHO cases (Table 6.8). The magnitude of impact, except 

for 1969, has been low. These results are in conformity 

vli th general gloomy outlook in investment acti vi ty and 

weak link of demand factor and inventory investment. 

Among the financial variables, for the inventory 

function, unlike the fixed investment equation, the 

interest payments representing the cost of borrowings 

has emerged influential for 1969, 1972 and 1975 respec-

tively. For these years fixed investment had a comple-

mentaryinfluence. Further, for 1969 and 1975, stock of 

inventories also had a positive influence. Thus, for 

these tHO years, the need for maintaining stocks of 

finished goods as Hell as the running of the plant with 

utilisation of existing capacity marked the inventory 

decisions. HOHever, for 1972, though fixed investment 

has emerged .li th a complementary nature, the negative 

influence of stocks coupled with positive coefficient 

of interest payment indicates a Capitalisation of cost 
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of borrowings.; For 1980, the significant but marginal 

influence of savings coupled with negative accelerator 

indicate the usefulness of reserves to support invento­

ries in times of adverse turnover. 

IF 
Saving - Behaviour of Large Corporations : 

The various values of expectations and adjust­

ments coefficients related to large corporations are pre­

sented in Table 6.9. In contrast with the industry and 

the medium and large firms, for three years (namely 

1969, 1972 and 1975), the expectation coefficitnts rela-

ted to fixed assets for these corporations show a large 

upvlard revision. This points to the optimism of recover-

ing any gap in investment to be made-up in future. Further, 

18. Though dummies do not depict a separate significant 
coefficients for large corporations, yet a study 
of these units has its own merit. In any industry, 
in fact, the large corporations acting as leaders 
set the pace and trend. A glance at the list of 
such corporations in our sample is indicative of this 
fact (see Annexure 6A). Actually speaking most of 
these corporations are linked to industrial houses 
and come under NRPT act. Each of these industrial 
houses has its own history of entrepreneurial and 
managerial skills which among others, lies at the 
root of their present dominant position. (For 
details, for instance, see, Hazari,R.K, Q2.cit). 

The recent amendment of the MRTP which:raises 
the limit of total assets from the presently prevail­
ing Rs. 20 crores to Rs.I00 crore for a unit to fall 
under MRTP act ,-lill alter this classification for 
many of these corporations. 

. .. .. 
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the influence of investment planning in fixed assets, 

more particularly in 1972 and 1980, has come out very 

prominently for these corporate gaints.' 

~ed Investment Be~iour of Large COrporations 

One notable feature of the fixed investment 

behaviour of the large corporations is the lone signi­

ficance of savings in the results pertaining to 1969 

and 1972 (Table 6.10). This is indicative of the impor-

tance of reserve position of these corporations in decid-

ing fixed asset expansion. In fact, except for 1978, 

the same nature of positive significance of savings in 

denoted for this set of companies. HO~lever, in 1978, 

the coefficient of saving variable is very low. But this is 

the only year results for which denote significance 

of interest payments and that too with a positive nature'. 

These fact::- sho", that generally for large companies the 

decision making regarding fixed assets was more governed 

by their own reserves and the resort to borrowings had a 

very limited say., Further, such influence of the tax 

based resources throughout the period (encompassed by 

the cros's-sections) is consistent with the tax planning 

~lhereby profit tax payment was minimised or set for no 

, ' , 
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paymEmt. 17 

Further, the insignificance of the age variable 

except for 1975, portray that replacement needs seldom 

formed a dominating factor in the investment decision of 

I arge firms. 

The role of accelerator and inventory investment 

is highlighted only for 1978 and 1980. Both these years 

typically reflect a similar directional influence of 

accelerator and inventory investment. For instance; in 

1978, when accelerator is positive, inventory investment 

too, depicts a complementary positive influence. In 

contrast, for 1980, both the accelerator and inventory 

investment show a negative influence. The implication 

of these results is that in the case of fixed investment 

function Ivhenever 'demand increased, the inventory invest-

ment's role was supportive to decide in favour of plant 

expansion or replacement of old machinery. On the other 

hand, in the face of a decline in demand, for fixed 

17. This issue, namely that many a large firms have not 
paid any tax for few years by means of an appro­
priate ~O~ planning which utilises the clause 
relating to tax incentive scheme, has been raised 
as a pointer to the fact that the incentive scheme 
is fraught wi~h discriminat?ry advantag~s for 
large sized f~rms (See for ~nstance N~nan ,T.N 

I' '). i 
(ond $;I"jh,C.U, "Zevo Ta.'f-CjYOvJlh ,I. n d,o.ToJ"1) fel;.l.S,IG 3., 

.pp' 1:<1-1., 
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investment, the maintenance of stores of finished goods 

or purchase of raw material produced a drag for the 

funds to be used for replacement or expansion purposes. 

Inventory Investment Behaviour of Large Corporations : 

As in fixed investment funotion, the role of 

accelerator comes out for two cross-sectional years of 

1978 and 1980 (Table 6.11), Anologous tc influence of 

inventory investment (in fixed investment equatitin), the 

fixed investment in the inventory equation, too, comes 

out vJi th the same type of influence in the respective 

years. These results indicate that whenever de~and 

factor showed a positive influence (as in 1978), the role 

of complementary nature between fixed and inventory 

investments is highlighted. This implies that whenever 

there is an increase in demand, the existing plant 

capacity acted as a support to buy more of raw materials 

and store inventories of semi-finished and finished goods. 

In contrast, whenever demand factor showed a negative 

influence, the fixed and inventory investments compo eted 

\lith each other suggesting that with an adverse turnover, 

the maintenance or repair of existing stock of fixed 

assets comp eted for the available funds. 

. . 
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Among the financial variables the role of interest 

payment has come out positively significant for three 

cross-sectional runs relating to 1969, 1972 and 1980. 

This generally positive significance of interest depicts 

a tendency of large firms to capitalise interest payments 

for ~1e sa~e of building up inventories. 

The role of saving has been crucial and changing 

in accordance ,.,i th the general conditions.' For instance, 

it supported the inventories when a par,ticular year (like 

1969) Has bad or when demand conditions (as in 1980) 

represented by accelerator were depressing. In periods 

of positive influence of accelerator (such as in 1978), 

it had a competing influence on inveHtorie~, However; 

in 1975, a lack of adequate reserves to finance inven­

tories is depicted by a respective negative and positive 

signs of savings and inventories variables. Other than 

1969 and 1975, the importance of stock of inventories 

does not come out for large corporations. This is in 

contrast, w3_ th medium and large companies for whom the 

significance of stocks is marked for four cross-sectional 

runs. Emerging implication is that for large corpora­

tions the inventory stocks seldom formed amoc'lg a major 

consideration in their inventory investment decisions. 

e'·":""· 
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This could be because of monopsonistic nature of large 

corporations in the resource market. 

Conclusion : 

The results in this chapter indicated inter-firm 

variation existing within the engineering industry. 

Grmvth rates of major variables namely gross-fixed 

assets, net worth, profits and sales differed among 

different size group of companies. The ratio analysis 

also points to a difference in average propensity to 

SilVe. I'lhile quinquennial averages remain in-conclusive, 

the overall average for the entire 15 years' period of 

analysis depicts medi~ and large companies as the 

highest saver and the largest companies as the lowest 

saver. However, within the medium and large companies, 

the averages point out that the larger companies saved 

the most and the smaller the least.' 

Further analysis by means of dummies indicates a 

higher marginal propensity to save for medium and large 

companies. At the same time the impact of fixed invest­

ment is also more for these companies.' Within the medium 

and large companies, however, the impact of fixed invest­

ment is higher for the smaller companies.' 
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The results of cross-sectional analysis for the 

medium and large companies point to the following facts: 

1. Unlike the industry level results, the coefficients 

fof fixed and inventory investments (i.e., a
2 

and a
3

) 

arc positive for the medium and large companies. 

This shows that investment in fixed assets for these 

companies was more in new expansion. This also indi­

cates inventory motive as acting positively to 

increase saving. 

2. There exists heterogeneity at the level of invest.·~ 

ment planning and growth requirements. This could 

have happened because of the nature of product mix. 

The medium and large companies produced less capital 

intensive goo~. 

3. The role of capital market imperfections is most 

noticeable for the medium and large compallies. This 

is revealed by their invesbnent and dividend poli­

cies. The requirenents for financing investment on 

the one hand and maintenance of image among the 

shareholders to keep a scope for attracting external 

funds is well marked by the policies of these firms. 
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4. The results of fixed and inventory functions gene­

rally marked the weak impact of accelerator. Further, 

a periodicity of senility and echo effect is also 

depicted. The importance of saving comes out more 

prQ~inently in financing fixed investment. However, 

positive effect of interest payment is marked in 

inventory functions. The evidence favours a com­

plementari ty between fixed and inventory investments. 

The results of cross-sectional analysis for the 

large companies point to the following significant fea­

tures: 

1. ThG influence of investment planning (for 1972 and 

1980) comes out very prominently for the large 

corporate gaints. 

2. The role of savings is very significant in financing 

fixed investment decisions of large companies. This 

supports the evidence that large companies using 

efficient tax planning availed themselves of the 

fiscal relief to ti,e extent of zero tax payment. 

3. The role of demand conditions is very crucial. 

\'Iith a positive accelerator a complementarity 
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behleen fixed and inventory invest'llent is shown. 

A decl ine in demand, on the other hand, shows 

inventories competing with fixed inves·tment. These 

results are confirmed by inventory function~ also. 

4. The role of interest payment as a tax saving device 

comes out in inventory functions. 

5. The role of saving is crucial in financing inven­

tory investm~,t. It acted as a hedge in adverse 

periods but in favourable periods, it had a compet­

ing influence; and 

6. The evidence suggests that inventory stocks never 

formed a significant decision variable possibly 

because of the monoJRnistic nature of large firms. 



TABLE - 6.1 

-------.--.-------------------~--~~--

Size by PUC No.of Companies 

P<, 0-10 l~khs 08 

r-s. 10 l~khs - 1 Crore 48 

~. 1 Crore & above 25 

~. 10-25 l~khs 13 

~. 25-50 Inkhs 16 

~. 50 lakhs to 1 Crore 19 

._-_._-----------------_._--------

* PUC = P~id-up C~pital 

L 



n 

'I 
I 
\', 

lable r; 2 

Exponential Growth Rates: 1966-60 

Size by Totel Assets Gross fixed Net Worth Share Capital Sales 
Paid-up Capital ( T 1\ ) Assets (GfA) ( N\¥j ( 5 C) 

Rs. 0-10 lakh s 12.4730 10.5713 12.2079 8.1:;97 19.2571 

Rs. 10 lakhs-l Cr 12.5726 ·10.2144 8. 7926 5.5384 15.6034 

!ls. 1 Cr &. above 9.783 10 .1659 6.4488 5.4048 13.3997 

- - - -- - - -- - - - -- ------ - -- - - -- - -- - - -- - - - -- i'" 

'" Rs. 10-25 lakhs 14.9795 11.4705 5.6029 4.4621 15.9034 V; 

Rs. 25-50 1akh s 10.3676 10.0971 5.5478 5.4641 ,l3.4577 

%. 50 lakhs-l Cr 12.9840 10.0323 10.1295 5.7622 16.4602 

Source: Official Stock Exchange Directory, Bombay. 



--------•. ____________ 0. _______________ • ______________________ _ 

Si::c by 
r"id-'J~' Capi t;-l 

T'~ 0-10 lAkhs 

r:. 10 l-"khs _ 
1 ~r-:-rc: 

Overall 
.. ----- .. ------- .. ---------- pertod 
1906-70 1971-75 1976-80 Average 

1966-80 __ . ______ o~_. __ . __ •.. ____ . ___________________ _ 

47.580 62.08 57,.773 58.290 

47.112 70 067 63.055 

r'. 1 Crorc & ~bove 43.819 52.561 60.663 57,208 

~2 .. 

'. 
I. '. 

. ... 

H'-2 c, Vkl:s 44.155 n.c. 38.75 10.795 

75-5') Lckhs 52.207 58.389 8.212 43.138 

50 l,ldcs -
1 Crorc 45.219 52.143 76.167 69.59 

- .. ------.---.--- ._._----_._------_ .... _-------------------

n .. c. = not co~putLd sin~. Eith~J~ numerAtor or 
denomin;:~tor VIas negative. 

.. -'1 

i 
I , 



Table 6.4 

Regressions Hith and without dummies 

(Three Sro,?d Groups and three sub-groups within Hedium ClY"ld Lo.vfe.:Co"""po.l'l".es) 
Sl. 
;:0. 

1. 

2. 

3. 

4. 

5 

: C. 

Constant 

-.1567 
1-.3990) 

• C744 
(.2378) 

.C944 
(.2378) 

-.1(";10 
-. ~ 146) 

* .. ("~": : 

J .• ~.' , 1 ) 

.8516* .4176 .3826* .0003 
(21.4721) (-3.0420) (2.3225) ( 0250) 

.8532* -.2968* .2396 -.0023 
(22.2427) (-2.0703) (1.3968) (-.2279) 

.8660~ _.3136.)\ .?377 -.0152 
(21.9067) (-2.1a+) (1.33~6)· (L.9749) 

.8634* _.3877'1 .3371" .0011 
(21.2683) (-.2.7468) (1.9793) C-.I031) 

.8458~ _.3084*" .2199 _.0176 
(18.6755) (-2;0572) 0.2205) 1-.7317) 

.S424* -.3902*" 
('2.88'3) (-2.8308) 

.. 
.9451 

119.72'2) 

.0369*" 
(::3.2568) 

-.3092*" 
(-L9q>tlS) 

-.374C" 
(-2-5058) 

./237* _.0318'" 
(2.8888) (-2.8954) 

.3316* -.0292* 
(2.03]5) (-2.5487) 

.3863* 
(2.4539) 

.0002 
(.Olil19) 

.0165 
(1.5885) 

.0180 'f­
(1.-,801) 

• 0215 * 
(1.9860) 

.0140 
0.0161) 

.0434 If­
(2.0865) 

.0069 
(.8418) 

.0045 
( 'S~18) 

.0067 
«(.8<>llS) 

1 r '27* .9424* -.3601* 
(-2.4247) 

_.0311'* .0094 
(-2.6899) (.5945) 1-3. 'pie) (51.0S47) 

_ GP?'* 
(_~.77~r1) 

'* .9?26 
(!' 2. 6133) 

837 * .4013* -.3 
(-2.4886) (2.4476) 

.0219 
(.8923) 

-.0052 
(-.2992) 



I ···,~ . '.:..)1 I"VD,1 

.0397* .r':n6 
( :"2. ! 7 '2E.) 1.:',:'"',(''1) 

.O374~.):; .~Igl 
(1.908:) (1.1913) 

.0260 _.00'2 
(L 279?) (-.0771) 

• . (2),<0 • C 4-1~ .0333 -.c138 -.GEl -.Cl3t;;1 

(. -1-712) (1.·~j30) (.7062) (.I'~~4) (-3730) (-,.6286) 

_.OC76 -.·=~O5 
(_.1,4."0) (-".2726) 

_.~328* - '0266 
(-2.02 11) (-1·657~ 

_.ooao -·0106 
(-.175"2) (-.5964) 

.0265 -.02,2 _.0660* _.021 7 .0149 .0254 

(1.3085\ (_.:: :(>7) (-2.'5501 (-'5??2) (.721e) (.9034 ) 



2.3:; (6) -

R 

-------- ------------------.:.::.::~---=---F SE~ D"· .. 

.9720 

.9712 

.970("1 

.9917 

. 9920 

~ote 

.9667 

.9657 

.%57 

.9906 

• <':-905 

_9912 

.99 02 

ThE' v ll'es in the 
* enotes 5i0n 
+. * enotes sir,-; 
i+* Cl~OtpS sign 

'Rt'5U Its t Y (;YI'1 S- Nt; 

238.3388 .6285 

183. 6~43 .6062 

178.2741 .6150 

171. 2859 .6271 

11'3.6732 .6154 

93~.2()?1 .4952 

561.0099 .4976 

714.0035 .4790 

E40.~196 .5057 

.-158.2104 .f771 

perE?'r.theses denote t v.:.lues 
fic~"nce at 5 percentlevel 
ficar.c€ at 10 ~ercent level 
ficance a~ 20 rcrcen~ ~evel 

" 
j -h> 0 ye.lo.1 e 0{" Hw" hYo~J 

2.2926 

2.2722 

2.3399 

2.2221 

2.4835 

1. 7849 

1. 7704 

1.94'2 

1.7850 

2.1420 

lI'VU-r' 'J.f (ll\-'lf('\'YI1el 

Re- suIts !j-y" ....... S· Nc G +0 10 Ye ~o.te -h> -1>,y« sub- iy"rs ll.n'1h i y, "" t.At'lLhI, 

""I I,,-Yd, cO"lN\po..Yli es· 
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Table 6.5 

~"Dectation and Adjustment Coefficients 

(Nedium and Large Companies) 

Year a, a2. a 3 a~ :""r; ---

1969 1.042 .004 .OC22 1. 504 -12.55 .7069 .888 

1972 -.173 -.075 .0097 2.38 o ·440 -2.0093 1.03 

1975 .822 .0019 .0091 -1.798 6.9454 0.3033 1.193 

1978 1. 00 .0006 -.00003 -1.016 0.5858 3.333 1.00 

1980 .rt~6?' 3.9015 2.9737 .9386 1.0025 1.0171 1.1117 



.Il".tJ_'2. 9.t. .fost .. 9% _R~:t:"'n __ t;.\9_n/ co.s_t 0L.Qi.i'.tFi b.,:,.:t:..ed 

EClrni'::)STs_U-.9_~.6-80 ) 

---------.~-- . ... ---_._------,_._--_ .. -----_.,_._------ ._---

Size by Paid-up 
Cilpi "ea 1 

Rs. 0 -10 lakhS 

Re;. 10 l'lkhs to 1 crore 

~. 1 crore and ~bove 

Cost of Retention/Cost 
of Distributed Earnings 

0.8100 

1.011 

0.809 

_.--------------------------------_._-----------

r'. 10 25 lakhs 2.450 

Rs. 25 50 lakhs 1.346 

~. 50 lakhs to 1 crorc 0.905 

._----_._- -------- - - ----_._-------
Source ~ S~me ~s above. 

-'._ 'I 

' .. 



Table 6.7 

.;l. 
'.:E'~r COf~5t<'nt L;)'::;t_1 DI t-l rot ';Pt ! nVt ':0. , RC 

_. 
R F S[[ PW 

~l(l =, 'f " .'G.· '<'·1] '* • 118S.'o'-1· 1 "Go ; . -. ,.' ~ :. 
(2. :'13(7) (.. ": ; ~. " (_1. ' ~r J' ': - • 1 ")2~ C'.8812) 

. 3B77 34-69 '" '1101 . I S'7 'f 2· SI~3 

... .. - , 
.1019 2. 1 ('72 _6.C?(l9 . ~ .' ' 1.!:-'7°f' • l!"\S(, • 0"'" 

(-! .4'''~' ": 
. 

: :'. : .," 2..) • 4-& ,,' '; • "'471) . • '3789 -'"3375"" ,- 11-53 10, S-4-9C 2 _ 4-1I.s-

't)78 ." .1270 • 3905 'f 3. 1,:,,75 -:.271]9 3 • 111 to 
(_.3<)70) ,-. -, 11 ) (. J 7S6) ( 1.\,,706) (.r ~,t 1) (;'.6';S·6) 

·'1308 '7tl£l 21 81'31 12 14-1 <J 2 ·'32.33 

.2+66 , \9'4- 2 ·74-99 " 8143 1,'13074-
4. 1:'78 G.3G t 6 ... 3! 9 J341 -.22'3 .2798 ¥-¥- .1017'HH 

(,927E) (.8~71) (. <1539) (-.6278) (1.8203) (1.0805) 

·35" 12- . '3079 4- 5"477 0 )077 1 . 6b7~ 
5. 198(1 -.G368 _,0216 1. 3012'1'~-. 388111'H .0048)1- -.0159 

(-.560n (-.G458) (1.6222) (l.t)F'O) (2.7813) (-.1481) 

Note The vnlues in the !',,- rentheses denote t values 
, denotes Significance at 5 percent level 

'* denot'2s significance at 10 percent level 

'" denotes signi:!:ic",nce 8t 20 percc-nt level 

**** dec!'tes sic:]'ific,-nce 8t 30 pC?rcent level. 



Table 6.B 

Invf>otory Invcstncnt [unction: t-ledh.:rr & L:'ir'18' l.- r'" 

Y02r Constant "S '0' 
Int

t GR, IF~ Invs R2 
li2 

F ':;~E DH 

_40.0J83k ". 2. 9965 't" '" 1.2071
11 

• 20SS->t-1969 -.1102 ,6708 
.5239 (-4.9<180) (-1.:-781) 0.1'1'5; 0.4677) (2.4766) (2.4598) • <1 922 C'l.2~58 ... -1699 2.3976 

J ()7 2 13.1107'\1; .O23_~ .9319 '* ". -0<:394 " .llu) • ]'".)1 .4804 ,4457 
(3.2)61) (.'S086) (2.7978) 0.2379) (2.2894) (-5.0380) 7.7664 lJ,~,353 1.7474 

." .. 
1.2443* .3585 It 10 75 _11.6072 .0140 _1.190 -.1589 ,7818 ,7672 30.1000 22.1283 2.0539 

(-1. 3803) C.2055) (_2.2019) (-.6417) (6.0458) (J.7626) 

.0930 ~ 
l('t'JIJt-

-.1859 'I- .3837 ,3426 5.2305 18.9980 4 1978 6.8127 .4070 .1815 .2217 2.22(16 
(1.0393) (1.922) (.8091) (.9515) (1.0611) (_4.0388) 

'" _.0790'f .OO45
Jtl 

5 198C .0140 .3335 .0050 ,0097 ·11 '30 ·05"39 j'. D101 o. 1~-~4- 1 ·32.38 
(1.4158) (-1.07296) ( .8350) 0.8305) <'0235) (. ':i27S) 

No"e .0 .. denotes significance "'l- 5 percent level .. cenotes significance .f 10 percent level ... denotes signi£ic~[le a.f 20 percent level 

l4::.t '* ~ denotes significance .t 30 percent level. 

I, • 



Table 6.9 

EXEectation and Adjustment coefficients 

(L2 r ge Public Limited companies) 

Year a 1 a 2 a 3 a 4 d.. 

1969 1.00 .00049 .000085 -.966 -7.7777 1.0518 .987 

1972 .875 24.986 .0199 -.339 -17.7058 -.70n 1.135 

1975 ·~)r~. -. C'~'l -.0003 -1.0138 -.0231 .8135 1.004 

1978 .9S4 -. CI'~,02 .00048 -1.042 2.8692 3.7419 1.00 

1980 .26 76.392 -20.865 .0024 1.0499 0.9881 .0021 
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Table 6.10 

Fixed Investrrent function: Large cO.;1:~.).nics 

5l. 
Ye.n.r Const. ... nt .a.St-1 D f't_1 lnt, 0' ,,2 

No. GR Invol; r SEE r:H 
4 

1. 1 ~169 t . • t Ii" 1 -_0186' .3' 3<"1 (;-:'1 • 3f140J{~tll- .0011 .~70"; • 1151 . ", [1.3770 1. 5670 
( • r 1 ,. 2) (-·23~·2) (.;)57) (_I"' - (J.07G() ( ·O086) 

2 1972 2 .l':·i-~(' -.0248 -. ,s,.- .422, 
'(~H 

.4187 -.0298 •.. ~ 58 • {lE:S9 .v·L' 7.0317 7.4191 
( •. ' J/c) (-. (~;,'!) (-.62.'9) .g'.lO· (J,S741) (-. 3' 52) 

3 1975" _.' . 1 ~.:: ; • r: )',: 3 1.1:lS5 " .6315* 1.3378 .15()'O' .0084 ~50 • ,',-,27 G.9322 
(_:J' r,n) (-J,2~ r: (1.6~4" ) ( •. ~.f. 2. ("I) (~.2230) (.1094) 

• 1978 -.'~3C7 • (.64-1 ","II-'It"l- .6156 '0129 .2417 .3333~ .1"7('3 .eE17 2",.5113 9.Sf65 1.586<1 
(-.2: 75) (1.3154) (.9721) ( .6779) ( ·14'1-2..) (2.1163) 

5 !")R(l -' 2 -.1291>;- .0923 ,0'71'1 .O128~ _.4047"'" • ~:' ~ 5 _ 8;>03 1 {" .156 .1305 2.3915 
(_. ~r, (-2.1£21) (.5540) (7.e137) (3.p711) (-2.4010} 

!Note The VCllU0:::; in the r· rer.t.he:::;e5 cl('not.e 't' Vallle:; 

r1C':l ) tEo:::; 5igl'ific~ncc "t S percent level 

" rf"'ll(ltes siqnific ;nce 't 10 percent level 

':en, tcs $i~nificunc~ .,t20 percent level 

, .... + ;<:'notO:'5 .::;igl1: fic ... ncc .) t 30 percent. level. 

., 
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51-
no. 

4 

0 

!?bl e 6.1J 

!rwentory Investr.ent Func~' Large corrpanies 

Ye r Ce>:: ",tant 

1"('.9 -(;.3:};' 
(_.' 7:"'; 

]"72 .7('1' 
( • "r;<", ' , 

,. 
1<)7:, 1 ~,.' 1-,;8 

(~. 7('sn) 

1978 11. ,:',O~ 3"'-
(2.1n4) 

1 <"lp'.(' -.O~87 
(-.9371) 

45 ,. , 

• II- ~ w 
• 12!;:> .1. 2.<;14'"- .7232 .4('<;'0 

(1. (',7: Co 0 ·.loCe' (1.7821; (] .0?62) 

. " 
• 28r'll ;> •. - . ( • l79~ -.2345 

P.71.011 ./738) (-.3912) 

'" _.(.671 -. ;.,~)( -1.03 4 -.Oe57 
\-J>510) (_. f,~<": (-I.G27B) (-.0097; 

\H 
_.6829 i '" .ll39 -.0069 .4851 

(1.5348) (-.?3~/) (_!,.GlBS) (1.6973) 

". ~ '" _.09F,O 1./:434 .0178 -.7760 
(_1.40Cl2) (7.1".57) IS.!','17) (_1 J 113) 

. ---.--- ---------------------
Invs R2 F SEE D\',1 

_.2416-!( .6: ]0 r,"7-' 6.0207 13.1974 2.4631 
(-2.3332;' 

-.2050 .6337 .6"93 6.5750 18.SV(' 1.9'101 
(-1.0539) 

• 2482 'l''t- .3670 • :>24,'; 2. "~O37 18.9(,8'. 2.0':87 
0.9[,38) 

"')00 1 7818 12 ·90740- I '32.6'0 -.0483 • ~1t9 
(-.6625) 

·~851 - .J.' 8' 7)'4-t. __ _ 0 165'7 2 ·3+.8.2.. ___ -.0007 -']860 ( • 149<1 ) 

tit! tt drmotcs significuncC' t 'i level 
-- -- -----_. __ . 

porc'-'nt 

denotes ~ign.l!:ic,"'ncc ot 10 p(>rc('nt level 

. '. denotes s iqn l [iC,lncc "t 20 ,'orcf'nt level. 
t'""'lo ~ III"", <\:~ S s'-1l"1if"tI .. c~ ,> '0 f('''-(IP .. { l(,v('1 
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A n ftC 'J:,U'r'f. ~ 1\ 

Sample componies belonging to Large Induatrial Houaes 

51. 
No. 

NlIIIIe 

• 1. Tata Enginaoring & Locomotive. Co. 
Ltd. (TELCO) 

2. Vol toa Limited 

3. Lokahmi Machina Wark. Ltd. 

4. Associated Dsaringa Limited 

Ownarahip 
by Hou .. 

Tata 

-do-

5. Central Indian Machinery Mfg. Ca. Ltd 

6. Electrio Conetructian & Equi~Bnt 
Co. Ltd. (ECE) 

7. Hinduston Hotera Ltd. 

B. Kirlosker CUlllllina Ltd. 

9. Kirlosker Electric Co. Ltd. 

10. Myaare Kirloskar Ltd. 

11. Mehindrm l!.. Mahindra Ltd. 

12. Hahindre Ugine Staal Co. Ltd. 

13. Pramier Automobiles Ltd. 

14. Indian rleme Pipe Co. Ltd. 

15. Aluminium Industriea Ltd. 

Hi. Seahllaayea Industrie. Ltd. 

17. Jay Engineering Warkm 

18. Cromption Greaves Ltd. 

19. Escorts Limited 
20. Hindustan Brol,.., Boveri Limited 

21. Indian Cable Co. Ltd. 

22. Motor Industries Ltd. 

Other Co. in ths sample 

23. Chlorida India Ltd. 

24. Calcutte Stoel Co. Ltd. 

2S. ferro Alloya Corporation Ltd • 

• 

Kirlaakar 

Mahindra & Mahindra 

-do­

'<11 sch end 

Sashasayee 

-00-

MRTI' 
a:: 

not 

H 

H 

NO 

NO 

H 

N 

M 

H 

H 

NO 

M 

~JD 

K 

M 

NO 

NO 
M 

H 
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CHAPTER VII 

SUMMARY AND CONCLUSIONS 

In the post-planning era of last 30 years (1950-80) 

the domestic saving and investment ratios have more than 

doubled. However, a sectoral break-up of these ratios 

indicating that unlike the other two sectors (viz., 

household and public sector), the saving of corporate 

sector has remained very low and nearly stagnant. This 

is inspite of the fact that; (i) this sector occupies an 

important place within organised manUfacturing in whic)1 

its share is nearly 50 per cent, and (2) the government 

policy aims at boosting the availability of internal 

funds for the corporate sector by means of fiscal incen-

tives. 

at 1 
Our study attempts to explore econo~~cally the 

factors that determine the growth of corporate saving. 

This is done by formulating a behavioural hypothesis 

which assumes an explicit role for fixed and inventory 

investments and at the same time takes into considera-

tion the dividend stability principle. The incorpora­

tion of investment motive is facilitated by hypothesising 
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a separate adaptive expectation each for fixed and 

inventory investment." The dividend motive is inclUded 

by postulating a partial adjustment mechanism. ~ne 

model furnishe~ an estimable equation which considers 

saving as a function of cash flow (and its three lagged 

values), past savings of three preceding periods, fixed 

investment and its lagged value, and inventory invest­

ment with its values in the preceding as well as present 

period. From this estimable equation, formulae are 

mathematically derived which permit the calculations of 

behaviour~l coefficients of the model, 

The analysis is carried out with a single equation 

formulation, recurssive formulation and within a joint 

interdependent system. The simUltaneous framework includes 

three functions relating to saving, fixed and inventory 

investments. Among these three functions, saving function 

uses the above mentioned specification and, fixed and 

inventory investment functions are worked out within a 

financial accelerator approach. These functions are 

estimated by OLS and 2SLS also. 

The study is done both at aggregated as well as 

disaggregated levels. At the former level the analysis 

is conducted for all public limited companies. However, 
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the disaggregated analysis has been carried out at diffe­

rent levels which are inclusive of manufacturing sector, 

engineering industry and the firm level break-up within 

i t. ~lhile analysing at these levels, both time series 

and cross-sectional data are used. The time series have 

been obtained from RBI publications and also derived from 

firm level data of Stock exchange Directory. The period 

encompassed by these two series is 1950-80 and 1965-80 

respectively. Firm level data, however, relate to a 

sample of 81 Indian engineerirtg firms which had an 

uninterrUpted availabliitY~information throughout the 

entire period. Using the firm level data five annual 

cross-s8ctions relating to the years 1969, 1972, 1975, 

1978 and 1980 respectively are analysed. 

The main findings of this study are as follows: 

1. The fOIlllulated model which links investment and 

saving decisions explains the corporate saving 

behaviour in a satisfactory manner. The expecta-

tion and adjustment coefficients of the model point 

to a dowardrd revision of fixed and inventory expecta-

tions over time. Consequently the impact of invest­

ment motive is weak. This is because of the general 

investment climate which over the years has largely 
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remained pessimistic. During the period 1950-80, 

a number of periodic shocks are witnessed: 

(a) the country faced three wars respectively in 

1962, 1965 and 1971, (b) oil crises in 1973 and 

1979, and (c) severe droughts in 1965 and 1966. 

Besides, the periodic supply constraints and indust­

rial disputes have been depressing fnctors. The 

demand constraints also added to the general gloomy 

outlook of the industries. 

2. In the model the coefficient of cash flow (i.e., a1 ) 

brings out the dominance of saving decisions. 

3. The results using 2SLS within a simultaneous frame­

"ork do not indicate the severity of possible 

simultaneity bias. At the same time, results of 

recurssive formulation do not prove superior to 

single equation OLS estimates. 

4. Relative to other financial variables saving assumes 

a more prominent positive role in financing fixed 

investmen t. 

'1 

- -: . 
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5. The influence of saving in inventory investment 

comes out with a periodicity. This is borne out 

by its changing impact in different cross-sectional 

runs. 

6. The other financial variable namely interest pay­

ments ( .. epresenting cost of borrowings) indicates 

a positive influence on financing of fixed as well 

as inventory investment.. This suggests a tendency 

to utilise the interest payments as a tax saving 

device~ 

I 

7. The impact of accelerator on fixed investment is 

found to be weak. It,role, however, is relatively 
J)TO\'YI;no..",\-

more~in inventory functions. 

8. Generally, a dominance of replacement component 

9. 

in fixed investment is revealed through echo effect. 

This is evident in time series as well as in cross-

sections. 

The results of fixed and inventory functions indi­

cate a complementarity between these two decisions. 
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10. The influence of stock of inventories in inventory 

function shows a periodicity. 

11. The role of government policy for investment deci-

sions, as revealed through variables representing 

tax based resources like saving (which includes 

depreciation and investment allowances) and interest 

payments (which are deductible expenses for tax 

purposes) do not depict an unfavourable influence. 

Nevertheless, the downward revision of expectations 

relating both to fixed and inventory investments 

point to an inadequate nature of fiscal incentives 

tOVlards invigorating the investment climate. 

12. The study of inter-firm variation existing vlithin 

the engineering industry points out the following 

significant featuroes= 

i) Grmlth rates of major variables namely gross 

fixed assets, net worth, profit and sales 

differ among different size groups. 

ii) The ratio analysis, using quinquennial 

averages,does not point to any conclusive 

evidence regarding differential among 

size groups. However, over the fifteen 
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years period (1965-80) I average propensity of 

medium and large companies remained the highest 

and that of the largest companies remained the 

lowest. In the same duration, among the medium 

and large companies, the highest and the lOvlest 

savers "ere the larger and the smaller compa­

nies, respectively. 

iii) The analysis using dummy variables indicates 

a higher marginal propensity to save for 

medium and large companies. At the same time, 

a higher impact of fixed investment is also 

found for these companies. Within the medium 

and large companies, ho"ever, the impact of 

fixed investment is higher for the smaller 

companies •. 

iv) The results of cross-sectional analysis for 

the medium and large companies point to the 

follo"ing facts: 

a) Unlike the industry level results, the 

dominance of ne" expansion (in fixed 

investment) is indicated. The positive 

impact of inventory motive is also seen. 

b) There exists heterogeneity at the level of 

investment planning and groVlth require­

ments. This could have happened because 

of the nature of product m:j.x. The medium 

and large companies producl"d less capital 

intensive goods. 
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c) A greater role of capital market imper­

fections is noticeable for the medium 

and large companies; The requirements 

for financing investment on the one hand 

and maintenance of image among the share­

holders to keep a scope for attracting 

external funds is well marked by the 
policies of these firms, and 

d) The results of fixed and inventory func­
tions generally marked the weak impact of 

accelerator. Further, a periodicity of 

senility and echo effect is also depicted. 

The importance of saving comes out more 

prominently in financing fixed investment. 

However, positive effect of interest pay­

ment is marked ih inventory funbtions. 

The evidenc~ favours a complementarity 

between fixed and inventory investments. 

v) The results of cross-sectional analysis for 

the large companies point to the following 

significant features: 

a) The investment planning has a prominent 
role to play in deciding saving behaviour 

of the large corporate gaints. 

b) Savings are very significant in decisions 

regarding financing fixed investment of 

large companies. This supports the 

evidence that large companies using 
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efficient tax planning availed the~selves 

of the fiscal relief to the extent of 

zero tax payment. 

c) A crucial role cr demand conditions is 

noticeable. With a positive accelerator 

a complementarity between fixed and 

inventory investment is depicted. A 

decline in demand, on the other hand, 

shows inventories competing with fixed 

investment. These results are confirmed 

by inventory functions also. 

d) The role of interest payment as a tax 

saving device comes out in inventory 

function. 

e) Savings play a crucial role in financing 

inventOry investment. It acted as a hedge 

in adverse periods but in favourable 

periods, it had a competing influence, and 

f) The evidence suggests that inventory stocks 

never formed a significant decision varia­

ble possibly because of the monopsonistic 

nature of large firms. 
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Limitations of the Study and Scone for Future Research 

Wnile interpreting the results, the limitations 

of techniques of estimation, namely OLS 2nd 2SLS, should 

be borne in mind. A further exploration vIi th Iilore effi­

cient techniques ef estimation (like full information 

methods) can be an area of future research. Likevlise, 

in the absence of a suitable price deflator, the data, in 

the present study, are used in current prices. There is 

a need to investigate the possibility of arriving at 

appropriate price deflat ohs for studies related to 

corporate sector's behaviour. 

By linking the saving-investment decisions the 

present study points out the inadequacy of fiscal incen­

tives. However, an explicit consideration of these 

incentives could not be attempted due to non-availability 

of firm level data on actual amount of availed fiscal 

relief. From a policy point of view, the use of provi­

sional figures will not give a correct asseSSf<1ent of the 

exact magnitude of impact of the fiscal incentives. It 

will, however, be an interesting proposition to study 

this aspect provided the relevant firm level informa­

tion with its details of respective industrial belonging 

',:ould be made available to an individUal researcher. 
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Besides these, a detailed firm level investiga­

tion oriented towards studying management pattern of 

large industrial houses and its role in the savir.g­

investment process could be ahother area of future 

research. 
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