






























































































































































On the other hand it supports the fact that the term lending 

institutions prefer to invest in the old and 

firms instead of venturing into new ones (Hazari, 

and Sahu, 1988). Eventually, this leads the new 

invariably seek funds from the stock market. 

established 

1966; Panda 

firms to 

The data on firms entering the stock market show 

that old firms tap the market more than the new firms. This 

is because once a market se~ment has been created, it is 

easier to approach the market for further issues (Hutchison, 

1970). Further, for new firms the equity issues are more 

than the debenture issues, and the converse is true in the 

case of old firms. 

3. 

to 

In order to find out the growth of fixed assets added 

fixed 

The 

the business each year, the flow of gross, net 

assets, current assets and inventory are calculated. 

mean difference between the old and new firms in the case of 

additions made to gross fixed assets and current assets is 

nil. This indicates that no significant change in the 

capital 

which 

formation has taken place during the study period 

also explains the low level of provisions for 

depreciation. 

4 . As far as the income earned and manufacturing expenses 

are concerned, the mean difference between the two are not 

significant (md. 0.28, 0.13 t = 1.96). This is possibly 

because of the fact that the old and new firms do not vary 

much in the difference between the income and expenses. 
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Neverth~less, both ~roups of firms have earned profit before 

and after tax. However, the proportion of tax paid to the 

gross profit earned shows that the outlfow in the form of tax 

is marginal (0.14) in the case of old firms. In the case of 

new firms the proportion of tax paid to ~ross profits works 

out to 0.17. Similarly outflow in terms of the proportion 

of dividend paid to profit after tax is higher for the new 

firms (22.9) than old firms (20.7). This may be because of 

the old firms instead of adjustin~ the dividend accordin~ to 

the rising or falling profit follow a fixed rate of dividend 

payment (Dobrovolsky, 1951) which helps them in accumulatin~ 

reserves. On the other hand, new firms prefer to skip 

dividends till they stabilise in their business. 

5. A simple measure of the financial soundness of the firm 

is ~iven by the current ratio, debt ratio and the coverage 

ratio. The current ratio which is an indicator of the short 

term financial soundness of the firm reveals that the new 

firms are better than the old firms. This is because of the 

fact that current liabilities of old firms constitute 38 per 

cent of the total external funds compared to 23 per cent for 

the new firms. 

As far as the debt equity ratio (DER) is concerned, 

a si~nificant increase in the ratio is observed when current 

liabilities are included in total debt (DER 1). However, 

when compared with the new firms, old firms have considerable 

scope for raising more long term debt whereas new companies 
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loIill have to st~engthen thei~ equity base (Bhatia. 1976; 

Mukherjee, 1983). 

The cove~age ratio sholols that the p~ofits of the 

old and new fi~ms can cove~ 3.2 times and 2.6 times the 

inte~est charges paid ~espectively. This is because the 

proportion of inte~est paid to total loan amounts to 4.6 pe~ 

cent and 37.5 pe~ cent respectively. Evidently. the 

borrowing capacity of the new firms is restricted because a 

higher amount of loan imply a reduced coverage ratio. 

4.7 Summary 

This chapter presented a profile of the sample 

firms selected for the study focussing mainly on the source 

of funds, capital assets formation, liquidity and 

profitability. The analysis \Jas carried out at three levels 

viz. according to types of industries, paid up capital and 

age groups. 

The industry level analysis brought out that 

reserves and surplus is the major constituent of internal 

funds for all the industries. In many aspects the 

manufacturing industry was found to be close~ to the total 

industry average. 

The debt-equity ratio suggests that the 

construction industry has much scope for raising more short 

term and long term debt compared to other industries. 
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Hovever in all the industrial ~roups it is clear that 

external funds are used more than the internal funds in 

meeting capital asset requirements. 

In terms of the outflov in the form of corporate 

tax, interest and dividend paid, NEe and manufacturin~ 

industry present similar picture. The tax paid by other 

industry ~roups is negligible. 

The analysis based on the paid up capital indicates 

that there exists a positive association betveen size and 

internal funds, exter'nal 

formation. 

funds (barring debentures) and 

assets capital Hovever, there seems to be no 

significant change in the asset formation betveen the 

smallest and the lar"est size groups. An inverse 

relationship 1S found betveen size and current ratio. 

Similarly, the largest firm pays the least in terms of 

corporate tax and dividends. 

The profile by the age group reveals that the 

internal funds of older firms are higher than the nev firms. 

As far as external funds are concerned, an inverse 

relationship is observed betveen S ecur ed loan from 

institutions, current liabilities and the debenture. The age 

vise analysis also reveals that the assets formation did not 

differ significantly betveen old and nev companies. Further 

there is no significant difference betveen old and nev 

in terms of income and manufacturing expenses. 
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Outflo",s in the to~m of dividend paid are highe~ 

fo~ the ne", firms than old fi~ms. 

t~ue in the case of co~po~ate tax. 

Ho",eve~. the conve~se is 

At all three levels of analysis it is appa~ent that 

the fixed asset formation did not change significantly over 

the study period. Neve~theless. the fixed 

requi~ements "'ere met by external funds ~ather than 

funds. 

brought 

The profile of the companies d~a"'n in this 

out significant differences in the use of 

capital 

internal 

chapte~ 

internal 

and external funds by various types and groups of indust~ies. 

The factors influencing internal and external funds are 

discussed in the follo",ing chapter. 
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APPENDIX TABLE 4.1 

C[JIRELATI~ I1ATRIX FOR AU. INDUSTRIES (AGGREGATE) 

.----------------------------------------------------------------------------------------------------------------------------t 
Clmlitions: INTFUN INC EXP OPR CTAX AGFA ACAS AlMY P*A PAT PLllU' 

----------------------------------------------------------------------------------------------------------------------------. , 

~ 
1.000 
.8717H 1.0000 

ElP .847211 .9807 .. 1.0000 
DPI! .0221 .O«b .0487 1.0000 
em .508811 .5745H .5263" .0110 1.0000 
((JA .0231 -.0006 .0011 -.0149 .0194 1.0000 
Ii.AS .0477 .0249 .0274 -.0141 • 0469 .7894 .. 1.0000 
Aliiv' .0255 -.0032 .0001 -.0"119 .0327 .787211 .8240** 1.0000 

tMA .0153 .0004 .0076 -.0140 -.0020 • 9452ff .7291** .7230" 1.0000 
MT .4909 •• .4a2Otf .334211 -.0028 .4218" -.0116 -.0071 -.0242 -.0394 1.0000 
R.IlI .40591f .3995 .. . 24791f -.0056 • 34491f -.0108 -.0094 -.0233 -.0393 .9907.** 1.0000 

--.-----------------------------------------------------------------------------------------------------------------------=1 
~rrtJatlOnl : OCR CRAT INTL[lAN INT EXPISS AGEDUMMY GCAS GNFA EXTFUN 
I -----------------___________________________________________________________________________________________ _ 

1.0000 
.1'191" 1.0000 

-.coa9 .17~ff LOOO 
-.coa7 .0583 .2652" 1.0000 
-.0003 .0235 -.0237 -.0142 1.0000 
-.0431; .0305 .0335 -.OObb -.0503 1.0000 
-.w..3 .0051 .0804 • 13bb,* -.0370 -.0507 1.0000 
-. tXY.I3 .0051 .0804 . 1366ff - .0370 -.0507 1.0000H 1.0000 
-.0044 .0422 .1465" • 9204ff .0263 -.0074 .1108B .11081* 1.0000 

-----------------------------------------------------------------------------------------------------------------------~ 

i 
il'l cms : 81b I-tilled Slqnil: • - .01 ., - .001. 
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APPENDIX TABlE 4.2 

CIIIRElATl(JI /lATRIX FeJl IlAlU"ACTUllIIi lNIlUSTlY 

_.------------------------------------------- --------------------------------------------- ------
Correlations : INTFUN INC EXP DPR CTAX fHA ACAS AINY IIf'A PAT Pl()(; 
--------------------------------------------------------------------------------------------- -------

INTFUN 1.0000 
INC .8214** 1. 0000 
EXP .8147** .9959** 1.0000 
DPR .0205 .0458 .0492 1.0000 
eTAX .4329** .5505** .4962** .0091 1.0000 
~A .0473 .0085 .0130 -.0152 .0399 1.0000 
ACAS .0668 .0354 .0377 -.0130 .0671 .8036** 1.0000 
AINV .0414 .0040 .0071 -.0117 .0714 .8158H .8393** 1.0000 
A/fA .0447 .0137 .0192 -.0146 .0169 .9475H • 7492H .757511 1.0000 
PAT .5553** .6333** .5bllH -.0024 .7154H -.0446 -.0096 -.0404 -.0461 1.0000 
PLOiJ .4971H .5779** .5026** -.0055 .689911 -.0510 -.0163 -.0474 -.0526 .9955 .. 1.0000 

------------------------------------------------------------------------------------------------------------------------------
Correlations: DER CRAT INTLOAN INT EXPISS AGEDUKMY GCAS GNFA EXTFUN 
---------------------------------------------------------------------------------------------------------------------------. 

DtR 1.0000 
eRAT .2023** 1.0000 

INTLDAN -.0097 .1583 .. 1.0000 
INT -.0109 .0558 .2910n 1.0000 
EXPISS -.0010 .0181 -.0214 -.0053 1.0000 
AGEDU!1'1Y -.0432 .0302 .0206 -.0503 -.045b 1.0000 
GCAS -.0062 -.0018 .0781 .1774** -.0384 -.0560 1.0000 
f1fA -.0062 -.0018 .0781 .1774** -.0384 -.0566 l.ooooH 1.0000 
EHFUN -.0069 .0488 .17Mn .9Z18H .0520 -.0617 .168611 .1686** 1.0000 
---------------------------------------------------------------------------------------------------------------- . , 

H 01 cases : 720 1-tailed SiQnif: I - .0-1 ** - .001. 
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APPENDIX TABlE 4.3 

CIIIRElATIIIC !lATRIX FCIl ElECTRICITY GAS & WATER 1III\STAY 

-----------------------------------------------------------------------------------------------
C.mliltions : INTFUN INC EXP DPR CTAl AGFA ACAS AINV IIf'A PAT PlW 
---------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC .9410n 1.0000 

ElP .9351*1 .9994'* 1.0000 
DPR .77241* .7209* .7233** 1.0000 
eTAX .3654 .2447 .2397 .4756* 1.0000 
AGfA .1209 .1257 .1237 .0924 -.1002 1.0000 
ACAS .1390 .0167 .0199 .2126 .1241 .0000 1.0000 
AlhV -.1162 -.1981 -.2104 - .1861 .1050 -.0380 .0000 1.0000 
A1fA .4077 .4543 .4b23 -.2144 -.0631 .6218** .0000 -.1491 1.0000 
PAT .9032** .9064** .8918** .5837* .1710 .1526 -.0378 -.0463 .3315 1.0000 
PlOU .8714** .8682*1 .8514" .5210* .1532 .1333 -.0538 -.0177 .2870 .9932ff 1.0000 

------------------------------------------------------------------------------------------------------------------------------
Correlations : DER CRAT INTUJAN INT EXPISS AGEDUMt~Y GCAS GNFA EXTFUN 
------------------------------------------------------------------------------------------------------------------------------

OCR 1.0000 
(AAT .894311 1.0000 

INTLOAN . 774Bn .8717** 1.0000 
INT .6742** .6585** .6814H 1.0000 
EXPISS .2466 .1032 .2353 -.0743 1.0000 
AGEOO'1I'IV " " " " " 1.0000 " 
GCAS .2494 .3780 .1486 .2706 -.0629 " 1.0000 
GlfA .2494 .3780 .1486 .2706 -. Obc."9 " 1.0oooH 1.0000 

mfUN .680911 .6430** .5662' .9453H -.0877 " .3266 .3266 1.0000 

.------------------------------------------------------------------------------------------------------------------------------ , 

N of cases : 24 1-tailed Si'10if: 1- .01 ** - .001. 
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APPENDIX TABLE 4.4 

COIRElATlII4 IlATRIX FIJI COOTRUCTlCtl INDUSTRY 

.~--------------------------------------------------------------------------------------- .-----------------. Correlations: INTFUN INC EXP DPR CTAX AGfA ACAS AINV ItFA PAT 
~-----------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC • 873bff 1.0000 
ElP .8426** . 9974ff 1.0000 
Of'!! .3bsa .6169* .6244< 1.0000 
CTAX .9474** .8042** .7680" .2654 1.0000 
AGFA - .1480 -.1418 -.1331 -.2226 -.1222 1.0000 
ACAS -.1232 .0373 .0637 -.0350 - .1084 • 87b711 1.0000 
AINV -.1273 -.1265 -.1148 -.3121 -.0790 .9503'* .8960** 1.0000 
ANFA -.1287 - .1334 - .1234 -.3912 -.0734 .958711 • 825/,ff .973411 1.0000 
PAT . 9372ff .9071** .875414 .5587 .883514 -.1891 -.1254 - .2073 -.2034 1.0000 
PUXJ .9214** .8264** .7909" .3281 • 8430u - .1432 - .1327 - • 1415 - .1170 .9494ff 1.0000 

-------------------_.---------------------------------------------------------------------------------------------------------
Correlations: DER CRAT lNTLOAN INT EXPISS AGEDUMMY GCAS GNFA EXTFIJN 
------~-----------------~----~-------------------~-------------------------------------------------------------------------.-

DER 1.0000 
~RAT .6187* 1.0000 

INTLOAN .7101.* .8423** 1.0000 
ltIT .4429 . 8373n .8574,. 1.0000 
EXPISS - .2177 -.1874 -, -1761 - .1521 1.0000 
AGEDUMMY " " " " 1.0000 
GCAS -.0373 .2881 .1054 .2597 -.0667 " 1.0000 
GNfA -.0373 .2881 .1054 .2597 -.0667 " 1.0000** 1.0000 
EXTFUN .4480 .8571** .6958* .8614H .1609 " .3915 .3915 1.0000 

------------------------------------------------------------------------------------------------------------------------------

N or cases : 16 1-tailed SiQnif: * - .01 H - .001. 
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APPENDIX TABLE 4.5 

CIllRELATI~ !lATRIX IF TRADE AND RELATED INDUSTRY 

-----------------------------------------------------------------------------------------------------------------.-------------
Corre lations I INTFUN INC w DPR CTAX AGFA ACAS AINV ANFA PAT PLOU 
-------------------------------------------------------------------------------------------.-.------.-------------------------

INTF~ 1.0000 
INC . 9656n 1. 0000 
EXP • 7789H .8466** 1.0000 
DPR .6144 .. .6199" .7676<- 1.0000 
CTAX .4538' .3803 -.0212** -.0003 1.0000 
AffA -.1231 -.0917 -.1179 -.1380 .0286 1.0000 
ACAS -.0219 -.0519 -.0466 -.0153 .2937 .5783** 1.0000 
AINV - .1462 -.1724 -.1~9 - .1092 -.0675 .5S33H .4817J 1.0000 
Nf'A -.i278 -.0985 -.0439 -.0337 -.0503 .9801** .6158** .565811 1.0000 
PAT .5887" .S47b .. .0182 -.0419 .7406** .0128 -.0293 -.0802 - .1165 1. 0000 
PLOU • 5648ff .525141 -.G084 -.0640 .7395** -.0184 -.0272 -.0774 - .1136 .9995** 1.0000 

----------------------------------------------------------------------------------------------------.-.-----------------------
Correlations : DER CRAT INTLOAN INT EXPlSS AGEDUMMY GCAS GNFA EXTFUN 
------------------------------------------------------------------------------------------------------------------------------

DElI 
eRAT 
INTL~ 

INT 
ElPISS 
AGEtuI'IY 
GCAS 
rNA 
mfUN 

1.0000 
.0074 
.2360 
.3648 
.1517 
.1417 
.1015 
.101~ 

.41.771 

1.0000 
.2168 1.0000 
.3234 .40991 
.5850 .. -.2159 
.2683 .1112 
.0275 .2699 
.0275 .2699 
.1847 .1572 

1.0000 
- .1703 1.0000 
-.2047 .01'18 1.0000 

.1518 -.0825 .1194 1.0000 

.1518 -.0825 .1194 1.0000*1 1.0000 
• 8589H - .1537 .2104 .0190 .0190 1.0000 

------------------------------------------------------------------------------------------------------------------------------

N 01 cases: 32 Hailed SlQnil: I - .01 It - .001. 
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APPENDIX TABLE 4.6 

CIIIRElATlIll /lATRIX Fill NEe 

----------------------------------------------------------------------------------------------------------------------------
CorrelatIons: INTFUN INC EXP CPR CTAX AGFA ACAS AINV ANFA PAT PLC 
------------------------------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC • 9898n 1. 0000 
EXP .9840" .9976" 1.0000 
DPR -.1472 .0974 -.08;4 1.0000 
CTAX .659011 • 6465ff .6222H -.0817 1.0000 
AGFA -.2275 -.2138 -.2014 .1492 -.2311 1. 0000 
ACAS .1762 .1809 .1889 -.2422 -.0497 .3925 1.0000 
AINV .0307 .0134 .0104 .0262 -.2912 -.0271 .56)8* 1.0000 
~A -.3834 -.3538 -.3449 .0979 -.2487 .9289" .2317 -.2060 1.0000 
PAT .7S42ff .7633ff .7196" -.1900 .5392' -.2550 .1059 .1389 -.3470 1.0000 
PUXJ .4676 .4256 .3757 -.2200 .1935 - .1870 .0943 .3472 -.2844 .8569** 1.0W 

-----------------------------------------------------------------------------------------------------------------------------
Corrriations : OCR eRAT INTLOAN INT EXPISS AGEDUMMY GCAS GNFA EXTFUN 
-----------------------------------------------------------------------------------------------------------------------------

DElI 1.0000 
~IIAT .0074 1.0000 

!1ITlOAN .2000 .889311 1.0000 
INT .4336 - • 12M -.1092 1.0000 
EXPISS " .. .. 1.0000 
AGEDLft1Y " " .. 1.0000 
GCAS • 4496 .1169 .1804 .1710 " .. 1. 0000 
INA . 4496 .1169 .1804 . 1710 .. .. 1.00ootf 1.0000 
EXTfltj .4573 - .2338 -.2374 .976541 " .1930 .1933 1.0000 

N of calf. : 24 l-talled SiQnir: t - .01 .t - .001. 
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APPENDIX TABlE 4.7 

CIIIRElATlIll IlATRIX IF P\JCG1 

-----------------------------------------------------------------------------------------------------------------------------_. 
Correlations: INTFUN INC EXP DPR CTAX AGFA ACAS AINV ANFA PAT PLOU 
------------------------------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC .8767H 1.0000 
EXP .867411 .'1'10511 1.0000 
DPR .0857 .0520 .0544 1.0000 
CTAX .3b15H .4984** .460311 .0709 1.0000 
lilA -.om -.0005 -.0062 -.0179 .0510 1.0000 
ACAS .0193 .0084 .0195 -.0071 .0952 .7379** 1.0000 
AlNV -.0450 -.0126 -.0104 -.01ba .0837 .6mu .7717** 1.0000 
NFA -.0312 -.0006 .0049 -.0258 .0529 .8680+1 • 6590B .5819** 1.0000 
PAT .3879" .4235 .. .2958 .. -.0029 .3393ff .0314 -.0840 -.0305 -.0444 1. 0000 
PUlU .3187'" .353114 .2222** -.0118 .3026'* .0339 -.08& -.02'12 -.0467 .9965** 1.0000 

------------------------------------------------------------------------------------------------------------------------------
Correlations: DER CRAT INTLOAN INT EXPISS AGEDUl'lMY GCAS GNFA EXTFUN 

------------------------------------------------------------------------------------------------------------------------------

lJER 1.0000 
~~T .491>6" t .0000 

lNTI.OAN -.0291 • WOOf 1.0000 
INT -.0296 .1523 • 2548i1 1.0000 
EXPISS -.0155 .0326 -.0891 - .1026 1.0000 
AGEru9f( -.0601 -.0415 - .0016 -.0412 -.0417 1.0000 
OCAS -.0185 .0293 .0620 .0858 -.0608 -.0462 1.0000 
fif'A -.0185 .0293 .0620 .0858 -.0608 -.0462 1.0000B 1.0000 
ErTruO -.0220 .1201 .1184 .9145" -.0951 -.0384 .0801 .0801 1.0000 

" 01 CiSfS : 216 1-talled SIQnll: I - .01 II - .001. 
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APPENDIX TABLE 4.8 

ClllRELATUIC PIA TRIX FIJI PUCCi2 

---------------------------------------------------------------------------------------------------------------._-----------
Correlations: INTFUN INC EXP DPR CTAX ACAS AINV PAT PLDU 
-------------------------------------------------------------------------------------.------------.-------------------------. 

INTFUN 1.0000 
INC .904511 1.0000 
EXP .8955 .. .9960** 1.0000 
DPR .0449 - .0054 -.OOBb 1.0000 
CTAX .5777** .6170** .5731** -.0164 1.0000 
AGFA -.0556 -.0472 -.0405 .0329 -.0148 1.0000 
ACAS .0069 -.0064 -.0024 .0125 .0111 .7352** 1.0000 
AINV -.0685 -.0763 -.0731 -.0344 -.0346 .7285" .7745H 1.0000 
ANFA - .0619 -.0567 -.0483 .0491 -.0458 .9254" .6328** .628111 1.0000 
PAT .7063** .7341** .6720n .0268 .6741** -.0942 -.0424 -.0843 -.1098 1.0000 
PLOU .5599» .6009** .5350** .0185 .5217iff -.0967 -.0458 -.0740 -.1114 • 9558n 1.0000 

---------------------------------------------------------------------------------------------------------------.--------------
Correlations: DER CRAT INTLOAN INT EXPlSS AUEDUMMY GCAS GNFA EXTFUN 
-----------------------------------------------------------------------------------------------------------------------------

DER 1.0000 
(lIAT .0475 1.0000 

INTLOAN .3357*1 .3415** 1.0UOO 
1NT .2113** .0492 .3375** 1. 0000 
EXPISS .0497 .0761 -.0422 .0468 1.0000 
AGEDUMMY .0367 .0221 .1127 -.0305 .0312 1.0000 
GCAS .0905 -.0096 .1271 .1639* -.0423 -.1082 1.0000 
CifA .0905 -.001'6 11271 .1639* -.0423 -.1082 1.0000u 1.0000 
EXTFUN .2473** .0246 .2298** .9366** .0584 -.0508 .1231 .1231 1.0000 

N of cases : 280 I-tailed Sin'lnif: * - .01 H - .001. 
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APPENDIX TABLE 4.9 

CIJIRElATl(Jl !lATRIX FlJ PUCG3 

------------------------------------------------------------------------------------------------------------------------------
Correlations: WTFVN INC EXP DPR CTA! AGFA ACAS AINV ANFA PAT PLOU 
--------------------------------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC .7942** 1.0000 
EXP .7966** .99521* 1.0000 
DPR .0440 .0316 .0315 1.0000 
CTAX .4753H .6051** .5382H .0114 1.00CO 
AGfA .0708 -.0134 -.0124 -.0384 .0732 1.0000 
ACAS .0973 .0437 .0474 -.0495 .0911 .7674** 1.0000 
AINV .0770 -.0096 -.0074 -.0034 .0805 .8182** .8456** 1.0000 
~A .0611 .0120 .0149 -.0316 .0416 .9586** .7-133+* .7613** 1.0000 
PAT .4706** .6605<* • 5844ff .0224 .8534H -.0308 -.0163 -.0406 -.0243 1.0000 
PLOU .4110 .. .619§H .5406" .0155 .8417** -.0322 -.0237 -.0458 -.0257 .9962" 1.0COe 

-------------------------------------------------------------------------------------------------------------------------------
Correlations: DER CRAT INTLOAN INT EXPlSS AGEDUMMV GCAS GNFA EXTFUN 
------------------------------------------------------------------------------------------------------------------------------

DER 1.0000 
~RAT .1912* 1.0000 

INTLOAN .0557 .0576 1.0000 
INT .0683 .0091 .1843* 1.0000 
EXPISS .1784 -.0273 -.0092 -.0395 1.0000 
AGEOO'tIy -.0123 .0788 -.0106 .0537 -.1356 1.0000 
GCAS .1645 -.0262 .0353 .1046 -.0381 -.0029 1.0000 
rNA .1645 -.0262 .0353 .1046 -.0381 -.0029 1.ooooH 1.0000 
EXTFUN .1112 .0035 .0756 .8924** .07M .0327 .0688 .0688 1.0000 

N 01 cases: 168 1-tailed Sinqnil: f - .01 ** - .001. 
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APPENDIX TABLE 4.10 

ClJlllEUlTIIJI MTRII FIll AX:G4 

------------------------------------------------------------------------------------------------------------------------------
Correlations: INTFUN 

INTFUN 
INC 
EXP 
DPR 
CTAX 
AGFA 
ACAS 
AINV 
ANFA 
PAT 
PLOU 

1.0000 
.6515** 
.6552H 

-.1350 
.3850*1 
.1997 
.0062 
.1867 
.2758 
.2315 

-.0256 

INC 

1.0000 
.999211 
.1126 
.8459** 

-.0850 
- .1769 
-.0162 
-.0405 
.4159" 
.1798 

EXP OPR eTAX 

1.0000 
.0999 1.0000 
.8451** .0932 1.0000 

-.0715 -.2338 -.1374 
-.1696 -.0918 - .1419 
-.0021. -.2471 -.0402 
-.0280 -.2920* - .1096 
.3811'* .3378> .2574 
.1425 .3437* .0702 

AGFA ACAS AINV rtf'A PAT PLiJU 

1.0000 
. 876M> 1.0000 
.9097" .8736** 1.0000 
.960911 .844411 .921011 1.0000 

-.3217> -.2416 -.31011 -.2790 1.0000 
-.3756* -.2431 -.3655* -.35Ob .9573 1.0000 

------------------------------------------------------------------------------------------------------------------------------
Correlations: OER CRAT INTLOAN INT EXPISS AGEDUMMY GCAS GNFA EXTFUN 
------------------------------------------------------------------------------------------------------------------------------

DER 1.0000 
C1tAT .1640 1.0000 

INTLOAN .3959" 5127** 1.0000 
INT .2272 .2869 .4973** 1.0000 
EXPISS .0776 .3712* .1746 .2789 1.0000 
AGEDUMMY -.0427 .0878 .2184 -.0303 -.0318 1.0000 
GCAS .0223 .12% .2187 .4612** -.0627 .1216 1.0000 
GNFA .0223 .1246 .2187 .4612>* -.Ob27 .1216 1.0000H 1.0000 
mFUN .3213 .2322 .353111 .9012** .2254 -.0197 .46431+ .464311 1.0000 

N of cases: b4 1-tailed Sinqnif: * - .01 H - .001. 
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APPENDIX TABLE 4.11 

CIJIRElJITlIIC IlATRIX FIll PUCGS 

---------------------------------------------------------------------------------------------------------------_.------------_. 
Correlations: INTFUN INC EXP DPR CTAX AGFA ACAS AINV ANFA PAT PLOU 
------------------------------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC .'1278** 1.0000 
EXP • 82%u .'1496** 1.0000 
DPR -.004'1 .0780 .0942 1.0000 
CTAX .5834** .5328** .4667H -.0009 1.0000 
AGFA .0652 .1321 .1334 -.0192 .0672 1.0000 
ACAS .1265 .1934 .1874 -.0139 .1478 .8701** 1.0000 
AINV .1636 .2167 .2213 -.0050 .1690 .8052+* • 8694H 1.0000 
ANFA .0079 .0856 .1032 -.0242 .0193 .9731** .8514** .7765** 1.0000 
PAT .5421** .4288** .1242 -.0227 .3054* .03"...8 .0699 .0451 -.0254 1.0000 
PlOU .4970** .3825** .0739 - .0230 .27'16* .0307 .0650 .0372 -.0267 .9984n 1.0000 

------------------------------------------------------------------------.--------------------------------------.--------------
Correlations: DER CRAT INTLOAN INT EXPISS AGEDUt\MY GCAS GNFA EXTFUN 
------------------------------------------------------------------------------------------------------------------------------

• 
DER 1.0000 
. <eRAT • 3905H 1.0000 
INTLOAN .4414** .2346 1.0000 
INT .2319 .0662 .3066* 1.0000 
EXPISS -.1579 .0022 -.n05 -.1021 1.0000 
AGE DUMMY .1038 .0319 .0188 -.0370 -.0552 1.0000 
GCAS .1452 .0319 .0892 .1805 -.0395 - .1755 1.0000 
GNFA .1452 .0319 ,0892 .1805 -.0395 -.1755 1.0000n 1. 0000 
EXTFUN .2596* .0673 .1475 .918011 -.08'12 .0066 .1500 .1500 1.0000 

N of cases: 88 l-tailed Sinqnif: * - .01 ** - .001. 

85 



APPENDIX TABLE 4.12 

CCJlRaATI~ /lATRIX FCJl t£\I CIJIPANIES 

-----------------------------------------------------------------------------------------------------------------------
Correlations: INTFUN INC EXP DPR CTAX AGFA ACAS AINV PAT PWJ 
-----------------------------------------------------------------------------------------------------------------------------

INTFUN 1.0000 
INC • 8267H 1.0000 
EXP .8193** .9964** 1.0000 
DPR .0509 .0134 .0117 1.0000 
CTAX .3837** .52191f .4704** .01sa 1.0000 
AGFA .1159 .0524 .0569 -.0264 .02'18 1.0000 
ACAS .0443 .0399 .0424 -.0255 .0197 .789711 1. 0000 
AINV .08sa .0036 .0046 -.0221 .0220 • 7886ff .7903** 1.0000 
ANFA .1258 .0563 .0611 -.0291 .0211 • 9862H .780211 .767411 1.0000 
PAT .5742" .6273+1 .5594** .0230 .6940B -.0163 -.0015 -.0124 -.0149 1.0000 
PLOU .5071** .56591* .4949** .0181 .6759** -.0219 -.0034 -.0192 - .0204 .993614 1.0000 

Correlations: DER eRAT INTLOAN INT EXPISS GCAS GNFA EXTFUN 

OCR 1.0000 
eRAT .3525** 1. 0000 

INTLOAN -.0186 .1926** 1.0000 
INT -.0219 .0596 .3018n 1.0000 
mISS -.0040 .0146 -.0446 -.0581 1.0000 
GCAS -.0171 -.0135 .0968 .1093 -.0455 1.0000 
GNFA -.0171 -.0135 .0968 .1093 -.0455 1.000011 1.0000 
WFUN -.0178 .0395 .1659* .8980** .0212 .0773 .0773 1. 0000 

_____________________________________________________________________________________________________________________________ 4 

N or cases : 311 l-tai led SinQnif: • - .01 If - .001. 
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CHAPTER V 

DETERMINANTS OF SOURCES OF FUNDS 

5.1 Introduction 

The preceding discussion on the profile of the 

sample firms traced the variation in the constituents of 

funds mobilised, capital formation, profitability et c. , 

across industrial sroups, alOe and size groups. This 

highlighted the need to look into the factors that 

the demand and the level of sources of funds viz. 

determine 

internal 

and external which forms the content of the present chapter. 

Specifically this chapter proposes to test the 

relationships between (a) investment requirements (both fixed 

and cut't'ent assets) and intet'nal and extet'nal funds. (b) 

Age/size of the firm and intet'nal funds. 

cost of capital on funds raised externally. 

(c) The effect of 

of outflows of funds from companies (such as 

corporate tax) on intet'nal and external funds. 

(d) The impact 

dividend and 

pt'esents 

vat'iables 

This 

the 

used. 

chaptet' is ot'ganised as follows. Section 5.2 

the method of analysis and specifies 

Sections 5.3, 5.4 and 5.5 analyse the 

t'egression results at (a) asgregate level and (b) according 

to ( i ) industrial gt'oups, (ii) paid up capital jilroups and 

(iii) age groups. A comparative picture of the results of the 
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present analysis with other relevant studies form the content 

of Section 5 . 6 . The last section 5.7 summarises the 

findings of this chapter. 

5.2 Method of Analysis 

The variables that are considered for the 

re~ression exercise are profit after tax (PAT), Current ratio 

(Crat), Dividend payout ratio (DPR) Corporate tax paid 

(Ctax) , Additions made to gross fixed assets (AGFA) , Net 

fixed assets (ANFA), Current assets (ACAS), Inventor'Y (AINV), 

Income (Inc), Expenses (Exp), and Ploughed back funds 

(Plou) . The variables and their definitions used in this 

chapter are the same as in chapter IV. Apart from these, the 

new variables introduced in the present analysis are: They 

are: 

Growth of net fixed assets and growth of cur-r-ent 

assets (GNFA and GCAS). These ar-e calculated usin~ the 

formulae 

where X is the variable, tl is the current period and to is 

the previous period. 

2. Age of the iir-m is denoted by a dummy variable. Old firms 

(firms incorporated befor-e 1980) take the value 1 and new 

fir-rns (incorpor-ated after 1980) assume the value O. 3. Cost 

of debt capital is r-epresented by (1) interest paid as 
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pe~centaQe of total loan (INTLON) and (2) expenses of 

as mentioned in the prospectus {EXPISS}. 

issue 

The analysis is based on linea~ stepwise reQ~ession 

model. This model has the advantage of bringing out the 

relative impo~tance of each of the statistically significant 

independent va~iables in explaining the variations in the 

adopted dependent va~iable. Fo~ward selection procedure is 

while selecting the variables in the stepwise regression 

model, whe~eby "the first va~iable considered for entry into 

the equation is the one with the la~Qest positive or negative 

cor~elation with the dependent va~iable. The F test for the 

hypothesis that the coefficient of the entered variable is 

is then calculated. To determine whether this va~iable 

the F value is compared to an established entered, 

criterion. One criterion is the minimum value of the F 

statistic that a variable must achieve in o~der to enter, 

called F-to-enter with a default value of 3.84. The other 

criterion is the p~obability associated with the F statistic 

called probability of F to enter, with a default of 0.05. In 

this case a va~iable enters into the equation only if the 

probability associated with F test is less than or equal to 

the default 0.05. 

The actual significance level associated with the F 

to enter statistic is not the one usually obtained from the F 

distribution, since many variables are being examined and the 

la~Qest • F ' value is selected. Unfo~tunately the t~ue 

89 



significance level is difficult to compute since it depends 

not only on the number of cases and variables but also on the 

correlation between independent variables. 

criterion 

Otherwise 

equation. 

If the first variable selected for entry meets the 

for inclusion, forward selection continues. 

the procedure terminates with no variables in the 

Once one variable is entered, the statistics for 

variables not in the equation are used to select the next 

one. The partial correlations between the dependent variable 

and each 

adjusted 

examined. 

of the independent variables not in the equation 

for the independent variables in the equation are 

The variable with the largest partial correlation 

is the next candidate. Choosing the variable with the 

largest partial correlation in absolute value is equivalent 

to selecting the variable with the largest F value. If the 

criterion is met the variable is entered into the equation 

and the procedure is repeated. The procedure stops when 

there are no other variables that meet the entry criterion" 

(Harija, p. B224-B225). 

The variation in internal and external funds 

sought 

gener-al 

to be explained by the folloving variables. 

form of the model developed to explain internal 

external funds are as follows: 

INTFUN = f (PAT, CRAT, DPR, CTAX, AGFA, ANFA, ACAS, 

GNFA, GCAS, INC, EXP, PLOU, INTLOAN). 

90 
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EXTFUN = f (PAT, DER, CRAT, AGFA, ANFA, DPR, CTAX, ACAS,AINV, 

GNFA, GCAS, INTLOAN, EXPISS, PLOU). 

A priori the variables that are hypothesised to 

have positive relationship with internal funds are profit 

after tax (PAT), income (INC), current ratio (Crat), ploughed 

back (PLOU), DUMl, and interest paid as percentage of total 

loan (INTLOAN). As mentioned earlier (Chapter 2), an increase 

in the income, profit after tax and ploughed back funds is 

expected to increase the internal funds of the firm. A higher 

current ratio indicates larger current assets than 

liabilities. In otherwords, higher liquidity and a low 

current r'atio indicates lower liquidity in the short run. 

Hence, current ratio is expected to have a positive 

relationship with internal funds. 

Similarly, old and established firms are expected 

to have higher internal funds in terms of higher accumulated 

reserves and surplus and depreciation provision compared to 

the new firms. This is because, apart from the fact that a 

time lag is involved in the production and sales process, it 

also takes time for a firm to streamline its income and 

outflows in the form of dividends and taxes. 

On the otherhand variables that are expected to 

have a negative influence with internal funds are EXP, DPR, 

CTAX, AGFA, ANFA, ACAS, AINV, GNFA, GCAS, DUMO, INTLOAN. 

This is because EXP, DPR, CTAX, INTLOAN are outflows from the 

firm draining the internal sources. The expected negative 

relationship between additions made to and growth of net 
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fixed and current assets are explained by the fact that 

external funds start flowing only when the internal funds are 

not adequate or has reached a saturation point. Therefore, 

the variables, DPR, CTAX, AGFA. ANFA, ACAS. AINV. GNFA. GCAS, 

which are hypothesised to have a negative effect on internal 

external funds 

funds. 

are expected to have a positive 

A hi~her debt equity ratio. 

effect on 

higher expenses of 

issue and higher interest rate paid on loans act as deterrent 

on the funds to be raised externally. and are expected to 

have negative influence on external funds. 

Variables such as PAT. INC and PLOU have both 

positive and negative impact on external funds. The positive 

impact 

these 

share 

of these factors can be explained by the fact that 

factors increase the book value and the earnings per 

of the firm. which the investors consider while 

investing in a firm. Hence a firm with a higher 1 evel of 

of PAT. INC and PLOU depends less on the external sources 

funds but at the same time. these factors increase the 

success rat e of the publ ic issue. if the firm chooses to 

rais e funds from the market. Similarly the variable INTLON 

is expected to have both negative and positive relationship 

with internal funds. Because as an outflow it \Jill decrease 

the funds otherwise available for distribution or plough back 

but the fiscal benefits associated with interest payments 

reduce the outflo\J in the form of corporate tax and hence 

increase the internal funds. The functional form of the model 
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employed in the study is as follows: 

INTFUN = a + blPAT t b2INC + b3DUMl + b4CRAT + b5 
b6EXP - b7DPR - b8CTAX - b9AGFA - blOANFA - bllACAS -
-bI3GNFA - b14GCAS + b15INTLOAN + E. 

PLOU 
b12AINV 

EXT FUN = a + blDPR + b2AGFA + b3ANFA + b4ACAS + 
b6GNFA + b7GCAS + b8DUMI + b9CTAX + blOPAT + bllINC 
- b13INTLOaN - b14 EXPISS - b15DER + E. 

b5AINV + 
+ b12PLOU 

5.3 Analysis of regression results at the aggregate level 

The aagregate level analysis was undertaken to see 

hOIJ the chosen variables behave, for the selected companies 

as a whole. The results of this analysis can be taken to 

indicate the representative behaviour of private corporate 

sector during 1980-81 - 1987-88. Results of the stepwise 

regression model are presented in Table 5.1. In the aggregate 

level analysis, internal funds are determined by income, 

current ratio and expenses, where the variables are 

statistically significant and have the expected sign. It may 

be inferred from the above results that a unit rise in income 

and current ratio increases the internal funds by 0.43 units 

and 0.70 units respectively, whereas a unit rise in expenses 

decreases internal funds by 0.17 units. 

Ext er'nal funds at the aggreo:ate level are 

positively influenced by profit after tax, corporate tax, 

interest paid as percentao:e of total loan and o:rowth rate of 

current assets. All the variables in the equation are 

positive and statistically significant. 
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Table 5.1 Results of the Stepwise ReQression Analysis at the AqQreqate Level (Coeffitients of Siqnifitant 
Explanatory Variables) 

--------------------------------------------------------------------------------------------------------------
Dep. Constant INC. m. CRAT. PAT CTAX INTLOAN GCAS F 
,ariable 
------------------_ .. _-----------------------------------------------------------------------------------------

INTFUN 
Step I 

St,p II 

Step 1II 

EXTFUN 
Step I 

Step II 

Step III 

1** 
5.043 

(4.388) 
H* 

5.224 
(4.601) 

IH 

~.975 

(3.163) 
IH 

43.34 
( 13.050) 

HI 

37.72 
(11.32) 

.n 
27.852 

Ut 

0.2799 
(50.747) 

·In 

0.4350 
112.969) 

Hi 

90.435 
( 13.00:-

0.759 2575.24 814 

H* 

-0.1708 0.766 1331 813 
(-4.688) 

H* Hi 

-0.171 0.700 0.77 894.25 812 
(-4.71) (2.292) 

HoJ 

1.853 0.273 306.84 814 
(17.517) 

*** f** 
1.522 6.533 0.31 186.175 813 

( 13.416) (6.94) 

*** *** H* 
1.518 6.316 197.549 0.327 131.88 812 

16.782) (13.505) (6.739) (4.037) 
Iff fH 

Step IV 25.793 1.504 
(6.24) (13.44) 

Note: 1. Fiqures in paranthesis denote 't' values 
2. fft denote siQnificance at 1 percent le,el 

H* H* *" 6.413 184.85 9.975 0.336 102.6 811 
16.878) 13.787) (3.205) 

Evidently, a unit rise in interest paid as 

percentage of loan results in an increase in external funds 

by 184.8 units. While it is difficult to explain such a 

positive association bet~een external funds and interest paid 

as percentage of total loan, under certain circumstances 

interest paid as percentage of loan may increase (a) if 

there is a bunching of repayments, or (b) if fresh loans are 

taken ~ith higher interest rate. The bunching ~ill normally 
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be to clear the earlier outstandina and get a fresh, laraer 

loan. 

Thus under both the circumstances, in the same 

year, there will be an increase in the borrowings. Tax 

shield on interest payments and fixed cost of debt 

to equity may also influence a firm to rely more on 

borrowings. 

compared 

external 

5.3.1 Industry Level Analysis : Manufacturina Industry 

In this section, analysis at industry level is 

undertaken to see whether the chosen variables behave 

differently for different industrial groups, and to find how 

far the results are comparable with the aaareaate analysis. 

The internal funds of the manufacturing industry 

have sianificant and positive relationship vith profit after 

tax, "rowth rate of current assets, interest paid as 

percentaae of total loan and corporate tax. Hovever, the tvo 

variables, namely GCAS and CTAX while are si"nificant, do not 

carry the expected negative sign (Table 5.2). 

As pointed out in chapter IV where the mean values 

of several indicators of the manufacturing industry were 

found similar to the total industrial average, in the 

external 

such as 

funds equation, it is found that those variables 

the profit after tax, INTLON and GCAS which are 

.. lgniflcant in the aggregate level analysis are significant 

here also. The significance of the variable dividend payout 

ratio (DPR) implies that a unit rise in DPR increases the 

requirements for external funds by 1.32 units. 
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Table 

Dep. 
'olar j,;;~b Ie 

I tnFlJN 
St ep I 

Step II 

Step II::: 

Results of the Stepwise Regression Analysis fa, 
the ManufacturinQ Industry a (Coefficients of 
SiQnificant Explanatory Variables) 

CTAX 
c 

r"l,:'" 

" 

.... ~_ .•. __ ,~.~_~,._ .... _ .•.. _ ••.. " ... _ .. _.," _ .... __ .. -,--"-,0 __ - .. ~ __ "._ •.. 

-i"HO(o ¥..** 
~0~506 1.71~ 

(12 .. 839) (17.C92) 

·~8.579 1~~6S 7.902 
(.~"\ .5:]~3} <"17 .6J) ~5.2·~) 

,,' PI ,t· :'("~~f 

7.,+'17 '13~577 

( '7. 02t. ) (17~S30) (4.775) (4.550) 

'~:.?40 
({).1~2) 

{i. 765 
}{ .. ){.)( 

-10·1 .. C'10 
I I I I -r ' 
" 'i" a "t"t I ) 

iI·)!· 

'1 .1\'36 
(2 .. O{)2) 

O~:13 "17? .. 7 

0 .. 85 -130 .. 0 

99 

~18 

7" \.i 

t:X1TUN 
~Jt.€'p I 

3~.9~1 2.409 0 .. 209 190.2~ 718 

St ep I I 

Step 

Note: 

'" ~. 'I' 
~. J. 1. 

< , . 

5.3. Z 

(12.680) (13.792) 

27.69 
(7 .. i8'~\) 

lIl(li 

..... c I:"r 
c~·J. J, 

(7,,·17) 

'''\ ;o,e: ...... 
c; ... ..:. -..J I:.. 

('13. 60L, ) 

*1I* 
.-, ",r..,.c:,­
.:;,. .. .:.. 7 i _.1 

('13.337) 3" 
J!JH 

'1 D7 ,,~:r.;.~ 
(ftd fyft-1 ) 

1?'!1 .. 64 
~.4.2'11) 

lH!f 

"j 7:.3 .. 907 
(it .15) 

Fj.ql_H··~·)S in pa.ranthe·;i . .;:· ':::\. t.J \t., v~.ll1e·~, 

~* 

-, f C" 
,. i.j • "I,' 

1.329 O~248 58.96 715 
( 1.99~:: 

~*~t *~ denote siQnj.f~.(~;i·'~G ~t 1 and 5 perce~t levEl j~e:ipe[tiJely 

Manufacture of Electricity Gas and Uater 

The internal funds of this industry are larli:ely 

determined by a sinli:le variable namely CRAT. which alone 

explains 31.5 per cent of the variations in internal funds 

(Table 5.3). It may, however, be recalled that the CIArrent 

ratio of this industry was the least when compared with other 

industries (Chapter IV. Table 4.4). 
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As fa, as the external funds of electricity 

industry ace concerned. debt equity ratio COER) is the only 

variable vhich turns out to be statistically significant and 

explains 46.3 per cent of variation in external funds. It may 

be noted that the DER of this industry vas the second highest 

among the industries (Chapter IV. Table 4.4). Apparently. 

the nature of·the industry vhich involves a huge capital 

outlay. gives rise to a highe, debt in the capital structure. 

Also ve noted earlier that outstanding debt does not pose any 

':' ons t 1" ct..L r1 t s for raising further debt. Debt equity ratio for 

such industries l.Iitl! large c~p 11.<1.1 ,,,,11 ay and longer 

gestation period can go upto 10 1 as against 

optimal ratio of 2 1. 

Table 5.3 : Results of the Stepwise ReQression Analysis 
for Electricity. Gas and Water Industry (Coefficients 
of SiQnificant E:.planatory Variables) 

I NTF:J~J 
St ep I 

EXTFGN 
St ep I 

- .247 
.. 67'~ ~ 

.315 
:.615) 

C~AT 

Hi)' 
~, r.I::'C!" 
I '1'".0·-1'..) 

( 3.130) 

DCR 

)(-~-X 

19.-170 

0.314 

the normal 

,. 
r' N 

""'-, c. (.;. 

••• _________ '_'W" •• _. ____ "_ •• _.".,,,_ • ___ " __ , , •• __ •• _ •• _. __ • __ ............ ".M •• •• __ •• •• __ M •• _.· __ -- ••••••••• ---- .. .. 

Note: 1 • F i ~I'_ ~n paranthesis denote \t· ~'a].jieS 

,te sianifica~ce at 1 percent ~evel 
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5.3.3 Construction Industry 

The internal funds of the construction industry are 

explained by (1) the grovth rate of current assets (GCAS) 

and (2) Interest paid as percentage of total loan ( INTLOAN) 

(Table 5.4). The positive association betveen internal funds 

and GCAS may be because of the fact that current assets also 

consist of unsold goods vhich viII add to the cashflov once 

they are sold. It may be noted that the current ratio of this 

industry vas the highest compared to other industries 

(Chapter IV, Table 4.4). Possibily in the construction 

industry a large inventory of construction material is kept 

at the site till the completion of the job. 

The external funds of the construction industry are 

determined by the variable INTLOAN. The positive association 

explained by the fact that the DER is very less may be 

(Chapter IV Table 4.4) and the industry has much scope to 

raise further debt. Hence a unit increase in INTLOAN results 

in an increase in the funds raised externally by 72.89 units. 

5.3.4 Trade Industry 

Internal funds of the trade industry are mostly 

determined by profit after tax. It may be recalled at that 

the mean value of profit after tax of this industry vas the 

highest compared to other industries (Chapter IV, Table 4.4). 

The correlation coefficients (Chapter IV, Appendix Table 4.5) 

also shov that profit after tax and internal funds are 

positively and significantly related. 
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Table 5.4 Results of the Step~ise Rearession 
Construction Industry (Coefficients 
Explanatory Variables) 

Analysis fo: 
of Sianifican' 

-----------------------------------------------------------------
Dep.Variable Constant GCAS INTLOAN F N 
------------------------------------------------------ ------------

* *** 
INTFUN 7.58 10.577 0.42 10.22 14 
Step I (2.015) (3.198) 

*** ** 
Step I I -1.36 9.75 148.79 0.64611.9113 

(-0.314) (3.617) 2.878) 
*** 

EXT FUN 1.628 72.89 0.48 13.13 14 
Step I (0.353) (3.625) 
------------------ -----------------------------------------------
Note: 1. 

2 . 
Figures in paranthesis denote 't' values. 
*** ** * denote sianificance at 1, 5 and 10 per cent 

level respectively. 

From Table 5.5 it can be inferred that the 

external funds of the trade industry are determined by profit 

after tax, dividend payout ratio and the debt equity ratio. 

It may be recalled that this industry ranked first in terms 

of profit after tax and debt equity ratio (Chapter IV Table 

4.4) and paid the least in terms of dividend payout ratio as 

compared to other industries. 

5.3.5 NEC Industry 

Profit after tax and the corporate tax are the two 

variables which determine the internal funds for the NEC 

industry. The variable corporate tax thou~h si~nificant does 

not bear the expected negative sian (Table 5.6). 
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Table 5.5 Results of the Stepwise ReQression Analysis for Trade Industry 
(Coefficients of Siqnificant Explanatory Variables) 

-----------------------------------_. __ ._-----_._---------~--.----.---.---.---------------.,-----
Dep.Variable 
--.--------_ .. __ •. --

INTFUN 
Step I 

EXTFUN 
Step I 

st ep I I 

Step III 

Const ~_nt 
. --. -"- _ .. -- _. - -- _ .. ~-

-~-~ 

37.96 
(2.50) 

~ja 

92.85 
(2.86~') 

39.33 
("1.I~O) 

- 4.345 
(-,.'152) 

PAT DPR DEll F 
-._------_ .. _-----_._-----------------_._._--------------~----." 

~-** 
o. [,59 0.346 1~i.907 30 

(3.988) 
)(-)0'" 

1 '-~'i .. c..c.. 0.45 30 
(4.966) 

*** ~lH! 

'-1.26 524.6-1 0 .. 73 
(7.31 ) (5.66) 

** .. ~ *** *- -)( 
'1 .. '15~i 485.72 28.181 34.35 28 

(7.024) (5 .. 59) (2.48) 
-_._---------------- .. _-_._ .. _-----._-------------------.---------------.-.----.-------.--- .. -------------

Note: 1. Fiqures in paranthesis denote 't' values. 
2. ***, ** denote siqnificance at 1 and 5 per cent level r'espectively. 

Table 5,6 

Dep. V<'x iab Ie 

INTFUN 
St ep I 

St ep II 

EXT FUN 
Step I 

Step II 

, . Results of the Stepwise Regression Analysis for NEe Industry 
(Coefficients of Siqnificant Explanatory Variables) 

Constant 

52.963 
(2.243) H, 
45.37 

(2.081) 

--38.027 
(-0.320;' 

-84.243 
(-0.7571 

PAT CTAX 

3. -132 
(5.929) 

~--*x ~--~ 

2.41·5 4.093 
(4.2'16} (2.32-1) 

DER 

-~l! 

-183.79 
2.412) 

)H 

'17l) .. 22 
(2.5-11 ) 

PLOU F N 

0.615 35.14 22 

0.693 23.77 21 

0.20 

*11-
4.189 0.36 

(2.2371 

~j. 81 

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

Note: 1. Figures in paranthesis denote 't' values. 
2. ***. ** denote significance at 1 and 5 per cent level respectively. 
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The external funds of the NEC industry are 

influenced positively by the debt equity ratio and the amount 

of ploughed back funds. A unit rise in the DER increases the 

external funds by 176.22 units and a unit increase in the 

PLOU increases the external funds by 4.189 units. The 

positive influence of these variables may be explained as 

follows: (1) The nature of this group of industry encompasses 

firms with wide range of activities from plantation crops to 

engineering and shipping which involves large capital (2) The 

value of the firm increases with the increase in the funds 

that is ploughed back; this helps the company in raising 

funds externally. 

5. 4 . 1 Analysis by Size Groups: Internal Funds 

Analysis of the determinants of internal and 

externals funds by different size groups is undertaken mainly 

to find out the differences, if any, in the determinants 

two sources of funds. In this section determinants 

of 

of 

internal funds of the PUCGs are discussed first followed by 

the external funds. 

A comparison of the regression results of size 

groups and the industry groups reveal that the signs of the 

coefficients of the variables income, expenditure and current 

ratio remain the same in both the analyses. However, 

corporate tax (with the exception of PUCG5) and dividend pay 

out ratio exert a significant and negative influence on 

internal funds; unlike the industry level analysis where 
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Tible 5.7 : Results of the Stepwise Reqressian Anilvsis of lnternil Funds for dirr,r,.' PUCGs 
(Coefficients or Siqniricant Explinitorv Variables) 

------------------------------------ -----------------------------------------------------
PVCG Groups Constant INC. EXP. CTAX CRI\T 

0 

DPR R' F N 
and Steps 
--------------~--------------------------------------------------------------------------------

PUCG1 HI lit 0.76 710.8 214 
Step I ).698 0.230 

(3.127) (26.65) ... .,* .. Hf 

Step II 5.447 0.46)7 -0.267 0.787 394.1 213 
(3.109) (8.487) (-4.3281 

Hf Hf Uf 'ff 
Step III 5.948 0.506 -0.294 -1.794 0.79 280.0 212 

13.467> 19.234) H.851 1-3.43) 
• f** .. I Hf H 

Step IV 3.727 0.)07 -0.298 -1.808 1.311 0.80 214.9 211 
11.8811 19.3391 <-4.95) 1-3.491 12.1831 

PUCG2 11 HI 

Step I 4.587 0.298 0.82 1250 278 
(2.47) (35.36) 

Step II HI ftt a* 
4.869 0.8507 -0.660 0.84 746 277 

12.82) (10.2821 (-6.76) 
Step III JHI IU l*-} JoB 

4.7)5 0.992 -0.807 -1.282 0.847 510 276 
PUCG 3 12.78)) 110.1511 1-7.2011 (-2.65) 
Step I H In 

7.393 0.274 0.630 293.6 166 
PUCG 4 12.4911 116.841 
Step I H* 

5.637 0.258 0.420 45.7 62 
11.3821 16.761) 

Iff HI 

SteD II -1.633 3.842 -3.892 0.821 140.8 61 
(-0.6891 112.48) 1-11.672) 

SteD III Iff *H ft 

-0.611 3.754 -3.791 -14.36 0.83 104.8 60 
PUCG5 1-0.2661 113.67) (-11.791 (-2.5891 
Step 1 In 

2.047 0.323 0.86 531.7 86 
(0.558) <23.061 

Iff fH 

SteD " u 2.263 0.497 -0.224 0.893 360.2 85 
10.704) (13.97) (-5.2091 

SteD III fit Hf ** 
1.101 0.469 -0.2105 2.116 0.90 254.9 84 

10.348) (12.7711 (-4.9771 12.3611 

---------------------------------------------------------------------------------------------
Note , : Flqures in paranthesis denote 't· ~alue5. , 

2 : *If , if and i denote siqnilicance at 1, 5 and 10 Der cent le~el respectIvely. 
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their influence was positive. Table 5 . 7 reveals that the 

influence of the variables income and expenditure is 

consistent in all the PUCGs. Both the variables are 

significant and have the theoretically expected positive and 

negative sign respectively. It is interesting to note that 

the variable CTAX which exerts a ne .. ative influence on 

internal funds in the first two size groups, does not turnout 

to be so in the subsequent higher size .. roups. In PUCG5, its 

influence on internal fund is positive and significant. It 

may be noted that for the PUCG5, corporate tax paid as 

percentage of gross profits is the least (Chapter 4 Table 

4.5) . 

The variable DPR emerges significant and has a 

negative impact on internal funds only in the case of PUCG4, 

for which the average dividend payout ratio is the highest 

compared to the other size groups (Chapter IV, Table 4.5) . 

Interestingly, the variable current ratio has a significant 

and positive impact only in the case of PUCG1, which ranked 

first 

4. 5) . 

5 • 4 • 2 

are 

in terms of average current ratio (Chapter 4 , 

Analysis of Determinants of External 
different Size Groups 

Funds by 

Table 

The external funds of the different size groups 

determined by variables PAT, INTLOAN, GCAS and CTAX 

(Table 5.8) which have a positive and significant influence. 

The variable PAT is significant for all the PUCGs but for the 
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PUCG4 where the profit after tax is the least compared to the 

rest of the PUCGs (Chapter 4, Table 4.5). GCAS is significant 

and positive only in the case of PUCG4. 

5.5 Age-wise Analysis 

A dummy variable introduced to brin~ out the 

impact of age on internal and external funds did not show 

statistical significance. The poor influence of age dummy on 

internal and external funds is also evident from the 

correlation coefficients (Chapter IV, Appendix Table 4.13). 

In view of the importance of age factor, an analysis is 

out separately for companies incorporated before 

1980, (denoted as new companies). Table 5.9 presents this 

results of the regression analysis. 

Similar to the sizewise analysis, the internal 

funds of the old firms are positively determined by income 

and current ratio and negatively by the expenses. All the 

variables bear the theoretically expected signs. On the other 
• 

hand, internal funds of the new firms are explained by a 

siogle variable namely income, which alone explains 68 per 

cent of the variations in the internal funds. The 

significance of this variable shows the importance of the 

factor, income earned, for the new firms, where a unit rise 

in income leads to 0.25 unit rise in the internal funds of 

the new firms. 
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Table 5.8: Results of the Stepwise ReQression AnalYSis vI 
External Funds for different PUCGs (CoeffiCients of SiQnificant 
Explanatory Variables) 

----------------____ 4 ______ _ ._-------­-------------------------------------------------
JH. Variab1E Cons!t:iii~ 

3nd St2vS 
PA:. .' .. GCAS F 

--------------------------------------------------------------------------------------------
PUCG~ 
S!ep1 

Step II 

?UCG2 
step ~ 

Step II 

Step III 

PUCG3 

PUCG4 
Step I 

Stev II 

SteD III 

PUCGS 
Step I 

St2~ II 

H* 

4"i.34 
(7.D9) 

,a 
32.17 
(4.64) 

B-1 

"< , ., 
,;..-, • .J~; 

(6. \271 
-~* 

1e.7QO 
(2.4C4; 

** 
17.977 

( .. ., "'tA-" ,c...,j Ii,. 

**~ 
39.304 

(S.9b2 

*** 
16.67 

(2.992) 

** "'"I ~ n., ;r::. ..... 71 

(2.422; 

3.740 
(0.624) 

**~ 
63.68 
(4.502) 
*H· 

43.114 
~2.103: 

H~ 

2.019 
(9.01ai 
Ht 

2.024 
(9.2011 

Hf 

" '·u::. A 
W, c...i I 

(12.184) 

*** 
3.136 
(1~.823; 

HI 

2.565 
{7.246) 

H* 
2.519 

'6.717) 

*** 
~.319 

(o.am 
*** 
1.809 

(5.809) 

*a 
153.969 
(2.~36) 

-l** 
3:·8. 5~3 

352.55 
(3.H4) 

*:~ 

266.089 
(2.578) 

3.825 
{2.41: 

*** 
20.401 
(':.504) 

*** 
17.887 
Ie. ,,"\ IJ.L .... ! 

:H* 

-17.434 
r. ':'--,\ 
I..I.>.JL{ 

14.735 

Note Fiqures in ~larantr!e5is denote ':' value;, 

HI 

15.709 
(3.831 

Ht 

13.587 
(3.392) 

2 *** and ** denote si,~ni f'icara:2 at ~ and 5 vef C~iit 
:et~el respectivel ';i. 
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0.279 82.9 214 

r.~-::r 
VoL" 44.4 213 

0.348 14B.4 278 

0.37 81.S 277 

~.3B 57.22 276 

?5.12 !6b 

0.328 30.29 62 

0.458 25.83 61 

0.5'12 2-:'027 be 

0.350 46.42 86 

0,454 35.3B 



Table 5.9 Results Qf the Stepwise Reqression Analysis 
for Old and Ne~ Finr,s (Coefficients of 
Siqnificant Explanatorv Variables) 

----------- --.-------------_. - - -. - --- -- _.- ... ---- -- - -------- ---- ----------------------------- ---- --------------
Dep. 
Variable 

INC. em GCAS F 

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

WiF\Jr\ 
S~ep r 

SteD " u 

Ste ;, . " .u 

Nev.' 

...... ~, . .... ,r .. 

5tH 

Old 
Ecr. 
Shi 

~. ~ . 
"'~~. 

S:iI; 

... 
••• 

H 
.... ,..,., 
~''''f / 
," "A" \ IC..otl""l 

'H 
3.746 
:2.72"",1 

2.:3~ 
.", C;'I:' 
j • ... 1'1' ... .' 

. ; ! 

,,2 
,=~3l 

. , 
,:30 

... ,~26 .,. 
,2515 

" :94) 
:}f 

.744 
- 26) 

". 
::.590 
:.804) 

'If 

40.016 
17.659) 

32.085 
(5.Zm 

III 

33.908 
(5.5941 

H{ 

~.296 

(44.44) 
Iii 

C.5175 
( f'.012) 

nf 

C.5~70 

,17.058) 

IH 

0.246 
125.821 

HI 

-0.267 
<-7.436) 

HI 

-0.267 
1-7,471) 

H 

0.758 
(2.165) 

Fil~UrES in parinthe;~s d@r,Qte It' 'io!\ies. 

"f 

1.72C 
(15.123: 

Hf 

1.369 
(11.79C) 

Hf 

1.3605 
(11.862: 

HI 

1.360 
( ;1.95,\ 

I-a 

3. i204 
:9.747) 
a~ 

3.0495 
:9.5671 

H} 

3.8:9 
18.m: 

2 III and II jinJte si~n.f.can(e Qt 1 anJ 5 per cent 
hvel resPHtilell. 
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HI 
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The external funds of the old firms are determined 

by profit after tax, corporate tax, grovth rate of curr-ent 

assets and interest paid as per-centage of total loan. All the 

var-iables are significant and exert a positive influence over-

external funds and they explain 42 per- cent of the variation 

in external funds. Compared to this, external funds of the 

nev firms are poaitively determined by profit after tax and 

inter-est paid as per-centage of total loan and negatively by 

the cor-porate tax. 

The negative impact of corporate tax on exter-nal 

funds is difficult to explain. It may be noted that the sarna 

set of variables including grovth rate of current assets 

explained 42 per cent of variation in external funds of the 

old firms vhereas for the nev firms, they explain only 27 per 

cent of the variation. 

5.6 Comparison of the Regression Results v!th other 
Studies 

A reviev of existing literature on the subject of 

business savings and investment analysis brings into 

limelight an important finding that internal funds or 

business aa.vinss. are mainly inferr-ed (r-om the dividend 

policy or th~ dividend payout ratios of the fir-ms (Lintner, 

1956; Dobrovolsky, 1951; Rao and Shar-ma, 1971; Krishnamurthy 

and Sastry, 1974, 1975; Puranandam and Rao, 1966; Dhrymes and 

Kurz, 1964 Britain, 1966). The present study hovever, has 

identified the demand for the tvo sources of funds to be 
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dependent upon the fixed and working capital requirements, 

of the firms, income earning, profit retaining capacity 

outflows and the cost of capital. With this distinction in 

the background, the present section interprets the results of 

the foregoing analysis with the findin~s of other studies. 

In the present study, the variable income emerated 

as an important factor in explaining the internal funds in 

the (a) aggregate analysis, (b) size groups and (c) age 

groups. The study by Kishore (1980) has sou~ht to explain 

internal funds by net income as percentage of networth which 

had positive and significant impact on internal funds. Smith 

(1963) concludes that corporate savings is primarily 

determined by current and expected income. 

The variable profit after tax had a positive and 

si"nificant impact on internal funds and external funds. 

Krishnamurthy and Sastry (1975), Lintner (1956) Dobrovolsky 

(1951) have used this variable to explain the dividend 

functions. Apte's (1986) study finds that firms with good 

profit periormance tend to borrow less since 

financin" is generally cheaper than external 

However firms with larger investment borrow more. 

internal 

financing. 

The variable fixed investment requirements denoted 

by the "rowth rate of fixed assets did not turnout to 

significant in explaining the external and internal funds. 

be 

On 

the other hand, growth of current assets which was used to 
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measure the invescment in working capital emerged significant 

and positive in explaining internal funds in the case of 

manufacturing and construction industries. The same variable 

explained external funds in the aggregate analysis, 

manufacturing industry, PUCG3 and the old firms. 

Krishnamurthy and Sastry (1975,1974,1971) have used the 

variable 

dependent 

inventory investment/capital stock as one of the 

and variables in explaining inventory investment; 

as an explanatory variable in explaining external finance 

respectively. They arrive at the conclusion that (1) external 

and internal funds have positive and significant influence 

over inventory investment and (2) inventory investment has 

positive influence over external funds. Rao's (1981) study 

brings out that inventory and trade credit appear to be the 

main determinant of bank loan. 

The variable dividend payout ratio emerges 

and significant in explaining external funds and positive 

neo,:ative in explainino,: internal funds. Swamy and Rao (1975) 

have also obtained similar results. The rationale behind this 

is that higher the dividends, higher will be the demand for 

external funds because less would be available from internal 

sources for any given level of net profit after tax. In the 

present study total expenses display a consistent 

relationship with internal funds. Pandit's (1984) 

negative 

study on 

corporate propensity to save, concludes that a higher unit 

cost brings a fall in corporate savings. Our study 

includes wages as one of the expenses on the assumption that 
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higher expenses will reduce the gross profit yhich in turn 

will reduce the level of internal funds. 

The variable debt equity ratio emerges positive in 

explaining external funds. Krishnamurthy and Sastry (1975, 

1974) have used stock of debt to explain debt floy 

funds), which turned to be positive. This implies 

principle of increasing risk with increasing debt 

apply to sample firms. 

(external 

that the 

does not 

The variable interest paid as percentage of total 

loan is positive and significant in explaining both internal 

and external funds. Krishnamurthy and Sastry (197'1) states 

that the influence of cost of raising funds on external funds 

may not be strong because "if the rates do not move according 

to the tree play ot market forces on account of regulation 

and control, then they may not register their influence". 

5.7 Summary 

In this chapter an analysis of the determinants of 

internal and external tunds was presented. Using the stepyise 

regression technique, the analysis was carried out at four 

levels, namely (1) at the aggregate level of all comapnies 

( 2 ) by industrial groups (3) by size groups and ( 'I ) age 

groups. The analysis was mainly aimed to understand the 

interrelationships between the sources of funds and ( 1 ) 

investment requirements (2 ) age and size of firm (3 ) 

outflows, and ( 'I ) to find the effect of cost of capital on 

funds raised externally. 
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pay 

fixed 

fixed 

funds 

Variables profit after tax, current ratio, dividend 

out ratio, Corporate tax, additions made to gross/net 

assets, Current assets and inventory, growth of 

assets, current assets, incom~ expenses, ploughed 

and interest paid as percentage of total loan 

net 

back 

were 

considered in the internal funds equation_ Variables profit 

aft er tax, debt equity ratio, current ratio, additions made 

to Q,ross, net fixed assets, current assets and inventorY 

dividend payout ratio, corporate tax, growth of net fixed 

assets and current assets interest paid as percentage of 

total loan expenses of issue and plou~hed, back funds \.Jere 

considered in the external funds equation_ 

The results of the regression analysis reveal that 

the determinants of internal funds at the aggregate level and 

the individual industries differ_ Whereas at the a.gregate 

level, internal funds are determined by income, expenses and 

current ratio at the industry level analysis internal funds 

are mainly determined by, profit after tax, growth rate of 

current assets and interest paid as percentage of total loan_ 

One exception to this is the electricity industry where 

internal funds are determined by a single variable namely 

current ratio_ 

However, profit after tax, corporate tax, interest 

paid as percentage of total loan and growth of current assets 

are the common variables that explain external funds at the 

aggregate and at the individual industry levels_ Apart from 
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these, the other variables that explain external funds for 

the different industrial groups are dividend payout ratio, 

debt equity ratio and ploughed back funds. 

The determinants of the internal funds at the size 

group level and at the age group level are similar to the 

determinants of the aggregate level analysis (lJith the 

exception of the variable corporate tax IJhich is significant 

in the smallest and in the largest size groups). 

It is observed that profit after tax, corporate 

tax, interest paid as percentage of total loan and grolJth of 

current assets are the variables that explain external funds 

at the aggregate, size group and age group analysis. 

Evidently, IJhile the determinants of internal funds 

differ betlJeen the industry level, the aggregate level, size 

group and age group level analyses, the determinants of 

external 

the same. 

capital 

sources 

funds at all the four level of analysis are mostly 

It emero:es from the analysis that the 1J0rking 

or the current asset requirements influence the tlJO 

of funds rather than the fixed investment 

requirements. The positive influence of the variable 

interest 

external 

paid 

funds 

as percentao:e of total loan 

can be related to (1) the 

on internal and 

fixed nature of 

interest charges (2) fiscal benefits associated lJith interest 

payments ( 3 ) and non-applicability of the principle of 
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increasing risk to the sample firms. The significance of the 

variable profit after tax in determining external funds 

asserts the influence of the profit earning capacity and the 

past records of profit which motivates the investor to invest 

in an industrial unit. 

113 



CHAPTER VI 

ANALYSIS OF PUBLIC ISSUES 

6.1 Introduction 

The analyses in the preceedin~ chapter brought out 

the importance of external Source of funds as a proportion of 

total funds deployed by the sample firms. The available 

evidence makes it clear that over the four decades ending 90-

91. while the number of registered companies grew by 8 times 

and the paid up capital of these firms increased by 15 times, 

the share of ~ross savin~s of these firms in the gross 

capital formation rose only by 6 percentage points (GnE, 

1992). This phenomenon of inadequate internal accruals partly 

explains the fact that around three-fifths of the funds used 

by th~ firms (particularly the industrial sector) are from 

external sources. 

It is important to note that a major portion of the 

funds from external sources is accounted by borrowings. 

However, current liabilities and public issues together form 

a sizable amount and account for 40 per cent of the total 

external funds. As discussed in Chapter III, if the factors 

like the abolition of mana~in~ agency system, the immature 

capital market in the early years and the creation of 

financial institutions to fund the large fund requirements of 

the then lar~e companies are taken into account the Indian 
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Companies' dependency on borrowings (mainly from financial 

institutions) is not surprising. What is interesting, 

however, is the fact that funds raised through capital issues 

have registered a sharp increase from Rs. 7.9 crores in 1951 

to Rs. 6q73 crores in 1990. Evidently, much of the increase 

in the funds raised through capital issues has been in the 

eighties. 

This phenomenon assumes importance not only in the 

context of the volume of funds raised but also on the growth 

of capital/stock market, nature of firms that have decided to 

go public and the confidence of the investors in the 

capital/stock market. 

Against this background an analysis of public 

issues is attempted in the present chapter. Such an analysis 

assumes importance because given the increase in the demand 

for funds by firms, the financial institutions which have for 

long played the role of financing of the companies, face 

resource crunch due to the credit squeeze policies of the 

for government. Hence, the companies are forced to look out 

alternative sources of funds. This chapter centres around 

one of the objectives of the study, namely, the growth of 

securities market with special reference to public issues. 

Also the relation between raising funds through public issues 

and factors like size of firm, size of issues, age of firm 

and the type of industry is looked into. 

A firm's decision to raise money from the public is 

a function 
firm. And most of the demand for funds of the 
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often the success of the issue is determined by 

reputation of the firm (b) the size of issue (c) the 

range of the firm and (d) size and age of the firm. 

these factors the prevailing industrial policy and 

the (a) 

product 

Besides 

fiscal 

measures that promote or inhibit industrial investment also 

playa crucial role. This chapter therefore, is organised as 

follo~s. The following section discusses the method of 

analysis. Section 6.3 portrays the status of capital market 

over a period of time and also contains the hi~hli~hts of the 

findings of other studies. Section 6.4, 6.5, 6 . 6 and 6 • 7 

present the analysis by (a) Type of industry (b) Size of firm 

(c) of the firms and Cd) Size of issue respectively. 

Section 6.8 gives the summary of the Chapter. 

6.2 Method of Analysis 

The present chapter is based on the information 

dra~n from the prospectus of public issues of firms that 

have entered the capital market during the period 1 January 

1988 and 31 December 1988 through the Stock Exchange of 

Ahmedabad. There ~ere a total of 128 issues in the year 1988 

of which 119 ~ere of the firms belonging to private corporate 

sector and? from the ~overnment sector firm. Since the focus 

of the study is on the private corporate sector, the analysis 

lS restricted to the public issues of the private corporate 

sector. The information collected relates to the follo~ing: 

total cost of project, paid up capital, date of incorporation 

funds f ~om institutions, promoters contribution, of the firm, L 
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fo~ei~n loan assistance, purpose and amount of public issue, 

expenses incu~red for the issue, and the line of production 

activity pursued by the fi~m. 

accordin" 

In the present chapter the classification of 

to industry and paid up capital differs from 

firms 

that 

adopted in the earlier chapters (4 and 5). This is because 

the analysis in chapters 4 .and 5 we~e based on fi~ms en"aged 

in manufacturing activity and having a paid up capital of Rs. 

3 crores and above whereas the analysis of public issues 1S 

based on the information for all the p~ivate co~po~ate sector 

fi~ms 

th e i r 

that have come out with public issue i~~espective of 

paid up capital or industrial cate~ory. Therefore, 

while the classification based on type of industry includes a 

new ",roup of firms belon~in" to banking, insurance and real 

estate, the classification pertainin .. to size of firms 

include the group of firms with a paid of capital of less 

than three crores. The classification accordin/i'. to a~e t 

however, is the same as in the case of earlier chapters. 

Apart from this, the public issues were also classified 

7 cate"ories depending on their size. 

6.3 Status of Stock ~arket in India 

into 

The stock market is an important constituent of the 

capital market which facilitates the trading in securities. 

[n the early sixties there were only five majo~ stock 

exchan",es, namely the Ahmedabad, Delhi, Bombay, Calcutta and 

117 



Madras. At present there are 22 stock exchan~es situated all 

over the country (see Chapter III. Table 3.4 for deatils on 

the number of companies listed and their paidup capital). 

Till recently the issue of capital required the 

prior approval or consent by the Controller of Capital Issue. 

(CC I ) • government of India. except for exempted cate"ories. 

"The a~~re~ate amount of consents or acknowled .. ments granted 

(excludin" bonus shares and loans etc) during the year 1989 

by CCI to the non-government public Limited companies for 

raisin" rapital stood at Rs.4888.9 crores and it re"istered a 

manifold increase of more than a hundred times over Rs.41.5 

crores durin" 1970" (Narta 1992. p.95). 

As mentioned elsewhere in the study. the stock 

market can be divided into new issue market or primary market 

and the secondary market. The new issue market deals 

new ISSUes floated by new and existing companies. 

wi th 

The 

secondary market is a market for tradin .. in the securities 

which are already sold. 

In India tradin .. in securities is conducted through 

a system of auction and confined only to listed securities. 

Firms have their securities enlisted with one or more stock 

exchan"es in order to be eligible for trading. Further 

listin~ ensures easy marketability and liquidity to a share. 

place 

It 

of all 

may be mentioned that tradin" does not take 

the securities listed with the stock 
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Trading takes place on few securities, which leads to rise in 

the prices of only selected securities. This results in 

insider trading and speculative investment, leading to the 

lopsided growth of stock market. 

To curb such unhealthy practices taking place in 

the stock market the Security Exchange Board of India (SEBI) 

was set up in the late 80's. In view of the Narasimham 

Committee report on financial systems, which recommended that 

for speedy liberalisation of the capital market, prior 

approval of any agency for issue in the stock market be 

dispensed with, the CCI cease to have r'elevance. The 

committee also recommended that "SEBI should not become a 

controlling authority substitution of CC I, but should 

function more as a market regulator to see that the market is 

operated on the basis of well laid down principles and 

conventions" (Summary of the report of the Narasimham 

Committee on the financial system, as given in Kapila 1992, 

p.245). 

In the following paragraphs a brief discussion of 

relevant literature is given which traces the growth and 

trends of stock market in India. 

6. 3. 1 Review of literature 

The studies by NCAER (1966), Bhatia (1976), and 

Khan (1976, 1978), analyse the trend in stock market in 

h . sues market in particular coverin a the general and t e new 1S' -

period 1958 to 1973. These analyses highlight the factors 

119 



that cause vulnerability in the stock market. For example a 

liberalisation reduction in bank rate, excise duties, 

measures even if they were selective Cas they were during the 

early 70s) brought out a bullish trend in the stock market 

and an increase in the stock prices. On the other hand, the 

Chinese aggression in 1962, the ban on forward trading in 

shares, and imposition of wealth tax and expenditure tax in 

1957, 

CNCAER 

had a dampening effect on the prices 

1966, Khan 1 9 78, Bha t i a , 1 976 and 

of the shares 

Kuchal, 1970). 

The NCAER study also identifies factors that cause depression 

in the stock market like a fall in the investible funds due 

to a stagnant rate of saving, poor performance of companies 

and a high rate of speculative trading. 

The results of the NCAER (1966) study brought out a 

decline in the new issue activities and a marked shift from 

corporate securities to other forms of financial savings. 

However, the study points out that though public response to 

the new issues was declining, issues of the well established 

companies received a better response. A similar result \Jas 

also obtained earlier by Simha (1960). 

Simha (1960) lists factors that affect the raising 

of capital such as the n~jze of the issue, whether the issue 

is by a new or old company and if by the latter, its profit 

and dividend record, the management of a company, the firm or 

institution that is in charge of under writing, the terms of 

issue and finally the state of the stock market" (page 98). 
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As far as the new issue market is concerned, 

Bhatia's study points out that during the bullish trend prior 

to 1969 the new issues received a better response from the 

investors. Significantly, inspite of the depressed state of 

market, issues from old companies drew a better response 

than those of new companies. However, after 1969 a mixed 

trend is 8videnced. 

Analysin~ the new issue market for the period 1961-

73 Khan (1978) identifies two distinct phases (1) 1962-67 and 

(2) 1968-73. Durin .. 1962-67, the capital issues accounted for 

1 7 . 4 per cent of the total capital employed whereas during 

the second phase the same was 14.2 per cent. This variation 

is attributed to the decline in the role of new issue market. 

Further Kuchal (1970) and Khan (1977, 1978) attributes the 

declining role of new issues market to the failure of the 

new issue market to catch up with the growth of private 

corporate sector which is referred to as the environmental 

factors in terms of government policy. 

The effect of size of the firm and the size of an 

issue on the cost of capital of the issue and the public 

response to the issues has been brought out by Bhatia, (1976) 

and Khan (1978). These studies point out that old, 

established and large companies were in an advanta~eous 

position than the new and, smaller ones in raisin~ funds from 

the market. However, Ram Mohan's (1980) analysis of public 

t qUl'ty issueS by new units for the year 1978 response a e 
and 
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1979 proved that in both the years, smaller issues of 

than 50 lakhs) drew better response than larger ones. 

(I ess 

Though 

the response to new issues was better in 1978, in the 

1979, projects with a lesser time lag and issues 

established promoters attracted the confidence of 

year 

from 

the 

investors. 

Underwriting of an issue was normally used as a 

devise to ensure success of the issue. Simha points out that 

during 1956-59, the amount underwritten as well as 

underwriting as a proportion of total issue recorded a sharp 

rise. However" , Parthasarathy's (1986) analysis of issues 

between 1961-1983 points out that underwriting of issues does 

not guarantee against under subscription by the public. 

(1992) points out that 

activities increased with the availability of 

underwriting 

und erwr" i tin", 

facilities provided by the various underwriting agencies. He 

further states that underwriting declined during the eighties 

largely on account of the equity cult of the late eighties. 

About the cost of public issues this study states that "cost 

of issues was found high in the years of recessionary 

economic conditions. The cost of issues of private limited 

companies converted into public limited companies was the 

highest followed by existing companies cost of public 

issue of equity shares was also found to be higher in 

existine: conpaonies" (p.291). 
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Khan (1978), Prasad and Rao (1982) attribute the 

slackness in the capital market to a variety of factors like 

Ca) unattractive yield on shares compared to other long term 

investments, (b) institutionalisation of savings in the form 

of provident funds, life insurance facility, etc. and ec) 

shrinkage in disposable savings due to high personal taxation 

and inflation. Perhaps it is an inter-play of these factors 

that leads to the evident dependency of the corporate sector 

on the financial institutions (See Chapter 3, Table 

financin~ by financial institutions). 

3.2 on 

The loanable funds of the financial institutions 

bein", limited, it is often agreed that the corporate sector 

will have to explore alternative sources of funds. 

The Ran"arajan Committee which studied the 

financin" of corporate sector, recommended that the corporate 

sector should try to be self reliant as far as possible by 

steppin" up their own savings, and through larger recourse to 

the capital market. It further recommended that the well 

established companies should rely more on their own resources 

so that it would enable the financial institutions to provide 

assistance 

measure. 

beginning 

volume of 

to the new companies/entrepreneurs in a greater 

It is evident from Table 6 . 1 that the decade 

1980 has witnessed not only an increase in the 

also a funds raised through capital issues but 

marked shift in the composition of instruments namely from 
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equity shares to debentures. The increase in the funds raised 

through debentures is a result of (a) the increase in maximum 

interest rate for debenture issues in October 1981, from 12 

per cent to 13.5 per cent vith a provision to enable the 

company to pay an extra one per cent subject to certain 

conditions. (b) the raise in the interest rate on non-

convertible debentures to 15 per cent from 13.5 per cent and 

partly due to allowing a premium of upto 5 per cent at the 

time of redemption. (c) the facility introduced to enable the 

company to buy back after one year of debenture investment, 

from investors for investment upto Rs. 40,000 and Cd) 

revision of ~uidelines for issue of debentures in 1984, 

public limited companies by alloving them to convert 

convertible debentures or non-convertible portions 

convertible debentures into equity. 

As far as the issues through prospectus 

the 

by 

non-

of 

are 

concerned, the amount raised per equity has been lover in the 

period until 1984~85. This phenomenon partly indicates the 

smaller size of issues that have dominated the capital market 

till 1985. However, the hi£her amount raised through equity 

issues from 1985 onvards can partly be attributed to the 

50 rais" in 

lakhs to 

exemption 

the exemption limit for capital 

Rs. 1 crore. Admittedly, the 

issues from Rs. 

increase in the 

limit per se viII not automatically raise the 

amount per equity issue, nevertheless the impact viII be on 

the number of equity issues. Importantly, the higher amount 

124 



1~13 

19)5 

I ~)) 

19 ), 

1181 

191J 

1 ~8J. 

: New Ca.ltal Issues Thrauqh Prospectus and Riqhts by Non-Government Public ltd., Companies 

.----------------------------------------_._-------------------------------------­-----------------------------------------------
Grand ~otal Dist~ibutlon or IS;U~i 

-------------------------------------- --------------------------------------- --------------- -----------------------------
Pre,. D,ben- No. o' Amount 

i;s",e; d 
new (a·~. 

No.ef 
i.; ;1..1(: of 
e:dstir'J~ 
Cos. 

-------------------------------------------------------------------------------------------------------------------~-----------
2 6 8 10 11 12 14 1) 

--------------
8,0 
-----------------------------------------------------------------------------------------------------------r· 

Hi 
<'.Ji 

'~2b 

136 

106 

104 

114 

'116 

167 

307 

4" " 

26.5· 

.--:,.., L 

.j,]. w 

7S,! 

42.8 

, . 
...!,'t 

-. 

73.3 S. 

38.7 0.4 

.'.- " DC. I 

::6.2 

228.8 

3~9.0 

";:'j ,:i 
.... .J-..i • ..i 

7'19.7 

"i.9 

,., .-, 
c. • . i 

" , c. , 

,"\ -., \.. .• e. 

. ". 
II~ 

.­
c. 

r· -, 
l~ • 

8.~ 

25.4 

:.0 

1.0 

34. ~ 

137. ; 

'i'" e 
.:. I.J 

·0 C -,.c..J 

I'. Q .,.c.. , 

64.4 

6C.~ 

8: .5· 

" " 

.34 

4~. 9 26 

~::" A), 
(.1.0 'T I 

80.4 50 

96. : 

_~'V' " 'uc. I 

440. '1 

360.2 

, . 

70 

73 

82 

89 

66 

9.9 

, , 
I. ! 

'~c.a 

10,4 

":2.4 

~ ::, 
I, ~. 

8.3 

0.2 

0.7 

0.4 

'18.2 Cit 

21.9 

., < 
'.t ... i 

2.3 

7.8 

su 

2"3.0 0.2 33.6 

23.8 O. ~ 58.9 

23.8 3B9. ~ 

44.1 C· , .J 432.7 

650.8 

98.3 O· 0 ." 751.6 

~ 1. ~O 

B.O 

12.5 

~C.6 173 

10. : 132 

B1.7 

237 

82.8 380 

203.9 529 

4GB.1:J 908 

794 

660.0 

33Q.2 850 

54.3 

'0 < 1l.. • .J 

<. < 
...iQ • • ' 

98.6 

1:1"1 r·, 
J7.\J 

'"19.7 

~77 .8 

163.9 

65C.~ 

77C. -i 

837.:· 

,;"7, . .., I:: 
uOL.-, 

~,=,.? 
{;.. ... 

, .. , , 

72 

61 

24: 

371 

338 

536 

22.5 

J5.2 

47.4 

23.6 

' .. -,1..1."'t 

I'jL ., 
-..IW,I 

5~.7 

<0 C 
.... ,J 

2C7.B 

205.6 

,.,...,e I 
C/,J.C 

309.2 

627 .~ 

72 

89 

79 

be 

39 

96 

1"' "' 

158 

143 

;33 

21.80 

2~.4 

32.9 

40.2 

22.3 

43.9 

38.3 

125.4 

1D6.4 

270.8 

444.4 

~94.5 

542.1 

747.2 

1115.4 

l~il1e7 414 

Iqgl'~ 140 

Iqtl.9 191 

11~fw 190 

Ij~ek1 ~51 

683.9 

5~D.S 6, 

709.6 '; . .::. 

734.1 

963.5!3.0 

432.2 ~3.S6.3 "i1C 0.5 

586.2 O ., .c. 

.353."7 15/C. ~ 150 322.6 1.5 1273.2 16C2.: 341 

2400.7 3140.2 2"18 48;.7 2.5 2843.7 3332.4 4CB 

797.8 1974.3 214 284.0 0.3 1943.2 2227.5 365 

2560.8 246 730.2 278 183C.b 

'1762.:· B7 340.6 136 

3172.~ 12~ 1228.7 220 1943.7 

6473.1 ·105 666.6 303 5B06.~ 

4201.8 3B 753.5 277 3448.3 
._------------------------------------------------------------------------------------------------------------------------------

b: Various iS~lJes :if Rer-ort Gn Currency ,3,n1 FilianCe, VO:.1: Re;erve B.ailk uf India. 
: -~ January - ;)ecembcr, + At,ril - M~rchj - ~on-a'.Jailaility of data. 

125 



raised per equity issue will be a result of the change in 

policy in 1985 allowing the then existing FERA profit earning 

companies to offer 40 per cent of their equity capital to the 

pUblic. Also such equity dilution was made flexible by 

allowing the companies to effect such a dilution in two 

stages namely, 20 per cent at the time of listing and the 

rest within a period of three years. Lastly, these companies 

were also allowed to make more than one 1 1 bonus share 

issues. Arguably, the cumulative effect of these measures as 

well as of the policy to allow all the companies to retain 

upto 25 per cent of the amount originally sanctioned in the 

case of over subscription of the public issue can be observed 

in (a) the raise in the amount per equity issue from 1985 

onwards and (b) the number and amount of issues through 

rights. 

rights 

Apparently, the rise in the amount of issues through 

indicates that the existing companies prefer not to 

dilute the equity base. 

Besides some of the governmental measures discussed 

above, the following measures/policy statements announced by 

the Government of India also are expected to provide a fillip 

to the growth of Indian capital market. Some of these are: 

1. A new instrument, convertible cumulative preference share 

was introduced in August 1985. These ten percent cumulative 

dividend carrying convertible preference shares would be 

convertible into equity shares between 3-5 years. 

2 . In March 1986, the Controller of Capital issues 

1~6 

approved 



issues of partially convertible debentures as an instrument 

for raising capital by new companies. 

3. In 1988 retention of over subscription in public/rights 

issues 

15 per 

of shares and debentures by companies was reduced to 

cent. Earlier the companies were allowed to retain 

over subscription upto 25 per cent in the case of equity 

shares, and 50 p8r cent in the case of debentures. The 

80vernment removed the 11 per cent ceiling on subscription by 

financial institutions to public issues. The ~overnment also 

set up the Securities and Exchange Board of India for the 

purpose of promoting an orderly and healthy growth of the 

securities market including investor's protection. 

4. The unlon ~overnment with effect from 13th February 1989, 

raised the minimum equity capital limit of a company foe 

listing on the stock exchan~e from Re. 1 crore to Rs.3 crores 

and the minimum offer to the public for subscription 

from Rs. 60 lakhs to Rs. 1.80 crores. This was expected to 

increase the size of the issues eligible foe listing and 

improve theie liquidity prospects after listing on the stock 

exchanges. 

5. In 1990, the controller of capital issues (CCI) was 

directed by the goveenment not to permit any company to make 

any fresh issues, whether rights or public within 12 months 

from the closure of the eaelier issue or within six months of 

listing of its shares or debentures of its earlier issues 

whichever was later. 



6. In 1991 after the report by the Narasimham Committee 

measures such as removal of restrictions on fixing of premia 

on nev/ri~ht issues have made CCI a non-entity in the capital 

market. 

6.4 This section presents an analysis of the public iS8Uf;tS 

by type of industry, size of firm, age of firm and size of 

issues. Attention has also been paid to factors like 

expenses of issue and type of issue such as initial or 

further issues premium or non premium issues. 

The salient features of the public lssues are: (1) 

there vere a total of 119 issues of vhich 16 vere further and 

103 nev issues. (2) Further, equity issues numbered 105 while 

the rest comprised of debentures and equity linked debenture 

issues. The total amount, raised out of public issues is Rs. 

975.86 crores. Out of this total amount equity accounted for 

39.5 per cent (Rs.38S.03 crores) and debentures for 60.5 per 

cent (Rs. 590.8 crores). It may be mentioned that these 

equity issues amounted to 3.5 per cent and 37 per cent of 

all the equity issues that vere issued by the non a:overnment 

public limited companies during the periods April 1987 

March 1988 and April 1988 - March 1989 respectively. On the 

other hand, debenture issues taken for study by the non-

government public limited companies accounted for 81 per cent 

and 28 percent of the total debenture issues by the non-

government public limited companies for the period April 1987 

_ March 1988 and April 1988 - March 1989 respectively. 
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figures while are not strictly comparable because of the 

variation in accounting period, nevertheless provide a 

comparative picture of the issues that were issued through 

Ahmedabad stock exchanges with those of all the public issues 

of private corporate sector. But for 3 issues which were not 

underwritten the rest of the issues were fully underwritten. 

It was observed that for issues of 4 crores and less, firms 

have used ordinary equity shares for purposes like (a) 

increasing the paid up capital (b) financing a new project 

(c) financin .. the lono; term working capi tal. and (d) 

modernization. Issues of more than Rs. 4 crore however, have 

used different types of debentures and link issues for all 

purposes other than to increase the paid up capital and to 

finance a new project. 

6.4.1 Analysis of Public Issues by Type of Industries 

Funds raised from public issues and term loans form 

a sio;nificant proportion to total funds for different 

industrial groups (Table 6 . 2 ) . Overall, however , the 

dIfference between the two principal sources of fund in terms 

of their proportion to the total funds is not significant. 

Interestingly an inverse relationship between the amounts 

raised from term loans and public issues is evident. Among 

the 

by 

industrial groupS where the proportion of funds borrowed 

way of term loans is the highest (or the lowest) the 

proportion of funds raised from public issues is the lowest 
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Table 6.2 : Sources of Funds for Different Industrial Groups 

---------------------------------------

Industrvl 
Source of 
Funds 

N 
Tota: 
~ost oi 
Fijjec~ 

-----------------------------------------------------
S.jufCi2 Dr Fund; (Rs. in (fares) 

5 Sa 5b 6 7 

-----------------------------------------------------------------------------------------------
I1.inu fa ctu ri nG 

ElectnCltv, 
Gas & Wa~er 
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Uhole;ale ana 
RetaIl Trade" 

Group of Co.­
panm 1t£C'2 

BanKI n·1 and 
Flnance2 

Total 

82 

e 
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~.6 O.~ 3.92 

80.9 0.6 29.14 

5.1 0.1 13.52 

0.20 12.63 

10.35 

3.92 1")1") c:.c: .:.c.J.J 

7 22.14 279.35 

'13.52 1.74 52.49 

9.1 27.87 

4.5 S.85 0.12 23.34 

2796.86 941.99 326.53 ~85.8 12.9 975.86590.8 385.0 24.85 2767.7 
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i~surance and real estate. 

3. For banklnQ and Ilnance .ndultr" total cost of the proJect, Qovern[,ent subsldv 
fiQures are not there because these public Issues are [,eant to raIse funds for 
workinq cavltal reQUlrements. 



\ 
(or the highest). Possibly, this pattern reflects (a) the 

differences in the criteria adopted to extend credit facility 

to specific projects in line with the industrial policies of 

the ~overnment and (b) the reluctance or inability (or both) 

of industries like electricity and construction to raise 

money from the public. 

debentures 

importance 

industry. 

When the public issue is seo:reo:ated into 

and public issues of equity, the latter assumes 

for NEC group of industry and banking finance 

In the case of manufacturing, however, debenture 

assumes importance. In the period under analysis, it may be 

mentioned that there was one debenture issue of Rs. 516 

crores. If this issue is excluded as an outlayer then public 

issue ranks third to that of term loans and foreign loan 

sources. 

important 

industrial 

Evidently loans from institutions 

source for all the industries 

group and banking finance. This 

is the most 

except 

implies, 

NEC 

that 

debt assumes prime importance in the capital structure of a 

firm than equity. This phenomenon is perhaps due to the tax 

shield on interest which is not available for dividend. 

Importantly, none of the industry types show a 

significant amount of funds corning from internal sources. In 

fact internal source of funds constitute less than one per 

cent of the total funds raised from different sources. This 

is because many of the companies were new, and as the 

analysis carried out in chapter V brought out that 
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accruals are the result of being in the business profitably 

for a long time. 

I t is evident from the table 6.3 that tlJO 

industrial groups, namely, manufacturing and construction, 

betlJeen themselves accounted for over 96 per cent of the 

funds raised from different sources. Apparently the 101.1 share 

(12 per cent) of promoters' contribution in the total funds 

suggests that these industries except trade are not closely 

held companies. Infact for three industries viz., 

construction, group of industries and banking the promoters 

do not have even the controlling interest (10 per cent) in 

the companies they manage. The lOlJer share of promoters' 

contribution perhaps result from the policies of the 

government IJherein the companies lJere allolJed to disinvest 

their holdings provided it had atleast ten public 

shareholders for every Rs. 1 lakh of share capital. 

6 . 4 . 2 Industrial Group by Size of firm and type of Issues 

It is evident from Table 6.4 that manufacturing 

industry accounts for a little over tlJO thirds of the total 

number of issues, of which 67 per cent of the issues are 

fr"om companies that belong to PUCGI. While manufacturing 

industry encompasses all sizes of firms, the rest 

industries have only firms belonging to PUCG 1 and 

(except the IJholesale and retail trade industry IJhere 

are two firms from PUCG3). Table 6.5 highlights 

of the 

PUCG2 

there 

that 



Table 6.3 : Distribution Accordina to Industrial Groups and Size 
of Firm 

----------_._-------------------------------------_._.------------
Industry/ 
Size of Firm 0.01-1 

Size of Firm 
1.01-3 3.01-5 

(Rs. in crores) 
5.01-10 10.01-25 Total 

------------------------_._-----------------------------------------
Manufacturing 

Electricity 
Gas & t.Jater 

Construction 

t.Jholesale, 
Retail Trade 

Group of Companies 
(NEC) 

Banking and 
Finance 

Total 

55 

1 

6 

8 

9 

4 

83 

18 2 5 

1 

1 2 

1 

4 

25 4 5 

Table 6.4 : Type of Issue by Industrial Group 

2 82 

1 

7 

11 

10 

8 

2 119 

----------------------------------------------------- -----------
Industrial 
Group 

With Premium 

NelJ Further 

Without Premium 

NelJ Further 

--------------------- ------------------------------------------

Manufacturing 

Electricity 
Gas and t.Jater 

Construction 

Wholesale and 
Retail Tcade 

Group of 
Companies 

Banking and 
Finance 
--------------
Total 

11 5 59 7 

1 

1 6 

11 

3 7 

1 5 2 

------------------------------------------------
15 6 89 9 

-------------------------------------- .. - - - - -.-

1.33 



manufacturing industry which accounts for 69 per cent 

total issues, also ranks first in terms of number of 

issues (58 per cent of total) including both premium and 

premium issues. 

of 

new 

non 

The phenomenon of higher number of small issues by 

small firms can be explained by (a) the governments licensing 

policy measure which exempted investments below 5 crores from 

the requirements of licensing, and (b) the CCI's measure of 

exempting public issues upto 1 crore from seeking permission 

to enter the market. 

6.5.1 Analysis of Public Issues by Size of Firm 

Table 6.6 shows that 82 per cent of the total 

issues are from firms' be 1 onlilin/i: to PUCG1. public 

pattern to an extent disproves the theory that small 

shy away from stock market (Weaver 1956). Importantly 

This 

firms 

for 

these public issues financing through equity is significant 

in PUCG 2, 3 and 4. 

rUCG4 stands distinctly from rest of the PUCGs in 

so far as it relies on the stock market to a large extent 

especially for equity financinlil. However, assistance in the 

form of institutional loan is very low and promoters 

contribution is nil. 

As far as other PUCGs are concerned, loan 

assistance from institutions assumes primary importance. 

This phenomenon is in line with the hypothesis that the cost 
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Table 6.S : Source of Funds by Size of Firm 
--------------- --------------------------------------
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Table 6.6 Size of Firms and Expenses of Issues 

---- --------------------------------------- --------------------

SiZt of Firm 

0.01 

1.01 

.3.01 ~ 

5.01-:0 

10.01-25 

Total 

Expenses of Issue 
---------------------------------
0.01 - 5~, 

P UP 
5 
P 

10'. 
UP 

10 
P 
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15'. Above 15% 
UP P UP 
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33 7 25 6 1 13 

10 2 10 2 4 

2 1 1 

1 2 2 3 

1 1 
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13 1 48 11 36 9 1 21 
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Note : 1. P - Premium, UP - Without Premium 
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of equity capital of small firm is greater than those of 

larger firms and raising debt is cheaper (Gupta, 1969, Albert 

and Archer 1973, Archer and Faerber 1966). Evidently 

interest on debt being fixed in nature and the fact that it 

for also reduces the tax liability, it is a clear advantage 

firms. Conversely dividend payment may vary especially ~hen 

there is a rise/fall in profits and hence debt compares 

favourably with equity as far as fund sources are concerned 

for a ~iven firm. 

Another significant feature is that PUCGl and 

the PUCGS share 40 per cent and 44 per cent respectively of 

total internal funds. At both the levels firms plough back 

funds perhaps for reasons such as (1) to be self reliant (2) 

to reduce dependency on other sources for the fear of 

control over business. 

losing 

6.S.2 No clear trend is evident as far as the premium and 

non premium issues, and expenses of issue and size of issue 

are concerned (Table 6.7). The expenses of issue ~hich are 

calculated as a percentage of total amount of public issue, 

comprises of advertisin~ and printing fees. underwriting and 

It may be mentioned here that in India 

under~riting and brokerage fees are fixed with a minor 

difference 

fixed rate 

bet~een equity and debenture 

of 1.S per cent of the total 

issues. 

issue is 

While a 

paid as 

brokerage fee, underwriting commission for equity is pegged 

at 2.S per cent of the total issue and 1.5 per cent for 
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debenture issues. Against this background it is not 

surprising to note that the expenses of the issue do not 

exceed 15 per cent of the total issue, whereas 62 per 

of the total issues have incurred expenses amounting to 

than 10 per cent. 

cent 

less 

6.6 Analysis of Public Issues by A~e of the Firm 

It is apparent from Table 6.8 that three fourths of 

the Issues in the year 1988 have been from companies 

registered after 1980 i.e., new companies. As a consequence, 

Table 6.9 reflects the dominance of new companies in each 

source of funds. However, the difference in the funds raised 

by the old and new companies through internal accruals is 

lower than the observed differences among other sources. 

Thou .. h this phenomenon partly substantiates the hypothesis 

that internal accruals are a function of the length of time 

spent by companies in the business, it is, however, 

noteworthy that the share of the new firms in the total 

int er'nal funds Is around 55 per cent. New firms accounting 

for a higher proportion of internal funds can be explained by 

Ca) the availability of tax concessions like tax holiday in 

the initial years of operation resulting in lower tax flows 

and Cb) the possibility of new companies skipping dividend 

payments till they stabilise in business. It is recognised 

that the latter explanation may vary between firms. 
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Table 6.7 Aae of the Firms and Type of Issue 

------------- --------_._- --------------------------------
Age With Premium Without Premium 

NeIJ Further NeIJ Further -------------- ----------- --------------------------------
Old 9 4 8 7 

New 6 2 81 2 
------------- ------------ ------------------------------
Total 15 6 89 9 ------------- ------------ ------------------------------

Table 6.8 : Sources of Funds bv Aqe or the Fir. 

Old 

New 

Total 
Wit Df 

.rojHt 

160.58 
(5.73) 

2636.38 
194.25) 

2 

60.73 1B.17 
(6.45) (5.56) 

881.1b 308.36 
(93.56) :94.44: 

Source of Fund; {Rs. in (rores) 

6a 6t 

17.6 "1.76 76.73 17.9 58.83 
(3,b; (13.6~) 17.86) 13.02) (15.28) 

468.2 1l.13899.13 572.9 326.23 
196.3) (86.35) (92.14; 196.98) 184.72) 

, , 

'11.23 
145.19) 

13.62 
154.81 ) 

8 

186.20 
(6.75) 

2581.5 
(93.25) 

------------------------------------------------------------------------------------
Tot.l 2796.96 941.9 326.53 485.8 12.89975.86 590.8 385.06 24.85 2767.72 
------------------------------------------------------------------------------------

Note 1. Refer Table 6.3 for details on sourC2 of funds. 
2. Fiqures in parantheses are percentaQes to total. 



The other- salient featur-e that emerges f['om Table 

6.8 is the differ-ence in the debt equity r-atio of the old 

f i [ ms (1: 1 . 6 4 ) and new fir-ms (1:5.89). It may be mentioned 

that debt includes loans fr-om financial institutions, for-eign 

loan assistance and funds r-aised through debentur-e issues. 

The loan component (r-om institution is obser-ved to 

be higher than the loan r-aised fr-om other- sour-ces. Though the 

conver-tibility clause of the loan fr-om institution act as a 

deter-rent for firms to approach them (Sen 1979 and Rao 1980), 

yet the pr-esence of these institutions with sufficient voting 

pover '.las expected to bring in financial discipline (Patil 

1979). 

Table 6.9 

Size of 
Issue 
(Rs. in 
crores) 

Distr-ibution of Firms by Size of Paid up Capital 
and Size of Issue 

--_._--------------------------------_._---------------
Size of Fir-In 

Total 

0.01-1 1.01-3 3.01-5 5.01,10 10.01-25 
------------------------------------------- ----------------------

0.01-1 38 
1.01-3 31 
3.01-~ (, 

5.01-10 1 

10.01-25 4 
25.01-50 1 
)50 and 1 

7 45 

10 2 2 45 

6 2 14 

2 2 5 

1 1 1 7 

1 2 
1 

above 
---------- ------- ---------------------------------------------------

Total 82 26 4 5 2 119 
------------------------------------------------------------------



Some studies (Rao and Rao, 1975; KrishnamurthY and 

Sastry, 1975) have pointed out the dangers of the higher debt 

equity ratio. Acquisition of further debt beyond the limits 

of the specified debt equity ratio, leads to illiquidity or 

the availability of credit is restricted or the cost of 

acquiring funds ~ill increase. Ho~ever, the advantage of 

debt financing are (1) the lo~ nominal rates of interest (2) 

tax deductability of interest and (3 ) the lo~er real 

incidence of loan repayment due to inflationary conditions in 

India (Chakraborty, 1977). 

As far as the expenses of the issue is concerned, 

expenses do not sho~ significant variation according to the 

a~e of the firm. As mentioned earlier the fixed under~riting 

and brokera~e charges can be attributed as the main reaSon. 

6.7 Analysis of Size of Issues 

The lo~est amount of public offer in 1988 had been 

is. 30 lakhs and the highest had been Rs. 593. It crores. It is 

apparent from Table 6.10 that 76 per cent of all the issues 

belon~ to the first t~o size groups ~ith PUCGl alone 

accountin~ for 69 per cent. This pattern emphasizes the fact 

that the year 1988 had been marked by small sized issues from 

small and ne~ firms. 

The inverse relationship bet~een the expenses of 

. d th 'ze of issue is evident from Table 6.10, ~here 
1 s sue an e s J. 

expenses . d by 51 per cent of the total issues are lncurre in 



Table 6.10 Size of Issue by Expenses of Issue 

---------- --------------------------------------------------
Size of 
Issue 

Expenses of Issue 
----------- ---------------------------------

0.01 - 5, 5 - 10'. 15'. and above --------- ----------------------------------------
0.01-1.0 

1.01-3 

3.Dl-!) 

~.DI-IO 

:O.Dl-2~ 

" . 01 - SO 

~ D al. 
,Love 

I 1 

1 

1 

17 1 

27 18 

8 6 

4 1 

5 1 

1 

43 1 

~he ranae of 5-10 per cent. This pattern is lar~ely observed 

as the size of issue increases the proportion of 

fixed expenses to total amount of issue declines. Partly this 

~henomenon could be due to the economies of scale achieved on 

~xpensea lik~ printing and advertising. 

6.8 Su .... ry 

The analysis of public issues assumes importance in 

the present day situation. where the financial institutions 

on whom the private sector depends on to a larjOe extent, 

themselves are facin~ resource constraints. Hence, the 



corporate 
raising 

such a situation raising funds from stock market 

sector has to find other means of 

In 

funds. 

becomes 

important. Hence, this chapter concentrated on (1) the trend 

found in the stock market from 1970-1988 and to the 

relationship bet~een raising funds through public issues and 

factors like size of f" " f' f h f' d 'rm, Slze 0 lssue, a~e 0 t e lrm an 

industrial groups for the year 1988. The basis of 

classificacion of firms by size and age follo~ed in this 

chapter 1S the same as that of adopted In the earlier 

chapters. There are six industrial groups and seven size of 

issues. 

The analysis sho~s that decade beginning 1980 

~itnessed not only an increasing volume of funds raised 

through capital issues but also a marked shift in the 

composition of instrum8nts namely from equity shares to 

debentures. There was a phenomenal increase in the volume of 

funds raised especially in the years 1981, 1985-86 and 1986-

87 mainly as a result of policies announced by the 

~overnment. But the stock market was generally dominated by 

small equity issues. 

Th" analysis of public issues of the year 1988 

that though the number of equity issues ~as 

hi~her than the number of debenture issues, the amount raised 

throu~h debenture ~aS hi~her than that of equity issues. 

Majority of the issues were from the manufacturing industry 

and the smallest group of firm. 



No clear trend emer~ed 
w~ 

factors like premium and 

non premium issues, expenses of issue and the size of issue 

\Jere related. The analysis revealed the expenses of majority 

of issues \Jas less than 10 per cent. An inverse relation 

bet\Jeen the expenses of issue and the size of issue \Jas also 

evident. The a~e-\Jise analYSis brou~ht out that the public 

issues of 1988 \Jere dominated by issues from ne\J companies. 

The analysis of public issues also su~gest that the 

relia.nce on funds from stock market and institution is 

equally hi~h. loans assistance and promoters 

contribution are si~nificant only in fe\J cases. 

In conclusion it may said that small issues {rom 

small and ne\J firms dominated the stock market in 1988. The 

policy reforms announced by the government from time to time 

reveals the ~overnments efforts to make the stock market 

dynamic and efficient. 



CHAPTER VII 

SUMMARY AND CONCLUSIONS 

7.1 Indian industrial scenario witnessed several ch.n~es in 

the ei~hties wi th the liberalisation measures gaining 

momentum and the private corporate sector started assumin5 

more and more importance. Several new companies entered 

field and the existing ones went in for modernisation 

diversification. The .. ap between saving and investment 

the 

and 

was 

large and mobilisation of investible funds through various 

sources became important, resulting in new developments 

takin .. place in the financial sector. 

these 'Jere in the area of; equipment 

financin~, off-shore financin~, 

of new securities like 

To mention 

financing, 

merchant 

fully and 

a few, 

venture 

banking, 

partly introduction 

convertible 

securities 

deb8ntures, redeemable 

and setting up of mutual 

and 

funds, 

non 

and 

redeemable 

financial 

institutions. These mutual funds and institutions play 

role of financial intermediary where by savings from 

the 

the 

surplus sectors are 

sector. 

mobilised and channelized to the deficit 

The investment needs of the indian private corporate sector, 

it 

the 

is clear, are higher than its savings and it depends 

household sector, the government sector and the rest 

the world sector to finance its investment requirements. 

on 

of 

In 



this context the p t resen study assumes relevance by focussing 

on (1) the factors influencing the two sources of funds of 

the corporate sector, namely, internal and external. and (2) 

an analysis of the funds raised through stock market. 

Data collected from the Stock Exchange of Ahmedabad 

are used in this study. The relevant data were compiled from 

the balance sheets of those companies which had a paid up 

capital of Rs. 3 crores and above as on June 1988 for the 

period 1980-81 - 1987-88 and (2) from the prospectus of the 

companies which went public in the year 1988. For the 

purpose of analysis the 8 year data of the 102 selected 

companies were pooled, whereby we had a total of 816 

observations: 102 observations for each of the 8 year period. 

The analysis was carried out using simple statistical tools 

like avera~es, percentages, ratios and stepwise regression 

method for analysing the determinants of internal and 

external funds. The advantage of the stepwise regression 

method is that, it brin~s out the relative importance of each 

of the statistically significant independent variable in 

expldinin~ the variations in the dependent variable. 

7.2 Summary 

The analytical framework of the study helped in 

identifying the factors that generally influence the two 

sources of funds. They are: 



( 1 ) The prevai 1 in.a, . . 
~ economIC enVIronment (2) age and size of 

firm ( 3 ) the dividend policy followed by the firm ( 4 ) the 

corporate income tax paid b" the fl'~m (5) h 
J • t e cost of raising 

funds externally (6) the level of outstanding debt and ( 7 ) 

the investment requirements of the firm. 

Th.e industrial policies ",overning the private 

corporat" sector and the chan~es in these policies over a 

period of time that gives an idea about the economic 

environment In which the private corporate sector works, was 

presented In chapter I r I This chapter also tr'aced the 

correspor.din .. changes in the financial sector. It was 

brou5ht out that, with the commencement of the planning era, 

foundations for industrial development was laid with a 

specific objective to create a strong infrastructural base 

throu~h the public sector. But the limited resources of the 

50vernment restricted the public sector activities to the 

core sector and in rest of the areas the private sector was 

allow"d to set up industry. The industrial sector at that 

time was hi~hly re.;:ulated by the system of licensing coupled 

with restrictions on lar",e houses, delineating the industries 

in public sector, private sector, joint sector and the small 

scale sector. By and large the emphasis was on direct and 

detailed physical controls rather than indirect financial 

controls or a reliance on the price mechanism. On the 

finance side, specialised financial institutions were set up 

to f . . dust"I'al units in public and private sector. Inance In 

, , , 



Over a period of time it was realised that the 

regulatory mechanism was ineffective and they only caused 

delay in the implem t t· . en a 10n of project or rendered the units 

to work with sub-optimal capacity utilisation 

This prompted liberalisation of the Indian economy whose 

focus was (1) to permit better utilisation of productive 

capacities (2) to increase market demand and (J) to reduce 

physical controls. The result of liberalisation was an 

overall improvement ill the investment activity, increase in 

the industrial production, and an active capital market. 

A profile of the sample firms was drawn based on 

indicators like constituents of internal and external funds, 

capital formation, liquidity and profitability, essentially 

to understand the working of the sample firms. This analysis 

was carri~d out at three levels; (1) by industrial groups (2) 

by size .roups and (3) by the age groups of the firms. Such a 

break up he I p ed in drawing a comparative picture of the 

sources of funds for different industries and to understand 

the effect of size and age on the sources of funds. 

reseIves 

internal 

At the industry level, it was found that 

and surplus formed the single largest component 

funds. Among the constituents of external funds 

the 

of 

it 

was observed that wherever the institutional assistance and 

current liabilities were high, loan raised through debentures 

was lower. 

relied more 

During study period, the 

on the stock market than 

t /I 7 

construction industry 

raising funds from 



financial 
funds 

and the 

institutions. Correlation bet~een internal 

additions made to gross/net fixed assets, curr-ent 

assets and inventory was not significant for any of the 

l·ndustrl"e c . lro"ev h - - er, t e correlation bet~een external funds 

and the growth rates of current assets and net fixed assets 

was positive and si",nificant only in the case of 

manufacturin", industry" Construction industry ranked first 

in terms of the current ratio and the least in terms of debt 

equity ratio. 

The profile of the firms by size ~roups showed that 

there exists a positive association bet~een the size of firm 

and r"serVes and surplus, Ho~ever the other constituents of 

internal funds, namely, depreciation provision and 

capitalised reserves do not sho~ positive association with 

size. 

Amon", the constituents of external funds, excepting 

the loan raised through debentures, others sho~ed a positive 

association with the size of the firm. Also, of the funds 

raised through stock market, debentures \Jere higher than 

equity for smaller firms, and more of equity and less of 

loans through debenture, for the larger firms. 

It was also observed that the variation among 

different PUCGs in the case of loan funds arose only ~ith 

respect tr, secured loan. As far as the capital formation of 

the different rUCGs is concerned, the positive association 

.:; i z e and asset formation is not supported by the 

, n 



difference betIJeen th e means of additions made to gross 

assets of different PUeGs 

size 

the 

The PUCGs exhibit an inverse relationship betIJeen 

and current ratio but such a trend is not reflected 

debt equity ratio of different PUeGs. No clear trend 

in 

is 

observed 

profits. 

different 

between the size of firm and income, expense and 

However, the interest coverage ratio of the 

pueGs indicated that all the pueGs have earned 

profits coverin~ atleast tIJice their interest charges. 

The analysis based on the age of the firm indicated 

that internal funds of the old firms are hi~her than 

those of the neW firms. 

However, in the analysis of public issues (Chapter 

V I) , neIJ firms accounted for higher internal funds than the 

old firms, IJhich can be explained by the availability of tax 

concessions and skipping dividends in the early years. As far 

as the external funds are concerned, an inversA relationship 

is observed betIJeen secured loan from institutions, current 

liabilities and the loan raised in the form of debenture. 

The difference betIJeen the means of additions made 

to aros s fixed assets and current assets IJas nil for the old 

and neIJ firms. As far as the outflolJs are concerned, 

tax pa id is nominal for both the age groups and corporate 

dividend paid by neIJ firms IJas higher than that of the old 

firme;. Whereas, the short term liquidity position of the neIJ 



firms are better than the old f;~ms. 
LL A comparison of the long 

term stability of the two, however, indicates that the new 

firms will have to t s rengthen their equity base. 

While the profile of the firms gave a broad 

indication of the working of the firms, the inter-

relationship among various factors and the two sources of 

funds wer e brou,;ht out thr'ough the use of stepwise 

re~ression model. The variables included in the equation to 

explain the variations in the internal and external funds 

were profit after tax, income, current ratio, ploughed back 

funds, total expenses, dividend payout ratio, corporate tax, 

additions made to gross and net fixed assets, current assets 

and inventol'Y, ",rowth of net fixed assets, and current 

assets, interest paid as percentage of total loan, debt 

equity ratilj, expenses of issue and a dummy variable to 

denote a-, e . The analysis was carried out at four levels 

namely (1) at the aggregate level (2) at the industry level 

(3 ) accordin~ to size groups and (4) according to the age 

~roups. 

In the aggregate level analysis, inteI:'nal funds 

WeI:' e found to be positively influenced by income and cUI:'rent 

ratio and negatively by the total expenses. The demand for 

exteI:'nal funds was also positively influenced by profit after 

tax, corporate tax, interest paid as percentage of total loan 

and ~rowth rate of current assets. 

, r n 



cases 

At the industry level analysis, in most of the 

the level of internal funds was positively influenced 

by profit after ta x, growth rate of current assets, interest 

paid as percentage of total loan, current r'atio, and the 

corporate tax. The demand for external funds for various 

industries, by and large was found to be determined by profit 

after tax, interest paid as percentage of total loan, growth 

rate of current assets, debt equity ratio and the dividend 

payout raLio. 

At the size group level analysis, the internal 

funds were positively influenced by income, current ratio, 

and ne .. atively by expenses, and dividend pay 

out ratio. The variable corporate tax in most of the cases 

did not display a consistent influence. It exerted a negative 

influence on firms in the smaller size groups and positive 

influence over hi .. her size groups. 

As far as the demand for external funds of the 

different PUCGs is concerned, by and large, it was positively 

determined by profit after tax, interest paid as percentage 

of total loan, ,;;rowth rate of current assets and 

tax. 

internal 

current 

The 

funds 

agewise analysis revealed that the 

of the old firms was determined by 

ratio and ne .. atively by the total expenses. 

as the new firms are concerned, income was the only 

which turned to be positive and significant. 

1 "",1 

corporate 

level of 

income, 

As far 

variable 



The external funds of the old firms were 

determined by f' pro It after tax, corporate tax, grololth of 

current assets and interest paid as percentage of total loan. 

And external funds of the nelol firms loIere found to be 

positively determined by profit after tax , interest paid as 

percentage of total loan and negatively by the corporate tax. 

The analysis of public issues VaS carried out in 

four stages namely (1) at the industry level (2) by size of 

firm (3) by size of issue and (4) by age of the firm. Since 

the beginning of the 1980s it loIas observed that, there loIas an 

increase in the volume of funds raised through the stock 

market and there loIas also a marked shift in the preference 

for securities, namely, from equity shares to debentures. 

The amount raised per equity IoIhich had been 10loler till 1984-

85, started rising from 1985 onlolards. From 1985, there loIas 

also an increase in the number and amount raised through 

rights issues. The spate of liberalisation measures 

introduced, resulted in increased investment activity, 

dilution of equity by FERA companies, and entry of public 

sector units in the stock market, and in 'boom' conditions of 

the stock market. Almost all nelol issues had an over\Jhelmin~ 

response from the market. 

At the industry level, the analysis revealed that 

the difference betloleen the tlolO principal sources of external 

fund, namely, public issues and term loans from institutions, 

loIere not significant in terms of their proportion to total 
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funds. Ho~ever, an inverse relationship bet~een the amount 

raised through term loans and public issues was evident. 

Interestingly, internal funds constituted less than one per 

cent of the total funds raised from different sources. 

Further classification of industry by size of firm 

and type of issues brought out that the manufacturin~ 

industry accounted for t~o-thirds of the public issues of 

~hich 67 per cent ~ere from firms belonging to the PUCG1 

which is the smallest siZe group. 

The analysis at the size group level revealed that 

82 per cent of the total public issues were from firms 

belonging to the smallest size group. For the majority of 

size groups loan assistance from institutions assume primary 

importance. Another interesting feature observed ~as that the 

smallest and the largest size groups account for a larger 

share of ploughed back funds. 

No clear trend emerged ~hen the premium and non-

premium issues were related ~ith the expenses of issue and 

the size of issues. 

From the analysis of sources of funds by age 

groups, it was evident that three-fourths of the issues in 

the year 1988 were from new companies. Secondly, the 

proportion of internal funds of new firms was higher than 

f · Also the debt equity ratio of the new that of the old lrms. , 

f
. ch hl'cher than that of the old firms. 
1 rms was mu '" 

, c ' , . 



The pattern of the size of issue pointed out that 
the 1988 had been marked by small year 

sized issues from 

small and new firms and secondly size of issue and expenses 

of issue were found to b . e inversely related. 

7.3 Conclusions 

From the above discussions of the results, the 

major findin~s of the study can be stated as follows 

1 . Industrial development is closely followed by changes in 

the financial sector, resulting in financial sector 

developlllent. 

o 
~ . The major component of internal fund baing the reserves 

and surpluses illlplies that firms prefer to plough back and 

reinvest the funds accrued in the business. 

3. The ar.alysis brou"ht out that the internal accruals are a 

function of th. time spent in business and both the smallest 

firm and the lar~est firm plough back funds. 

4 . The in.portanre of trade dues and current liabilities <>.s 

sources of external funds was clearly brought out by the 

increase in the debt equity ratio, when this component was 

included in total debt. 

5. At all the three levels of analysis it was observed that 

the fixed asset formation of the sample companies did not 

under"o a si .. nificant change. This was further supported by 



the ~eg~ession ras It th . • u s at the va~lable g~ovth of net fixed 

assets did not tu~n out to be significant. On the othe~ hand, 

the positive and significant influence of the variables viz., 

~rowth of current assets and cur~ent ~atio on internal and 

exte~nal funds implies that the wo~king capital requirements 

we~e higher for the companies during the study pe~iod. 

6. From the positive and significant influence of the 

variable debt equity ratio on exte~nal fund it is clear that, 

the outstanding debt does not act as a constraint for the 

firms to raise further debt. 5imila~ly the positive impact of 

inte~est paid as percentage of total loan on ext e~nal fund 

su~ .. ests that the cost of capital also does not pose any 

constraint on funds that are raised externally. This is again 

suppo~ted by the fact that the variable expenses of issues 

did nGt emerge to be statistically significant. 

7 • The effect of corporate tax paid on the sou~ce of funds 

is not clear from the analysis. It neither displayed a 

consistent negative impact on internal funds nor a consistent 

positive impact on external funds. 

8. The other outflov, namely, dividend payout ratio, 

emer"ed positive and significant in explaining external funds 

and negative in explaining internal funds. It may be 

inferred from this that dividend as an outflow acts as a 

drain on internal funds which reduces the level of funds that 

can be ploughed back, thereby inc~easing the demand for 

external funds. Also, by maintaining a consistent dividend 



record, companies can establish good money market 

relationship with the investors, which ensures favourable 

response in case the company goes public to raise funds from 

the market. 

9. Ther8 was not much difference in the factors influencino: 

the two sources of funds t th' d a e SIze an age group levels. 

However the si~nificaDce of the variables like, income and 

expenses, sug~ests that income earning capacity and control 

of costs are the preliminary steps involved in ploughing back 

of funds. 

10. The fixed nature of the major portion of expenses of 

issue has resulted in smaller issues spending larger amount 

than lar5er issues. 

11. The status of stock market implies that there is a 

positive association between government policy measures and 

funds flo ..... 

12. Maximum number of public issues have come fe-om the 

manufacturing industry and 

13. Whereas the issues from old firms were moe-e in number 

during 1980-88, issues fe-om new firms dominated the market 

during the year 1988. 

1 < , 
, ," 



7.4 Policy Implications 

Over the years, though the funds raised through 

stock market have increased, the dependence on financial 

institutions has not decreased suggesting a \Jidening gap 

between saving and investment by the corporate sector. This 

requires further development of the capital market. For 

example, inspite of the increased stock market activities, 

the estimated number of shar'e holding population centres 

around 12 million and concentrated in five cit i es namely 

Bombay, Calcutta, Delhi, Ahmedabad and Madras. Therefore, to 

increase the mobilisation of resources, spreading of equi ty 

cult in rural and semi-urban areas is important. 

This can be achieved by setting up of more stock 

exchanri,es, and mutual funds. Settina: up of specialised 

investment institution is required because investors are more 

likely to invest in capital market thr'ough financial 

intermediaries than directly. Also, an increase in the 

supply of good instruments which offer the investor a safe 

rate of return on investment and appreciation of capital 

should be introduced. At present, trading in most stock 

exchanges takes place in a fe\J scrips resulting in lots of 

money chasing only selected scrips. This also encoura~8S 

speculative investment and sky rocketting of prices. Henc e, 

the government through Securities Exchange Board of India 

(SEBI) should enforce effective measures to spread trading in 

other securities. 

, c ry , , 



With the controller of capital issues 

exist nov, premia on the securities issued by the 

are left to be determined by market forces. In 

ceas,,,-~ to 

companies 

order to 

ensure a 

interests 

fair determination of premia and to protect the 

of the investors, the Security Exchan~e Board of 

India should keep a vigil on the stock market to ensure that 

the security prices are d et er'mined by fundamentals and 

vorkin .. of the company rather than by market sentiments. 

The success of the mega issues of the OD's revealed 

the capacity of the companies to mobilise funds and 

potentials of the investors to invest. Hence, 

the 

the 

sovernment's reform measures in the financial sector 

especially doing avay vith the controller of capital issues 

and freein~ of interest rates coupled vith effective control 

of fiscal deficit and inflation, are expected to result In 

better financial mana~ement and discipline of the companies. 
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