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I. INTRODUCT ION

Private corporate sector has ‘bean looked upon
as an importaﬁtlsourbe of  savings in India, ;n‘Fact,
most of the tax policies that are directed touards this
sector have the implicit.objective of raising its
8avings, the'pUrdose-being twuo-fold; to make the private
corpor.ations self—sufficient in meeting their investment
needs and thus reduce tompetition for the public sector
in the credit market, .Important among the tax instru-
ments are; abolition of grossing-up practice, adoption
of 'Classical' type of income tax system, levy of
additional dividend taxes and revision of personal
income tax rate structure vis-a-vis the rate structure
of capital gains tax, All these have led to an
increasing tax discrimination in favour of profit
retentions, Further, a portion of tax deductions
resulting from aveiling of the investment incentive
schemes have been made unavailable for distributions as
dividends,

However, the contribution of corporate sector
to domestic savings effort remains lou. Over the last
thres depades its share in gross domestic savings has
come down substantially from around 15 per cent in
1961-62 to 7.4 per cent in 1979-80, Also the rate of
saving ih.ﬁerms of gross domestic product has hardly
been 2 per cent (Table 1}. The louw contribution of
pfivate corporate sector to domestic savings could be



TABLE 1

Trends in Corporate Savings in India

Year Gross savings Ratio to gross - Ratio to.GCP
(R crore) domestic saving at market
price
1950-51 89 9.1 0.9
1951-52 132 13.1 1.3
1952-53 60 7.4 0.6
1953-54 86 9.3 0.8
1954-55 114 10.8 1.2
1955-56 130 9.1 1.2
1956-57 151 9.4 1.3
1957-58 117 8.5 1.0
1958-59 136 9.7 1.0
1959-60 180 10.2 1.3
1960-61 276 13.4 1.8
1961-62 315 15.1 2.0
1962-63 338 13.6 2.0
1963-64 387 13.7 2.0
1964-65 381 12.1 1.7
1965-66 396 10.5 1.6
1966-67 414 9.2 1.5
196 7-68 399 8.9 1.2
1968-69 42/ 9.1 1.3
1969-70 536 8.9 1.5
1970-71 657 9.7 1.6
1971-72 753 10.0 1.7
1972-73 788 10.1 1.6
1973-74 1062 8.3 1.8
1974-75 1441 11.4 2.1
1975-176 1055 7.1 1.4
1976=-77 1161 6.6 1.4
1977-78 1385 7.1 1.5
1978-79 1544 6.6 1.6
1979-80 1744 7.4 1.6

Source: Report of the Working Group on Savings. Capital

Formation and Savings in _India 1950-51 to 1979-8Q.
Government of India, Ministry of Planning, Neuw
Delhi, 1982, p, 164,




affecting corporate s=2ving in required detail, are
scanty at macro level, Therefore, for a detailed
empirical analysis, data based on samples of corpo-
rations will be used. Reserve Bank of India (RBI)
publishes aggregate time-series data on a sample

of corporations based on thair annual reports. The
sampie coverane is adeguately large for drawing
inferances regarding the corporate sector as = whole,
However the RBI data, being published in the form of
aggregate time-series, will not facilitate analysis
of the impact of certain firm specific factors such
as size, growth, and age, besides the actual tax
liability. Therefore, recourse will be made to a
sample of companies specially selected by us for the

purpose, from the Bombay Stock Exchangs Directory.

Section II1I presents the empirical results of the
time-serjes analysis basad on RBI sample data as a
preliminary testing of our hypotheses, as well as
the results based on our sample, which, apart from
providing a more sc¢ientific data base, will also
facilitate cross-checking of the findings of the
analysis based on the RBI data. Finally section IV

summarises the main findings of the empirical analysis
based on alternative sets of data,



[I. THE ™MOGEL

At ths outset, we shall expglain tho tarm
'corporate szvings!' =s used in this study and examine
the bhasic motives of savings by private corporations,
This will help to identify major deturminents of.
savings. We shall r-tionalise the mannar in which
thase factors affcct savings, tmking into account the
possible intordependences bstuwe=n them, Of particular
interest being the imn~2ct of taxes, wc shall also
examinec how taxes affect the savings decision

mechanism.

1. Interpretation and Motives of Corporate Savings

- - - -

The term 'corporate savings' is used in this
study to denote the sum of three items in the annual
profits and loss accounts; (1) retained profits,

(2) accounting depreciation provision, and, (3) pro-
vision for development rebate reserve (or investment
allouance reserve),  The entire deprecistion provision
is considered as a part of savings because of the
difficulties involved in separating out the 'natural!
part of depreciation, which is an expenditure item.
The third component arises out of tha vari-us tax
incentive schemes for encouraging investmant., Under
these incentive schemes a nportion of the tax dedu-
ctions claimed, is required to be put in a reserve to

make it unavailable for distribution as dividends,

Basically, the cepacity to save of a corpo-
ration in a given year is represented by its gross
cash flow (gross profits - interest payments

depraciation), The allocation of gross cash flou
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between taxes, dividends and szving is quicded more by
choice rath=zr than compulsion, This is bzcause,
firstly, @ substantial part of saVings‘is in the form
of retained net profits which is dus to voluntary
restraints on distributions. Secondly, accounting
depreciation practiczs vary (depending upon the method
and rate} so much that, theorwztically speaking, a
corporation can choose a depreciation msthod that
suits its s=aving breferences. The only element of
compulsion to save could be due to the statutory
restrictions on distributing the benefits of investment
incentive schemes, But even in this case .also, it can
be argued that if a firm chooses to distribute a higher
proportion of cashflow as dividends, it can do so by
claiming less tax deductions under the investment

incentive schemes,

For the purpose of our study, we shall cons ider
retained profits and depreciation together (hereafter
referred as ‘ret=ntions'), while we need to treat the
third compbnent of saving (hereafter referred as 'tax
incentive saving'} separately, However, uwe }etain the
term 'corporate savings' to dencte the sum of the

three items (or retcnticns + tax incentive savings),

Three main motives can be conceived for a
corporation to6 save:

(1) Tao _finance new investment. "Modern

technigues of production require not only large initial
capital but also necessitates continuing investment for
modernisation and expansion as & price for remaining

in business? (Parekh, 1958 . pp. 122). The investment is



financed mainly in thrz= ways; (i, by flo=ting neu
equity issues, (ii} by borrowings, and (iii) by
nrofit retentions, In th. abscnce of taxes and
floating costs, & firm is indifferent betusen neu
oquity and retained profits for finencing new invest-
ment, (Modiglianmi and Miller, 1958)}. Otheruisz, the
pattern of financing depends upon their respoective
opportunity costs, UWhile the cost cf borrowings
could be interpreted &s interest rete, the costs of
new issuss and retentions could be interpratad as
opportunity costs determined by government pslicies,
flonting costs, and so on. Finance is expected to be
raised from the thres sources, until thsir respective
marginal productivities are equal, Thus, given the
relative opportunity costs, oneg of the motives of
generating corporate savings is to finence nauy

investment,

(ii) To_finance inventory investment.

Maintaining inventory stocks is generally, a short-
term requirement, Stocks of raw matcrials are needed
to be maintained, depznding onn the uncertainties in
their supplies, and similarly, stocks of output, to
take care of demand fluctuations, Since inventory
financing is a short-term phenomenon, sources such as
‘new equity issues cannot be resorted to. Further,
many-a-time, there may be institutional restrictions
on the availability of long-term credit for inventory
purposes, Thus, inventory financing is usually
sought through profit retentions and short-term

borrowing,



(iii) To keep a cushion for dividend payments.

If firms aim at regular and stable dividend payments,
then savings are residually determined depending upon
fluctuations in income, By far, this is the most
frequently observed phenomencn in the world (see for
instance Lintner (1956), Dhrymzs and Kurz (1965),
Davenport (1965), Feldstein and Fleming (1971). 1In
India also; empirical evidence gathered by many past
studies eppear to support the 'residual' determination
of savings. (For instance, Mazumdar (1959),
Purnanandam and Rao (1966) Sastry (1968), Rao and
Sarma (1971) and Krishnamurty and Sastry (1971).

2, Specification of the Model

The specification of savings model might
differ depending upon which motive is primarily res-
ponsible for corporatz savings, For exemple, if the
savings are motivated by the nseds of investment
financing, fixed or inventory, then variations in
savings should roflect a conscious effort on the
part of the management to realise a certain flow of
internal_Finance envisaged at the time of planning
for new investment, The intesrnal savings are planned
eveh before current profits are known. Assuming
that the retentions are planned on the basis of some

average of ‘permanent' level of profits, one can,
specify that

Rt = a2, T oa Yg (M

where R, denotes current retentions of a firm, Y: the

‘mermanent' income (aO and a4 being the parameters of
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the equation), If Yi is interpreted ~s a wsoighted
average of actunl income of the past years, and if
the wrights are assumed to decline goomztrically,
then the raslation betuecn actual income Yt and Y:

can be written as

Yt - Y

#* * , ,
peq = (Y = Vi g3 (0 Ay 1) (2}
The two equations yield a‘behavinurnal form of

roteontions as
Ry = 2 a, * a; a, Y, * (1-82) Ri_1 (3)

If on the other, the residual theory of
corporate savings is assumed to hold, then it follous
that the main motive of retentions for a firm is to
maintain dividends at a stable nroportion of incomz,
Yt' This would be in accordance with the proferences
of many of the shareholders to have a regular and
uniform flow of dividends. 1In the orocess, the
fluctuaticns in income ars not fully allowed to be
reflected in dividends, This is often interpreted
as thbugh a firm desires certain level of dividends
deoending upon the current income 2nd other factors,
but it will not adjust the actual dividends fully to
the desired level., This behaviour of dividends is
depicted by two equations, The actual dividends, Dt

are determined as

, #*
Dt = Deoq =65 7 by (B =B ) (4)

»

%
where the desired dividends, Dt are determined by
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t 2 't (5)

Sincc the retentions arec a maere residual, the rasult-
ant =quation describing ths rctentions behzaviour can

be derived asll
= - - - -h. 0 3\
Rt bD +(1 b1b2) Yt (1 b1, Dt-1 (6,

In the real world houwever, it is only prop=arT
to assume thet corporate savings arc motivated neither
solely due to investment demand factors nor are they
a'mere residual after dividend payments, but are due to
2 combination of all the motives., Tharefore, for the
purpose of this study we retain cgquation (5) as this
spacification appeafs to be more general in the sense
that though it ‘is based on the rasidual hypotheses,
it is also capable of taking account of the investment
motives for savings through the factors Yt and Rt—1'
We treat this equation 2s our starting point for

describing the corporate saving bohaviourzj.

-r - —— - . -

1/ In fact, based on this spacification a test can be
conceived as to which motive works stronger for
corporate savings., For example the equation (6)
can also be uwritten as

Ry = -b_ + (1-b1b2)Yt * (1-b)Ry_q = (I-by)Y, 4

The difference betwern the two alternative models
is the lagged income varijiable, Yt which appears
as one of the factors affecting rElentiDns. The
question can be resolved to same extent by the
statistical significance of the estimated coeffi-
cient of Y, ,, with correct (-ve) sign., But the
test is squect to various estimation since the

OLS (or RLS) methods are not suitable.

2/ This specification also ssems to have adequate support
by the past empirical studies such as Tinbergen (1939),
Dobrovolsky (1951), Lintner (1953) and MazUmdar (1959},
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The vicw that firms care mor- to maintain
dividend stability is a phonomencn. cbserved by many
empiricel studies in western cconomics. In India
also, this hypothesis is found to be appliceable in
general, But if nne lo~ks into thz government policy
of credit restrictions, double taxation of dividends
as well as uncartainties in availability of rau-
materials and so on, one expects that Indian companies
should in fact be determining savings first, and

distribute the residuael profits as dividends.

If saving motives of a firm include financing
of investment then it is nocessary to specify a
simultaneous model that describes the interdependence
betueen corporate savings, investment and income. Such
a model will help in bringing out the possible impact
of the exogenous variables, including the policy

variables on corporate savings effort,

In specifying an interdependence model, we
shall retain equstion (6) to describe corporate reten-
tions, Also the exogenouswvariables that entcr the
retentions équation represent the policy variables,
particularly tax and credit factors., Investment appears
in the equation to represent the demand for savings,
The cost of cradit financing could be teaken as an
exogenaus factor ta take account of the substi-
tutiability betuween internal and external sources of
financing the investrent, The rcotentions equation
thus, will be of the form

Rt'= f1 (Yt’ D

g-10 Ly, i) (7)
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where it is some relevant rate of interest reprosen-
ting the cost of borrowing, I, represents the demand
for investment and othar symbols are as explained
above., This function describes the retentions deter-
mination largely in terms of 'residueal'! hypothesis,
-but, softens its extremeness by considering factors
such as investment demand and cost of borrouing to
take account of possible interdepsndence hetween
~investment and saving decisions,

To establish the inter~-relation it is
necessary that we also consider investment determi-
nation which may indicate the possible impact of
savings on investment, Out of the various theories
of investment behavinur, the one favoured most appears
to be derived from .the hébclassical theory of invest-

ment, combined with accelerator theories,

The nooclassical thenryé/ states that current
investment depends on the capitals stock at the beginn-
ing of the period and changes in the dgsired level of
capital in the prgvious periods, The form of the
relationship depends upon the form of the distributed
lag function and the rate of replacement, The desired
level of capital depends on sales turnover and the
rental cost of capital which, under optimal conditions

would be equal to the marginal productivity of capital,

3/ Prominent among the investment determination studies
based on neoclassical theory are, Jorgenson (1967),

?$é%1?nd Jorgenson (1971), Bischoff (1971) and Coen
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Following this theory the desired stock of

#*
capital =2t 2 point of time, K

*
Kt = f /;gLSt, ‘(Ct/pt)j (8)
SLSt = current or expected scles turnover represcnting
* .
the demand for Kt’ c, = the rentecl cost of capital, and

Py = the price of the product, The rantal cost of
capitzl could be assumed tn bec a weighted average of
respoctive costs of finzncing from the sourcez, external
as well as internal, where the weights Aarc optimally
detcrmined, In a warld of perfect competition, with no
taxes and zero costs of floating new shares etc., the
costs of financing are mqual and firms are indifferent
regarding the structure of financing., In the rcal
world, the tendency would be to finance the investment
from each of the available sources until their respect-
ive marginal productivitiés are equzal, We assume that
the cost of credit financing can be represented by i,

a rate of interest relevant, (say, a weighted average
of the long term rates where the weights cre determined
on the basis of different sources of credit)., The cost
of internal financing would mean the opportunity cost
of retentions in terms of dividends paid, These costs
are mostly on account of taxes which will be discussed
later, However, as we intend tn depict a flouw cof

funds mocdel with interdepsndences between savings and
investment, we express K: in terms of availability of
total savings denoted by St‘ Besides others, c also
depends on the ratio of capital goods price Py to

the prodict price Py Thus, thc desired cepital

stock, Kt
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* . ; -
Ky = F [BLSy, S¢y iys Poy/Py 7 (9)

Various processes zre suggested in the literature as
to how the.changes in the desired stock of capital

are translated ints changes in the current investment,
One of the most popular processes is through distri-

buted lags., The current gross investment FIt, nhﬁﬂzAa£

\/“ki
= g # * . 6/ 1
FLy =80y LRooq = Keoqog T+ O Ky (10)

where § is the natural rate of deprcciation and y-
are weights, Assuming that the weights follow Kaoyck
system j can be squated to b(1-b)J, Also, by
definition, Ky 4, = FI, 4, * (1-¢ ) Ki_qs is equal to

sum of all past net investments, and thus

n j *
Ke =51, b(1-b)~ 6 Ky _4 (11)

From (10) and (11) it is possible to derive
FI, = b (K, - ~
t © ( t - Kt-1) "'GKt_,] (12)
= [FLSy, syy &y Poy/Py) - Ky g T b+ Ky

We drive the investment relation to be used in our

inter-dependence model as

FIy = f [BLS¢, S¢y igy Poy/Pyy Kooy Z (13)

2 vt ‘ff
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The variables SLS., S,, i., and Pct/Pt can alsn be

replaced by their expected levels,

It should be noted that the above relaticn
mostly describes only the fixed part of the total
investment., The determination of the athecr part, the

inventory investwment need not bes same,

‘We specify the determination of inventory
investment as follouys: Drsired net additions to
stock of raw métariﬁls~ﬁr Finishﬁdfpfoducts are
assumed to be guided by GXpectétions regarding the
sales turnovegy given the availability of finance.
Upto this point the specifications is simiiar to
equation (13). The principal difference is that nou
the price of cepital goods need to be replaced by
price of r?u‘materials and the capacity variable K1

has little role to play. Thus the inventory invest-
-ment, (INV,) function is

INVG = f [SLSy, S¢y iy, R/PyT (14)

where P _, /P, is the rulative price of rau material
goods,

3. The Tax Factors

Corporeotion taxation enters the above modal
through several channels, Firstly, taxes such as
corponation.ipcomp tax, supcr tai, surtax and so on,
reduce the profits available zithzr for saving or for
distribution 4s dividends, Secondly, if dividends and

retained profits are taxed at different rates, then
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the choice between dividends and rotentions might be
‘affected whaenever the tax differcontial is changed.
Thirdly, reductinn in ths tax liability by granting
investment incentives encouréges investmant and
reduces the depression effect of taoxes on nrofits
base, At the same time, tax laws that reguire nart
of the savings resulting from the availing of invest-

ment incentives encouraoes savings,

The first ond sccond tyges of tax =ffects can
be captured as Follous£/:: Assume that a firm choaoses
a particular combination of net dividends and not
retentions subject to the available profits, and say,
"tax opportunity' prices of dividends retenticns, The

pfofit allocation function may be written as
Y =PR +pPD (15)

where Py and P, denote 'tax orices', The tax prices
denote the amount of gross allocation reguired to
realise one unit of . net dividends or net retentions as
the case may be, For example, under 'Classical’
income tax system

Rg/R = *T%F- (16)
= 1,
A 52 B =) (a7

e o

4/ For a more detailed theoreticzl discussion of the
tax impact on profit allocation between dividends
and retentions, see. Feldstein (1970), Moerland
(1975), King (1977) and Sarma (1982).
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where t = tax rate on profits,

and td = tax rate on dividend incomes,

The tax prices, Pg and Py in this case arc,
respectively 1/(1-t) and 1/(1-t) (1-t, ).

Further, assume that a firm has a map of
indifference utility curves ersch showing a unique
level of utility obteincd from =lternative combina-
tions of R and D, the utility bring the realisation
cf the firm's objectives, Let the utility function
he U =F (D,R). The =ptimel combinetion f R ~nd
D can be obtained by maximising the utility subject
to the nrofit alleccation function., The first order
conditions of constrained maximisation yield that

1

U /Ul = Py/P, (18)

Rationality assumpticns restrict the shape of
the utility function to be linear homothetic., Empirical
investigations further reveal that a simple Cobb-Dougles

type adejuately describes the Functionéj. Thus assuming
o
U= AU RE (19)

the first ofder condition can be written as

: P

xt, R d

C at em = .- (20)
s D Ps

T - . M S A S gy ——

5/ See Feldstein (1970).
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Substituting for R from the profit allocation
condition and denating g as P_/P,, A =s
& /(w*8) endr as 1/P_ then ontimel dividends

D can be ‘obtained as
D” = AY T8 (21)

The variables ™ and ® take account of the tax effects,
the former denoting the depression effect of profit
taxes and the lattcr dencting the sffect of tax

discrimination between retentinons and dividends,

Rccordingly, in the savings function the
variable Y, will be replrced by (Ymoe )Q/.

The third way taxes enter the model is through
the investment incentives, The effect of the invest-
ment incentives can be again in three ways: First any
reduction in the tax liability reduces the:cost of
.capital 'C' and thus raises the rate of return on
bapital. The prospect of higher return might itself
encourage firms to go for neuw investments, Secondly,
the tax reduction being linked to new investment some
investment might take place over ;nd aboveo what is
warranted, depending upon the supply of funds, Thirdly,
the deductions as a result of these tax incentives not
being available for distributions, raises the corporate

savings which in turn might sncourage investment further.

6/ Thus it should be noted that the composite vorisble
Ym & , though does not facilitete separate testing
of the tax variables a previous study, already
established the relesvance of the two variables in
the Indian context. See Sarma (1982).
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The first tws effects of tax incentives are
taken care of by the tax factors in the investment
function, .Since.the tax rate uscd 1is effécfivé>rate,
it takas acccount of the expected rise in the rate of
return, To take account of the third effect we

specify that

X = f (FI, Yno ) (22)
where X, denotes thet part of savings which results
from tax incentives, Also we shall include the
variable in the investment functicn to take care of
the impact of tex incentives, Finally, the model of
corporate savings brhavicur we propose to bring-out
the tax cffects is as follows:

Xt =F/fIt, Y'ﬂ'etj
Ry = fLwey, I, Dy, iy 7
FI, =

g = FLLSy, Sy, ip,m ¢, Keoq W (PL/P)y 7 (23)

[y
=

<
L}

e = f ELst, S;, itfn—t;(pr/p)t_?

It = FI_t + INUt

w
|
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Essantially thn model is dosignhec to cescribe
the intcrdependence betwesn savings a2nd investment
behaviour and to bring out the tex effects, In what
follows the model will be tested on different data seots,

226~ 243095
SasT
M33)

A
SEA VNS RR AN



III. EMPIRICAL RESULTS

The c¢mpirical analysis is cropascd to be
conductzd using mainly two scts of datas (1) aggregate
time-series data cn medium and larage public limited
companies published by the Reserve Bank of India (RBI},
and (2} time-series as well as cross-section datz 2n a
sample of campanics callocted spocifically for the
purpose. Amcng cother advantages, usc ~f the two sets
of data will facilitate cross-chacking of the

acsnometric raosults,

1. Empirical Results Based on RBI Dota (Time-series)

We confine cur study tn the mecdium and largé
public limited and medium ancd large private limited
companies, 2s these two groups tagether hold over 90

per cent of ths private corparate sector's capital,

The savings behavicur model specified in the
previnus sectinn is fitted seperately to the two
sample groups, by means of Two-stage Least Sguares
(TSLS). The results are presented in Table 2.

a. Regression results (Public Limited Companies).

ooy -

All the faur eguations of the model fit the aggregate

series wecll, Particularly the specificztion for the

retentions (depreciatiosn + retained profits) turns out
to be the most eppropriate, All the four explanatory
.variables, namely, income base (which is a2 composite
variable, Yo g , consisting of gross cash flouw and tax
factors), investment demand, intcrest rate and lagged
dividends are stotisticelly significant with appropriate

signs, Particularly, the significance of
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TABLE 2

Empiricel Results Based on RBI Dgta, Obtained by Two-Stage Least Sguaree

Public Limited Com aﬁiee s Private Limited Compa anies

| S
L™

- Independent jtg::p- Z:ﬁt§3;4 ii;:gt;' 1i3:::;:§{! t::zn- c::tise | 1§3:::— i:z:::::zt
_ variablas savings - mant o savings ment
Retention
Tax incentive savinga . ) .
Fixed. investment , D.221% 0e101%%
Inventory 1nveétment ,
Savings - 0.189% Q.45 5en 1.804%  1.143%%
" Invaestment ;ogieg** -  De174%% o
Income* Pi(ef)® Theta  0.130%% 0,053 0.186%%"
Dividends (=1) ~0.349% - . | ~0.35*
“Interest rate 940354 =1e053% =] 71THE  1.428%% | =5eS62%.  =2.334%#
Sales chargs . 0.068%%  0.23g%* '=0.001  0.095*
Pi(ef) 0.706%% . 0.078 ° ~0e192° | 0.499*
Capita"‘l stock <0.+03 ~0.282%
pi(cap)/w 0.33E 0.483%
pi (rau-materials)lu i . - - 0o 117** S S . _ 0.31??
RZ 0.907 0322 %" .0.82 0.966 0.89 = 0338 0.616 0.72
F 48.8B6%%  3.602% 13.69%% 108.659%%  31.416%%  6.646% 3e479% 7«39 2%
SEE 0+.028 0.007 0.026 0.017 0.826- '0-01 0.063 0.077
ouw - 1582 1.958 141 1925 1.842 1.354 2194 24178

e e e e~ —— ]
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investment varisbls indicates some amount of planned
effrrt nf saving for ploughing back purposes. The
significance 2f the interest variable shous that firms
s not hasitate to substitute debt financing by
intaernal savings uwhenever the r=letivc cost structure
changes in favour of the latter, Howcver, the
significance of the lngged dividends supports Linter's
hypothesis that firme =ro concernad to maintain
dividend stability sven ot the cozt of realising
planned savings, The cocfficiant of lagged ~ividaends
indicatas the extent of 'divicend inertia'., Thet is,
current dividends (a2s 2 result, curront retontions)
arc adjusted by 2nly 60 per cent to the desiracd level,
Thus the ratentions equution shous that corpareate
savings are determincd both as result of investment
matives as well as dividend stability motives., The
significance 2f s~vings variable in the tuo investment
equations only supports the presence of investment
motive for savings, Bosides they are also  proof
cnough for the interdependcnce betueen investment and

saving decisians,

The significance of t=:x factors which are
introduced as relative opportunity tax casts of
retzined profits in the investmant equaticn mgrit
aur attention, The tax depression variable is highly
significant in fixed investmecnt equation, while it
turns out to be insignificant in the case of inventory
equation. Besides, tho tax cost is ons of the component
which is als> significant, All this shows that the
impact =°f tax on both saving =2nd investment is

substantial,

[ of the income base variable in the retentions equation,
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b, Regression results (Private Limited Compandcs).
The fitting of tﬁ? model to the private limited
companies dqtgyalmﬁst similar results, As in the case

of pUbllC limited .companies, retentions cguation

turns-out to be highly significant, all the four
explanatory variables having significant crefficients,
Dnce again the equation ‘shous that Indian companies
determine their savings by balancing the mutually
opposite objectives of investment financing and main-
tenance of dividend stahility, Further, both fixed

as well as inventory investments appcars to be reason-
ably sensitive to the availability of internal funds

and coasts of ‘debt Finahcing.

The significance of the tax depression variable
is subsumed in‘the case of retentions squations by the
income variable whereas it turns out to be not relevant
for the investment decisions of private limited

companies,

2, Empirical Results Based .on Our Sample Companies

The adoption of the RBI sample for studying the
corparate behaviour is onen to some abjections.‘ The
objectisns arise an a€count of thc quinquinniel
revisions RBI has been making in its sample coverage,
and seperate sample surveys conducted for diffarent
groups of companies, To some extent this problem has
been taken care of in our empirical exercise by scaling
down all the non-ratio variables by naid-up capital,
which is the somple parameter. Further, the

RBI data being published in the form of. aggregate
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time-series will not feacilit:ete ¢nilysis of the
impact of certoin firm—speciﬁic f.ctors such as
size, ags, rate of growth, actual tox ligbi}ity, ond
spons To study the imprct of the firm-specific
fcctors on corporate scvings behsviour, we selectad

& saperate sample of comrponies. (Appendix)-

3. Tha Regression #nalysis (Based on Scmpls Time-ser ies)

The szmpla s & yhola, @s notad «bove, is
designad to axzmine thes corpor«te scvings bzh-oviour
from different angles. It prevides for tssting of
the model on & number of date-sgts, both time-sariss

es well zs cross-sactions, depending upon tha purpose.

To start with, the model is fittad to the
cggregute times-series for all the somple comraniese
Second, it is well-knowun thet the structurs of
investment and *herefore, the saving nezds differ
batuéen manufecturing end non-mcnufecturing compznies.
For example, thzs plant end mzchinyry componant of
fixad invastmant s w2ll as tha rew matarisl componant
of invantory might be substantially higher for
manufacturing. To test whethar there exists &
diffarence in savino bazhaviour, thz model is fittad
to manuficturing and non-menufacturing compenias
separately. Thirdly, it should be noted that for the
above threa tima-seriss, tha yzorly obsarvations do
not partzin to scme companias. The'samplg obsarvations
also include ney compenies thot heva baan registarad

after 1960 in diffsrent yezrs. To the
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cxtant. the saving capacity »f neower cumpanics differ
from slder comnanies, it is worthuhile to purge the
shservaticons of £ the new entrants, Thus tho model

is re=scstimsted on the throo time-serics 2fter
remaving those comoanies which hzve b> n registered
after 1960, Fourthly, t» spacifically tast whether
size of a comr2ny h~s ~ny impoct on saving bohavicur,
the model is fitted to tho five grourns of manufact-
uring companies cl-ssified by their size 3f poid-#p
conit=ly (i) Rs 0.5 tn 1.0 crore, (ii) Rs 1.0 to 5.0
crure, (iii) Rs 5,0 to 10.0 crore, (i) Rs 10.0 t=o

20.0 crore anc (%) 20 cr-ro and above,

a. Th2 retentions ecguetions (Table 3). By far,

- . ——_—

this is the mcst consistently significent equatian of
the system. The factors hypathesized to influance
corporate retenticns are investment, income base
(as cefined earli=r), laggod dividends, ~nc intercst
rate (long-term). Thus the ¢guatisn combines the
existing thecries regarding the mnotives of corporete

retaentinn,

At the aggregate level (cqu~tiosn 1) the
cquation indicates that investment nzads farm the
main objective of retentions, This is suppart-d by
the significance of interest ratc variable with a
positive sign, The significance »f intarest rate
alse incdicates that firms do attemnt tn substitute
rctentions for external financing depending upon the
relative cost-structure of financing, On the other,
the lagned dividends variable thaugnh has the correct
sign is not significant while thc inceme variable is

only at 10 per cent 1lryel,
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TALLE 3

Garpacite Savings Behaviour ~ TILS Rosults Based On
gamrie ConpuniestRetent fons Kquat long ”

';‘:"“:I;f_, “:g/im{apahdent inyest- Income Divihlen~ Interest Counse 4 B
PACH var isl:les ment base - ds rate -tant R% . r SEBE OwW
= : {e) (t-1) term . :
" I Timeegeriess
3+ All compantes 0.388%% Q,146% +-0.083 1.56%% 0,026 - 0.78 £2.6%% 0.06 1.01
8- All manpufactur ing ] S o : N i
", . conpanles " 0.512%*% 0.946%% =1,547# 2.447%% 0.610 0.89 27.9%% 0.04 1.93
3. Ali non-manufsctur ing , - - c
. compantes 0.085%* 0,373%+  0.308 3.162%% ~0.117 0.94 62.3** 0.04 1.900
4+ All 014 companles 0:102 0,317%  =2.455%¢  2,234%% -0,151 0.85 19.27%* 0.05 1.74
5, Manufactur {ng companies _ : : .
T (1) «00165 0.424%% —-2.3384% . 1,852%*% -0.054 -0.83 16.76%* 0.05 2.068
84 Ncn-manufactur ing ' -
© 7 companies (ck?) "0.095%* 0.473** 0.239 4.172%% 20,201 0.9  113.45%* 0.05 1.968
tyrufact: £ ing cempanies | | |
L) clirait ey lze of
kaioup (ko crae)s
Y. 05—~ 1.0 0.126%® 0.445%% =1.703%%  3,771%% 0,094 0.89 28.74** 0.04 1.75
8s 10 « 5.0 04075 0.153% ~1.278%%  1.519%% 0,105 0.64 T 6.27°% 0.06 1.51
9¢ 5.0 = 10,0 0.043  0.620%% <=1,287#%  1.467%% 0,149 0.96 75.11%* 0.04 1.699
710, 10.0 - 20.0 0,080 0.474%*  0.519 0.077 -0.088 0.95 72.23%% 0,18 2.13
"11. 20.0 and akove 0.200** 0,033 0.52 0.782% " 0.115 0.57 4.69* 0.05 2.38
‘Croas=sect lonsy
#aruf actur ino (014)y
12. 1995 0.200#% 0.303%*  0.469%% 0,110 0.013 0.95  230.44*% 0.10 =
13. 1970 ~0.090 0.099%% -0.506%¢ 0.022 0.049 0.93  152.734% 009 =
14. 1975 ~0.027% 1.018%% =1.021%* ~0.059% 0.0:06 0.995 2280.18%% 0.03 =
“15. 1960 0,002 1,020%* «1.106%* ~0.015% =0.007 =0.997 3908.29%* 0.03
Kanufactur ing (new)s ' '
15. 1975 0.008% 0.989%*% =1.020%% «0.052 0,044 0.999 4562.65%* 0.22 =
17 1580 0071 0.986%% ~1,058%% 0,095 04009 (0.99 896.61%* 0,05 =~
hen-mopufactur ing (a3t)s |
3. 1.5 ~0.006 0.899%*% ~1.027%* 0.093 <0.062 0.999 1469.79** 0.0. =
. 1870 =0.017  1.021%% -1.060%* -0,091 =0.004 0,999 1$15.04*% 0.01 =
. 1675 «0.023  1.004%% <0,003%* -0.154 =0.007 0.995 ° 38406°% 003 =

Noteas *¢ Indicates the cstimate belng slgnif icant at 5 per cent level,
* Indicates tho estimste Yeing sionif icant at 10 por cent . level,
® R¢pcxreed resulta are after carrection { & auto-carrelat ion.
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There appears to be a clzar-cut differ=nce in
the saving determination betwecn manufacturing and
ncn-manufacturing comnanies (equation 2 and 3). The
‘eduatian is highly signiFicant in both the cases
with RZ around ‘0.9. One cbvicus difference betwecn
the two equaticns is thet while lagged dividends is
significant in the case of manufacturing comnanies
it turns-nut to be insignificant in the cese of
nan-manufacturing c~mnanies, hinting the =abscnce of
the dividend motive in the latter case. In b=th the
cases however, investment requirement as well as
financing cost-structure wvariables cmerge as highly

significant in determining the savings,

Purging the time-series =ff the new entrants
(registered after 1960) yields somewhat cifferent
results, An important development is that nou the
lagged diviQendé.turn-out to be highly significant,
and investménf variablas becomes insignificant

(equation 4),

The results obtained far manufacturing and
non-manufacturing companies registered prior to 1960
(equaticns 5 and 6), are in line with those of
equation 4, Particularly, in the case of manufact-
uring companies the investment demand variable
turns-out to be insignificant, Houéver, in both the
cases long-term interest rate remains significant
indicating that firms =2ven though save primarily to
maintain dividend stability, would nat hesitate to
substitute debt financing with internal funds if the
cost of debt increases., In the case of non-manufact-
uring'cdmoanies (registered before 1960), houevéf,

investment demand variable remains to be significant,.
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Comparis~n of the regréssicon results of
equation 1 and 2 with 4 and S clcarly leads us to
the following conclusionss  (a) Ther= is a substantial
ciffersnce between old 2nd new coamnonies regerding
the retentions behnviour., The older companies!
retention are nrimarily resicually determined after
dividend payments as is evidenced by the signifi-
cance of lagged dividends variahle whereas the meain
motive of rotention for new comm2nies might bz to

meet the investmant raquirements,

The conclusicns regarding the behavicur
of new companies is only a dsductiun obtained from
the behaviour of slder compznies behavi-ur and all
companies, " For further empirical support one has to

study the cross-section results of new compznies,

To study-the bzhaviour with respect to the
size of a company sepcrate equations were fitted for
each size group of companies (old},classified by the
size of their neic=up canital (equaticns 7 tm,11),
These equations not only pravide em;irical-SUpport
at the disaggregated level but als> brings-out any
differences in the behaviour due tn paid-up capital

size,

On the whole, these five cquatians (7 to 11)
taken together support the countentions of equation
(5). In thres out of the five equations lagged
dividends turn-out to be significant wherras the
evidence for the investment motive theories of
retention is we=ker with only two egqu-tions carrying

significant coefficients far investment variable,
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However, between the groups thers exists
S me ahﬂunt af differencé-in'the saving cetermin~tion,
Fir comaanies falling within the first group (naid-up
capital range Rs 50 lakh to Rs 1 crore), both dividend
sfability motive as well as investmént mative appears
to be eaqually relsvant in retenticn determination,
In the case of the next tus greups, (naid=up canital
ranges Rs 1 crore t- Rs 5 crore and Rs 5 crere to Rs 10
crore) investmant necsds do not seem to matter for
retention decisicn, The béhavicur =f the next tus
grouns (paid-up cenital rangas Rs 10 crore to Rs 20
crore, and Rs 20_crore and above) apnears t~ be unique,
Neither the dividend stability noar the invesement
needs turncut t» be significant in sguaticn (10)
(paid-up capital range Rs 10 crore to Rs 20 crcore).
The investment demand variable turns sut to be signi-
ficant for the last grnoup., Alsz the interest rate
variable which is highly significant sz far, seems to
be not so relevant for the last tw> groups (equations
10 and 11), One abvicus exnlanatiosn could be that
these comnanies are so large with high canacity to
generate intesrnal funds and alsa carrying high credit-
worthiness, that they do not need to worry about

investment needs or dividend payments,

Hocuever, the empirical analysis. cf the
retention equatinn leawes 3 laose e2nd. We noted that
in the aggregate time-seriss aquation estimated for
all.companies, all manufacturing companies and all
nep=manufacturing comnanies, shous the investment and
interest rate variables es carrying highly significant
coefficients. But as we fit the sguation =t more and

more disaggregated levels ~f data, these tws variables



turn-nut to be insignificant,” To what extent this

is due t~ aggreg=zticn error is not known,

b. JTax _incentive savings sguaticn,(Table 4y, The

2ther comnon=nt of ceormorate saving is that reguired

for claiming tax incontive benafits. The specification
in this gase is streight forward, Since the claims

for tax decuction is linked to new fixed investments
anc- since a fixed nroporticn of the claims foarms this
comnonent «of saving, fixec investment is hypothesised

t~ exnlain much 2f the variszti-ns in therec s2avings,
Income varicble also enters the equaticn as a constrain-

ing factor,

The empirical results are not very encourag-
ing, The regression is nctt significant at all in
the case of 211 comnanies (time-series), as well as
all manufacturing comnanies. Howevar, in the case of
ncn-rmanufacturing commanies (cquation 3) for which the
F-statistic is barely significant, both fixaed invest-

ment and inccme base turn wut to be fairly significant.

The ~verall fit in terms of rR2 imoroves
dramatically when the aggregate time-series date are
purged off the new comhanies (registered after 1960).
Yet fixed investment cneFFidient remains insignificant
fcr the manufacturing comnanies =s well as for all

comnanies,

Fitting of the equetion at further disaggre-
gated level on different size grouns of manufacturing

ccmnanies yields a cansistently significant crefficient
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TARLE 4

Daged On _Sam

b gp——

‘Compun lesl Tax_ 2ncent ive Savinge 5 uation

ﬁ. Data sets/indeivtent - TIM ] Tncau Conge 2 e
\e, vaT lables : 1nv'utm~nt ‘base tant R r. SER DW
- ( . form —

Tirranerivas.
e All cuntanies 00w o.oaso " 0.167 0.05 ~0.80 0.03 1.9%
Je ALl maEufactur ing companies 0.116° 0.0120  =0.008, 0.02: " 0.3¢  0.04 2.52
3¢ All nonemanufacturing companies .01b" .0.060" ‘=0.016 . 0. 25 "5.11*:. 0.03 1.8
€0 ALl oX comiunies 0,024  0.066% ' 0,005 0.68  9.65%% 0.04 2.54
8. Parufactur ing canfariies (0ld) -0,0Q? 0i072¢ ~ 0.027 0.61 9.11%* 1.04 2.22
8¢ Mnemanufacrur ing cmpunies (ol 0,049 - ,Q.Ob'l"h =0.020 049 T540e 1.05  2.20

H\r wlvtuning conignies, {01(1)_

a_:;__l__*' hy Cige of palosup
as e CECE@) M

Yo 0.5 - 140 0.036%  0.066% ~0.021 0.45 6.60%* 0.02 1.9
Po 1.0 = 5.0 -0.050¢ 0.062% .0.008 0.26  2.78% _0.02° 1.94"
9. 5.0 « 1640 '0.210%  0.432% ~0.453 0.24  2.53* 0.13 2.39
10, 10.0 = 20,0 10.398%  0.026 0,218 0.47 . 6.98%* 0.47 2.29
11e 20,0 and alove 0.343¢" 20,114 . 0,291 0.15 - 1.46 - 0.06 2.3

Cr: ~~-=ocri‘nso ' B o

creping (edd)s

1. wos 10.125%¢  =0.010  <0.005 0.46 16.39%* [0.09 ~
1% 1970 -0.251  70.1M6** -0.003 0.11 “2.35 = 0.17 =
14, 1675 ~0.062 7r=0.,056 04120 0.01 0.25 0.31 =
1. 194 ~0:016¢ 0.132%* 0,001 0.46. 16.37+¢ 0,07 i

¥orafantue new) s R
16, 1675 0.114%% <0.0B3* . 0.074 0.40  3.52*% 0.15 =
1. 1500 : : 0.107%¢' - 0,067+ -0.016 0.65, T4.54*+ 0.09 =
1905 0.003 = 0.028%% -0.222 0.99 398.,06es’ 0.01 =
TR 0.0% " 5111849 -0.022, 0:06 1A.5.-* 0.0) =
3. 197y 0L125%% 0.006  <0.021 0.fe  20.91%* 0.5 =

netewy, ** . InT lcares the pst imate’ }ﬂinc aianif icant at 5 [er et level,
nt levall.

* Invluegten the ot iitate Laine gionifdcant at 10 ver co
7 tepwted rcsuhs are after co rcctlon Jfor auto-cor - €lag fon,

Y or



of fixed investmont, though thoe ovsrell fit for cach

group is lzower than that for the zgaregate ecquation,

c. JTho fixed inyestsmont sguation (Tabls 5Y., Though
thas mzain foacus ~f the stuly is coroorete saving bée-
havisur we nesc t- lo-k int- the cormorate investment
ceterminati-n alsn, essocntially t- oxamine tho inter-
ri:letion between cohrnorate saving and investment decisions

and the resulting feed=-back effeet »n saving.

We have nated o dichatomy while fiscussing
the cstimated retoantion =qu=aticn, th:t *the invastmant
demand variahle which carrics = significant creffi-
cient for the aggrejate timr-serics daote, turns=-out
t2 be insignificant at the cisaggregatcd levels,

Part -f the nroblem could due to agyrogation error,
An exemination =f the investment determinaticn coula
nrovide further clues, Furthoer it is =1sc interes-
ting t»o study hou availability »f corporete savings

arnavide stimulus f2r new investment,

The fixed investment is scught to be dotor-
minocd by cornor=te saving, sales change, canital
stsck, interest r-ts, tax cost <f internal funds, and
ratin of canital gonds prior to price of =all

ccmmacities,

As was the case with thz savings squations,
regressions fitted to aggregcted time-series data
containing new entrants do not yield meaningfui
rzsults, Am~ng the first thres =2quati~ns, only

equatian (3) vyields a significant 'fit"', On the
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Cax pxats Savipgs Behpviour TSLS Resulty Dpren Op Sarple Corgeanis ) P oxpd_lcves treny k5 ubafa

Cafpital - —
S$1. Data sets/lndependene Savings Interest Sales S Tax Carital ‘;?;“‘:’ Cons - .
No. var iables (e) rate charge variable - stock FI0f# eane r? 7 SES
: : ' : S t-1) 97 tuwa : e

C OO * .

v s gitles
o TDime-ser iest e _ N : A
le All companies =7 12187 2.926 - 0.263* 1.545 0.012 = -0.447. -0.155 0.31. 068  0.09 2
“2s All manufactur ing companies® 0.816 0.777.  =0.111 - <0.381 ~0.161 :: 0.021 1.07¢ 0.09 . 0.18 _0.19 1
3. All pon.manufactur ing companies . 0.134 .=15.015  0.154* 2.209 - 0.168* | 1.025* =2.902 0.59 2.11** 0.27 1
4. All 0X conpandes =1.240%  0.997 - 0.142% 0.386 0.075 ~ 0.773* -0,582 0.29 0.£2%% 0.16 2.
'S. Manufactur ing ¢ampanies. (old) L0015 -=1.16 . =0.026" '0.292 0.026 . 1.023 -0.823 0.25 0.66** 0.16 1.
-20.502* 2.

B

. Ron-manufactur ing (01) S

) :—r'.g’.ufact\i::lrg canpgandes (cxd)
‘Caplt.al (&s- crare

e 1.0_- 50

05 - .12

50 « 10.0 .

Yo 0.0 = 20

a 20.0 and above

” 2.

13.

- 14e
315,

L 3e134

ida2

=D «353
“1.143
. 0.549¢
0 .649%#
L =1.473%

~5.3214%
<0.293

Manuf actur 159 (OIQl

1965 . - -
70
1975 »

08419 =0
. 0.204%  =2.533
04031, +0.452
. 0.541%%" ~0.245

«13.851%¢
T =T e493%e .

o o.oos
0.726

(5 R
462 .

L 04025

0+511% ~0.281

.o.'z"zz_' |
.o.ozs'
0.016 .

0.384
0.216% 7

0.018
10.018. =0.056
0012

,0.046

e

~0.872% 0.393%
| 0%M‘»""
[ =0.606 Z, 0.:080% -
| 2.4340e 0.6436_;-

1.634* 0003

- 0.354'* 0.039*

0.018

0.357%4,0.074 - i
0.39%0% 0. x.ov_.'”-}-_-. .

~0.658 = 1.174

091‘3 0.594

-0-090 -00432 :
1;(’?53.

' 093"
"0 +508. w._.z,,,‘tu

. ‘._.o 938, . 0.5

._o.sc‘

0.65

o.ss._' '

.n -
0.58

0475, -
, 0435 g

0469

0.18
029

3,75+ 0

3690

ES
24830

S91er

1.-07'_.

20,23
D 1482

3.67%
10.72%« -

+50

01T
‘2423 -

0.28
0.68

0.12

0445
0 .317

0.39
0.72

21
"1.5

16,1975 L 0646 =1.903 . D091 -0.618  D0.190 - 0.65 €84%* 1.02 2.1
S2Te 3850 . T LT b T - 0+147 V-3.073u‘ 0.076** <0.113  0.229%% 22. 0.70 9.16%** 0.55. 1.8¢
3B. 35e5. S «0.168 ';_';o.eye 'o.czo“  0.069 _0.125%% <D 088 6.02%¢ 0.19 2.0t
19. 31570 o T 0.673% ~2.008 . 0.110 ° ~0.370 . 0.C38 0.79  3.72%* 0.28 2.
2. 3575 : - . 1.577%%  -1.660%: -0.078% 0.422 0053 ~0.294 0.96 26.09** 025" 250
“Roress ®* Indicates the estimate telng gignif icant at 5 per cent level.
- *= XL¥lcetes the estimute be ing siynif lcant at” 10 per cent- level.

i T*c:!rtu res..lt. ae after. ccrtoction for auto-carrelation. . .



ather all the regressisns run on the olcor comnanies
yicle hettor fit, Beotweon menufacturing nd Non—
manufacturing grou-s the rosults of {he nanem2nu-
facturing equatisn yicrlds mocaningful results, Tho

main factors detcrmining fixcc investment turn-out to
be sales change and intsrest rate eccording to the
aggregate time-series ~guatisns, Regressions run on
manufacturing c~mnaniss grouncd by thoir size, reveal
the bshaviour in » brtter way. Intrrest rate and
canpital stock c~mus aut to be consistently significant,
But 3f narticular interest t~ this study is the

serf rrmance »f savings and tax cost voriables, Ssvings
veriable is significant “nly in tho case =f tws size
grouns, with naid-up cazxital Rs 5.0 crure to Rs 10 cmmE
and Rs 10 cror=2 to Rs 20 cr-re, Similarly the tax cost
varizble is significant with correct sign 2nly for the
last tuc size groups (with paid-up canitsl Rs 10 crore
£t2 Rs 20 crare and Rs 20 crorc and ab:ove).

d. The dinventory sqguatiasn (Table 6), The time-

series rraressiczn results of the invant-ry determina-
tion ~gu~tisn are not ¢ncouraning. In most of cases
(Table 9) the F-statistics ~re noat significant, except
in the case f non-manufacturing (2ll) comnanies. The
m2st imhortent determinant for inuontory is salcs
change as expected, Savings fail t» be an imaortant
factor affecting invcenticsn., Thus the anticinated
cdenandence of inventory investment an availability of

internal scurces is nct clenr.
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4e Thz Rogressiun Analysis (Based ~n Sempnle Crnoss-—
Sections)

The time=scries analysis can takec accoaunt of
m33t of the fact=ors affecting cornoratc saving behaviour
as long as thc chenges in ths dotermining factors are
“yantifi®ble. dh-re th: changes are not amenable for
guantificaticn, thz time-scries r=gressicn analysis
would not be adequate, For this nurpnse cross—-scctinn
analysis at differznt ooints of time is moro suitable,
The cross=sectiun annlysis has bhegen carried-out
seperatcly feor thz three crouns (2) manufacturing
(o1d) for four ycars 1965, 1970, 1975, an<d 1980,

(b} manufacturing (mew) for two yoers 1975 ancd 1980,
and (c) nonp=manufrcturing (214 and new combined) for
1965, 1970 and 1975,

a, The retentions eguations (Table 3, In all the

cases, the most consistent nhenomencn has been the
strong evidence in favour of resicdual detcrminations of
retentions, Incomc base and 1lagged dividends has been
the most important determinants <f corporate savings,
Wherever the investment and int=rest rete variables are
significant, they carry wrong signs., Further testing
=f the coefficients of lagged dividends, rroveals that
in seven nut of the nine cross-scctizn equations it is

not significently different from unity,

be The tex-—incentive savings eguaticns (Table 4).

The cross-secctisn analysis yiclds mixed results, 1In the
case <f 21d menufacturing grzun the fit is not signi-
ficant for the year 1970, and 1975, For 1965 .cross-

section fixed investment carrics a very significant

coefcicient, The incame variable is significant for
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the year 1930. In the'case 2f naw manutacturing group
the Fit is satisfactory and bcth the vcrisbles are
significant, The equation fits the non-manufacturing
group best with high Rz. In this case for 1965 and
1970 only income variable turns osut ts be significant
and for 1975, fixed inuvestmant appears to be the only

factor relevant,

c. The fixed investment eguati:n (Table 5). The

cross-section results;in this case are more interesting
than time-series, N9t only the 'overall fit' is better
than time-series, the significance of savings and tax
variables is mcre pronsunced, For examnle, the savings
varitable is significant in.the case of manufacturing
(old) for the yearly cross-section 1965, 1975 and 1960
and in the case of_non-manufacturing, for the yzar 1970
and 1975 whereas the tax variable turns-nsut to be-
significant for the y ar 1965, 1975, and 1980 in the

case of manufacturing (old).

d. The inventory equation (Table 6, As in the

case of the above three equations fcross-section!
regressions yield better fit than time-series, An
interesting development is that savings turn out to be
a more important determinent than sales change, Sales
change wariable is significant onl; in the case of
non-manufacturing comnaniss foar the ycar 1975 and in
the case »f non-manufacturing comganieé for the years
1970 and 1975, Savings variable is significant for
thres years 1965, 1975, and 1980 in the case of
manufacturing comnanies (old) ahd in the case of neu

manufacturing comnanies for the ysar 1975,
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On the whsle locking at the above results we
find that t%e interrelaticn betwsen corrnorate saving
and investment decisicns is not toteally absent. For’
some reascns, pIssibly tochnicel the time-ssries
anzlysis faith to.unearth the relaticns clearly,
whereas the crsss-relation rasults arc more

satisfying.

Quantificatinn of the Toax Effarts

The model takes into account not only the
direct impact of taxes on profit allocetion and
savings, but als~ the indirect imnazct rhrough invest-
ment., The final imnact 9f income taxes implied by
this system can be computed from the reduced form
equation of S, Let this equation be

s= Cn+c1 Y“’e *.l.'.. +C.

2'"

Where C_, C;, C, etc. are reduced form coefficients,
Under 'Classical' tax system n = 1-t and & = 1/(1-t))

G>?&%H where t is tax rate on cornoratizn nrofits, anc ty is
Q_&) ‘ additional tax rate on distriented profits, The partial
T derivatives of S with respect to t and t, are
() P d ’

)
- /)t S/t = - CY/(1-ty) - C,

‘ - 2
35/3 ¢t CY(1-t) / (1=t )
These partial derivatives indicate the final change in
savings attributable to profits taxes at ccmnany level
and taxes on dividend incomes, respectively., It can

be seen that there tax efforts are not constant,
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The effzct of t varies with Y and t,, and the effect

of t_ varies with Y, t, and t, .

d

In this stuiy we keopt Y, t, and t, at their
avarage levels (for time-scries) so that ths nartial

effeects cunuld be gquantified,

Tzble 7 gives the pcrcentage change in the
savings due t» one per cent change in the tax rates,
Column (1) shows thes nercentsge change in the cnroorate
savings if the cqucrate nt=fit tax rates is changed by
one p2r cent. Similerly, column (2) shous percentage
changs in corparate savings induced by increesing the
dividend inccme tax rate by one per cont. These

results indicate the following,

a. Effect of corporation income-tax (tax

depression effect), Thes aggregate results shou that

a aone per cent rise in corporation income tax will
cepress Cornorate savings by 2,3 per cent in the case
of medium and large public limited ccmnaniés and by
2.5 per cont in the case 2f medium and large private
limited companies, both based on RBI samnle. The |
estimate ~f the cffect based on our sample of 117
sublic limited ccmpaniss differs very little from
RBI resultsy It is 2,1,

The disaggregeted results (time-series) shou
that, between manufacturing and nop-manufacturing
comoanies the depressicn effect is higher for the
latter, For manufacturing comnanizs the éverage
effect is 1.33 pef_cent'uhile for non-manufeocturing
comnanies it is 2,7 per cent, The effect so ms to

be independent =f company size.
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TABLE 7

Tex_Impact 2n Corporate Savings

Pocrcontage change in corporo-
te sevings due to 1 pzr cent

N5 Deta sat C5f5arstion  TAIIIETSRAT
Income tax tax rate oan
rate distributed
profits
RBI sample
1. Medium and large public ltd.cos, -2.3023 0.4778
2. Medium and lerge.private 1ltd, cos. -2.5361 0.4972
Our Sample (timo-scriss)
3. All companies -2.0545 0.215
4, All manuf acturing cos. -1.3254 1.0651
5. All nun-r-.pufacturing cos. -2.6807 1.6566
6. All ~1d Comnaniess -1.5746 0.4108
7. Manufacturing cos. (sld) -1,4476 0.3736
8. Non-manufacturing cos, (old) -1,7554 1.9948
Manufacturing cas.(nld)
Classified by size of
naid-up capital ((Rs cr.}
9. 0.5 - 1.0 ~1.61 1.1628
10. 1.0 - 5.0 ~1.1839 0.0578
1. 5.0 -10.0 -1.7102 4.1944
12. 10.0 -20.0 -1.5712 -1.9093
13, 20,0 end above -1.6375 0.0455
Our sample (cross—sectinans)
14, Manufacturing (old) 1055 -3.4974 5.2461
15. Manufacturing (old) 1970 -2.2059 2.8151
16, Manufacturing (old) 1975 -2.3671 2.5178
17. Manufacturing (»ld) 1980 -2.2740 1.9140
18, Manufacturing (neuw) 1975 -1.9154 1.8381
19, Manufacturing (new) 1980 -1.4310 1.8733
20, Non-manufacturing(all) 1965 -3,9937 6.0432
21. Non-manufacturing (all) 1870 -1.8074 4.5002
22, Non-manufacturing (all} 1975 -4,566 3.6226

i

A — - ——— T W T - o ——
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The cross-sectizn results also sh-w that the
effect is higher far n2n-manufacturing comnanies than
for manufacturing. Further, the cross-section
results indicets the trencs in the effocts., It is
clear that the effect is Falling awvar time for manu~
facturing crmnaniss, In the case of manufacturing
cemnaﬁies (old) the denression effsct has fallen
frem 3.5 in 1965 to 2.3 per cent in 1980. 1In the case
of new ménufacturing comﬁanies:a180~thc‘aewression
effect has fallen fr-m 1,9 ts 1.4 per cent from. 1975
t> 1980.

b. Effect of persznzl income tax (tax shelter
effact). The estim~ated ef fects vary between RBI and

the sample results., While the nercentage size In

Corporate savings for oane ner cent in personal income
tax (averege tax rate) is around 0,5 for RBI samplss,
it is =nly 0.2 in the case of wur samnies. The
difference coule be due to the use 2f c~mmon tax
differential variable both unlike in the case 2f tax

depression veariable,

The cifferantial effect, as in the case of
denression effect, is also higher in the case of

nan-manufacturing companies than manufacturing,

The cross-section results show that sver the
years this effect is 7aliing, The results periufning
tc older comnanies - shau that their séving determina-

tion is becoming less and less sensitive over time,



IV. SUMMARY ANC mAIN FINDINGS

Private cornarate sectoar in India is by n¥
means an-important source of domestic savings. Yet,
within the sector the s=ving generaticn hss besn
gquite substantial so much s> the nrivate corporations
are almost self sufficicnt in meeting their financing
nceds, Both the RBI sample and our sample data show
that more than half of the gross cash-flous generated

by ccrporations is retained as savings.

The government has been consistently adopting
a policy 2f cncocuraging cornoratiaons to mect their
financing needs by qgenerating more and more internal
funds, It has emnloyed a number of tax instruments
for the purpnse, The tax instruments adented range
“from the mildly coercive discreminatory taxation in
favsur of profit retention to making>the savings
comnulsory in order to2 claim for certain tax

deductians,

This study  is aimed at examining the question
as tn what extent the gavernment succeded in influ-
encing the corporate decision -~rocesses at different

levels and ccerce them to save more,

The study is mainly cmpirical. A savings
bahaviour model for the corporate sector is developed
consisting of fr ur stochastic equatismns and two
identies. The specification of the mndel is guided
by>three criteria: Firstly, the mﬂdel‘is confined
to that part of corporate decision mechanism that

is concerned with saving generation, Sacondly,
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it is fesigned to take into account both investment
and cdividend stability motives of cornorate saving,
And thircly, it is designed to facilitate introdu-

ction «f tex factors affecting the ~rofit allacation,

Taxation is hypothesised to affect carpgorate
savings on three fronts: Firstly the profit taxes
cdepresser the income basc. Secondly discreminetory
taxation affects the choice bstueen dividends anc
rentantions, - Thirdly, the requirement of comaulsary
reserves under thz tax incentive scheme alters the
tax 'opnortunity cost! structure in favour-2f raten-
tions, The form of the tax factoars cre ratisnally
derived within a simple managerial utility maximi-

zation approach,

‘Data for testing the model are coallected from
tus twurces: (é) The aggregate tdime-series on public
and private limited comnanies with paicd-up capital
above Rs 5 lakh based an the Reserve Bank of India
publications; and (b) A sample of 117 Hublic limited

companies, with paid-up capital above Rs 50 lakh,

specially collected from the Bombay: Stuck Exchange
Directory to'ahalyses the behaviournal differences
frem different angles, such as size, age, tyne of
company, and so on, The use of the two snources

facilitated crass-checking nf the inferences.

1e Trends and Structure of Savings

The RBI sample shous that the rate of saving
by public limitecd companies t» be around 50 per cent
in terms of gross cash flow, and our somnle reveals a

rate of 65 per cent fer the public 1limited companies,



Considering the differences in the sample contents,
one might conclude that large companies tend to save

higher than others,

Further, the RBI sample reveals that the
savings effort is higher in the case of public limited

companies than in the case of porivate limited companies.

Regarding the savings structure, hoth the RBI

sample as well as our sample shou that roughly 60 to

70 per cent of total savinas of public limited compani-
es arise due to provision for deoreciations, Net profit
retentions constitute only 20 to 23 per cent compulsory
or semi-compulsory savings that arise due to varirus

tax incentive schemes Drovidé only 10 to 20 per cent of
total savings. In the case of private limited companies

the share of depreciation is slightly higher,

Further, our sample shows that between manu-
facturing and non-manufacturing companies the latter's
‘savings rate (as per cent of cash-flow) is higher at
around 75 per cent than the former's which is around
63 per cent, In both the cases, older companies save
better than relatively neuw ones, The classification
of our sample companies by size of their paid up
capital, however, do not subscribe to the view that
larger the size of a comoany higher would be the
savings., effort, The savings structure revealed by
our sample more or less is the same as that of the

RBI sample.
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2, Findings of the Reqression Analysis

The model is tested mainly on threc types of
data sets: (a) Aggregate time-series based on RBI
sample (separetely for public and orivate limited
companies), (b) time-series, aggregate as well as by
differsnt groups, and (c) cross-section of the sample
companies for diffzr=nrt binch-mark years. The model

is estimated by two-stage least squares,

All the three types of data-sets yield
reasonably gocd 'fit!, Betueen the RBI time-seriss
(public-limited comnanies) and our sample time-series,
ths former yield comparatively better fit., Further,
between time-series and cross-sections, the cross-

sections yield better fits,

Among the four equations of the model, the one
specified for retentions yield the most sztisfactory
regression results, The retentions are sought to bé
explained by total investment, a composite income base
which can be interpreted as the opportunity value of
gross cash-flouw after taxes in terms of profit
retentions, lagged dividends and average effective
interest rate. All the four factors turn out to be
significant for most of the data sets., The RBI sample
reveals the presence of both_investmént motive and
dividend stabilisation motive in determining the
savings, which regressinons based on our sample yield
mixedLCOmpanies‘(old) the absence of investment motive

is conspicuous,

resrlts. Particularly in the cass of manufacturing
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Analysis based upon the RBI data reveals a
strong interdep~ndence between corporate sovings and
investment. The savings variable is significant in
b-th the investment cquations, - The estimated invest-
ment cquation based on our sampls data, are supportive
to the interdependence hypothesis only at the disagg-

regated levels,

The impact of tax factors in the ratentions
equation is subsumed by the income base factcr. The
modal as such does not test for the significance of
the two variables, namely, the tax discrimination
variable, denoted as® , and the tax depression
variable «1 , since it is already established by =2
previous study by Sarma (1982). The variable is
included in the ipvestment equation as a component of
cost. of capital, The RBI time-series, disaggregated
time-series as well as cross-section based on our
sample reveal a significant coefficient for the tax

variables,

The simulation results shou that an increase
of one per coent in corporation income tax might in
the long run reduce corporate s-vings by about
2 to 2,3 par cant, The iepression effect is higher
in the case of non-manufacturing companies than

manufacturing companies,

Compared to the depression effect, tax
differential or tax shelter effort ig rélatively
lower, The estimate of parcentage in corporate
savings as a result of one per cent change ih the

personal income tax vary belou 0.2 per cent on the



basis of =2 samplc; and 0.5 per-cent on.fhe basis of
RBI sample. Furthzr, the differential effect is also

higher in the case of non-menufatturing companics,

The results of the cross-section analysis for
different bench;mark-ycarshshouﬂﬁhﬁt_corporate.savings

are becoming less and less sensitive over ‘time.
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APPENDIX

1. The RBI Data

The Reserve Bank of India publishes annual data
collected Ffom the balance sheets and profit and loss
accounts of selected samples of companies, separately
for (i) medium and large public limited, (ii) medium
and large Drivate'limited, (iii)" large public limited
(iv) large private limited (v) small public limited,
and (vi) small private limited companies, The main
advantage of using ‘the RBI data is that the sample is
quite learge., For eXample, it covers around 80 per cent
of the paid-up capital of the all public limited
companies,, Tha other advantage is that the data
provide fairly 6omparable time series from 1950 to 1980.
Further, the sample number of companies as well as its
COmpOSition is revised every five years, thus taking
account of new entrahts to the CDrpbréte seetor, With
a proper blowing-up factor it is poséibie to link=up
the series between different five-year periods,
However, the RBI sample is not without disadvantages,
The main disadvantage is that the sample is not based
on random methods. But this drawback mighf to some

extent to compansated by its large copverage,

Table A1, shous the rate of savings (five-year
average) of the twn sample groups, The average rate
of savings (either in terms of equity or in terms of
cash: flou) is higher in the case of public limited
corraratlons ‘than in the tase of private llmlted
companies, However, in both the cases the rates shou
an increasing trend., 1In the case of public limited
corporations the rate of saving in terms of equlty has
gone-up from 24 per cent in 1961-62 to 33 per cent
in 1978-79, while in the case of private 1imited
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TABLE A1
Tre dsgi_J"ggggrgﬁg_ﬁggéﬂgﬁmgﬁﬁp:f (Based on Reserve Bank of India Data}
Medium and Large Public and Private Limited Comnanies
. Rate 2f saving Share of Share »f Share of
. in tcrms in terms of repained deprecia- other
Perind of groass equity profits tion savings
_ cash flou :
Public Limited Comoanies
1960-61 to 1964-65 48,52 23.85 26,75 59,76 13.47
1965-66 to 1969-70 51.30 24,93 20.11 66 .99 12,87
1970-71 to 1974-75 57.714 34,51 28.79 60.60 10.57
1975-76 tn 1978-79 49,32 34,17 27.83 67.67 4,43
Private  Limited Companies
1960-61 to 1964-65 31,70 17,97 15,35 55.39 9.24
1965-66 to 1969-70 38.14 21.00 1 30.84 60,57 8.5
1970-71 -to 1974=75 49,47 28,66 22,42 63.86 13.69

1935-76 to 1978-79 47.61 31.78 12.49 87.61 0.52

A - Aty - - - o g




companiss it has risen from 17 per cent to 32 per
cent. The savings growth appaars to be faster in

private limited comoanies,

Among the three components of corporate
savings, namely, (1) retained profits, (2) deprecia-
tion provision, and (3) provision for development
rebate or inyestment'allouance reserve (referred to
as tax incentive savings), over 60 per cent of total
corporate savings are accounted by depreciation '
provision andISDFper cent by retained profits, - Tax

incent ive savings account for about 10 per cent,

2. The Sample

A sample of about 117 companies has been
selected from among the population of ‘all the non-
govefnmént~public*iimited‘companies~uhose paid-up-
capital is above Rs 50 lakhs, According to a list
prepared by the Company Law Board there were about
1133 such companies in India during 1978, the latest
year for which such list is available. ,Thus,zthe
sopulation considered for the purpose‘is soméuhat -
narrower than RBI population whose sample consists
of both public as well as private limited companies
with paid-up ‘capital Rs 5§ lakh and above. Since our
objective is tb study the impact of some firm-specific
characteristics om saving effort, we attampted to
select the sample in a stratified manner., Thus,
the 1133 companies were first divided and sub-divided

according to the following characteristics:

(1) Manufacturing and non-manufacturing,
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(ii) Relatively older and relatively new,
on the.basis of their yesar of regis-
tration., (The dividing point considered
is 1960).

(iii) The size-group (in terms of paid-up
capi.4lj “2 uhich a company belongs to.

The population divisions and tha corresponding
sample number of companies are given in Table A2, The
sample companies were selected from reSpectivé group
populations in proportion to their shares of total
paid-up capitsl. However, for the paid-up-cazpital size
group of above Rs 20'crore, we attempted to include all
the companies in the populations subject to ths

availability ¢of information,

For each of the sample companies, required
data uere gathered for a tuenty-year period, 1960-61
to 1979-80, from the Bombay Stock Exchange Directory

and- annual reports coﬁsisting of balance sheets and

profit and loss accounts, Information on as mapy as
33 items were collected, The list of items and the
derivation of regqired variable from them are.given

in the appendix,

The sample, thus, not only alloys time-series
analysis of fairly homogenous groups of companiss,
{homigenous with ‘respect to the type and size of
paid-up capital) but also facilitates seperate studiesw

for relatively order and neuer companies,
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TABLE A2
Distribution of Samplo Conggli:

Total dampla

Groups numbsr of numbar of

companies companies
1. Menufacturing, reqd. bafore 1980 575 61
Paid=up capital size {r 0.5 =~ 10 CT e ) 250 25
Paid-up capital size {R 1 - 5 cr.) 256 25
Paid-~up capital sizs (Re 5 - 110 cr.) 48 5
Paid-Up capital siza (P 10 - 20 cr-) 15 1
Paid-up capital siza (above R 20 cr.) 6 5
2 Manuf acturing, regd. aftar 1960 400 41
Paid-up capital (P 0.5 = 1.0 cr.) 221 22
Paid-up ‘capital (R 1 - 5 cre.) 152 16
Paid-up capital (R S5 - 10 cre) 22 2
Paid-up capital (R 10 - 20 cr.) 3 1
Paid-up capital (above R 20 ¢cr.) 2 -
3. Non-manufecturing, regdebefore 71960 95 9
4e N0n-manuFactuping,.regg. after 1960 63 6

TOTAL 1133 147

— - e
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3, The Pattern of Savings

Table A3 provides s2me preliminary answers.
It orescnts the 5-y-~ar average rates of savings in
terms of paid;Up capital as well as in terms of gross
cz2sh=-flows. The average savings rate for the sample
companies as a whole over.the 30-year period is 41
per cent in terms of paid-up capital and around 63
per cent in terms of gross cash-flow, The savings
effort does not seem ts differ much over the last 20
years, Between 'old' and 'neu' companies, the former's
savings rate, understandably, is far higher than the
latter, The saving effort seems to differ significantly
between manufacturing and non-manufzcturing groups,
the average savings rate of the latter being higher at

75 per cent than the former,

Analysis of the savings rates (in terms of
cash-flouws as well as capital) betwean different
size-groups of paid=-up capital reveals the faolloying
(Table 5).

Among the manufacturing companies (old) the
savings rate between the five size groups, varies from
52 per cent to 63 per cent in terms of cash-flou.

The sample provides no evidence for the contention

that larger companies save at higher rates than

smaller ones, But there is a strong evidence that

nlder companies are capable of higher saving gensration,
Further, the saving rate is consistently higher for

the non-manufacturing companies than for those in the

manufacturing sectar,
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TABLE A3

Trends_ in Ccrpo;.jte Savincs Rates, 1900-€1 to 1979-£0 Based on Cur sé.-_ng_g-

“Savings as. Fercentage of Fald-up capital _ _Savircs as Feresrtace, of Cachligw .
1500-61 1560-61 1965-66  1970-71 1915-76 1960-61 1560-61 1565-66 197C<71 1575-76
to " to to - to . to : to to .- to . to

- 1575-80___1364-65 __1969-70 - 1974-75 1979-60 __1979-B0 _1964-65 196970 _1974=15_ 1579-20_
All campanies 41.43 33,18 37.82, 46.95 41.78 63.36  60.62. 64.38 - 67.65 61.00

Manufacturizg (0id) ©  311.13  169.41 353.98 414.87 ~ 306.35 63.03 65.97 60O "57.29 €868
Pald-up capital size~ '
grouss (s. crore)

05 -1 33.54 32.62 - 277.48 30.41 43.65 60,26 59.69  64.43 €0.07  S6.82
1.5 34.22 26,35  35.68  34.57  40.29 54,33 53.01 53.68  55.85  54.78
5 =10 $3.84  21.40  65.55  70.10  58.32 $9.91  65.50  72.21  47.69. 54.25
10 -20 118.99  46.00 166.97 231.20 118.22 52.04  39.97 66,23  STJ0  44.24
20 - above 43.93 43.04  38.20 48.59  45.88 62.74  64.74  66.27  £6.31  63.65

Manuf actur ing (new) 120.79 7.76 43,83 176.30 255.06 '51.41 . 6.74  55.56  -73.26 70.04

Faid-up capital size- '

groups (. crore)

DeSme 1 23.17 '2.00 12,79  27.43  .29.30 39.33  25.56  34.40. 51.87. 45,49

35 36.23 2.50 12.10-  51.41 45.17 8 .89 16 .09 148,51 d0.74  50.23
5 10 ° 55.81 0 18.94  97.45 . 51.05 32.66 ° 10.05  41.95  45.¢5
0 ~20  T225.54 0 e 10 125.54 ‘43,64 o ‘o e - 4.6
‘Bon-canufactur ing (old) 48.96  23.43  37.55  57.39  77.48. 74.63  67.417  80.33  74.15 . 75.51

Mon.munufactur ing (new) 20.06  13.00 2081  15.20  31.23 26.28 25,05  25.73. .26.31' ® .01

-
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Comparison of the naverall rates of saving
between our sample companies and R8I sample comparison
would be interesting as the population used to draw
our sampls can bec regarded as a subset of the popula-
tiosn of companies from which RBI sample is drawn, The
latter represents all companies with paid-up capital
ranging from Rs 5 lakh and above whereas our sample
represents companies with paid-up capital ranging from
Rs 50 lakh and above, 1If one subscribes to the view
that larger comnanies save more, than one expects
higher rates of saving for our sample comnared to the
RBI sample (for comperable time periad), Comparing
Tables A1 and A3 one finds fzairly strong evidence for
the above view, The saving rates of RBI sample
companies at around 52 per cent in terms of cash-flou
and at around 30 per cent itemgof paid=-up capital
are definitely lower to the savings rates 3f our
sample companies which are 63 per cent, and 41 per cont
respectivaly, However, it should be noted that within
our sample, the savinos efforts bstween different size
groups dn not differ so much as to support this

hypothesis,

(...Contd.)
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List of Items Cnllected for Each of the Sample
Companies and Derivation of the Variables from Them

A, TOTAL ASSETS
1., Current. assets
(i) misc, currcnt assets
(;;3 inventory
2. Fixed assets (net)
(i) gross block
(ii; deprcciation
B, TOTAL LIABILITIES
1. Current liabilities

(i) 1oans and advances
(ii) provisions

(a) taxation
(b) divisions

(iii)misc, current liabjlities

2. Debentures

3. Long-term loans

C. NET WORTH
1. Shareholder's capital
(l) E!qUity
2. Reserves

(1) dévelopment rebate
D, NET SALES
E. GROSS PROFIT

F. (i) debenture interest
(ii) other interest
(iii) deoreciation
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G. OPERATING NET PROFIT

H. NON-OPSRATING SURPLUS OR DEFICIT
I. PROVISION FOR TAXES

J. NET. PROFIT

Ke (i) equity dividend

L. PROFITS RETHINED

M. DEVELOPMENT REBATE

The Coamputation of Variables

T. Ry = Profits retainzd + depreciation +
1 development rebate/equity
2. X = Development rebate/equity
3. FI = Change in the gross block/equity
4, Y = Operating net srofit + non-operating

surplus ‘(or deficit) '+ depreciation +
develnoment tebate/equity.

5., D = Equity dividend/equity

6. 1 = Debenture interest + other interest/
debenture + long-term + loans and.
advances

7. SLs = Net seales/equity

8. K = Gross black

9. INV = Inventory/equity,

d-m(\h- mcn} ““"‘} UW[;/
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