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This i& a study of the =elation "between 8i.e sod prrfita- 

b i l i t y  i n  +he Indim Curporate Sector; !The 'e~Astenoe of a positive 

relation between these variables was hypothesised by W. 3. Baumol. 

He argued that  whilg a l l  the options open & a small fim are also 

open to the large f inn, the oontrzry is not true. me large$ f inns 
4 

ktve a wide range of options, d'be partly fo the i r  larger resuthes  

and superior atmess 4 q  reaoumea. .&mequently one would erpect that, 

the larger the fiaa the hi@mr w i l l  be the pmfitabilitg. 

Several  studfes have tested W bypothesie of the rate 

of return increaa&g with the size ef the f h .  A majar study was 

dene by Cnrm i n  1939 fo r  all  U n i t e d  States ~ w t r y  snd it feard 

w the h i e  for muoh of the l a t a r  work dmne i n  this field. 

One majer work dens i n  the Indiaa aontert ia that ef M.M. 

Meh&.f/ He tested this bypothe& in the mse'of ae- industries 

I admowledge with deep gratitude the valuable guidanoe and 
oonstant emmnxgerntqt rebeived from Dr .  A. Vsidyanathen in the p& 
paration of t h i s  paper. I am ale0 erzteful tn h f e e s a r s  T. N. 
grishncan,. N. Krishnaji aad Ashok V. De6a.i fer  their useful aamments 
on an earlier draft af t h i s  paper and to Ski M. Auruehethemsn Nair 
and Shri ChandaP1 Mukherjee f o r  help* me w i t h  the statistbal part 
af the anlysis. No= ef them are, however, responsible f n r p a r s  
that remain.. 



tkt theri- is a positive re la t ion~~hip  betwesn size md the rate of 

return. Subrmaniam s.nd Pzpcle tcsted it f o r  the Chemical Industry . 
far the period 1960-69 m d  found that there wza  ru, relationship bet- 

Since the early 1950's the Resezve Ikulk ef India hzs been 

publishing on a continitin@: bsis  f i r m c i d  a h t e n e ~ t s  for the 'mr- 

p r a t e  eactor and since 1959 pravides f o r  different ccrte&rfi-Y ef 

g e m p m h s ,  the combined zcocrunts by size of paid-up capitfil. In 

1959, the- Reserve Bank of Indis alsa did ;: amdy' of the size-profit 

re la t icn  f o r  nwn-financkl, non-government public l imited .mmpmies 

as a whale, as well zs by industries$ They found tlxt vh.m a l l  

industries .are takm towther  the size-profit mlationship held good. 
'I 

(But this relatianship st04 only when aer*ai.n types of pra-fit =tire 
A 

I 

were used.) 31 the case of industry groups and. individud industries 

the pzttern was qcite mixad: some industries showi~g 3. positive re- 

lat ion between size and 2mfi%%bility, othcre suggc.sting t nemtive 

relation a d  .yet others with .no s ta t i s t i ca l ly  sig;nificar,t ussocia- 

(1955 and 1956). Sinc~ then there hwe baen very f e w  st+,empts to 

It seems w e r t w i l e ,  tlrerefrre, %a use this inform?.tion t o  re-exa- .. 
mine whether sorite definite stcjtements an ths existence of a syste- 

&t ic  re la t io r  between size mci profi tabil i ty could be made, The 

Reserve &ink of India h2-s not $u?ilishrd iadust-ise size-wise data, 



intended to  extend the study to specifia industries if the relwant 

data oould be abtained; 

'Phe paper is divided info 4 seotions. The aoope of the 

sllalysia, and the aouroee end limitations *f data ere disauesed in 

seotion 1; Seation 2 ireviks' the main feat&s of the v ~ ~ ~ i a t i o ~  in 

the rate cf; profit ee between different sbm-alaeses of oompanies a t  

m o u a  pointa rf time and ever the. . The mlative oontribitions 'of - 
' v 

different element; to  variations i n  profit rates are dis-sed in  

seotion. 3. The wnclusions are .-bed in aeotion 4. 

This is a study of the relatiunship betwoen siae and pm- 

f i fab i l i ty  in -the mrpornte sector codering a peried of fif teen ye-, 

.viz'., 1960-75. It tests  the -thesis that tire rate'  of return in- 

creases with the size crf the firm. Forthis purpose the follewing 

relationships d~ ei~xA=ieC; (I) Thc trends in average profitabilitg. 

(2) InfOjl*l.<)laes vxr%tion in  profitability. .. (3) Intrs-olass varia- 

- b i l i ty  of profit rates. Since profitability ia  the n e t d t  cf 

fbe aation a f  EL complex of fmters  affect,- the perfovpanoe 4 

f inns (ego the prof it margin, capital hrmever :stO;, the. l a t t e r  

half of ths analysis is devoted to the deoompo&S%i,ir of variations 

in prufitzbility h t o  i t c  majar oamponent elements. Their bebmdeur 

aad the implioations of it are then mlysed. 



Definitions used. 

'Corperate sec tor  refere to medium and large public limited 
* 

oompaniea a l m s .  In 1973-74 they constituted abo& 57.496 wf net 

m h e  added in the mkfinanuid. (lacluding government companies) 

Thdugh this  is not a satisfactory inhojc of size,: 3% is used because 

the avai lable  d a t a f o r  :no st ye- are classified k l y  on this ori- 

Moreover it has been seenrthat there fs 'a close corm-'' 

Letion between mt asaete and pid-up capita@ (see' Appendix, 

%ble 1). Therefore the results m y  n o t  be v i tbted  due to the uee 

,ef paid-up capital as c. mecsure o f  size. Seven size -ups e m  used 

in  this In this study the term firm and oempany axe used 

as.  synonym^. Small f i g  refers to  'thwse with m i d u p  capital bet- 

ween Rs.5 lakhs and k l 0  1 dchs; end big f inns to thw se with paid* 

capitzl above Rs.1 crore, me firms falling in the size -ps 
b .  

in between these tw* c1asac;a m r q  be clamif ied as medium f inns. 
, 

TkJs distinction l o  d x m  bec-use t%re i s  P, difference in the ma&- 
C 

tude and Sehviour of the G i o u r  indices used in t!ds study in  eaoh 

sf these clasaes. 

The ent ire  zna1ysi.s is done with respect to two indices 

*f profitability, viz. the mte of return on capital emp?oyed (totel 

net assets> m d  the returp on net uurtfi. The former is a meaaure af . . 
. . 

Kqe return to htd resomes  jnd the latter is a measure o f  the re- 

turn t o  awn res.turoes. The fvnner is &fined as 

Srofits before t k - a c d  interest, after de~recietion, the litter as 
Total c~pital ehplayed. 



Profi ts  after tax, interest  and depreciation 
Net Wa~rth.~ 

Da.ta. sources and the' limitatioars af W a  study. 

The analysis is bzsed on .the nhnames of %edium & Lsrge 

Publio Limited Companies11 published by the Reserve Bank of India. 

These data are in the fuw'of a quinquennial pseries cavering the 

perldda 1960-69; 1965-71; and 1970-75. mere are, hawever, some 

&iff i ~ u l t i e s  in using thia data especially r4er time. ~ & ~ t l ~ , ,  * '  
thw& within each'quinquennium the s q p l e  units are fixed, and 

the& olassfficatioh by size i p  $upposed + be fixed for this 

Per&f; however if any of the sample companiesdo not report Ln- 

formatian i n  any Brticular year, there soema to be some prcmedure 

f s r  replacement. The oriterion fo r  tQis replaoemist and the extent 

to which they may affect  the size distribution is not clear. BU. 

we know i s  tkt tho number af sample companies in eaoh size gmup 

does vary even within the sane quinquennium. Seaandly, the sample 

siee been pmgressively increased every quinquennium. 'Phis 

fqct i t se l f  -G;S txt ;:ei:: t c r  <Cect ' the conolusions: We have com- 

pmed We profitability m t e s  for  'the old and %he new ssmpl~a f c r  

the t r a d k i t i o d  yems.and found that while th is  makes some differ- 

ence to absolute prrf i t . rztes,  i t  does. not affect the conclueiana 

regarding size-pr0fit reletiqn. Thirdly, given the fa& that  fresh 

. eamples are dm.m every f ive  years; t& ample units falling in 

m y  particulzr s h e  group w i l l  not be the same aver the whole period. 

It i a  prsaible, in- fact highly likely, that oapanies-whiih w&e - 



re&tively smaJ.l i n  the ear l i e r  yeass may be either b p p e d  uut 

(due- to liquidatian) or nsay have 'gzxtduat ed to the higher size 

classes. The effects of &hi's &c!nomenm ovlnot be s a t i s f & e r w  

by tracing the. his tmy af a. fixed panel *f c o : n e e s  over tine 

which .auld MU. f o r  access t o  data un inaividuaJ. ocmpanies in 

the sample. 

Yet an&er pmblen: i s  that  the whdo d y e i s  i s  based 

on current price data. B u t  the denominators of the pwfit-ratiou 

used Gre are the b r k  value ef assets and ef net wrrth. w here- 

fore', there are a number crf prablerns inherent $XI both thbse . . 

measures during an inflaticnary periad. Eifferences ?b the methocle 

ef valuihg assets  by dif  femnt  firms dsm affects intar-f hb om- 

parisme. 'Phnso limltatlons w i l l  need to be borne in aind while 

lnterpret lng the si&fioanoe ef .the pattern revealed by this  

analysis. 

Trends in Averam k e f i t a b i l i t x  

Table I gives the rate of return un capital mphyed 

over the periad 196~-75. . From this it will be sbcn tk-t for a l l  

siae grovps pmfitzbil ity deplhes f&i~ 1990-69 and kcreasee 

f m m  iS9-70 t v  1374-75. ' 





Table 1 '(mntd) 

No. of 
Cm.ponie s : 
1650 

+ Size in Paid-up Capitcil 

* T i l l  1965-64 t h ~ r e  is 30 ciiszggreg~t~d d z k  for  the companfes 
with paid-i~p c z p i t d  of more than Rs.1 crore. After th2t the 
grrrup ..is s y l i t  into 3; tht is those with paid-up capit& of ' 
Rs.1 cmre mores; R3.2 cxnma- c r o s s  mcl R3.5 crores cnd 
abme. r? 2 b* 

The period 196p-69 (period I) is thus a period of generally 

decl- profits ad 1969-75 (period 11) 3 pried of ip,nBmlly ria- 

ing prdfito. l'& ecrly pzrt aE Period I (3.96:;-65) PA %he latter 

haLt of Per id  I1 ( 1 ~ 2 - 7 5 )  vcro chmac.terizod by hi& profits, the 

intervening yeam were marked by rtletively low prof i t s .  'Phero is 

thus a ayalic5J. behzviour in  the profit  rc.tes. 



is a strong direct  relati*nship between the two variables in the 

years ,d relativelg l o w  pmfits; there it3 no o l e b a t  relation- 

ship in the ye- oi'liigh . . pnfi t ts .~  The pictrim is the acme 

wo- (Table 2 in the Appendix gives the rate of return on Net 

w,rth). 

A oloser p a d  of ~ n b l a  t,(-d  able 2 16 the ~~penarx) 

el80 suggests that intemlaser variation i n  pmfitabil i ty (as. 

refl'wted in the oo-effiaiont of -lation of tbe profi t  rate) 

is in a period of 1 ~ w  profits d , lmw in a perhd of hi& 

pmfifiP. Xri other words, there 3s .a tendencry for profitability 

aifferentials to  widen in yqim a, to -+u in good ye-. 

period of high and low profits reapoctivdy, the vaxlatlans k; pro- 

fitability w i t h h  each sirto igraup. is exeminedt Bar this pr;lrpose 

simple mwth rates in profitability &ve been oalaalated fox erroh 

aim group h e  the 'pried under review 1960-75 eonsists wf two 
. . 

d l s t h o t  &ases - one of steadily falling pmfi ts  followed b i  a 

pheise of progressive increase, the rates of d k g e  2.n prcrfit =tee 

have beeh 6alaulated sepazately for. Period I and Perlai IJ tw 

w .seen 'in Table I1 & x Ik 





,D,cy $ 7 0 ~  thad i n  Perir9d I, the phase 

af declining profit, profitability by either measure declines much. 

more f ~ r  the &ler f i m s  the the big ones (deoline grwth 

rates i s  :?ecmasLng with size). 7 1 Period . . I1 (risiny p ~ f i t  a)' 

p*fita.bility. increases muah faster fm the d l  fixma .than the 

big firms. That .prcrfit rates rise atxi fa31 much mere for  the 

mall thsn tfie big firm implies that the rate o f  return i s  moh 

more unstable f a r  the small   firm^^ than the big f h m s .  z/ 

111 

In an a%tempt +a understand the roascns behind differentia3 

Ikhaviour bf p - ~ f i t  rates we h a a  estimated the relative contribu- 

tion cf variations in profit &gin and oapitaJ. turnover, whioh 

together determine the' prrf it a t e .  The relafianahip between them 

may be exprebead ~ E I  f t llnws : 

I n  order t . ~  find a+; tho underlying factor explaining eta- 

bility; or instability, f i r s t ly  the share cf each of the aonpnent 

elements t ~ f  profitability in the ta tal  chsnge i n  profitability is 

comkted. Ftr this,  an exerciae in decompasition i.8 done. & I / -  

oompaund mte '4 gmwth. f o r  each r? f  these v~siables  is emputed 

f& the tvr. .peril-ds sepirra;tely wing the ternha3 years. 



Table - IV 
Decomposition of the c M g e  in Profitability 
into that due to the chaqp in Capital turn- 
over an2 that  due to the change ill the Mft 

Margin. 

I 1 

Cempound Hate Bst ~ a l a c /  i G r : * ~ b  I1.;- , Gross ho; (1) as (2) as 
' . f h I Total  -pi- f f ito/Net , f its1~qta.l a % of a % of 
size . j tal en&ed! sa les  capital  . (3). 

. . employed . 
(3) 

1 (2) (3 )  , 
I I I 

Rs.25 lakhs- 
b.50 lawls 1 00119 I I -.a564 ! -.Om 26.88 -126.88 

Perind I1 - 1970-'74 

Compound Rate I Nst sales/ ! Cmss Pm- ! Gross Pro-' (1) as : (2) as 
of Growth , Totdl ca- 1 fits/?:& : s -  a 46 of  , a 46 af 
SEe\ I pit& cn- : sales 

. . ! t d c a P i M  3 (3) 
: erip?l jrd 

!?) 
I 

a 1 

Rs.5 ldb- 
Rs.l.0 lakhs 

~s.10-1akhs- 
Rs.25 d&s 

b.25 iakhs- 
Rs.50 l&s 

Rs.5C 1ai;hs- 
h.1 crore 

Es.1 chre- 
Rs.2 crores 

Rs.2 cmree- 
Rs.5 crores 

Rs.5 C F ~ S +  

S m r c e :  Computed fmm the various issues of tne RBI S u l l e t k .  



%ble IV gives--the results  of thia-exercise. 

It is seen f rcm W51e IV that f o r  a l l  the size -ups 

exoept the big, rariaticns i n  pref i t .  magin rtoceunt f o r  mom t h  

profi t  margin decreases with the inorease i n  size in both the 

periods. That is  p w f i t  margins cf small f b  are more unstable, 

L e e ,  they r i s e  and f a l l  mre than f a r  the larger firms. 'Ti hi& 

degree of inatabil i ty of t h e  p e f i t '  margin of the mall firm seems 

t e  be the major factor  responsible f a r  the w a t e r  ins tabi l i ty  i n  

their ra te  of return.. It is  alsa noteworthy tkt the prof i t  ma,r- 

gin af the large f i m s  is  not only  ,mmazkably stable over time, 

but i t  is a h a s t  always higher than fo r  the small fian. Table 3 

in the Appendix brings t h i s  at. 

Yet ancther conclusim f r m  Table IV is thst while prc- 

f i t  margin accounts, 36r a mjm pi - .t of t i e  ck- 'hi pmfi tabi l i fy  

f c r  the small firm; i n  the case ofthe larher firm vr:ristions in 

l a t ive  significulce 'cf the oontributicns qf ti!c corapanonts of pm- 

f i t a b i l i t y  as between b& and small f i m s ;  we en;YnSne'the beha- 

v i m  of the ocmpnent elements of tctal capital turnover, via., 

turnever af net fixed assets which i n  an zpproxima.te neasu-e af the 

use of fixed- capital assets,  and the g ro~a r t i on  af net fixed a d e t a  

t n  t o t a l  aapital employed (w& i o  an -x of the relat ive im- 

portance of fixod capital t o  total capital euployed9 i.e., 



Net s d e s  Net sa les  Net fixed .assets ;. 
Total a p i t d  enplsyed = It& f 5 ~ e d  bsacta * c l p i w  

mployed . 
The rati-, Jet b z l e s / ~ e t  f ixcd assets  is the resat of the 

d i f f e r e ~ t F a 1  chanpw i n  sales, FY: oe:; (because net o d e s  = vdume 

5f s d e s  and priccs) and nat f jxed  asset^. Table V gives the em- 

pound gmwtin ra tes  in  s ~ J e s  *xi net f bed assets of different size 

p u p s .  It shows thzt in Pericd 1la) sales have deolined f o r  the 

small firn: mcl to a larger extent than in the lzrgcst category. 

Table V 

Ceapcund Gr*wth Rates i n  ~ s ' t  Szles md lie* 
Fixed Asse tg. 

Pericd I (1961-68) 

L ~s.5 ldchs- as.10 l a k h  Es.25 lakha ~3.50 lakhs R3,1 Yize * 92.16 W s  43.25 Xhs 9s.59 ?&s 4s.l crmc 
\ 

Net sales  0,1203 .022> . ?265 .Of562 -*099 
- --.--.- 

I I I + 
I 

B rn rn m In 
8 3 

P 3 0 '3 
f! 

Size * C.I ,+ rl rl 4 r( 3 5 . FcFc 
0 0 

r: 
ri r* 0 o n  no 0 
'y C? . 4?? C"."? 5'4 l?? 
r c.; c% s Brr" 2 z  KE 24 

Y"? 
% a" 

'? 
E 



In d l  ethers they k v e  increased r l lhgh marginally. 

(b) Net f h e r !  assets d a a  have declineZ much narc for  the sncllest 

p u p  than for the lerueut cn'cegory. &=the -them f t  has increased 

slightly, (c) The rate of chazqp in net fixed agsets has been al- 

ways much sl-wer than the changes i n  net sales (except f o r  the last 

catepry) . Ss the observed differentials in the ratio of 

Net Sales 
Net Fixed Assets 

.as between different size p u p s  has to be l a g e l y  explained by 

the movements i n  sales and'prices i n  the different si2e-groups.. It 

is else known tfmt prices have increased duzing t h i s  peried. So 

when prices r ise and Net Fixed ASS& g r o w  a t  a slower paw than 

@es (given that d e s  are i n  current prices and n?t fixed assets 

i n  k;totorical cost) thc rztio 

Net Sdes  
Net Fixed Assets 

shmild rise. Table VI sI;=wa that this  r izt io b s  belaved different- 

ly f o r  different size goups. 

Period 1 (29.0-69) 

Net Fixed 
h s a c t s w  P 1.U 3 3  p .20 I-? .02 p -37 
Ccpital 

. Elr.ployed R* 427 .526 .455 R~ .019 $ .560 
Net ;;des/ 3 p 035 4.25 
Assets. .584 ~ ~ - . 0 8 2  





While it rose f o z  a i l  the size groups it declined fo r  the srnallcst 

gmup. This amid be due t c  the fact that  (1) Sales have declined 

rrmch f a s t e r  f o r  the small p u p  t h a  the big. (2) It muld a s o  be 

besame hf differential  inareases in price f o r  big ctnd small firms; 

inareasing mbh l e ss  f b r  the s--11 -i;hrm the b ig  f h .  Xi/ (1t ale. 

appears that  the r i s e  i n  prices c.f t he  la?@ fixn wes high emu& 

t6 offset  net tml~v e declim in s d e s  hat LLsc the greater inarease 

in net fixed assets relat ive to  that af net scles). 

In Period I1  a able V) sales have inareased *r dl s h e  

gmups theugh much f a s t e r  f o r  the l a w  Goup. Net fixed assets 

have incmased but generally nore f k r  the bigger firms. But here 

a e i n  $he rates of increase i n  net fixed assets have been lower 

than t h ~ t  of net sales f o r  d.1 size p u p s .  Eere also the behavim 

Sales has t* be 12xplpined i n  terns cf 'f the 
of Net Fixed Assets 

the volune o f  'sales ancl prices. Prices h v e  increased d u r i n g  th i s  

period and m t  Xixed assets have grown more slowly than net srles. 

Se the rzticr should increase. Table V I  shws thzt YE t Fixed L s s c - t s  

i n  Peri-d I1 this r:,tio h s  incrt:?:;t?d the fzs tcs t  f o r  the small 

sales kwe nct incrca sad 2s f c s t  f nr tile sm11 f i m  as f o r  the big. ' 

Net Sdrs n t i c  fe- the m d e r  f i m  rhlativo LmSe the fasteYt~et ~ i x e d  Assets 

te thct  of the big mst be baczuse it; prices tqere r i s ing  much 

f a s t e r  than t h ~ t  of the bia  f inn. 

Tczking %lie ?ther component, viz: the preportion of Ret 

Fixed ~ssets /Tota l  .Czpital Euployed, (!Chis is also @en 

Table VI) sinple g r a w t l ~  rctes shnw t1s.t in the f i r s t  period, they 



rase nuch nore f o r  the adll  t h a  the b ig  f i m .  ( ~ e r  the big, it 

zatually declined. ) ii r i s e  i n  M c  r c t i o  imglies. a decline in 1 ts - 
oounterpart , viz : ~ n v e n t o r i & / ~ o t i l  Capi t d  Ecqloyed . (becaustl 

w ' 

Fixed Assets + Inventories + OVnvrs = Tatal C a ~ i t a l  -??.sp%9yed.) 

That i s  

oapitdl 

for the 

inventories znd a t h c r  wcrking c:%pital as  a pmportion ef 

employed f e l l  fcr the swil lest  gr-up in Peri:d I but rose 

b ig  f h.  his. can:.ba verif ied f r m  T~b3.e 4 in the 

~ ~ ~ e n t i i x ) .  . That is, i n  a psrind bf G e c l i n i q  ? m f i t s ,  the smaller 

tho finn, the greater the d i f f i cu l ty  in increasing inventory hald- 

ings which suggests a l e s s e r  eccess t a  credi t .  W l e  V I I  giving 

antl the proportion of ~ n t e r e s t / ~ d a J .  Sorrowed Funds shows, tha t  

.small firm than the big firm in Period I. k t  tho same t i ne  cost 
r. 

of b o d w e d  funds rose much mare f o r  the small fhd? thm the big 
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The large f h  in  t h i s  period on the othcr haad helC more inventer- 

i e s ,  depended more a d  nore on borrowings nnd paic! much l c s s  f o r  it 

than the srd.1 f-. ( ~ s b l c  5 in th6 Appendix w i l l  show th-t the 
c s 

=oat of bozrowing WZP a,l.mnat zlwrqr, ltss f*r  the bie; Zfrm than the 

small firm.) 

(Table VI) doalined f o r  i l l  groups ,uld d ~ e l b n d  the f a s t e s t  f& the 

dl group. !Phis me'uls that imrmtorics  mc othcrs rose mdch. 

f o r  the mall than the hie group. As f o r  b o ~ r o ~ i n g s ,  Tcblc 
.u 

VII shows that the small f ims ' '  deytndsnce on i t  kicr~c?~ted; whilc 

*t of large aci m d i m  firps &cli led;  declining the moat f o r  

the hr&est f i m .  In other  words the! dcpencle~ce on own resewmi: 

of %he smll f i m  s t i l l  continued t o  be mall, kkiile i't harc!+sed 
. . 

f o r  the b ig  f ims i n  a period of h igh p o f  its. As for tF.e coet of  

borrowing t o  the small f im in  &id 11, th"ugh. no c l m r  .sicture 

energru ., fm Table V I I  it is c l e a r  th.7.t coet incrcarsd more slow- 

ly f n r  the b i c  t h u l  the smnll fim. 

the crucial  v ~ i s b l e s  essmintcd with c ~ " , p i t d  Samov~r as brought 

out by the zbove analysis,  pmhably c q l r i n s  the i k i g n i f i c a a t  
t 0 C' 

cantribution of c s p i t z l  turnover of tfic sz:rll firn? h s s '  in 

p r o f i t  rzte.  
P 



Conclusions. 

L , sl2t. -2r~f :tab i l i t y  ri l :c. t i~nshii ,  is not consistent over 

all  phase^ of the cycle zncl thcre i s  a tendency f o r  p ro f i t s  to  equa- 

l i z e  as betwec-n different s ize p u p s  i n  a period 6f hi&. yrof i t s  

and vice v e x a .  ' Prof i t  r a t e s  m e  unstable far-che small firn, 

the fluctuations i n  the p r o f i t  c a g i n  of the mall 'firm i s  largely 

responsible f o r  this. While both prof it 13argin. &d capi ta l  turn- 

over contribute a o s t  Equally t o  the ch~lnga in p ro f i t ab i l i ty  of  $he 

big  firm, f o r  the  d l  fim c z p i t d  turnover i s  nn s lnos t  insigni- 

f i can t  conponsnt of prof i tab i l i ty .  Tllc mzlys i s  of the companmts 

of capi ta l  .hunover, v ie . ,  Net ~ r l c s / ~ c t  Fixed i ~ a s c t s  swgests that 

i n  Poried I, sales  f e i l  much rnos f o r  the sruall,than the b ig  fifi; 

and in PerioC 11, prices rose f o r  the smell fin! much nore t inn  f o r  

thc b ig  f inn. !I% meagre influence tha t  the smll f i n n  k~s over 

borrowings, thck cost  a d  the holding of inventories as rgainst ~ ? . t  

ef the b i q  fim, is p ~ b z b l y  ms!.or-siblc f o r  the insimif'ic;.r-ce of 

capi tz l  turnover as z compenent explaining prof i tzb i l i ty  of the mall 

fim. 

Directions f o r  fuh w ~ r k .  

Aggreg~~tec nay c o n c a l  s y s t e m t i c  inCustry concentrzction 
. . 

i n  ezch s ize  group and t o  the cxtcnt d i f ferent  .industries were 

affected sys tem; i t id ly  different ly by rccossion, boom, etc., the 



oonclusions .af the study are  vary tentative. ' A n  industrj.-wlse 

study thereforo becoines essentizl. 

In order to overcom the ~rbb1C.m of conp4*Jlies shfftiw 

fm om s iz t  to -mcthar, it is n c x s s q j  to s-h.dy the szue coh& 

of oonpnnies over time. For this, one could nab use of the data in 

the Bambw Stock Exchange Directory; but this c!~.ta is  biased in 

favour of bie compmios. The ideal thing would be t o  s tudy  the firne 

e ~ r e d  by the RBI study i tse l f  if such d a b  are available. 



Notes and References. 

1. Baumol , W. J. , Businees Fehaviour, Value and Growth, Har& 
Brace azci World ( 1 ~ 1 5 9 ) .  Chapter 5 

2. Cnrm, W. I,., Corpo-mte Size ,7%! EarninR Power, Ehnaxd TJniver 
s i t y  Pzess, Cambridge, Mass. (1939) 

3. 'Mehtz, M. M., Structure of Indian Industries,  Popular Book De- 
s o t ,  Bombay, d 1961. 

C. 

Subramanian, Z.K., and P a p l a ,  T. S., 'Prof i tab i l i ty  and 
Growth of F-s - The Case of. Indian Chemical Indus t r i e s 1 ,  
Amresak, June, 1971, pp.138-139. 

'Prof i t s  i n  Relation t o  Size of Ca:ilpaniesl, Reocrve Bank of 
India Sulietin,Maroh 1959. pp.311-320. 

Divatia, V. V., and Sfianker, 'Value added by the Non-Financial 
Corporate Sector, 19'10-71 to  l973-74', Reserve 3znk Staff 
Occa3iomJ Papers; Vo1.2; IJG -2, Decenber 1977; ~ 2 9 3 .  

Bates J. discussed the iJ.to,llativ,e measurcss of the s i ze  of fixme 
* znd the hi;, degme m i  correlation Sewoer, tier: a d  concluctsn 
that the ohoice 01 cr aeasure can be based on wnvaniencs, avail- 
a b i l i t y  and ease of  calcula.tion i n  'Altermtivc- Mcasures of the 
Size of Firms1, in Hart, P, Em, Studies i n  h f i t .  Business 
E8- and Investment i n  the Unitcd Kingdon, 1926-1962: Vol: I, 
Allen and Umin, London 1968; P u t  11, Chapter 8, p.149. 

The close c o m l c t . i m  be twmn Laicl-up Cz7ita.l rtnC Net d a ~ c t s  
k s  been bzrught out by the 'Cenzus of h ' o l i c  Liciteci Co::panies, 
1971-72', Reserve ?Lm of India 52lcti.11, .'*me 1379; p.408.. 

Till 1965 d a b  are att*,iir+ble o t a f o r  f i v e  s ize . g m ~ j s  and d t c r  
that the ciat~.. are tfver. i n  seven ;ice qmup3. So in the f i r s t  
perlc~., ?"r the y . ; s e  1?65-<? Jon* thc ~ e i g h t s d  averzges of 
the last threu size groups u e  useC SO &3 co r?ake cocparison 
with the wxlier grr:tre ;~o;?ihl+.  E'or c o n r . t t i q  thc weighted 
averaeor: of the x t i o u  ~iaed in t h i s  s h d y  of She three size 
classes,  R?.) crore4:. 2 CMZY:B; h 2  cr0rc84i.5 crores; cnd 
hs.5 crores .c ; t h ~ .  den~r;~i.na%or~ >f these x t i o s  -.me used as 
the weights and t h i ~  weighttd a v ~ ~  i s  used to rcprcacnt 
the size-clsss Es.1 crow+ ;:or the yccwz; lgS5-63. After 1969, 
the analysis is  ic t t .~ i .q :  of sevcn nizs poups. 

Data r e l a t w  tc conlprtnia with >aid-up cagi ta l  b e l ~ w  F!s.5 l akh  
and. which zre termed bjr t he  R ~ S C T J ~  ~3ank of 1n~j.a cs sn.d.1 
conpznies; is  not v e q  3:lizble.  Tierc~om, t&ir use hzs 
lcen avoid& in this s t u d y .  Eovc?vt-r, the mvonents i n  the fi- 



that  of companies with pdd-up capitcL.l of Iis.5 l ~ - P s . l O  lakhs. 
Therefore, Conpznies with paid-up cap i t z l  ef Rs.5 lakhs4s.10 
lrkhs EE zefcrred t o  cs snall companies in  th.is study. 

11. Accord* t o  Alermder the p s i t i v e  correlation between s ize 
an2 pro f i t s  i s  a chz.ract.~ristic of n period of low p ro f i t s  
wher s m c l l  f i m s  sustah heavy losses-  Alexander, S. S., 

Ths i d fec t  of Size 31 i k n u f a c t u r i r ~  Ccwporri t i o m  on the Dis-  
t r ibu t ion  of the Rate clf Reham', Review of Econonics an2 
.S ta t i s t ics ,  1949, p.231. 

12. . The en t i r e  m a l y s i s  in this study is a lso  Zone with reference 
t o  thcso two periods. 

13. bhalysing the sane data  f o r  the s m e  ~ c r i o d  bshok Yi t ra  puts 
f o r t h  the hypothesis %kt big c o n ~ m i e s  5y virtue of t h e i r  
oomnanding p s i t i o n  i n  beth p r o h c t  and fautor  markets ware 
able  to  hold on to t h e i r  o m  despite unfafourable trends de- 
velopingwith respeet t o  wst of inputs; this w s s  not the 
case with the s n d l  and d d d l e  sized f i n s ;  they f a i l ed  
t o  pass on the r i s e  of thoi r  unit material  and wnfe costs 
t o  the ')rice of the prbducts. Ashok Mitra, . ' Industria!, Growth 

'and Income Die t r ibut ion  ' , SociaJ. Sc ient i s t ,  Jc?nuary-Febmzy, 
1977 PP 14-16 

14. This is  similar t o  the deco~posi t ion sxeroise done 'by M i n k s ,  
B.S., and V,Lidyanathan, A. ,  t o  find out the cmtr ibut iqn  of 
the different  couponont elements tc the cowth of crop 'output 
i n  'Growth of Crop chrtput i n  India 1951-4 to  1358-'61' in 
R s d i w s  i n  Bgr i cu l tu rd  D e v e l c p ~ n t ,  Pnmit Chaudhuri, ( ~ d . )  
Ceorce Allen and Unwin, 1972, pp.52-54. 

1 A s  it is not pousible t o  separate the vclw-e of sclee and 
prices  we .cannot say anything def in i te ly  about the movenent 
i n  prices. The conclusion on prices my therefore bc W e n  as 

. t en ta t ive  and as mere probabili t ies.  



1 . m  
l o o ,  

k o '  
t o F (  P I y o a  (-j 
'a 3 



I-' . . . . . .  

I 
I-' I w mmwl o y  

1 b G G b > u  

, &, 
h y  :O C) 
u3 I-' 
u H  w 



Ratio of Profits* to.Net Sales (?er oent) -- 

No. of 
Conpanies 
1333 

1960 
1961 

1961-62 
1962-63 
19L:+64 
1964-65 
1965-66 

No. o f  
Companies 
1501 
1965-66 
1966-67 
1967-68 
1968-69 
1969-7h 
1970-71 

No. of 
Cozpanie e 
1650 - 
1970-71 
1571-72 
1972-73 
1973-74 
1974-75 

* Profits - Profits before t a  &- k t t e x e t  e f t &  de2reeiation. 

* Size in paid-up Ca?itzl. 

Source: various iasues ef the =I Eul2eti.n. 





Table 5 

Ratio of 1nteres.t to Total Borrowinm (percent) 

* Size - In Paid-up capital. 
Source: Various Issues 'of the RBI Eulletin. 
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