CHAPTER - IIT

PROFIT RATES :

TRENDS AND STRUCTURE

I. INTRODUCTION

We intend to examine in this chapter the trends
in the rates of profit: of each of the 21 Indian Manufacturing
Industries over the 25 years period (1950-51 to 1974-75)
%S well as the inter-industry variations in rates of profit
for the same industries over the same period. In short, we
attempt to examine the trends in and structure of profit
rates of Indian manufacturing industries over 25 years
period. However, as this study deals with two concepis of

profit rates, a separate examination of each is undertaken.

Table 3.1 and %.2 give industry-wise gross and net
profit rates respectively for the period 1950-51 to 1974-75.
Additionally, Table 3.1 and 3.2 give the sector-wise (group
of industries) rates of profit also. The sector-wise classi-
fication?f the industries is based on the classification
adopted by Reserve Banmk of India in its publication on
"Report on Currency and Finance". Though there invol ves some

degree of overlapping of industries in the sector-wise



classification, it represents the sectors broadly and

helps us to examine the variafions in profit rates in
different sectors. All the 21 industries are divided into 4
sectors, and, of an additional 5th one, as Whole Manufactur-
ing Sector. The industries covered by each sector are given

below

IT. CLASSIFICATION OF TNDUSTRIES BY SECTORS 3

1. Consumers Goods Sector

This sector comprises of 10 industries for the
period 1950-51 to 1969-70 and 9 industries over the period,
1970-71 to 1974—75.1 The industries included in this sector
are Graiﬁs and Pulses, Edible Vegetableiand Hydrogenated
0ils, Sugar, Tobacco, Cotton Textiles, Silk-Rayon & Woollen
Textiles, Medicines and Pharmaceutical Preparations, Matches,
Pottery, China Earthernware and Structural Clay Products,

and Paper & Paper Products.

2. Basic Goods Sector

This sector comprises of 4 industries as most basic
industries. They are Iron & Steel, Aluminium, Basic Indust-

rial Chemicaels and Cement.

% Capital Goods Sector

Industries producing capital goods are classified

Due to nonevailability of data on Match Industry for the
period 1970-71 to 1974-75.
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as capital goods industries and cover Transport Bquipment,
Electrical Machinery, Apparatus and Appliances, Machinery
Other than Transport Equipment etc. and Ferrous/an—Ferrous

Metal Products.

4. Intermediary Goods Sector :

The industries covered by this sector are 3: Jute
Textiles, Other Chemicdl Products, and Rubber & Rubber

Products.

Whole Manufacturing Sector :

The Whole Manufacturing Sector comprises of all
the 4 éectors i.e. comprises of all the 21 industries till
1969-70 and 20 industries (Except Match Industry) for the
period 1970~71 to 1974-75.

IITI. TRENDS IN GROSS PROFIT RATES

Table 3.1 gives the industry-wise and sector-wise
gross profit rates for the period 1950-51 to 1974-75. The
last column of Tabie 3.1 reveals the percentage point varia-
tion in gross profit rates of each of the irdustries as well
as sectors in 1974~75 over 1950-51. In other words, last
column of Table 3.1 represents the earnings variations in
each industry and sector at the begiuning and at the end of
the period under study. Following results are drawn from

Table 3.1.
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TABLE 3.1 : Gross Profits as Percentage of Total Assets Employed
for Medium and Large Public Ltd. Companies :
1950-51 to 1974-75.

(Figures relate to year April-March or July-June as the case may be)

Industry ‘ ©1950-  1951- 1952-
1951 1952 1953

CONSTUMERS GOODS SECTOR

1. Grains & Pulses 9.7 - 8.5 5.3
2. Edible Vegetable & Hydrogenated Oils 2.2 0.6 1.0
3. Sugar 6.9 9.3 T.6
4. Tobacco ’ * 8.2 12.0 10.9
5. Cotton Textiles 6.7 10.0 3.7
6. Silk-Rayon & Woollen Textiles 4.6 2.2 1.7
7. Medicines & Pharmaceutical Preparation 6.0 5.2 5.2
8. Matches 14 .8 14 .0 1%.9
9. Pottery, China Earthenware & Structurel 7.9 7.0~ 8.0

Clay Products

10. Paper & Paper Products ) 10.0 12.6 11.6
To tal | 6.9 9.5 5.1
BASIC GOODS SEGTOR
11. Iron & Steel : 9.7  14.0  13.7
12. Aluminium 5.7 71 4.1
13, Basic Industrial Chemicals 4.2 5.3 3.2
14 . Cement 10.% 12.8 12.5
Total 9.0 123 11.6
CAPTITAL GOODS SECTOR .
15. Transport BEquipment 1.8 %6 e
16, Electricael Machinery,Apparatus & Appli-
ances T3 8.7 8.5
17. Machinery Other than Transport 6.3 5.9 5.8
18. Ferrous/Nonferrous Metal products 5 o4 5.2 =3.2
Total 5.7 5.9 5.6
INTERMEDIARY GOODS SECTOR
19. Jute Textiles 9.1 1143 6.0 |
20. Other €hemicel Products 2% 2.9 -6.2
21. Rubber & Rubber Products 13.7  15.0  13.3
Total 9.% 11.3 64

WHOLE MANUFACTURING SECTOR T+6 9.8 6.6



TABLE 3.1 : (contd.)
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Thdu- T953- 1954- 1055- 1956- 1957~ 1958~
stry 1954 1955 1956 1957 1958 1959
CONSUMERS GOODS SECTOR

1. 13.8  16.9 18.6 19.2 17.8 17.4
2. 3,7 1.8 7.2 4.8 2.3 6.7
3, 9.6 8.1 7.5 8.3 8.7 8.6
4. : 7.9 11.0  12.6 11.2 10.9 10.8
5. 5.1 5.2 9.7 8.6 2.9 4.2
6. 2.8 5.1 7.7 7.7 6.1 8.9
7. 4.7 5.8 6.6 6.7 8.8 10.2
8. 11.8  11.2 10.2 9.3 8.0  11.2
9. 6.8 7.9 8.3 12,0  12.1  11.5
10, 11.2 9.0  10.8 9.3 8.7 11.2
Total 6.3 6.1 9.4 8.8 5.4 6.6
BASIC GOODS SECTOR

11. 13.2  14.6 15.7 11.3 6.5 5.9
12. 1.6 4.0 6.8 7.4 7.5 10.1
1%, ' 2.5 3.8 6.3 6.1 5.8 5.8
14, ©11.0  13%3.0  12.1 9.0 7.0 6.8
Total 10.8 12,5 13.5 10.2 6.7 6.2
CAPITAL GOODS SECTOR

15. 1.4 4.5 6.9 6.4 5.4 742
16. 6.1 10,0 13.7  14.7 12,5 11.6
17. 5.7 6.0 9.7 10.3  10.4 9.5
18. -~ 0.5 5.0 4.2 2.4 2.8 16.8
Total 4.8 6.3 9.2 9.2 8.5 9.0
INTEEMEDIARY GOODS SECTOR

19. 6.2 6.1 2.4 -0.6 4.2 7.1
20. 2.2 0.% 6.3 6.9 8.5 8.5
21. 13,0  12.2 105 10.2  13.5 12.0
o tal 6.8 6.6 3.7 1.5 5.9 8.0
WHOLE MANUFACTURI MG SEGTOR 7.1 7.6 9.6 8.4 6.% 7.0




TABLE 3.1 : (contd.)
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Indu~- 1959- 1960- 1961- 1962- 1963~ 1964~ 1965~ 1966— 1067~
stry 1960 1961 1962 1963 1964 1965 1966 1967 - 1968
CONSUMERS GOODS SECTOR
1. 19.8  19.6 12.5 10.1 12.7 21.7 14.6 16.6 8.3
2. 9.7 8.6 Tel 71 6.5 10.0  11.3  14.0 7.0
3. 9.6 -+ 8.5 7.0 7.1 10.6 10.4 10,2 8.2 6.8
4. 11.3  14.1  12.%3 15.5 12.0 16.4 18.4 13.7  15.7%
5. 7.6 1.7 12.8 7.8 8.8 8.7 5.4 7.8 6.3
6. 17.8  14.6 12.8 10.6 11.6 12.6 15.5 18.4 16.6
7 9.8 151 14.1 14.2  16.3  17.9  23.3 23,3 20,6
8. 16.8 16.1 16.6 19.6 16.9 13.4 15.2 16.5 14.6
9. 10,1 7.2 11.9 12.2  10.2 6.9 8.7 842 6.9
10. 11.0 9.3 8.2 8.2 7.8 6.6 6.0 7.0 5.8
Total 9.4 1.3 11.3 8.7 9.7 9.8 9.2 10.5 9.9
BASIC GOODS SECTOR
1. 7.8 7.2 8.1 9.9 12.4 11.8  10.9 6.6 4.8
12. 1.2 15.2  11.1 11.0 15.6 16.9 12.1 10,4 10.7
13, 7.9 1%.5 12.3 10.5 10.3 11.7 10.9 11.8 9.2
14, 7.3 79 8.7 11.3 10.0 10.0 11.0 14.1 11.8
Totel 7.9 8.7 9.2  10.4  11.5 1.7 11.1 10,2 8.4
CAPITAL GOODS SECTOR ’
15. 8.9 9.7 10.1 10.7 10.0 11.3 11.4 9.8 84
16, 12.9  12.3  11.7 14.1 15.9 15.4 14.0 12.4 10.6
17. 10.1  11.5 10.5 10.9 12.2  11.7  9.% 7.9 6.4
18. 1%.6 11.0 10.9 10.9 12.7 14.6 13,9 11.0 8.3
Total 10.1 10.9 10.7 11.5 12.2 12.8 11.9 10.2 8.4
INTERMEDIARY GOODS SECTOR
19. 10.2 7.6 3.4 16.5 11.0 5.4 5.8 2.3 14%
20, 4.4 12.4 11.7 14.1 1351 10.9 14.9 14.4 13.0
21, 1%.3  11.0 12.5 10.0 10.1 12.3  11.3  12.0 15.6
VEOLE uANTFACTURI G sEfigr '8 wel #F a3 e 87
G.2 70.4 10.3 10.2 10.8 10.8 10.4 10.1"

9.0
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TABLE 3.1 ¢ (contd.)

Indu- 1968- 1969~ 1970~ 1971=- 1472~ 1973~ 1974~ %age point
stry 1969 1970 1971 1972 1973 1974 1975 change in 1974~
75 over 1950-51

CONSUMERS GOODS SECTOR

1. 7.9 6.7 11.0 11.4 4.0 4.1 7.9 -1.8

2. 16.0 14.4 8.5 3.4 8.3 16.2 13.6 1.4
3. 13.0 8.4 4.9 9.1 15.7 10.0 9.5 2.6

4. 16.6  16.9 16.4 16.2 10.7 14.0 11.4 3,2

5. 5.3 749 8.5 7.2 9.8 15.1  10.7 4.0

6. - 15.9 16.8 19.2 17.0 16.5 18.7 21.5 16.9
7. 22,0 25.2 21.3 20.5 20.0 18.9 17.3 1.3
8. 14.2 2%.1 NA A NA NA NA 8.3%
9. 6.5 7.0 10.4 13%.2 16,5 12.9 12.0: 4.1

10. 6.9 10,1 12.6 13.1  10.4 11.1  22.4 12.4
Total 9.6 1.1 11.2 10.9 12.4 14.7 14.0 7.1

BASIC GQODS SECTOR

11. 6.3 6.0 T4 5.6 1.9 5.4 9.3 -0.3%

12. 9.0 11.6 14.2 11.3 9.8 5.2 2.4 -%.3

13, 8.3 11.4  11.7 13.1  13.7 13.9 18.4 14.2
14. 746 8.7 9.7 9.5 6.3 2.8 3.2 =Tt

Total 7.6 9.2 10.6 10.6 9.3 9.1 12.4 3.4

CAPITAL GOODS SEGTOR

15. 7.5 6.6 9.1 9.9 9.% 9.8 9.8 8.0

16. 7.7 10.2  11.8 14.1 12.6 12.0 13.9 6.1

17. 7.2 7.9 7.8 8.0 9.2 10.3  11.1 4.8

18. 7.6 9.5 14.0 14.5 12.3 134  15.0 9.6

Total 7.5 8.3 10.1 11.1  10.7 11.1 12.1 6.4

I NT ERMEDTARY GOODS SECTOR

19, 3.6 3.0 5.7 10.6 4.6 0.8 9.7 0.6

20. 12.5  13.6  13.1 14.9  13.7 14.9 17.9 15.6
21. 17.2 1644 1%.1 12.0  11.7 10.4 13 .1 ~0.6

Total 10.1 10.0 10.2 12.5 10.0 8.4 13.7 4 o4

WHOLE MANUFACTURING SECTOR
: 806 908 1006 11.0 1009 1105 14—.2 606
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NOTES TO TABLE 3,1

Source : Financial Statistics of Joint Stock Companies in

Ingia, Covering the periods 1950-51 to 1961-62,
1960-61 to 1970-71 and 1970-71 to 1974-75, in Three
Volumes, 1967, 1975, 1977, R.B.I.

The Profitability ratios for the years 1955-56, 1960-61,
1965-66, and 1970-71 relate to the revised series publi-
shed every 5 years with increased (or decreased) number
Of companies,

The data on Match Industry are available upto 1969-70
(0ld series of 1970-71).

Gross profi ts= Profits Gross of Interest charges and
Taxes but Het of Depreciation charges and Managerial
Salaries,

For meking the dats comparsble over the whole period,

gross profits are estimated on the above given definition,
This involved adjustments in published data for the period
1950-51 to 195960 because gross profits are inclusive of
manggerial remuneration therefore the latter is deducted
from gross profits., Moreover, gross profits are exclusive
of surplus/deficit from non-operating income for the whole
period. (The data for non-operating income surplus/deficit.
are published from 1970-71 onwards only).

Total Net sssets = Total Net Fixed 4ssets + Current Assets
+ Qutside Investment and are equal to Totsl Liabilities.
Total Net Assets agre inclusive of intangible assets and
miscellaneous non-current assets which forii a very negle-
gible percentage of total assete gnd do not affect the
profitability ratio much.

* denotes percentage point change in 1969-70 over 1950-51
(for Match Industry) gross profit rate as the data are
available upto 1969-70 only.

NA = Not Available.
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1. Out of 21 industries, 16 industries enjoyed percentage

point rise in gross profi?Zﬁi%i the period. Among the
industries suffering from percentage point fall in 1974-75
over 1950-51 are, Grains & Pulses, Iron & Steel, Alumirium,
Cement and Rubber & Rubber FProducts. Majority of the Basic
Goods Industries suffered a decline while all of the Capital
Goods Industries and Majority of Consumers Goods and Inter-

mediary Goods Industries (except one) enjoyed a rise in the

gross profit rates.

2. 9ilk-Rayon & Woollen Textiles Industry with 16.9% point
rise in gross profit rates (with gross profit rate varying
from 4.6% to 21.5% over 25 years period) topped the industries
enjoying a rise in this period, while Jute Textiles enjoyed
the\lowest rise, 0.6% point (with gross profit rate varying

from 9.9% to QiJ% over 25 years period).

B Cement (~7.1 pércentagé point)sufiéred highest decline
among the industries suffering decline in 1974-75, while

Iron & Steel had lowest decline(fo.B percentage poin@.

4. The Whole Manufacturing Sector enjoyed & rise of 6.6
percentage point. Consumers' Goods Sector (7.1 percentage
point) is observed to be the only sector enjoying rise higher
than for the Whole Manufacturing Sector. Even though all the

industries in Capital Goods Sector enjoyed a rise in gross



profit rate, small rise in Machinery other than Trarsport
industry kept the Sectoral rise. (6.4 per cent point) below

the rise in Whole Manufacturing Sector.

5 Out of 16 industries enjoying the rise, 8 had a rise
above the Whole Manufacturing level and the remaining had

below it.

IV. TIRENDS IN NET PROFIT RATES :

Table 3.2 reveals the similar type of information
as Table 3.1, with the only difference that the figures
relate to Net Profit Rates. Following results are derived

from it.

1. Out of 21 industries, 14 enjoyed a percentage point rise
in Net Profit rate over the period. Among the industri es

suf fering from a percentage point fall are, Grains & Pulses,
Sugar, Tobacco, Iron & Steel, Aluminium, Cement and Rubber

4 & Rubber Products. In short, in addition to theem: 5 indust-
ries (viz., Grains & Pulses, Iron & Steel, Aluminium, Cement
and Rﬁbber & Rubber Industries) suffering a decline in gross
profit rate, Sugar and Tobacco &Xsp suffered a decline in
net profit rate in 1974-~75 over 1950-51. Moreover, similar
to results of Table 3.1, all the industries in Capital Goods
Sector, majority of %ZQQ%;Qgﬁéooas Iﬁdustries (two less than

for gross profit rate) and Intermediak?’Goods‘Industries

i
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TABLE 3.2 ¢ Profits After Tax as Percentage of Net worrth:
1950~51 to 1974~75 - Medium and Large Public
Limited Companies.

{(Figures relate to year April-March 6r July-June 28 the case may be)
1950- 1951~ 1952~

Industry 1951 1952 1953
CONSUMERS GOODS SECTOR
1+ Grains & Pulses 1.0 8.9 51
2. Edible Vegetalble & Hydrogenated 0Qils 1.6 =3.,9 =2.9
5. Bugar 745 11.8 8.3
4. Tobagco 8.5  13.1 9.9
5. Cotton Textiles 6.5 9.6 2.1
6. Silk-Rayon & Woollen Textiles 3.5 1.6 0.5
7. Medicines & Pharmaceutical Preparation 4,9 %9 4,2
8. Matches 13.3  12.3  13.0
9. Pottery, China Earthenware & Structural 5.0 5.4 6.9
Clay Products
10. Paper & Paper Products 9.9 13.% 11.6
Total 6.8 9.5 3.9
BASIC GOODS SECTQR
11+ Iron & Steel 10.3 15.2 15.3
12. Aluminium 10.8 8.9 3.7
1%. Basic Industrial Chemicals . 4,0 4.3 1.7
14 . Cement 10.0 11.5 11.7
Total 9.4 12.3 11.9
CAPITAL GCODS SECTOR
15. Transport Equipment 1.0 2.1 2.0
16. Electrical Machinery, Apparatus &
Appliances 6.2 6,2 6.8
17. Machinery Other than Transport 5.8 5.9 5¢5
18. Ferrous/Non-ferrous Metal Products 8.0 2.2 =16.5
Total ' 4.7 5.0 4.5
INTERMEDIARY GOODS SECTOR
19. Jute Textiles 9.2 12.9 2.5
20. QOther chemical Products 2.0 0.0 -18.8
21. Rubber & Rubber Products 12.8 16.3 16.1
Total 9.2 127 31

WHOLE MANUFACTURING SECTOR T4 10.0 5.4
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TABLE %.2 : {(contd.)

Indu- 195%- 1954~ 1955~ 1956- 1957- 1958- 1969~ 1960~ 1961~
stry 1954 1955 1956 1957 1958 1959 1960 1961 1962

CONSUMERS GOCDS SECTOR

1. 13.0 17.4 18.9 18.6 16.3 14.1 15.9 16.5 8.1
2. 348 ~-11.2 10.0 4.6 =35 6.7 16.1 10.3 642
3. 10.1 9.4 T+9 9.9 9.4 8.5 11.9 11.3 7T43
4. 7.0 8.7 TeT 5.6 5.2 4.9 6.3 8.7 6.9

5. 3.8 3.8 9.8 8.3 -1.2 0.4 7.1 13.8 13.4
6. 0.3 3,0 9.% 9.7 * 7.5 8.7 22.6 8.7 8.0
7. 3.6 5.2 5.5 5.2 6.8 8.8 9.3 17.2  16.6
8. 10.3 10.2 9.1 8.1 3.5 9.6 14.8 12,5  11.7
9. 67 7.5 5.6 9.4 12.0 12.6 11.9 5.3 13.4

10. 10.1 8.3 10.1 6.3 7.5 10.8 12.4 9.9 8.0
Total 5.3 5.1 9.3 8.2 2.6 441 9.5 12.7  11.6
BASIC GOODS SECTOR

1. 4.4 18.6 21.9 14.6 11.2 11.9 14.1  11.2 "10.4
12, -1.%3 2.5 8.6 8.6 4.4 71 4.4  13%3.4 13.7
13. 0.6 3.6 6.6 6.5 3.9 5.7  10.0 14.2  13.1
14 . 10.0  10.9  11.3 104 7.3 5.3 8.1. 7.8 8.0
Total 10.7 13.8 16.2 12.0 9.1 9.2 12.1 11.2  10.6
CAPITAL GOODS SECTOR

15. -0.6 4.8 9.8 9.0 5.7 8.6 9.7 12.3  11.2
16. 5.2 10,0 14.6 1%.5 11.5  11.3  14.3  13.7 13.3
17. 5.7 5.3 10.%3 9.6 12.3 9.3 12.2 14.9 13.1
18. ~6.6 7.3 4.3 -1.1 =2.2  19.7 17.4 10.9 9.8
Total 4.0 6.0 10.8 9.9 9.7 9.5 11.6 12.8 11.8
INT ERMEDIARY GOODS SECTOR '

19' 5.5 5.1 009 "'4-1 3.1 7.5 1203 706 0'2

20. -0.8 =7.5 7.3 6.5 6.9 7.6 14.9 12.9  10.7
21. 12.9  12.9 8.7 9.0 9.5 9.3 12.7  10.1 12.5
Total 6.0 5.5 2.1 -1.5 4.5 7.8 12.7 8.7 4.7

WHOLE MANUFACTURT NG SECTOR
6.3 T 10.2 8.0 5.4 6.6 10.9 12.0 10.8
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TABLE 3.2 i (contd.)

Indu- 1962~ 1963~ 1964- 1965- 1966~ 1967~ 1968- 1969~ 1970~
stry 1963 1964 1965 1966 1967 1968 . 1969 1970 1971

CONSUMERS GQODS SECTOR [
1402 8-5 9'4‘

Te 5.5 7.3 5.8 3.9 2.5 6.1
2. 6.9 4.0 9.3 10.3  12.8 1.0 15.7  16.7 6.5
3. 2.1 7.8 8.7 10.7 6.0 1.7 13.2 7.5 0.4
4. 8.0 4.3 6.7 9.2 77 9.7 1.4 10.5 10.2
5. 549 7.2 7.7 1.3 5.3 2.4 0.2 6.4 6.7
6. 7.5 7.2 8.1 12.5  15.2 13,6 15.6 16.6  15.1
7- 11,9 12,7  16.3  18.1 17.1 14.8 16.9 19,3 15.4
8. 13.7 10,0 7.9 8.5 9.3 8.8 8.6 13.7 NA
9 4.1 8.5 3.1 4.2 4.1 1.6 1.3 2.8 7.5

-
[T |

7.1 8.8 6.0 4.6 6.7 3.7 6.6 14.3  15.9
Total 6.6 7.8 8.3 6.3 8.2 4.4 7.2 10.8 9.9
BASIC GOODS SECTOR ‘
1. 13.0  14.2  10.7 8.5 ~ 5.8 4.0 5.5 4.8 6.4
12. 152  13%.1  13.9 16.9 15.6 12.9 10.5. 17.1 21.2
13. 1.4 10,4 11.9 9.1  12.4 9.4 5.9 12.2  14.8
4. 9.4 9.2 8.7 1.2 14.9 12.%3 8.4 10.5  11.6

Total 12.0 12.2 11.8 10.1  10.6 8.3 6.9 10,0 13.2
CAPITAL GOODS SECTOR |

15. 9.6 11.0  14.0 13%.0 12.2 9.6 6.2 5.% 9.0

16. 1141 15.5  1%3.9  14.0 15.1 9,3 3.4 8.5 13.3
17, 10,6 12.7 12.5 9.2 6.7 3.1 4.0 9.0 8.9

18. 9.2 9.% 12.0  12.5 9.9 6.2 5.3 8.4 12.5
Total 12.4 11,9 13.2 12.2 11.1 7.3 4.8 7.6 10.8
INTERMBEDIARY GOODS SEGTOR ‘

19. 16.7 9.9 2.8 4.4 -3.9  -9.1 -2.0 -4.9 1.8
20. 12.3 9.9 8.6 12.5  11.7 10.2 9.8 11.4 11.8
21. 3.3 7.5 10.5  11.2  1%.6 15.7 16.5 17.6 12.5

Total 13.0 9.4 5.5 8.8 6.3. 5.2 7.9 8.6 10.4
WHOLE MANURACTURING SECTOR

9.7 . 10.98 10.1 9.0 9.4 6.3 6.5 9.6 11.1
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TABLE 3.2 : (contd.)

Indu~- 1971~ 1972~ 1973~ 1974~ Percentage point ghange
s¥try 1972 1973 1974 1975 %? 1974~75 over 1950~

CONSUMERS GOODS SECTOR

1. 5.7 3.5 -0.5 . 1.6 9.4
2. -6.6 7.0 21.4 16.4 14.8
3, 8.1 16.2 9.7 7.0 -0.5
4. 11.0  %.2 9.8 7.8 -0.7
5. 3.0 10.2 21.0. 9.3 2.8
6. 14.5  13.4  14.8 12.7 9.2
7. 15.2  14.7 12.4 11.8 649
8. A NA A A 0.4
9. 5.8 11.9  13.1  11.0 6.0
10. 16.1  12.0  11.7 21.8 ' 11.9
Total 9.7 12.1  16.9  14.1 7.3
BASIC GOODS SECTOR
1. 3.8 0.4 4.4 10.0 -0.3
12, 14.2 9.3 2.7 -0.2 -10.0
13 16.4 17.7 15.3  21.9 17.9
4. 9.4 4.1 -1.7 =2.% -12.3
Total 12.0 10.4 8.8 1%.7 4.3
CAPITAL GOODS SECTOR
15, 9.1 6.1 7.8 743 6.3
16. 14.9  10.9 9.1 10.1 3.9
17, 6.1 %) 11.2  12.2 6.4
18. 12.1 9.0 10.9  11.2 3.2
Total 11.0 . 9.7 10.5  11.2 645
TNTERMEDIARY GOODS SECTOR
19. 15.3 0.5 -16.7 10.7 1.5
20. 13.0 9.6 10.4  13.2 1142
21. 12.4 10.6 9.0 11.9 -0.9
Total  13.7 8.4 5.6 1%.6 4.4
WHOLE MANUFAGTURING SECTOR

71.1 10.7 _ 11.9  1%.2 5.8

Source: Same as for TABLE 3.1. ]
Notegs1. Net profit rate=Profits After Tax (Net of Depreciation
Managerial Remuneration Interest charges and Taxes) as %age of
Net Worth (Net worth=Paid-up Capital+Reserves+Surplus)
2. NA = Not Available.
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enjoyed some percentage point rise in net protfit rate in

1974~75 over 1950-~51.

2. Basic Industriel Chemicals;with 17.9 percentage point
rise,topped the 1ist of industries enjoying rise, while, Jute
Tegtiles had the lowest rise (1.5 percentage point) in net

rrofit rate.

3. Cement suffered highest percentage poimt decline (12.3
TAon omd Sleel
percentage point) while %ggam had the lowest decline)—0€§

percentage point}in net proiit rate in 1974~75 over 1956-51.

4. The Whole Manufacturing Sector enjoyed rise of 5.8
percentage point. Consumers Goods Sector (7.3 percentage point
rise ) and Capital Goods Sector (6.5 percentage point rise)
were the only two Sectors enjoying a rise in net profit rate

higher than the Whole Manufacturing Sector.:

5. Out of 13 industries enjoying & percentage point rise
in 1974-75, 9 had a rise above the Whole Manufacturing Sector
(i.e. above 5.8 percentage point} while the remaining had

below it.

A closer study of these two tables (Tables 3.1 and 3.2)

lead us to following conclusions :

1. There were 5 industries which suffered a percentage
point decline in both gross as well as net profit rates in

1974-75 over 1950-51. These were Grains & Pulses, Iron &
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Steel, Aluminium, Cement and Rubber & Rubber Products.
This indicates that, majority of the basic goods industries

suffered from a set back in their earning power.

2 Cement industry suffered the highest set back in earn-

ing power, gross as well as net earnings.

3. Among the industries enjoying a rise, Jute Textiles

had the lowest rise in gross as well as net earnings.

Thus, while summing-up the resulis of these two Tables
we can say that majority of the industries indicate a better
earning position in 1974-75 compareb to 1950-51. Howevér,
these two tables give us the idea about gross and net
profit rates only at tﬁo different time periods and do not
reveal anything about the trends over the whole period.
Hence, to observe the industry and sector-wise trends in
gross and net profit rates, Time Trend Regression Analysis

has been undertaken.

However, we feel that at this stage, & short discussion
about the profit trend hypothesis of classical economists
would not be a misfit. In fact, these theories inspired us
to empirically observe the time ?rend analysis of profit

rates for each of the industries.
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Ve THE CLASSIGAL HYPOTHESIS ABOUT FALLING

TENDENCY OF RATEé OF PROFIT IN THE LONG RUN :

Most of the classical economists have assumed'thaf,
as society progresses, the competition among businessmen
and their craze for capital accumulation results into rate
of profit to fall to a very low level in the long run.
Hence, Adam Smith argues,as the society advances, the
production expands, resulting into increase in demand for
labourers. Consequently, the wages rise,stimulating the
population growth and expanding the markets. This results into
division of labour and large scale production thereby setting
in the cumulative growth process. Since production process
requires longer time, there arises the need of capitalist
class to stock capital and provide 1t to productive labourers
who add to the oufput. Thus capital accumulation sets into
the process. The economy works under the conditions of per-
fect competition along with the mechanism of invisible hand
ieee price-profit mechanism. Competition among businessmen
for investing into higher profitable industries results into
rates of profits to level down. Growth of population, too,
results into lowering down the wages. The érocess of growth
through perfect competition, thus continues till profit rates
are brought down at minimum and, wages at subsistence level.

Thus, according to Adam Smith, as the society grows, capital
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accunulation sets in and the rates of profit tend to fall

overtime. -

David Ricardo, another famous classical economist also
has assumed a falling tendency of ratcs of profit for each
indﬁstry over a long period of time. He argues that as the
socliety progresses, population expands fast as the wages are
above the,subsistence level while food products increases
'slowly because of the application of the law of diminishing
returns; Capitalists accumulate capital for suppofting or
giving advances 1o the labourers during the pro@uction pro-
cess and earn a sufficient rate of pfofit on their capital.
The society works under the conditions of perfect competi-
tion. in the begimning, high profits attract more capital
resulting in more capital accumulation. Tnis, in turn,
results in increased demand for labourers, and thus wages
are pushed up abvove the subsistence level. This results in
further expansion of population, increase in demand for food,
resort to lower and inferior quality land (with the law of
diminishing returns in operation) and, pushing the rents on
land very high. The wﬁole produce is divided between wages
and profits after rents are paid. As the rents rise, the
amount left for profits and wages 1is reduced. Secondly, due
to capital accumulation (expressed through increased demand

for 1abour), population expands so much that wages are pushed
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down at subsistence levél. Rents are so high and profits so
low that they leave no incentive for further capital accumu~
lation. The society reaches the stationery state with very
high rents, subsistence wages and very low or zero rates of
profit. Hence, the rate of profit for the industry falls

over a long period of time.

Karl Marx, the most famous critic of the classical
writers, also assumed a falling tendency of rates of profit
over time. He explained the growth process through the
"class struggle". According to Marx, labour is the only
source of value and is paid in wages its own value, socially
necessary for rearing, training and maintaining its life.
Capitalists who employ lavourers exploit them (by lengthen-
ing number of hours of work etc.) by securing surplus value
in the form of profits. Capitalist's main aim is to extract
aé much surplus value from labourers as possible (1abour
being the only source of valuel).This is attained through
accumulation of capital in two basic forms, variable capital
(The Labour) and constant capital (Raw Materials tools,
uachines, etc. ) Consequently, oﬁ one hand, production increases
greatly through employment of machinery,but, on the other
hand, technological unemployment inm the form of industrial
reserve army, is created. Thirdly, the constant capital

produces Jjust equal to its own value while labour, the only
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source of surplus value, is replaced by constant capital.
Thus constant capital acts as a two edged sword for the
capitalist. On one side it causes unemployment resulting
into low wages and continuous exploitation of labour and on
th%bther side, fails to fulfill the ultimate purpose of the
capitalist i.e. creation of surplus value. Marx further argues
that there is a long run tendency under capitalism to employ
constant capitel in relatively increased amounts than varia-
ble capital. Capitalists' passion for profit‘througb capital
accunul ation leads to de continuous increase in the organic
composition of capital.2 As organic composition of capital
increases, the amount of surylus value created goes on
falling. This results in rate of profit3 to fall over time.
Hence, capitalists' passion for capital accumulation, for

extracting more and more surplus value, itself, results

into fall in the rate of profit.

Alfred Marshall, while discussing the long-run analysis,
argues, that, the principle of factor substitution through
the competitive forces, compels the rates of return to move
towards a central value. In other words, competition and

substitution among the factors of production (assuming high

Organic Composition of Capital = E%V where C=Constant Capital,

V=Variable Capiteal.
Rate of profit as defined by Marx is = 5§— where, S= surplus
value, C=Constant Capital, V=Variable capital.

¢
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elasticity of supply of undertskers i.e. entrepreneurs),
reswlts in wiping out of abnormal profits and levelling of
rates of profit among different industries towards the

central value.

In short, the Classicals, Karl Marx, Prof. Marshall,
all have assumed that rates of profit (for individual
industry) have a tendency to fall in the long run. However,
the intention of our .study is not to test the validity of
the classical hypothesis, but to take a hint for explaiﬁing
profitability trends in the Indian Manufacturing Industriés.
This is so because the coneept of profit rate given by
classical writers is entirely different from the one with which
we are dealing. The classical economists talked in real
terms whereas our study pertains to financ;al ratios (Price

variations are not eliminated).

Secondly, they had in their mind the industries having
almost similar age structufe, whereas we have industries
with great variations in their inception periods and there-

fore in their age structure.

Thirdly, long run is not known to amnyone. Moreover, as
far as Indian Industries are concerned, majority of them are
of recent origin. Industrielisation in India is a recent
phenomenon and therefore we do not see sitrong reasons for

rates of profits for the industries to fall over fthe 25
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years period. On the contrary, the classicals (mainly A.
Smith) argued that during the initial stages of industrial
growth, profits would be high and hence would be the rates

of profit.

Lastly, the business entities as well as the surrounding
economic conditions of 200 years ago (a2t the time of classi-
cals) were entirely different from what they are to-day.
Hence, we feel that the results based on the empirical data
of entirely different type than is discussed by classicals
should not be used either to refufte or to accept these
hypothesis. However, we can, given our data,see the behaviour
of earnings rate over this time and discuss the factors

responsible for their behaviour from the prevailing conditions.

VI. ESTIMATES OF TREND COEPFICIENTS :

Tn this section we have estimated the trend coe-
fficients of gross and net profit rates (industry-wise and

sector-wise) by fitting a linear regression model, the

_results for which are briefed in Table 3.3.

The Linear Model fitted is as follows 3
P=d4L+ Bt + ¢
where P is, gross profit rate or net profit rate, ,{ and B
are the parameters (intercept and trend coefficients

respectively), t is the time and e is the error term.

“
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1. Table 3.3 reveals that the Linear Model of "Time Trend

of Profitability" has proved to be é "good fit" in 14 and 10
fitted relations with respect to gross and net profit rates

respectively. This is obvious from the values of RZ (the

coefficient of determination).

2. Twelve out of 14 and Seven out of 10 of these industries
(for gross and net profit rates respectively), reveal a
strong tendency of profitability to rise over time. The
industries having strong positive tendency for gross and net
profit rate to rise overtime (which is indicatéd by statis-
tically significant positive values of ?, the time trend
coefficient) are, Bdible Vegetable and Hydrogenated Qils,
Silk-Rayon and Woollen Textiles, Medicines and Pharmaceutical
Preparations, Basic Industrial Chemicals, Transport Equipment,
Ferrous/Non~-Ferrous Metal Products and @ther Chemical
Products. In addition to these industries, Tobacw, Pottery-
-China~Earthernware and Structural Clay Products, Aluminium,
Electrical Machinery, Apparatus & Appliances, industries

also reveal a rising trend in gross profit rate only,

over time.

3. Iron amd Steel and Cement, both these industries
experienced a declining trend in gross as well as net profit
rate, -while Grains & Pulses suffered a decline in net profit

rate only overtinme. p, the trend, coefficient for these
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industries assumes negative value which is statistically

significant.

4. The coefficient of determination i.e. Rz for industries
having strong tendency for profit rates to rise, varied in
value from .163 (For Pottery etc. Industry) to .823 (For
Silk-Rayon & Woollen Textiles) with respect to gross profit
rate. It varied from .191 (Trensport Equipment) to .609
(Medicines & Pharmaceutical Preparations) for net profit
rate. This denotes that time explains variations in profit
rates 1n different degrees for different industries over

the specified time.

5e The coefficient of determination i.e.Rz, for: the
industries indicating strong negative relation with time

(as RQ and B are statistically observed to be significant
when tested) i.e. rates of profit (gross as well as net
rates) falling over tiwme, éd.so varied in value from -.274
(éement) to =435 (Iron & Steel) for gross profits and -.198
(Cement) to =-.568 (Iron & Steel) for net profit rate indi-

cating a fall in profit rate over time.

6. B, the time trend coefficient denotes the trend coeffi~-
cient . If B has a positive sign and if value of P is
statistically significant 1t indicates that profit rate-
increases over the period andhas strong positive relation

/
with time. Table 3.3 further indicates that wvalue of B,
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also differs for different industries ranging in value from

.145 (Pottery etec.) to .832 (Medicines & Pharmaceutical

Preparations) for gross profit rate and from .230 (Transport
Chemical

Equipment) to .665 (Other/Products) for net profit rate.

This reveals that as time passes, profit rates of different

industries increase at different rates.

Further, if P, the time trend coefficient has a negative
sign, and if its value is statistically significant, it
denotes that profit rate of industry has fallen over time.
The values of B with negative signs (Statistically signifi-
cant ones) also vary from -.200 {(Cement) to ~.326 (Iron & ‘
Steel) for gross profit rate amd from -.239 (Cement) to -.595
(Grains & Pulses) for net profit rate. The negative values
of B (for statistically significant cases only) are indica-
tive of falling tendency of rates of profit in these indust-

ries over the period under study.

7. Table 3.3 reveéls the Sedtor-wise trends in gross as
well as net profit rates also. The following results are
drawn.

(i) Sectoral rates of profit indicate a strong positive
relationship with time. Except the Basic Goods Industries
Sector, for both the gross and net érofit rates, and Inter-
mediary @oods Sector for net profit rate, all other Sectors
have strong positive correlation with time. RZ, the coeffi-

cient of determination, is statistically significant in case
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of these Sectors. However,/the value of R2 varies Sector-wise
from .2%4 (Intermediary Goods Sector) to .625 (Consumers Goods
Sector) for gross profit rate: and from .215 (Capital Goods
Sector) to .302 (Consumers Goods Sector) for net profit rate.
Moreover, Whole Manufacturing sector also has a strong posi-
tive correlation%etween gross profit rate and time and net
profit rates and time with the values of R249515 and .241

respectively. .

(ii) By, the time trend coefficient also assumes varying
values from .189 (Intermediary Sector) to .267 (Consumer
Goods Sector) for gross profit rates and .182 (Capital Goods

Sector) to .259 (Consumers Goods Sector) for net profit rates.

While summing up we can say th«at profitability trends
over time are better explained in case of gross profit rate
(Industry-wise as well as Sector-wise). This is denoted by
not only the larger number of industries (14) explained by
this concept but also by the higher values of Rg (Except for
Grains and Pulses), the coefficient of determination. More-
over, since 2 out of 4 industries covered in Basic Goods Sector
have a strong negative correlation with time while others have
(2 for gross profit rate and one for net profit rate) strong
posgitive correlation with time, we observe that results of
Basic Goods Sector turn out to be statistically non-signifi-

cant because they (positive negative tendencies) cancel out
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and hence we get negative negligible value for coefficient

of correlation r.

Table 3.5 thus indicates that in case of majority of
the Industries (having statistically significant results)
and Sectors, there exists a strong positive tendency for

gross as well as net profit rates to rise over time.

However, it is not enough to study only the industry-
wise and sector-wise trends in profit rates overtime. We
are further interested in testing the variations in these
rates of profits over time too. This is done with the help
of absclute and relative measures of dispersion and the

results are briefed in Table 3.4.

VII, INDUSTRY-WISE DISPERSIONS IN GROSS AND NET PROFIT RATES

Table 3.4 gives the mean, the standard deviation
and the coefficient of variation for gross and net profit
rates of each of the 21 Indian Manufacturing industries and

for each of the Sectors.

The mean rates of profit are derived by swmming up the
gross or net profit rates (industry or sector-wise) over 25

years and then dividing by 25 years.

The mean rate of profit indicates what was the average
profitability of the industry over 25 years. It can be

observed from Table 3.4 that on an average, Medicines &
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TABLE 3.4 Induétny—wise Variations in Gross and Net Profit

Rates Mean, Standard Deviation, and Coefficient
of Varijation ¢ 1950-51 to 1974-75

Ind. . R

%}. Name of Industry &2;;8 ngflt Rgge §:§nPr0§%t Ratgv
O
1 2 % 4 5 6 7 8

CONSTUMERS GOODS SECTOR
1. Grains and Pulses 12.6 5.5 0.437 . 9.2 6.2 0.674
2. Edible vegetalle &

Hydrogenated Oils 7.5 5.0 U.667 6.4 8.0 1.250
3. Sugar 8.9 2.3 0.258 8.5 3.5 0.412
4. Tobacco 1%.1 2.6 0.198 8.1 2.3 0.284
5. Cotton Textiles 7.9 2.9 0.%67 6.5 4.7 0.723%
6. Silk Rayon &

Woollen Textiles 12.1 6.0 0.496 10.2 5.2 0.510

7. Medicines & Pharma-
ceutical PreparationsM"’4 6.8 0.472  11.5 5.3 0.461

8. Matches 14 4%  3B.4% 0.2%6% 10.4% 2,9% 0.279%

9. Pottery, China
Earthernware and
Structural Clay '
products 9.7 2.6 0.268 7.6 4.0 0.526

10. Paper and Paper
Products 10.0 3.4 0.%340 10.1 4.2 0.416
Total 9.5 2.5 0.26% 8.4 3.5 0.417
BASTC GOODS SECTOR
11. Iron & Steel 9.0 3.7 0.411 104 5.4 0.519
12. Aluminium 9.3 4.0 0.430  10.3 5.8 0.56%
1%3. Basic Industrial
Chemicals 9.3% 4.0 0.430 9.7 5.4 0.557
14 . Cement 9.4 2.8 . 0.298 847 4.0 0.460
Total 10.0 2.0 0,200 11.1 242 0.198

CAPITAL GOODS SECTOR
15. Trarmport Equipment T.7 3.0 0.390 T .8 3.9 0.500

16. Electrical Machinery
Apparatus & Appiian- '
ces 11.5 4.3 0.381 11.0 3.6 0.327

—
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TABLE 3.4 ¢ (contd.)

1 2 : 3 4 2 6 7 8

17+ Machinery(either
than Transport ete.) 8.9 1.9 0.213 8.9 3.% 0.371

18. PFerrous/non-ferrous
Metal Products 9.3 5.2 0.559 7.3 7.6 1.041
2.1

Total 9.4 . 0.223 9.4 2.8 0.288
INTERMEDIARY GOODS SECTOR
19. Jute Textiles 6.1 4.0 0.656 3.5 7.8 2.229
20, Other Chemical

Products 10.0 5.9 0.590 7.4 76 1.027
21 . Rubber & Rubber

Products 12.6 2.0 0.159 11.8 3.3 0.280

Total ‘ 8.9 2.8 0.315 7f7 .7 0.481

WHOLE MANUFACTURT IG
SECTOR 9.5 1.9 0.200 9.1 2.4 0.264

Sources Tables 3.1 and %.2
Notes : SD= Standard Deviation; CV = Coefficient of Variation

*Relates to 20 years only and for other industries and
all sectors the number of years is 25.

Pharmaceutical Preparations earned highest‘gross profit rate
(14 .4%) while Rubber & Rubber Products earned highest net

profit rate € il-Sls).

2. Jute Textiles, on an average, had the lowest gross (6.1%)

as well as net (3.5%) average profit rate over 25 years.

3. The rate of profit earned in the Whole Manufacturing
Sector averaged to 9.5% (gross profit rate) and 9.4% (net

profit rate).
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4, Basic Goods Sector, on an average, enjoyed higher pro-
fitability than the Whole Manufacturing Sector with respect
to gross as well as net profit rates (10.0% and 11.1%

respectively).

5. Consumers Goods Sector, on an average, coincided with
gross earning power of the Whole Manufacturing Sector (9.5%)
while Capital & Intermediary Goods Sectors remained below

it over the period.

6. In case of net earnings, Capitel Goods Sector, on an
average, enjoyed earnings higher than Whole Manufacturing
Sector, while, Consumers and Intermediary Goods Sector had

lower net earnings.

7. Out of Twenty industries (Except Matches), Nine indust-
ries, (viz., Grains and Pulses, Tobacco, Silk-Rayon & Woollen
Textiles, Medicines and Pharmeceutical Preparations, Pottery,
China Earthernware and Structural Clay Froducts, Paper &
Paper Products, Electrical Machinery, Apparatus & Appliances,
Other Chemical Products and Rubber & Rubber Froducts, on an
average, earned both gross and net profit rates above the
level of whole Manufacturing Sector, i.e. 9.5% and 9.1%
respectively. Match industry, enjoyed,zgn.average

considerably high gross and net profit rates (14.4% and 10.4% °

respectively) over 20 yearé' period.
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8. One interesting point worth cobserving from Table 3.4

is that average rates of gross profit for Industries covered
by Consumers,Capital and Intermediaty Goods Sectors dif fer
widely whereas in case of Basic Goods Sector the differences
are negligible. More or less same is the case with average

net profit rates.

In sum, the average rates (gross or net profit) over 25
years for each Industry and Seétor indicate that, majority
of the industries (55%) suffered from earnings below the
average for Whole Manufacturing Sector while 45% industries

enjoyed earnings above the level of whole Manufacturing Sector.

Having examined the average gross and net earnings
position of different Industries and Sectors, it is necessary
to examine the year to year variations in these rates over
this period. In other words, we intend to examine the devia~
tions in earnings rates of th@se Indﬁstfies and Sectors from
average earnings rates of the respective Industries and
Sectors. This can be done by measuring the absolute and rela-
tive dispersions in fétes of profits over the 25 years period.

4 5

Standard deviation® and coefficient of variation

measure the absolute and the relative dispersions respectively

=0
-1

-¢

Standard Deviation _ &
Mean T

Standard Deviation =\j
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among the given series, the latter being more useful for
comparison purposes. These measures indicate by how much
amount the actual values deviate from the mean value of the
series. The higher values of coefficient of variation indicate
larger dispersion among the series and vice-versa. Table 3.4
presents the worked out values of these two, which can be

interpreted as follows :

1. Rubber & Rubber Products Industry, had the lowest varia-
tions in gross as well as net profit ‘rate, the Coefficient

of Variation being .159 and .280 respectively. Moreover, this
industry enjoyed, on an average, the highest net profit rate
(11.8%) also over this period. iatch Industry also experienced
very low variations in bo+th gross as well as net profit rate
over the twenty years period, coefficient of variation being
.2%6 and .279 respectively.

2. Bdible Vegetable and Hydrogerate Oils Industry, had the
largest dispersion in gross profit rates while Jute Textiles,
with lowest average net profit rate, had the largest disper-
siomn.

3. The value of coefficient of variation for Whole Manufactur-
ing Pector is .200 and .264 for gross and net profit rates
respectively.

4. Basic Goods Industries Sector had equal level of disper-

sion for gross profit rate (.200 coefficient of varistion) and
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and little less (.198) than the Whole Menufacturing Sector
for net profit rate while other Sectors land relatively h

larger dispersions.

5e If we arbitrarily divide all the 20 industries (Except
Match) as Relatively Stable (c.v.% upto .250), loderately
Fluctuating (C.V. between .251 to .500), Highly Fluctuating
(CsVe between .501 to .750), and, Erratically Fluctuwating
(C.V. above .751), then we observe (Table 3.4) that 3 indust-
ries (viz., Tobacco, Machinery (Other than Transport etc.)
and Rubber & Rubber Froducts industries) experdenced Relati-~
vely stable dispersion in gross profit rate. The majority of
the industries, Thirteen in total, (viz., Grains & Pul ses,
Sugar, Cotton Textiles, Silk~Rayon & Woollen Textiles,
Medicines and Pharmaceutical Yreparations, Pottery-China etc.
Paper and Paper froducts, Iron & ©teel, Aluminium, Basic
Industrial Chemicals, Cement, Transport Equipment, Electrical
Machinery, Apparatus & dppliances), had moderately fluctua-~
ting dispersion in gross profit rate while remaining four,
(viz., Edible Vegetable & Hydrogenated Oils, Ferrous/Non-fe-
rrous Metal Products, Other Chemical Produqts and Jute
Textiles experienced gignificantky Fluctuating dispersion
in gross profit rate over 25 years period.

As far as variations in net profit rate are coneerned,

Nine industries, (viz., Sugar, Tobacco, Medicines and

6 Coefficient of Variation
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Pharmaceutical Preparations, Paper & Paper Products, Cement,
Transport Equipment, Electrical Machinery, Apparatus and
Appliances, Machinery (0ther than Transport etc.), and Rubber
& Rubber Products) experienced Moderately Fluetuating
dispersion, Seven industries (viz., Grains & Pulses, Cotton
Textiles, Silk~Rayon and Woollen Textiles, Pottery-China etc.,
Iron & Steel, Aluminium, Basic Industrial Chemicals) had
significantly flﬁctuatiné dispersion while remaining four
industries (viz., Buible Vegetable and Hydrogenated 0Oils,
Ferrous/Non-Ferrous Metal Products, Jute Bextiles and Other
Chemical Products industries) had erratically fluctuating
dispersion. Matck Industry, with quite high gross and net
rates of profit {on an average>, experienced Relatively and
Moderately fluctuating dispersions respectively in these two

series.

In short, Table 3.4 reveals (i) the average gross and
net esrnings cepacity of each industry and Sector, (ii) year
to year deviations in these over the period of 25 years.
However, the factors responsible for the trends and varia-~
tions in gross and net profit rates would be discussed in
Chapter VI and VII on "Determimants of FProfit Rates."
Hence,’we proceed with the examination of structure of
profit rates at inter—-industry levels for each of the 25

years under study.
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VIII, STRUCTURE OF PROPIT RATES : TNTER-TNDUSTRY ANALYSIS

OF VARTATIOHNS IN GROSS AND NuT PROFIT RATES 3

The trend analysis of profit rates enabled us to
. understarnd the-lndustry-wise and §ector—wise variations in
gross and net profit rates over the period of 25 years. Hence,
this portion of the study intends to examing thé inter~industry
variations in rates of profit in each of the 25 years and
hence examinesthe structure ox profit rates of Indian Manu-
facturing lnaustries. A number of statistical measures are
applied to examine the inter-industry variations in profit

rates.

(&) Equalising Tendency Among Rates of Profits : Hypothesis :

Right from classical economists upto present day
ecoromists all have supported & proposition in economic theory
that, under perfect competition, the rate of return on iﬁ&est—
ment (i.e. rate of profit) tends towards equality in all
industries. Enterpreneurs, under perfect competition, would
seek 1o leave relatively unprofitable industries and enter
relatively profitable ones. This mobility of capital is cruecial
to the efficiency end growth of the economy. The movement of
capital under perfect competition is explained by factors such
as the free entry and exit of firms in or ouf‘of the industry,
price: Profit mechanism, the principle of factor substitution
etc. However, it is assumed that in the begimming, there do

exist some differences in rates of profits earned by different
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industries (assuming further:that the supply of entrepreneurs

is perfectly elastic).

OQur primary objective in this section is to examine the

above proposition in the light of empirical evidence.

Tdeal conditions of perfect competition have never been
realised in real practice. Hence, perfect competition has
always remained, more or less, a theoretical ideal or norm.
However, an attempt to translate this deductive reasoning
(baséd on different premises) into an inductive evidence can
be undertaken. Postulating inter-industry differences in
Profit rates in the begiuning of the period of study, it can
empirically be tested whether,over a period of time, these
differences in earnings power are wiped out or not? If, the
industries earning very high profit in the beginning are
incapable of maintaining that level over tine, while, indust-
ries with low profits in the beginnming rise high in earning
power over the same period, then a sort of equalisingtendency

can be detected.

A Number of studies in foreign7 countries have been

(a) Esptein, P.C.: “Industrial Profits in the United States’,
National Bureau of Bconomic Hesearch, New York,19%4.

(b) Singh, A. and Whittington, G.: "Growth Profitability &
Valuation', A Study of United Kingdom, Quoted Companies',
Cambridge University FPress, Cambridge,1968.

(c) Dr. Bowman, R.T.: “Statistical Study of Frofits,’
Philadelphia, 193%4.

(d) Hart, P.E.: "Studies in Profit, Business Saving and
Investment in the United Kingdom, 1920-62, Vols.I-II, George
Allen & Unwin, Lendon, 1965 and 1968.
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undertaken to test the validity of this proposition and a
number of statistical tools are applied to the available

empirical data. We have followed Prof. R.T. Bowman's8 and

9

Singh and Whittington's” and P.E. Hart's10 methodology for

. this purpose. However, in the beginningﬁwe have tried to

explain the inter-industry variations in profit rates over

the said period and then tried fto detect the prevalence of

competition in Indian Manufacturing.

(B) Findings ¢+ Inter~Industry Variations in Gross

and Net Profit Rates : 1950-51 to 1974~-75

Table 3.5 reveals the simple average of profit
ratesq1 for all industries in each year (from 1950-51 +to
1974-75) as well as the absolute and relative dispersion in
industry rates of profit for each year. 4dditionally it gives
information on the rank correlation coefficient for each year
(1951-52 onwards) also. Following interpretations can be

derived from the results of Table 3%.5.

1. The highest mean rates of gross and net profit rates
were earned in the years 1964-65 (12.2%) and 1959-60(12.8%)

respectively.

Tbid.

Ibid.

Ibid.

Simple average rate is derived by first summing up the profit
rates of 21 Manufacturing industries and then dividing the
same by total number of industries, i.e. 21. Hence the average
rate worked out here differs from the estimated rate for Whole
Manufacturing Sector, the latter being the weighted average
rate.
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TABLE %.5 : Inter-industry Variastions in Gross and Net Profit Rates:
Mean, Standard Deviation, Coefficient of Variation and
Rank Correlation Coefficient between Rates of Profit
of 1950-51 and Bach of the Following years upto 1974-5.

Tears Miggss §§Ofitc%atesacc~ rqzeam}\fet £§0fit %ites RGC
7 5 3 7 5 3 7 3 B

1950-51 7.5 3.4 466 - 7.2 3.7 514 -
1951-52 8.2. 4.3 524 4910 7.7 5.5 14  .B22
1952-53 6.2 5.4 871 .897 4.2 8.8 2.094 .695
195354 6.7 4.3  .642 .903 5.4 5.5 1.019  .630
195455 7.5 4.6 .613 .909 6.5 6.8 1.046 .700
1955-56 9.2 4.5  .489 460 9.4 4.7 .500  .193
1956-57 8.6 4.2 488 620 8.0 4.8  .600  .199
1957-58 8.1 3.9 481 .489 6.5 5.0  .769  .136
1958-59 9.6 3.4 354 .368 9.0 3.8 422 241
1959-60 11.5 3.4 .296 .132 12.8 3.7  .289  .079
196 0-61 11.6 3.4 .293 -.094 1.6 2.9  .250 -.095
1961-62  10.8 2.8 .259 .069 10.3 3.5 340 -.064
1962-6% 11.5 3.3 .287 .132 9.7 3.9  .402  .009
1963-64 1.7 2.1 179 .048 9.6 2.8  .292 .018
1964 -65 12.2 4.0  .328 -.012 9.9 3.6  .364 -.119
1965-66 12.1 4.2 347 =.153 10.0 4.2 420 -.348
196%-67 11.7 T+7 658 -.094 9.9 5.0 505 -.163
1967-68 9.9 4.7 475 -.076 7.0 5.9 .B43  .049

1968-69 1004 4&9 0471 "’0125 7-9 5.5 0696‘ —0077

«escoOnt.



TABLE 3.5 (contd.)

12§

7 53 1 5 6 7 ) 9

1969-70 .o 5.6 487 -.077 10.0 6.0 .600  .181
1970-71%  11.5 4.3 374 =.140 10.4 5.0 481 -.055
1971-72% 11.7 4.1 .550 =.100 10.0 5.7 570 -.012
1972=73%  10.9 4.4  .434 -.348 8.5 5.6 659  =.356
1973=74%  11.0 5.1 464 —.507 8.8 8.4  .955 =-.607
1974~T5%  12.5 5.3 424 -.329 10.2 6.2 .608 =.462

Source ¢ Tables %.1 and 3.2.

Notes: 1.

I}

Standard Deviation
Coefficient of Variation

*Total Number of lIndustries is 20 while for each of
the years from 1950-51 to 1969-70 total number of
Industries is 21.

RCC = Rank Correlation Coefficient between Rates of
Profit in the year 1950-51 and each of the

years followed, i.e. Profit fates of 1950-51 is
coxrelakdenedited with Profit flates of 1951-52, 1952-53,
ee.y 1974-T75, each separately. .

1953-54,
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2. The mean gross and net rates for all the industries are
observed to be above their 1950-51 values (7.5% and 7.2%

respectively), in all the years except 1952-53, 1953-54 and
NBB=5E end additionally f03253¥$158 and 1967-68 in case of

net profit rate.

3. The mean rate of gross profit indicates a rise in 1974-75
to the tune of 5 percentage point over 1950-51 and net profit
rate to the tune of 3 percentage point. This indicates that

earning capacity in this sector has gone up over the 25 years
period. In short, the gross mean rate of profit has increased

more sharply than the net one.

4. If we closély examine the year to year mean rates of
profit, we see that, though in every year the gross and net
profit rates are not rising, there is a overall tendency in
these rates to rise over this period (with the exception of
some years with a fall in mean rates of profit, e.g. 1952-5%,
1956-57, 1957-58, 1961-62, 1965-66, 1966-67, 1967-68 and
197273 for gross profit rate and 1952-53, 1956-57, 1957-58,
1960~61 to 196%~64, .1966~67, 1967-68, 1971~72 and 1972-73

for net profit rates).

In short, the average gross and net rates of profit for
all industries thus indicate an improvement (on an &Verage),
in earning capacity of the manuwiacturing industries taken

together. However, it is essential to observe whether this is
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true for all the industries or is true for some of them. In
other words, we intend to examine whether this rising trend
is due to maintenance of high profitability earning indust-
ries for their position or it is due to rising up of earning
capacity by industries initially.earning low profits? For

finding out this we have worked out the inter-industry dis-
persions in rates of profit as well as the rank correlsation
coefficients of earnings rates of these industries for each

year.

Both the absolute (Standard Deviation) as well as rela-
tive (Coefficient of Variation) measures of dispersion are
wofked out. However, the releative measure being more useful

for comparison purposes, is discussed below.

A fall in the value of coefficient of variation over-
time iﬂdic&tes12 that the inter-industry dispersion in profit
rates has narrowed down, i.e. there is a levelling effect
on earning powers of different industries indicating thatl
rates of profits of all"industries are moving towards a
central value. On the other hand, a rising value of coeffi-
cient of variation indicates an increase in the dispersion
among prorit rates of dif ferent industries overtime. Thus
following results are drawn from Table 3.5.

Te The value of coefficient of Va;iation is observed to be

466 and .424 in 1950-51 and 1974-75 respectively (for. Eross

12 Hart, P.E. ¢ op.cit., pp.240-250.
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profit rate). Such a smell fall in value of C.V. implies that
almost similar type of dispersion prevailed in both the years.
However, in case of net profit rate there is a clear widening
among industry rates of returns in 1974-75 (CV=.608) over

1950-51 (0V=.514) indicating that some industries are enjoying
the fruits of earning supremacy while others are lying at the

bottom of earning power.

2. The dispersion among gross profit rates widened during
the years 1950-51 to 1952-5% (indicated by a rise in the
value of coefficient of variation), and then néfrowed down
and contimuwously contracted till 1963-64 (Except in 1962-63),
indicating some levelling effect over the period 195%-54 to
196%-64 i.e. (except 1962-63%). However, the dispersion
widened again in 1964-65 and continued to be increasing

till 1966~67, narrowed down for 2 years (1967-68 to 1968-69),
widened in 1969-70, narrowed down for 1971-72 to 1972-73,
increased in 1973-74, and, rnarrowed down slightly in 1974-75.
In other words, the dispersion in industry gross rates of
profit is not only fluctuating but indicates a parabolic
trend. Hence the equalising effect is clearly observed
during the period 1952-53 (CV=.871) to 1963-64 (CV=.17Y)
with the exception of 1962-6%. However, the coetficient of
variation after reaching the minimum value 0f.179 has risen

in 1964-65(.328) and has been above .179 since then, indicating
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that levelling effects were being‘removed after 1963-64.
Moreover in 1974-75 the dispersion was almost equal to that

of 1950-51 level.

3 If we observe the type of conditiocns faced by net profit
earnings of industries, we can see that the dispersion has
been fluctuating over the period. The dispersiovn in net pyofit
rates seems to have widened during 1950-51 to 1952-53,

nai rowed down slightly in 195%-54, widened again in 1954-55,
narrowed in 1955~56 followed by widening in 1955-56 and
1956~5T7. From 1958-59 to 1960-61 were the 3 years when disper-
sion narrowed to a minimum level followed by widening in
1961-62 and 1962~63 and narrowing in 1963%-64. However, 1963%-64
to 19Y67-68 there was continuous widening of dispersion of

net profit rates followed by slight narrowing (though above
196%~-64 minimum level) for 3 years and widening over the

period 1970-71 to 1973-74 and relative narrowing in 1974-75.

Mor eover the dipersion in 1974~75 in net profit rates
was wider than 1950-51 level indicating larger variations in

inter-industry net profit rates in 1974-75 compared to 1950-51.

The dispersion among net érofit rates also reveals a
prabolic trend implying thereby that Indian Manufacturing
industries have not been permanently operating under competi-

tive forces.
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However, conclusions drawn from examination of trends in
coefficient of variation are not enough to arrive‘at any
strong conclusion. Hence, it was felt necessary to test the
hypothesis about equalising tendency with some other measures.
Whet is more important is to know whether the industries having
high earnings in 1950-51 could maintain the same earning posi-
tion or not in the following period . This is denoted by rank
correlation coefficient. If, the coefficient of varistion is
studied along with the rank correlastion coefficient it would
enable us to strengthen our views on the matter. In short, we
intend to study whether the gap with respect to profit rates
has widened or narrowed down. Industry. earning abnormal
profits may show a decline of wiping out of such profite in
the long run when competition among firms and entry of new

firms within the industry creates such situation.

The rank correlation coefficient13 is another method of
detecting the convergence or divergence of profit rates among
the industries. The industries are arrayed in descending
order of profit rates (gross and net profit rates separately)
in each year from 1950-51 to 1974-75. Then, the irdustries
are ranked in ascending order so that the industry "earning
highest profit rate is ranked first and the other getting
lowest profit rates ranked 21st:{or 20th depending upon the

number of industries covered). Yhe formula for rark correlation

62417
Rank Correlation Coefficient = 1 -~ —EZe ywhere di =

th n{n®-1)
difference in the ranks of 1 industry in two periods;
n = Number of observations.
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coefficient (stated in footnote) is then applied by correla-
ting the rarks of profit rates of industries in each of the
years (1951-52 to 1974-75) to the ranks of 1950-51 and the
values of rank correlation coefficient (Table 3.5} are worked
out. ¢gw
If the ranking remains same, i.e. iif‘éd%=0 (Summation
of difference between rarks of ith industry in two periods)
then the rank correlation coefficient assumes value equal to
one and, if ranking undergoes 2 change, the value of rank
correlation coefficient changes. But if the ranking reverses
completely, i.e. Industry ramking Ist as earning highest in
one period 1s rarked last in other period and vise-versa,

then rark correlation coefficient assumes value equal to

minus one.

Thus, if ranking undergoes any change, the value of this
coefficient changes and if the renking gets reversed (not

compketely) then it assumes negative values.

1. A close examination of Table 3.5 reveals that not only
has the rank correlation coefficient fallen considerably in |
value for both the concepts of profitability, but has assumed
negative values from 1964-65 onwards, (with 1967-68 and
196q~70 as exceptions for net profit rate. However, the
positive values of rank correlation coefficient for these two

years are negligible).
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2. ©Secordly, the values of ramk correlation coefficient

are quiet high only for first four years (1951-52 to 1954-55),
inmdicating that majority of industries earning high rates

of profit (both gross and net) could maintain their earning
supremacy over this period only. A continuous low value from
1955-56 onwards and declining values from 1957-58 onwards,
irdicate that, these industries could ot maintain the same

earning position after 1955-56.

b Moreover, from 1964 -65 onwards the rark correlation
coefficient has assumed negative values (though quite low

in the beginning relatively high during 1973-74 and 1974-75
for the gross and net profit rates), indicating again that,
not only the high earning industries of 1950-51 have lost
their earning capacity, but, the low earning industries of
1950-51 have raised it very high.lhis is strengthened further
by rising and higher value of coefficient of variation in

this period, indicating that, not only have the low earning
indus tries of 1950-51 acquired higher earning position, but,
the earnings of these industries have increased considerably
compared to those of high earning industries of 1950-51. Hence,
the dispersion has widened and the rark correlation coeffi-
cient also has become negative (almost similar trend is obser-
ved for both the concepte of profit rate with one or two

years' exceptions with very low positive values of rank corre-
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lation coefficient and hence does not change the results

much).

What do we conclude from this? As far as the coefficient
of variation is concerned, it indicates parabolic trend,
falling in value upto 1963-64 and then rising. The rank
correlation coefficient is also declining till 1963-64 and
becomes negative thereafter. This indicates that upto 1963-64
not only were the earning positions undergoirg the change,
but the dispersion in raes of profit also was narrowing down.
This means that industries earning high profits in 1950~51
were not able to maintalin the same position because they
could not increase their earning capacity at a high rate.

On the other bhand, industries earning low profit rates in
1950-51 were capable of improving their positions at a faster
rate and this resulted in mnarrowing down of dispersion, as

well as changing the ranking position.

However, after 196%-64, not only has the coefficient of
variation widened, but the ranking has also reversed. This
indicates that low earning industries of 1950-51 raised their
earning capacity so high that they ramked top after this
period and high earning industries of 1950~51 earned very low
earnings and continued to earn low. Hence, not only did the
rank correlation coefficient become negative but the disper-

gion @lso widened. This means that there existed some levelling
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effect in earnings rates in Indian manufacturing industries
till 1963%3-64 and started vanishing afterwards, of course, with

g change in the structure of earmnings rates.

To further strengthen our above drawn conclusions we have
undertaken another exercise based on Dr. R.T. Bowman's '
methodology. lhe coefficient of rark correlation between fates
of return {gross as well as net profif rates) and the change
in these rates in succeeding year‘are worked out in following
way .

The industries are first arrayed in descending order
of rates of profit (gross and net separately) and ranked in
ascending order, as explained above, in the year 1950-51.
Then, the di fference between the rates of profit in succeding
year (i.e. 1951-52) and 1950~51 is estimated and rarked in
ascend ing order. Yhus the ranking of industries by rates of
return in 1950-51 is correlated to the ranking of difference
in the rates of returnm in succeeding year. The value of the
coefficient of rank correlation derived in this way reveals
the capability of high earning industries to maintain their
earning superiority and vice-versa. If the value of this rank
correlation coefficient is positive and equal to one, then
industries earning high profit rates in 1950-51 can be, on an

average, said to be increasing their earnings also at a faster

Dr. Bowvman, R.T. : op.cit,
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rate in 1951-52 coupared to low earning industries of 1950-51.
If the value of this coefficient declines gradually, it
indicates that some of the industries earning high profit rates
in 1950-51 are capable of increasing their earnings, om an
average, at fést rates, while, some are not capable. On other
hand, some of the low earning industries are improving their
-earning capacity while others still continue to be at the

bottom of the earning ladder.

However, if this rank correlation coefficient assumes
negative values it indicates that, on an average, industries
enjoying high profit rates in 1950-51 were unable tb increase
their earnings at faster rate in 1951-52 compared to the
industries having low earnings in 1950-51. If this rank
correlation coefficient is . minus one, then it reveals that,
on an average, industries earning highest returns in 1950-51,

raised their earnings at alowest rates and vice-versa.

Table 3.6 gives the values of rank correlution coefficieht
between rates of return and the changes in these rates in
succedding years (for gross as well as net profit rates).

Following results are drawn.

1. The rank correlation coefficient in Table 3.6 assumes
negative values throughout in case of gross profit rate and
except 1951-52, 1952-5% and 1967-68 in case of net profit

rate. The negative or low positive values of this coefficient
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TABLE 3.6 : Inter-Industry Variations in Gross and Net Profit Rates:
Coefficient of Rank Correlation Between Rates of Return
and the Changes in These Rates in Succeeding Years.

years Coefficient of Rank Correlation
Gross frofit Net Profit
- Rate Rate
1951-52 ~.3%12 <291
1952-53% ‘ -.0%6 .088
1953-54 ~.468 ~.071
195455 -.252 -.245
1955-56 =575 -.382
1956-57 -.016 -.216
195758 -.227 -.101
1958-59 -.782 -.751
1959~-60 - 407 -.510
196061 -.456 ~.673
1961-62 - 282 -.0g2
1962-63 . -.364 -.332
1963%3-64 -.451 -.667
1964 -65 -.082 -.135
1965-66 -.111 -.259
1966-67 -.0%8 -.0985
1967-68 -.521 +149
1968-69 - 227 -.0%4
1969-70 -.018 ~.109
1970-71*% ~-.545 ~.556
1971=72% -.316 -.002
1972=T3% -+311 -.223
1975-T4% -.205 -.18%
1974 - 75% -.288 ~.360

Source: Tables %.1 and %.2.

Note :+ 1. * Years cover 20 industries (Bxcept Match industry)
while years from 1951-52 to 1969-70 cover 21
industries (including Match industry).
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(in case of net profit rate) thus indicate that; on an
average, industries earning high profit ratss in one year,
were unable 10 increase the earning power at a fast rate in
the following year, while industries having low earnings in
the same year, raised their earning capacity at.a faster rate
in the following year. Thus the conclusion drawn from this
exercise also confirms to the conclusions drawn earlier,
indicating thatsome levelling forces prevailed in Indian

Manufacturing Industries over some period at least.

IX. DPERSISTEICY OF PROFIT RATES

This section of the chapter intends to test the
hypothesis that the level of future profitability reflects
its past profitability. This aspect of the study is important
for the investment analysis. FProfitability and expectations
about future, play an important role in the growth of the
ecowmy. It therefore becomes necessary to examine the pattern

of ratés of profits of different industries over certain

period.

Generally, good management, and monopoly poﬁers of a
firm are the factors assumed to be playing important role in
resulting profitability of the firm. Moreover, it is assumed
that, these two, continue to operate for some period at least,

hence, it is expected that rates of profits do have some
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persistency or patiern over some period of time.

G.J. Stigler °

, assuming some persistency in industry
rates of return has worked out correlation of coefficient
between rates of return over two consecutive years. He has
observed that the values of correlatign coefficients are
above .7, with some exéeptions of years after World War IT.
This indicates thét for a short period of two years, there

exists some pattern for industry rates of return in U.S.4A.

16 in their study, also

have assumed that, an element of good or bad management, as

Singh, A. and Whittington G.,

well as monopoly powers of a firm, have a tendency to continue
over some time and these can be teken as factors partly
responsible for the profitability of the firm. If there is
persisstency in the profitability of firms, we can logically
explain the same trend for average profitability for the

17

whole indusitry.Similarly, Eatwell holds, "If profitability

is in any way a causal phenomemnon, derived from given combina-
tion of economic resources as organisation then it should show

a tendency to persist over tme".

Hence, we intend to test here whether profitability:

Stigler, G.J.: Capital and Kates of Return in Manufacturing,

A study by the National Bureau of Econcmic Research, Princeton
University Press, Princeton, New Jersey, 1963, pp.48-49.
Singh, A. and Whittington, G.: op.cit., p.133.

Batwell, J.L.: "Growth, Profitability and ®izes The Empi-
ricel Evidence,” in 'The Corporate Ecoromy, Growth, Competition,

and Innovative FPotential”, ed.by M@rris, R. and Wood, .,
Mecmillan & “o.utd.,1971,Appendix &, p.398.
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of an indusitry is just a chance phenomenon or whether the
existence of 'good' or 'bad' management and monopoly powers
atffect profitability, tﬁereby resulting into a definite
pattern for rates of profit over some period. This implies
that the industries having high rates of profit &n one period
should be avble to have high rates in the following period

and vice-versa. If this is the case, then @rofitability in one
period should highly be correlated with profitability in its
earlier period. The high correlation between rates of profit
averaged over two periods should indicate that past profita-
bility can be taken as a good indicator of future profitabi-

lity. Pollowing methodology is adopted for this purpose.

Rates of Profit (gross as well as net profit rates) are
averaged over the plan periods for each industry (using simple
average for the period) and 2 gspde linear regression model
is fitted. (Plan Periods are as follows : 1951-52 to 1955-56 -
Ist Plan, 1956-57 to 1960-61 - IInd Plan; 1961-62 to 1965-66 —
IIIrd Plan; 1966-67, 1467-68, 1968-69 -~ Anmual Flans; 1969-70
to 1973-74 - IV Plen.)

The eguation for the Model fitted is as follows

Pt = ol + }3Pt-1+ e
where Pt denotes gross or net profit rates in period t 3
P denotes gross or net profit rates in period t-1 where

t-1
period t refers to plan-wise period e.g. Ist, IInd, ITIrd,



144

YAnnual! and IVth plan (if + is IInd plan period t-1 is Ist
Plan period and soom). of and B are the parameters and e the
error term. The above mentioned Model assumes that profit
rates of period + depend upon profit rates of period t-1
(i.e. the earlier period). ‘he degree of dependence is measured
by the regression coefficient, B.lhe dependence is assumed to
be linear in the Model. In short, our null hypothesis would be
of no relation between P, and P, ., hence, B would be zero.
If B values are positive, and also are found to be statisE

an

tical ly significant, we may reject the null hypothesis/favour

the hypothesis of positive association between Pt and Pt~1'

1. Table 3.7 reveals that the level of average of gross
profit rates of IITIrd, Annual and IVth plan periods are
explained by the level of average of gross profit rates of
TInd, IIIrd and Aﬁnual Plan periods respectively (R2 is
significant at 1% level). However, in case of average of
net profit rates, only Annual plans ard IVth Plan period
earnings are explained by IIIrd and Annual plan period of
average of net profit rate respectively. In other words,
industries having high level of average of gross profit
rates during IInd, IIIrd and Annual Plans (IIIrd and Annual
Plans for net profit rates) continued to have the same level
of profits in the following plan periods i.e. I1Ird, Annual

P &rlods . - .
ard IVth plan y@f?s respectively and vice-versa (for gross
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profit rates and Annuval and IVthcplans for net profit rates).

2. Moreover, RZ, the coefficient of determination, is conti-
muously increasing in value from .379 for IITrd plan to .598
for IVth Plan for average of gross profit rate and from .216
for Annual Plans to .493 for IVth plan for average of net
profit rate. In other words inter-industry variations in
profit rates of IIIrd, Annual and IVth plan periods are
explained to the extent of 3cw, 0% and 60% respectively by
the variations in gross profit rates averaged over the periods
of ITnd, IIIrd, and Annual Plan periods respectively. Similarly,
the value of Rz for average of net profit-rates for Annual

and IVth Plan period is .216 and .493%, which reveals that
variations in inter-industry net profit rates averaged in
Annual and IVth Plans are explained to the extent of 22% and
49% by variations in net profit rates averaged over IIIrd

and Annual plan periods respectively. Hence, we can say that
average of gross profit rates indicate higher degree of

persistency than average of net profit rates.

'?‘ the regression coefficient for above periods (for
gross and net profist rates) assumes significantly positive
values varying from .566 for IIIrd plan period to 1.206 far
Anpual Plan period in case of gross profit rates and from
595 for IVth plan to .894 for Annual Plan period in case of

net profit rates, indicating that one percentage point
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increase in average of gross profit rates in each'of the
IInd plan, IIIrd Plan and Annual Plans period resulted in
.566 percentage poimt, 1.206 percentage point and .714 per-
centage point increase in average of gross profit rates
during IITrd plan, Annual Flan and IV ?lan periods respecti-
vely. bimilarly, one percentage point rise in average of net
profit rates of ITIIrd and Annual Plan periods led to an
increase of 894 percentage point and .595 percentage point

in net profit rate averaged over Annual and IVith Plan periods.

Thus, the highly significant (at 1% level) positive
values of 'B) the regression coefficient, indicate that
industries enjoying high rates of profit or suffering from
low profit rates during one period continued fto enjoy high
or low profit rates respectively in the following period.

In other words, gross-and net profit rates in Imndian manu~
factwing industries reveal some degree of persistency and
some pattern over this period. Heﬁce, profitability over a
period of 3 to 5 years (Annual Plans are for 3% years) is
capable of indicabting the level of profitability of different

industries in the 3 to 5 years' period following it.

However, regression analysis 1s a crude tool of analysis
for the present purpose due to two reasons:18 Firstly, it

is extremely sensitive to the effects of a few extreme

18 Singh, A. and Whittington, G.: op.cit., p.108.
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values of the variables, which may contribute a large propor-
tiom of the variance froé the mean even though they represent
a minute proportion of the total number of observations.
Secondly, the regression equations fitted are #l1l linear ones
and therefore there is no reason why the relationship between
past and futuwre profitavility should follow the simple pattern.
A more powerful test of the persistency of profit rates, which
overcomes these two limitations,is provided by rank correla-
tion coefficient. Hence, the average of gross and net profit
rates over the plan years are ranked and correlated with each
other. (Similar method as followed earlier). The results are

briefed in last two columns of Table %5.7.

Table 3.7 reveals that rank correlation coefficients are
sutfficiently high for the periods for which regression results
2lso are highly significant (e.g. IITIrd, Annugl and IVth
plan periods for gross profit rates with .721, .702, and .642
as the values for rank correlation coefficients and for
Annuel end IVthe Plan periods ‘Zﬁﬁm and .604 as the values
of rank correlation coefficients respectively. in case of net
profit rates) Morecver, the value of ramnk correlation coeffi-
cient has declined for gross profit rate over these periods
and increased in case of net profit rate. However, the high

value of rank correlation coefficient itself is indicative of

the ok colradstivh cosflficirad hioedf s Dadieaddive of the
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fact that majority of the industries enjoying, on an
average, high profitability in one period continued to

enjoy similar earningsﬁn the following period. Hence, we can
say that over a small period of 5 years, profit rates do have
tendency to persist. Does this mean that rates of profit
continue to persist at their levels even if the time period
is lenghened? Can the longer period averaging of profit
rates successfully predict about profitability over simi-
larly longer period? When the time periocd is extended it
involves greater degrees of fluctuations and uncertainty.
Hence, prediction abvout future expectations of profitabi-
lity over longer period become rather ditficult. Hence, an
attempt is underfaken to examine 1f period in averaging the
the profitability is extended, what happens to\its degree of
persistency? The gross and net profit rates of each industry
are (separatély) averaged over two periods, dividing the
whole planning period (1951-52 to 1974-75) into two periods
of 1991-52 to 1962-6% and 1963-64 to 1974~75. The sdumphe
linear model fitted for plan~wise period is fitted where ¢
indicates the period 1963-64 to 1974-75 ard t-1 the period
1951-52 to 1962-6%. The results are briefed in the last row
of Table 3.7. It can be observed from last row of Table 3.7
that both gross and net profit rates averaged over a longer

period of 12 years fail to predict about the level of profi-



tability in.succeeding period of 12 years (32 is*?ery low and
statistically non-significant). Moreover, the last two columns
of the same row give the value of rank correlation coefficient
for gross and net profit rate averaged over the same period.
It is observed that the rank correlation coefficient is very
low (.132) for gross profit rate and negative (-.135) for net
profit rate. This also indicates that the industries, enjoying
higher earnings in earlier 12 years' period could not maintain
the same position over the next period and vice-versa. Hence
longer the period the less capable indicator becomes profite-—

vility for future predictions.

X. CONCLUSIOIB :

The broad conclusions derived from this chapter
can be briefed as follows 3
1. Majority of the Indian Manufacturing Industries enjoyed )
better esrning position in 1974-75 compared teo 1950-51.
However, majority of industries belonging to Basic Goods
Sector (e.g. Iron & Steel, Aluminium end Cement) and Grains &
Pulses (with respect to gross Profit Rate/), Sugar & Tobacco
(with respect to net profit rate) and Rubber & Rubber Products
(with respect to both rates) sutfered a deterioration in
their earnings position.
2. Majority of the Irndian Manufacturing industries experien-
ced rising\trend in profitahility over the 25 years under

study. Here again, it is observed that two indusitries of Basic



3 . l/\z
if ﬂﬂ L{Db“
Goods Sector viz., Iron & Steel and Cemegﬁ 1ndustr1957

and, Grains & Pulses Industrﬁip experlenced a decllnlng trend

L1t
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in profitability over the same period.

3. As far as the sectoral trends in profitability are
concerned, we have observed that except Basic Goods Sector,

all other Sectors experienced a rising trend over time.

4. Majority of these industries experienced Moderately
Pluctuating (C.V. between .251 to .500) variations in

profitablility over the study period.

5. Rubber & Rubber Products indusiry experienced lowest
variations in profitability (both types) while Edible Vegge-
tables and Hydrogenated VUils (in case of gross profit rate)
and Jute Textiles (net profit rate) had largest variations

over time.

6. As far as the structure of profit rates of these indust-
ries is concerned, we observe that Ilndian Manutacturing
Industries operated under the competitive forces from 195354

till 1963%~64 only.

7. Finally, Indian Manufacturing Industries reveal a
definite pattern of profit rates over plan periods. There is
observed to be strong tendency for profitability of these
industries to persist over plan periods. However, this

tendency disappears if the period is lengthened. This implies
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that the profitability of these industries happens to be &
good indicator of profitability in near future only and fails

to predict the same over longer period.

8. The equalising tendency observed till 1963-64 is the
combined effect of lowering of profitability of relatively
0ld industries (e<g. Jute Textiles, Iron & Steel, Cement)
and at the same time improving the same in case of modern
industries (e.g. lMedicines & Pharmaceutical Freparations,
Silk-Rayon & Woollen Textiles, Chemical & Engineering
industries etc.). This of course was the consequencé of the

poliecies adopted by the Indian Government.



