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CORPORATE INTESTMENT IN 1O76,
ABSTRACT

Investment in the corporate sector showed a substantial
decline during 1975, However, the prospects for 1976 appear
to be better even though corporate investment in 1976 may not

exceed thc level attained in 1974,

The study entailed an enalysis of all the projects
senctioned by the all India Term Lending institutions. Capitel
expenditurcs incurred on ell projects sanctioned by these ingti-
tutions during 1974 amounted to Rs. 681 crores. But during
1975 thesc expenditurcs came down to Rs. 487 crores, thus
indicating a steep fall in corporcte investment in 1975, As of
now the capital ecxponditure during 1976 would be of the order of
Rse 444 crores. If we add to this the exponditurcs that arc
likely to be incurrcd on projects to be approved during 1976
itself, onc can hopc for the cornoratc investment in 1976 to

roeech et best the leovel rsitaincd in 1974.



CORPORATE INVESTMENT IN 1978 : & FORECAST

GC. RANGARAT AN

In the mixed cconomic systam that we are operating, the level
of corporate investment plays a vital role, Since the bulk of the
investment -in the organised industry in the privatc sector comes
through the corporate secctor, thc quantum and composition of corpo-
rate investment nced to be carcfully watched by pho planners, In
this papar an attcompt is made to forecast the likely lovel of capitel

expenditure by thc corporato scctor in 1976,
-ib;eca§ting Tgchniqug

The technique followed in  this papcr to forccast the corpo-
rote investment relics on the data available with the tarm lend-
'ing institutions, Likc investment intentions, the data on time
phasing of capital cxpenditur.s of orojccts approved by thesc
institutions constitute o proper typc of !'anticipatory deta! for
forccasting, Tho dectails of the methedology followcd has beecn
oxpleined by the prosent author in his onrlicr writings.l Most
precjoets in the corporatce scctor approach onc or the othar of the
term lending institutions for obteinirg finence., The companics
nrovide te the londing institutions detailod dete on the total cost

of the projcet as well os the cxpenditurcs to bo inecurred in cach of
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the youes during the acriod of constructions By aggregating the
information om the phasing of capital expenditure of the projects
sanctioned in all the previous years, it should be possible to
forecast capital ecxpenditures for any year. Obviously the estimatos
arrived at refer strictly to the projects which have teken assistance
from the term lending institutions. Neverthcless since most of the
projects come Yo the finencial institutions for assistance this
cstimate cen be rogarded as a true reflection of the bchaviour of
the entirc corporatc sector.

The Mmitcbtions of this approach have alse boen pointed out
by thc author in his crrlier writings. Thc validity of the
estimates depends upon how closcly compenics adhcore to the
exhenditurc vattern outlincd in the sreject proposal. In the casc
of projcects sanctiocncd morc than a year ago, an =zttampt is madce
to» obtein thc rovised phosing of mpital ox.cnditurcs., The cost
over-run of thc precjccts by itself is not & linitation.s So long
es conpanics conc to thce lending institutions for financing the cost
over=run thoy would\hnve been included in cur estinatcs. We are
naking an attempt to look rorce closcly into the diffarcnces between
the ectual phasing of capital cxpenditurcs and the plenncd phasing
of capitcl coxpenditures, When theot study is completced it would
parhaps be possiblc how the cstinates arrived at could be nodificd

to tcke into sccount this divergenccs
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Anothor difficulty in using this pérticuler rncthod of forecasting
is thnt part of the capital oxpenditurcs to be incurred in any particular
ycar contes out of the projeocts sanctioned in that very year itself. The
propertion of such cxpcnditures tc the total cxpenditurcs h-ve varicd
fron yoear to ycar. For eoxniple, in 1972 out of a total ¢ xpenditure of
Rs, 463 crores, Rs. 153 crores cae out of the prcjects senetioned in
that yeor, In 1973, out of a total of Rs. 531 crorcs, Rs. 156 crorcs
caric out of the projoets sanctioned in that yoez;. The corrosponding
figurcs for 1974 arc Rs. 681 crorcs and Rs. 198 Sroros. Thus 2o pcrt
of the total capital oxpenditurcs to be incurrcd in o year will lergely
dopend upon factcrs that opcrate within that yoor' whicﬁ ‘cannot be foro-
cast by our mothods. While the pending applicaticns with the term lond-
ing institutions cen give sor.;é indication they nsy not »rovide completely
a satisfactory indicator. However, our necthod definitely ind.icatos the
rinimn investnent that will be forthcoming,

In our study we have concentrated on the three term lending
institutions, the Industrizal Developrent Bank of India, the Industrial
Credit and Investment Corporation of India and the‘ Iirdqustrinal Finance
Corvoration of India, though "thefe is 2o need to cnlarge the x;unber' of
the institutions covercd. With the kind permission of thesc thrce
institutions, we have ever years been.-able to colleet the date on all
the nrojcets sonctioncd ty thena We have added to the date previously
collocted, tho deta on projects sanctionod in 1975°end made a forecost

for 1978, Table 1 provides the basic drta nceded for forecasting.
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Road horizontally, ocach row indicates thc oxponditurcs to be made in
each yeoxr out of the projcets aporoved in o particular ycer. Reoad
vertically, cach colwn indicates the total oxperditures to be incurred

in oceh year.

0y
b

\

For the past scverel yonrs using the technigue outlined carlier,
the author has tricd to mecke o forccast of corporste investnent.
Part of the difficulty in being able te judge the offectivoness of
our ncothod lics in the faet that there is no official scrics on
corporzato invostﬁcnt. The Rescrve Bank of India provides data cn
cepital fornation with respeet to the sanple conpanies studicd by

then, Sincc 1962-63 they hve not given the blown up figurcs for

- the cntire corporate sceteor., The CSO and Economic Tinmcs do publish

their own serics on cepital fornction, But a comparisoﬁ of tho two
sarics indicatcs thot thore sare many yoors in which thore is strik-
ing diffcrcnce betwcen the two estimates. Parhaps thoe cstinates
providéd by us conc sonowhat closer to the Bconomic Tincs scrics.
For cxanple, thc substantial incrcasc in gross fixed asscts forne
ation noted by thc Etonomic Tines for 1974 wes well capturcd by our

frceeosts
Pictur r 197

From Table 1, it can be seen that the capital expenditure in
1675 would be Rse487 crores, compared to the total expenditure of

Rs. 681 crores in 1974, Thus gross capital formaticn in fixed assets
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showed a substantial decline in 1975, They are elso below the level
reachod in 1973, In January 1975, we made the forecast that capital
expenditures in 1975 would at best comc to the lovel of 1974, In fact
it was pointed out that for this to happen therc should be subtantial
investment activity in 1975. In retrospect we cen note that during 1975,
capital expggditures coming out of nrcject sanctioned in that ycar
amounted only to Rse 114 crofos. In contpast, thc corresponding figurec
for 1974 was Rz, 198 crorcs, This is in spitc of the fact that the total
cost of the projoeets approved in 1975 at Rs. 783 crorcs was higher than
the total cost of the projects avnroved in 1974 ot Rs.l625 eTOrGS.
The comparatively smallor amount of capitcl axponditurcs in 1975 corming
out of the éfojects sancticned ih that yeor rust be attributed partly
o the difficultios in roising the necessery funds,

A1l the capitel oxpénditureé indicated arec in currecnt »rices.
The cost cstinctes of prejects sanctioned in any yeor would be at the
pricc 1orel of thet year. Thus when wﬁ are aggrcgafing expenditures
of projcets sancticoned in the veriaus years, thore is nced to reduco
it tc a comon pricc l.vel, Wo have deflated 211 the cloments in the

2 Thus it is scen thet at

éolumns of 1974 and 1975 by = pric. indox.
1960-61 pricos tobel capitel cxpendituros for 1974 weuld be Rs. 331

crores ~nd thosc for 1875 would be Rse 204 crorcse.

Pattorn of Capitel Expenditureg in 1975

Table 2 prevides tn industry-wisc bréak-up of thc capital

cxpenditurcs to be incurred in 1575, 'Mincrals and Metals'! acccunt
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for 24% of the totsl copital oxponditurcs. Tho sharc of this group has
remained the sanc as in  the previcus y&gﬁ.}_.@:ﬂ,cals._gnd pharnacouticals,
et 22% showed a'considerable cecline from the. p:gc.:vi,‘ms year'!s gharc of
30%e The sharc of Transport i.cluding investnant: ip saootars and cycloé
showcd a substantial incrceasc in 1975« The share of the egoginecring

industrics continuecs to be. s1rll.

Ngﬂ Condtnents in 1975

We have donc o detailed .analys_ig of tho proj ccbs sanctionod in _
1975, Toble 3, provides an industry-wise Wreaksup. of the new comnitments
nadc in 1975, 4s nentioned carliar, the total cosk of the prejocts
 sanctioned in 1975 conc to Rs. 783 crores., Autonobiles including
scooters and cyclcs nccounted for approxinately 20 por .cent of the total
coste In 1974, thc lion's share went to investaent.in Rubber and Rubber
productss Investacnt in ecient showed o substantial inereese in 1975.
As egaingt onc por cent of the tctal comitnents in 1974, cenent accountod
for. 12 .pcr cont, of total comnituents in 1975, As in the préviocus.yeer,
therc wes little invostnont, going into fortilizers,

The total number of projccts sanctioned in '3,9"7\5L ;cane to 154,
The distribution of this total anong the various industry groups is
elso given in teble Be It nay be worthwhile to note that 63 projects,
that is 40 por cent .of this tgi;al, will teke nore than two ycars to
conplctce In 1974 , only 27%-of the.projects senctioned had a conplction
tine of norc thar 5is yoerss TRIE Ay bo Ty oxploined by tho shift
in tho; gonpogltion of. nefw,cox:pity.mcnts. . Thero arg 32 projects in the group
'Metal and Motel products. 'uOfl‘thse 14 wd11 teke more then two yacr's to

conploto,
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Bscd upon thokarojocts.sancticncd upto the ond of 1975, the
total copitel oxponcditurce to be incurred in 1976 coixcs to Rse 443
crorese To thesc rust be ad;;i the oépcnditurcs té be no'le out of
projects sancticned during 1976, Sinco the total cxporditures in-
currod in 1975 canc to Rs. 487 crorcs, onc cen safcly assort thet
corporate investucent in 1976 will bc higher then what it was in |
1975,  But this is not seying © much since 1975, as already notod,

exparicneed o substantial declinc conpered to 1974,

S For investient in 1976 to recch the lc€01'at£aincd in 1974;
capitélioxpcnditures to cqmg,qut>cf the now‘gcmgitmcnts nede in

1976 nust be Rs. 200,croroé. Sﬁch o lerge cxpenditurce did oceur in
1974, whoro'és in 1975 it:-wes. only half of thn~t figurc. .The nunber
of applications nending with fh; institutions now ig substantially
the same as it was lest ybor.: Thkingball tﬁoso fretors into account,
onc right soy that ccrpératc investiient in 1976 will be higher then

that in 1975 but will not oxcced the level attrined inm1974.
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THELE 1 : PAASING OF CAPITAL EXPENDITURE OF PROJECTE SANCTIGNED BY ICICI, IFC AND IDBI, 1966 TO 1975

{Rs. in lakhs)

- - ——— T gy s o et - —— - iyttt -

Year of 1966 1¢67 1968 1965 1970, 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
Sancticn ‘ . _
1960 72 30 a4

1961 212 76 41 21

1962 265 238 134 52 26

1963 1738 155 112 BO 63 5% 40 30

1964 3498 1447 354 295 153 78 47 28 12 2

1965 16147 7227 1897 754 449 203 184 135 21

1966 5994 7393 §202 4930 2397 1127 623 397 359 151

1967 201 4651 12760 9407 4377 2041 424 308 190 138 23 3 12

1968 232 4276 9170° 6655. 4219 2758 1711 178 110 53 5

1953 74 8914 14168 7859 6213 2172 445 164 54 12

1970 279 74 4545 7817 6704 2193 647 403 176 332 315

19714 ' 63 766 7600 10990 9052 4487 854 396 250 250 238

1972 762 15288 17534 11778 4036 977 357 283 229

1973 2652 15622 26183 11053 5167 4045 1003 836

1974 95 361 38885 19832 20413 14411 29193 1245

1975 17 4016 11423 23122 21535 11854 5200 879
TUT AL 22131 21468 25573 33760 33599 31855 46294 53095 68148 48747 44379 28743 14972 6503 87¢




TABLE 2- ¢ INDUSTAYWISE EXPECTED CAPITAL EXPENDITURE FOR
1972, 1974, 1975 & 1976 FUR PRUIECTS SANCTIONED
BY ICICI, IFC AND -IpBI

(Rs. in lacs)

Industry 1972 1974 1975 1976}
j;

1. Chemical and Pharmaceuticals 12786 21683 10790 4056
‘ (28) (32) (22, (9):
2. Electrical 2301 2822 " 2825 3521
) (4, 6) (6)

3. Engineering 5658 3647 3524 3022
(12, ) (7) (7).

4, 3Jute 450 179 116 31

fa\
\11

5. Minerals & Metals 7076 1729 116 96 10233
(16) (25, (24) (23)

6. Paper » 3333 3766 1713 1165
(7) (6) (3) (3).

7. Textiles 4297 1921 2222 1422
(9) (3) (s) (3)
8. Transport ’ 2751 6651 10116 16086 |
) (10) (21) (36)

9. Cemant ' 1043 1644 1225 1156
(2) (2) (2) (3)

10. Miscellaneous 6544 8538 4790 3685

(14 (13) (10) @)

TOTAL 46279 68148 43017 44379
{(100) (100) (100) (100)

(Figures in bracksts refer to 7 to total)



TABLE 3 ¢ INUDJSTRYWISE TOTAL CAPITAL COST AND PHASING OF CAPITAL EXPENCITURES ON PROJECTS SANCTIONED BY ICICI, IpBI & IFCI DURING 1975

(Rs. in lakhs)

—— — —— o ——— - ——— — ——— - - - - — —— b an

Total
Capital . oy . No. of
- Cost _ Phasing of Capital Expenditure Projects - noaqunwoz expected in _
Y - e e
Rs. 1976 1975 1975 1977 1978 and The The  The Four or
onwards Same Next Year More
Year Year After Yeare
(1) (2) G) (4, (5) (6) (7) (6) (9) (16) (11, (12)
Automobiles and Cycles 14560 1218 2601 3509 2970 4262 11 2 2 4 3
(19)
Cement 9458 733 922 1119 1320 z.:64 3 - 1 1 1
(12,
Chemicals and Petrochemicals 9343 170 1121 2221 4295 1535 17 1 6 6 4
mmxomuw ﬁmﬂwwHMNmum Adwv
pesticides,
Electrical Equipment 2101 174 197 B4a 598 £4 10 2 5 3 -
() ;
Electricity, Gas a Steam 30086 560 873 1311 229 33 2 1 - 1 -
(4)
Fertilizers and Pget.cides 1940 - 1540 - - - 1 1 - - =
(2,
Food Products (other than 189 _ 75 114 _ _ — _ . - _
sugar,
Glass, Pottery etc. 2068 160 168 985 752 3 11 3 3 S -

(3)
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() L (2) (3) (4) (s) (6) (1) (8) (9)  (10) (1)  (12)
Mashinery Manufacture (other 4275 105 321 1831 1636 362 17 - 8 g 1
than electrical) i )
Metzls and Metal Frocducts i3052 111 1150 4609 8094 1088 32 12 6 11 3 .
(17) :
A
Printing and Publishu.ng - - - - - - - - - - - g
= .=
Fulp, Paper and Paper “roducts 3190 46 158 810 503 1662 8 - 5 1 S m
" (8) . y O
@ "I)
Rubbar Products :92d8 227 538 2488 2385 3610 6 2 1 1 E
(12) L EE
2 z
=
Ship~ing 1150 - - 1150 - - 1 - 1 - 3 £
(1) a
| o
Sugar B35 50 216 340 189 - 2 : - 1 1 -Z
() T
Textiles 2349 125 520 1187 358 59 10 1 5 3 -
- (3)
Wood, Cork and Mardboerd 194 56 63 75 - - 2 1 1 - -
Miscellaneous 1801 258 649 525 204, 164 18 11 5 - 2

TOTAL 78359 4033 11423 23122 21535 18246 154 37 54 43 19

—— - — o ———




