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WORKING CAPITAL _TRENDS IN INDIA

The purpose of this paper is to analyse the working
capital trends in the madium and 1argg manufacturing public
limited companies in India during 1970~71 to 1975-76. A study
of the uﬁrking capital trends will help to highlight some of
these aspects of the working capital management which need
careful attention from the busineea.managarg.

The analysis here is based on the data published by the
Héserve Bank of Indiaz We have claassified all processing and
manufacturing industries into three groupss consumer gqods,
capital g'oodg and others, Conaumer goods group includes
foodstuffa, textiles, tobacco, leather and their productss
capital goode group includez metals, chemicales and their products
and ‘others group® include sement, wubbsr and rubber products,
paper and'paper products etc. The number of companies
included in each group is same betwesn 1970-~71 to 1973-74; in
1974-75 and 1975-76 the number of companies in sach group is
slightly different than that of the previous years (see Table 1)

Since the number of companies in sach group is

1 Reseve Bank of India Bulletins, Ssptember 1975 and
September 1977.



Table 12 Number

of Companiss in Fach Group

1970~71  1971=72 1972-73  1974-75  1975~7
Consumer goods (Group I) 4973 493 493 476 A76
Capltal goods (Group IT) 600 600 600 610 610
Dthers (Group III) 175 175 175 180 160
Total 1268 1268 1268 1266 1266




more or less the sams, a oompabiaon of relevant ratics will be
quite ussful. The following ratics are analysed to study the
trends.

1. Current assets to total net assets.

2. Current assets to ourrent liahilities.

3. Current assets to salss.

4, Debtors to salas..

5. Inventories to sales.

6. Inventories to value of production.

E_grsnt Assets to Total Net Assets Ragio

This ratio indicates the proportion of current-agsets
investment to total investment in assstss This ratio has remained
constant during_1970-71 to 1972733 thersafter, it showed a tendancy
to increase. Bgtween 1970-71 to 1975-~76, tha ratie has lncreased
from 58 per cent to 64 per cent for all industries. The
group III pomprising cement, paper, rubber, stc., has minimum
current assets to total net assets ratioc throughout 1970-~71 to
1975-76. It 1s this group whose ratic has shown a maximum
increase (from 48 per cent in 1970-71 to 58 paf eent in 1975=76). The
ratic of Group I showed the slightest Ffluctuastions. It ranged

betwesn 63 per cent toc 66 per cent.



Table 2: Current asspts to total het assets ratio

A —

All Mfg. Cos. Group I  Group II Group I1Y

197071 .58 .63 .57 .48
1971~72 .59 .65 .59 .50
1972-73 .59 .64 .59 .51
1973-74 .62 .66 « 61 . 53
197475 . 64 .65 65 57
1975-76 . 64 65 .66 .58

Table 3 shows current assets to tﬁtal net assets ratlos for
1650 large and medium public 1imited companies divided into 24
industry groups. The ratio can be found to vary widely, the range being
88.3 per cent for Trading to 23.8 per cent for Shipping in 1975-76. Among the
manufacturing industry groups, Non-ferrous Metals (Basic) had the highest
ratio (B1.2 ﬁer cent) Rubber and Rubber Products (71.2), Jute Textilaes
(71 per cent), Englneering (70.5 per cent) and so on. It is noticeable
that Trading industry has had continuously a high ratio, the range
being 68.1 per cent to 89.9 per cent. The ratic of Non-faerrous Metals
(Baeic) has fluctuated widely; it has increased from 68.5 per cent

in 1970-71 to 81.2 per cent in 1975-76. Aluminium has the lowest
ratio (44.9 per cent in 1975~76) among manufacturing group-



Table 3t Current Assets to Total Net Assets Ratio (Industry-wies)

Industry group- 1970-71 1974-72 1972-73 1973-74 197478 1975-76
1« Tea plantation 54,9 55.8 54.3 55.4 61.5 62,0
2. Coffee plantations 52.1 56.4 52.7 56.6 58.1 59.2
3. Rubber plantations 32,73 33.4 32.G 33.8 37.7 38.1
4. FEdible vegetable and
hydro~genated oils 6749 68,2 721 73.9 70.6 66.7
5. Sugar 72,0 71.4 56;9 69.6 68.1 69.6
6. Tobacco 80.1 79.7 80.5 79.2 79.4 79.2
7. Cotton taxtiles 6102 64,0 63.8 66. 2 66.5 64.7
8. Juts textiles 66,9 70.3 68,6 71.9 717 71.0
9. Silk and rayon textiles 54,0 53.4 533 53.3 48.5 511
10. Woolisn textiles 69.9 732 705 73.7 T2.6 72.6
11. Breuwsries and distillerles 54.9 52,7 51.4 54.0 55.9 54.7
12+ Iron and steesl 40,1 42,9 43.9 47.9 51.3 52.4
13. Aluminium 34,1 34,3 36.2 34.9 36.9 44,9
14, Other non-ferrous metals(basic)68.5 65,4 6846 71.4 80.8 B1.2
15. En 1“891‘;ng - 65.0 67-5 679 69.8 719 70-5
?1) Transport Equipment 59.0 61.9 62.3 64.7 67.8 6543
(0f which motor vehicles)58.4) (61.4)  (61.7) (63.9) (67.0) (64.3)
(11} Electrical machinery,
apparatus,appliances
stc. 70.4- 72.4 73‘0 7403 T75. 6 75.7
(113) Machinery (Other than
transport and slectrical)?1.2 7243 7242 737 74.9 74,5
(iv) foundries and sngineer-
ing workshops 50.2 5644 - 5649 59,2 64.0 62.0
(v) Ferrous/non-ferrous
thal pdeUCtS 61.9 pda7 6501 68.9 71.3 67.2
16, Chﬂﬂiﬂala 51.4 51.5 52.0 53.4 60.2 62,8
(1) Basic industrial
chemicals ' 44,0 42.9 43.9 45, 4 53.8 5843
(1i) Medical and pharma-
-ceutical preparations 66. 6 67.2 68.8 69,2 71.6 72.0
(11i) Other chemicel products 69,2 712 65.8 67.3 7145 71.0
17. Cemant 42,3 45,2 463 49.5 50-0 5301
18, Rubber and rubber products 63,2 63.2 61.8 62.9 69.2 7142
19. Paper and Paper products - 40,7 42.9 42.8 43,4 4841 48.3
20, Glass &"Id glasawara L 50.5 53.4 . 557 53.4 - 58.3 58.4
21« Printing and publishing 61.0 63.5 60, 6 602 64,2 63.7
22. Electricity generation&supply 21.8 23.2 24,4 28.1 3.1 32.5
23. Trading ‘ B88.1 B8.7 BB.7 09.9 89.7 88.3
24, Shipping _ 34,7 32,7 32.3 29.2 28.4 23.8
TOTAL {including dthers) 5743 58.9 5847 60,6 62.5 62.0.

25,




The current assets to total net assets ratlo for 1650 compenies
has shown an increase from 57.3 per cent in 1970-71 to 62.0 per cent
in 1975-76. As stated earller, for manufacturing companies only,
~this ratio hae increased from 58 per cent to 64 per cent. Because
of e high and increasing tnvestment in current assets, management 8 nead
to pay special attentlon in managing current assets of their respsctive
companies on a continuing masis. The tendency to give 1lip service
to the management of current assets, considsring them as short=-lived,

can prove to bs disastrous to company. A very high proportion of

these so-called short-lived assets keeps funds tled-up on parmanent
masis., To ensure maximum profitability, thess apgets ahnuld, therafore,

be managed skilfully.

Current Assets to Current Liswilities Ratio

The current assets to current_liabilitiea ratio is indicative
of.the'liquidity position of the firms. A fimm to survive on a
continuing basis and to avold risk of insolvency should maintain
aufficlent liguidity. As 2 rule of thumb, a 281 ratio is congidered
to be reasonab le. There is, however, nothing very sacrosanct
amout the 231 ratio; what 1s important 1s the quality af current

apests: how fast and to what extent can they ma converted into casghe



Table 43 Current Retlo (Industry—wise)

Thdustry group 197071 1971-72 1972-73 1973=74 1974-75 1975~71
1. Tea plantation- ' 1421 1.21 1.17 1.17 1.23 1425
2. Coffee plantatiaon 1,59 1.49 1.62 1. 62 1.85 1,76
3. Rubber plantations 1.06 1.08 1.07 1.2% 1.28 %.23
4, Edible vegstable and
hy dro-genated olls ' 1613 1.06 1.07 1.17 1.26 1220
5. Sugar 1.04 1.06 1.15 1.13 1.16 1.10
60 TObﬁCCO 2.08 1088 1‘89 1077 1-71 1'52
7. Cotton textiles 1.16 1.17 1623 1.33 1.45 1627
8/ Jute textiles - 1.05 Te12 1.08 1.00 1.03 0.97
9, 811k and rayon textiles 1.50 1.69 1.74 1.61 1.86 1.84
0. Woollen textiles 1:44 140 1.40 1.49 1.38 1.39
1. Broweries and distilleries 1627 1118 4429 1419 1,27 1.22
|2. Iron and Stesl 1413 1.04 1.04 1.13 1421 1.1
13. Aluminfium . 1.82 1.52 137 1420 1.46 1.37
14. Other non-ferrous metals{basic)1.25 1427 1.37 1,51 1.64 1.59
15. Enginesring o 122 125 1426 1.25 1.28 1.24
(1) Transport equipment 1.18 1.28 132 1.28 1.25 1.19

(OF which motor vehicles¥1.18)  (1.29)  (1.33) (1.30) (1.26) (1.18
(£1) Electrical machinery, S
apparatus,appliances

etc. _ 1.2 1.25 1.28 1.2% 1,33 1.28
(141) machinery (Other than
transport and alectrical) .20 1.20 1.20 1.19 1.21 T1.22
(4v) Foundries and snginesr— .
ing workshops 1.23 1.26 1.25 1421 1,36 - 1.28
(v) Ferrous/non—ferrous
metal products : 1,37 1.34 . 1.38 1.35 1.36 1.29
16. Chemicals 1.51 137 1.39 1.40 1.58 1459
(1) Basic industrial ‘ '
chemicals ' 1423 1,30 1.34 1.35 1. 62 1463
(11) ™Medicines and pharma- . '
- ceutical preparations 1.46 1.50 1.49 1.53 1. 61 T 61
. {111) other chemical products 143 1,42 1.41 1.43 1.46 1,43
17. Cement 127 1.26 1.25 1477 1426 1e22
18, Rubber and rubber products 1.54 1.42 . 1.46 1.48 1242 1.35
19, Paper and paper products 1.28 1.27 + 1.18 1.21 1040 . 133
20, Glass and glassware 1.24 1.16 121 1.20 1e37 1.22
21 Printing and publishing 1.05 1.07 1.N07 1.14 1.18 1428
22. Electricigy gsneration& supply 0.93 0.94 0.89° 0.88 1.08 1.0
23. Trading. 1.23 1.23 1.24 1.2 1.26 1.2¢€
24, Shipping - 0.98 0.92 0.90 0.78 0.79 0. 63

25, TOTAL (including others) 1.22 1423 1.24 1.24 1.31 1e 25




The current assets to current liabilities ratio for all
manufacturing industries has fluctuated between 1.24 to 1.36 during
1970=71 to 1975-76. After showing an incraasing trend till 1974-75,
it has declined to 1.29 in 1975-76. The consumer goods industry
and capltal goods industry'groups alsc have shown the same trend.

In the case of other manufacturing industries, such as cement,

rubber, paper, glass and glassware stc., the ratio has shown a
~dscline rrom.1970-71 te 4973-74, rising in 1974-~75 and again declining
in 1975-76- -4 The decline in the ratio from 1974-75 to
1975~76 18 attributable to the expanaion in trade dues and other
current 1iabllities outstripping that in debtor balances.

The 1iquidity position of 1650 companies has varied in the
rangs of 1.22 to 1.25 except in 1974-75 when 1t rose to
1.3%. Thus, the pattern is similar to that of the manufacturing
companles. Among the manufacturlng industries, Silk and Rayon
Taxtiles has the highest liquidity ratic of 1.84 in 1975-76,
followsd by Non-farrous Metals (Basié).and Chemicals (both have a
ratio of 1.,59), Tobacco (1.52), Woollen Textiles (1.39) and so on
in the manufacturing group of industries. 0On an ousréll basis, Coffes
Plantation has the second highsst ratio in 1975-76 (1.76) and shipping
has the lowest (0.63). During 1970—71 and 19?5—76, the ratios of

Tobacea and Aluminium fell significantly while those of Chemicals. -



Glass and Glassware, Printing and Publishing and Shipping registered

impressive increases (refer to Table 4).

Table 5: Current Assets to Current Liabilities Ratio

A1l Mfg. Cose Group I Group Il Group ITI
1970-71 1.24 1.20 1.25 1.30
19'71-72 1.25 122 1,27 1.28
197273 1.27 1+26 ' 1.28 125
1973-74 1,28 1.29 1.28 1.24
197475 1.36 1.37 1.35 1.36
1975=76 1.28 1.23 1.32 1431

Curreﬁtdnssats to Sales Ratio

- Table 6 contains oyrrent assets to sales ratioc. The
reciprocal of this ratio, sales to current assets {(or more appropriatsly
sale: to working capital) is called 'trading ratic®. Current assets to sales
ratio (or its reciprocal) indicaté the efficiency with which current assets i
(or working capital) turh into sales. By analysing the trend of this
ratio over period, we may know the efficiency of current assets in

supportipg sales. A louer current amsets to sales ratio (or a higher

sales to currsnt aessts ratic) implies, by and largs, a more
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efficisent use of funds. Howsver, Investment in current assets cannot
go beyond a limit, otherwiss the ligquidity positioen of the company
will ¥erendangered.

It can be seen from Table 6 that current asssts to sales
ratic hae reduced from 57,paf.cent to 54 per cent for all manufacturing
companies during 1970-71 to 1975-76. In the various manafacturing
-indQstry groups also it hés shown-a decline, It is nbsarvab1s
from the table that the ratio 1s highest for the capital goods group
of menufacturing industries dufing the entire period of 1970-71 to
1975-76. A declining trend in the current assets to sales ratio is

a healthy sign.

Table 6: Current ppesets to Salss Ratlo

All Mfq. Co. Group I Group II Group II.
1970-71 .57 .50 « 65 .54
19'71-72 .57 .49 « 65 +55
1972-73 .54 .44 .62 .55
1973-74 . 57 .49 . 65 .53
1974-75 .56 o47 .63 55
1975-76 .54 o45" 81 +53
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Debtors tc Salses Ratin

The debtors to sales ratio shows tha;extent of trade crediﬁl _
granted and the efficiency in the collsction of debtors. The lower the
ratio, the more efficient the collection of debters.

It is seen from Table 7 that durlne 1970-71 to 1975-76, the
ratlo of debtors to sales has remained more or less constant for all:
manufacturing industriss as well as far the thres groups. The ratio 1s
minimum for the consumer goods industry group while it is highest for
the capital goode industry group. Thus the capital goods industriss
seem to sell goods on more liberal terms and conditions than the

cansumer goods industries.

Table 7: Debtors to Sales Ratio

) ARll Mfg, Coss Group I Group I1I Group ITI
1970-71 13 .08 .18 - .14
1971-72 .13 .08 .17 .14
1972f73 .12 .07 .16 a2
1973-74 «12 «07 »16 «12
1974-75 11 .07 +14 « 11

197576 «12 +08 «16 «12
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Inventory to Sales Ratio

The inventory to sales ratlo (or its reciprocal called
inventory turnover) indicates efficiency with whiéh inventory turns
into sales. The lower this ratio, the more efficiently the irventorty
is said to ba managed.

Table 8 expresses inventory as a ratic of sales. The ratlo
for .all manyfacturing industries ranged hetwsen 32 per cent to 35 per cent
in 197475 to 32 per caqt in 1975-76. During 1970-71 and 1975~76, the
invsntorf to sales ratio haa‘dacraased for the consumer goods
group from 33 per cent to 25 per cent, has remalned constant {35 per cent)
for capital goods grounp and has increased from 28 per cent to
31 per cent for all other manufacturing industries. It is also
noticeable from the table that the ratio has declined between 1974~75 to

1974-76 for all aroups of industrles.

Table B2 Inventory to Sales Ratlo

»

All Mfg. Co. Group I Group II AGroup 111
1970-M « 33 33 «35 .28
1971-72 o34 $32 : «36 .29
197273 32 T «29 +35 «31
197374 .34 .32 «37 +32
1974~75 «35 «31 .38 o3
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Inventory to Value of Production Ratio

Inventory to value of production ratic shows the relationship
between production levels and inventory requirementa. A lower ratio
will Imply more efficient production,

It is indicated from Table 9 that the inventory to value

of production ratio has generally remained constant for all mamufacturing

Table 93 Inventr- - to. Production Ratig

411 Mfo. Cos. Group 1 ..Group II Group iII
1970-71 , .33 32 .35 | .28
1971-72 .33 .32 © .36 .29
197273 .32 .29 .35 31
197374 .34 W31 .39 .32
197475 .33 .30 .37 .35
197576 32 .29 34 .30

industries, the range being 32 per cent to 34 per cent. Between 1970-71
and 1975-76, this ratio has decreased in the case of consumer goods '
group and capital goods group and has increased in the case of other
manufacturing industries. The ratio is generally highest in ths sase

of the capital goods group.
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| Composition of Current Assets
After having anslysed a few important working capital ratios,

an analysis of the signififance of individual component of current
assete is made here. Takle 10 express inventory, loans, advances and

debtors, markstable investments and cash and kank balances respectively

Table 10s Current Assets Composition ~ All Manufacturing Industries

Inventory Loans, advances Marketable Cash and bank

and debtors investments balances = |
197071 .58 .34 .02 .06
1971-72 . 60 «32 .02 .06
1972-73 « 60 «32 «02 »06
1973-74 « 60 32 .02 .06
197475 .62 31 .01 «06

1975-76 « 60 «33 +01 .06

as a ratio of current assets for all manufacturing industries. The
similar ratios for consumer goods group, capital goods group and
other industry group are given in Tables 19, 2 and 13.

It can be seen in Table 10 that invantu:y_cons£ituted the highest
proportion of current assete for all manufécturing industries. The
inventory to current assets ratio has remained constant at 60 per cent

except in 1974-75 when it rose to 62 per cent. Loans, advances and
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Table 11¢ Current Aassets Composition——
Consumpr Goods Industry Group

Inventory Loans,advances Marketable Cash and bs

and rlebtors  1nvestments balances
197071 . 66 .27 .02 .05
1971-72 « 66 o 27 .02 .05
1972~73 .66 .27 .02 .05
197374 « 66 «26 .02 « 04
197475 « 66 27 «02 .05
1975-76 « 65 .28 .02 .05

debtors have cccypied the second place in relation %o current ratio.
Approximately one-third of current assets is made of debtors stc.

Cash and bénk balances were just 6 per cent of current assets
throughout the period 1970=71 to 1975-76. Marketable investment was a
uery_insighiFicant_propqrtion of current assats. It varied between

1 per cent to 2 per cent.



16

Table 123 Eurrénﬁ Rssets tomgoéition-—-
Capital Goods Industpy Group

Inventory Loans,advances Marketable Cash and
and debtors Investments bank balances
1970-71 .55 37 o071 .07
1971-72 «57 « 36 .01 .06
1972-73 «57 «36 « 01 . o006
19’?3-_-74 «57 ._3_5 <01 «07
1974-75 » 60 33 0T .06
1975-76 .58 .35 SN .06

Tabls 133 Current Assets Composition—
All Other Industry Group

Inventory Loans,advances Marketabls Cash and bank
and debts investment balances
1970~71 +53 «38 .02 .07
1971~72 «53 .37. .02 .08
19872-73 +56 .35 +02 .06
197374 + 55 o35 .02 .08
1974-75 +59 .34 .02 +06

1975-~76 .58 «36 <01 .05
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Among capital goods, consumsr goods and oﬁher industry groups,
the consumsr goods group has the highest inventory to current assets
ratio and the lowest loans, advances and debtors to current assets
ratio. The inventory to current assets ratio of this group was 66 per
cent during 1970-71 and 1975-76. The other ratios of this group have
remained more or less constant during 1970-71 and 1975-76. The
inventory to ourrent assests rastlo for capital goods éroup varied batwaenr
55 per cent to 60 per cent while for others industries group it |
fluctuated metween 53 per cent to §9 per cent. It may e observed
from the tables that metween 1974-75 and 1975-76, inventory to current
assets ratlc declined in case of all industry groups while loans,
advances and debtors to current assets ratio increased for all
Industry groups.

The ratios glven in tﬁe_abpus,tablea,do not show much variatlons
during 1970-71 to 1975-76. Within an industry group, tﬁe ratips for
individual companies may widely fluctuate. If any of these ratios
is abnurmal or shows wide variations, a shrewd management will
promptly find out its cause and correct it.

Since inventoriss are the major current assets component; |very

effort should be made to manage it efficilently and effectively. A
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large tis=-up of funds in inventories means a loss of profitabllity

to the company.‘ The levels of inventories should be related to the
levels of production and sales. A managaement should put its efforts
in bringing down the level of inventories which are disproportionately

related to production and sales.

Conclusion

Our snalysis highlights certain important trends in working
capital in the manufacturing industries. It is shouwn that current
assets as a percentage of total assets is increasing. It 1s also
revealed that inventorles constitute the major part of current assets
and salesy it 1s, howsver, noticeablerthat.1nventory és a percentage
‘of sales has not varied much durlng 1971-76. In view of ﬁhe recant
credit sgueeze, the Tandon Committes norms and the Chore Committes's
recommendations, it 1s expected from the business executives to manage
inventorles and debtors skilfully in order to bring doun their_levela
without adversely affscting productlon and sales. This certalnly
needs an attitudinal change in the process of managing working capital
Management must shun off the old style of managing by trial and error.
They must resort to colléction of data, their scien%ific analysis
and projections. Operating and other budgete should be prepared on
gshort-term as well as * ~ as long~term basis. In the preparation
of budgets, all levels of management eshould be irvolved. Top

management must realise that operating managers have to play
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a sienificant role in working capltal management. Thege are the

people who can really influsnce the mode of production in such a manner
that more mileage 1is dorived from every rupée {nvestment in inventory.



