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Introduction (abridged)

The object of the study is to analyse the behaviour of certain selected private-sector industries in
India in respect of their fixed investment. The industries considered by us are cigarette, cement
and paper and paper board. Though these three industries do not cover a fairly wide spectrum of
the manufacturing sector we have selected them for our study due to the analytical facilities
offered by the generally homogeneous nature of the products within each industry. Further we
have a comparatively smaller number of companies to consider in these industries than say, in
jute or cotton textiles and this has helped us in carrying out an intensive study of the industries
concerned, requiring as they do a good amount of computer time. Apart from this there are
certain features of these industries which are also of interest to us, the point to which we shall

return soon.

Decisions regarding investment, dividends and external finance interact with one another. The
simultaneous behaviour of these factorsis not our concern here and to that extent this study isa
limited one. Our aim isto see the role of sales and financial variables affecting investment and
try to disentangle their individual importance.

1.2 Unit of study
In any study of this nature the natural question which arises is regarding the unit of study. To

industry a better unit than individual firms? Our opinion is that unless the behaviour of
individual firmsis analysed and interfirm differences are studied, it will be difficult to conclude
about the investment process at the industrial level, particularly in the context of countries like
India where government regulations, imperfect market conditions, necessity of importing large
amount of machinery, etc. make interfirm differences within an industry all the more glaring.
The other aspects like managerial competence ability to finance investment etc. tend to
accentuate inter-firm differences. So we have concentrated on individual company-level data
and analysed in each industry all the companies in our sample. Wherever, we fet the need
pooling was done to necessitate further understanding of corporate behaviour.






Though profits increased, dividends to net profit ratio declined in both and this is perhaps due to
stability of dividendsin relation to profits. In the case of cement external finance to total source,
was around 40 to 45%. In the case of paper and paper-board it declined drastically. This may be
dueto i) increase in profitability & retention or ii) due to decline in capital formation. In paper
and paper board the importance of new issues increased though external source as such declined
very much in importance. The importance of borrowings declined and it is mainly due to decline
in bank borrowings. We observe that total long term external financing (new issues, financial
ingtitution borrowings etc.) as a proportion of total source was small in both the industries, the

point to which we return later.
In conclusion we can say sales & profitability show upward trend in second half in both the
industries and in case of paper & paper board external funds to total source of funds declined in

importance.

1.4 Conclusion

Ours is a time-series study of individual companies belonging to three industries namely
cigarette, cement and paper and paper-board. We try to find the relative importance of sales and
“internal fund flow” variable in determining investment behaviour. We aso estimate the
“reaction coefficient” which tells about the speed of adjustment of the capital stock to desired
levels, by an indirect procedure. Study is both in current and constant prices, later used for
estimating structural parameters.



