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ABSTAACT

Investment in the private corporate sector, including the
joint sector, has shouwn a substantial rise in 1977 as compared
with 1976. However, this substantial rise has been contributed
largely by the projoccts in the joint sector. Corporatc investment

in 1978 is likely to rise above the 1977 level by 5 to 8 per cent.

The study entailed an analysis of the projccts . sanctioned
by the all~India term lending institutions to the private corporate
sector including the joint scctor. Capital expoenditurc on all
the projects sanctioned by these institutions will amount to
Rs.9585 crores in 1977 compared with Rs.702 crores in 1976. This
steep incr;ase in investment is largely accounted for by tha 18
naw joint sector projccts initiated in 1977 which will alone incur
capital oxpenditures of Rs.102 crores, As of now, bascd on the
projects sanctionad until the end of 1977, thc capital oexpenditures
in 1978 will be Rs,735 crores. If we add to this the likely
expenditures to be incurred on projects to be sanctioncd in 1978,
the total capital oxpenditures in tho corporate sector in 1978

should rise above the 1977 level by S to 8 per cent,
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CORPORATE INVESTMENT IN 1978: A FORECAST
C. Rangarajan

An attempt is made in this paper to forecast private corporate
investment in 1978. Corporate investment is taken to includs gross
capital expenditures of all companies including joint sector
companies. Government caompanies alone are excluded. This study

also provides an estimate of investment behaviour in 1377,
FORECASTING TECHNIQUE

The methodology applied in this paper to forecast corporate
investment relies on the data available with the term lending
institutions on the phasing of capital expenditures of projects
sanctioned by thema. These may be regarded as a kind of anticipatory
data for forecastinge. The details of the technigue followed have

been explained by the present author in his earlier writings.1

It has been observed that most projects in the corporate
sactor approach one or the other of all-India term lending institutions
for obtaining the necessary financial assistance. The companies
provide the lending institutions with data not only on the total
cost of the project but also the capital expenditures (project
as well as normal) to be incurred in the various years. These
informations form part of the cash flow statements attached to the

_proposals. By aggregating the information on the phasing of capital



expenditures of proposals sanctioned in all the previous years,

it should be possiblc to forecast capital expenditures for any year.
The scope of the study is strictly restricted to the enterprises
which have taken assistance from the term lending institutions.
Thus, obviocusly the estimates arrived at may not fully cover the
corporate sector, Nevertheless, since most of the companies come

to the financial  institutions for assistance, this estimate can
be regarded as a reliable reflection of the behaviour of the entire
corporate sector, What is relevant from the point of the corporate

sector as a whole is the trend revealed than the absolute figures.

A limitation of this particular method of forecasting is that
part of the capital cxpenditures to be incurred in any year comes
out of projects sanctioned in that very year itself and we have no
information on this. The proportion of such expenditures to the
total expenditures has varied from year to year (ses Table 1),
There is in fact a substzntial jump in the ratio for 1977 which
may perhaps be accounted for by the introduction of new schemes
such as 8Soft loan Schemes and Technical Development Fund Scheme,
Expenditures on projects coming under such schemes may not have

much lage



Table 1

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

(Rs. in crores)

Year Capiﬁal Total capital Percentage

sxpenditure expenditure

on projects to be incurred

sanctioned in the year

in the year
(1) (2) (3) (2) + (3)
1972 152 463 32,8
1973 156 531 29,4
1974 198 681 29.1
1975 114 530 2145
1976 194 637 30.,5
1977 437 955 45,76

Thus a part of the capital expend}tﬁres to be incurred in a
year will largely depend upon the factors that operate within that
year and thesc cannot bec forecast by our model, UWhile the
pending applications with the term lending institutions can give
some clue; they do not provide a satisfactory indicator. Houwever,
this method at least indicates the minimum investment that will be

forthcoming.



The other limitations of this model of forecasting have been
pointed out by tha author in his earlicer writings, The validity
of the estimates depends upon how closely companies adhere to the
expenditure pattern outlined in the initial project proposal.
Cost over=run of projects by itself is not a limitation., So long
as companics seek assistance from the term lending institutions
for financing the cost over-run, they would get incorporated in
our estimatecs, In thc case of such projects neccssary adjustments
‘are also made in the phasing of capital expenditurss in the light
of the new information. The crux of the pfoblem is hou closely
even in normal circumstances companics stick to their original
phasing of capital cxpenditures, We have initiated a study of
comparing the original and the actual phasing of actual expenditures
of projects financed by the term lending institutions. The study
is not yct completes Howcver, an analysis of 44 projects indicates
that the total cost of the projects increased from Rs.387 crores
to Rse475 crores. Thus the actuals were higher than the original
in nominal terms by 20 per cent, According to the original phasing,
23 por cent is to be spent in the first ycar, 39 per cent in the
second ysar, 27 per cent in the third yesar and 7 per cent in the
following year., But the actual capital expenditures on projccts
indicate that 11 mr cent of the total cost is spent on the first

year, 27 per cent in the second ycar, 38 per cent in the third year



and 23 pzor coent in the following yzar., This difference in the
pattern will affect thc forecast depending upon the total cost

of the projects sanctioned in each year, We arc also trying to
find out if the differancc botween the original and actual phasing
is explaincd by the typs of industry, size of the project and the
ycar in which they are initiated, Whsn more dctailed conclusions
aro available we will also examiﬁe the implication of thess

rosults for our forecast,

Forecasts using this model have becn made in the past sevcral
years on corporate investment, It is, howecver, only very recently
data arc available on actual corporate investment. Here again,
there are problems since the Reserve Bank of India has confined
itself to supplying thec data for sample companies rather than
for the entire corporate sector. We have given below our cstimatas
and the Roscrve Bank of India's cstimates for gross fixed asset

formation for medium and large public limited companics.



Table 2
Estimates of Gross Fixed Asset Formation

(Rs. in crores)

Yoar Gross Fixaq Year Our
Assct Formation Estimate

1971=72 378 1971 318

1972-73 469 1972 462

1973=74 526 1973 530

1974=75 693 1974 681

1975~76 747 1975 529

If the gfuss fixed assct formation of the large public limited
companies is a good indicator of the behaviour of corporate invest-
ment, our cstimate is a good representation of that, Our estimates
have forecast more or lcss correctly the trend for the four
years beginning 1971. Houwever, for 1975 our cstimate shows a
down trend wherecas the RBI estimate shows a rise. The Economic
Times ocstimatc alsc shows a rise for 1975, UWe neod to examine
furthcer this discrepancy between our cstimates and others, Part
of the problem arises bscausc cur forecast and estimate are for
calondar ycars whereas the other estimates pertain to fiscal year
with all the attendant complications that arise from different

account closing dates of companies.



PICTURE FOR 1977

Tabls 3 provides tho data on thoe phasing of copital expenditures
of projccts sanctionzd by the throe major term lending institutions =
IDBI, ICICI and IFCI.2 Rcad horizentally, each row shows the
expenses to be incurred in the various ygars by companiocs whose
pro jects were approved in a particular yzar. These include normal
as wall as project capital expenditures in the case of o0ld companics
and pro ject oxpenditures in the case of ncw companics. Read
vertically, cach element indicates oxpenditures to be incurred in
a year out of projocts sanctioned in a previous year. The total
of cach vertical column indicates tho exponditures to be incurred

in @ particuler yecar out of projects sanctioned in all the years,

From Table 3, it can be noticed that capital expenditures in
1977 would be Rs.955 crores as against Rs,702 crores in 1976, an
increase of 36 per cent. Tﬁus the investment in the corporate sector
is substantially higher in 1977 as compared to the previous year,
Actually Rs,955 crores of capital expenditure is an all time high
records This steep increase in investment can largely be attributed
to 18 ncw jeint sector projocts initiated in 1977 which alone would

incur capital expenditures to the tune of Rs.102 crores,



All thec capital expenditures indicated are in currcnt pricesa
The cost estimatcs of projects sanctionced in any year would be
at thc price lovel of that year.3 Thus, whilc aggrecgating the
estimates of projects sanctioned in the previous years, a need
is called for to reduce all the figures to a common price lsvel.
We have deflated all the elemcnts in the columns by the combined
price index of Elcctrical machinery, Non-electrical machincry and
Trénsport equipment. Thus, it is seen that the total capital
expenditurcs for 1974, 1975, 1976 and 1977 would be Rs,.357 crores,

Rs4242 crorcs, Rs.289 crorcs and Rs.384 crores respectively.4

Thus investment in the corporate sector including the joint
scctor in 1977 cven in rcal terms would be higher than in 1976,
It has cven oxceeded the 1874 level., However one should note
_ the fairly stagnant level of corperate investment in canstant

priccs,

The estimates provided ara based pn preojects approved by tho
all-India institutions. Thecre are cases where the financing of
pro jects sven in the corporate sector is done by state level term
lending institutions. In order to have a more complete picture,
we thoughtwe should cover projects which have been granted assistance
by the state level institutions without the involvement of the

all-India institutions, Since it is difficult to go to each state



lavel institution, we tried to makce an ostimate through the information
available with the IDBI when it refinances projects sanctioned by

the state financing institutions, We found that during 1877 I0BI

had refinanced projects approved by state level institutions whosc
total cost would be Rs.144 croros, But it is difficult to apportion
this amount to any particular yocar bocause we do not have details

of the phasing of expenditures of thesc projects. Since thorc is

a time lag between the granting of assistance by the state level
institutions and the refinancing by IDBI, it would be incorrect

to treat these expenditurcs as falling in the year the  IDBI

provided refinanco,

PATTERN OF CAPITAL EXPENDITURES IN 1977

Table 4 providés an industrywise break up of the capital
expenditures incurred in 1977. 'Chemicals and PharmacouticalsT
(including fertilisers and pusticides) have topped the list with
nearly 21 per cent of total capital oxpenditurcs, ‘'Minerals and
Motals' rankod sccond with 18 per cent of the total capital
oxpenditures in 1977. Thore was a substantial rise in 'Paper!
due to new projccts coming forth in this industry with a couple
of them being of large size. 'Textiles! and 'Cement; accounted

for much larger proportion of totcl capital expenditures in 1977

as compared to 1976 due to the newly introduced soft loan schems,
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As a rasult, the shares of 'Toxtiles' and 'Cement' rose from
3475 and 2,12 per cents in 1976 to 10.89 and 4,04 per cents in 1977
respectively, The share of 'Transport' had declined from 28 per

cent in 1976 to 10445 per cent in 1977.

Table 5 indicates an industrywise analysis of the projects
sanctioned in 1977, It shows where the ncw investment is going.
The totgl number of projects approved in 1977 swelled to 302
from only 149 during 1976. Hecre again, such spectacular rise
can be explained by the new soft loan scheme and TOF scheme which
covered a large number of small projects, Therc werc 83 soft loans

and about 40 TOF projccts during 1977.

The total cost of projects sanctioned in 1977 had climbed a
ncw pcak of Rsa1129 crorcs as against Rs.622 crores in 1976« Out
of this amount, financial assistancec sanctioned by way of soft
lpans camc to Rs,70 crorcs. As mentioned earlicr, there were
18 jeoint scctor projocts including a2 giant fertiliser projoct,
The total cost of these projects is Rs,330 crores. In addition
there were 11 big projects in the private sector whose total cost

came to Rs.350 crores,
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'Fortilisers! and 'Pesticides' claim 24 por cent of the total
capital cost in 1977. Thec next place was taken up by 'Paper' with
nearly 16 por cent of the total capital cost, '"Textiles! and
'Minerals and Metals!' products followed next with 13+4 per cent

and 12.7 por cent respectively.
FORECAST FOR 1978

As of now, based on the projects sanctioned until 1977, the
capital expenditures in 1978 will be Rs.735 crores, Ws have to
add to this the likaely expenditures to be incurred on projocts
to be sanctioned in 1978, Even on tho assumption that the total
cost of projects sanctionod in 1978 will be Rs.B00 crores, the
expenditures in 1978 cut of these projects could be of the order
of Rs4,270 crores so that tho total capital expenditures in 1978
will be higher by at least 5 per cent over the 1977 level. If
the total cost of projects to be sanctioned in 1978 is close to
Rse500 crores, corporate invostment in 1978 can rise by 8 per cent.
Our forccast therefore is that corporate investment in 1978 will

rise above the 1977 lavel by 5 to 8 por cent,
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The author is grateful to the Dirsctor and the Rescarch Committee
of the Indian Institute of Management, Ahmedabad for providing
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For 1977 we have not bgen able to collect all data from all the term
lending institutions. The data on projects sanctioned exclusively

by IFCI remain to be collected., Since this is usually a small figure
this should not affect the conclusions draun.

It can be argued that particularly in the case of plant and machincry,
the prices at which they are shown are prices at which they have been
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contracted and not nccessarily at the price level of that yoar.
Since it is difficult to obtain this information, we have made
the assumption that the project cest is at the price level of

that ygcar,

In last ycar's foreccast (Economic and Political Weokly April 2,
1977) the figure for 1974 was givcn as Rs.493 crores which is
incorrect.
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TJable 4

INDUSTRYNISE CAFITAL EXPENDITURE FOR 1976 ANu 1577 end

EXPECTED CAPITAL EXPENDITUHES

FOR 1978

(Rs. in lakhs)

Industry 1976

S. Nm. 1977 1978

1. Chemicals & Fharmaceuticals 11833 19035 16545
{16 .88) (20.83) (22.64)

2 - Electrical 5191 3859 4172
(7.40) (4.33) (5.71)

3. Engineering 4628 6429 2137
(6.89) (7.04) (2.92)

4. Jute " 255 791
(G.13) (C.28) (1.08)
5. Mingrals & Matals 16G13 16444 6763
(22.84) (16.00) (9.26)

6 Paper 1704 9493 12326
(2.43) (10.79) (17.69)

Te Textiles 2068 9954 6634
(4.09) (10.89) (9.08)

8. Transponrt 17968 9552 6297
(25.63) (1:..45) (B.462)

9. Cement 1884 3690 6551
(2.69) (4.04) (B.96)

i0. Miscellancous 7723 1256i 10262
(11.02) (13.75) (14.04)

TOTAL 70104 91372 73080

(100) (100) (100)

Notes Figures in brackets refer to % to tetal”
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