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Abstract

The import policy for capital goods has been increasingly
liberalised since the mid-1970s. The analysis presented in this
paper indicates that a significant effect of the import policy
liberalisation occurred only in the early 1980s. The analysis
also brings out that the recent increases in capital goods im-
ports are largely attributable to the depreciation of the Indian
Rupee, and the contribution of the 1985 import policy changes was
small. Regarding the effect of import liberalisation on the
financial performance of the Indian capital goods wmwanufacturers,
the study comes to the conclusion that the domestic industry
taken as a whole was not seriously affected by the liberalisa-
tion of import policy; at least the effect was not as alarming

as is often made out.



Liberalisation of Cupital Goods Imports in India

Introduction

A major achievement of our inward-looking industrialisation  strategy is
that India has now a large and well-diversified capital goods sector, which
has enabled the country to attain a high degree of self-sufficiency in
capital goods. While at the beginning of the planning era we had to depend on
foreign producers for more than three-fourths of ocur requirements of capital
goods (machinery and equipment), by the mid-1970s, indigenous production
constituted about 85 per cent of the domestic availability of capital
goods.

However, from 1976-77 began a gradual process of liberalisation of
imports of capital goods into India. Two recent studies (Chandrasekhar 1987,
and Singh and Ghosh 1988) have examined this phase of development of India’s
capital goods sector and come to the conclusion that the liberalisation of
capital goods imports had a significant adverse effect on the domestic
industry. In these studies, data have been presented to show that the share
of imports in domestic availability of machinery and equipment has been on the
rise since the mid-1970s. Enpirical evidence has also been presented to
indicate that increasing competition from abroad has adversely affected
growth, production, capacity utilisation, employment and financial

performance of domestic capital goods producers.

In both studies, serious concern has been expressed over the 1985 import
policy, which has further liberalised imports of capital goods. Singh and
Ghosh (1988) seem to hold the view that the consequences of the March 1985
import 1liberalisation measures would be disastrous for the domestic capital
goods industry. Similar views have been expressed in several other articles
published in the last four years.



The issue under discussion being a very important one, there is need for
more empirical studies on it. In this paper, we examine empirically certain
aspects of the liberalisation of capital goods imports in India.

Growth of Capital Goods Imports in the 1980s

India’s imports of capital goods (machinery and transport equipment) for
the period 1980-81 to 1988-89 are shown in Table 1. It is seen from the table
that between 1980-81 and 1984-85, the value of imports of machinery and
transport equipment increased from Rs.1821 crores to Rs.3027 crores, marking a
growth rate of 13.5 per cent per annum. In the next two years, the value of
imports more than doubled, from about Rs.3 thousand crores to over Rs.6
thousand crores. Expressed in U.S. dollars, the increase in the value of
imports of capital goods was from $2546 million to $4914 million, again a rise
by about 100 per cent. Between 1984-85 and 1988-89, capital goods imports
increased at the rate of 22.2 per cent per anmm, which was well above the
growth rate of 13.5 per cent per annum recorded during the period 1980-81
to 1984-85. Expressed in U.S. dollars, the value of capital goods imports
marked a growth rate of 16.3 per cent per annum between 1984-85 and
1988-89, far exceeding the growth rate of 2.5 per cent per annum between
1980-81 and 1984-85.

The figures on capital goods imports presented in Table 1 indicate that,
in the two years following the import policy changes made in March 1985, there
was a sharp rise in imports of capital goods. One would be tempted to treat
this as a direct consequence of the liberalisation of import policy for
capital goods. A closer examination reveals, however, that a large part of
the observed increase in the value of capital goods imports was caused by the
depreciation of the Indian Rupee vis-a-vis other currencies. This is brought
out by Table 2. To make adjustments for exchange rate variations, a weighted
average of the exchange rates of Indian Rupee vis-a-vis Dollar (U.S.), Pound
(U.K.), Franc (France), Deutche Mark (FRG), Yen (Japan) and Won (Korea) is
taken, using as weights the relative shares of these six countries in India’s



imports of machinery and transport equipment (in 1984-85). Table 2 shows the
index of import value of machihery and transport equipment (base 1984-85 =
100). It is interesting tec note from the table that while between 1984-85 and
1986-87, imports of capital goods expressed in Indian Rupee increased by 107
per cent, the increase was only by 60 when import values are expressed in sdr,
and 46 per cent when a weighted average of exchange rates are used. It is also
seen that in the last case, there was a significant fall in the value of
imports between 1986-87 and 1988-89. Indeed, looking at index shown at the
last colum of the table, it would be realised that the growth rate of the
value of capital goods imports (corrected for exchange rate variations) was
much smaller (4.85% per annum) in the period 1984-85 to 1988-89 than in the
period 1980-81 to 1984-85 (11.06% per annum).

Expansion of OGl List for Capital Goods

In Import Policy for 1985-88, 201 items of capital goods were added to
the OGL (Open General Licence) list. Several authors, writing on import
policy changes made in 1985, have considered this a significant liberalisation
of capital goods imports. Since there was a sharp increase in the value of
capital goods imports between 1984-85 and 1986-87, it would be interesting to
find out whether this act of placing a large number of capital goods items
under OGL was an important cause for the increase in import value.

To answer this question, one should compare the value of imports of the
capital goods items newly added to the OGL list during the period 1984-85 to
1986-87. This, however, we could not do, as data on imports were not
available at sufficiently disaggregate level to make it possible to get the
value of imports of the individual items of the OGL list. We therefore took
an indirect approach and estimated for 1986-87 the total value of imports of
all the items in the OGL list, drawing data from Statistics of India’s Foreign
Irade (DGCI&S, Ministry of Commerce). This proved to be a very difficult
task. The method that we followed to estimate the value of imports of capital
goods under OGL is briefly described below.



The OGL list included about 1000 items. For about 150 items, we could
clearly identify the RITC categories at 7-digit level. This group of items is
hereafter referred to as OGL group I. For about 120 items, we could find the
RITC 7-digit categories, but the items included in the OGL 1list did not match
exactly with the RITC categories. The problem was more serious for 7 items
among these 120, for which it was found that the item(s) listed under OGL
constituted only a part of the identified RITC category. For these 7 items,
half of the reported import value for the relevant RITC category was taken as
import under OGL. This group of items is hereafter referred to as OGL group
IT. For about 100 items, the value of imports was not reported in the data
sourc: mentioned above, presumably because imports of such items wer= nil or
negliginle. The remaining items about 630 in all belonged mostly to “others"
and "not elsewhere specified” categories of various product groups in the
RITC classification. These RITC categories included many items besides the
one(s) in the OGL list, so that the value of imports under OGL probably
formed only a small part of the reported figures on imports. An examination
of the OGL list revealed that about 300, among these remaining 630 items, were
concentrated in 7 RITC categories at 7-digit level. Though, for these RITC
categories, the value of imports under OGL is expected to form only a small
part of the reported figure on imports, the actual proportion could not be
estimated. Thus, we proceeded with the assumption that OGL imports
constituted 10 per cent of the reported import valuel. This group of items is
hereafter referred to as OGL group III. We obtained our estimate of the
value of capital goods imports under OGL by summing the reported import values
for items belonging to OGL groups I and II (with 50% adjustment in respect of
7 items of the latter group), and adding to it 10 per cent of the reported
figures on imports for the RITC categories to which the items of OGL group
I1I belonged.

According to our estimate, the value of capital goods imports under OGL
was Rs.473 crores in 1986-87. The total value of imports of capital goods?
(defined broadly to include professional and scientific apparatus and
equipment [RITC 87] and photographic and cinematographic equipment [RITC 88]
along with machinery and transport equipment [RITC 7]) was Rs. 6792 crores in



that year. Thus, the estimated value of capital goods imports under OGL is
found to constitute about 7 per cent of the total value of capital goods
imports in 1986-87.

It is important to recognise here two limitations of the estimate of the
value of capital goods imports under OGL, presented above. First, since exact
matching could not be done between the OGL list and the RITC categories, some
ad hoc ratios had to be applied to compute the imports under OGL. This has
made the estimate crucially dependent on the ratios chosen. If, for OGL group
III, the ratio is taken as 25% in place of 10%, then the estimate of capital
goods imports under OGL for 1986-~87 turns out to be Rs.686 crores,
constituting about 10 per cent of the total value of capital goods imports for
that year. Secondly, in our computation we have not included about 300 items
out of the total of about 1000 items under OGL. This has caused an
underestimation of the value of capital goods imports under OGL, the extent of
which is difficult to ascertain.

Clearly, there may be a significant margin of error in our estimate of
the value of capital goods imports under OGL. It seems to us, however, that
the true proportion of capital goods imports under OGL would not be much
higher than what our computations indicate. Accordingly, it may be inferred
that the share of the 201 new items of the OGL list was small, probably very
small, so that their placement under OGL did not contributed much to the
growth of capital goods imports between 1984-85 and 1986-873.

Share of Imported Capital Goods

Both Chandrasekhar (1987) and Singh and Ghosh (1988) have noted in their
papers that the share of imports in domestic availability of machinery and
equipment increased significantly over the period 1976-77 to 1983-84. For
computing the relevant ratio, they have used data on production, imports and
exports of machinery and transport equipment at current prices. Since current
price data have been used, the computed ratio is affected by variations in

price and exchange rate, and it may not therefore correctly show



inter-temporal changes in the extent of import penetration in the capital
goods sector. Keeping this in view, we have used for our analysis a deflated
series on imports of machinery and transport equipment. Deflation has been
done by the unit value index4 of imports of machinery and transport equipment.
Also, we have used a different ratio than the one used by Chandrasekhar, and
Singh and Ghosh, namely, the ratio of real imports of capital goods to real
domestic gross fixed capital formation in machinery and equipments$.

Table 3 shows for the period 1968-69 to 1986-87 the ratio of real imports
of capital goods to real gross domestic fixed capital formation in machinery
and equipment (both at 1970-71 prices). A graphic presentation is made in
Chart 1. From Table 3 (and the Chart) one can clearly observe a downward
trend in the ratio in the period 1968-69 to 1975-76. It is interesting to
note that the downward trend continued beyond the mid-1970s (despite
liberalisation of import policy for capital goods), up to 1979-80. It is in
the 1980s that the ratio started rising. It reached a peak in 1983-84, and
then declined sharply in the following year. The ratio increased again in
1985-86 and 1986-87, but the relative share of imported capital goods remained
lower than that in 1983-84. Some rough estimates made for recent years
indicate that in 1988-89 the ratio was lower than its 1986-87 level (note, in
Table 2, the decline in the value of capital goods imports in 1987-88 and
1988-89).

Since, for analysing import penetration, we have used the ratio of
imports to domestic investment, while Chandrasekhar, and Singh and Ghosh have
used the ratio of imports to availability (production minus exports plus
imports), our results are not strictly comparable to theirs. Also, the trends
observed in the degree of import penetration may be peculiar to the ratio
chosen for the study. These considerations have led us to compute also the
conventional import-availability ratios, which are shown in Table 4.

Import-availability ratios have been computed for the years 1975-76 to
1985-86, at both current and constant prices. Data on domestic production

have been drawn from Annual Survey of Industries (ASI). Data on imports and



axports have been drawn from Statistical Abstract : India (CSO) and Monthly
Statistics of Foreign Trade of India (DGCI&S, Ministry of Commerce). For
computing import-availability ratic at constant prices, the series on domestic
production has been deflated by the wholesale price index of machinery and
transport equipmant, and the series on exports and imports have been deflated
by the corresponding unit value indices.

It is interesting to note from Table 4 that the import-availability
ratic at current prices does not show any significant upward or downward trend
in the period 1875-76 to 1985-86. The ratio remains in the range of 14 to 18
per cent. Betwsen the two end points, the ratio increases marginally from
17.04 per cent to 17.76 per cent. In the study of Chandrasekhar (1987), on
the other hand, a significant increase was found in the import-availability
ratio, from 20.96 per cent in 1976-77 to 26.85 per cent in 1983-84. The
difference in the results of the two studies in regard to the trend in
import-availability ratio is primarily attributable to the data sources used
for domestic production of capital goods. Chandrasekhar has used production
data of DGTD (Directorate General of Technical Development) while we have used
production data of ASI. The coverage of DGTD is smaller than that of ASI,
with the result that production figures reported by DGTD are much lower than

those reported in ASI. A comparison of output figures obtained from the two
sources is presented below:

Value of Production in 1983-83

(Rs. Crore)
'''''' T AST
Non-Electrical machinery 3197 5346
Electrical machinery 2644 4725
Transport equipment 2277 5007
Total 8118 15078



The output figures reported in ASI, we feel, represent more correctly the
level of domestic production activity than the figures reported by DGTD, and
therefore the import-availability ratios computed using ASI data are more

reliable.

Import-availability ratio at constant prices shows a pattern very
similar to that observed for the ratio of real imports of capital goods to
real gross domestic fixed capital formation in machinery and equipment,
analysed earlier. A downward trend is seen in the import-availability ratio
for the years 1975-76 to 1979-80, and a reversal of trend occurs in the early
1980s. A peak is reached in 1983-84, and then the import-availability ratio
starts declining.

The two main points emerging from the above analysis are as follows:

(1) Chandrasekhar (1987) and Singh and Ghosh (1988) have found a significant
increase in import-availability ratio (at current prices) of capital
goods from the mid-1970s. Similar computations made by us do not show
any such clear upward trend. This difference in findings is traceable
mainly to the sources of data used for domestic production.
Chandrasekhar, and Singh and Ghosh® have used output data of DGTD, while
we have used ASI data (which we believe represents more correctly the
level of domestic production activity).

(ii) Our analysis based on import-availability ratio at constant prices, and
the ratio of real imports of capital goods to real gross domestic fixed
capital formation in machinery =nd equipment indicates that dependence
on imports continued to decline beyond the mid-1970s, and it is only in
the early 1980s that the dependence on imports began to rise. But, this
upward trend did not sustain beyond 1983-84.



Changes in Tariff Rate

Table 5 shows, for different years from 1968-69 to 1988-89, the average
realised (or effective) tariff rate on imports of machinery and transport
equipment.? A graphic presentation is made in Chart 2. To compute the tariff
rate, we have divided customs duty collections on imports of machinery and
equipment by the c.i.f. value of imports. Although the average realised
tariff rate is affected by changes in the product composition of imports, an
analysis of its trend is useful for judging how the overall structure of
customs duties have changed over time.

From Table 5, it is seen that there was an appreciable and more or less
steady increase in the average realised tariff rate on imported capital goods
in the late 1960s, in the 1970s and in the early 1980s. The average tariff
rate was 20.9 per cent in 1968-69. It increased to 26.1 per cent in 1970-71,
45.2 per cent in 1976-77, 61.8 per cent in 1981-82, and further to 75.1 per
cent in 1984-85. It would sppear therefore that the advantage to foreign
producers provided by the liberalisation of import policy for capital goods
was partly offset by the hikes in the effective tariff rate.

After 1984-85, there was a fall in the average realised tariff rate. It
fell from 75.1 per cent in 1984-85 to 61.0 per cent in 1985-86, and 59.8 per
cent in 1986-87. The tariff rates in 1987-88 and 1988-89 were 65.2 and 62.8
per cent which were marginally higher than the rate in 1986-87, but lower
than the rate in 1984-85.8

In the computations of average realised tariff rate presented in Table
5, machinery has been combined with transport equipment. Tariff rates on
imports of machinery are shown separately in Table 6. It is seen from the
table that the tariff rate on machinery imports increased from 20.3 per cent
in 1968-69 to 77.5 per cent in 1982-83 and 77.6 per cent in 1984-85. The
tariff rate fell to 61.8 per cent in 1985-86 and 61.5 per cent in 1986-87. It
was marginally higher in the next two years, but lower than the rate
prevailing in 1984-85.



It will not be out of place to give here a brief account of important
changes made in import duties in the last few years. In the Budget for
1985-86, ‘the rate of import duty (basic plus auxiliary) on general projects
was reduced from 65 psr cent to 45 per cent. For power projects and
fertilizer projects, the rate of import duty was brought down to 25 per cent
and zerc per cent respectively. Significant reduction in import duties (from
81.5 to 35 per cent) were also made for specified machinery for leather and
leather products industry. For the benefit of the computer industry, import
duty was reduced from 75 to 25 per cent for four important components of
computers. Also, advanced computers were exempted from customs duty. The
observed reduction in the average realised tariff rate in 1985-86 reflects in
part these changes in tariff rates.

In 1986-87, the general machinery import duty rate was raised by 10 per
cent. Similarly, the import duty rate on general projects was raised from 45 v
to 55 per cent. But, the duty rate on components was reduced by 5 per cent
(to raise effective protection to domestic manufacture of capital goods). For
32 items of machine tools in which domestic production was established the
duty rate was raised to 110 per cent, while for 91 items of machine tools in
which there was negligible domestic production the rate of duty was reduced to
55 per cent.

In 1987-88, the rate of import duty on general projects was raised
significantly from 55 to B85 per cent (i.e. to a level higher than that
rrwvailing  in 1984-8B5). On fertilizer projects, the import duty rate was
raised from nil to 15 per cent and on electronics projects from 25 to 30 per
cent. For power projects up to 50 MW capacity the duty rate was raised from 25
to 35 per cent. On the other hand, the general machinery rate of import duty
was reduced from 101 per cent to 85 per cent. Thus, the general machinery and
general project rates of import duty were equalised (to encourage
modernisation of existing plants). Duty concessions on specified machinery
were made for foundries and caustic soda plants based on mercury-cell. Also,
import duty on special steel (an important material for machine manufacture)
was reduced to 85 per cent to help domestic capital goods producers.

10



In 1988-89, duty concessions on specified machinery were made for several
industries, including food processing, electronics, manufacture of watches,
and roller bearing. For computer industry, the rates of import duty on
different items were made more uniform.

In the Budget for 1989-90, the general machinery and general project rate
of import duty was reduced from 90 to 80 per cent. The rates of import duty
on components were also reduced by 10 per cent. Import duty on electronics
projects was raised by 10 per cent, while that on power projects was raised
by § per cent. In a large number of specified capital goods and components,
concessional duty rates were prevailing in 1988-83. These rates were revised
upward significantly. As a result of these changes, there was a reduction in
the extent of variation in the rates of import duty on different capital
goods.

To summarize, import duties were reduced significantly in 1985-86. In
subsequent years, import duties were lowered for some items of machinery and
equipment but raised for some others. Therefore, the average rate probably
did not change much in these years.

Import, Function for Capital Goods

Imports of capital goods depend on the tariff rate on capital goods, and
also on the prices of capital goods prevailing in domestic and international
markets, the exchange rate and the investment rate in the economy. To study
the influence of all these factors on imports of capital goods (machinery and
transport equipment) in India, we have estimated an import function, using
time-series data for the period 1968-69 to 1986-87.

For estimating the import function the following specification has been
used:

InM=a+bi InI+b2InRP+b3aD+bst+u

11



where M is the quantity index of capital goods imports, I is the rate of
investment (real) in machinery and equipment in the economy, RP is the price
ratio (tariff adjusted) of imported to domestic capital goods, and u is the
random error term. D is a dummy variable, taking value unity for years
1977-78 to 1986-87 and zero for years 1968-63 to 1976-77. It is included in
the equation to capture the effect of the liberalisation of import policy for
capital goods which took place in the period after the mid-1970s. A trend
variable t is included in the equation to pick up the influences of excluded
variables (to the extent possible).

The relative price variable RP is defined as:

RP = pw (14r) / pa

where pw is the price index of imported capital goods, pa is the price index
of domestic capital goods and r is the tariff rate. Clearly, pw depends on
the price prevailing in international markets and the exchange rate(s).

The data sources used for the estimation of the import function may be
mentioned briefly. The quantity index of imports of capital goods (machinery
and transport equipment, RITC 7) and the corresponding price (unit value)
index have been taken from Statistical Abstract, India (CSO) and Monthly
Abstract of Statistics (CS0). For the domestic price variable, we have used
the wholesale price index for machinery and transport equipment, taken from

Index Number of Wholesale Prices in India (Office of the Economic Advisor,
Ministry of Industry). Series on real gross domestic fixed capital formation

in machinery and equipment has been taken from National Accounts Otatistics
(CS0). For variable r, we use the average realised tariff rate on machinery
and transport equipment®, computed by us and shown in Table 4.

12



The estimated import function is shown below (t-values are in
parentheses):

InM=-7.94+2.8421In1I-0.99491InRP+0.118D-0.138 t
(4.30) (-6.69) (1.07) (-2.62)
n =19 Rz = 0.957 F =178.3 W=1234

The coefficients of the investment variable I and the relative price
variable RP are correctly signed and statistically significant at one per cent
level. The value of R2 for the equation is 0.957, which indicates that the
estimated model gives a good fit to the data. However, it is seen that the
coefficient of the dummy variable is statistically insignificant (though it
has the expected positive sign). Thus, the regression results do not lend
enpirical support to the view that, in the period after 1976-77,
liberalisation of import policy for capital goods caused significant increases
in capital goods imports.

Our finding of a statistically insignificant coefficient for the dummy
variable raises doubts about the appropriateness of taking 1977-78 as the year
from which the effects of import policy liberalisation began to be felt
significantly. It would be recalled in this connection that a downward trend
in the ratio of capital goods imports to gross domestic capital formation in
machinery and equipment, observed from the period 1968-69 to 1975-76,
continued beyond the mid-1970s, and a reversal of trend occurred only in
1980-81. Further, a study of the import policy documents for different years
of the 1970s, brings out that while some changes in import policy were
initiated from the mid-1970s, more important changes were made in the late
1970s, the effects of which might have been felt from 1980-81 onwards. These
considerations have led us to re-estimate the equation, replacing the dummy
variable D by another one D*, which takes value zero for years 1968-69 to
1979-80 and one for subsequent years. The results are found to be betterlo,
and it is this equation that we use for further interpretation and analysis.
The estimated equation is shown below (t-values are in parentheses):

13



InM=-6.56+2.764 In 1 - 0.655 1In RP + 0.318 D* -0.150 t
(5.01) (-3.73) (2.63) (-3.43)

n =19 Rz = 0.969 = 109.4 DW= 2.00

In the re-estimated regression equation, the coefficient of the dummy
variable D* is positive and statistically significant at five per cent level.
Thus, some empirical support is found for the hypothesis that a more liberal
import policy resulted in higher imports of capital goods in the 1980s.
Turning to other coefficients, it is seen that the coefficients of the
investment variable 1 and the relative price variable RP are both
statistically significant at one per cent level. The signs of the two
coefficients are correct, and the numerical values plausible. Oar results
suggest a less than unitary price elasticity of import demand for capital
goods. As the coefficient of the investment variable is well above one, it may
be inferred that an increase in the investment rate in the economy tends to
raise imports of capital goods more than proportionately. Since the function
has been estimated from time-series data and a trend variable has been
included, the estimated coefficient of I probably reflects the short-term
impact. Clearly, in the short run, such a relationship between domestic
investment activity and imports of machinery and equipment is not

implausible.

The coefficient of the trend variable is negative, and statistically
significant at one per cent level. As mentioned earlier, this variable is
included in the equation to pick up the influences of excluded variables. It
would be realised that the process of learning by doing, inflow of foreign
technology (and investment), acquiring of technclogical capabilities, and
creation of manufacturing facilities for sophisticated equipment in the
country must have had a significant depressing effect on ocur capital goods

imports. The finding of a negative coefficient for the trend variable

probably reflects these influences.

14



The value of Rz for the regression equation is 0.969, which indicates
that the estimated model gives a good fit to the data. This is also borne out
by Chart 3 in which actual and estimated values of the dependent variable are
shown. It should be noted further that the estimated import function predicts
the turning points quite well.

The analysis presented above indicates that there was a significant
upward shift of the import function in the 1980s. To test for shifts of the
function, dummy variables were used. The CUSUM testll provides an alternative
method for detecting departures from constancy of regression relationships
over time. We have also applied this test to study the stability of the
estimated import function. The plot of the recursive residuals (on which the
CUSUM test is based) is given in Chart 4. The plot indicates a structural
break in the import function around 1980. This corroborates our finding based
on the dummy variable method.

Performance of Engineering Companies

To supplement the analysis presented thus far, we examine next the
performance of 25 selected engineering companies (15 general engineering and
10 electrical engineering companies) over the period 1970 to 1988. Two ratics
are considered for the analysis, namely (i) rate of return on capital
employed, and (ii) turnover ratio (net sales to total assets). The data are
drawn from the Official Stock Exchange Directory, Bombay. The companies
chosen for the analysis are such that the two ratios are available from the
data source for most years of the period under analysis. In making the choice
we have also taken into account the production structure of different
companies so that we get a sample of companies well-diversified in terms of
goods produced.

Tables 7 and 8 present the two ratios for the selected companies for the
years 1970 to 1988. Simple averages for general and electrical engineering
companies are also shown in the table. As seen from the table, generally the
selected engineering companies did not experience any decline in the rate of

15



return on capital employed or the turnover ratio after the mid-1970s or even
after the mid-1980s. The average ratios do not show any marked downward
trend.

To test statistically whether there was a significant downward trend in
the two ratios, trend lines have been fitted by OLS for each company
separately. A significant negative coefficient of the trend variable is found
in one case out of 25 for the rate of return on capital employed and in 4

wases out of 25 for the turnover ratio.

We have carried out a similar exercise for a larger number of companies,
30 general engineering and 20 electrical engineering, for a shorter period
1979 to 1986. It would be recollected that during this period there was a
rapid growth of capital goods imports in India and the ratio of imported
capital goods to gross domestic capital formation in machinery and equipment
nearly doubled. Rate of return on capital and turnover ratio for the 50
sample companies for different years from 1979 to 1986 are shown in Tables 9
and 10. The average ratics shown in the table for general and electrical
engineering groups do not exhibit any sharp decline over the pericd.  Also
looking at the performance of individual companies, a significant downward
trend in the ratios is observed in only a small proportion of cases.

It may be concluded on the basis of these results that most of the
sample companies have not been affected much by the liberalisation of import
policy for capital goods. But, from this analysis, no general inference can
be drawn about the effect of import liberalisation of capital goods on the
domestic industry, because ocur sample, being based on Bombay Stock Exchange
Official Directory, includes only private sector companies (some of which may
be subsidiaries of foreign capital goods manufacturing companies and thus
gaining from greater import penetration), while public sector units account
for a major share of finished capital goods production in the comtry. It is
therefore necessary to take a look also at the performance of public sector
engineering units.

16



For 17 public sector enterprises manufacturing capital goods, Table 11
shows gross sales, capital employed, the ratio of gross profit to capital
employed and the ratio of gross sales to capital in the years 1975-76 through
1988-89. It is seen from the table that many of these enterprises experienced
a rapid growth in sales. What is more important to note from the table is
that there did not occur in general a significant deterioration in the ratio
of gross profits to capital employed (profitability ratio) and the ratio of
gross sales to capital employed (turnover ratio). Thus, the liberalisation of
import policy for capital goods does not seem to have seriously affected the
performance of public sector engineering units selected for the study.

Table 12 shows the rates of return on invested capital earned by the
non-electrical and electrical machinery industries during the period 1978-79
to 1985-86, based on factory sector results of ASI. It is interesting to note
that there is no significant downward trend in the rate of return, rather
there is a mild upward trend. Thus, even at the aggregate level, we do not
find any significant adverse effect of import liberalisation on the
profitability performance of the machine-bailding industry.

Concluding Remarks

The import policy for capital goods has been increasingly liberalised
since the mid-1970s. The analysis presented in this paper indicates that a
significant effect of the import policy liberalisation on imports of capital
goods occurred only in the early 1980s. As regards the recent changes in
import policy for capital goods, it seems that these did not contribute
mich to increases in capital goods imports. Our analysis reveals that a
large part of the recent increases in capital goods imports is attributable
to the depreciation of the Indian Rupee vis-a-vis foreign currencies.
Although our dependence on imported capital goods increased sharply between
1979-80 and 1983-84, there has been a  downward trend in this ratio in the
years after 1983-84.
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One aspect which received particular attention in the study is the
effect of import liberalisation on financial performance of Indian capital
goods manufacturers. Our analysis brings us to the conclusion the the
domestic capital goods industry taken as a whole was not seriously affected by
the liberalisation of import policy (though for certain types of capital
goods demand problems might have arisen due to increases in imports); at least
the effect was not as alarming as is often made out.

The average tariff rate on capital goods has more or less steadily
increased since the late 1960s. Though there has been some= decline after
1984-85, the average tariff :=ie in recent years has been much higher than
the rates prevailing in the late 1960s and the early 1970s.

The tariff rate on capital goods in India is quite high in comparison
with the rates obtaining in many other developing countries (see Table 13).
At present the general machinery and general project rate of import duty is 80
per cent (though the average rate of import duty (basic plus auxiliary) for
all capital goods imports is in the range of 40 to 50 per cent). Thus, even
before a newly established factory based on imported machinery and equipment
starts working, an Indian entrepreneur has much higher capital cost than his
counterparts in other developing countries. That his products will be high
cost and his competitiveness in international markets low, is therefore not

surprising.

On this ground, a case can be made out for reducing import duties on
capital goods, but one must also ensure that the domestic manufactures receive
adequate protection (especially for those product lines in which domestic
production is socially muach more beneficial than imports). It is remarkable
that despite high import duties on capital goods , the effective rates of
protection have been found in studies to be low or negative for several items
of capital goods. This is obviously due to high tariff on raw materials,
components and parts used in the manufacture of capital goods. Evidently, by
proper structuring of customs duties, it should be possible to have both lower
import duty an machinery and adequate pxbtecticm to domestic producers.
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TABLE 1

Imports of Machinery and Transport Equipment in the 1980s

Value of imporis Rate of change over the
previous year (%)

Year = =0 Z@mmmmmmmmmmm e e

(Rs crore) (US $ miliion) based on (2) based on (3)
1980-81 1821 2303 - -
1981-82 1980 2208 8.7 -4.1
1982-83 2573 2662 29.9 20.6
1983-84 3173 3069 23.3 15.3
1984-85 3027 2546 -4.6 -17.0
1985-86 4084 3338 34.9 31.1
1986-87 6279 4914 53.7 47.2
1987-88 6108 4711 -2.7 -4.1
1988-89 6745 4658 10.4 -1.1

Note: Value of imports (in Rs.) are taken from Statistical Abstract, India
(CS0) for the years 1980-81 to 1985-86. For subsequent years, data are
drawn frowm Economic Survey, 19839-90, Government of India.
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TABLE 2

Index of Import Value of Machinery & Transport
Equipment, 1980-81 to 1988-89

1984-85 = 100

Import value Import value
——————————————————————————— in weighted average
year in Rs in $ in sdr of exchange rates
1980-81 60.16 90.44 70.53 65.72
1981-82 65.41 86.72 75.563 72.20
1982-83 85.00 104.55 96 .03 93.45
1983-84 104.82 120.53 114.33 111.75
1984-85 100.00 100.00 100.00 100.00
1985-86 134.92 131.10 124.58 121.55
1986-87 207.432 193.00 160.24 146.44
1987-88 201.78 185.02 140.64 124.99
1988-89 222.83 182.93 138.04 120.84

Note: For computing the last column a weighted
average of exchange rates of Indian Rupee vis-u-vis
Dollar, Pound, Franc, Mark, Yen and Won has been
tuken, using weights based on imports from those
countries in 1984-85.
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TABLE 3

Share of Imports in Gross Domestic Fixed Capital
Formation (GDFCF) in Machinery und Equipment
(at 1970-71 Prices)

(Values are in Rs. crore)

Yenr GDFCF Imports Shure of imports
(columm 3) in
GDFCF (column 2)

1 2 3 4
1968-69 2230 566.82 25.42
1969-70 2370 340.64 14.37
1970-71 2346 395.00 16.84
1971-72 2711 491.93 18.15
1972-73 2848 471.77 16.57
1973-74 3357 514.14 15.32
1974-75 3286 396.10 12.05
1975-76 3369 418.52 12.42
1976-7T7 3835 424 .62 11.07
1977-78 4105 511.52 12.46
1978-79 4429 448.99 10.14
1979-80 4561 406.26 8.91
1980-81 4300 675.40 13.78
1981-82 5426 849.40 , 15.65
1982-83 6146 1065.28 17.33
1983-84 6631 1486.55 22.42
1984-85 6942 988.80 14.24
1985-86 7733 1222.28 15.81
1986-87 8884 1510.61 17.00

Source: Government of India, Central Statiscal Organisation (CSO): National
Accounts Statistics

Figures on imports are drawn from the CSO: Statistical Abstract,
India, deflated by the Unit Value Index,Imports.



Table 4

Domestic Production, Exports and Imports of Machinery
and Transport Equipment (Capital Goods)

(values in Rs. lakhs)

Year Domestic Production Exports Imports

MachineryMachineryTransport

current constant

(NE) (E) Equipment prices prices

1975-76 169210 167744 143694 25639 93458 17.04 13.72
1976-177 201501 191800 164106 29407 97914 15.64 11.31
1977-78 219086 209965 170285 38538 111038 16.41 13.36
1978-79 248584 235077 212632 39650 125990 16.10 11.18
1979-80 296649 298013 277857 44735 136781 14.18 9.51
1980-81 358590 361923 336£232 52546 182075 15.34 14.04
1981-82 425768 391835 424077 61735 198065 14.37 16.52
1982-83 480994 474065 476422 57933 257263 15.78 18.73
1983-84 534613 472518 500683 52712 317354 17.90 22.93
1984-85 594186 556201 583182 65509 302708 15.36 15.36
1385-86 689066 632948 636496 . 67668 408395 17.76 18.15

Hachinery(an-llectrical)+Machinery(e1ectrical)+Transport equipment -Exports+Imports
= Total availability of Capital goods in the economy
Value of Output is deflated by Wholesale Price indices for

Machinery & Transport Equipments. Exports and Imports values have been deflated
by unit value Indicies of the Items under the RITC 7.

Source : Govt. of India, Central Statistical Organisation(CSO) Annual Survey of Industries,
Factory sector’ summary results

Govt. of India, CSO Statistical Abstract: India

Govt. of India, DGCIS Monthly statistics of
Foreign Trade of India
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TABLE 5

Average Reulised Tariff Rate on Imports of
Machinery ard Transport Equipment

(values are in

Rs. crore)

Year Value of imports Customs duty Average realised
(CIF) collected tariff rate
(per cent)
1968-69 603 126 20.90
1969-70 395 100 25.32
1970-71 395 103 26.08
1971-72 471 147 31.21
1972-73 532 182 34.21
1973-74 629 235 37.36
1974-75 670 258 3850
1975-76 935 341 36.47
1976-77 1048 474 45.23
1977-78 1121 443 39.52
1978-79 1261 534 42.35
1979-80 1383 748 54.09
1980-81 1821 894 43 .09
1981-82 1980 1223 61.76
1982-83 2573 1667 64.79
1983-84 3173 1904 60.01
1984-85 3027 2274 75.12
1985-86 4084 2491 60.99
1986-87 6279 3754 59.79
1987-88 6108 3984 65.23
1988-89 6745 4241 62.88

Source: Government of India, Central Statistical Organisation (CS0):
Statisticul Abstract, India. For the last two years, datz on imports ars
drawn from  Govermment of India, Ministry of Finance, Ecomomic Swrvey.  Duds
on customs duty collected are drawn from Government of Indix, Ministry of
Firumnce, Receipls Budget..
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TABLE &
Average Realised Tariff Rate on Imports of Machinerv

(Re crore)

o e e e S — — ——— e i . . Gar TS S O > St S A A4 e P e Sy S S S W Ve G i T M A R S o e s e S o W A S M e S S S o v Ade St et ottt i S S v

Year Value of Imports Customs Duty Average Realised
(CIF) Collected Tariff Rate(fFer cent)
1968-69 53 109 20.26
196970 44 0 26.16
1970-71 28 88 26.87%
1971-72 376 119 T1.65
197273 432 145 33.58
197374 541 194 35.86
1974-75 547 208 I8.03
1975-76 778 272 34.96
197&~-77 877 384 43.79
1977-78 896 92 4,75
1978-79 964 478 49 .59
1979-80 1046 6G3 . 62.43
1980-81 1349 790 58.394
1981-82 167S 1095 65.37
1982-83 1934 1498 77.45%
198=-84 2726 1729 6T.43
198485 2658 20462 77.58
1985-86 3515 2173 61.82
1986-87 547% 3369 61.53
1987-88 5367 3655 68.10
1988-89 5978 842 64.27

Source : Same as in Table S
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Tl 1

Mate of Retura on Capital Rmploged

Sl Ko Neme! Paitiulars 1910 1§01 1912 1973 1474 1915 1816 1$n 1978 1974 1980 1981 1482 1983 1984 1985 1486 1987 1988

SEaflAL HSG(3EKKIBS

13 L8 dacklal lndusicies 0.8 1282 100 163z 1681 aLS0 1122 1189 1092 3239 158 1390 13100 1343 1051 1.4 0.17 6.29 6.26
3 ivend Bogioeering Works 1381 1843 FIR 3 810 W8T 1TY lge 1000 12T 1389 M W 161 159 1823 10 18 e
3 Presier datosililes 5.58 5.30 §.81 1.92 {.86 6.59 693 1619 S.86  10.6% 120 4186 w112 163 1.5 163 1341 143
§ Hddaludla) 16,08 2z.62 998 NS 151 130 133 n4 16510 1AM 1756 2016 1838 1107 110 1435 1588 14T 1)
§ Welchaud Bagar Lidustrles -5 0 446 6.2 n 6.83 1.40 1.98 (O VO YRR E .20 1442 1076 8 9.4 6.76  -2.90  10.92 "
§ Teallaco 4.62 428 b2 1.62 m §5  12.10 U 843 1016 12T s B [ {4 1.2% 8.0 §.32 u
T fuiias $1y 1L 40 L 0 14T 1290 10 1252 28 1814 1T 1T 1679 1388 1Db 134 111 18
8 dtlas Copeotindlay 15,94 2042 1619 179 2087 1R1d 1165 16700 04 M 1870 21T 19T 134 1012 1M 16 1) (1]
8 Lakshai Machine Wosis 1460 1280 12.28 1.2 6.18 4.0 §.29 697 134 13T 1681 1906 25.68 1768 1548 1440 150y 1604 1)
10 Sandvid Asia 1o 183 1806 1672 1862  16.95 1636 1191 1494 1386 1309 1640 2171 16 86 .80 13 1641 2212 (1]
11 Blecoa Bugineering 857 5.0 8.13 .98 1528 1By 0 1328 1857 18T 180y 2120 a8l 2028 1641 1131 1905 1616 1)
12 Larsea Toubro H.18 1823 1343 15T 1308 16.83 1813 db.gd 1580 16.92 1654 1501 1587 1.4 1429 130z 1098 0.4} 162
13 Bsha Ycleboist Wl 2w 8.5 613 1054 1480 15.09  17.26  16.09  19.7y  20.87 N2y 189 1438 912 1L -4 138
14 Lirloskar Brotuces 8§41 b.47 6.80 9.8 1290 1361 14.08 1oy W6 1S M 16 163 1582 133 1587 1906 2032 18
15 Lusal Ingiacering 6.92 1198 158 2892 $.9¢ 1528 1060 12.98 1548 1678 2115 1118 2096 1.56 5.4) 5.91 L0 11 8

drerage 1050 101y 1216 1200 1236 1 tes e 1M W i i 1860 | VA V0 L I VY IR Y T I VIV Y | )

SLECTRICAL SNGIBKNMING

1 Lajaj Rlectricals 1300 6o 1506 1379 13 1369 841 11T 18T 2187 2512 4T85 40.22 3581 43,54 d2.69 2116 1983 28 60
2 Bharat Bijlee 122 1000 2. 907 86 11.8) 1168 1280 1195 1003 2.4 1609 175 6.5 1251 163 1648 11.e8  -7.88
§ Croaplos Greaves 1331 12 .50 e 1S 1B 15T aZ82 1T4Y 20.84 2054 2058 1958 1364 1233 .41 1 13w W
4 Slwees 1567 W1 1482 1221 1674 18,03 1782 12.0% .76 1503 16 1M 19.% 112 N §.23 1208 14.6) 105
§ Kindustan Browa Boverl (1} 12 S48 108 M6 1B M1 ey 1605 154 1585 1Tt Bw 889  L4B4 148% LD 04 1361 15.98
8 Geaaral Riectric Co 468 8.38 9 68 6.17 5.5 15.23 1166 1079 1009 10.38 13 010 1260 M 1060 14 1352 11y 1
1 Jpoti lectric Notors 13.68 1.16 6.20 0o nmn [ ] EJ0 DAY U0 EI T 00 & BT 92 B 81 S € 1 §.76 6.4 1.4 §.22 8.15 §.6!
8 dnericaa Refrigerator 4.00 .54 .1y 9.4§ 6.80 .20 1y 84T -uN 2.4% 0.96 13.00 12,99 15.68 -1479 1L 12.8) [
9 Ratloaal Radio Dectroaics |1 u o oun 893 1044 8.1% 041 1N §.800 112 0.9 .15 38 2349 150 1270 152 1687
18 Persaneat Ragaets [ (]} TR 0 I K 1 801 M4 1614 1666 13.93 TR S 70 [ I 7% | VPP B & % ) N | 1 ] 5.63 .10 1.5

brerage [ ) (4 [y Kot 1.z 1140 8.5¢  11.95 1136 0 1140 2u.42 1564 1653 1LM 13TL 1219 i
Source. Officisl Stock Rxchapge Birectury, Buahay
54 sot available
B aot compated {because figures are aot available for all the tiras)
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TABM 4

Tarsover latio
Bet Salas to Total Assets

§l.00  lase/ Particalare 1910 1 1512 19 1974 1975 1976 1 1918 1919 1980 1981 1982 1983 1984 1985 1986 1907 1980
GEAEMAL LOGLALERISE
151 ¥ Wackial ladustries 0.62 (R} 0.9 0.95 e 0.78 0.82 0.04 0.9 .93 1.0} 0.91 0.90 0.00 0.84 0.62 0.62 0.61 0.83
2 Trivea] Raglacering Horka 8.90 1.63 1.4 1.1% 1.62 1.4 1.2 .16 0.8} 0.91 1.9 1} 0.96 0.07 1.06 1.56 1.00 1.02 0.8
3 Preaier Aatomobiles 0.96 1.1 1.1% 1.10 1.21 1.46 1.2 1.4 1.03 1.0} 1% .08 1.90 1.5 1.8} 0.710 (B 0.0} 1.1
4 Hdia(1ndia) 0.64 0.1 o 0.66 0.1} 0.9 0.9 1.20 0.9 1. 1.02 1.2% 1.06 o“n 0.01 0.91 0.03 0.19 1]
5 Walchand Bager lsdustries 0.60 0.62 0.04 0.83 0.80 0.8 0.7 .62 0.68 0.92 1.08 1.00 0.92 u 0.9 0.8 0.66 0.92 i
§ Yeadaco on 0.60 0.9 o 0.72 0.75 1.19 1.0% 0.85 0.9 .19 1.28 1.4 0.8% 0.83 0.38 0.42 0. 4u
T Toltss 1.02 1.80 .3 'Y 2.08 1.91 2.08 2.06 .1 1.99 1.98 12 1.4 1.1 1.61 1.30 1.3 1.64 1.1
§ dtlas Copco(ladia) t.02 1.92 1.83 1.66 N 1.63 . L1 1.60 1.1 1.62 1.67 1.4 1 X] 1.3 1.49 1.3 0.92 (1]
§ Lakshai Nachiee Works .60 0.4 0.§7 0.51 (R[] 0.8 1.18 0.719 L 1.18 1.12 1.1 0.99 1] 1.59 1.49 1.40 1.4 [}
10 Sasdvik dsia 0.66 1.01 0.96 0.9 1.20 1.36 IR 0.05 (R]] (N 1.00 1.40 1.36 1.12 0.6 1.31 .M 1.2 (1]
11 Becos Baglaceriag 010 0.8! (A1} 0.5 (B 1] 1.4 0.15 0.8) 0.67 0.7% 0.64 0.66 0.78 1.03 0.03 0.5 0.00 1.00 i
12 Larsea Youbro 0.8l 0.93 0.9 1.00 0.90 1.08 1.20 1.19 1.00 11 ] 1.16 1.20 0.0% 0.9¢ 0.18 0.6% 0.64 0.59 0.99
13 Bsha Telebolat en (]} 0.5 0.59 0.59 1.8 0.9 1.16 1.0 1.1 1.2 i 1.04 0.01 0.00 0.64 0.6 0.58 0.1%
14 Kirloabar Brothers n 0.8 0.81 1] 118 1.5} 1LY 1 1.R 1.2 .y 1.3 1.2 1.2 1.3 1.20 1.8% 1.6) 1.66
15 Lunsl Raginearing 04 (] 0.65 L7 0.88 1.08 0.8 1.1 1.9 8.62 0.80 0.98 161 0.38 6.4 0.36 0.38 0.39 0.4
dveraga 0.0 0.99 1.04 i 1.08 1.9 1.16 11§ 1.09 1.1 1.18 K 1.4 (Y 1.01 0.96 0.92 0.9% [
ELRCTRICAL EBCIBAERING
1 Bajaj Rlectricals 11 1.6 1.83 1.7 IR 1] 1.41 1.28 1.56 1.62 1.12 1.69 2.16 1.81 1.49 1.80 1.58 1.6} 1.69 1.76
2 Bharat Bijlee 0.68 [ ] 1.03 1.03 1.01 0.8% 1.16 1.26 1.i 1.4 1.48 1.50 1.32 118 1.63 1.82 1.60 1.42 1.3
3 Croaptos Sreaves 1.2 1.49 1.22 1.4 1.46 1.4 1.6% 1.6% L7 L1 1.8 1.9 1.8 1.42 1.3 1.08 1.19 . 1.32
4 Siseas i 1.3 1.58 1.61 1.41 1.62 .n 1.62 1.62 1.60 1.58 1.3 118 1.2 1.20 1.0 1.10 1.00 1.02
$ Badustas Brosa Boveri 0.95 1.06 1.02 104 1.0 1.03 1.2} 1.30 1.2 1.14 1.08 1.0 1.02 0.05 0.89 118 113 1.20 1.
8 Gesaral Rlectric Co 0.7 0.97 1.42 1.28 1.04 1.26 1.2 1.69 1.1 n ] i 1.10 1.13 1.01 104 1.1 1.1 .14
1 yoti Blactric Notors LR} 0.68 1.23 1} 1.20 z.ll 0.12 148 1.10 .0 2.3% .18 1.62 0.80 0.8 0.8l 0.0% 0.9i 0.97
0 dnericas Befrigerator 0.92 1.06 1.08 1.01 LI A8 0.97 1.06 1.0§ 0.86 0.9¢ 0.64 0.9 0.82 0.92 1.42 1.06 1.06 1)
§ hationn] Badio Blectronics ] i 1] 0.9 LU {.31 1.04 1.0 1.18 1.2 L 1.41 1.56 1.3 1.21 1.51 1.2 1.1 1.28
18 Persasent Lagaets 1} u 1) 0.68 0.76 ‘.N 0.9 i1 L1 1.40 u 1.2 1.00 0.90 0.712 0.63 0.4 0.4 0.5%
Average i i [ K 1.19 1.18 1.20 1.3 1.36 i 1.33 1 1.1 1.18 1.1 .12 [

.....................................................................................................................................................................................................................

Source: Official Stock fxchange Dircctors, Boabay

B a0t anailable
36 oot conpuled (because figures are not avallabie for ail the firas)
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TABLE 731 Kate ot keturn on Lapiltal Employed

Sl.No Name/ rarticulars 1979 1980 1901 1982 19673 tou4 1289 1986

GENERAL ENGINEERING

S LM Mieklal Industries 2.E9 15.64 15,90 13.10 fuahil [
Travenl Engineering Works 13.a9 14.84 NA 15.10 1&6.75 195.935 14,40
Fremier Automobilles 10,465 1.28 41.86 31.09 17.24 le. 54 1.5 o2/
WidlatIndia) 139,38 17.54 20.16 18.58 17 .07 11.90 14,55 19,8
Walchandnagar Industries 15,05 .20 14.42 10.764 &30 .45 & 78 —2.9y

TexaMaco 14.27 14,50 13.21 7.71 4.43 1.2 6.27%
Vol tas 18.14 17.94 17.13 16.79 135,60 12.41 13.41
Atlas Copcol(lindis) 14.44 14.79 21.74 192.87 135.44 15012 14.7354 13,64
Lakshml Machine Works 13.97 146.81 17.16 25.68 17.60 15,44 14.40 15,03
Sandvik Asia 12.84 13.89 1H .40 21,77 16 .34 7 .90 19.54 15.41
Elecon tngineering 13071 19.03 21.21 18.51 1,48 16,41 17.31 19,085
12 Larsen fToubro 16.92 16.54 15.01 15.87 15,84 14,29 12,02 10,9y
15 Usha Telehoist 19.7% 20,87 NA 22,13 18.9% 14,749 Q.72 11,96
14 Kirlostar Brothers 15.14 14,44 16,314 16..34 15,62 13,54 15.87 19.15

o
(RN i ¢ R ol & N RPN R

15 Funal Engineering 10.78 21.15 17.79 20,06 O.hl .91 4,07
16 Acme Manufacturing 7.41 8.39 9.6 11.51 14,01 14,359 17.%1
17 birloskar Cummio. 20,92 24 .51 21052 25,05 P ) ta.57 o 0k
18 Usha Atlas Hydraulic Eguilpm 18 .4 26.17 22 .0k 13,446 11,08 13,16 15,18
19 Bimetal Bearings 12.74 17.03 19.77 26.09 fu.eo 140050 Tu.dl
20 Finetic Engineering 14.52 17.59 B2.44 29.73 B U -] LA L0 S21L07
21 Ingersull mand 21076 24,09 Ju.dgd o 2e.88 2401y 24,144 24

22 Mahindra Mahindra d0.0d 20.49 20,95 17.861 14 0y 12,862 12,357
ZE Macnaily Bharai Bogineering 14.%4 17.06 12.07 17.91 4.05 5010 Gy
4 Lakshml Automotic Loom War 1.5% 7.40 11.11 7.55 13,64 12037 14,734 12,93
o

Y0 vabriel (lndia) 19.6% 14.04 1e.01 18.00 t4.914 19,27 18.97 2i 06
26 Tube Investments 12,43 14.569 15,167 14.87 LUt 14.464 14.27
V7 Mahindra Ugine Steel 3,08 14..95 1t9.27 bH.bL 4.61 o, 74

2 FPoysha lndustriael Lo 14,99 16.22 15.2% 17.02 15,58 11.3%
<Y Bewst Crompton Enginewring 16.74 17 .47 1&4.60 23.45 11;70 | SRy -1V]
30 Assoclated Precision Spindl 12,758 QLG5 22,462 10,20 .05 S.94 =1.1%

AVErage 14..:1 16.47 NC 16,23 15.40 15.54 12.92 290
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ELECTRICAL ENOGINEERING

Ha)a) EBElectricals

Bharat bi)lee

Crumpton Lreaves

Simens

Hiduvtan brown boveri
General kElectric Co

Jyuti kBlectric Motors
American Ketrigerator
National Kadiu EBElectronics
Fermenent Magnets

11 Geneled

12 Blue Star

13 Electrical Manutactur ing Lo
14 kelvinator

15 kKhandelwal Hermann Electric
16 English Electrac Co

17 High Energy Hatteries

18 Electralindia)

19 Ilncab Industries

20 Hindustan Electrographl tes

-
CLOND &S iR

27067
10,03
2uU.84
15.03
15,42
10.39
15.77
-24.31
.80
13.93
17 .46
15.83
19.21
20.54
12.36
19.91
11,03
15.29
10,49
-11.34

I Sl (L SN
-5 b

—— e )
vo~nE

1)
7.57
24.27
2.45
13,012
NA

T 2
21.45%
19.97
28.97
g.49

47 .85
16,09
21.88
17.74
17.81
10,10
15.60Q
0.96
t.94
25.30
L7.01
19.25
29.05
31.25
g.65%
23.0%
2.86
19.84
13,90

AVErage

Source 1 officiral Stock Exchange Directory, bombay
A : Not Avallable

NC H
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G40, 22
17.51
19.%99
19.3%6
15.97
14.246
18.37
13,00
30018
15.77
26.673
24 .86
23.44
30.60
~1.93
27.79
13.31
21.14
15.40
12.82

Not Computed (belause tiyures are not avellable for ail

IG.87
H.57
13.04
17.26
g.89
14.11
?.70
12.99
21.39
1H.94
22061
19.36
<21.13
25.949
-3.02
35.54
13.66
1u.34
| SRR
lo. g

1% .09
2304y
12.72
lo.g?
22012
21.92
1. &é
12.41
2674
12.99
16.76
12,04

the tirms).

'

19.03
Zo.ig
14. %8
19,62

14.8%

Jl./a
15.11
11 .44
12.0d
LS04
13,80
Y22
Zoywd
12,70
S.ol
lg.99
td. 200
16.25
15.30

.29
17.04
lu.97/
12.89
1i.649
g.01



Table 10 : Net Sales to Total Assets

GNERAL ENGINEERING

1 S L M Mneklal Industries 0.93 1.01 0.91 0.90 .88 0.94 0.62 0.62
2 Triveni Engineering Works 0.91 0.99 NA 0.96 0.87 1.06 1.56 1.00
3 Premier Automobiles 1.03 1.35 2.05 1.98 1.57 1.51 0.70 0.78
4 Widia(India) 1.24 1.02 1.25 1.06 0.77 0.81 0.91 0.83
5 Walchand Nagar Industries 0.92 1.00 1.00 0.92 (.66 0.91 0.88 0.66
6 TexMaco 0.97 1.19 1.28 1.14 0.85 0.63 0.38 0.42
7 Voltas 1.99 1.98 2.12 1.84 1.72 1.67 1.30 1.39
8 Atlas Copco(India) 1.72 1.62 1.67 1.47 1.33 1.33 1.49 1.23
9 Lakshmi Machine Works 1.18 1.12 1.11 0.99 1.2 1.569 1.49 1.40
10 Sandvik Asia 0.84 1.00 1.40 1.36 1.32 0.63 1.31 1.34
11 Elecon Manufacturing 0.75 0.64 0.66 0.78 1.03 (.83 0.85 0.88
12 Larsen Toubro 1.19 1.16 1.20 0.85 0.94 0.78 0.66 0.64
13 Usha Telehoist 1.13 1.32 NA 1.04 .87 0.80 0.64 0.67
14 Kirloskar Brothers 1.22 1.44 1.38 1.23 1.2% 1.30 1.20 1.565
15 Kunal Engineering ' 0.62 0.80 0.98 0.61 0.38 .41 0.36 0.38
16 Acme Engineering 0.49 .68 0.77 0.92 1.24 1.15 1.13 1.10
17 Kirloskar Cummins 1.29 1.67 1.71 1.32 1.38 1.2 1.39 1.26
18 Usha Atlas Hydraulic Equipments 0.51 0.72 0.88 0.71 0.73 0.77 0.71 0.84
19 Bimetal Bearings 0.75 0.77 0.84 0.96 0.77 0.53 0.75 0.60
20 Kinetic Engineering 1.97 1.59 1.39 0.91 1.79 2.71 1.89 2.03
21 Ingersoll Rand 1.25 1.28 1.40 1.25 1.32 1.37 1.29 1.27
22 Mahindra Mahindra 1.64 1.89 1.99 1.79 1.75 1.49 1.19 1.2
23 Macnally Bharat Eng. 1.02 0.46 0.54 .42 0.42 .52 0.22 0.87
24 Lakshmi Automotic Loom Works 0.49 0.64 0.77 0.61 0.48 0.44 0.68 0.76
25 Gabriel (India) 0.46 0.46 0.60 0.65 0.74 (.88 1.14 1.12
26 Tube Investments 1.62 1.68 1.64 1.2 1.07 1.20 1.2 1.19
27 Mahindra Ugine Steel 0.35 0.62 0.79 0.62 0.76 0.77 0.77 1.20
28 Poysha Industrial Co. 1.30 1.39 1.51 1.50 1.72 1.44 1.39 1.11
29 Best Crompton Eng. 1.67 1.90 1.76 1.65 1.60 1.67 1.32 1.16
30 Associated Precision Spindles 0.49 0.71 0.63 0.3% 0.36 0.40 0.42 0.35%5
Average 1.06 1.14 NC 1.07 1.06 1.06 0.99 1.00
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Electrinal Engineering

Bajaj Electricals

1 1. 1. 2. 1.91 1.89 1.80 1.58 1.61
2 Bharat Bijlee 1.40 1.40 1.50 1.32 1.18 1.63 1.52 1.60
3 Crompton Greaves 1.71 1.81 1.57 1.51 1.42 1.33 1.08 1.19
4 Simens 1.60 1.58 1.13 1.18 1.2 1.20 1.07 1.10
5 Hidustan Brown Boveri 1.14 1.08 1.03 1.02 0.85 0.89 1.18 1.13
6 General Electric Co 1.08 1.04 1.15 1.18 1.13 1.07 1.04 1.13
7 Jyoti Electric Motors 2.27 2.35 2.16 1.62 0.90 0.83 0.81 0.8%
8 American Refrigerator 0.86 0.94 0.64 0.96 0.82 0.92 1.42 1.06
9 Rational Radio Electronics 1.23 1.2 1.41 1.56 1.37 1.27 1.57 1.22
10 Permanent Magnets 1.40 NA 1.23 1.00 0.90 0.72 0.63 .44
11 Genelec 1.96 1.73 2.20 1.93 1.83 1.52 1.37 1.41
12 Blue Star 1.55 2.21 2.54 2.70 2.2 2.09 1.62 1.77
13 Electrical Manufacturing Co 1.61 1.66 1.75 1.77 1.43 1.49 1.23 0.87
14 Kelvinator 2.75 2.77 2.53 2.82 1.80 1.70 1.48 1.68
15 Khandelwal Hermann Electricals 0.34 0.35 0.29 0.31 0.33 0.32 0.37 .35
16 English Electric Co 1.45% 1. 565 1.44 1.66 1.75 1.72 1.46 1.49
17 High Energy Batteries 0.89 1.2 1.04 1.16 0.86 1.29 1.10 1.2
18 Electra(India) 1.49 1.41 1.40 1.68 1.00 1.31 1.567 1.42
19 Incab Industries 1.45 1.53 1.47 1.77 1.75 1.62 1.49 1.92
20 Hindustan Electrographites 0.62 1.20 1.17 0.95 1.09 1.31 0.72 1.11

Average 1.43 NC 1.49 1.50 1.29 1.30 1.22 1.23

Source : Official Stock Exchange Directory, Bombay

NA : Not available

NC : Not computed ( because figures are not available for all the firms)

3o



Table 11

Perfornance of selected Public Sector Saterprises masufacturing capitsl goods . )
- (B Lakhs

Gross Sales ISTIY 47019 50007 66154 T4048 81221 94633 117916 132472 153892 1TT044 199394 231830 210882
Gross Profit to Capital Baployed 1770 2290 1350 16.30 12.70 1170 15.00 17.30 20000 20000 20.50 22.80 2180 2510
Capital employed 49536 40413 41668 4B5IT 83228 68979 TA484  ATEI0 86961 89962  90de4  917T2  BATMY 100252

Gross Sales to Capital Raployed 0.4 1.16 1.20 1.3 1.17 1.18 1.2 1.3§ 1.52 1.1 1.95 .11 2.58 N

2 Bharat Pusps and Compressors

Gross Sales 512 566 1049 U1 1681 1487 1467 /2 603 2982 4S84 659 1% an
Gross Profit to Capital Imployed  2.30 0.1 e 620 TN 0.80 400 1000 13.00 5.20 15.00 AJ 1 BT I |
Capital employed 114 1679 2080 236 30 4 179 353§ 3150 057 W Qi ul

Gross Sales to Capital Imployed 0.4 0.34 0.50 9.52 0.8 0.4 0.48 (R 1.01 .64 1.12 1.08 1.05 A

3 Bridge and Roof {lndia}

Gross Sales 1260 1669 1884 34 N 2962 2538 478 5633 5192 4308 5349 5581 5458
Gross Profit to Capital Deployed Loss  26.50 20.80 19.70 .10 Loss loss 23.90 2080 3380 2830 1360 1M QX
Capital esployed 18 38 432 L1 3] $38 #1 529 1032 118 1159 1538 1664 1816 dd

Cross Sales to Capital Lmployed n 5.4 .38 .8 (X1} .16 .19 X1 118 48 iRt 3. .0 258

4 Beavy Ragineering Corporation

Cross Sales 658) 1566 912 N2 8N 6470 10690 11167 10525 15641 18020 24460 21200 32%:
Sross Profit to Capital Employed  Loss Loss Loss boss Loss Loss Loss Loss Loss Loss Loss Loss 8646 11 ¢
Capital esployed 0007 221 19341 1MEEY 16138 12341 10513 163N (113 I RIY 1 1663 436 5084 26):!

Sross Sales to Capital Imployed 8 oMl 0.39 (3] 0.52 1.0 068 015 116 246 5.06 462 1.22

§ Jessop and fo.

Gross Sales e 4B0S 2% 3606 pAM] nw 0248 5105 5728 6015 6085 6392 M 9261
Gross Profit to Capital Imployed 8.70 11.00 Loss Loss Loss Loss Loss Loss 0.40 1IN 3.00 5.30 5.10 1.90
Capital employed 4925 Y41 4909 4158 4105 an 5235 5m 5551 5645 5765 633 &4dd 7009

€ross Sales to Capital Iaployed tn 1.0 0.8 o N 0.1% 0.8 0.95 1.4 1.4 1.0 1.01 1.25 1%

6 Blaing and Allied Hachinery Corpo.

Gross Sales 28 821 1802 2620 2931 2988 3780 5046 5067 §103 5608 1861 14 1969
Gross Profit to Capital Imployed T.70 6.30 Loss Loss Loss Loss Loss Loss Loss Loss loss 18,90 -237 40
Capital esployed 93 4359 un 3% 2588 1988 2043 212 4167 bETY Fyit a0 5283 3]

Gross Sales to Capital Imployed ° 0.65 on 0.9 1.43 1.83 1.84 1.20 1.22 1.28 1.8 182 L8 1.3

1 Triveai Structarals

Sross Sales 805 928 878 1098 1157 1039 1328 12 1693 2931 3363 3905 3169 3912
Sross Profit to Capital Imployed 11.10 11.6¢ 10.20 81 (R 1] Loss Loss Le Loss 9.50 17560 9310 -1 20
Capital employed 88 1102 1219 1455 1481 1348 1230 11 338 601 1 1387 1215 1907

6ross Sales to Capital Esployed 0.82 0.84 0.1 0.1% 0.80 on 1.08 Lie 5.04 166 188 288 28! 28
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1975-76 1976-71 1977-78 1978-79 1979-80 1980-81 1981-87 1982-83 1983-84 1984-8% 1985-86 1986-81 1987-8¢ 1988-0§

Erose Saler 31 20 b{114 3509 4167 4413 [RR]] a2 6652 0188 1223 1216 1M ey
Gross Profit to Capital Smployed 1590 1720 28.40 298¢ 2800  20.20 25,20 1850 2440 2140 2080 2540 2930  26.00
Capital employed A1) 841 408 [1H 447 1561 1486 1927 2128 U 1254 328 oan 5458

Gross Sales to Capital Employed 3.26 AR 6.50 5.12 (B 28 318 2.45 AR w 3.1 3.8 .8 [N

§ Bharat Rlectronics

Gross Sales 5567 6531 1480 163¢ 828: 6891 12844 14228 15493 1865 21978 28567 3MN9L 969!
Gross Profit to Capital Raployed 12.90  16.8¢ 20,40 2170 15,70 16.7¢  27.7¢ 2850 2010 2800 2130 2050 1516 145
Capital employed 2988 3200 344 5873 1241 184 TE N2 13T MEM 17581 23108 186l eest

Grose Sales to Capital Imployed 1.8¢ 2.04 2.06 .28 1.18 0.8¢ 1.40 1.2 1.4 1.2 1.2% 1.2 1.18 1.2

1¢ Blestronic Corperatice

Gross Sale: 44 ny 281% Mot 3889 Y 580¢ 667} 123 8186 12484 1683 1ME 21402
Gross Profit to Capital Iaployed 13.30  15.5¢ 480 bR LG 8.80 Loss  14.80 1330 .80 1300 2030 1980 1350 8.50
Carital esployed 028 b} 35t an nun 2831 un 4368 460! 8202 8387 T8 1078 1374

6ross Sales to Capital Employed 0.8 8.9 08 1.25 1.2 Ly 1.12 1.9 1.8 1.9 1.85 M n 1.5

11 Biadustap Cakles

Crose Sales pEYV 413 440t 4882 568¢ 11132 BE16 10321 1248F  WTIY 19224 27057 MEETS  BOISC
Sross Profat to Capital Eaployed 1370 106¢ 2080 12.90 140 20.8C 1770 1580 1740 22.2¢  18.8¢  17.8C . 1506 1612
Capital employed 295% 184¢ 213 4687 §394 LTI (143} LT 9746 12444 15628 2296¢ 28819 2978

Gross Sales to Capital Laployed 1.19 2.2 2.06 1.6 1.08 1.28 1.42 1.2} 1.28 WY 1.2 118 1.3 1.69

12 Bindustar Backize Tools

Gross Sales 8218 9084 11833 16845 18275 f8B34 26046 26836 32941  MSTIE VROl 43961 47043 STT05
Gross Profit to Capital Imployed 1540  14.8C 1100 18.6¢ 2140 1170 2330 22,60 1600 1346 1010 §.80 880 1040
Capital emplcyed 8980 S88E 11585 11246 15220 1AM 21030 23481 26854 34023 36T8F 40171 4136 42110

Sross Sales to Capital Baployed 0.9 6.5 1.0 1.5¢ 1.2 L1 1.4 114 1.23 1.0 1.8 1.08 1.4 1.3

13 Bharat Karth Bover:

Gross Sales 6498 8018 854y 8856 12007 8191 22175 33510 38263 42639 48299 Se615 50322 62168
Gross Profit to Capital Laployed 1500  16.5¢ 1800 1490  25.80 15,10  30.20 2880 2270 2060 1820 1750 1670 1T
Capital employed 1801 1548 6876 129! 9511 10365 12826 20319 29121 3616 39015 45601 54846 STEE

Gross Sales to Capital Employed 0.83 1.0¢ 1. 1.3 1.2 0.85 1n 1.6% 1.3 mn 1.4 1.1 0.92 1.0

14 Praga Tools

Gross Sales 52% 592 43¢ 587 3 824 157 116§ 1482 1695 2408 nn LA 453
Gross Profit to Capital Employed 9.70  §.6C 2.3 i 970 1290 1270 1216 16.80 1300 1400 1580 1340 10
Carital employed 68¢ Y L1g 9¢: 108! 1082 103% 1260 144t 180¢ 23 2802 3099 e

Grese Sales tc Capita. Employed 0.7¢ 0.8: X .6 0.6¢ 0.8% on 0.88 1.0 0.94 1.08 1.25 1.4 1.1¢

{eortinned;



1975-76 1976-17 1977-78 1978-79 1979-80 1980-81 1881-82 1982-8 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89

Gross Sales 1562 8828 9248 9293 10937 8631 15726 18205 21211 23683 29953 44070 61225 62520
Bross Profit to Capital Employed 16.40 1940  16.00 11.00 17.00 810 18.30 17.50 1500  16.80 12.80 1230 1520 15.30
Capital employed 6675 1641 8567 10114 11968 13748 16172 21334 26170 30386 39792 8ESTY 0646 821TO

Gross Sales to Capital Employed 1.13 1.18 1.08 0.92 0.91 0.63 0.7 0.8 0.81 0.78 0.7% 0.51 0.87 0.76

16 Instrusentaion Ltd.

Gross Sales 1060 1521 1817 2820 3609 4094 5234 6407 6721 6790 6493 1230 8621 1014
Gross Profit to Capital Employed  7.50  12.80 19.10 22.40 22.10 2010 1830 17.00 19.90 17.90 1560 14.80 12.T0 10170
Capital employed 1545 1545 1835 1905 2290 2176 392 4701 4539 5018 5317 5751 1407 1976

Gross Sales to Capital Employed 0.69 098 0.8 1.48 1.58 1.4 1.3 1.3 1.48 1.3 1.22 1.26 1.18 1.21

{7 Bharat Heavy Plate Vessels

Gross Sales 1636 2527 L] 1689 2840 N 2901 4256 4807 8008 9441 9558 14853 140M
Gross Profit to Capital Employed  4.50 1.20 9.10 loss 1150 1540 15.70 18,70 26.40 3460  25.20 400 1170 10.03
Capital employed 3060 1388 2868 2568 3007 2653 2490 2128 2467 U (RIS 4451 5252 8046

Gross Sales to Capital Employed 0.53 0.74 0.76 0.66 0.94 1.18 1.1 2.00 1.9 u L 2.1 .83 L

Source: Goversment of India, Ministry of Industry,
Boreau of Public Enterprises, Public Enterprises Survey
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TABLE 12

RATE OF RETURN ON INVESTED CAPITAL

YEAR MACHINERY MACHINERY
{Non-Elect.) (Elect.)
1978-79  19.77  19.46
1979-80 18.78 19.90
1980-81 21.68 22.01
1981-82 21.92 23.21
1982-83 21.29 25.99
1983-84 19.53 27.09
1984-85 23.71 32.34
1985-86 22 .47 20.97

Source: Computed from ASI data
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TABLK 13

Bate of Customs Duty (range indicated) on Imports of
Raw Materials, Intermediate Products and Investment Goods
in Some of the Developing Countries during 1985*

Si.
No Rates of customs duty
ecj an m]ntrjﬁe
1 India 40-150
2 Korea, Republic of 5-30
3. Thailand 0-50
4. Philippines 10-40
5 Singapore Hx*
6 Malaysia 0-55
7 Indonesia 5~40
8. Argentina 0-20
9. Brazil 0-85
10. Chile 20%%
11. Columbia 22~40
12. Mexico 0-50
13. Venezuela 1-80

Source: United Nations (UNCTAD), Hand Book of Trade Control measures of
Developing Countries 1987.

* excludes customs duty on Motor Vehicles and their parts
*o¥ uniform rate of duty
ANk generally very low duty on imports, approximately 5 per cent
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10.

11.

Imports of OGL group III is dominated by one RITC category at 7-digit
level, namely, 728.4809. This category includes 136 OGL items. Imports
under this category in 1986-87 was Rs.1362 crores. Taking 10 per cent
of this figure as import under OGL, the average value of imports of OGL
items belonging to 728.4809 turns out to be about Rs. one crore.

In Table 1 and in the analysis presented later in the paper, a narrow
definition of capital goods is used to cover only machinery and
equipment (RITC 7). A broader definition is used for computing the
relative share of capital goods under OGL, because a large number of
items in the OGL list for capital goods belong to RITC codes 87 and 88.

It should be realised further that the entire increase in imports of
these 201 items between 19844-85 and 1986-87 camot be attributed sclely
to their being placed under OGL.

Deficiencies of unit value indices are well known. However, no better
price index is readily available to deflate the imports value series.

The investment series has been taken from (o) ceomte Statistics,

Singh and Ghosh (1988) have presented two sets of import-availability
ratios - for one set they use ASI data and for the other they use IGTD
data. However, they base their conclusions about trends in import
penetration on the second set of raticos, i.e. the ones computed from
DGTD data. The import-availability ratios computed by them from ASI
data do not show any significant rising trend, as in the ratios computed
by us in the present study.

Tariff rates shown in the table include basic, auxiliary and additional
duties. Imports of project goods and duties on thenm are included.

From the available estimates of capital goods imports and customs
revenue collection for 1989-90, the average realised tariff rate tums
out to be above 65 per cent.

It should be noted that the domestic wholesale price index for machinery
includes excise duty, the unit value of imported machinery does not
include customs duty, and the average realised tariff rate includes
basic, auxiliary and additional (equal to excise) customs duties.

The value of RZ is higher. All the coefficients are statistically
significant. Alsc, there is an improvement in IM-statistic.

For‘ details of CUSUM test, s«e Brown, Durbin and Evans (19875).
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