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SIZE AND PROFITABILITY IN
‘THE G6ORPORATE SECTOR

Intrwdwction

This 13 a study oi: the relation"between size and prefita-
bi.lity in the Indian Cerporate Sector. The existence of a pesitive
relation between these variables was hypothesised by W. J. Ba.umol.-/
He argued that while all the eptions open te a small fim are alse
epen to the large firm, the ocontrary is not true. The larger firms
jave a 'Qide range of eptions, due partly te their larger resvwhtees
and superior access tq resources. .(;ionsequently one would expect that,

the larger the fimm the higher will be the profitability.

Several studies have tested this hypothesis of the rate
of return increasing with the size ¢f the firm. A majer study was
dene by OCrum in 1939 fer all United States Industry and it fommed

the basis for much of the later work dene in this finl(i’.y

One majer work dene in the Indian oontext is that »f M, M.
Menta.?/ He tested this hypothesis in the case of seven industries

for a porird of twont nty yeors (1938-57) and eame te the oonclusion

I acknowledge with deep gratitude the valuable guidance and
ocenstant enceuragement rceeived from Dr. A. Vaidyanathen in the pre~
paration of this paper. I am also grateful tn Prafessers T. N.
Krishnan, N. Krishnaji and Ashok V. Desai fer their useful ocemments
on an earlier draft of this paper and to Shri M. Purushetheman Nair
and Shri Chandsn Mukherjee for helping me with the statistical part
af the a.na.Lvsia. Nenc eof them are, however, responsible fa rlerrors the
that remain.



that ther.c is a positive relationzhip betwee=n size and the rate of
return. Subramaniam =~nd Papcla tested it for the Chemical Industry
for the period 1966-05 .xid feund that there was nd relationship bet-

ween size and prafitability.ﬁ/

Since the early 1950's the Reserve Bank eof India has been
publishing on & contiﬁuing basis fiﬁancial atatenents for the orr-
perate gector and since 1959 prevides for different categ&rigs of
eompanics, the combined acceunts by size of paid-up capithl. In
1959, the- Reserve Bank of Indiz alse did o study of the size-profit
relation for nen-financizl, non-government public limited cemponies
2s 2 whele, as well zs by industries;i/ They found th-t when all
industries -are taken togcther the size-profit relationshi? held good,
(But this relations@ip stowd only when certain types of grcfit rting
were used.) In the case of indus;ry groups and individucl industries
the pattern was quite mixed: sbme industriec showirg a pogitive re=
lation between size and profitability, others suggeueting ¢ negative'
relation and yet others witk no stafistically significant associa-
tion. These findings however wer: based only on twe yeors' data
(1955 and 1956). Since then there have been very few attempts to
explare the question fﬁrther e¢ven though a cﬁnsid:r&ble volume eof
infermatien has been published bye the Reserve Sunk of Indit,

It seems werthwhile, therefwre, to use this informstion to re-exa-
mine whether seme definite stotements ;n the existence of a syste-
iatic rclation between size and profitavility could be made. The

present paper is an cttempt ir this direction. However, since the

Reserve Bank of Indiz hes not putlished industry-wise size-wise data,



we are forbed ‘ta cenfine the analysis to the aggregete level. It is
intended to extend the study to specific industries if the relevant

data oould be ebtained.

The paper is divided ini_:o 4 sections. The scope of the
analysis, and the sources and limitations of data are disoussed én
section 1. Bestion 2 reviews the main featurés of the variations in
the ra.té cf profit as between different size-elasses of companies at
various poinfg of time and aver time. The relative contrititions ‘of -
different elements to variations in profit rates are dissssed in

section 3. The cenclusions am;_smma.rized in section 4.

I

This is a study of the relatienship between sizé and prn=
fitability in -the cerporate seotqr covering a peried of fifteen years,
viz., 1960-75. It tests the hypothesis that tue rate of return in-
creases with the size of the firm. Forthis purpose the follewing
relationships crc smiineds {i) The trends in average profitabilify.
(2) Inter-class variation in profitability. (3) Intra-olass varia-

- bility of piof:!.t rates. Since profitability is the net result ¢f
the 'a.ot:!.on af a complex of factors a.ffec.'g'ing fhe performance of
firms (eg. the profit margin, capital turnever ~eto,, the latter
helf of 'the analysis is devoted to the decompoeiti.u of variations
in prvfitability into itc majer component elements. Their behavieur

and the implications of it are them analysed.



Definitions used.

‘Corperate gector refers to medium and large public limited
oompanies alune. In 1973-T4 they constituted about 57.4% ef net
value added in the nonpflnancial (including government companies)
sorporate secter.-/ Slze is defined in terms ¢f paid-up capital
Theugh this is not a satisfactory indek of size,’it is used because
the available datq for most years are classified only on this ori-
terion.l/ Moreover it has been seenrthat there s a close corre-
lation between net assets and paid-up capitalg/ (See Appendix,
Table 1). Therefore the results may not be vitlated due to the use
ef pald-up capitel as & mecsure of size. .Seven size grwups are used
in this study.g/ In this study the term firm and cempany are used
as. synonyms. Small firm refers to these with paid-up capital bet-
ween Rs.5 lakhs and Rs.10 lakhs; and big firms to these with paid-up
capitcl above Rs.l crore,lg/ The firms falling.in the size groups
in between thesé twe clasaes may he classified as ﬁe@ium firms.

This distinc#ion is d=nwn bec~use there is @ difference in the magni-
tude amd behaviour of the vorioue indices used in this study in eaoh

wf these classes.

The entire analysis is done with respect to two indices
»f profitability, viz. the rate of return on capital employed (tetel
net assets) and the returp on net werth. The farmer is 2 measure of
the refurﬁ to tetal resources and the latter is a measure of the re-
turn tc ewn resewurces. The fermer is defined as

I&oflts before tox and inverest, after depreciation, the latter as
Total capital emplayed




Profits after tax, interest and depreciation
Net Wexrth. :

Data sources and the limitations eof this studx7

The analysis iz based on the "Finances of Medium & Laxge
Public Limited Companies" published by the Reserve Bank of India.
These data are in the femn of a quinquennial series cavering tﬁe
pericds 1960-6%; 1965-P9; and 1970-75. There are, hawever, some
difficulties in using this data especially wver time. Firstly,
theugh within each’quinquennium the sapple units are fixed, and
their olassification by size is gupposed te be fixed for this
periéd? however if any of the stmple companies do not reporf in=-
formatisn in any particular year, there scems to be some procedure
far replacement. The oriterion for this replacement and.the extent
to which they may affect the size distribution is not clear. All
we know is thot the mumber of sample companies in each size greup
does vary even within the same gquinquennium. Secondly, the sample'
size has been progrescively increased every quinquennium, Thig
fact ;tself <08 et ses: b wffect the conclusions: We have com
pared the profitability rates for ‘the 0ld and the new samplgs_fof
the trafsitional years .and found that while this makes some differ-
ence to absolute profif~rates, it does net affect the conclusians
regarding size-préfit relatign. Thirdly, given the fact that fresh
. samples are drawn every five years; the sample units falling in
eny particular size greup will not be the same aver the whole peried.

It is passible, in fact highly likeLy, that oompanies~whiéh wére -



reiétively sm2ll in the earlier years ﬁay be eithexr drupﬁed vut
(due to liquidatian) er may have gradwated to the higher size
classes. The effects of %hi% phenomenen cennot be satisféctorily ,
teken cave of with t1e publ.shed R.b.1. datze It can be done only
by tracing the.history i - fi#ed panel of coméanies over tine
which eeuld ocall for access to data wn incividual oompaniés in

the sample.

Yet ansther prebler is that the whele analysis Ls besed
on current price date. But the denominators of the rrefiteratics
used here are the bowk value of assets and of net werth. There-
fere, there are a number of prablems inherent in beth these . -
measures during an inflaticnary perivd. Yifferences Yin the metheds’
of valuing assets by different firms alse affects inter-firn cem-
parisens. These limitations will need to be borme in mind while
ihterpreting the significance of.the pattern revealed by this
analysis.

II

Irends in Average Rrefitability

Table I giVes.the rate of retwn wn capital empleyed
over the périad 196%=75. - From this it will be secn thet for all
size greups prefitzbility declines fébm 19€0=-69 and increaées
from 1943-70 tw 1374-75.
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Table 1 (contd)

\ e e [T
5 n n S / 7] n o 0 Q-1 N
v 4% 55 %4 95 2f 2@ 8RB 5%
oS4 08 A TR By EE B8 0§ HHag
Tear .\.Si‘z'étu-\(-‘)( ':,-'um\ 29\'“-‘.-4 ~ AN QIn 79 ?:ga
o g 24 Eg A 28 4L 24 £ 898
No, of
Companies:
1650
1970-T3 6.2 7.0 7.8 3.5 10.0 10.5 02.3 ,2410
1971~72 6.2 TS5 842 942 9.7 10.5 12,1 .2166
1972-73 9.4 B43 9.5 9.8 10.3 10.6 1v.9 ,0890
1973-74 10.0 10.2 11.4 10.0 10.9 12.4 11.3 .0820
1974-75 11,8 1.2 10.6 10.9 12,2 14.¢ 13.6 .1198

* Size in Paid-up Capital

** T{1) 1965-6%» therc is no disageregated date for the companies
with paid-up c:pital of more than Rs.1 crore. After that the
greup -is split into 3; that is those with paid-up capitel of
fsel orToOTE orores; HRee?2 crnres—Z crores =2né HRs.5 crores and [ﬁs.
abeve,

Source: Various issues oi the Heserve Bonk cf India Sulietin.

The period 1967-69 (Pariod I) iz tlus = period of generally
declining profits and 1969-75 (Period II) a period of gencrally rise
ing profits. The carly pzrt o Period I (19€:.~65) and the lattor |
half of Pez:‘ivd IT (1972-75) were choracterized by high profits, the
intervening years were marked by relatively low profits. There is

thus a oyclical behzviour in the profit rates,
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The above table also shows tkat there is no oconsistent
relation between size and profitability in all years. While there
is a etréng direct relati~nship between the two va.z;iablfas in the
yeaa;:s ‘of relatively low profits; there is no olear-cut relation=-
ship in the yesrs of high .prn'rits.-g/ The picture is the same
whelther .one considers return on ca.pit.e.l enmployed er return to net
worth (Table 2 in the Appendix .gives the rate of return on Net
warth).

Inter—claogs variation in prefitability

A closer perusal of Table ;I;(:nd Table 2 in the Appendix)
elgo suggests that mtez;-class variation in profitability (as
reflected in the co-efficient of variction of the érofit rate)
is high in a period of low profits and lew in a peried of high |
profits. In other words, there is.a tendenoy for profit'ability

‘&iﬁ‘erentia.‘ls to widen in- ba.d.ye,ars and. to narrew in good iears.

Intra-clrgs variation in Profitability

In oxder to sec why profits equalize and disperse in a
period of high and low profits respect_iv'ely, the variations in Pro=-
fitability within each size group is examined. For this purpose
simple growth rates in profitability have been caleulated for each
size group. Since the period under review 1960~75 oonsistls wf two
distinot ﬁhasgs ~ one of steadily falling profits followed by a
pba]se' of progressive increase, the rates of change in profit rotes
have been caloulated separately for Period I and Peried li- ns

seen in Table IT & IrT.2%/



Table II : Uize-wise Simple Growth Rates in Profitability Based on the Ratic' of Gioss Profits to
Total Capital Employes

D e v @ @O G on e WP v = ﬁ"l'-"-..-!"

Size# Rs,5 lakhs- :w.uo lakhs Rs.25 “_.mwvﬁ Rs.50 Hm.wrml fsel crere | Rsel onrud.lg Rse2 croYes-|Rs.5 orsres

Peris Bs.10 lakhs’ m?.mm lakhs ! Rs.50 lakhs | isel crcre + Rse2 cxeres| Rs.5 crores : +

.Iol'""."-lllﬁ'al.'.l'.i I-.ll.lll-L '''''

Perlod I| b =2 | B =49 [P ~d0 | f =31
}

]ﬁ-'llllvl'l"J """"

(1960-€9 o o |
) R .884 ‘R° .889| B2  .610|R®  .648|H  .061
Period IT | [ 1.4 | ;i 100 [ B .66 | ~ 45 3 4l R T .27
(1969-15) | > i 2 2 2 L 2 2
R°, .945 |B® .947] R%. .153|R° .95 P 6|’ el |{R®  .246

- em o o s e e 0T e ) e == o o e e e e o ah o= s e b e - -

Table III : Size-wise Simple Growth Rates in Profitability Based on ihe mm.npo of Pr.fits after
H Tax ._8 Net Worth,

""li“l!"lll’.u"ll"lﬂlll'l landi adibadi el 'II'GII.IO"II'I!.‘.'."-‘.- iiiiiiii
Pericd I 2 ~l.31 . 2 =1.24 i, - 94 - .I~ - 16
(1960-69) w = m T it

: R L1 tR° . 924R L8785 .mmmw . +408
.wmum& Hw_ 1.91 M Boo194lp  1m B> 1.07 .85 w., 65 | 2 4
1969-75) " ', . . 5 N | oo
. i g? me_wm 889|F°  .598R% .92 691 B%  .4ea|B® . .rog
|Iul.'|._r|l.|l-|||l ll'lv.lll.l.nr-.ll.l.lal o e ""'r.l'.ll.llo'.llo.lLrurl..lol’.l

% Size in Paid-up Capital.
Source: Table computed from the data published in the various issues of the wommudo Bank of Iniia Bulletin. .
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They 3how that in Perie~d I, the phase
of declining profit, profitability by either measure declines much.
more fir the spaller firme then the big ones (deoline in growth
rates is “ecreasing wi't;h sizé). 71 Period II (risins profits)
prdfitability. increasés much faster for the small firms than the
big firms. That profit rates rise and faill much mcre for the
small than the big firm implies that the rate ¢of return is much

more unstable for the small firmg than the big firms .ll/

IIT

In an attempt tv understand the reasens behind differential
Behaviour of pr-fit ﬁtes we hay arestilmated the relative contribu-
tion of variations in profit margin and capital turnover, which
together determine the profit ratg. The relationship between them

may be express~d as fiellows:

Prefits _ Net sales Profits _
2heT cepdtal T Tetal canital 7 Net sales
employed employed

In crder t find wut the underlying factor explaining sta-
bility, or instability, firstly the share of each of. the compenent
elements of profitability in the total change in profitability is
comimted. For this, an exercise in decomposition is -done.w The
ccmpsund rate ‘f growth.for each ~f these variables is ¢omputed

fer the twe perirds separgtely using the teruinal years.
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Table - IV

Decompnsition of the change in Profitability
into that due to the cinange in Capital turn-
over and that due to the change in the Prafit

Margin.

Peried I

1961-'68

Compound Rate

' Net Sales/ L:I s Fro-

Gross Pro-,; (l) as (2) as

.. ¢f grvwth iTotal capi-. fJ.t.,/Net | fits/T~tal a % of a % of

Size - Ital em;[ioyed' sales capital ' (3) (3)

i . ' emplogpd '

40 @ ©(2)

! f 1
Bs.5 lakhs = | j
Rs.10 lakhs l -.0214 | =-.0702 -.0916 | =23.39 ~T6.61
B5.10 lakhg- | 3 |
Rs.25 lakhs I 0191 | -.0784 ~N593 32,25 =132.25
Rs.25 lakhs- | ‘
Rse50 lakhs | 0119 1 -,0564 ~.0444  26.88 -126.88
Ps,50 lakhg= : ’
Rsel crore + L0155 . =.022 ~.0069 226.53 ~326.53

Peried II .- 1970-'74

Compound. Rate l Nat SalQS/ Cruss Pro- | Gross Pro~ (1) as. (2) as
of Growth Total ca- ' fits/Net : {its/To- a % of, a % of
S'i‘z"e\ pital em- ' sales t tal capital (3) (3)
\ ployed :  emplayed :
1770 () ) -
1
Rse5 lakhs~- i .
Rs._l_O lakhs ' «N63FT o1 53%( «1947 32.39 | 67.61
Rs,10~lakhs- | E ,
Rse25 dlakhs | 0087 .1112 »1159 T«28, 92.72
Rse25 lakhs— | ’ ' o
Rs«50 lakhs f 0n255 557 «N312 31.45' 68.55
Rse5C lakhs= I .
Ps.1 crore | .0164 .0314 L1478 74.28  65.72
Psel crore- ' - . '
Rse2 crores  «0244 L2176 N2% . 58.1 1 41.9
Rse2 crores- ! T
Bs.5 crrves+ | .0183 - 0159 0024 P 762.5 166245

Seurce: Computed frem the various issues of tne RBI Bulletin.



Table IV gives the results of this exercise.

It is seen from Table IV thai for all the sizé groups
exoept the big, rariatiecns in prnfit'margin aocoeunt feor more than
65% of the enange in prefit rats. Alco the Trate of ohange in the
prvfit margin decreascs with the increase in cize in both the
rerieds. That is pr~fit margins cf émall firms are more unstable,
i.e., they rise and f#ll nore than for the larger firms. "The high
degree of instability of the-profitAmargin of the small fim seems
te b§ the major factor responsible fer fhe greater instability in
their rate of return. It is_alsa noteworthy thot tﬁe profit mar- |
gin nf the large fims is not nnly remarkebly stable over time,
but it is almest always highef than for the small firm. Table 3

in the Appendix brings this nut.

Yet ancther conclusinn fr~m Table IV is that while pre-
fit margin accounts £or a major =t of the change 'in prafitability
fer the small firm, in the case ofthe larger firm voriations in
the turnover of capital suon. to be wore important especially in
Perind II. In order te see why t .re is a differcnce in the re-
lative-significance'cf the contributicns ~f th components of prw=-
fitability as between big and swall firms; we examine' the beha-
viour of the cempenent elements of tetal capi£al turnover, viz.,
turnover of net fixed assets whiéh is an approxinmate measure of the
ﬁse of fixed  capital assets, qnd the vrovertion of net fixed assets
t» total capital employed'(whidh is an ipdex of the relative ime-

poertance of fixed capital to total capital employed) i.e.,
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Net szles _ Net sales 5 Jet fixed assets '
Total capitzl empleoyed = TNel £ixed assets =~ Totzl capital

eaployed.

The ratiw, Net Bales/Net fixed assets is the result of the
differential changes in sales., " o0z5 (because net pales = velume
of sales and priccs) and nat fi#ed ascets., Toble V gives the ewa=
prund grewth rates in sales ana net fixed assets of different size
groups. It shows that in Pericd I(a)'sales have deolined for the

small firm and to a larger extent than in the largest category. -

Table V

Cenpeund Grewik Rates in Né% Szles ond Net
Fixed Assets.

Pericd I (1961-68)

Ry ige % e lalho= .10 lakhs Fse25 lakhs Rs.50 laukhs Bl
\i e 8,10 khs 5,25 lekhs Ps,50 Xkhs -Rs,l crorc oo CTPTEY
N - .
Net seles -.120% 022} 0265 <0662 -.0099
Net fixed — A s . -
hesetn 764 125 231 L0641 . .0328
Peri~d JI  (1270=74)
Lo Yo bu h: 1a be
2% 48 g% g8 gE £§ P
size » G 3% % i 8
ize a3 i A I B 4 &8
~ - S N O o (o] [S 9 [ ) 3
Sl 19 AT AL <9 o N
E £L  gg& 42 £& 44 &
Vet sales 1427  .0629 1144  .0971  .D2vl L1189  .1722

Net fixed . N '
Asmeta 0241 -,0218 «0580 L8560 0746 <0687 1294

* fize in Puid-up eapitel.
Seurn~e: Varieus issmes nf the R.B.I.Bulletin
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In 211 others they have increased thfwugh marginally.
(b) Net fixed assets also have decline¢ much more foi the smellest
group than for the largest category. Foxrthe ~thers it has increased
slightly. (c¢) The rate of change in net fixed a3ssets has been al-
ways much sleawer than the changes in Bet sales (except for the last
categery). Se the cobserved differentials in the ratio of

Net Sales
Net Fixed Assats

as between different size groups has to be largely explained by
the riovements in sales and prices in the different size groups.. It
is a.lsé- known that prices have inc.feased during this peried. Se
when prices rise and Net Fixed Asseis grow at a slower pace than
seles (given that grles are in surrent prices and met fixed -assets
in Listorical cost) the ratio

Net Seles
Net Fixed Assets

should rise. Table VI sliwws that thiz ratio hss belaved different-
ly for different size groups.

Tablae =~ VI

Sintie (rowth Retes bv Siz- .reups of Net Fixe. Assets/
Total Capitas Eapioyed, duv wales/lict Fixed Assets.

Perind I (31960-69)

mﬁéﬁ@* Ps,5 lakhs- 15,10 lakhs %.25 lakhs Rs,50 lakhe o .
of  Rs.1¢ lakhg, Fs.25 lukhs.hs,50 lakhs fs, 1 oroxe el orore

‘Net Fixed

Assets/Dtal B 1.11 /2 33 2 28 2 02 R . -37
Capital f: [ , / i f;
Brployed B2 .427 R .526 R° 455 BR° .019 R% .560

Net 3iles/

~11.14 75 - 4425
Net Fixed .
Assets. ﬁ .633P 2 584 ’731:2 " .082 /;2 060 F R, .59

(Contd.:
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While it rose for alil the size groups it declined for the asmallest
group. This eould be dme te the factthat (1) Sales have declined

ruch faster for %he small group than the big. (2) It could 2lso be
becanse ~f differential inoreases in price for big and small fimms;
inoreasing mwch less for the suzll than the big firm.ii/ (It alse
appears that the rise in prices ¢f the lerge fixm was high eneugh

to offset not «nly 2 deeline in sales tut wlse the greater inerease

in net fixed assets rclative tn that »f net scles).

In Period II (Table V) sales have inarcased f£or all size
groups theugh much faster for the large group. Net fixed assets
have incrcased but generally more fer the bigger firms. But here
again the rates of increase in net fixed asscts have been lower

than that of net sales for 2ll size greups. Eere also the behaviour

Jet Sales
Net Fixed Assets

the volume of sales and prices. Prices have increascd during this

nf the watis of

has te be 2xplained in terms ¢f

period and et fixed assets have grown more slowly than net scles.

Net S=zles
Net Fixed hsscts

in Peri~d II this rotio has incrvased the ({astest for the small

S»n the ratie should increzse. Table VI shaws that

firp. Jhi: cowdu e s d¢ e fcrcase in sdles and rrices. But
sales kave nct increcoscd cs fast for tne small firm as for the big.

_— - Net Sales , - i ) .
[arowth S¢ the faster/y=+ Fixcd ionots ratio fer the smaller firm relative

to thot of the big must be becouse its prices were rising much

faster than thnat of the big fimm.

Taking the ~ther component, viz: the preportion of Net
Fixed Asscts/Totzl Czpital Employed, (This is also given in

Table VI) simple growth rates show thzt in the first period, they
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rose much more for the smdll then the big firn. (For the big, it
aotually declined.) i rise in this retie implies a decline in its
counterpart, viz: Inventorigs/Tétal Capital Employed, (because
Fixed Assets + Inventories + Othurs = Total Carpital Emplayed.)
That is inventories and other:wcrking capitql =8 a preportion eof
capital employed fell for the smailest gr-up in Perird I but rose
for the big fim. (This can be verified from Teble 4 in the
Appendix). That is, in a perind of declining profits, the smaller
%he firm, the greater the difficulty in increacing inventory held-
ings which suggests a lesser eccess te credit. Table VII giving

the

the simple érowth rates inz?roportion of Boryewed Fundg

Totel Cupital Employed
and the proportion of Interest/Total Borrewed Funds sheaws; that

Borrowed Furds . :
Total Copital Employed grew more slowly for the

the ratio of
small firm than the big firm in Period I. At the'same time cost
of borrowed funds rose much more for the small fimm then the big

firme.
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The large firm in this period on the other haad held morc inventer-
'ies, depended more and nore on borrowings »nd paild much less for it
than the small firm. (Tzble 5 in the Appendix will show thet the

C

cost of berrowing was almest a2lwayc less fer the big Jirm than the

small firm.)

In Period II,:-Net Fixed Asscts/Total Capital Bmjloyed
(Table VI) declined for ali"groups and deelincd the fsstest for the
small group. This means that invcntorics and others rose much.
pcre for the small than.the hig group. 4o for borrowings, Table
VII shows that the small'}irms‘ dependence on 4t increzsed; whilc
that of large and nedium firms ééclined; declining the most for
the largesf firm. In other words the dependence on own Tescurees
of the sinall firm stili.continued-to be enzll, ‘ﬁhile it inercased
for the big firus in a periba of high profits. 4is for the coct of
borrowing to the small fimm in Feriod II, theugh.no clear.picture
energe ., from Table VII it is clear thst cost incrcaszd more slow=-

ly for the big than the small firm.

The inheggnt instability sfthe ennll firm vith resneet to
the crucial vorisbles csseeizted with copital turnov:; 2s brought
out by the zbove analysis, probably exploins tne insignificant
contribution of capital turnover nf the enrll firmj;;angeéfih

profit rate.
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Conclusions.

Lhe slzeprofitulility relotionship is not consistent over
all phases of the cycle and there is a tendency for prdfits to equa=~-
lize as betwecn different size groups in a period of high rrofits
and vice versa, Profit rates are unstable farthe small firm, and
the fluctuations in the profit margin of the small firm is largely
respongible for this., While both profit margin-dnd capital tumxn-
~over contribute almost tqually to the chang:e in profitability of the
big firm, for the small {irm ecapitel turnover is an aliost insigni-
ficant cémponent of profitability. The znzlysis of the componcnts
of capital -turnover, viz., Nct Szles/Nct Fixed ..ssets suggests that
in Peried I, sales fell much mor: for the srall than the big firm
and in Period II, orices rose fur the smzll firc much more than for
the big firm. The meagre influence that the smzll firm has over
bofrowings, their cost and the holding of inventories as zicinst that
of the bis firs is p;obably resyronsitle for the insigmificance of
capital turnover as a componenﬁ c¢xplaining wrofitability of the small

firmi.

Directions for future wcrk.

Aggregetes nay conccal systematic industry concentration
in each size group and to the cxtent different industrics were

affected systematically differently by rccession, boowm, e¢tc., the
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conclusions ef the study are very tentative. ‘4in industry-wise

study therefore becomes essenticl.

In order to overcormc the prublem of companics shifting
from onc size to ancther, It is ncoessazy te stuly the scume cohgrt
of companies over time. Yor this, onc could make use of the data in
the Bombay Stock Exchange Directory; btut this lote is binsed in
faveur of big compenics. The ideal thing would be to study the fimms

eovered by the RBI ptudy itself if such data are available.

M. Shanta
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Rate of Returm on Net Worth (Ratio of Frofits after Tax to Net Woxrth)

==L

(Per Cent)
.. Size*  Rs.5 lakhs Fs.1C hkhs Rs.25 hkhg fe.5C Ekhs 5.1 crore Rs.2 croresfs.5 Coeffiolent
. - F5.1€ - R5.25 3= R:e5C - Es.l hsel crcre - Rs.2 =545 creres oH.. veria=
lakhs lakhe lakhs . eYOre + crores LICTes. 4+ ﬂ..o=m acCross
r2) (3) (4) . (5) (6) N (8) (9) mwmmum.wosmm.
-C.5 11.$ 11.¢ 11.2 10.6 .£409
8.3 9.9 9.6 9.4 10.3 <9791
8.2 1¢.1 9.1 9.7 10.3 .C896
6.0 5.8 7.8 Gell 9.2 .2186
Geb 6.7 7.9 9.3 10.2 1951
G2 6.7 T4 B.5 10.3 .2119
3.5 3.2 5.3 8.¢ 1C.3 5022
4.0 5.% 7.9 Beq 10.2 1C.5 .602%
£ed 6.5 6.3 8.8 10.% 10.7 «4287
1.C 1.8 Aol 7.€ 8.4 1C.1 .6110
0.1 2.1 4.8 5.9 8.9 9.1 1.0609
2.8 5.9 7.5 _.9 11.2 11.1 6416
3.3 5.1 T.8 9.2 10.8 12.8 .5511
No. of com-
paniest 1650
197v=T1 2.9 1.5 5.5 7.2 Y€ 11.$ 13.6 4927
1971-72 1.1 3.8 4ed 8.0 8.0 10.2 12.2 .571C
1972-T3 1.6 7.7 9.7 10.1 9.7 10.4 11.0 .2:43
1973-74 8.7 11.3. 15.1 11.1 12,5 12.2 10.7 .1674
1974-=T5 8.2 10.8 10,8 12.8 12.6 14.9 153 .1912

¥ Size in Paid-up Capital.

Till 1965-66 there is nc disagoregated data Br the companies with Faid-up Capiinl of wore thun fisel crcre.

After that this group is split inte 3;
crorea-fis.5 crores;
Source:

that is those with Paid-up Carital cf fs,1 crcre—is.2 crores;
and Rs.5 crores and above.
Various issues of the Reserve Bank of India Bulletine.

1362
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Table

Ratio of Profits* to Net Sales (Per centz

Size¥* Rs,5  Rs.10  Fse25  s.50 Bl W2 oo
N laxhs lakhs lakns 1laths FRs.l orore- crores o;ores
‘. =i 0 <25 -Pm,5M %1 crore 5.2 <Rs.5

Year. ~, lakhs lakhs lakhs crore + crores crores
No. of
Companies
1333

1966 8.9 9.3 9,7 10,0 12.9

1961 8.3 8.9 92 9.4 13.1
1961-62 8.2 8.6 8.6 9.5 13.2
1962-63 8.2 7.8 8.5 10.5 13.2
1983-64 7.7 7.8 8.8 1l¥.0 13.7
1964~65 7.6 Te5 S.2 9.4 13.3
1965=-66 6.2 6.1 6.7 8.1 11.4
No, cf
Companies
1501
1965=66 53 5.9 7.1 5.8 9.7 13.1 13.8
1966-6T7 6.5 6.2 T.3 3.4 9.9 12.9 13.0
1967-68 Sel 448 5.6 T.1 8.9 11.. 12.¢
1968-69 3.6 4.5 5.7 7.1 8.1 10.8 11.6
1969-70 1.4 5.3 6.7 1.9 9.2 1l.1 12.6
1970-71 YeH J.8 6.5 0 9.4 1i.3 13.4
No. of
Companies
1650
1970-7T1 5.2 5.3 6.7 .9 9.8 12.0 13.5
1972-2 5.3 .o 6.5 2.5 9.0 11.5 12.6
1972-73 6.8 5.5 7.3 3.3 9.0 1.7 1i.3
1973-T4 7.4 T4 .6 9.2 9.7 12,2 12.2
1974-75 8.7 T4 7.5 G5 10.3 13.5 13.4

#* Profits - Profiis before tax cnd interest efter depresiation.

¥ Size in Pzid=up Capiteal.

Source: Various issues ef ths HEI Bulietin.
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Table 5
Ratio of Interest to Total EForrowings (Per cent)

Size* Bs.5  F5.16  Rs.25  Rse50 el Rue2 B5.5
lakhs lakhs 1lakhs 1lekhs Bs.l crore~ oroYe-— .

Rse10 ~B5.25 50 Rl  crore fe.2  -Rs.5  SFO¥es

Year., . lakhs 1larhs 1zkbs ciorz _ 4+ croxes Crores
No. of
Companies
1333

196' 507 5-6 502 5.5 -’109

1961 6.0 6.1 5.7 5.8 54
1961-w2 6.3 663 5.8 5.8 50
1962-63 G4 6.5 5.8 6.0 540
1963-64 6.9 762 0.8 6.4 53
196465 6.9 T4 6.9 7.0 6.2
1965=-6e 8.3 8.2 7.9 7.7 6.5
No. of
Conmpanies
1501
13265=66 8.5 7.8 7.8 7.5 7.3 £.6 €.2
1966-~67 9.3 Gely 8.3 8.2 7.6 7.1 5.9
1967-68 9.6 9.9 9.0 8.9 Eel 75 6.4
1968-69 9.4 8.8 9.1 8.9 842 749 6.7
1969-70 9.1 8.6 8-9 8'6 8011 704 6.7
1970-71 108 G 9.9 9.0 E.9 8.¢ 7.6
Noe. Of
Companies
16560
1970-T1 9.3 5.8 Ce8 5.2 S.6 T7 7.6
1971-72 10.1 10,1 10.1. 19.3 9.3 8.4 8¢5
1972-73 10.3 10.7 1C.6 10.. 9.7 9.2 3.5
1973=74 1li.l 1Ue.2 10.4 10.5 9.4 9.4 8.0
1974-75 1z.4 12.8 12.4 12.4 1,0 11.1 9.4

* Size = In Paid-up capital.

Sourcet Various Issues 'of the RBI Bulletin.
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