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=N ABSTRACT

An gttampt is made in this paper to forecast investmemt
in the private oorporate sector for the year 1974 by using the
data available with the three lemiing term lemding institutions,
The data most relovant in this context are the time phasing of
capital expenditures on projects sanctioned by these institutilons
inthe current end in the previous years, Given the lon; time
lag involved in obtaining and analyeing data on company finences
which 18 now the source for obtaining estimates on cepital forme=
tion in the corporate sector, our method besides helping to
forecast, £ills an important gsp by providing within e short
period of the end of o year an imdiestion of the direction and
qentun of investment in corporate private sector in that yeexr,
The major oonclusion drawn is that even allowing for price
changes, the total capital expenditures in 1974 by the corparste
sector would be higher than that in 1973, The new comitmemts made
in 1973 and in early 1974 indicate that investment in certain key
industrles may be lagging behind, 4s of now, the picture for 1975
is not encouragipe unless ther_e is a dramatic change in the invest~
nent climate during 1975 itself,
_ My thenks are due to Mr., Bipin Rajendraprasad who helped me
in not only collecting the data required but also in interpreting
and analysing then,



AESTRACT

An attempt 15 made in this paper to forecast investment in
the privete corporate sector for the yeer 1974 by using the data
available with the three lepding term lending institutions, The
data most relevant in this context are the time phasing of
capital expenditures on projects sanctiomed by these institutions
in the current and in the previous years. Given the long time
lag imwolved in obtaining and amalysing data on company finances
which 18 now the source for obtaining estimates on capital formee
tion in the corporate sector, our method besides helping to foree
cast, fills an important gap by providing within a short period
of the end of a year an indication of the direction and quantum

of imvestrent in corporate private sector in that year,

The mejor conclusion drawn is that even allowing for price
changes, the total capital expenditures in 1974 by the corporate
sector would be higher than that in 1973, The new commitments
made 4n 1973 and in early 1974 indicate that investment in certain
key industries my be lagging behind., As of now, the picture for
1975 1s not encouraging unless there is a dramstic change in the
Ivestrent climate during 1975 ttself,



CAPITAL EXZENDITURES IN CORZOKkTE SECT(R =
A PCRECAST FCR 1974

C. Rangarajan

All available indications are that the level of public invest-~
ment in real terms will be less this year as compared with last year.
_ There is, therefore, a considerable concern regarding what the level
of private investment is likely to be this year, An attempt is made in
this paper to make an estimate of the capital expenditures to be incurred
in 1274 by the non-financial private corporate sector,

Me thod of. Estimate

The present author had in some of his earlier writings outliped
2 method for mking a forecast of capital expenditures by the corparate
sector by using the data available with the long-term lending institutions.
In the present context most projects in the corporate sector approach one
or othar of the term lending institutions for obtaining finance. These
cocpanies provide the lending institutions with the most complate data
on projects for which assistance is sought., The cash=flow statements
azpended to a project show not only the total cost of the pro_ject but
also the expendituyres to be incurred in each of the years during the
period of construction, By aggregating over projects the information
available on the phasing of capital expenditures, one can indicate the
expenditures te be incurred during a year on projects for which assistance
has been provided, The projects covered would include not only those ‘
sanctioned in the immediate past year but also those sanctioned in all
the previous years and on which expenditures are likely to be mede during
the current year, Of course, the estimate arrived at refers strictly to
the projects which had taken assistance from the term lending institutionm.
However, so long as the bulk of the projects go to the financial
institutions for assistance this will be a true reflaction of the entire

corporete secl:or.2

C Rangara;an, "Forecasting Cspital Expenditure in !:he Corporate

Sector', Economic_and Political Weekly, December 13, 1970,

, "Investment in ®rivate Corporate Sector in 1972 -
A Fotecast", Economic and Political Week'y, February, 1972, C

ZA recent study on companies finance indicates that internal
sources alone were sufficient to finance additions to fixed assets
during 1972-73., This implies that corporate sectot s reliancé on long
term lending institutions is declining.

See, Financial Performance of Cor:QA anmies: ICICI Portfolio =

1972-73.



Lipitations

The limitations of this asproach for estimting capital ex=
penditures in the private corporate sector have been mentioned in the
articles referred to earlier., Some of these limitations are worth re=
calling, 'Casital expenditur.s' include expenditures on lend, buildings
and plant and sdchinery. The terms ‘capital exzenditures and 'IZmveste
rant' are not synonymous. 1f by investment is meent the creation of
shysical asset, therc can be a lag between the incurring of expsnditures
and the creation of asset. Howecver, these lags are not likely to be- -
lonz and thercefor. an estimate cof capital expenditures may be taken
to give an estimate -f investment.

" The validity of the estimates depends upon how closely companies
adhcre to the expenditure pattern outlined in the sroject propesals,’
Cost over-runs are a comron phenomena, As early as 16568, a survey done
by the Reserve .Eank of Ind:v.ag pointed out that cut of the 73 projects
surveyed by them, 62 projects imvolved cost over=run. According to
thet study the ovcrall magnitude of over-run in project cost was 26
per cent. Therefore to the extent there are distortions both as regards
the total cost of the project as well as the phasing of expenditures
sope mrdific tions will be called for in the estimates obtained from
us‘ng the phssing of capital expenditurce as outlined in the original
oroposal, W have tried in the case of projects sanctionéd in the pre-
vious years to modify the expenditura patterns, wherever such data
were available, However, since such data are not readily available
with the term lending institutions, we may mnot have completely
succeeded in getting at the true picture, . -

ZTart of the expenditures incurred in any year would come out
of the »rojects sanct:ioned in that year itself. By the very mature
of the method adopted by us, these data would not be available, It is
seen from Table 1 that the percentage of totel capital expenditures
to bo incurrad in & y2ar coming out of prcjects senctioned in that year
varies between 12 and 22 per cent, Thus there is a segment of the total
expenditure that has to be guessed and for which internal data available
with the term lending institutions will not be of help., It is this
segment which depends upon jinvestment climate prevalent in a year which
in turn becowes difficult to foreacast. To some extent we can forecast
the projects to be sanctioned by looking at the pending applic:ztiens
as at the beginning of a year. Cur method, however, gives'a clear
indication of the level below which exnenditures will not fall,

3"‘1‘1me-1ags in the Implementation of Tndustrial Projects and
in Eeturns on Investment", Reserve Zanl cf India Bulletin, karch 1968,
D. 323,




So long as the term lending institutions do mot operate under
a eupply constraint, these estimates ray provide 2 good indicator of
what the private corporate sector wants to do, But the moment the supply
of funds becomes a constraint the number of companies that seek the
entire finance frco elsewhere mey increase. In such circumstances these
estimates msy prove to be an underestimate of what the corporate sector
as a whole imvests,

Ccllect: on of Data

Cur previous study hed imcorporated the data on the phasing of
capital expenditures of projects szanctioned by the three term lending
institutions - The Industrial Credit and Imvestment Corporation of India,
The industrial Finance Corporation and The Industriasl Development Bank
of India = upto 1971, W. updated the information by collecting data on
orojacts sanctioned for 1972, 1973 and upto tiay 1974, Since a number of
companies approach iwore than one institution, carec has been taken to
see that no prcject is counted wore than once. Companies included
covered those in the private and in the jecint sector. The total number
of projects taen into account in 1972 and 1973 was 146 and 156
respectively. Wherever possible revisioms to the original project
sroposals were taken into account,

Bvaluation of the Forecast for 1972

Bofore attempting to present a picture of corporate investment in
1974 that emerges frow cur study we might say a word about the prediction
that had been made about 1872, Cur esrlier prediction made at the begin-
ning of 1972 was, that the year would be better tham 1971 and that the
total capital cxpenditures in 1972 would be of'the order of Rs.305 crores.’
The forecast that 1972 wculd be better than 1971 was borne-out by subse=
guen events, But, however, the estimste for 1972 under stated the order
of capital expenditures by almost Rs,150 crores. This is because that -
while we had put down the capital expendituros coring ~ut of the senctions
of 1972 would be around Rs,50 crores, it actually turned cut that during
1972 carital expenditures out of projec:s sanctioned in that yeer itself
came to anproximately Rs,l€Q crores,

Ve have checked our forecast of 1972 with the data gemerated
by our own scheme, But the ap-ropriate rethod would be to see how far
our forecast agre:s with an independent estimate of capital forration in
corporate sector, The Reserve Barnl of India no longer publishes data on
investment in the entire corporate sectcr. Even their sample study



~lm

published as recantly as Jamusry 1974 relates to the finances of wedium
and lerge public limited coupinies for the year 1971472, FKowever, from
the study of 350 large public limited compenies™ done by the Reserve
Bank, it i{s seen tha: their grose fixed assets in 1972<73 were Rs,363
crores as corpared with R-,2E. erores during 1971-72, Thic can be

taken to indicate thet fixed zross ass-t forratisn in corporate sector
in 1972-73, ‘was higher than that in 1971-72 which is also the conclusion
that emerged from our study., Given the long tine leg involved in
obtaining and applysing the d-ta on cowany finances, it can legimately
be claimed that our rethod fills an important gap in relation to data on
corforate imwestoent by providing within a short pariod of the end of a
year, an indicatfon of the dir=ction and quantum of investment in
corporate suctor in thot year. Since our estimates relate to the last
five or six years, we will have to wait for spme tipe to find out how
closely our estipates agree with those cbtained through compeny finances.

Zicture for 1974

Froiw: Table 1, it can be seenthat tha total capital expenditures
for 1973 ccme to Rs,529 crores. For 1974, based on the projects sanctioned
upto May of this yecar, the expected capital expenditures would be of the
order of Rs,554 crores. To this pust bs added expenditures that would -
be incurred out of .projects to be sarict ioned from May to December 1974.
While we do not have information on this, based upon past experience and
pending, applications one could expect at lea-t-ancther Rs,60 crores to
_be incurred, Thus approximately the tétal capital expenditures would
“be around Rs,6l5 crores in 1974, There is need to adjust partially
these figures for price changes. In fact, no adjustments for price
" changes would be called for, if cost cver-runs due to price increases
~have been entirely financed by companies t"kemselves. To the extent they
haVe begh financed either in full or in part by the term lending
institutions through fresh requests for assistance, an adjustment pust
be made. 'Further cost estimates of projects sanctioned in each year wculd
be at the price.level of that year. Thus when we are aggregating cx-
penditures of projects sancticned in various years there is meed to
reduce it to a comon »rice level. Hewever, when we are cooparing any
two adjacent yesrs, it ey nmot be nccessary to reke adjustnent for
nore than two to three years, MNevertheless, for the sake of coiplcteness
we have deflzted 21l the elements in the columms of 1973 and 1974 by

A"Finances of Large Public Limited Companies, 1972~73", Recerve
fani: of India Eullcetin, February 1974, 272-301.
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2z price index.s Thus, it ies seen that at 196061 price level total
canital expenditures for 1973 would be ks,315 crores and for 1974 based
on sanctions uptc May 1974 would be Rs.308 crores. To this will have
to be added expendituras coming out of the sanetions of the rest of.
the year. This could be of the order of Rs,30 crores at 1960=61 prices.
Thus one could safely assert that the level of capital expenditures

. in 1974 will be higher than in 1973 even in r =zl terrs,

Zattern of Capital Zxpenditures in 1974

—

Table 2 provides industry-wise breakeup of the capital expendi-
tures to be incurred during 1974. Approximately 36 per cent of the
expenditures is in Cherical and Zharmceunticals while another 26 per
cent 18 acc. unted for by Minerzls and Metals, There is very little
investment going inte Cerent and Jute, There is substantial £all
in capital expenditures in Engineering and Textile industries, We have
given in the same table corregponding figures for various industry -
groups for 1572. The actunal imvestrent in Textile industries may be
higher than vhat is indicated by our figures because this industry makes
the maximum use of the bills rediscounting scheme of IDBI which helps
to acquirz indigenous machinery, During 1972-73, IDBI granted a total
assistance of approximtely Rs 50 crores under this scheme, nut of which
46 per cent went to Textiles,

Newy Commitments in 1973 and 1674

Ve have made a detailed snalysis of the projents senctioned in
1973 and 1974 by the three term lending instituticns to obtain an idea
‘where the new imwestments are being undertaken (Tables 3 and 4), This
. will provide an indication whether there is a shift in imwes tment to-
wards those industries where the reed is greastest, The total! cost of
all projects sanctioned in 1973 com:s tc approximately Rs.600 crores,
The biggest share (40 per cent)goes to the industry group ~ Metals and
Metal products, Then comes Fertilizers and Pesticides (16 per cent)

's'I'he price index used for deflation was Index Number of thole=
sale Prices = Machinery Other Than Electrical (1961-62 = 100). _
Source: Reserve Bank of india Bulletin, There is, however, a feeling
that this index undcrestimates the increase in project costs.

BIndustrial Development Bank of India: Apnual Report 1972-73,
Ra23



followad by Chemicals and Tetro~chemdcals (13 per cent), The new
corpitments in Cewent amount only to Rs.1G crores. The projects
sanctioned upto May 1974 show that there are no fresh investment
either in Cement or in Fertilizer:, The biggest spurt is in Rubber
industries accounting for 30 pzr cent of the cost of 211 the projects.
There apoecrs -a slow down in investment in Metal and Mestal srnducts,
The time phasing c¢f orojects in 1973 indicate that gut of total of
147 orojects, 110 projects are to be completed within two yeers. 37
projects take more than two years and the bulk of these projects fall
in the catepgories, Chardcals and Petro-chemdcals and Metal and Metal
products, Cut cf 66 projects sanctioned upto May 1574, 60 are to be
completed vithin two years. An amelysis of the time phasing helps to
see when the output in these industrics are likely to increase.

Zicture for 1975

FTrom an exercisc like this, it is premature to forecast the
level of cepital exrenditur.s for 1975. However, since we are in
middle of 1974, wx may attempt to take a look at what the situation
is likely to be in 1675 as of now. From Table 1, it can be seen that
the total expenditures during 1975 bascd on projects sanctioned upto
May 1974 would be apgroximtely Rs,240 crores, To these must be added
expenditures to be incurred out of projects sanctioned during the rest
of 1974 and projects to be started in 1975, We had earlier said that
in the norml crurse onme could expect projects tc be sanctioned dur' ng
the rest of 1974 to generate capital expenditures of Rs.60 crores in
1974, This will perhaps lead to an expenditure of Rs,100 crores in
1975, Usually projects sanctioned in the second helf of any year will
result in higher expenditurcs in the following year, Thus the capital
expanditures in 1975 based upon sancticns upto the end of 1974 may
come to R340 crores, How much more could come out of projects sanctioned/
to be sanctioned in 1975, This must be compared with Rs.170 crores
coming cut of projects sanctiomed in 1974, While such a sudden increase
cannot bz completely ruled out there are mo indiccztions thet the clipate
is going to improve so much as £t~ bring about such a large increase in
new projects. We may, therefore, hazard the guess that the level of
capital expenditures in 1975 are likely to stay below the lavel of
1974,

{in 18752 To reach the level of 1974,
approximately another Rs.250 crores
had to come out of projects ’
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Table 2

TUNSTR -WISE ERRTOTRED R TIRL SO SRR 'O THE,
CREES AT D AL TR ROICTS SANCT ICNED BY
ICICI, IFC & IIB1

(Rs, in lakhs)

Industry ' : 1972 1974(Upto Yay)
Chenicals and zharmaceuticals 12786 20409
27) (36)
Electrical ) 2301 1981
(5) )
Engine-ring 569 1888
a2 3)
Jute 1 450 179
)
Minerals and Metals 7218 15637
(15) (28)
Paper 3333 3703
¢)) ¥)}
Textiles 4246 1738
9) @
Transport 2751 2438
: (6) 4)
Cerent 1043 741
2) @)
Migcellanecus 7146 7614
(15) 14)
Total 46072 56328
(100) (100)

Note: Figures in bratkets refer to percentage to total.
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