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Here, the coefficients of endogenous variables are
triangular as they can be arranged as follows:

P's of Endogenous variable

IF Inv, GR,

t t ) : <.
1 0 o
- B 1
- B32 - B31 L

contde es
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Y of exogenous variables are given as follows:

- g '
As. DP_, Int, §R_, §QR_, CF_ CF_, S IF, 4 Invt,
- Yy =Y, =Y, _#14 0 0 0 0 0 0
N Y o -Y - 0 0 0 0 0 0
23 24
0 © 0 - Y34 - Y35 - Y3-7 - Y3e3 - Ys-g - Ya; jo '”4/3, 11
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Fixed Investment Function : Time Series~Results ‘

The results pertaining to investment function
are presented in Table 5.1, It shows that generally
the fits obtained by inclusion of time variable are
preferable as (1) the time is significant, and (2) it

improves the overall £it as well.

At the aggregateli.e., all companies level) and
manufacturing sectoral level, the aécelerator is influe=
ntial. The directlon of influence is positivé; The
magnitude of manufacturing {=.2137) is higher reldtive
to all companies level (coeff. of &S = ,1119), This
means that a rising 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 néed for fixed asset
investment, However, no such influence is shown for

engineering industry.

Among the financial wvariables, 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 Ilnvestment on saving decisions: ‘“he
influcnce of saving is, however, negative for all ccmpa-

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 perhits a deduction

of interest payment from income for tax purposes.
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Inventory Functions ¢ Time Series Results ¢

Unlike fixed investment, the time variable‘is not
significant for inventory investment. & 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,

however, nct 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

zerc in the statilstical 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 ére 1,6961 and 1.6709 ;

units., In casce of engineering the influence is slightly
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lower with 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—scctional Results ¢ A Comparison of Single Eguation,
Recusssive Formulation and Simultaneous Joint Inter-~
dependent . Systems :

At the cross-sectlonal level in view of édequate
degrees of freedcm, a comparison of three estimates arrived
at through single equation OLS fits, recurssive formulaticn
and 2 SLS simultaneous framework is carried out. Thesa

results are presented in Table 5.3.

A consideratioh of saving functioh among these
results, by a comparison of OLS and 2 SLS estimates,
depicts that excepting two cases the signs of coefficients
for both estimates are in the same direction. Further,
for most of the variables any change in their magnitudinal
impact is very low and negligible in man& cases., This
indicates that amount of possible simultaneity bias is

very marginal and insufficient to influence the general

nature of results.
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The estimated coefficients for fixed investment
function also do not depict any appreciable change in the
signs and magnitude o[coefficients to suégést the influence
of simultaneity and consequent preference for 2 SLS proce-
dure. In view of the fact that R® and *t' ratios are not
properly defined for 2 SLS, a compariscn of OLS and 2 SLS
in thesc terms will not be useful. However, this type of
comparison of OLS estimates arrived at through single equa-
tion formulaticn and recurssive formulation suggests that
for the latter there is o appreciable difference between
the signs and magnitudes of respective coefficients and
the former, for all the cases provides fits with higher

values of §2,

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 estimatej, too, for most of the results go in line
with others. Excepting two cases, R* for single equation

formulation is higher by its comparison with recurssive

formulation.

2ll 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, 1In view of these facts,

in what follows, the discussion mainly runs in terms of

COLS estimates.

Fixed Investment Behaviour

A cursory glance at results pertaining to investe-
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 cocfficient, we find that generally the demand condi-
tions have not been conducive towérds investment climate.
This is borne out by a very low positive coefficient or
weak 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
impehkt substitution policy which, as pointed out by some,

was unable to generate domestic demand after a few years
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and/or (2) with export 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 implying thereby a disposal of

excess capacitiese.

Among the financial wvariables, 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 wvariables
are significant. In the face of general recessionary
trend in this peried, the importance of reserves in financ-

ing fixed investment comes out very prominently by these

coefficients.

However, compared to 1272, the coefficient of

savings in the next two cross-sections showed an
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increasing and higher magnitudes which were of order .176

and {249 respectiVelyi Qut of these, the'year 1975 has

been associated with twé other factors as well, First
of these relate to a positive impact of cost of borrow-
ings which is of magnitude ,385 units. Second factor
relates to a complementary 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 for this particular years

(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
low e pectations in the years under consideration, the
latter point seems to be more plausible.18 Considering
the year 1978, we find that for this year, the impact of
age of eguipment variable shows a large echo effect. This

implies a replacement component acting prominently to

18, Capitalisation of interest payments - th ough
generally accepted accounting practices (Gaap)
does not strictly validate it - has been one of
the accounting practices of Indian firms. This,
in fact, has been sought to be restricted from a
retrospective effect by a recent government

legislatioq,
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PR
utilise higher amount of retcntions which 15 being reflec-
ted by a larger coefficient (= .249) of saving. This
larger impact cf saving is also comsistent with a compl e-

mentarlty of inventories whose coofficient comes out of

the ordcer .1424 units,

-

For the ycar 1980, the saving coefficient in fixed
investment cquation has remained with a very low magnitude
of order 0074 units only. However, this pearticular ycar
is marked by a high repmlacement need being aptly financed
through capitalising intcrest payments. This is suggested
by the respective cocfficients of age and interest payment
variables whose magnitudes are 1.1820 and .411 units,
Anothor reason of low impact of savings in financing fixed
asscts can be secn in torms of competitive nature of inven-
tory invesimonts which puts a drag on the avallable funds

by an amount of L1538 units.

Inventory Investment BchavinE H

Unlike fixed asscts, in casc of inventory invest-
ment, the damand factor had a stronger impact.,. It was
positive in 1272 with a magnitudinal impact of about 23%
per unit. But the follcowing cross-scction in 1975

depicts a negative impact by an amount of 10 per cent.

—— e

el GRS
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This is consistent with the earlier discussazd phonomenon

cf doewnword revision of expectations. A+ the sane time,
the rising product prices caused by an escalation of

costs of production cwing to oil crisis in the immediate
past alsc liz at the root of this decling in demand forces.
flowever, in 1978, the picking up of accelorator in positive
dirccticns with an impact of 10 ver cent per unit is

depicted,

Anong thoe financiel wvaoriablesz, the influence of

H-

n

avings on inventories has generally been marked as posi-

ct
[

vo,. nHowover, its order and dircetion has been changing
over the yvecars. For instance, in 1962, its influcnce was
the hishest. The order of magnitude in this year was
«423 units. In 1972, however, its influcnce does not
appear as significant in single equaticn formulation.
Thig is followed by nogative magnitudes in 1975 and 1978
£ order .348 and .222 units respectively. Finally, in
1980, again a low positive impact of magnitude - 9ll units
is scene This behavicur of saving variable is in con-~
formity with thz rccessiconary trend in the period under
comsideration. Hore specifically, the negative impact
for 1978 shows that with pessimistic attitudes, the
firms parted with extra inventories and converted them

instoad ints resSclvese. Those rescrves formed directly
cad

—_——
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either part of not worth or were capitaliwed intc equity
by issuing bonus sharcs. This fact is confirmed by a
negative cocfficlent of stock ¢f inventories in this

particular voear,

The year 1975, however, showed a2 lack of rescrves
te finance inventories. This is brought cut by: (a) negae-
tive cocfficiont ©Ff savingsy (b) positive ccefficient of
stock of inventories, (¢) complementarity depicted betweszn
fixed ond inventory investments, and (d) negative impact

value ¢f cost clwurent. This, in fact, moeans a2 high

sscalaotion of costs caused in the wake of oil~crunch in

It is worthwhile tc menticn that, cxXcept for 1975,
gencrally the stock of inventories variable depicts nega-
tive values {(in 1969, 1972 and 1978) or very low positive
valucs (es in 1980) depicting a genceral pessimism in

businzss circles.

Further, in line with influence of savings, the
impact . f cost of borrowings has, toc, shown a phased
movanent from a high megnitude (of 2.082 units) in 1969,
t5 its decline (06121 units) in 1972, a2 movement further

downward with negative valucs (of .872 units) in 1975,
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insignificance in 1978 ang finally picking up agein with
2 positive impact (of 1.1825 units) in 1980, This movo
ment, oxcopt for 1975, mostly shiws a positive impact of
borrewings. This is pleusible in view of tﬁe fact that
short torm credit as a meens to finance inventorices has
been utilised by the Indian firms. The consequent debt
servicing is acccunted to the cost elament which is set

apart from taxable profits.

Govermmoent Policy and Investmont Behavicur s

In the malysis ¢f invaestment blhavicur the adop--
tirn of fin=ncial acceleratoa opproach assumes that daw
pclicy influences the investment decisions via its impact
¢n finmnecisl varioblces., DBoesides, the impact of govern~
ment policy cemes cut from menetary regulations which are
inclusivz =f weuwswses like fixing 2f intercst rates and
ceiling on borrowings as well. Hence, implicd influence
 f fisczl ~nd monctary mcasures is imbued in the estimated

rclations by mcans of cither of the following variabless

a) Savings 3 which include tax based resources
1ike development rebate/investment allowance

and depreciation,

b} Interest payment 2 which agfounts for cost

of external financing being largely




189

determined through fixing of interest rates

and ceiling on borrowings permitted to
public limited companies.

Cut of these variables, as discussed in the pre-
ceding paragraphs, the retained earnings, for fixed
investment, in the time series resulis (except for all
companies level) has emerged as positively significant
for all the sets: The same influence is depicted in
cross—sectional results. DLikewise, in inventory invest-
ment function, excepting two cross-sections relating to
1975 and 1978, the same nature of influence from savings
is depicted. These results generally point to not un-~ 'E
favourable effect of tax policy. But at the same time a
general downward revision of expectations in investment
relating to fixed assets and inventories is an indica-
tion of insufficient nature of incentive scheme to

invigorate the investment climate.

The influence of interest payment has been gene- .
rally shown as positive. Howcver, the respective impact
has been more pronounced in case of inventories. This is
indicative of the fact that short term borrowings as a
means te purchase inventories has been more freguently
regorted to. Coupled with it simultaneous capitalisa-

tion of the cost or utilising the provision of interest
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3 - g »
deduction from taxable profit has remaincd a common

practice among firms,

Comparison with other Studies

Netwithstanding the variations in specification

Q.

and covorage of timo neriods, in the Indian context,

fda

certaln common features of our results to other studies

(bascd on firm level data) arc worth comparing.

B

Ihe general weak impact of accelerator, for
instance, supports tha results by Krishnemurthy and

8 astry.19 Also, the change of sign of accelerator
variable in some of our cross-sectional runs is obscerved

21 Purther, as

bv the studies of Mishra,20 and Dixit.
revealed through agc variable, our results point to an
echo cffect in engineering industry. This supports

Dixit's conclusion but contrasts the senility effcct

shown by Krishnamurthy and S .astry's study for this

- ——

19. Xrishnamurthy and S astry, Op.cite.

20. Mishra.G D, Investment, Finance and the ¥armings
Bchaviour of the Corporate Sector in India,
Unpublished Ph D thesis submitted to 1IT, Kanpur,
197¢5.

21. Dixit, M-R R, op.cit.



particular industry., The positive role of saving in

financing fixed investment supports Krishnamurthy and
T SO | e .
S.astry's conclusions. However, in contrast to their
results, our wvidcnce Ffavours a complementarity between

fired and inventery investments.

Conclusion s

The analysis of saving behaviour carried cut R
within a simultancous framework does not indicate the
sevasty of possible simultancity bias. At the same
time; evidence does not faveoeur any superiority of

recur sive over single equation CLS estimates.

Both the timc series and cross~sectional results
relating to fixed investment function indicate a weak
impact of accelerator. Rclative to other financial
variables, saving assumes a more prominent positive role
in financing fized investment. Cost of borrowings arec
positively influential, however, the significance with
the sme nature is indicated in twe years (1975 and

1980) cnly.

The dominance of replacement compenent in fixed

investment as revealed through echo effect is evident
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as well as in two cross-sections (1978

- lw} it ;
and 1980). Further, the results gencrally connote a

.

T e e » . .
complomentary nature of inventories to fixed assot

investmont.,

The estimates from inventory functions are marked
by an influcnce of accelerator for engineering industry

alonce In line with time series, tiwnew: créss sectiopal Tesults,

4
gxcent for 1975, for other twe cross-sectional vears
(1972 and 1978) positive significance of accolerator
(compared to its impect in fixed investment) is more

proncunced,

Stock of inventcories, among time series results,
is significantly positive for menufacturing alone.
Within cross-sectional results, its role is different
in different years. Out of three cross-sections (namely,
1972, 1975 and 1978 wherc it is significant) for two

vears (1972 and 1978), it 1s negative.

The complementarity of fixed and inventory invest-
ments is generally confirmed by the results of inventory

functicne.

Saving has assumcd 2 positive role in financing

inventory investment. The time series results showlng
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a4 L) = B
this effect are supported by twe cross-sections (namely

1969 and 1980). However, results for other two annual

yuns (relating to 1975 and 1978) indicate competitive

nature of saving tc inventories, This is suggestive of

pericdicity in naturc of influence.

Arniong other financial variables, in inventory
functicn, the rcle of cost ¢of borrcwings does not come
out significantly influcntial in time geries results.

However, cross-soctional results (excepting 1975) indi-

cate its pusitive influcnce,

The rolz of government peliecy for investment

decisions, as revealed through variables representing

ax based veo vy welike saving (which includes deprecia-

£ion and invcstment allowances) and interest payments

(which are dcductable expenscs for tax purpeses) do not

) w{"i'»ﬂ—“”u”-' Havon n ﬂ,\g 5\%—;‘.-'.“‘{&’-1@,'6 & t;{u-i'd ALy

depict an unfavourable, fevision of expectations rclat-

ing both to fixed and inventcry investments pecint to an
inadeoguate naturce of fisczl incentives to wards

invigourating the investmont climate.



Fixed Investment Function:

e ag

Talle 5.1

Time Series Results

)

F »
g{.’- Category Constant ,_'\St_1 Dp‘t—l Intt GRt INVS IF 1INV, Time R R SEE DwW
1. All Public 5.5674 .1308# 3,0368% ~.5224 -1.9004* .7048 - L5650 L4661 5,4556 2.7282 2,1734
Limited (.9773) {2.1923) (2.1005) (-1.3106) {-2.7229) (2.564L)
Compahies
2. -do- -5,5603 L1110%# 4,2442% 2, 7757 =1.08164k% L5B74% -, B731% L6454 8441 6.0675  2.5240  2.0958
{-.6595) (1.9833) (2,8940) {1.7435) {-1.4394) {2.2743) (-2.1295)
3. Manufac- -6,7830 L36T3x 1,5440 ~1.5960%#%  1.29)4 ~.0907 - L4511 .3264  3.4527  7.3327  2.756%
turing (-.4914) {1.8305) (.4397) {(~1.6772) (.9160) {-.4700)
Sector
4. -do- —27.2568%  ,2137RaR 3,340 %+ 7.7017* 0.4798% ~.1058 =2,4812* 7376 6626 9,3715 5,1951 2,7313
{~2,8437) (l.4648) (1.3270) (3.6660) (2.4061) (-.773L) {-4.6729)
5. Englneer- =-10.8155 L1432 =.2043 -.2813 2.2317* L0399 L7328 6721 11.5200 6.7430 1.T7L76
ing (-.4049) (1.0527) (~.0572) (-.5072) (2.,0307) (.1195)
Industry
6, ~do- =-16.6142 L0917 -.3831 3.5305%" 3. 1020% -.0368 =1.4740% 7880 ,7275 12.3956 6.1537 1.7596
{=.6779) (.7268) (~-.1175) {2.0239) {2.8912) (-.1199) (-2.2834)
Notast: Figures in the parenthesis denote "t' valuas
* denotes signiflicance at 35 per cent level
** denotes significance at 10 per cent level
#%## daenotes significance at 20 per cent lavel



Table -2

Inventory Investiment Function: Time Series Results

S. Category Constant AS, Int; GR, Invs IF, time R? R% F Sge oW
1. All Publie =6.7267 .0484 -.1016 1.6961* -~ 1328 .3180% .7802 ,7303 14.9140 1.8398 1.839)
Limited (~.2502) {L.1261)  (-.3864) (4.7825) (-.9821} (2.5854) —
Companies
£, -do- -4,2785 .0357 1.5938 1.9290%  -,2402%%*  2859%  __,3903 .7933  .7342 12,7960 1.8780 1.8529
(-.5810)  (.3092} (1.0417) {4.7191) (-1.4570) (2.2776) (-1.1247)
3, Manufactu- =7,3089 L2097 ~.7356 1.6709%%% . _4063%% . 0646 .3820 2415 2.5963 7.6616 2.3839
ring Sector (-.8487)  (1.1445) (-.8823) (1.3934) (-1.8424) (-,2840)
4, ~do=- -11,6143 .1908 1.7890 2,3260%%% . 3992%% . 2053 -,6986 .3946 .2216 - 2.1730 7,7703 2,3440
(-L.0569)  (L.0064) ( -.4471) (1.4686) (-1.7824} (~.6472) (-.6456)
5, Engineer- 12.5566%%t% 3171+ -.0646 1.1339%%¢ 1377 L0511 - L8974 ,8741 36,7463 4.8193 2.4061
ing (-1.7149) (5.1703) (-.1822) (1.3450) (1.2743) (.3233)
Industry
6. ~do=- =13.4112%%%  3]24% 2821 1,2729 .1280 .0292 -.l385 L8976  ,868B4 29,2457 4.9321 2.4208
{-1.,5958) {4.7195) (.1778) {(1.1987) (1.0793) (.1545) (-.2246)
Notes: Figures in the parenthesis denote 1t wvalues.
* denotes significance at 5 per cent level

#* denotes
*##* denotes

significance at 10 per cent level
significance at 20 per cent level.
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Table 53 (a)

C" R .
saving Functlon__i Cross Scctioncl Result

51, - Tyvpe of
vo., Yedr Estimate ConRstant Cry CFo_4 Ch o 17,
Lo b
1 1869 oLS L6761 9012 Ty L1675 —.oe7o®
(1.4582) (37,0402} (-2.6529) (-.,usﬂ) {(-2,0482}
2510 3.2006% 1.0c42¥  _,20067 7" L1583 -.8127%
(2,5079) (1£.70%7) (~2,1248) (.GC53) (-2.2707)
¢ 1072 Cl- = 2017 973y Y —.912&* -~ 1505 e
(=7.47858) (87,7990  (~15.9761) (=2.5269) (LECT72)
25LL L1627 co1g —.8722%  _.21e1¥  .,op1a¥¥X
{ L2572) (C4,1¢50  (~13,5515) {(=3.0717) (-1.413D)
3 1275 CLS L7207 %% o120 ~.o0eX ~.3050%  _.01¢c¢
(1,6749)  (47.9654)  (=0£,3083) (-2.2158) (~.0321)
251s ~.1755 oot ~1.8521% -~ necs Lienp XX
(~.2750)  (237,10210  (=4.0754)  (-.5604) (1.%47.3)
4 1c7g oLS . nene ¥t meoe _.6e7n -.re74% 0083 ¥F¥
(01.0092)  (34.6431)  (=6.9411)  (=2.1927) (-1.3626)
25LS -.443307F aripX — GOET¥ o 07a0%% _ ogaofHX
( 1.17C4)  (20.¢8¢7)  (-6.0018) (~1.7237) {(~1.1°77)
5 19¢C CLY 2.2350 .008% I Y A R+ { AL S IATHP:
{7.3¢45) (.3209) (1,7000) (~2.72724) (.7474)
Ay N
251 2,1771 -, 1470 .91304 21,2676 35,2710
(.E6028) (-, 4361) {.2729) (-1,4514) (,7025)
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-.0101
(~.80264)
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—.0042
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LT By ¥R
(1,C752)
(~.2620)
-.0001
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-, 0000
(—.bJ1")
—.0Bg2X¥Y
(-1.4292)
-.0cT8
(—.C74R)

r\o"}«
(o- ’40)

o,5931 %%
(1.7 £5)
12,7974
{(.2/71)
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LS
o173 .5rga¥ .1026
(1.:C7J) (7.7129) (.5210)
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(2.0140) (2.0403) = 24 J)
—.C10o XX LOrGn ¥ L1690 ¥
(-1,80003 (r7,7002) (2.6694)
-.0010 oe7a L2563 ¥
(-.12468) (17.5C45) (2,109C)
L0130X¥NY 1.0717% L23002.%
(1.22¢7) (C.6297) (2.0727)
-.0220 1.6621% ,0845
, (=.2354) {(4.1742) {.4423)
0027 L7007 ¥ .03563 |
{.1067; (r.G522) {(,9538}
L2055 ocan X L0277 !
(.3010) (C.2736) (.69€9)
-.2502% —1.4751%%% 2.5200%
(_p,3200} (-1,5050) 3.1931)
L1600 ~1,2001%¥¥XY o 5onp ¥
(=77 2) (~1.1009¢) (2.3292)
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Table 5 3 (a)

{evtiviued.

R R? P SEE Div
.S686 9647 244,0140 2.1425 1.6394
.0691 L0651 207, 7884 2.1279 1.7276
L9974 Loe7r 3047,3135 1.0736 1.8527
» 9274 L0971 312e,£58¢ L9008 1.0644
.eea7 L9773 691,666 1.3300 1,9673
L9883 L9271 65C. 1866 1.8376 1.9657
.9¢49 .0943 1563, 1475 2,0770 1,7355
.9248 L9072 1522,0445 2.0282 1.8828
£C00 .0433 48.0466 15,0509 2.2130

8534 8348 45.0477 16.3747 2.2751

lote + Trhe volues in

poarentheses derncte

denotes significznece ot 5 pox

'£!' values

cent level

e fencotes sicnificence 2t 10 veorcent level

#¥% (ol otes significocnce tt 20 p2
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CHAPTER VI

T T

LI TER-FIRM VARTATIONS IN CORPORATE SAVING BEHAVIOUR

As the analysis presented in the previous chapter
is aggregative, it does not reflect the inter-firm varige
tions which might exist within an industry., This chapter
highlichts such variations by focussing attention at a
more disaggregated level, The analysis of such varia-
tions at the firm level assumes importance because the
growth prospects and investment opportunities of firms

of different sizas even within the same industrial belong-

Hh

ng do differ. Likewise, various factcrs such as internal

H-

ccononaies, market conditions, turnover, earnings, availlabie-
lity =nd cest 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
internal funds in order to meet their growth require-

ments. This is justified in view of the limited access

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

e e sk a m  ———Ey = e LTy
-

Le + ig important to ncte that both the expenditure
associated with equity floating as well as the risk
of poor response tc the issue of smaller firms
might considcrably deter these business units to
depend more on the external finance.
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large sized corporations enjeving a cood reputation in
the capital market and having an easy access to this
source of finance might have a lesser dependence on the

plouwghinge back of profits.2

~fv size aspoect assumes further significance in

mocern corporation.  With growth in size, a widely

)

dispersed sharc-owncrship pattern makes the distinction

between ¢imers and managers as more pronocunced. The

snar.-hold.rs have a little sav in decision making pro-

cessy whzy de net take much interest in the company
affairz: and the approval by the shareholders of any of
the decisions including dividend declaration and plousgh-
iag boclh of profits inte productive activities remains
only a matter of formality. In the absence of the effec-

tive contrel from the sharce-holders the management

ight not always act in the¢ best interests of the owners,
Tt is rmite l1ikecly that in such a situation shareholders

we deprived of their due share in profit allocation,

The studics so far conducted both in India and
abroad, aro inconclusive, Wnile some of them

an indopwendence of retenticn policy to

Firm size, the others suggest this factor to be

an infliucntial onc. Even among those who support
slze-5aving roelationship, they differ on the issue
of itz magnitude and direction. See Infra, pp ee-4¥,

Chaptcr 2.

contond
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Maintaining a stable level of dividends with respect to
nominal capital, the increase in profits may be utilised

in reinvasting in channels preferred by management, This
investmcent may not be optimum3 in the sense that 1f dis-
tributed the same profit might find more returns in alter-
native investment aVGnues.4 Further, in view of their

owvmn intercsts the managemont might set a pattern of expendi-
ture faveuring themselves in terms of high grades, increa-

5
svd porks and facilities ete,

The evolution of managoement in the Indian context,
hovever, ans boon on o different line., Here meost of the
large firms have linkages to different industrial houses.,
Prior te leogal 2bolition of managing agency system, the
managoacnt in these cases has been traditionally a family

affair.6 Even with the existing systam the basis of being

1

3. Soloman, E, The Theory of Financial Management,
Noew York, Columbia University Press, p.51.

Cordon M J and, Th2 Invegtment, Finaricing and
Valuation of the Corporation, Homewood, 1962; and
Foibrailnh J K, Theo New Industrial State, New
Amorican Library, 1967.

5, Williamson, O E, op.cite.

&. Hagari R K, The Structure of the Corporate Sector:
4 Studv of Concentration, Ownership and Control,
Lsia Publishing Housc, 1966.

i

e e e ad
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in the beard of directors remained either dominant sharc—
hvnership or family ties. In case of compaﬁiLs belonging
to industrial houscs, as I—Iazari7 polinted out, the real
"seat of power™ lies with those whe nominate the members
of board of directors. Besides, as the RBI surveyB of
share-~owncershin reveals, the dominant share-ownership in
cur country rests with different institutilons like the
Life Insurance Corporation of India and other term lend-
ing institutions. These institutions dec have their
nominee in the company's management boards., In the above
situetions, the dividing line between management and
owners does not emergc very clearly. Yet, as far as
share-holders' intercst is concerned, there is bound to
be a diffcorence in decision making as bhatween widely

held large corporatiocns 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 factecrs underlying management decisions at firm
lcvel regarding adoption of a particular saving policy

can be studied more appropriately by concentrating on

7. Ibid.

8. RBI Bulletin, Bombay, Fcbruary 1968, p.l4l.
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firms identified by different size groups.

Prior to demarking a firm as being small or large,
it is nocessary, however, te choose the zppropriate
criterion from among the number of available criteria,
mecant te measura size.9 The ultimate choice, in fact,
nas te bhe based upen objective criterion, usefulness and
egase of aviilability of a particular measurc. For this
purpose, there exist several physical as well as financial

M_asSuUrcse.

Physical measures 1ike employmont are more suited

ci
G
A
[1s]
part
o
N
7
‘J‘

ich doenls with aspects of firm invelving

labour, its productivity and prcblems asscociated with it.

Tae financial ncasures could be further classified
inte flows and stocks, The major financial f£flows arc value
added, sales, profit (grogs or net) and pay rolls. As
regards value addaed, although it is free from valuation
prceolamn bewitching the assct measurces, it is not frec from
prabloms assoclated with the price changes-over a period
cf timu. Sccondly, in casec of small firms, managanent
costs ond coot of dircectors constitutes a large part of

G, Bat;s, J, “Alternative Measures of the Size of
Firms", in Hart, P E (Ed), Studiles in Profit,
BuclnuSo and Investment in UK, 1920-62, Ceorge
Z23Ten and Unwin Litd, London, 1965, PDPe133-149,

I
\
i
|



value added resulting thereby in an overstatement of net

cutput and cver-estimation of size.j'D

Sales as a measure of size is more suitable for
industries and firms having similar capital /output
structure but owing to problem of vertical integration
it is not a satisfactory measure; such a measure will not
distinguish between the firm in an industry having the
same share in the total output, if one manufactures all 5
of the components on its own and other while buying it !

from others merely assembles them.11 i

Like sales, measure of size based on profit criteria
has 2n element of volatility. Though this element of
volatility can be avoided by using average over a suitable
pericd in which such variations cancel out e¢ach other,
vet definitional problem about profit, the differential
deprecciation and dividend policies pursued suggest the
ugse of this measure in gross form and its appropriateness

. . 12
more in a relative sense than in absclute one.

—— s e srn

10, Bates, J, "The Prcfits of Small Manufacturing Firms
in Studies in Profilt, Business Saving and Investment
in the United Kingdom, 1920-1962, Hart, 1965,
P 181~2124

11. Harris, R and Solly, A _Survey cf Large Companies,
London, Institute of Economic Affairs, 1959.

12, TFlcrence, P 8, "S8ize of Company and other Factors
in Dividend Policy", Journal of Royal Statistical
Socicty, 1959, V.122, Part I, pp.7/-98, and

Bates, J, Cpa.cit., ref.lio
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Finally, pay roll as a financial flow measure is
closely related to employment criteria, It has its useful-
ness in examining relative fringe benefit position of

employees in different firms.

All of these flow measures, as described in the
preczding linesg, are closely correlated to each other.
Therefore, use of one of them to assess the impact of
other as a size measure will not adequately setve the I
pUrpese. aApart from this, any of these flow measures

will point to the same end results.13

Zimong 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 1lts ease of availa-
bility in the balance sheet. However, there are many
problems related 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 acqording to change
in price. Second, total assets criterion (fixed plus
current) contains an element of cash and other liguid
assets which is hicghly volatile as it varies with regular

purchase and repayments from the debtors. Third, the use

13. Bakes J, Op.cit., ref.o.
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of fixed assets criterion (i..2., total assets excluding
the liquid element) does not adequately represent the
scale of operation. &nother criterion namely,. net assets
(share capital + reserves plus long term liabilities) or
net worth is free from this volatile element. It excludes
current outside 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 would under-egtimate 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 proklems.

For gquoted public limited companies market valua-

tion can be a good size measure provided we have perfect

stock exchange markets where valuation of firm uninfluenced

by temporary disturbances might truly reflect the earning
capacity of an enterprise to which considerable 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-~wlse analysis is to focus
on the inter-firm variations presumably existing even

within +he same industry. The study of various aspects
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of this variation can be done from points of view of
firms as well as share-holders. As far as former's point
of view is concerned, adoption of any of the abovas finan-
cial criteria would suffice., However, regarding the
latter consideration, most plausibly the shareholders
interest in the firm is more adequately represented by
thelr share or paid-up capital. Therefore, this measure
has been chosen as our basis to ciassify the £irms,.
Accordingly, as shown in Table 6.1, a 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.,0 to 10 lakhs.
The largest size firms totalling upto 25 fall in the
paid-up capital range of Rs.l crore and above, The rest
of 48 firms belong to the medium and large paid-up capital
group range of Rs,10 lakhs to 1 crore. These medium and
large firms have been further sub-classified into three
groups depending upon their paid-up capital falling in
the interval of Rs.10 lakhs to 25 lakhs, 25 lakhs to

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

Growth Rate @

Table 6.2 presents exponential growth rates per-

taining to some of the important variables of companies
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by different size groups. 2Among the broader classifica-
tion of firms, we find that eXcepting total asscts, growth
rates for all other major variables show the highest values
for the smallest companies whereas the lowest is projected
for the largest companies. However, within medium and
large companies, this trend is hot easily discernible.
Three major variables namely rnet worth (NW), 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
yhaving paid-up capital (PUC) from Rs.25 lakhs tc 50 lakhs |
zre shown to have the lowest growth rates for all the
variables except share capital. However, viewing all

hese growth rates one finds an existing differential

among firms on account of their size.

Ratio Analysis 3

This inter-firm variation among firﬁs of the same
industry should be reflected in their fund requirements
and saving behaviour as well. Confirmation to this can
pe 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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classification of companies shows an increasing average
propensity to save. Only exception is the smallest size

companies (having paid-up capital uptc Rs,10 lakhs) for

-+

which the average saving has fallen in the last quingue-
nnial (from 62,08 per cent in 1971-75 te 57,77 per cent

in 1876-80). The average of thig brcader classification
does not lend any supportive evidence to the hypothesis
that the largest or the smallest companics saved the majcr
chunk over the entire period. In fact, each five year

average depicts a different dominant saver.

If we take a view of the further threc-fold classi-~
fication which comprises the broader group of medium and
largoe companies, a different picture emerges. Among these,
the larger companies (with PUC of Rs.50 lakhs to 1 crore)
shows an increasing average for the entire pericd. Regard-
ing the remeining two, however, this consistency is not
observable. The smaller companies (PUC Rs.10 lakhs to
25 lakhs) show a steep decline in the second guinquennial
with a recovery achieved in the last quinqﬁennial. The
nedium sized companies (PUC Rs.25 lakhs to 50 lakhs) show
an increasing value in the first two quinguennial. If we
look at the highest and lowest saver for ecach of these
periods a mixed trend is ohserved. In the first two

quinguennials, medium sized companies saved the most
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(52.207 paer cent and 58, 389 per cent) whereas the last
quinquenniai pfojected the larger companies as the highest
saver (76,167 per cent), The lowest saver for each of
these quinguennials remained the smaller companies

(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.

Thus, the gquinquennial averages provide an evidence
suggesting a differential average propensity to save for
each of the size classifications but remains inconclusive
towards denoting the highest or lowest average propensity
to save throughout the pericd. This is brought cut by the
averages for the entire period from 1966 to 1980, which is

also prescnted in Table 6.3.

A glance at the ratios given in Table 6.3 points
out that the medium and large companies are the highest
saver (63,055 per cent) and the large companics are the
lowest saver (57,208 per cent). Within the sub-classifica-
tion belonging to the medium and large companies, the
larger companies show the highest average saving (69.59
per cent) and thé smoller commanies show the lawest
average saving (10,795 per cent). Size differential,

thercfore, as pointed out by these ratios, indicate that
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it is the medium znd large companies which have saved the
over the entive peviod wherveas the LonErt sowved the leg st

Masty Within the medium and large companies, the highest

saving is accorddd by the largest companies 2nd the lowest

by the smallest companies, In other words, any hypothesis
relating to the smallest or largest companies as being the
nighest or lowest saver appears to be more pronouﬁbéd
within the group cf medium and large companies rathef than
the broader three fold classification.

Regression Analygis ¢
- ,

We have further attempted to explore this aspect
by using time series as well as cross-section analysis.
The period c¢f time series extends from 1965 to 1980, This
provides only fifteen degrees of freedom., In order to
increase the degreecs of freedom dummy variable technique
has been applied, Since weiiﬁfee~fold classification
of firms, two slope dummies, each representing one of the
sizes, are introcduced separately for every explanatory
variable. These dummics arc uscd by pooling cross-
secticns of three size-groups. This procedure increases
degrees of freedem to 44, The same methed of pooling of
observations and dummy variable technique is rescrted 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 fimed assets of their respec-
tive size groups.lé At the same time second lags and
lags of investment variables are dropped to circumvent
the multicollinearity which emerges with the introduction
of & large number of variables in a single equation run.
With the availability of adequate degrees of freedom for
two 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 show that the dummies are significant for medium

14, This delfation by the gross fixed assets of respec-
tive size groups will eliminate the inter-firm varia-
tions within a particular 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 (i.e., profitability}. If there is
a distinction between two size groups, in their saving
ratio or profitability, this will be reflected inspite
of the deflation proccedure. However, given the fact
+that all the firmg in a particular size group fall
within the same range of gross fixed assets, the
deflation procedure to that extent will eliminate the
inter-firm variations within a given size group.

IR

-



213

and large companies. Statistically, the difference
between these durmies is also significant. Both these
factors portray a differential in magnitude of impact
pertaining to cash flow as well as fixed investment.
Likewise, within the medium and large companies, the
dumnies are significant for smaller companies (having
paid-up capital of Rs.10 lakhs to 25 lakhs). This
depicts the differential for the firms of this size with

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 favts tougether
implies that the gtrowth requirements for the medium and
large sized companies put a greater burden on resources
as compared to other size groups whereas 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 énd large companies which are pre-
sented in Table 6.5. As shown in the Table, a. coeffi-
cient for this group of companies, except for 1972, is
positive. This confirms that for these firms marginal

propensity to save exceeds the marginal propensity to

spend.

The wvarious values of 2, coefficient are positive
except for 1972, The same coefficient for engineering
industry has been negative throughout, This difference
between signs of a, 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

valuecs of this coefficient shows that the investment in

fixed asset was dominated by new expansion.

The values of sy coefficient, too, unlike the
industry level results, depict a positive impact of
inventory requirements. However, for the annual runs

for large companies alsec, this influence is positive.

2gain the contrast could be seen between industry
level magnitudes pertaining to a, 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 ‘o ' relating to these
companies show that there was 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 companles results show an upward and 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 yvears 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 the 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 adjustment coefficients
relating to inventories, too, depict that for the medium
and large 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 showed 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 when the industry was
witnessing a downward revision of expectaticns 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, while generally a good recovery and realisation is
portrayed, these firms alsc 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 8, coefficients are higher for these fimms.
This implies that 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 cencourage small scale entrepreneurs, the
bank 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 glgantic
profits. Consequently, proportionately, thelr size of
reserves grow each year. Further, by virtue of the large
size these units are able to withstand market uncertainty
and plan effectively.15 If such units approach capital
markets, they get an overwhelming response due to their
well-ecstablished reputation. Consequently, the large
sizod corporations need not worry about finance from
external sources. In contrast, the medium sized firms

have to bother both for their own growth and their

15, Galbraith, J K, op.cit.

—~——— maem
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reputation 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 with before approaching the market, The

external finance, thus, for the medium and large sized |
companies becomes a matter of efficient performance as
well as rcascnable competitive return to shareholders. ;
This fact, 3indeed, is borne out by the respective statisti-

cally significant dummies which point to higher marginal

propensity to save and higher impact of investment regquire-~

ments and the relevant eXpectations and adjustment coeffi-

cients cf 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
o its opportunity cost which is associated with alter-
native investment opportunity. If this opportunity cost
is lower than the cost of distributing earnings, the

company managcment can be considered to be acting

rationally.



219

Besides, cost of retained earnings can be consi-
dered both from the point of view of owvners 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 ihvestment being
made by them, the savings are not justified, I+ will not
add to the net present worth of the sharcholders by the
same amount had it been distributed and independently
reinvested elsewhere.  In this case cost of savings is
mere compared to dividend disbursals. From management's
angle, rctention might be prompted as well by the desire
to invest in an alternate avenue with a motive to acquire
a majority contrcl in an another firm. However, the yield
from the external investment should at least be equal to
the return which the firm can get within itself. Thus
from both points of views, the cost of retention should
not exceed the cost of distributed earnings. The measure-
ment of the former, ideally speaking, should include con-
siderations like personal income tax, capital gains tax,
under-writing 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 corracted management's best estimate
of future earnings which could be feasible in +the absence
cf the proposed capital expenditure. His concept is
expresscd in the following formulas

CCSt cof R,E = EF |

o i

there E; = Management's best estimate of future earn-

ings which could be feasible if the pro- '3
posed capital expenditures were not made.

P = Present market value per share.

Hewever, the above noted best estimate of future earnings i
is nct an unambigucus concept. A& better alternative o
it can be in terms of return on ordinary shares which can
be obtained in any other industry, with an
equivalent certainty. The securities with fixed ylelds
and government securities with higher certainty cannot

be considered as an optimum altermative, For our purpose,
rherefore, the net dividend yield on variable dividend

sccurities (i.e., gross dividend yield plus appreciation/
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depreciation in the market price of the shares) corracted
by share prices, has been adopted as the measure of cost
of retained earnings, The counterpart of this measure
lics in the concept of the cost of distributed carnings.
By dividend disbursals, 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 earnings constitutes an opportunity cost
equal to an after tax profit rate of return on the exist-
ing network. A comparative assessment of cost of retained
carnings and dividend distribution will justify the mctive
behind pursued dividend/saving policy of the management.
As long as the ratio of cost of retained earnings to cost
cf dividends does not exceed unity, the retention policy
pursued can be justified as acting in the best interests
cf sharcholders. The Table 6.6 presents the ratio of
+hese costs for different company size groups. A cursory
glance at these ratios reveals that cut of the three
brcad classificatlons, it is the medium and large compa-
nies fcr which cost of retentions exceeds the cost of
distributed earnings. Also; as noted earlier, we find
that this company-set, through its expectations and
adjustment coefficients, is showing an influence of

investment in new assets. These two facts relating to

[
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cost and investment 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 with the competitors, but at the same time
overlooked sharcheolders' interest to finance their invest-
ment plans. Heowever, at this juncture as explicit cone~

siderati~n cf the investment behaviour of these firms is

in eorder.

Fixed Investment Behaviour of the Medium and Large

Companies : Cross—sectional Results :

The results relating to fixed investment functions
for the medium and large companies are presentéd in

Table 6.7,

Generally, the influence of accelerator is statisti-
cally absent. The only exception is the year 1972 where.
it has a positive significant coefficient of magnitude
.145. This general absence of accelerator points to the
weak 1link of demand factor to fixed asset expansion. The
basis of planning investment for firms in the Indian con-
text, in other words, does not rest with immediate change

in demand factor.

rm ————ny s ]
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The age of equipment has remained influential in
three cases. These relate to years 1969, 1872 and 1980
respectively. Out of these, the year 1969 depicts a
senility effect whereas the other two years namely 1972
and 1980 show an ccho effect. These effects, in fact,
tally with the trend of these companies as revealed

through their adaptive expectation coefficients.

Among the financial variables, the savings are
influential in three years namelyi1969, 1978 and 1980.
Howaver, out of these years: (a) for 1969, inventories
had a complementary influence, (b) for 1980, echo effect

was 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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Lnventory Investment Behaviour of the Medium and Large

Companies : Cross-sectional Results 3

Unlike the fixed invéstment, the influence of
accelerator, in case of inventory investment, is marked
in three cross-sections. It has been, however; negative
in two cases (Teble 6.3). The magnitude of impact, except
for 1969, has been low. These resulis are in conformity
with general gloomy outlook in investment activity and

weak link of demand factor and inventory investment,

Among the financiagl variables, for the inventory
function, unlike the fixed investment equation, the
intecrest payments representing the cost of borrowings
has emerged influential for 1969, 19272 and 1975 respec~
tively. TFor these years fixed investment had a comple-
mentary influence, Further, for 1969 and 1975, stock of
inventories also had a positive influence, Thus, for
these two years, the need for maintaining stocks of
finished goods as well as the running of the plant with
utilisation of existing capacity marked the inventory
decisions. However, for 1972, though fixed investment
has cmerged with a complementary nature, the negative
influence of stocks coupled with positive coefficient

of intercst payment indicates a capitalisation of cost

\
[
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of borrowingss For 1980, the significant but marginal

influence of savings coupled with negative accelerator

indicate the usefulness of reser&es to support invento-
ries in times of adverse turnover;

» 0 *Q
Saving ~ Behaviour of Large Corporations&!

The various values of expectations and adjust-
ments coafficienﬁs 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
upward 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 corporazticons, 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 MRPT 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.X, op.cit).

The recent amendment of the MRTP which ‘raises
the limit of total assets from the presently prevail-
ing Rs.20 crores to Rs,100 crore for a unit to fall
under MRTP act will alter this classification for

many of these corporationse.
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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,

Fixed Investment Behaviour of Large Corporations 3

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, exeept for 1978,
the same nature of positive significance of savings in
denoted for this set of companies. However, in 1978,
the coefficient of saving variable is very low. But thisis

the only year results for which denote significance
of interest payments and that too with a positive nature.
These fact: show that generally for large companies the
decisicn making regarding fixed assets was more governed
by their own resecrves and the resort to borrowings had a
very limited say. Further, such influence of the tax
based rescurces throughout the pericd (encompassed by
the cross-sections) is consistent with the tax planning

whereby profit tax payment was minimised or set for no
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payment.l?
Further, the insignificance of the age variable
except for 1975, portray that replacement needs seldom

formed a dominating factor in the investment decision of

large firms.

The role ¢f 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 1s that in the case of fixed investment
function whenever 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 %or planning which utilises the clause
relating to tax incentive scheme, has begn raisad
as a pointer to the fact that the incentive scheme
is fraught with discriminatory advantages for
large sized firms (See for instance Ninen ,7.w

o nel an'j“r,C-U;'ze‘fU Tax Gyowth'', Lndia Tadny ; feb 22, \a%3,
JPP |2 -V25
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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 3

As in fixed investment function, the role cf
aécelerator comes cut for two cross—-sectional years of
1978 and 1980 (Table 6.11):; Anoclogous tc influence of
inventory investment (in fixed investmént ecquatitn), the
fixed investment in the inventory equation, too, comes
oul with the same type of influence in the respective
years. These results indicate that whenever demand
factor showed a positive influence (as in 1978), the role
of complementary nature between fixed and inventory
investments is highlighted. This implies that whenever
+here 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 comp. eted
with each other suggesting that with an adverse turnover,
the maintenance or repair of existing stock of fixed

assets comp eted for the avalilable funds.,
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&nmong the financial variables the role of'interest
paymént 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 the sake of building up inventories.

The role of saving has been crucial and changing
in accordance with the general conditions. For instance,
it supported the inventories when a particular year (like
1969) was 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 inverntotiects 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, with medium and large companies for whom the
significance of stocks is marked for four cross-sectional
runs. BEmerging implication is that for large corpora-
tions the inventory stocks seldom formed among a major

consideration in their inventory investment decisionse.

PE R |
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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,
Growth 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
save. While quinquennial averages remain in-conclusive,
the overall average for the entire 15 years' period of
analysis depictd medium and large companies as thé
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
nigher 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:

l.

Unlike the industry level results, the coefficients

fof fixed and inventory investments (i.e., a. and aB)

2
are positive for the medium and large companies.

This shows that investment in fixed assets for these
companices was more in new expansion, This alsc indi-

cates inventory motive as acting positively to

increase saving.

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 goods.

The role of capital market imperfections is most
noticeable for the medium and large companies. This
is revealed by their investment and dividend poli-
cies., The regquirenents 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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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
prominently in financing fixed investment. However,
positive effect of interest payment is marked in
inventory functions. The evidence favours a com-

plementarity between fixed and inventory investments.

The results of cross-sectional analysis for the

large companies point to the following significant fea-

turess

1.

3

The influence of investment planning {(for 1972 and
1980} comes out very prominently for the large

corporate gaintse

The role of savings is very significant in financing
fixed investment decisions of large companies. This
supports the evidence that large compénies using
efficient tax planning availed themselves of the

figcal relief to the extent of zero tax payment,

The role of demand conditions is very crucial.

With a positive accelerator a complementarity
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between fixed and inventory investment is shown.
A decline in demand, on the other hand, shows
inventories competing with fixed investment. These

results arce confirmed by inventory functions also.

The role of interest payment as a tax saving device

comes out in inventory functions,

The rcle of saving is crucial in financing inven-
tory investment. It acted as a hedge in adverse
pericds but in favourable periods, it had a compet-

ing influence: and

The evidence suggests that inventory stocks never
formed a significant decision variable possibly

S e s \
because of the monoppnistic nature of large firms.
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TABLE - 6.1

e e

Size by PUC No.of Companies
Rs; 0-~10 1nkhs 08
ls. 10 lakhs -~ 1 Crore 48
Pry 1 Crorc & abhove 25
r-, 10-=25% lakhs 13
The 25=50 lakhs 16
P., 50 lakhs to 1 Crore 19

e mar mr 4 e e e A A . e ot e L S S L i A it L 0 At ot o Sk S s S S S

* DUC = Paid-up Czpital



Table ¢- 2

Exponential Grawth Rgteg: 1966-8D

Siza by Total Assets Gross Fixed Net Warth Share Capital Sales
Paid-up Capital {(TA)} Assets (GFA) ( Nw) (sC)

fs. 0-10 lakhs 12. 4730 10.5713 12.2079 8.1397 19.2571
Rs« 10 lakhs-=1 Crx 12.5726 -10. 2144 8.7926 5.5384 15.6034
Bse 1 Cxr & above 9,783 10,1659 §.4480 5.4048 13.3997
s, 10-25 lakhs 14.9795 11,4705 5. 6029 4,4621 15.9034
5., 50 lakhs-l Cr 12,9840 10,0323 10,1295 5,7822 16,4602

Suufce: Official Stock Exchange Directory, Bombay.

-
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Table 6.3

QuinQuenrial and Overall Average Saving Ratios for Firms

T et im e s v rm i e e e e e G e e e b e ———

of Different Sizes

T e 4 B e kA e o —

- T R T K e et e Rk A e L Y Bt &b kbt e Bt i e ek b o bk s b s et s vl B e Bk bk

Size by ruinquennial Averate Oveyaél
TPaid—up Capital LT T ToTTmm e perioc
& 1966-70 1971-75 1976-80 Average
e e e et 196680
M. 0-10 lakhs 47,580 62,08 57773 58.2%0
Fzy 20 lskhs -
1 Cr-ro 47,412 52,443 70 367 63,055

ey 1 Crore & =above 43,819 52.561 60,6463 57,208

fz. 10=25 lrkhs 44,155 n.c. 38.75 10.795
e 25-90 1zkhs 52,207 5£.389 8.242 43.138
Pz, SN 1akks -

1 Crorc 45,219 58,143 76.167 69,59
Sourcc Same ar ahove
Yate o .. = not computed sinec. either numerator or

denominator was negative,

JETS S |



- 237 -

Table 6,4
Regressions with and without dummies

{(Three Zrozd Groups and three sub-groups within Medium and. Lavye:Companies)
51.

Constant CFt CF GE INV

1o, — - 0
o1 t-1 1P, £
Lo (52835 .8516" - .4176  .3826%  .0003 L0165
(21.4721) {-3,0420) (2.3225) ( 025®) (1.5885)
2. - 1567 .8522%  __o0es¥ 2306 ~.0023 L0180 %
(-.33890) {22.2427) (-2.0703) (1.3988) (-.2279) {1.7801)
3. .c744 .8660%  -.3136%  .2377  ~.0152  +0215%
(.2378) (21.9C87) (-2.765%) (1.3326)" (L,9749) (1.9860)
4. .0944 .863¢%  _.3s77% L33t .0011 .0140 ‘
(.2378) (21.2683) (-.2,7468) (1,9793) (:-1031) (1.0161)
;
5, -.1010 .8458% -.3084% .2100  _.c176 .0434%
‘_.7146)  (18,6755) (-2:0572) (1.2205) (-.7217)  (2.0865)
L 1e1® Lea22% _lase2®  Lc239%  _lomis* Looss
>LP%1) (52.8813) (-2,8308) (2.6888) (-2.8954) (.8418) |
t
- 1. esoN .s4s51%  _.ace2®  Lasae”  ~.0292% L0045 :
fL2,0078Y (49,7242 (-1.9948) (2,0315) (-2.5487) ( :5118)
: Lemn ™ o3ga ™ _.3740%  L3ms3¥  Looo2 .0067
y_n11) (£3,2568)  (-245058)  (2,4%39)  (.01%9) ((.8033)
o, —r.n37v Loead¥ _L3sor® Lagos®  LL0311¥ Loooa
(23 -mig) (51.0647) (-2.4247) (2.4541)  (-2.6899) (,5945)
<. _eont® Lovoet _.3e37t La013% .0219 -.0052

(-c.2724)  (#2.6133)  (-2,4886) (2.4476) (.8923) (-.2992)

(
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Toble ¢ b Conhd.

FDy cro, TFL, 17T, 1D, VD,
.0397* 236 _ - _ _
2172685 1.,a0nn)

- - -0374** .olgl _ _

(1.2001) (1.,1973)
- - - - L0260 -.00'2
(1.2799) (-.0771)
LoD Lo 0333 ~-.C138 -£iz1 -.03%21
(.3712) {i.4320) (.7062) (.2004}) (-3730) (-1.6206)
—.0078 -.5005 - - - -
(~.4470) ({(-7.2726)
- - —.r328% - .0266 - -
(-2.0227) (~1.6517% )
- - - - -. 0030 -40106
{-,1752) (-.5964)
%
L0265 - 0282 - 0580 -.0217 .014¢ .0254
(1,3785) {(=.57"7) {-2.7550) (=5222) (.7018) {.9034)
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]—&L1E.C‘Ll L_,MH N

—_ #____.i_,_____- R F SEZ foie

9653 L0842 238.3338 .6285 2.2926

. 9720 .9687 183,6443 6062 2.2722
LG712 L9857 17¢.2741 .6150 2.3399
L2700 L2644 171.2859 L6271 2.2221
8742 . 3657 113.6732 .6154 2.4835
. 9817 © .9906 934.202)1 4082 1.7849
«9920 L5205 61,0099 . 4976 1.77¢C4
PR L3912 714,0035 L4790 1,9442
L9018 .99 02 €40, 0196 . 5057 1,785%0
PR L0013 A58.2194 L7771 2,1420

Note : The volves in the perentheses denote € values

* denctes significunce at 5§ percentlevel
* ok cenotes sicnificance at 10 rercent level

A 4w

-,z

denotes significance at 20 percent level

Results Fvom S Ne 5 b8 5  velade 4o dhyee broad groups of Campanies

Resutts vowm S:-Neg ¢ 4w l0 vefate 4 dhyee S‘ulo-?-rlmrs within

v

lmae Cowpoanies.

ediwm
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Table 6.5

Evpectation and Adjustment Coefficients

(Medium and Large Companies)

Yeax a,
‘—F,

1969 1,042
1972 -4 173
19875 .822
1978 1,00
1980 LBE2

.002

-.075

.0C19

. 000€

3.9015

ay a, ,d' B Y
.0022 1.504 ~-12.85 ,7069 .888
.0097 2.38 0 -4Lo -2.0093 1,03
L0091 -1.798 6.9454  0.3033 1,193
-.00003 -1,016 0.5858 3,333 1.00
2.9737 .9386 1.0025 11,0171 1.1117
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Table 6.6

Ratio of Cost of Retention/Cost of Distributed

Earnings_(1966-80)

Size by Paid-up Cost of Retention/Cost

Capital of Distributed Earnings

Rs. 0 =10 1lzkhs 0.8100
Ris 10 lakhs to 1 crore 1,011
Pee 1 creore and asbove 0.809
lie 10 = 25 lakhs 2.450
Rse 25 -~ 50 lakhs 1,346
s, 50 lakhs to 1 crore 0,905

Source : Same ~As above,
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Table 6.7

feiction Mediuvm & Lerroe Corpat .

* danotes
*k denotes
*** denotes

*k+k denptes

significance
significance
significance

sigrificrnce

at S5 percent level

at 10 percent level
at 20 percent level
at 30 percent level.

N

ii: vear  Constent 5., o, Int, e Inv, .RL B -
1. 1960 7. a05¥ Gy ceaz® 1188 3877 1469 § 713
(2.7367) w3 (tLiesg (2,0812)
Eyy . X -
24 1972 -6,0208 .3t 1,5708 LU S L1019 3759 +3375 5 1153 10
(=1.40am) ) BT ST A - NEXSY
3. 1975 -3.2748 '3 1174 78 L1270 3905 * 7308 T2 21 8131
3. 3 2.2 - J10a . 1478 . . . . .
(=.3970)  {<,4711)  {.31256)  (1.€706) {.F041)  (P.G4SE)
4. 1978 5.3606 (319 L4341 -.22°3 L2798t 1017 (2468 1564 3 7499 1
{.927E) (8571 (4539} (-.6278)  (1.8203} (1.0805)
5. 1980 358 0216 1.3012 .3881""" L0048 0159
. -. - . . . -. -3s4 3079 4 5477
(-.5600)  (-.6258)  (1.6222) (1.4190) (2,7813) (-.1481) sz o
Note : The values in the rorentheses denote t values

SEE

REYA)

< 549¢

1413

8143

-7

DW

2. 5193

2. 805

2 .3233

1.7374

1. 6875
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Inventory Investment function : Mediur & Larve oione

r\ Yeozr Constant dE:t_l Intt GR, Ir, Invs -2 F -
1969 -40.0083% -.1402"  2.09065% s708 . 1.20M" rose™
(~4.9480) (=1.2787) (3.r1°8'  {1,45677) (2.4766) {2,4508) - 5239 1922 9,2458 L1.1699
¥ - » o Xaw X aa ¥
1972 13,1107 L2330 L3319 L4103 P 3T -. 94 )
(3.2361) {.5086)  (2.7978) (1.2379) (2.2894) (-5,0380) - 4804 - 4457 7.7664 13,0153
Ay * * ¥
1975  -11,6072 .0140 -1.1%¢1° -.1589 1.2443 . 3585 . 7818 L7673 30. 1000 22,1283
(=1.3803) (.2055)  (-2,2019) {-.6417) (6.0488) (3.7626)
e
4 1978  6.8127 ,0e30 * L4070 .1815 .2217 —.1850 % - 3637 +3426 5.2305 18,9380
(1.0383) (1.922)  (.8091) {.9515)  (1.0611) (-4.D388)
x*xy ¥
5 198°  .0140 —.0790" L3335 0045 0050 , 0097 130 0539 1. 0701 Q. 1544
{1.4158)  (-1.7296) (,8350)  (1.a8305} (.0235)  (.527%)
Noke ;1 -~ ¥ denotes significance at 5 percent level
¥ denotes significance at 10 percent level
#*w¥* denotes signiflcape at20 percent level

% %% denotes

significance at 30 percent level.

ja.2]

2.3976

1.7474

2,0539

2.2206

13238
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Table 6,9

Expectation and Adjustment coefficients

(Large Public Limited companies)

Year

1 22 83 2, o B Y
1969 1,00  .00049  .000085  —.966 =7.7777 1.0518  .987
1972 .875 24,986  .0199 -.339 -17.7058 -.7021  1.135
1975 ,96% -, 071 ~,0003 ~1.0138 -.0231  ,8135  1.004
1578 .9S4  -.00C2  ,00048 -1.042 2.8692  3,7419  1.00
1980 .26  76.392  -20.865 .0024  1,04%9  0,9881  .0021




Tabic €.10

Fixed Investrent function: Large consanies

S1.,

No, Year Constant &5 DF’tH1 Int, GR; Inv, R 72 e SEE oW
0168 3030 o uex g
1. 1969 4.elrl . . 00N .3040 L0013 L 270¢ L1151 ~7 8.3770 1.56870
(7102 (-2372) (.2357) (=0 o [1.078¢) {+0086G)
B _ AEXR
2. 1972 2,620 - 0248 ~.182¢ L4227 .4187 -.029¢ L 45E .0egY RO 7.0317 25191
(.4328)  (—,r7za) (-.5279) {.99¢1° (1.5241y {-,3 52)
30197F  ~el1vf Lr303 1,155 5 L 1sg9 .6315%  _onas L7150 Lou2? L oLE 6.9322 1.2378
(=7750)  {—.5124%)  (1.6947 ) {,ng Z0) (3.2230)  (,1094)
4 1978 -.s5207  L64a"* 6156 - 0129 .2417 .1333% LET33 LBG17 25,5113 9.5765 1.56864
(-,2775)  {1.3154) (.9721) €, 6779) ¢7442) (2.1163)
5 1m0 -z —.1291% 59723 ge71¥ c128™ a0a7¥ ) - a
i . B - .C - L8719 8203 17,796 .1305 2,3915
(m A7 2 (22,7827 (,5540) (2.8137)  (3.0711) (-2.40610)

INote

The volues in the [ rentheses depote 't walues

* denates sigrific-nce
*y frnotes sianificince
*++  denctes significance

v+ ieneotes significenece

at 5 percent level
At 10 percent lcvel
128 pereent level
ot 30 percent level.
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Inventory Investrent Funci:o
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Large companies

-
S1. Ye-r Conctant AS Tt GR IF, Invs R2 R” F SEE oW
Mo. -1 . = +
1 1069 L1212 Lo20atY 9232 IS BT AT 130 LA .0207 13.1974 2.4631
GlLevior o dodel (1.78210 {1.0262) (~2.3322)
2 1972 L7010 2801 PR L1796 -,2345  -.2050 6337 6793 5.5750 18,5740 1.9401
[,one (2, 7401y 1T o f.2238) {(-.3912)  (~1.0839)
X B ‘ i e ) o _
3197 TS e UBT1 ~anhil -1.03%4  ~.0C57 .2482 L3670 3244 2. 0037 18, 9055 2.0287
(170507 {-.681A)  (CLEpZT (<1.6278) (-.D097 (1,5£38)
s 197 1i.oeer Lae3e -looeo ea20"  Lass51'" -, 0483 p
sk —- o : T L&T19 . 71818 12 - Goy4 3260
(2.1774)  (1.5348) (=,2372) (~¢,01B5) (1.6973) (-.6625) £500 . .
5 19mf 0eg7 0050 1.413a% L0178 7760 cooy
T {-l9371) (=1.4092) (7012870 {5.4717)  (-1./113) (.1494) ~38s0 9851 L 20Bdsar o 1657 23482 .
"Note -+ denotes significance & & poreeat level

**  dencotes

*°* denotes
tRAR deng kes

significeonce at o

at 20
at 30

sigrnificance
Siqnificance

percent level
rarcrnt level.
peveenl level .
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A Nnnegxure 6A

Seample cowpanies belonging to Large Industrial Houses

:1- Nema Ownarship H:IP
0. by Houss no;
" {4, Tata Engineering & Locomotives Co.
Ltd. (TELCO) Tata H
2. Voltas Limited =d0w 7]
3, Lakshmi Machine Works Litd, ~d0 = NO
4, Associated Jearings Limited ~do= NO
5. Central Indian Machinexy Mfg. Cn. Ltd 3irla M
6, Electric Conmiruction & Equipment
Co. Ltd., (ECE) : =d0 = N
7. Hindustan Motors Ltd. -d0 - M
B, Kirloskar Cummins Ltd. Kirlomkax H
9, Kirlosker Elsctric Co, Ltd, .Y M
10. Mysores Kifloskar Ltd, =do= NO
{1, Mahindran & Mehindra Lid, Mahindra & Mahindra M
12. Mahindra Ugine Stael Co, Ltd. ~dg =~ MO
43, Pramier Automobiles Ltd. Wlachand M
14, Indian Fleme Pips Co. Ltd. edo= M
15. Aluminium Industrisa Ltd, Ssshasayce NO
16. Seshasayee Industries Lid, edn = ND
17. Jay Enginsezring Wozks ‘ Shrirem M
18. Cromption Greavea Ltd, Thapex M

Sample Companies iisted undsr l.arge Independent Companies by Treec™

19, Escorts Limited
20. Hindusten Brown Boveri Limited
21. Indian Cablae Co. Ltd.
22, Motor Industries Ltd.
Dther Co. in ths gample
23. Chloride Indie Ltd.
24. Calcutta Steel Co. L.td.
25, Ferro Alloys Corporstion Ltd.

% Industanl Liaens'mt} Polfcj th,uir'j“"C‘OhWniﬁaa,
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CHAPTER VII

SUMMARY AND CONCLUSIONS

In the post—plahning 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 orgenised manufacturing in which
its share is nearly 50 per cent, and (2) the goverrnment
policy aims at boosting the availability of internal
funds for the corporate sector by means of fiscal incen-

tives .

Our study attempts to explore eCOno%EEally the
factors that determine the growth of corpgrate 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 principlg. The incorpora-

tion of investment motive is facilitated by hypothesising
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4 separate adaptive exﬁectétion each for fixed and
inventory investment. The dividend motive is included
by postulating a partial adjustment mecﬁanism; The
model furnishes an eétbnable equation which coﬁsiderg
saving as a function of cash flow (and its ﬁhree 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
pericd, From this estimable equation,‘formulae are
mathematlcally derived which permit the calculations of

behavioural coefficlents of the todel §

The analysis is carried out with a single eguation
formulation, recurssive formulation and within a joint
interdependent system; The simultaneous framework includes
three functions relating to saving, fixed and invenfory
investments. 2Among these three functions, saving function
uses the above mentioned specificaticn and, f£ixed and
inventory investment functicns are worked out within a
financial accelerator approach. These fuhctions are

estimated by OLS and 2SLS alsc.

The study is done both at aggregated as well as
disaggregatea levels; 2t 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
it. While analysing at these 1eveis, both time series
and cross-sectional data are u;ed. The time series have
been obtained from RBI publications and also derived from
firm level date of Stock Exchange Directery. 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 engineerirng firms which had an
uninterrdpted availabiiit;finfonnation throughout the
entire period., Using the firm level data five annual
cross~soctions relating to the years 1969, 1972, 1975,

1978 and 1980 respectively are analysed,
The main findings of this study are as followst

1la The formulated mcdel which links investment and
saving decisions explaing the corporate saving
benaviour in a satisfactory manner. The expecta-
tion and adjustment coefficients of the model point
+o a dowardrd revision of fixed and inventory expecta-
tions over time. Consequently the impact of invest-
ment motive is weake This is because of the general

investment ¢limate which over the years has largely



3.

4.
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remained pessimistie, During the periocd 1950-80,

a number of pericdic 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 factors. The
demand constraints also added to the general gloomy

outlook of the industries,

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

brings out the dominance of saving decisions.

The results using 25SLS within a simultaneous frame-~
work do not indicate the severity of possible
simultaneity bias. At the same time, results of
recurssive formulation do not prove superior to

gingle equation OLS estimates.

Relative to other financial variables saving assumes

2 more prominent positive role in financing fixed

investment.
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The influence of saving in inventory investment
comes out with a periodicity. This is borne out

by its changing impact in different cross-sectional

TUNS .

The other financial variable namely interest pay-
ments (representing 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,

. }
The impact of accelerator on fixed investment is
fouhd to be weak., Ifsrole, however; is relatively

ayominent
more, in inventory functions,

Generally, a dominance of replacement component
in fixed investment is revealed through echo effect.
This is evident in time series as well as in Ccross-

sectionse.

The results of fixed and inventory functions indi-

cate a complementarity between these two decisions.
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11-

12.
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The influence of stock of inventories in inventory

function shows a periodicity.

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

towards invigorating the investment climate.

The study of inter-firm variation existing within
the engineering industry points out the following

significant features:

1)} Growth rates of major variables namely gross
fixed assets, net worth, profit and szales
differ among different size groups.

ii) The ratio analysis, using quinguennial
averages,does not point to any conclusive
evidence regarding differential among
size groups. However, over the fifteen



iii)

iv)

252

vears periocd (1965-80), 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 lowest
savers were the larger and the smaller compa-
nies, respectively.

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, however, the impact of
fixed investment is higher for the smaller

companies,

The results of cross-sectional analysis for
the medium and large companies point to the

following facts:

a) Unlike the industry level results, the
dominance of new 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 growth require-

ments. This could have happened because
of the nature of product mix, The medium
and large companies produced less capital

intensive goods.
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c)
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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 amoﬁg the share-
holders to keep a scope for attracting
external funds is well marked by the
policies of these firms, and

The results of fixed and inventory func-
tions generally marked the weak impact of
accelerator. Further, a periodicity of
scenility and echo effect is also depicted.
The importance of saving comes out more
prominently in financing fixed investment,
However, positive effect of interest pay-
menht 1& marked ih inventory funbtions.

The ctidence favours a complemehitarity
between fixed and inventory investments,.

The results of cross-sectional analysis for

the large companies point to the following

significant features:

al

b)

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

of the large corporate gaints.

Savings are very significant in decisions
regarding financing fixed investment of
large companies. This supports the
evidence that large companies using



c)

a)

e)

£)
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efficient tax planning availed themselves
of the fiscal relief to the extent of
Zero tax payment.

A crucial role of demand conditions is
noticeable, With a positive accelerator
a complementarity between fixed and
inventory investment is depicted. &
decline in demand, on the other hand,
shows inventories competing with fixed
investment, These results are confirmed
by inventory functions also. '

The role of interest payment as a tax
saving device cdmes out in inventory

function.,

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

The evidence suggests that inventory stocks
never formed a significant decisicn varia-
ble possibly because of the monopsonistic

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

While interpreting the results, the limitations
of techniques of estimation, namely OLS and 25LS, should
be borne in mind, & further exploration with more effi-
cient techniques ¢f estimation (like full information
methods) can be an area of future research. Likewise,
in the absence of a suitable price deflator, the data, in
the present study, are used in current prices. There is
& 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 t¢ non-availability
of Ffirm level data on actual amount of availed fiscal
relicf. From a policy point of view, the use of provi-
sional figures will not give a correct assessment 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

vould 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 saving-
investment process could be ahother arca of future

research,
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