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CORTCRATE INVESTIENT IN 1977: A FOR™CAST
C. Rangarajan

Summary

There has been a substantial pick up in private corporate
investment in 1976 as compared to 1975. Corporste investment in
1977 would be higher than that reached in 1976. It is likely
to reach in nominel terms £he level attained in 1974, which is the
best year so far. However, in real terms the 1974 peak will not
be reached;

This study entailed an analysis of all theAprojects sanctioned
by the all-India term lending institutions. Capital expenditures
incurred on all projects sanctioned by theses institutions amounted
to Rs. 530 crores in 1975. But during 1976 these expenditures are
likely to be Rs. 637 crores, thus indicating a'pick up in corporate
investment. Since as of now the capital expenditures likely to be
incurred in 1977 are of the order of Rs. 512 crores there is every
poseibility that corporate investment in 1977 would excced the level
reached in 1976. It is, however, to be noted that a higher level
of corporate investment in current prices does not indicate a rise

in investment in real terms.
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CORPORATE INVESTMENT IN 1977 : A FORECAST

C. Rangarajan

Even though public investment is becoming increasingly a larger

proportion of totsl investment, the quantum and composition of invest-
ment in the private corporate sector continue to have an important
influence on the economy. In view of the many concession that have been
granted in the past year and a half to promote investﬁent in private
sector, it is also interesting to find out what impact these concessions
have had on corporate investment. In this paper an attempt is made to
forecast the likely level of capital expenditures by the private corporate

‘sector in 1977.

Forecasting Technique

The technique followed in this papér to forecast corporate invesiment
relies on the data available with the term lending institutions on the
phasing of capital expenditures of projects approved by them. These may
be regarded as a kind of ‘'anticipatory data' for forecasting., The details
of the method followed have been explained by the present author in his

earlier writings.

Most projects in the corporate sector spproach ohe or the other of the
term lending institutions for obtaining finance. The companies provide
the lending institutions with data not only or the total cost of the
project but also the capital expenditures to be incurred in the various
years; These information form part of the cash flow stetements attachedﬂ

to the proposals. By aggregating the information. on the phasing of



i%&ﬁifal;éxpéﬁditUIe of proposals sanctioned in all the previous years,
j%j;:hénld be possible to forecast capital expenditures for any year.
fﬁ#ﬁiouély the estihates arrived at refer strictly to the enterprises

5%h$pﬁ have taken assistance from the term lending institutions.
Nb%értheless since most of the companies come to the financiel institutions
for.assistance this estimate can be regarded as a true reflection of the

behaviour of the entire corporate sector.?

One difficulty in using this particular method of forecasting is that

~ part of the capital expenditures to be incurred in any year comes Out'
"296f prdjects sanctiéned in that very year itself and we have no information
on this. The proportion of such expenditures to the total axpenditures

have varied from yesr to year.

Capital Expenditures incurred in a year out
of projects sanctioned in the same year

(Re. in crores)

gipital expend- Total cepital Percentage
Yosr  obs smotiones  gnditwre to GLg
in the ygar the year :
(1) (2) (3) (4)
1972 152 463 3248
1973 156 531 29.4
1974 198 681 29.1
1975 114 530 21.5

1976 1% 637 - 30,5




Thus part of the capital expenditures to be incurrzd in a &ear will
largely depend upon the factors that operste within that year aﬁd these
cannot be forecast by our model. While the pending applications with the
term lending institutions can give some c¢lue they do not provide a satis«
factory indicator. However, this method atleast indicates the minimum

investment that will be forthcoming.

The other limitations of this model of forecasting have been pointed out
by the author in his earlier writings. The validity of the estimates
depends upon how closely companies adhere to the expenditure pattern |
outlined in the project proposal. The cogt of over-run of the projects
by itself is not a limitation. So long as companies approasch the term
lending institutions for financiﬁg the cost over-run they would get
incorporeted in our estimates. This is most often the case. However,

the main question is how closely even under normal circumstances companies
stick to their original phasing of capital expenditures. Some preliminery
probings have indicnted that there is a ghift from expenditures in the
second year to the third year. Less is spent in the second year than
planned and more in the third year., 4 detsiled study is under way to

exaniine this issue.

Forecasts using this model have been made for the past seversl yesrs on
corperate investnent. It is however, only recently data are available on
actual corporate investment. Here again there are problems since the
Reserve Bank of India has confined itself only to supplying the data on

sample companies rather than for the entire corporate sector. Howsver, a



;détailed analysis of our forecasts with the actuals is now being under-
fakén. The substantial increase in corporate investment for 1974 that
was forecast by this mcdel hés been confirmed by the Economic Times
Series on corporate investment and the data on Medium and large Public
Limited Companies compiled by the Reserve Bank of India. Our model had
indicated & fall in corporate investment in 1973; But the Economic Times
series on gross fixed asset formation shows only a slight decline for
1975-76 and the deta on lerge Public Limited Companies compiled by

- Raaervé.Bank of India a slight increase. When more detailed data afé

‘available, a further examination will be called for.

Table 1 provides the datas on the phasing of capital expenditures of
pfOJectS sanctioned by the three leading term lending institutions =
IDBI, ICICI, and IFCI.3 Read horizontally each row indicates the
éxpenses to be incurred in the various years on the projects approved
in a particular year. Read vertically each item indicates expenditures
to be incurred in a &ear cut of projects sanctioned in a previous year.
The total of each vertical column indicstes the expernditures to be
incurred in a particular year out of projects sanctioned in all the

years.

Picture for 1976

From table 1 it can be seen that capital expenditures in 1976 would be
Rs. 637 crores compared to a total expenditure of Rs, 530 crores in
1975. Thus thero has been a substantial pick up in private corporate

investment in 1976 as compared to 1975. However, 1976 even in nominal



i:ﬁaxms does not come up to the level of investment achieved in 1974.
\?éﬁrpOrate investment in 1974 on project sanctioned by the term lending
i?iﬁétitutions was Rs. 681 crores. The possibility of the corporate invest
ment in 1976 being higher than in 1975 was forecast by us earlier. Thilse
‘this is confirmed by our own data, this needs to be further confirmed by
data on totsl corporate investment which may take another yesr or so to

come out,.

It may however be worthwhile to point out that all the capital expénditures
‘ipdicated are in current prices. The cost estimetes of projects sanctioned
in any year would be at the price level of th=t yesrr. Thus when we are
aggregating the estimates of projects sanctioned in the various yenrs,
tﬁere is a need to reduce all the figures to a cémmon price level. We
have deflated all the clements in the columns of 1974, 1975 and 1976 by

a combined price index of electrical machinery, non-electrical machinery,
and transport equipment. Thus it is seen that the total capital expendi-
turés for 1974, 1975 and 1976 would be Re, 493 crores, 245 crores, and

265 crores respectively. In fact if we deflate only by a price index of
machinery other than clectricanl the figures in real terms would be even
lower. Thus while investment in corporate sector in 1976 may be slightly

better than in 1975 the pieture is still far from encouraging.

Pattern of Capital Expenditures in 1976

Table 2 provides an industry-wise break up of the capitel expenditures
incurred in 1976. 'Transport' accounted for 28 per cent of the total

capital expenditures. This is explained by the fact that in 1975, one



fifth of the new commitments went into this sector. 'Minerals and Metels
represcnt 22 per cent of the copitsl expenditures in 1976. 'Chemicals

and Pharmaccuticals' shéwed a decline compared o the previous year.

‘Table 3 presents an industry-wise analysis of the new projects approved
in 1976. The total number of projects approved comes to 149. The small
decline in number as compared to 1975 can be ignored as the data for 1976
is slightly incomplete. The total cost of projects ssnctioned in 1976
come to Rs. 614 crores as compared with Rs. 785 crores in 1975. 'lNetals
and Motal Products' and 'Chemicals & Pharmaceuticals' claim 16% each of
the totnl coste MNew commitments in 'Autcmobiles and Cycles' showed a
decline compared to the previous year. 'Pulp and P%per Products' have
shown s big spurt., Unlike the previous ye=r, Bulk of the expenditures on
new projects islincurred in the first three years. In the case of projects
éanctioned in 1975, 20 projects out of a total of 154 tock four years or
more to complete. But in 1976, there ars only 6 projects out of a total

of 149 in this category.

Forecast for 1977

Based upon the projects sanctioned upto the end of 1976 the total capital
expenditures %o be incurred in 1977 comes to Rs, 512 crores. In additionm
we must account for the fact that the data for 1976 is slightly incomplete.
To these must be added the expenditures to be made cut of proposals to be
sanctioned in 1977. The total expenditures in 1976 came tc Rs. 637 crores.
Thus there is a gap of Rs. 125 crores to be filled in which can easily

corme out of the projects to be sanctioned in 1977. Thus Corporate



investment in 1977 could definitely reach the level attained in 1976, It
has beoh said that at the beginning of the yesr there were 168 projects
‘pending with the lesding term lending institutions for a total cost of
 83. 1000 erores. It is quite possible thet investment in 1977 ney

resch the previous high of Rs. 680 crores reached in 1974, However,

this will be only in nominal terms. Tn real terms, the 1974 peak will

not be resched.
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In the collection of data we have confined ourselves to three
leading term lending institutions. Apart from the fact that
there are other term lending institutions which provide
assistance to corporstec sector, the bill rediscounting scheme
of IDBI goes directly to finance fixed asset formation, however,
there is no 'advence indicator' for this type of assistance.

For 1976 we have not been able to collect all data from all the
tern lending institutions, The data on projects sancticned
exclusively by IFCI remain to be collected. Sinco this is
usually a small figure this should not affect the conclusions
drawn,. .
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Table 2

INDUSTRY~WISE CAPITAL EXFENDITURES FOR 1975, 1976 AND
EXPECTED EXPENDITURES FOR 1977

(Rs. in lakhs)

1975 1976 1977

1. Chemicals and Fharmaceuticals 135016 Y92 10086
(24.44)y (11.89) (21.16)

2. Electrieal 291¢ 5132 2879
(5.47) {8.05) (6.04)

3. Engineering : 3562 4573 4905
{6.69) (7.17)  (10.29)

4.  Jute ‘ 116 9 -
(0.22) (0.12)

5. linerals and Metals 1276 14229 8684
(28.88) (22.32) (18.22)

6. TPaper 1713 1645 4246
(3.22) (2.58) (8.91)

7. Textiles 2351 2393 1579
(4.42) (3.75)  (3.31)

8. Transport ‘ 10116 17682 6946
(19.00) (27.74) (14.57)

9. Cement 1229 1351 2192
(2.31) (2.12)  (4.60)

10, llscellancous 5520 7151 6152
(10.37) {11.22) (12.91)

Total 53249 63740 4’7668

Fote: Pigures in brackets are per centages of total.



