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ABSTRACT 

The mobilization of domestic resources and 

channe1ing them into productive investment is a crucial 

prob1em facing several under-developed countries and in 

particular, India. One of the methods used to overcome 

this problem is to have direct State participation in 

industrial-commercial activity through public enterprises. 

The focus of this study is therefore on the profits of 

public enterprises in India during the Third Five Year 

Plan (1961-66). An attempt is made to assess these profits 

in light of the monetary and opportunity costs of capital 

and the targets set by the Planning Commission. However, 

there are several factors which influence profit such as 

the market structure, price policy, business fluctuations 

etc. Thus, any evaluation of profit-performance must 

necessarily consider these factors. After incorporating 

the influences of these factors, this study finds that 

on the average public enterprises have performed reasonably 

weIl. Though they fall short of the opportunity cost and 



• the target rate of return on capital set by the Planning 

Commission, they do cover the monetary cost of capital 

and meet the target in terms of aggregate profits. 

As this is a cross section study of 26 public 

enterprises, it is pointed out that the general conclu­

sions are not applicable to individual cases. There is 

considerable disparity in profits within the sample and 

it is suggested that an industry or firm study is now 

desirable for further results. 
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INTRODUCTION 

This study focuses on profits in the public 

enterprises in India and consists of two parts: a 

theoretical section examining the role, profits, and 

priee policy of public enterprises and a section measuring 

profits of selected enterprises during the Third Five 

Year Plan (1961-66). 

In Part l, Chapter l, we examine the role of 

public enterprises in India's economic development, 

their justification in context of development theory and 

India's social-political-economic objectives. Chapter II 

briefly surveys profit theory whereas Chapter III examines 

the relationship between profits, priee policy, market 

structure and the general underlying principles of 

determining priees in public enterprises. 

Part II, Chapter IV discusses the conceptual 

problems of relating accounting and economic data and 

Chapter V measures profit ratios of 26 selected public 

enterprises using annual financial statements. In this 

chapter, we attempt to assess the relative profitability 

of public enterprises as against the interest charges 

for long term industrial finance and the opportunity cost 

of capital in similar industrial-commercial activities. 
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Why are economists interested in profits of 

public enterprises? 

On one hand, public enterprises occupy an 

important part of the organized sectorl in under~developed 

countries. In India, for instance, the share of the 

public sector in net national expenditure is approximately 

17%.2 During the Third Five Year Plan, 62% of the total 

investment was allocated to the public sector projects 

alone. Furthermore, if the estimates of the Fourth Five 

Year Plan are realised, the public sector enterprises 

will th en comprise approximately 56% of the total organ~ 

ized industrial-commercial sector. 3 

1. By organized sector we mean the industrial~commercial 
activities in the economy of a secondary and 
tertiary nature. This excludes primary activities 
e.g. agriculture. 

2. In other selected under~developed countries in the 
ECAFE region, it varies from 11% to 33%. See U.N. 
ECAFE. "The Increasing Role of the Public Sector" 
Economic Survey of Asia and the Far East ~ 1960 
(Bangkok: 1961) p. 53-56. 

3. (a) V.K.R.V. Rao, "Role of Public Sector in the 
Indian Economy", Indian Journal of Public Adminis~ 
tration (July~Sept. 1964) p. 413. 

(b) Government of India, India in Perspective, 
(1967, 1) 

- xiv -
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On the other hand, profits remain the leading 

source of funds for enterprise. Prof. W.A. Lewis states: 

"Profits (private and public, corporate and 
incorporated) provide Most of the savings for new 
investment in commerce and industry. They are 
also a major source of taxation. An economy will 
grow rapidly if profits are high, and will stagnate 
if profits are low."4 

In India, the profits of public enterprises were 

expected to directly supply 7% of the total resources 

for the Third Five Year Plan. s Hence, increased profits 

of public enterprises means increased investment and out-

put in the economy. The growth of public enterprises also 

means increased welfare and higher standards of living 

for the Indian people. 6 The performance of public enter-

prises is, therefore, an integral part of India's economic 

development. For aIl these reasons, economists in India 

and elsewhere are interested in public enterprise profits. 

4. W.A. Lewis, "Development Planning" (London: George 
Allen & Unwin Ltd. 1966) p. 93 

5. Government of India, Third Five Year Plan (1961) p. 94 

6. By performance, we Mean the appraisal of how much 
the economic results of an industry's behaviour 
deviates from the best possible contribution it 
could make. Our question here concerns itself with 
the actual performance of industries (or firms) 
placed beside their potential i~ view of the 

. given constraints under which they operate • 
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However, there are several problems in measuring 

performance in general and of public enterprises in 

particular. For instance, in a perfectly compe~itive 

industry, where firms are maximizing profits, higher 

profit rates can indicate efficiency and better allocation 

of resources. The public enterprises, on the other hand, 

are often monopolies and do not a1ways maximize profits. 

Instead of maximizing the net privatereturn on capital, 

they may incur losses by maximizing the net social return 

. 1 7 on cap1ta • 

performance. 

Furthermore, profit is but one measure of 

The other measures are changes in operating 

capacity, economies of sca1e, productivity indexes, etc. 8 

In addition, there are severa1 other dimensions of perR 

formance that cannot be readi1y measured. For examp1e, 

how can we measure the benefits accrui~g out of increased 

emp1oyment, externa1 economies and genera1 we1fare the 

public (and private) enterprises contribute to? 

7. In context of the present ana1ysis only those 
public enterprises are se1ected which operate on 
business princip1es. See footnote 14. 

8. J.S. Bain, Industria1 Organization (New York: John 
Wi1ey & Sons 1967) p. 340-42 • 

- xvi -



• 

• 

In spite of these difficulties, several attempts 

have been made to measure the performance of public 

enterprises. 9 In India, the "Forum of Free Enterprise" 

surveyed profits of 16 public enterprises in 1959"61. 

Their findings suggest that public enterprises earn less 

on total capital than the private enterprises. On the 

other hand, they also appear to be charging higher prices 

as reflected in their profit~sales margin~.lO Another 

study made by the "Economic and Scientific Research 

Foundation" states that for every Rupees 100 invested in 

the public sector in preference to private industry, 

there is an avoidable loss of Rupees 22 in the national 

income. ll 

9. See C.A.R. Crosland, "Prices and Costs in National .. 
ized Undertakings". Oxford Economie P"apers (N. S. 
Jan. 1950) pp. 51-68 and G.S. Bhalla, Financial 
Administration of Nationalised Industries in U.K. 
and India (Merrut: Meenakshi Prakashan 1961). These 
are among the better studies. 

10. Forum of Free Enterprise, A Survey of State Enter­
prises in India (Bombay: 1962) pp. 14-17. 

Il. Economic and Scientific Research Foundation, The 
Performance of Government Undertakings - 1958-65. 
(New Delhi) Introduction . 
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While these and other studies are significant, 

there are basic conceptual errors which are too numerous 

to review in this study. For example, they fail to con-

sider the differences between accounting and economic 

concepts, production functions, demand and market condi~ 

. 12 
tlons etc. Whereas this study does not solve aIl the 

issues involved, it does attempt to take into account the 

significant economic factors and qualifies the results 

to some extent. 

Thus, there are certain "minimum" standards 

which any enterprise, regardless of whether it is private 

or public, "profit maximizing" or "profit making", must 
13 

achieve. These standards are: 

12. This criticism in particular applies to the latter 
studies. For ex~ple, capital figures used to compute 
profit-ratios include investments in other enter .. 
prises, development funds used for current 
construction etc. On the other hand sales revenue 
includes income from aIl sources and not business 
activity alone. In addition the samples selected 
are not representative and include relatively new 
firms wiich are facing gestation problems. 

13. The extent to which these standards are affected by 
structural imbalances are considered more fully in 
Chapter V • 
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(a) Enterprises must earn on·their investment a 

minimum of the "monetary" cost of borrowing 

long term industrial finance. In other 

words, their profit rates on investment 

must be equal to the going interest rate. 

(b) Enterprises must earn the minimum of the 

"opportunity" cost of capital in similar 

industrial activities with similar market 

conditions. 

These two criteria are used in this study to 

h f f " "1 bl" ",,14 assess t e per ormance 0 commerc1a pu 1C enterpr1ses 

in India. In addition, the avowed goal of the Planning 

Commission which states: "productive efficiency and 

the pricing policies of the public sector enterprises 

will be such as to yield a return of 10 per cent on 

" . ,,15" 1 "d d 1nvestment 1S a so conS1 ere . 

14. Commercial public enterprises are Central Government 
Undertakings who's avowed policy is to make profits. 
This category normally excludes utilities e.g. 
electricity, power, fuel and railways. 

15. Government of India, "Perspective of Development, 
1960~6l to 1975-76" (New Delhi: Perspective Planning 
Division, Planning Commission) . 
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Finally, the discussion 'contained in this study 

has no ideological purport. The only aim that it seeks is 

to examine the profits of public enterprises and the 

significant role they play in India's economic development • 
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"1 am as impatient with those theol~gians 
of capitalism who preach that private capital can 
meet aIl the world's development needs as 1 am 
with those theologians of socialism who preach 
that only state Emterprise can satisfy demands." 

E~gene Black 
Former.President, 
International Bank for 
Reconstruction and 
Development. l 

As reported in Time (Oct. 28, 1957) p. 60. Quoted 
from: D.L. Spencer, India, Mixed Enterprise and 
Western Business (The Hague: Martinus Nijhoff 1959) 
p. 3. 
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CHAPTER I 

ROLE OP PUBLIC ENTERPRISE IN INDIA 

Development implies successive additions to a 

't f . Il. d h b country s sore 0 caplta equ1pment, an t ese must e 

large enough to affect an increase not merely in total 

national income, but in national income per capita as weIl. 

The rate of capital accumulation2 is therefore one of 

the principal factors which determines the rate of develop­

ment3• However, capital accumulation depends on the level 

of savings in the economy and whether productive invest-

ment opportunities exist. This involves two problems of 

1. By capital we mean tangible reproducible assets 
destined to be used in future production. This 
includes: a) aIl construction and improvements 
attached to the land (buildings, dams, etc.) 
b) machinery and equipment in the hands of 
producers, private and public, c) inventories 
within the country in hands of business enter­
prises and government d) net balance of claims 
against foreign countries. In this study we 
are concerned with the first three forms of 
capital. While other forms of capital are 
important, they are not relevant in the present 
context. See: S. Kuznets: Six L"ectUres on 
Economic Growth. (Illinois: The Pree Press, 
Glencoe 1959) pp. 69-70. 

2. By capital accumulation we mean investment. 

3. By this we do not mean to imply that capital is a 
sufficient factor. Several other factors must be 
considered in the context of development.The 
literature abounds with such factors and needn't 
be repeated here. However, Prof. W.A. Lewis in 
this context states: "The central problem in the 
theory of economic growth is ta understand the 
process by which a community is converted from 
being a 5 per cent to a 12 per cent saver - with 
aIl the changes in attitudes, in institution and in 
techniques which accompany this conversion". 
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under-deve1oped countries: 

i) The prob1em of mobi1izing resources for 

capital formation and, 

ii) That of channe1ing capital resources into 

productive investment. 

Both of these prob1ems are c1ose1y re1ated to 

the economic and institutiona1 environment of deve10ping 

countries and it is difficu1t to separate the two. 
"4 

Savings are the major source of funds for 

capital formation and depend to a large extent on the 1eve1 

of incomes and overa11 productivity. However, low 1eve1s 

of income and productivity are among the chronic prob1ems 

facing many under-deve1oped countries. The low income 

1eve1s resu1t from an economy where the majority of the 

population is engaged in a techno1ogica11y backward 

subsistence sector. The industria1 base is sma11 and 

in many cases stagnant due to inadequate money and 

capital markets resu1ting from stunted growth in the 

past. 5 Furthermore, the low 1eve1s of income and a high 

propensity to consume have imp1ied lia circu1ar constellation 

4. 

5. 

Savings in this context refers to that portion 
of income generated by current production deemed 
not to have been spent on 'final' consumer goods 
and services during the production periode 

See: U.N. Department of Economie Affairs: Struc­
ture and Growth of Se1ected Economies. 
(New York: 1958) pp. 1-5. 
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of forces tending to act and react upon one another in such 

a way as to keep a poor country in a state of poverty." This, 

later led Prof. Nurkse to tritely state: "A country is poor 

6 
because it is poor". However, the supply of capital is 

governed by the ability and willingness to save; the demand 

for capital is governed by the incentives to invest. Though 

the 'vicious circle of poverty' is a reality in several 

under-developed countries, in others it is the lack of 

incentives to invest and the proper institutional framework, 

which hinders capital accumulation. The case under 

discussion is that of India. A report published by the 

International Bank for Reconstruction and Development 

states: "in many under-developed countries including India, 

the amount of capital available for investment is often 

surprisingly and (sic) in explicably large --- and that very 

few of the many businessmen consulted by the mission on this 

subject appeared to be regarding financing as a serious 

problem".7 

In addition, the findings of the AlI India Rural Credit 

Survey describe the extent of 'latent' savings in the economy. 

6. R. Nurkse, Problems of Capital Formation in Under-developed 
Countries (Oxford University Press, 1967) p. 4. 

7. Current Economic Position and Prospects of India, 
(A.S.54 a, Washington, D.C.: 1956) 
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The survey discovered that approximate1y 40% of income expenditure 

was non-productive in nature of marri~ges, ceremonies, 1it~gation, 

etc. Househo1d consumption expenditures accounted for 45-47% 

and bare1y 13-15% of the incomes were re-invested in farms and 

other assets 8• Thus the ability to save exists in the 

lndian economy, however, the willi~gness9 depends on the incentives 

to invest. 

Even if the incentives to invest are provided and 

investment does take place, economic development is not the 

necessary result. Colin Clark states: "While it is quite 

clear a certain amount of capital investment is a 'necessary' 

condition for economic. growth, it shows a very weak l~gical 

8. 

9. 

A. Gosh lndian Economy, lts Nature and 
Problems (Wor1d Press (Calcutta:1963) 
p. 205 - 7 : 
T.N. SachdeVa lndian Economics p. 137 - 139. 

'. 

As early as 1936, J.M. Keynes observed: 'The 
history of lndia at aIl times has provided an 
example of a country impoverished by a preference for 
liquidity amounting to so strong a passion that even 
an enormous and chronic influx' of precious metal has been 
insufficient to bring down one rate of interest to 
a level which was compatible with growth of real 
wealth". General Theory of Emp10yment z lnterest 
and Money (MacMillan & Co. Ltd. 1967) P. 337 
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sense to co;ntend, as so many economist.s have done, that 

it. is a 'sufficient' condition or that economic. growth 

in any desired quantity can.be obtained simply by 

. . ,,10 1nvest1ng more. 

In the process of economic growth, it is 

equally important to have a pre-condition stage in 

which "new types of enterprising men come forward -

in the private economy, in government, or both - willing 

to mcbilize savings and to take risks in pursuit of 

profit or modernization. Banks and other institutions 

Il for mobilizing capital appear." 

10. Colin Clark. "Growthmanship: Facts' and Fallacy". 
(Forum of Free Enterprise·~ .. Bombay: July 1965) 
p. 11-12. 

Il. W. W. Rostow. The Stages of EconoDiic·Growth. 
(Cambridge University Press 1967) p. 7. 
Prof. Rostow suggests that along with this pre­
condition stage, "the proportion of net investment 
to national income •••• rises from, say 5 per cent 
to 10 per cent •••• yie1ding a distinct rise in 
rea1 output per capita." Ibid. p. 37. 
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Thus it can be stated that the process of capital 

accumulation is a function of three variables. 

i) An increase in the volume of real domestic 

savings so that the resources that would have been 

used for consumption are released for investment. 

ii) The creation of adequate banking and financial 

institutions.to mobilise the savings of the community. 

iii) The emergence of an entrepreneurial class 

which can utilise the community's savings into channels 

of productive investment. 

In this context, the public enterprises in India 

form a part of the institutional framework which has 

been created in order to provide a favourable economic 

environment for growth. The public enterprises perform 

both, the function of mobilizing resources and of 

creating new investment opportunities. In the financial 

sector development banks such as the Industrial 

Finance Corporation, National Industrial Development 

Corporation etc. issue debentures, stocks and accept 

deposits which are channelled to public and private 

enterprises in the industrial sector. The public 

enterprises coyer a wide range of industrial-commercial 

activity and in many cases create new investment 
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opportunities12 for the available capital. 

Social-Political-Economic Objectives 

As noted above, the process of economic development 

involves much more th an the provision of capital 

equipment. It requires a social attitude receptive 

to new fields and new methods of production, institutional 

arrangements that encourage enterprise and investment, 

and technical and managerial skills that make new 

methods of production effective. And above aIl, it 

requires the development of economic infrastructure. 

AlI these requisites of industrialization require 

large amount of social investment which may be beyond 

the capacity of the private sector. Moreover, the 

investment in social overheads is characterized by 

long gestation periods and involves different time 

scale preferences with respect to profits. In these 

12. See a) W. Diamond, Development Banks (Baltimore: 
John Hopkins, 1957). 
b) A.H. Hauson, "Development Corporations". 
Yorkshire Bulletin of Economic and Research. 
(Spr. 1961). 
c) ----- Public Enterprise and Economic 
Development (London: Routlege & Kegan Paul 
Ltd. 1960). 
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circumstances, the role of government becomes vital 

for the creation of dynamic forces for economic 

13 development. 

The role of government has been extending 

f f ·· . f . 14 h f rom per orm1~g 1ts pr1mary unct10ns to t at 0 

direct participation in industrial development. The 

economic development of Japan, U.S.S.R. and several 

other countries has been conditioned by government 

policy. This in most instances has involved social-

political-economic decisions. In this regard India 

is no exception. It aims at establishing a democratic 

13. See A.O. Hirschman, The Strategy of Economic 
Development (Yél:le Univ. Press, 1965) for an 
excellent treatment of social overhead costs 
as related to economic development. 

14. Such as maintaining law and order, collect 
taxes etc • 
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socialist society15 in which the means of production are 

1 1 d d d b h . 16 arge y owne an manage y t e soc1ety. In order to 

achieve this aim, it necessitates the expansion of the 

public sector in a wide range of economic activities. 

However, it does not Mean the elimination of ~he private 

sector, for, 

"the private sector has to play its part within 
the framework of the comprehensive plan accepted 
by the community. The resources available for 
investment are thrown up in the last analysis 
by social processes. Private enterprise, free 
pricing, private management are aIl devides to 
further what are truly social ends; they can 
only be justified in terms of social results.,,17 

15. Essentially, a democratic socialist society means 
that "the basic criterion for determining the 
lines of advance must not be private profit but 
social gain, and that the pattern of development 
and the structure of socio-economic relations 
should be so planned that they result not only in 
appreciable increases in national income and 
employment, but also in greater equality in 
income and wealth." Govt. of India. Second Five 
Year Plan (Govt. of India Press, New Delhi) 1956. p.22. 

16. Society in this context is synonymous with State. 

17. Ibid. p. 23 • 
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This suggests a mixed enterprise system for the Indian 

economy in which the dominant role is to be eventually 

that of the public sector. In particular, the public 

sector is to provide 

a) Sources of funds for economic development. 

In an economy where the public sector comprises of a 

large proportion of the organized industrial-commercial 

sector, the profits form an important source of 

development funds. The profits of public enterprises 

can be re-invested in the same industries or for the 

establishment and expansion of other industries. 

b) Bases for redistribution of income and 

wealth. The public sector profits accrue to the 

government instead of the private investor. This 

would bring about a reduction in the inequalities of 

income and wealth and promote an egalitarian society. 

In addition, public enterprise profits are politically 

preferable to private enterprise profits. By. greater 

control of development resources the government can 

direct the economic growth of the country. 

c) Removal of regional disparities through 

planned public enterprise investments. This is 

another important extension of the public sector which 

helps promote balanced regional growth. The concentra-
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tion of economic activity in particu1ar regions does 

not benefit the society as a whole and conflicts with 

India's political aims of equity. In addition the 

public enterprises can enter new areas of economic 

activity where either private enterprises lack capital 

resources or are hesitant in view of the risks and 

rates of return. 

d) To prevent concentration of economic power. 

In absence of an anti-trust policy and the tendency of 

monopolies to emerge in developing countries, the 

public enterprises in India are also aimed to prevent 

concentration of economic power which may be to the 

common detriment of the people. 

Industrial Policy in India 

In view of these objectives, the Industrial 

Policy Resolutions of 1948 and 195617 specify the 

various spheres of State and private industrial activity. 

The industrial policy resolution of 1948 

18 states: 

17. Govt. of India. 
1948 and 1956. 

18. Ibid. para: 2 . 

Industrial Po1icy Resolutions 
(Govt. of India Press. New Delhi). 
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"Any improvement in the economic conditions 
of the country postulates an increase in national 
wealth: a Mere redistribution of existing wealth 
would make no essential difference to the people 
and would merely Mean the distribution of poverty. 
A àynamic national policy must, therefore, be 
directed to a continuous increase in production 
by aIl means, side by side with measures to 
secure its equitable distribution. In the present 
state of the nation's economy, when the mass of 
people are below the subsistence level, the 
emphasis should be on the expansion of produc­
tion, both agricultural and industrial; and in 
particular on the production of capital equipment." 

Put in this perspective along with the socio-

political-economic aims of the government, the 

indus trial policy resolution defined the sphere of 

activity of the private and public sectors by dividing 

industries into four broad categories. 

a) The manufacture of arms, ammunitions, trans-

port equipment, atomic energy and railways would be 

the exclusive monopoly of the central Government. 

b) The second category covered coal, iron and 

steel, aircraft and shipbuilding, telecommunications 

and mineraI oils. New undertakings in these industries 

could henceforth, be undertaken only by the State. 

Existing private enterprises had an inherent right to 

operate or could be nationalized with compensation. 

c) The third category was made up of industries 

of such basic importance that the Government would 

feel it necessary to plan and regulate them. This 
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comprised of salt, automobiles, tractors, heavy machin­

ery etc. 

d) The four th category comprising the remainder 

of the industrial field was left open to private 

enterprise, individual as weIl as co-operative. 

However, the State was to progressively participate 

in this field and it would not hesitate to intervene 

whenever the progress of an industry under private 

enterprise was unsatisfactory. 

In 1956 another industrial policy resolution 

was enacted and replaced the 1948 resolution. The 

later resolution in essence was an expanded version of 

the first and consists of three industrial categories, 

the second of which is equivalent to b) and c) above. 

In addition policy recommendations were made for the 

provision of technical training schools for labour, 

encouragement of small scale industries and non­

discriminatory practices towards the private sector. 

The main achievement of the above resolutions 

was to provide a broad social-economic framework in 

which the economy was to operate. It laid a firm 

foundation of a mixed or controlled economy in which 

both private and public enterprises existed side by 

side. However, the dominant role of the public sector 
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and the wide powers of -the government indicate the 

expanding role which the public enterprises are to play 

in India's economic development. While it is not the 

purpose of this thesis to question the ideological 

basis of this policy, Prof. A.H. Hanson suggests: 

"The Planning Commission's immediate con-
cern was to 'get things going' by any means that 
lay at hand, not to philosophise about economic 
development or to take sides in a socialism­
versus-capita1ism controversy which it evidently 19 
regarded as being of little immediate relevance." 

Thus the economic policies of the Government 

of India must be considered as achieving a political 

aime Whether or not these policies are conducive to 

economic growth leads us to issues not relevant to 

this study. What is proposed here is to examine one 

of the objectives of public enterprise in India, viz: 

to provide sources of funds for economic development. 

In this context a selected sample of public enterprises 

which operate on a profit basis in the industrial-

commercial sector are considered in Part II. 

19. A.H. Hanson. op. cit. p. 158. 
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CHAPTER II 

A NOTE ON PROFIT THEORY 

In the preceding chapter, we concluded that the 

focus of this study is on public enterprise profits -

insofar as they provide a criteria for judging performance. 

It is the purpose of this chapter, therefore, to brief1y 

review profit theory as it describes the under1ying 

factors which de termine profits. It is hoped that this 

digression will help assess the public enterprise 

profits in light of theoretical deve1opments. 

The c1assical profit theory, dea1t simultan­

eous1y with the determination and distribution of profits. 

Though it remained useful for some time, theoretica1 and 

institutional developments revealed its serious 

inadequacies. To meet these changed circumstances, the 

"dynamic theory" of profits was developed in opposition 

to the "risk theory". We will review these two alter"" 

natives and attempt at a synthesis. 

Traditiona1 Theory 

English classica1 economists genera11y viewed 

entrepreneurial income as the sum of three e1ements: a 

payment equivalent to interest on invested capital, 

compensation for the services of management, and a pay-
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ment vaguely related to the assumption of risk. On the 

latter element, Marshall was more explicit: 

"The work of management may be heavy because it 
involves great mental strain in organizing and 
devising new methods; or because it involves 
great anxiety and risk. And where the risks 
are not insured for, they must be compensated 
in the long run on a scale about as high as 
would be required for the premium of an insurance, 
if the practical difficulties of insurance against 
business risks could be overcome."l . 

In this purely competitive static framework of 

analysis, owner-entrepreneurial income was "a share of 

the normal expenses of production, which could not long 

diverge from the "normal supply priee" of its components.,,2 

If profits in excess of interest ranged above the normal 

supply priee, additional supplies of owner-entrepreneurs 

would be forthcoming, reducing these excess profits to 

zero. 

The usefulness of this theory was severely 

shaken by the development of widespread ownership through 

joint-stock companies. With management and ownership 

functions effectively separated for a large segment of 

business activity, one of the "risk theory" justifica-

tions of owner's income was lost. Thereafter, the theory 

rested on an interest equivalent payment, and a 

1. Alfred Marshall, Principles of Economies (4th ed. 
London: MacMillan and Co. Ltd. 1898) p. 694~695. 

2. R.G. Hawtrey, "The Nature of Profit" -- The Economie 
Journal (Sept. 1951) p. 493. 
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compensation for the assumption of risk. Moreover, the 

growth of such enterprises relative to the market, raised 

monopolistic considerations of assymetry of buyer and 

seller relationships. As a natural theoretical develop-

ment, questions of the dynamic effects on profitability 

of the rate of growth of firm and industry, ease of 

entry, and rate of technological change were raised. 

Thus, two lines of development took place. 

The first followed traditional theory, viewing long run 

profit in excess of interest as a determinate reward 

for the exercise of a production function - namely risk 

bearing. The second viewed excess profits as the result 

of institutional monopolies and "the change, uncertainty, 

and friction interest in adynamie world, and which the 

belated operation of competitive forces tends to eliminate.,,3 

Attempts at Synthesis 

F.H. Knight attempts to incorporate features 

of both the "risk" and "dynamic" theories: 

3. R.A. Gordon, "Enterprise, Profits and the Modern 
Corporation" Readings in the Theory of Incorne 
Distribution ed. William Fellner and Bernard Haley 
(Illinois: Richard D. Irwin Inc. 1851) III p. 560 • 
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"Uninsurab1e risk is in fact associated chief1y 
with economic change. When a change resu1ts 
from conscious innovation, the risk affects in 
different ways both the innovator himse1f,and 
other competing enterprises.,,4 

It is, says Professor Knight, "through a study 

of the nature of economic changes and the activity of 

the human mind, individually and socia11y, in producing 

and reacting to change,,,5 that improvements in our 

understanding of profit theory will occur. 

Hawtrey's theory of profit emphasizes market 

power: 

"In fact, for the producers no less than for the 
merchant, profit is the remuneration of se1ling. 
The respansibi1ity for se1ling attaches insepar­
ably to the owner (shareholder) of the product 
to be sOld.,,6 

To the passive shareholder, the excess yie1d 

above an allowance for the risk of not selling the output 

of the firm's pure profit. "It accrues to him as the 

remuneration for making a wise selection amo~g profit R 

makers to whom to tie his fortune.,,7 

4. F.H. Knight, "Profit", Readings in the Theory of 
Income Distribution ed. W. Fellner and B. Haley 
(Illinois:"'Richard D. Irwin 1951) III pp. 540-541. 

5. Ibid 

6. Hawtrey -- op. cit. p. 497 

7. Ibid p. 500 
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Both theories appear somewhat vague with respect 

to the risk element. What precisely is the relationship 

between the amount of risk and the profitability of the 

enterprise? Neither theory presents, in detail, the 

economic justification of profit. 8 It is hypothesized 

that some of the deficiencies of profit theory result 

from a failure to perceive the essential unit y of what 

appears to be two different approaches. 

In this real world, economic change is inevit-

able, Government policies are modified, population 

changes in magnitude and composition, new firms are 

created while others die and so forth. Since goods are 

normally produced before being sold, these changing 

market conditions involve a risk for the firm -- the 

risk that it may be unable to sell its output. The firm 

must act to reduce this risk. In many cases, accurate 

information is relatively easily acquired, allowing the 

firm to take effective remedial action. Some types of 

change, such as the policy decisions of rival firms, are 

8. A recent paper delivered at the Canadian Economie 
Association Meeting, Calgary 196~states that 
profits reflect improper computation of factor 
rewards. Had imputation been done correctly 
there would have been no entity called profits 
and hence no need for a theory to explain profits. 
See: C.J. Kurien, "Occam's Razor to the Concept 
of Profits" Canadian Economie As ° t O Annual SOCl.a l.on, 
Meeting 1968. Papers presented. 
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less easily predicted, and remedial action is less likely 

to be implemented at the most opportune time. This is 

especially true where many firms are active in one 

industry. Where there are few firms producing a similar 

product -- the classic oligopoly case, the actions of 

rivaIs are more easily anticipated and policy may, there­

fore, be planned accordingly. 

In the oligopoly structure, a firm not only 

reacts to change, but is also a major source of change. 

Through advertising, and pure market dominance, among 

others, a firm may control the rate of change of some of 

the dynamic variables. Consumer preferences are created 

or modified, and the market controlled so that risk is 

reduced. Explicit or tacit price agreements, for 

example, reduce the likelihood of a disadvantageous 

price change. 

It is, therefore, through the knowledge or 

control of economic change that risk is reduced. When 

firms are successful in their efforts, profit is their 

reward; when they are unsuccessful, a loss is suffered. 

Profit is, therefore, not a reward for the assumption of 

risk, but a reward for the successful reduction of risk • 

Profit is only one way in which a firm may 

choose to receive its reward. Lower current profits may 

be used to discourage new entrants, thus maximizing the 
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long run profits of the firme Alternatively, the firm may 

conform to a target rate of return which is acceptable 

to the industry as a whole. The possibilities are numerous. 

It is sufficient, at this point, to note that a reduction 

of risk does not necessarily produce large profits for 

the firme 

Profit, in the accounting or financial sense, 

is composed of a return to fixed value securities 

(interest), and a return to the owners of the enterprises 

(dividends, and a share of the increased value of the 

enterprise resulting from retained earnings investment). 

Both bondholders and shareholders, as suppliers of a 

factor of production, are entitled to a share in the 

distribution of the realized profits of the firme In 

profitable firms, the return to shareholders will usually 

be higher than the return to bondholders. 

The theoretical justification of this unequal 

sharing of profits is not completely clear. Profit 

theory generally attributes the higher yield to compensa­

tion for the uncertainty of capital value associated with 

common stocks -- that is, to the assumption of risk. 

The assumption of risk, however, is not a productive 

function. If it were, then it may follow that the greater 

the risk assumed, the greater would be the return to the 
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shareholder. A more likely explanation is that the amount 

of risk which the investor, individual or corporate, is 

willing to assume, depends upon the potential profit of 

the enterprise. However, this does not explain the 

unequal sharing of the realised profits. One explanation 

which would prove to be fruitful, is that the investor 

performs the function of allocating "risk capital" to 

its alternative uses. When an enterprise is new, and 

no past record of. performance is available to guide his 

choice, the investor is handsomely rewarded for a correct 

decision. Should the enterprise fail, he is heavily 

penalized. The high return is, therefore, a reward for 

his superior ability in allocating capital. Subsequent 

purchasers of the share capital must pay the present 

value of the future stream of income from the share, 

adequately discounted for time and uncertainty. This 

lowers the yield on the share, a "just" procedure since 

the subsequent owner has the record of past performance 

to guide his allocation decision. 

It is useful, therefore, to view profits of 

the firm as a reward for the successful reduction of risk 

through knowledge and control of the dynamic market 
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variables. Size of firm9 is one characteristic which 

contributes to the ability to control the market. With 

the advantage of real or pecuniary cost superiority, and 

the financial strength which may accompany size, the 

large firm may enforce rules of behaviour which are 

advantageous to itself. To the extent that these ad~ 

vantages are exercised, the firm may claim a reward for 

the control ·of market forces. 

The public enterprises in India by virtue of 

their composition and place in the economy are able to 

control some of these market forces. Through government 

licensing and compllmentarity of investments in 

different enterprises, the reduction of risk has 

enabled the enterprises to venture into new fields of 

economic activity. In addition the Industrial Policy 

Resolution defines the spheres of economic activity in 

which the government is to play a dominant role. This 

9. By size we mean its relative share of total sales 
in the market. There are other measures of size 
as weIl such as share of assets, employment, 
value adde~ etc. Sales in the present context 
is more relevant as we are studying its residual~ 
after expenses-profits • 
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proves to be a formidable barrier to entry for 'would be' 

competitors and as such the public enterprises are in a 

position to set their own profit expectations. With 

respect to market size the public enterprises in India 

are in most instances monopolies or near-monopolies in 

their operation. Thus the question whether or not their 

reward takes the form of higher short runprofits is of 

sorne interest to economists and politicians alike. IO 

10. Several other questions arise which cannot be 
dealt with fully in the limited context of this 
study. For example, are public enterprises 
charging higher priees (higher in relation to 
imported substitutes if available) and thereby 
reducing private enterprise profits? On the 
other hand, do they charge lower priees and 
accrue lower profits -- thereby raise private 
enterprise profits and tax them for develop­
mental expenditures? Furthermore, the extent 
to which this is do ne will also affect our 
consideration of the opportunity costs of 
capital in the private sector. These and 
other issues are however considered in Chapters 
III and V . 
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CHAPT ER III 

PROFIT AND PRIeE POLICY OF PUBLIC 
ENTERPRISES 

A. 

In determining the profit and priee policy of 

public enterprises, two underlying factors must be con-

sidered: 

a) The market structure in which the public 

enterprises operate.and 

b) whether a policy of pricing for profit is 

desirable in context of the larger role the public 

enterprises must play. 

Assuming for the present that a profit policy 

is desirable, then economic theory suggests that the 

market structure is perhaps the most dominant factor 

influencing the priee policy (and hence profits) of the 

firme 'Ceteris paribus', the greater the number of firms 

producing a similar or homogenous product, the more 

elastic will the demand curve be and the discretionary 

powers of the firm in setting its own priee are therefore 

limited. On the other hand, if the firms are few and 

the product is differentiated, the demand curve will be 

less elastic and the firm will have greater discretionary 

powers in setting its. own priee. 
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Since total . revenue varies inversely with price 

changes when the demand curve is elastic and directly 

with price changes when the demand curve is inelastic, 
l'-' ~'" t.\ct.A "' .. ~ ~ "c :. cD) 

a firm with a given cost curvekwill be able to make 

greater profits if it is pricing in the inelastic part 

of its demand curve. Thus, the more competitive the 

market structure is, the lower will be the average profit 

rates and the greater the output of the firme If the 

firm wants to make higher profits, it has to have a 

differential ability in marketing its product and 

minimizing its cost by producing nearer to its capacity 

1 or the minimum point on the average cost curve. 

If there is competition and the public enter-

prises are not giyen any special privileges (such as 

tax remissions, low capital charges or depreciation 

rates), then the profits earned are held to involve no 

exploitation of the consumer and are as justifiable as 

those made by the private enterprises with whom they 

cQIIlpete. Indeed, the profit rates in this case will 

provide sorne indication of the degree of efficiency. 

1. Though the concept of capacity is in a state of 
flux, this simple defination is sufficient for the 
present analysis. 
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On the other hand, when the public enterprises 

"are exempted from competitive pressures, profits fail 

to indicate efficiency and the exploitation of the 

consumer is aIl too easy. In this case the profit and 

price policy will depend on the particular goals of 

public enterprise and are determined independently of 

the market structure. 2 

The liberal school reasons, that in a free 

competitive economy, national income is maximized 

through the price mechanism. Given a certain distribu-

tion of income, prices, first of aIl, enable consumers 

to assert their choice and thus allocate the given 

stock of consumers' goods (consumers' equilibrium). 

2. In a competitive market structure, the profit and 
price policy can also be determined independently. 
For example the public enterprises can price below 
cost and drive out profit making competitors from 
the market. However, the desirability of such a 
policy depends on the political-economic aims of 
the government e.g. nationalization without compen­
sation or complete State control of strategic 
industries etc. In the present analysis we are 
assuming (regardless of time preferences) that 
public enterprise profits are an important source 
of development funds. See A.H. Hanson, "Public 
Enterprise and Economic Development" (London: 
Routlege & Kegan Paul Ltd. 1960) pp. 434-37 • 
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Secondly, priees are expected to ensure the optimum 

allocation of the given stock of equipment, land and 

labour for production in accordance with the consumers' 

choice (producers' equilibrium). Thirdly, priees and 

profits are relied upon to furnish a criterion for 

future investment on the assumption of a given stock 

of factors of production (investment equilibrium). 

Finally, the priee mechanism is supposed to bring about 

an equilibrium of aggregate demand and supply (monetary 

equilibrium). 

However, Prof. Rosenstein Rodan gives five 

reasons why ~ under the restrictive assumption of 

perfect competition, the priee mechanism cannot bring 

b " d "l"b" 3 a out 1nvestment an monetary equ1 1 r1um. (i) The 

individual investment decisions depend not only on 

present and anticipated priees of products of inputs 

and outputs, but also on real or assumed investment 

decisions of other investors. (ii) The investor maxi-

mizes the private not the social net marginal product. 

3. Rosenstein-Rodan, "Planning within the nation" 
Annals of Public and Co-operative Economy (Liege: 
Jan.-Mar., 1963) p. 53-54 • 
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External economies are not sufficiently exploited. 

Complementarity of industries is so great that simul­

taneous inducement rather than hope for autonomous 

coincidence of investment is called for. (iii) The 

lifetime of equipment is long (say 10 years) so that 

the investor's foresight is Iikely to be more imperfect 

than that of the buyer and seller of the product. 

The individual investor's risk may be higher than that 

confronting an overall investment programme. (iv) 

Because of the indivisibility (lumpiness) of capital, 

large rather than small changes are involved, yet the 

price mechanism works perfectly only under the assump­

tion of small changes. (v) Capital markets though 

often weIl organized are notoriously imperfect markets, 

governed not only by prices but also by institutional 

and traditional rationing quotas. Furthermore, it is 

recognised now that dynamic monetary equilibrium 

cannot itself be ensured by the price mechanism and 

without this equilibrium, prices cease to be reliable 

parameters of choice. 

In an under-developed economy, these problems 

are further enhanced by the overall structural and 

institutional obstacles to development and equilibrium . 
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The role of the State as an entrepreneur and catalyst 

for mobilizing resources under these circumstances was 

reviewed in Chapter 1. In an under-developed '~ixed' 

economy such as that of India, the priee policy of 

public enterprises is therefore, not only influenced 

by the market structure, but has far reaching conse-

quences. It has a role in not only allocating resources 

for optimum utilization, but also to form the basis 

of future development and expansion of public under-

takings in the larger context of an economic plan. 

Hence, the priee policy is moulded by economic and 

extra-economic factors depending on the social-political-

economic objectives of the government. This 

necessitates a deliberate decision on whether to priee 

for profit or not. Prof. V.K.R.V. Rao therefore states: 

"The cardinal difference bet~een pricing 
policy in the private sector and the public sector 
is that whereas the former concerns itself only 
with the net value added on its private account, 
the latter should concern itself not only with 
net value added on its private account but also 
with the net value added on the account of the 
rest of the economy. In fact, the criterion for 
pricing policy in public enterprises should be 
the net value it adds to the national economy as 
a whole, both in terms of national income and in 
terms of national savings and the funds available 
to the national exchequer for social development 
programmes . 
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Sometimes, this criterion may lead to the 
maximisation of the profits of the individual 
public enterprise, sometimes it may lead to the 
deliberate building up of losses on the part of 
the individual public enterprise;" i t aIl depends 
on the nature of the commodity, the stage of 
economic development, the extent towhich social 
guidance is effective over private investment 
and the degree of response of proceeds to growth 
in national income."4 

Another economist states: 

"The interests of Government are inevitably 
broader than those of private enterprise. The 
consequence to cost calculation of broader public 
interest is that almost every government-produced 
good is more than one good - it is a good 
providing individual utility to the buyer, while 
at the same time providing utility to the community 
in terms of more general welfare. The second is 
normally regarded as a by-product of the first, 
and although there can be no exact science of 
allocating joint costs among multiple products, 
it is logical that the by-product should bear 
some share. It is upon this type of analysis 
that operation of some public industries at less 
than cost (the balance to be made up from the 
general fund) can be justified.,,5 

However, the validity of pricing below cost or 

on a 'no profit no loss' basis has been strongly 

4. V.K.R.V. Rao, "Problems of Public Enterprises". 
Commerce (Bombay: March 4th, 1961). 

5. Philip E. Taylor, The Economies of Public Finance 
(New York: The MacMillan Co. 1962) pp. 278-279 • 
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challenged. Prof. W.A. Lewis, who wishes to extend the 

area of publicly owned as opposed to ~rivately owned 

property in under-developed economies believes it is 

folly to keep priees down in nationalised industries, 

thereby raise "private sector profits - and then to 

have to borrow these profits to finance investment in 

the nationalised industries.,,6 Prof. V.K.R.V. Rao also 

emphasizes that the: 

"Public enterprise must be carried on a 
profit-making basis, not only in the sense that 
public enterprise must yield an economic priee 
in the terms described. • • • but must also get 
for the community sufficient resources for 
financing a part of the investment and mainten­
ance expenditure of Government. Increasingly, 
the share of the profits of public enterprises 
in financing the investment and maintenance 
expenditure of Government must keep on increasing. 
It is not only the expenditure on the public 
sector as such that will indicate the march of 
the economy towards its socialist goal. Even 
more important is the increasing role that the 
public sector must play for finding the resources 
needed for meeting both the maintenance and 
investment expenditure of Government. This 
involves a priee and profit policy in regard to 
public enterprise which goes against accepted 
opinion so far in regard to public enterprise. 
The theory of 'no profit, no loss' in public 
enterprises is particularly inconsistent with a 
socialist economy, and if pursued in a mixed 

6. W.A. Lewis, "Public vs. Private Saving". Socialist 
Commentary (Sept. 1956). 
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economy it will hamper the evolution of the mixed 
economy into a socialist society. The sooner, 
therefore, this theory of 'no profit, no loss' in 
public enterprise is given up and the policy 
accepted of having a price and profit policy for 
public enterprise such as will make the State 
increasingly relient on its own resources (as 
distinguished from taxing the personal incomes of 
its citizens), the quicker will be the evolution 
of a socialist society.,,7 

On the other hand it can be argued that rapid 

economic development is accompanied by low prices of 

producer goods and services. From Alfred Marshall on, 

it has been recognised that when the proportion of fixed 

costs to total costs is high, as in the case of most 

public enterprises, it is rational to charge low prices 

(in order to achieve any economies of scale) and pro-

vide externalities and incentives for industria1 

development. 8 However, the crucial problem facing 

7. V.K.R.V. Rao, "Prices, Incomes, Wages and Profits in 
a Socialist Society". AlI India Congress Committee 
Planning Sub-Committee. Ooty Seminar May 30 - June 
5, 1959 (Papers Discussed). (New Delhi: 1959) p. 176. 

8. Such a policy has been followed in several countries 
including the U.S. See Philip E.Taylor, op. cit. 
p. 265n. Yet Gunnar Myrdal in 'Asian Drama: An 
inquiry int6 the Poverty of Nations'(New York: 
Pantheon 1968) p. 2105 quotes from a World Bank 
Report: "The policy of low tariffs, and particularly 
for industrial users, • • • does make difficult the 
accumulation of funds for the further expansion of 
generating capacity" ànd is therefore, "not a stimulus 
to growing investment and larger production". Though 
this argument is in reference to the price of 
electric power, an analogous argument applies to 
other cases as weIl. 
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under-developed countries is not only that of providing 

incentives for mobilizing resources, but also that of 

accumulation of resources itself. In this context 

public enterprise profits form an important source of 

development funds. 

Thus it can be concluded that a 'no profit no 

loss policy' cannot be applied widely in under-developed 

countries where the public enterprises comprise a large 

portion of the organized industrial-commercial sector. 

While not aIl public enterprises are 'profit maximizers' 

or 'profit makers', it is precisely these type~of 

enterprises that are of interest to us in this study. 

As such, any study of public enterprise profits must 

be considered in light of not only the market structure, 

but also the stated aims and objectives of the enter-

prises. 

In India, a clear decision has been made in 

favour of substantial surplus accumulation in public 

sector undertakings. Thus, the Industrial Policy 

Resolution (1956) states: 

"It is to be expected that public enterprises 
will augment the revenues of the state and provide 9 
resources for further development in fresh fields." 

9. Government of India, Industrial Policy Resolution 1956. 
Paragraph 18. 
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The Second Five Year Plan also states: 

nIt is recognised that the gap (in resources) 
has ultimately to be filled by raising additional 
domestic resources, and ••.• the only possible 
source that can be drawn upon for meeting this 
gap is taxation and, to the extent possible, 
profits of public enterprises."lO 

The extent this gap was to be met by public 

enterprise profits is mentioned in the Third Five Year 

Plan and set at Rupees 300 crores. 

B. 

Marginal Cost Pricing 

Despite the above mentioned qualifications, some 

economists have applied principles of economic theory 

to pricing in public enterprises. While this theoreti-

cal discussion is not in direct context of the Indian 

situation, the economists have attempted to formulate 

a general solution to public enterprise pricing. It 

is therefore, the purpose of this section to briefly 

review the literature on public enterprise pricing. 

The Hotelling-Lerner Rule in principle states 

that assuming priees of factors and of products are such 

10. Government of India, "The Second Five Year Plan" 
(Govt. of India Planning Commission 1956) p. 91 • 
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as to bring demand and supply into equilibrium, an 

optimal position will result from each enterprise such 

that any changes of input and/or output will cause the 

value of additional outputs less the value of sub-

tractional outputs to exceed the value of additional 

inputs less the value of subtractional inputs. 

Similarly, the welfare economists postulate: 

"When the output of each product is of such 
a size that the priee fetched just ·covers the 
marginal costs, then there will be no further 
possibility of increasing consumers' benefit by 
switching factors from one use to another. The 
optimum distribution of resources will be reached 
if each line of output is adjusted to the size 
at which price equals marginal cost.u1 2 

However, marginal costs have not been clearly 

defined and present serious difficulties in practical 

application to public enterprise pricing. Hence, if 

the time period is taken to be as long as the lowest 

common multiple of the lives of aIl the as sets employed 

by the enterprise, then marginal costs will be equal 

to average costs. On the other hand, if the time period 

selected is very short, the price will equal instan-

• .l • 1. h . 1 13 taneous margl.nal cost anu wl.ll !lave te cange contl.nuous y. 

12. E.H. Phelps Brown, A Course in Applied Economics. 
(London: 1951) p. 158. 

13.. See. G. S. Bhalla, "Economic Theory and Public 
Enterprise Pricing". Indian Economie Journal. 
(Oct.-Dec. 1964) p. 158. 
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Another difficulty lies in the fact that priee based 
"""0..,\ 0"" ~"':\ 't\~,," 

on marginal cost~leavet ind1visible expenses uncovered. 

If these indivisible expenses are to be covered by 

revenue, marginal cost must be higher than average 

cost to yield profits when priee equates marginal cost. 

Such is the case in increasing cost enterprises as 

illustrated in Figure I. Marginal cost pricing will 

result in output ON units of x at Rupees S.N. per unit. 

This priee implies a profit of Rupees S.K. per unit of 

x. However, indivisible costs are being financed from 

consumers' and producers' surplus and result in hüge 

profits. The pricing policy of the National Co al Board 

in England is a case in example. 14 

In actuality, most public enterprises function 

under decreasing cost conditions due to large 

indivisibilities, economies of scale and the large 

portion of fixed costs to total costs. The application 

of short run marginal cost pricing would fail to cover 

supplementary costs and the enterprises would incur 

14. See H.M.S.O. CMND.8647, Ridley Commission, (1952) 
Chapter IV • 



- 38 -

• Figure 1 

Rs/x 

MC 

AC 

o M N T x 

Pricing Under Increasing CostConditions 

• 



• 

• 

- 39 -

heavy losses. Hotelling has suggested that these 

losses could be recovered through additional taxes and 

government subsidies. He states that fixed costs 

should be treated as bygones as they were incurred in 

the past and have no other than historical relevance 

15 in the present. Hence, in a decreasing cost enter-

prise as illustrated in Figure II, marginal cost 

pricing would lead to a loss of Rupees S.K. per unit 

of x. To coyer this loss by government subsidy or 

taxes (as a widespread policy) conflicts with the 

aims of under-developed countries in mobilizing their 

16 
domestic resources for development. 

In addition, there are also severe theoreti-

cal criticismsagainst the marginal cost principle in 

d . . dt· 17 ecreaslng cost ln us rles. First, as decreasing 

15. H. Hotelling, op. cit. 

16. This policy would also be inflationary unless 
offset in another manner. 

17. See R.H. Coase, "The Marginal Cost Controversy", 
Economica (August 1946) p. 169 . 
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cost public enterprises will not cover full costs through 

marginal cost pricing, the factors used will earn less 

than their alternative uses. This will lead to an 

excessive use of the factors and result in a 

maldistribution of resources. Secondly, any tax 

imposed to meet the losses would dis tort the optimum 

distribution of income and wealth, thereby destroying 

one of the essential conditions for Paretian optimum. 

Furthermore, subsidies would redistribute income in 

favour of consumers and may also lead to inefficiency 

in the enterprises. Finally, marginal cost pricing 

in a decreasing cost enterprise fails to provide a 

rational investment criterion. This criterion would 

be that new investment should be undertaken if the 

sum of expected consumers' and producers' surpluses 

exceeds the expected costs of the project. The 

consumers' and producers' surpluses however elude 

objective measurement and "in theory, one must then 

fall back on consumers' and producers' surplus and 

engage in the pleasant diversion of measuring areas 

~18 
in a series of curves. 

18. T. Wilson, "Priee and Output Policy of State 
Enterprise". Economie Journal (Dec. 1948) p. 458. 
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Irrespective of the cost conditions, the 

underlying assumptions of marginal cost pricing are 

also restrictive. By dropping the assumption of perfect 

knowledge and incorporating uncertainty and risk, 

marginal cost pricing falls short of ideal output. 

Similarly, external economies and diseconomies in 

production and consumption render the policy useless 

as a tool for maximization. When the unrealistic 

assumption of perfect competition is discarded as weIl, 

Paretian optimum is not achieved under conditions of 

monopolistic competition. 

However, many economists believe that ideal 

output can be achieved under conditions of imperfect 

. . Il 19 competltlon as we • It is suggested that to achieve 

Paretian optimum in imperfect markets, priees, instead 

of being made equal to marginal costs in every direc-

tion, should be made proportional to marginal costs 

everywhere. J.E. Meade in applying this principle to 

19. a) R.F. Kahn, "Some Notes on Ideal Output". Economie 
Journal (Mar. 1935) pp. 1-35. 

b) J.E. Meade, op. cit • 
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public enterprises states: 

"In so far as the reward paid to any factor 
is the same in every occupation this rule means 
that the value of the marginal product of a 
factor should in every occupation, bear a con­
stant ratio to the priee of that factor."20 

In practice this policy assumes that priees 

have the same ratio to marginal costs in each firm and 

in each industry in the market. This implies a uniform 

degree of imperfection and free entry in each industry. 

While these assumptions are unrealistic, the very 

problem of determining marginal costs (and the treat-

ment of fixed costs) still remains ambiguous. 

The 'theory of the second best' as put forward 

by Lipsey and Lancaster,2l however, emphasises that 

once the assumption of perfect competition is dropped, 

Paretian optimum cannot be achieved even assuming 

proportionality of priee and marginal costs. 

20. Ibid. p. 321. • 

21. R.G. Lipsey, and R.K. Lancaster, "The General 
Theory of Second Best", The Review of Economie 
Studies. (1956-57) • 
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"It is weIl known that the attainment of a 
Paretian Optimum requires the simultaneous ful­
filment of aIl the optimum conditions. The 
general theorem for the Second BestOptimum 
states that if there is introduced into the 
system a single constraint which prevents the 
fulfilment of one of the Paretian conditions, 
the other Paretian conditions although still 22 
attainable, are, in general, no more desirable." 

Consequently, under imperfect competition, ev en 

if priees are proportional to marginal costs every-

where and an average degree of imperfection is achieved, 
2~ 

a Paretian optimum ~ is impossible. Furthermore, to 

apply marginal cost pricing or proportional priees 

in limited sectors of the economy is also futile. 

"It should be obvious .•••• that the principles 
of the general theory of Second Best show the 
futilityof 'piecemeal welfare economics'. To 
apply to only a small part of the economy welfare 
rUles, which would lead to a Paretian Optimum 
if they were applied everywhere, May move the 
economy away from, not toward, a second best 
optimum position. A nationalised industry con­
ducting its priee-output policy according to the 
Lerner-Lange 'Rule' in an imperfectly competitive 
economy May weIl diminish both the general 

22. Ibid. p. Il. 

23. It is the optimum itself that is impossible. Other 
Paretian conditions May still be attained • 
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productive efficiency of the economy and the 
welfare of its members.,,24 

Two-Part Tariff 

An ideal pricing policy should be such that 

total receipts are equal to total costs. As marginal 

cost pricing fails to cover total costs when average 

costs are falling, a two part tariff is suggested by 

25 
R.H. Coase. In a two-part tariff, there's a fixed 

sum (determined on some formula) which covers fixed 

costs while marginal priees cover operational costs. 

This method of pricing it is claimed, provides a check 

against excessive investment and leads to idea1 con-

sumption. It also avoids los ses and optimizes resource 

allocation. 

In practice, however, it is difficu1t to 

separate fixed and operational costs and allocate them 

among various services - specia1ly when the products 

24. Ibid. p. 17. 

25. a) R.H. Coase, op. cit. p. 112. 
b) See also W.H. Lewi~, Overhe~d C6sts (London: 

George Allen & Unwin, 1949) pp. 49-51 . 
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have more than one use. Furthermore, there is an 

inherent discrimination which would lead to inter­

service subsidy and redistribution of income. 26 In 

addition, consumers who·cannot pay the fixed charge 

are excluded and those are generally the poorer sections 

of the community. 

Though a two-part tariff is a convincing 

method of recovering fixed costs, it remains to decide 

about the basis of charging the two-part tariff and 

its possible effect on the consumers. The cyclical 

fluctuations of demand create peak and off-peak 

consumption. If price is charged to the marginal cost 

incurred in the peak period, it is too high whereas it 

is far less during the off-peak periode "In quoting 

a price therefore," observes W.H. Lewis, "the under-

taking must have its eye on future possibilities, and 

not just on present circumstances, and must try to find 

a means between a price so high that the load remains 

altogether undeveloped, and a price so low that a peak 

emerges at any rate until such time as the next change 

26. l .M.D • Little, "A Critique of Welfare·Economics", 
(Oxford: Clarendon Press, 1957}. Chapter XI, p. 194 • 
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in prices becomes feasible.,,27 However, the two-part 

tariff does not resolve the problems of determining 

marginal costs that were mentioned above. Moreover, 

the principle entails value judgments in determining 

who pays what and lacks scientific reasoning. 

Hence, it can be concluded that marginal cost 

pricing fails to provide a general optimum solution 

that leads to ideal output. The underlying assumptions 

are too restrictive and in decreasing cost industries, 

the principle leads away from, not towards an optimum 

resource allocation. However, the principle is not 

completely inapplicable. Marginal cost pricing has 

been applied in several public utilities,28 while a 

27. W. Lewis, op. cit. p. 50. 

28. See for example a) I.M.D. Little, The Price of 
FUèl, (London) 1953. 

b) J.R. Nelson, Marginal Cost 
Pricing in Practice. (Prentice 
Hall, 1964). 

c) R.L. Meek, "An application of 
Marginal Cost Pricing - The 
Green Tariff in Theory and 
Practice". Journal of lndus­
trial Economics. (July 1963 
and November 1963) p. 63 . 
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two-part (or multi-part) tariff is commonly applied by 

telephone, electricity and fuel companies. But these 

are isolated cases and as a general principle serious 

problems still persist. 

Average Cost Pricing 

Economie theory at best describes the tenden­

cies at work under different market conditions rather 

than the precise method of determining priees. The 

theoretical procedures in setting priees as noted 

above cannot be followed because the required data on 

supply and demand schedules, average and marginal 

costs, diminishing returns, utility, elasticity of 

demand and supply are not always available. Most 

public (as weIl as private) enterprises, therefore, 

have administered priees. These are based on their 

average costs and fixed from time to time. 

Average cost pricing is based on including 

a certain 'margin' or 'mark up' on sales or costs. 

This can be fixed or a flexible margin (or mark up) 

depending on the demand conditions. The merits of 

this pricing method is that it enables the enterprise 

to cover its full costs and spares the community the 

burden of additional taxation that would be necessary 
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to make up any losses caused by charging the marginal 

cost priee in decreasing cost industries. This method 

also avoids exploitation of consumers in increasing 

cost industries which are charging marginal cost priees. 

Thus in Figure 1, and II, if average cost priees are 

charged, OT units of x would be produced at Rupees QT 

per unit. 

However, there are two main dangers of average 

cost pricing. First, it may hide the inefficiency of 

an enterprise and force the consumers to pay the full 

costs of an obsolete or high cost plant, by removing 

the incentive for innovation. In addition, the 

managers are likely to become lax if they are allowed 

to cover aIl costs by manipulating priees. Secondly, 

average cost pricing fails to achieve optimum alloca-

tion of resources. It also faces practical problems 

in precisely defining costs. On the other hand, if 

the margin or mark up on sales or costs is too high, 

the accrued profits result from the consumer's surplus. 

Nevertheless, average cost pricing is a 

widespread policy in public enterprises in India,29 and 

29. See a) G.S. Bhalla, "Financial Administration of 
Nationalised Industries in: U.K. an:d India" 
(Meenakshi Prakashan. Merrut: 1968) p. l76n. 

b) T.R. Sharma, "The Working of State Enter­
prises in India" (Bombay: 1961) p. lS8n. 
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in other countries30 as weIl. Despite its drawbacks, 

it is easier to administer and implement versus the 

other solutions reviewed above. It a1so provides a 

rough criterion for investment policy.3l 

C. 

In the preceding sections it is imp1ied that 

there can be no uniform price policy for aIl public 

enterprises. The price policy is conditioned by 

internaI and external circurnstances. Though average 

cost pricing is a widespread policy, the size of the 

'margin' or 'mark up' would depend on severa1 factors 

30. C.A.R. Crosland, 'Prices and Costs in Nationa1ised 
Undertakings'. Oxford Economic Papers. (N.S. Jan. 
1950). 
Average cost pricing is a1so widespread in private 
enterprises. For example: 
a) G.C. Means. "Industrial Prices and Their Rela­

tive Inflexi,bility". Senate Document No: 13 
(1935) p. 1. 

b) R. Hef1ebower, "Full Costs", Business Concen­
tration and P~ice Policy (New Yo~k: NBER, 1954) 
pp. 361-396. 

31. For a full treatment of the advantages of A.C. 
pricing see: David G. Tyndall, "The Relative Merits 
of Average Cost Pricing, Marginal Cost Pricing, and 
Price Discrimination". Quarterly Journal of 
Economics (Aug. 1951) pp. 342-372 . 
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e.g. whether the enterprise has inereasing or deereasing 

eosts, or whether lower priees would stimulate 

eeonomie growth etc. 

Nevertheless, there are certain general features 

of the priee polieies whieh are pre-dominant in 

public enterprises in India. Some of these are rele-

vant to the sample seleeted in Part II while others 

are note 

i) Profit as the basis of priee poliey. 

Public enterprises in India generally follow a priee 

poliey of profitability. Profits of a public enter-

prise indieate its effieieney (apart from its monopoly 

eharaeter) and as mentioned above serve an important 

source of funds for self finaneing. 

ii) No-profit basis. Some Government enter-

prises have been required by law or by the Memorandum 

and Articles of Assoeiation32 to follow a 'no profit 

no loss' priee poliey. 

iii) Poliey of losses. Some Government enter-

prises are expeeted to ineur losses beeause of 

32. See R. Datt and K.P.M. Sundharam, Indian Eeonomy 
(New Delhi: Niraj Prakashan, 1967) p. 241 • 
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development, social, political and other considerations. 

A public enterprise may adopt a priee policy which may 

bring in profits on the whole but it may follow a 

deliberate policy of loss in certain directions. 

iv) Priee flexibility. The Government enter­

prises are expected to increase or decrease priees to 

reflect their cost conditions. 

v) Import parity priee. Government enter­

prises in direct competition with imports adhere to 

an import-parity priee. 

vi) Priee discrimination and volume discounts. 

The Government enterprises priee discriminate in 

different markets, partly as a result of a profit 

policy and partly to stimulate economic growth in 

depressed regions. In addition volume discounts are 

given for long term contracts or bulk orders. 

In Part II we will consider a selected sample 

of public enterprises which operate on a profit 

basis in the industrial-commercial sector. These 

enterprises follow an average cost pricing method and 

profits are measured during the Third Five Year Plan 

periode 



• 
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"The problem of earnings and investment in 
the public sector is especially urgent. Until now 
the most difficult problems in Indian Planning has 
been where to get resources for investment. . • . 
everything turns or seems to turn on what can be 
mobilized in taxes and voluntary savings at home 
and what can be obtained in loans and grants from 
abroad. Obviously a prime aim of India must be 
to plan its way out of reliance on sueh uncertain 
and exogenous sources of savings." 

J.K. Galbraithl 

Some notes on the rationale of Indian Economie 
Organization in "Economie Strategy and the Third 
Plan" by Indian Institute of Statisties (London: 
Asia Pub. House. 1963.) p. 2. 
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CHAPTER IV 

CONCEPTUAL PROBLEMS ON RELATING ECONOMIC AND 

ACCOUNTING DATA 

Profit ratios, as measures of profitabi1ity, have 

been wide1y used to test different hypotheses in economic 

1 theory. Yet, a1most aIl of these past studies have 

encountered difficu1ties in relating accounting data to 

economic principles. Any measure of corporate profits must 

necessari1y use accounting data as a starting point. It 

1. (a) Joe S. Bain, "Relation of Profit Rate Industry 
Concentration: American Manufacturing 1936-1940" 
Quarterly Journal of Economics (August 1951) pp. 293-324. 

(b) ----- "The Profit Rate as a Measure of Monopoly 
Power, "Quarterly Journal of Economics (February 1941) 
pp. 271-293. 

(c) W.L. Orum, Corporate Earning Power (Stanford 
University, 1929). 

(d) R.C. Eptstein, "Profits and Size of Firms in the 
Automobile Industry, 1919-1927" American Economic 
Review (December 1931) pp. 636-647. 

(e) R.C. Osborn, "Efficiency and Profitabi1ity to 
Size" Harvard Business Review (March 1951) pp. 82-94. 

(f) H.O. Stek1er, Profitability and Size of Firm 
(IBER University of California, Berkeley, 1963.) 

(g) G. Stigler, Capital and Rates of Return in Manu­
facturing Industries (NBER Princeton University, 1963.) 

(h) W.A. Paton, Corporate Profits as Shown by Audit 
Reports, (New York: NBER, 1935.) 
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is suspected, however, that accounting profits may not 

accurately represent economic profits. 

The nature and extent of this misrepresentation is 

not always agreed upon. Joe S. Bain rais es three objections 

to the accounting measure. First, accounting profits are 

merely instantaneous "snap shots" of a dynamic situation. 

They assume identical price-level reference and time refer­

ence, creating an economic error of unknown proportions in 

such items as inventory valuation and depreciation. 

Secondly, accounting profits assume that costs and revenues 

of the firm are accurately recorded; however, many costs 

must be estimated, and the method of estimation may not 

accurately represent the economic costs involved. Thirdly, 

these accounting valuations are not always calculated by 

the same method in firnls of the same or different industries. 2 

More than any other component of profit, 

depreciation has been subject to close examination in the 

literature. The debate revolves around two issues: the 

theoretical justification of depreciation as a cost, and 

the question of the correspondence betwe€~ the theoretical 

ideal and the practical application of it . 

2. J.S. Bain, Ca) op. cit 
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Paton presents the theoretical case quite 

clearly. When an asset is installed, there may be consider-

able uncertainty as to how long it will be used from 

period to periode 

"In other words, it is necessary to estimate the 
service life of the installation and develop a 
reasonable plan for spreading the total cost over 
such life. 3 

It cannot be pointed out too often, or too 
emphatically, that the basic purpose of accruing 
depreciation is to include in operating expenses, 
in determining earnings, a reasonable estimate 
of the amount of plant capacity consumed or 
exhausted during each accounting periode The 
object is not to provide or 'set aside' funds 
to replace the depreciation asset, and only in 
a round about way is the process of expense 
accounting related to problems of fund accumula­
tion and financing.,,4 

Paton is not in error as far as he goes. He 

does, however, ignore two important features in a modern 

economy, persistent inflation and technological progresse 

The latter virtually ensures that many firms will not employ 

machines for their full physical life. 5 It also puts 

3. W.A. Paton, Corporate Profits: Measurement, Report­
ing, Distribution, Taxation (Illinois: Richard D. 
Irwin Inc. 1905) p. 23. 

4. Ibid pp. 26-27 

5. In context of the present analysis, technology in 
Indian public enterprises can be reasonably assumed 
to have remained constant. The enterprises have 
been recently established using scarce capital. 
Should technology make them inferior means of pro­
duction, the capital scarcity will ensure that 
they are used to their full physical life. 
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downward pressure on the re-sale price of this technologic-

ally inferior means of production. Since depreciation is, 

~\"'(,,.~ 
in part, an iRY8Têlji function of the expected rate of 

technological change, consistency requires that the con-

sequences of unexpected changes be treated in the same 

manner. It follows that the capital loss suffered on 

assets employed when the unexpected change occurs is 

properly allocated to production completed in the current 

or previous periods. The capital loss requires a 

revision of the estimate of depreciation made when the 

asset was first installed. Price inflation works in 

the opposite direction, increasing the current-rupee 

re-sale price of an asset through time. 

Thus, two opposing forces affect the current-

rupee cost of depreciation. Technological advance 

tends to increase the cost of past production by reducing 

re-sale values. Inflation tends to reduce the cost of 

past production by increasing the re-sale value of the 

remaining useful asset life. 

Clearly, what is considered a "reasonable" 

estimate of the plant capacity consumed during an 

accounting period is a matter of opinion, subject to 

great uncertainty; therefore, the theoretically proper 

rate of depreciation cannot be accurately determined. 
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Most economists would grant the fuzziness of depreciation 

cost. The real dispute centres on the practical application 

of determining the accounting entry. 

Hart contends that depreciation "is frequently 

treated as an allocation of income and as a source of 

funds from which capital expenditures may be financed.,,6 

Without a method of determining current market value of 

capital goods, it is impossible to establish the validity 

of this claim; however, the contention does seem warranted. 

The relatively low cost of retained as opposed to borrowed 

funds makes this evasion a profitable one. 7 Furthermore, 

it is preferable to err on the liberal side than to find 

the firm faced with a large capital loss when assets are 

sold. 

6. P.E. Hart and James Bates, Studies in Profit, 
Business Savings and Investment in the United 
Kingdom 1920-1962-- (London: George, Allen and 
Unwin Ltd., 1965) p. 201. 

7. This poses an additional problem when computing 
profit ratios for public and private enterprises. 
The latter it is expected would overstate their 
depreciation charges and understate profits to 
that extent. The public enterprises on the other 
hand are closely regulated and would try to show 
higher profits to indicate their performance • 
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It seems, therefore, quite probable that account­

ing depreciation overstates the economic cost with a 

consequent understatement of actual profits. The degree 

to which this occurs is indeterminate. 

A second source of debate concerns the use of 

pre- or post-tax profits. While it is probably quite 

true that the investor is concerned with that part of 

the firm's income which remains after meeting aIl expenses, 

he must also be concerned with the accuracy of the profit 

measure in the inter-firm or inter-industry comparisons. 

Provisions of tax law make after-tax profit 

an inappropriate measure of performance in any one year 

or in any time series. A few examples will suffice to 

make the point. Losses incurred in one year may be 

carried forward for a tax credit, or carried back for a 

tax refund, distorting profits to the extent that this 

provision is exercised. Geographie distortion is 

provided by such devices as accelerated depreciation 

for designated areas. Since industry classifications 

are not homogeneous, tax subsidies may affect one firm 

in an industry and not others, especially in industries 

engaged in the exploitation of natural resources. Since 

lower tax rates are applicable to firms with low profits, 

an after tax profit rate cannot be employed in a 
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profitability study. Finally, for time series data, 

changing tax rates May be important. Taken together, these 
8 

pitfalls indicate a pre-tax measure of profit is preferable. 

The third and final point of interest is raised 

by Stekler. He maintains that the relative ability of 

firms to earn profits can only be measured by the pre~tax 

profitability of profitable corporations. 9 Unprofitable 

corporations are specifically excluded from consideration. 

This opinion, however, is presented without supporting 

arguments. Upon closer examination, and in light of the 

theory of profits,lO it appears that a more meaningful 

methodology would include both profitable and unprofitable 

firms. 

8. As the purpose of this thesis is to study not only 
the performance of public enterprises, but also 
the extent they are capable of self-financed 
expansion, post-tax profits are also measured. 

9. H.D. Stekler, op. cit. p. 19. 

10. See Chapter II . 
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In addition to the conditional nature of the 

performance of profitable firms, one must consider the 

significance of that which is being measured. The ability 

of a capital commitment to earn_profits is an important 

consideration to the supplier of capital. His decision 

to invest or not to invest is made under conditions of 

uncertainty. An astute investor will, of course, attempt 

to minimize the chance of losing his capital by an 

unsuccessful venture, but this is aIl he can do. The 

risk of loss can never be completely eliminated. This 

being so, his assessment of the ability of his capital 

to earn profits in a particular venture must consider 

the possibility that losses may be encountered. 

Whether this should be do ne by giving equal 

weight to aIl possible results (as indicated by past 

performance of the sector, for example, by an average 

profit ratio of both profitable and unprofitable firms), 

or by assigning a probability of loss to the average profit 

ratio of profitable firms, is not a question which is 

relevant to this study. The important point is that 

the unprofitable firms must be considered in any analysis 

of ability to earn profits. Since past performance is 

reflected in the data, and the probability of firms 

sliding below the zero profit line is not, the logical 
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procedure is to adopt an average of both profitable and 

unprofitable firms. 

With profitability being measured by a ratio, 

the choice of a denominator is as important as the 

measurement of profits. Two bases have been used in 

studies: total assets, and net worth or shareholder's 

equity. 

Net worth is less suitable during an inflation­

ary period since profit is in current dollars and net 

worth is a historical figure and thus insensitive to 

priee changes. If firms issued stock during different 

periods, a newer company might show lower returns, not 

because it was less profitable, but merely because it 

had to obtain more capital to buy the same plant and 

equipment that others had previously bought at lower 

priees. 

Secondly, the size of a firm's net worth is 

dependent upon its choice of financing methods. The 

larger the proportion of assets that have been obtained 

through borrowing, the smaller will be net worth and the 

larger will be the rate of return calculated from a 

given level of profits. Let us illustrate this latter 

point by examining two hypothetical companies which 
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charge identica1 priees for their goods and are equa11y 

efficient but which finance their operation different1y.11 

Company A Company B 

Balance Sheet 

Net Assets Rs. 10,000,000 Rs. 

6% Debentures Rs. 

Shareho1der's Equity Rs. 10,000,000 Rs. 

Rs. 10,000,000 Rs. 

Income Statement 

Profits Before Interest 
and Taxes Rs. 2,000,000 Rs. 

Interest 

Profits Before Taxes Rs. 2,000,000 Rs. 

Taxes (Say 50%) Rs. 1,000,000 Rs. 

Net Profit Rs. 1,000,000 Rs. 

Profit as a percent of 
shareho1der's equity 10% 

Il. Examp1e cited from: C1arkson, Gordon and Co} 
"Profitabi1ity Study: Five Major Canadian Retail 
Food Chains." (Special Joint Cornmi ttee of the 
Senate and House of Commons on Consumer Credit 
(Priees) March 1967, Appendix B,')p. 8 • 

10,000,000 

6,000,000 

4,000,000 

10,000,000 

2,000,000 

- 360,000 

1,640,000 

820,000 

820,000 

20.5% 
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An asset base, on the other hand, eliminates 

the second objection and reduces the first, since asset 

dollars are, on average, more current than net worth 

dollars. This results from the inclusion of current 

assets and from the averaging of successive additions to 

as sets through time. 

Furthermore, this ratio is in accordance with 

the business practice of using the ratio of estimated or 

actual profits to existing or prospective assets as a 

"d t " d "" 12 gU1 e 0 1nvestment eC1S10ns. Whether the potential 

investor is a private citizen or the board of directors 

of a firm, 

"it is the rate of return realised on aIl the 
capital committed to the undertaking, as opposed 
to the earning power of the stockholder's equity, 
that indicates the degree of success attending 13 
the activity of the concern as an operating unit." 

To the potential investor, the broadest guaran-

tee of a suitable return is a management which "produces 

the goods" on the capital employed in the enterprise. 

In this study, therefore, we shall use total assets as a 

base. 

12. See: Russel B. Read, "Return to Investment: A 
Guide to Management Decision" -- Journal of the 
National Association of Cost Accountants No. 1 
(June 1954) p. 1231. 

13. Paton op cit p. 18 
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Economists hold that one of the things the 

businessman should do, is to compute the interest on the 

sum invested or about to be invested in a business at the 

rate that could be earned by an investment in "safe" 

securities. They explain that when such a calculation is 

made in advance of investment in a business, it is for 

the purpose of comparing this interest with the estimate 

of what the business will yield in order to determine 

whether it would be preferable to make an investment in 

"safe" securities or in business. Economists also hold 

that in the case of a business already in operation, the 

owner should calculate the "safe" interest on his capital 

and consider it one of the costs of doing business since 

he has sacrificed this sum by not having made the 

investment in the "safe" securities. 14 

Accountants, however, hold that the calculation 

of interest on capital is not acceptable because 

accounting records only what has actually occurred or 

is expected to occur. Since no money was received or 

will be received in such a form that it may be regarded 

in the nature of interest on capital, such interest 

should not be given consideration • 

14. This procedure has been adopted in calculating the 
profit ratios. See Appendix 
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But the fact remains that the prudent business­

man does need to take interest on capital into consideration 

in order to plan his economic behaviour: whether to 

continue the operation of his business or to invest his 

money in other channels. It is logically sound as a 

matter of business reasoning although not satisfactory 

for accounting purposes. 

The problem of historical vs. current values 

of assets and depreciation rates was briefly mentioned 

in the preceding pages. Changes in priee levels, however, 

have effects on other variables in accounting as weIl. 

Sales and operating expense figures of different years 

are not directly comparable. If during these years, 

the priee level has risen, it is most likely that part 

of its increase will affect the sales and operating 

expense figures. It would be possible to get a better 

interpretation of the operating results if the distortion 

caused by priee level changes could be removed. While 

it is generally recognised that this problem can be 

solved through the application of the index number 

technique, a further problem arises as to the choice of 

the index. Shall it be a general index of priees or a 

specifie index that measures priees in the industry in 

which the enterprise under consideration is engaged? 
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It is not to be expected that any one index 

number of general priees would be suitable in aIl cases, 

for it is known that priee level changes do not affect 

aIl industries in a uniform manner; there are different 

"leads" and "lags". This would indicate the need for 

specifie indexes, at least for such industries as do not 

follow the general pattern of priees. It will also be 

necessary to examine whether aIl branches of what might 

be called an "industry" are similarly affected by the 

movement of priees. 

Then, too, there is the question whether the 

same index is suitable for adjustment of aIl items in 

the statements. It often happens that changes in pioduc~ 

tion costs and in selling, general and administrative 

costs are quite different from those in selling priees. 

There is also the problem of the changes in the priees 

of construction of facilities and acquisition of 

equipment. 

While accountantsrecognise the effects of 

priee level changes on various accounting values, they 

continue to use undeflated figures in interpreting their 

results. This may be partly due to the fact that an 

acceptable index has yet to be computed. 
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In the present analysis, two methods of computing 

profit ratios have been used. One using current values 

and the other using deflated values~5 While the latter 

method does not claim to have overcome the problems 

mentioned above, it is felt to be a fairly accurate ratio 

representing the "real" rates of return. 

15. The Appendix describes the methods used in this 
analysis. 
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CHAPTER V 

PROFITS AND PROFIT RATIOS IN SELECTED ENTERPRISES 

In this chapter we consider the various uses of 

profit ratios and compute them for 26 selected public 

enterprises. Details of the computations are however 

restricted to the Appendix and only the major findings 

are discussed here. In addition to assessing our results, 

we also discuss the other factors influencing profits 

and how they impair our findings to some extent. 

A. 

Profit Ratios as Indicators of Priee Policy 

Though priees are based on average costs, they 

are not determined in a vacuum. The enterprises are not 

free to set the priee (and the size of the 'margin' or 

'mark up' on sales or cost) at any level that they may 

capriciously determine. Despite the limitations of 

competitive priee theory, the pressures of demand and 

supply do limit the freedom of priee makers - and the 

possibility of substitution and minimizing variable costs. 

If, for example, priees are established at levels that 

are too high, the penalty is loss of sales. On the 

hand, if the priees are set too low,l the penalty is 

1. By too high or too low priees we mean in relation to 
what the market will bear. 
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reduced profits or assured losses. In either case, the 

price policy will be reflected in sales and the residuai 

after expenses, profits. 

As prices are based on a certain 'margin' or 

'mark up' over sales or costs, two ratios are primarily 

used to indicate the price policy of an enterprise. 

i) Profits as a percentage of sales (or gross margin) and 

ii) profits as a percentage of costs (or gross mark up). 

Profits as a percentage of sales is the ratio 

most commonly used by the members of the industry itself 

to appraise their own operating performance and profit~ 

ability. A figure of 10% means that for every Rs. 1.00 

of sales made by the enterprise, 90 paise are paid for 

goods, services and other expenses and 10 paise remain 

for owners or management to re-invest, meet taxes and 

interest payments or declare dividends etc. 

Profits as a percent of costs is a ratio used 

by the members of the industry to appraise how much 

above costs is required to meet other expenses and yet 

make profits for re-investment or declare dividends. 

While profit ratios are broad indicators of 

the price policy of an enterprise, the ratios are not 

directIy comparable among different enterprises due to 

the difference in production functions and market condi-

tions. Nor are the profit ratio's indicators of the 
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absolute 'level' of priees eharged by the enterprises. 

This ean be illustrated by the following hypothetiea1 2 

example where firms A, Band C produee the same type of 

produets and charge the same priees. 

Company A Company B Company 

Sales Rs 1.00 Rs 1.00 Rs 1.00 
Costs of goods. .75 .74 .75 

AlI other expenses. .25 .26 .25 
.15 .20 .19 

Net Profit .10 .06 .06 

Profit/Sales ratio. 10% 6% 6% 
Profit/Cost ratio. 13% 8.1% 8% 

Thus, greater profit margins do not necessarily 

mean the firms are administering higher priees. The 

profit margins can also refleet more efficient buying or 

large scale operations etc. 3 Profit ratios are, there" 

fore, at best an approximation of the priee policy of an 

enterprise. 

C 

2. Adapted from: Clarkson, Gordon and Co., op. cit. p. 8 

3. Another factor is the rate of turnover on sales. 
This bears an inverse relation to the profit rate 
on sales . 
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However, Prof. J.S. Bain develops through 

conventional price theory the hypothesis that "the average 

profit rate of firms in oligopolistic industries of a 

high .concentration will tend to be significantly larger 

than that of firms in less concentrated oligopolies or 

in industries of atomistic structure.,,4 As the public 

enterprises in India are monopolies or oligopolies, 

their administered prices (and therefore profits) may 

not reflect the market pressures. Hence, the "excess 

rate of profit on sales"S as defined by Prof. Bain is 

also computed. This is: 

E = S C - D - Lv. 
S where 

E = excess profit rate 

S = sales revenue 

C = costs of operation/business 

D = depreciation 

i = interest at 6% p.a. 

v = equity capital 

'i' represents the net interest rate (net of 'risk' returns) 

4. J.S. Bain, (a) op. cit. p. 294 

5. "Industrial Organization" (New York: John Wiley & 
Sons Inc., 1967) p. 365~66 and p" 411 n. The term 
excess rate of profits is used to refer to a return 
in excess of aIl costs, including imputed interest 
costs on equity capital, and not as the concept is 
used in tax laws. 
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which funds can currently earn if invested in government 

securities. 

This excess rate of profits is compared with 

the rate in similar6 groups of industries in the private 

sector. This sector would represent a more competitive 

market structure. 

Comparison of Normal Profits and Profit Markups 

7 Prof. A.R. Oxenfeldt has compared the profit 

mark ups with 'normal' profits in relation to costs of 

production and excess capacity. He states: 

"The higher the margin that becomes customary 
in a trade, the greater the probable difference 
between marginal costs and price,8 and therefore, 
the more likely the product is to be 'under­
produced~,,9 

6. Similar but not homogenous. 

7. A.R. Oxenfeldt, "Industrial Pricing and Market 
Practices" (New York: Prentice Hall Inc., 1951) 
pp. 165-169. 

8. A.P. Lerner in "The Concept of Monopoly and Measure .. 
ment of Monopoly Power" Review of Economie Studies 
(June 1934) pp. 157-75, advocates this difference 

9. 

as a ratio of priee (P-MC) measures monopoly power. 
P 

As the number of firms increase, this ratio declines. 
A similar effect is considered on profit markups by 
Prof. Oxenfeldt. Ibid. pp. 167-69 • 

Ibid. p. 165. 
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A markup that wouid cover operati~g costs at 

capacity and provide a 'normal' profit is termed as the 

'ideal' markup. However, present markups aiso refiect 

the financial. goals towards which past sellers have 

aspired towards rather than the minimum income the 

sellers are willing to accepte The profit per unit at 

capacity, May therefore, include more than would be 

necessary to induce firms to operate. The exact magni ft 

tude of this difference is not always known. 

In Figure III we illustrate the relationship 

between profit per unit included in the markup and the 

normal profit per unit at capacity. 'R' represents the 

markup added whereas unit profits are represented by 

'T'. At capacity, (minimum point on the A.C. curve), 

profit per unit is only 'U' whereas 'S' is the profit 

markup. 

When barriers to the industry are low and the 

number of firms increases, or when product substitutes 

are available in the market, the competitive forces reduce 

the markup per unit of output. If the 'commodity is a 

normal. good, output would be nearer to the capacity level 

as prices decline due to market pressures. Thus, when 

firms are producing the same commodities and have similar 

production and cost functions; different profit markups 
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Figure III. 

$ 
A.C. 

Mj---------~L-----~--L---L-----------
M 

O----------~B~------~C~-----------------

QUANTITY .OF GOOnS 

'Profit' Margin Compared with 'Normal Profits'. 

Source: A. Oxenfeldt, op. cit. p. 166 

MM = Invoice cost of merchandise. 
OC = "Capacity" output; that is, the output at which aver .. 

~ge unit costs are at a minimum. 
KK = AlI costs other than invoice costs and normal profits; 

the distributor usually describes these costs as his 
"overhead", though they include some variable costs .. 
i.e., labour (KK has been added to MM). 

A.C. = Average costs, including normal profits (equal to KK 
plus normal profits, which are assumed to be a fixed 
total amount, unaffected by output), plus invoice cost 
of the merchandise. 

OB = Aver~ge level at which the firm has operated in recent 

S = 
R = 

CP = 

BT = 

past and not very different from the level of sales 
expected during the immediate period ahead. 
Overheads and· normal profits per unit at capacity. 
Overheads and normal profits per unit at level o~ opera .. 
tions the firm takes to be more or less normal (if the 
firm did not obtain a priee equal to MM plus R, it 
would not reinvest in the business). 
Priee that would prevail in the long-run if this firm 
operated in a purely competitive industry. 
Priee that the firm asks (priee would provide super .. 
normal profits if OC were sold; BT is substantially 
higher than CP. 
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result from higher prices and or more favourabledemand 

conditions. lO 

Profit Ratio's as Indicators of Efficiency 

The distribution of profit ratio's has been 

also used to measure the efficiency of firms. ll However, 

the term 'efficiency' is not precisely defined. Efficiency 

may either be considered from a broad social point of 

view which takes into account the degree to which an enter~ 

prise contributes to the highest possible level of 

consumption° and standard of living, or it may be approached 

from the more conventional business and economic point 

of view. As the discussion of varying degrees of efficiency 

revolves around costs,12 the implication is that profits 

10. The foregoing analysis has been for the short rune 
For a detailed exposition of the long run situation, 
see A.R. Oxenfeldt, op. cit. pp. l7i~174. In the 
long run the demand curve shifts until its tangent 
to the A.C. curve and aIl firms have the same profit 
markups. The analysis is similar to that of 
Chamberlain's 'Monopolistic Competition'. 

Il. a) G. Stigler, "The Economies of Scale" Journal of 
Law & Economies (Oct. 1958). Page 55 advocates 
the profit ratios as perhaps one of the 
several possible measures of scale. 

b) See also. R.C. Osborn, op. cit. pp. 82~94. 

12. In this context we refer to relative costs. Ibid • 
p. 83. 
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• as a percent of total capital refers to economies of scale. 

Total capital in this context is defined as including 

t t 1 t t d k · . 1 13 o a ne asse s an wor 1ng cap1ta • 

Bowever, the differences in product mixes, vary-

ing sizes of firms and demand conditions yield different 

costs and different revenues. The profit ratio's will 

therefore, not indicate the level of costs independent 

of the level of revenues. In addition, in the short run, 

firms May not be operating at the level they were designed 

for. Bence, we could not obtain a measure of economies 

of scale which is associated with long run costs. Cnly 

under exceptional conditions in which selling priees 

are equal and products sold are practically identical 

could a return on capital investment be considered as a 

moderately valid measure of operating efficiency or 

differential level of costs. 

And yet, to some degree, the profitability of 

a business does measure the efficiency of that business, 

particularly from the point of view of the stock halàers. 

It indicates the degree to which the firm is able to 

compete successfully under whatever competition exist 

in the industry. Though this approach gives to efficiency 

• 
13. See Appendix for a detailed definition. 
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a considerably different meaning from that which is used 

above, it is valid to compare the relative rates of 

return for similar groups of industries or with the 

current interest rate. The current interest rate would 

set the 'minimum' return on capital that a firm must 

earn if its to continue operating. On the other hand, 

the rates of return in simi1ar groups of industries 

would establish the average opportunity cost of capital. 

If the firm earns less or more than this rate, it will 

reflect its relative inefficiency or efficient allocation 

of resources. This may arise from either internaI or 

exogenous factors the effects of which are reflected 

on the rates of return. The extent of these effects are 

not always ascertainable and can at best be given 

subjective qualifications. 

Profit Ratio's as Indicators of the Relative Ability 
of Firms to Expand 

Profitabi1ity can be used as an index of the 

ability of firms to grow because retained earnings in 

most instances are the important source of funds from 

which firms can expand. 14 In addition to an aversion to 

14. a) J.R. Meyer and E. Kuh, "The Investment Decision" 
(Cambridge, Mass.: Harvard Univ. Press, 1957) 
pp. 137-142, 175-177. 

b) W.J. Baumol. "On Theory of Oligopoly" Economica, 
(Aug. 1958) p. 188. 

c) R.B. Heflebower, "The Firm in Oligopoly Analysis". 
Weltwirtschafthiches Archiv. No. 2, 1960, p. 158. 
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outside financing, there is the possibility that external 

sources of funds may not be available to aIl firms. 

Furthermore, profitability might be the variable that 

determines whether the external funds are available to 

each particular firm or not. 

The distribution of post~tax profit ratios has 

therefore been used to indicate which firms are more 

capable of self financed expansion. The analysis 

however does not inquire for what reasons certain firms 

are making higher profits than others. 15 What is 

required in this context is a description of the observed 

profit rates and if considered over a number of years, 

their relative changes. 

Post-tax profits are used in computing this 

ratio because of the effects taxes have on retained 

earnings. Pre-tax profits would understate the 

incidence of taxes on the relative ability of firms to 

exp and in the lower profit groups. On the other hand 

they may also overstate the effects in the higher profit 

groups. In addition, taxation rates vary with the 

15. Such as monopoly power, economies ~r diseconomies 
of scale etc. 
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factors su ch as the age of the firms,16 commodities it 

produces,17 geographic locations etc. 18 These variations 

may either contribute or be detrimental to the ability 

of firms to expand from internaI resources. The extent 

they are so is of interest to us. 

B. 

Profits of 26 Selected Public Entetprises 

The bureau of public enterprises publishes the 

"Annual Report on the Working of Industrial and Commercial 

Undertakings of the Central Government",19 which gives 

the detailed financial analysis of aIl public enterprises, 

both under construction and running concerns. This 

source is supplemented by the individual annual reports 

of the enterprises which were directly sent upon request. 

Our sample is then selected on the basis of 

those enterprises which are classified as 'running 

concerns' in 1961 by the bureau of Public Enterprises 

16. New firms may be on a tax 'holiday'. 

17. The government may try to stimulate the consumption 
of commodities considered as essential to, growth. 

18. Depressed areas may be given tax incentives. 

19. Government of India, (Bureau of Public Enterprises, 
Dept. of Cabinet Affairs, Cabinet Secretariat.) 
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and continued operating till at least 1966. 20 This 

results in 26 out of a total of 37 public enterprises in 

the industrial commercial sector. These 26 enterprises 

comprise 86% of the total fixed assets as book valued 

in 1961. The largest enterprise (Hindustan Steel Ltd.) 

has 70% of the total assets in the sample whereas the 

smallest enterprise (National Buildings Construction 

Corporation) has less than 0.2%. Thus, our sample is 

a fairly representative one. The only bias it 

incorporates is that it excludes the very new or the 

very old enterprises which came into or ceased opera~ 

tions in the intervening periode This may lead to an 

upward evaluation in the average profit rates of the 

sector as a whole. However, the extent it does so is 

felt to be negligible and in no way impairs our findings. 

The sample is divided into seven sub-industria-l-

commercial classes and a total of ten profit-ratios 

are computed for analysis. These ratios can be briefly 

defined as: 2l 

20. This criteria ensures a complete set of data for 
inter-year comparisons. 

21. Detailed definitions of the various components of 
the profit ratios are given in the Appendix. 
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• i) Pl = Yg/K ii) P2 = Y /S .g 

iii) Pdl = Y4g/Kd iv) Pd2 = Y4g/Sd 

v) P3 = Yg/C vi) E = S ..C .. D .. i.v 
S 

vii) P4 = Yn/K viii) Ps = Yn/S 

ix) P6 = Yna/K x) P7 = Yna/S 

Pl-7 = profit ratios in current rupees. 

Pdl"2 = profit ratios in deflated rupees. 

E = excess rate of profit on sales. 

K, Kd = current and deflated total capi ta!. 

S, Sd = current and def1ated sales revenue. 

Yg , Ydg = current and deflated gross profits. 

Yn = net profits. 

Yna = net adjusted profits. 

The criteria used for assessing the 'minimum' 

performance of selected public enterprises was mentioned 

in the Introduction. The criteria are: 

a) The enterprises should at 1east cover the 

'monetary' cost of borrowing capital for long term 

industria1 finance i.e. 6% p.a. 

b) The enterprises should be able to earn the 

'opportunity' cost of capital in similar industria1 

activities with similar market conditions. After 

surveying the Reserve Bank of India samp1e of 1333 joint 

stock companies (1961-1966), the opportunity cost of 
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capital is considered to be 10%.22 

However, in context of developing countries 

the use of such criteria poses several problems. Do the 

market rates of interest bear any close relationship 

with the marginal productivity of investment over time? 
\ 

15 the capital market functioning perfectly or do the 

interest rates reflect capital scarcity? If 50 to 

what extent are the opportunity costs and rates of 

return understated? On the other hand, is the government 

following a policy of depressing interest rates 50 as 

to stimulate investment? If this is the case then to 

what extent are opportunity costs and rates of return 

overstated? In other words, does the cost of capital 

and its alternatives provide an 'objective criteria,?23 

22. Reserve Bank of India: "Reserve Bank of India 
Bulletin", (Bombay) various issues, 1962-67. 

23. For an excellent review on market imbalances and 
use of accounting prices see. G. Myrdal, Asian 
Drama (New York: Pantheon, Vol. III) Appendix 
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00 

The answers to these questions are °exOtremely 

difficult. However, despite imperfections in the capital 

market structure which fails to indicate the 'intrinsic 

cost' or value of capital, the choice of an interest rate 

remains a value judgment24 which must bear these 

imperfections in mind. Moreover, the inter est rates 

at any time reflect the entire range of expected values 

of aIl maturities in the future, it is an index of the 

value of capital resources in alternative investments. 

In principle therefore, the rate of interest used in 

an economic study ought to be the return obtainable 

from the opportunity forgone. 

The usual procedure in selecting an interest 

rate or rates is on the basis of observed rates ruling 

at that time or the yield on long term
o 

government bonds. 

In India this comes to 6% for the period under considera-

tion. 

The opportunity cost of capital as stated was 

based on the Reserve Bank of India sample. This sample 

covers a wide range of industrial-commercial activities 

and is a fairly representative one. Not only are the 

24. See: Otto Eckstein, Water Resource Development 
(Cambridge, Mass.: Harvard Univ. Press 1964) p. 460. 
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joint stock companies of a similar size group in relation 

to public enterprises, but they also operate in similar 

though not homogenous industrial activities. In 

addition, the rate of 10% has been suggested in previous 

25 
studies which appear to be reasonable. Finally, in 

this study we are using gross profit ratios which 

include interest payments. A distortion in the interest 

rate structure will therefore affect the enterprises 

equally and will not impair our evaluations. With 

respect to net profit ratios, the procedure for taking 

into account differences in interest rate charges is 

described in the Appendix. 

25. a) I.M.D. Little, "Atomic Bombay: A Comment on the 
Need for Atomic Energy in Under-Developed 
Countries". The Economie Weekly (no. 's 46 and 
47, Nov. 29th, 1958) p. 1485. 

b) Arnold C. Harberger "Cost - Benefit Analysis and 
Economie Growth". The Economie Weekly (Annual 
number, Feb. 1962) pp. 215-217.· 

c) Jan Tinbergen also recommends the use of a 10% 
rate in countries where disequilibrium in the 
capital market is specially pronounced. See 
The Design for Develo'pment, (Baltimore: John 
Hopkins Press. 1958) p. 39. 

~ 
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As profits and the ability to meet the above 

criteria is also affected by the market structure in 

which the enterprises operate, the excess rate of profits 

on sales defined in the preceding pages is also con­

sidered. In addition the assessment is made in light 

of the targets set by the P~nning Commission which is 

also 10%. 

Table 1 indicates that there is a wide dis-

parity in the profits earned in various industrial 

activities of the public enterprises. In construction 

for example, the public enterprises yield a minus .12% 

on total capital in 1963-64. On the other hand, the 

miscellaneous sector yields 16.31%, while industrial 

chemicals yiélds 15.27% for the same year. However, 

on the average, public enterprises cover at least the 

'monetary' cost of capital. Their minimum total 

average profits on capital is 6.82% in 1961-62 whereas 

in 1963-64 they reach a high of 9.94%. During the 

period under study, the average profit rate on capital 

is 8.63%. These averages are slightly higher if we 

exclude Hindustan Steel Ltd. from the sample. 26 

26. See also Appendix. Table A-2. 



TABLB .. l 
PUBLIC BNTBRPRISBS 

Gross Profits as a Percentage of Total CaEita1 (p] = Yg/K) 
in current rupees (lakhsl 

1961 .. 62 1962-63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

Ind. Bngineering 4.85% 9.40% 11.12% 11.28% 7.68% 8.86% 

Ind. Chemica1s Il.80% 14.08% 15.27% 13.06% 9.69% 12.78% 

Shipping 6.97% 8.50% 9.48% 7.23% 9.82% 8.40% 

Aviation 1.77% 5.96% 7.76% 8.60% 2.13% 5.24% 

MineraIs & Oi1 -2.31% 7.35% 4.60% 3.10% 3.58% 3.26% 
\0 
00 

Construction 8.96% -0.21% -0.12% 3.52% 6.54% 3.73% 

Misce11aneous Il.89% 13.74% 16.31% 17.07% 12.09% 14.21% 

* Average (total 
26 enterprises) 6.82% 8.93% 9.94% 9.56% 7.94% 8.63% 

* Average (exc1d. 
Hind. Steel Ltd.) 7.22% 9.32% 10.26% 9.83% 8.16% 8.96% 

Source: Appendix. Table A-2 

ta e 



- 87 -

• Hindustan Steel Ltd. is currently undergoing an expansion 

programme and has severe gestation problems. 

The average profits earned on total capital on 

the other hand, fall short of the 'opportunity' cost of 

capital in similar activities in the private sector. 

They also fall short of the projected target of 10% as 

proposed by the Planning Commission. (See Table II). 

However, of the total 26 enterprises, 9 yield at least 

10%, 8 yield between 6-10% and the remaining 9 enter-

. f Il h f h f . 1 27 pr1ses a sort 0 t e monetary cost 0 cap1ta. 

When compared by sub-industrial-commercial classes, 

the public enterprises perform better in Shipping, Chemi-

cals and Miscellaneous groups. They also appear to perform 

favourably in Industrial Engineering. 

The average profits on sales on the other hand, 

are higher in the public enterprises than the total 

average of the Reserve Bank sample of 1333 enterprises. 

However, if only the selected sub-industrial-commercial 

groups of the Reserve Bank sample are considered, there 

is a marginal difference in the average profit-sales ratio. 

27. Ibid • 

• 



00 
00 

TABLE - II 
PRIVATE ENTERPRISES 

Gross Profits as a Percentage of Total Capital (P, = Yg/K) in 
Current Rupees (lakhs) 

1961-62 196Z .... tt>3. 1963- 64 1964-65 1965-66 Average 

Coa1 Mining 
Iron & Steel 
E1ec. Machinery 
Machinery (other) 
Foundaries & Eng. 

Workshops 
MineraIs & ail 
Paper & Paper Products 
Shipping 
Basic Ind. Chemica1s 
ather Chemica1s 
Construction 
Hote1s 
Average 
Average (1333 

enterprises) 

8.30% 
8.30% 

Il.50% 
10.50% 

9.40% 
14.10% 

8.40% 
.80% 

12.40% 
Il.30% 

5.56% 
6.28% 
8.90% 

10.10% 

9.60% 
10.10% 
13.90% 
10.90% 

10.50% 
14.30% 

8.40% 
3.70% 

10.50% 
13.60% 

8.11% 
4.65% 
9.80% 

10.20% 

8.30% 
12.50% 
15.50% 
12.10% 

10.90% 
14.50% 

7.90% 
3.90% 

10.30% 
12.30% 

7.13% 
5.77% 

10.09% 

10.60% 

5.70% 
Il.70% 
15.00% 
Il.70% 

Il.10% 
12.10% 

6.60% 
4.20% 

Il.70% 
10.10% 

8.41% 
4.55% 
9.40% 

10.30% 

6.00% 
10.90% 
14.50% 
Il.10% 

9.40% 
Il.10% 

7.70% 
3.70% 

12.40% 
13.70% 

9.61% 
3.44% 
9.46% 

9.90% 

[Planning Commission objective: 10%] 

7.58% 
10.70% 
14.08% 
Il.26% 

10.26% 
13.22% 

7.80% 
3.26% 

11. 46% 
12.20% 

7.70% 
4.43% 
9.54% 

10.22% 

Scurce: Computed from: Reserve Bank of India Bulletin, (Bombay) Dec. 1967. 
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TABLB ~ III 
PUBLICBNTERPRISBS 

Gross Profits as a Percentage of Sales (Pi = Y giS) in curr'ent 
rupees(lakhs) 

1961 .. 62 1962~63 1963-64 1964-65 1965-66 Average 

Ind. Engineering 5.33% 13.34% 16.49% 18.14% 12.71% 13.20% 

Ind. Chemica1s 19.17% 21.37% 22.05% 20.24% 13.14% 19.19% 

Shipping 9.16% 10.06% 10.03% 8.03% 11. 59% 9.77% 

Aviation 2.61% 7.83% 10.41% 10.79% 2.91% 6.91% 

Minera1,s & Oi1 .35% 7.75% 4.12% .. 10% 4.14% 3.25% 
0) 

00 Construction 6.81% 3.30% 2.12% 3.44% 5.17% 4.17% 

Misce11aneous 24.71% 26.26% 28.10% 28.10% 21.68% 25.87% 

Average (total 
26 enterprises) 9.80% 13.26% 14.14% 13.70% 10.98% 12.37% 

Average (exc1d. 
Hind. Steel Ltd.) Il.25% 13.99% 14.42% 13.84% Il.08% 12.91% 

Source: Appendix. Table A .. 3. 
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TABLE - IV 
PRIVATE ENTERPRISES 

Profits as a Percentage of Sales (P2 = Yg/S) in Current Rupees (lakhs) 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Coa1 Mining 8.90% 9.70% 9.00% 6.30% 6.20% 8.02% 
Iron & Steel 14.40% 15.80% 18.40% 16.50% 16.60% 16.34% 
E1ec. Machinery Il.70% 12.90% 13.90% 11.20% 12.70% 12.88% 
Machinerv (other) 12.70% 13.20% 13.70% 12.90% 12.40% 12.98% 
Foundaries a Eng. 

Workshops 9.90% 10.30% 10.90% Il.30% 10.10% 10.50% 
Mineral and Oi1 21.40% 22.30% 20.00% 18.00% 14.40% 19.22% 
Paper & Paper Products Il.30% Il.70% Il.30% 10.20% Il.50% Il.20% 
Shipping 2.10% 8.60% 9.30% 9.60% 9.50* 7.82% 
Basic Ind. Chemica1 20.40% 19.20% 18.80% 18.60% 17.70% 18.94% 

0 Other Chemica1s 9.20% 10.30% 10.10% 8.80% Il.20% 9.92% 
Cl Construction 7.72% 9.65% 9.04% 10.75% 12.51% 9.93% 

Hote1s 6.87% 5.01% 6.88 %' 6.95% 4.81% 6.10% 
Average Il.38% 12.38% 12.61% 11.92% 11.63% 11. 98% 
Average (1333 

enterprises) 10.20% 10.20% 10.30% 10.00% 9.40% 10.02% 

Source: Computed from: Reserve Bank of India Bulletin. op. ci t. 
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This close association between the profit~sales' ratio of 

the two sectors also exists for the individual sub~ 

industrial .. commercial classes except for Shippi~g, 

Miscellaneous and MineraIs and Oil. Among the public 

enterprises, the former two classes yield considerably 

higher profits per unit of sales whereas the reverse is 

the case in MineraIs and Oil. 

The relationship of profits-costs ratios on 

the other hand shows a wide disparity (Tables V and VI). 

The total average profit-cost ratio for the public 

enterprises is higher than the average of the Reserve 

Bank sample. This difference is marked when individual 

sub-industrial~commercial classes are examined. As a 

matter of fact aIl the public enterprise, groups except 

for MineraIs, Oil and Construction have a h~gher profit­

cost ratio than the Reserve Bank sample. This would 

tempt us to say that either the priees are h~gher in 

public sector or they are more efficient and have 

favourable demand conditions (or possibly both).28 

However, if the excess profit rate on sales is con­

sidered, (Tables VII and VIII) the Reserve Bank sample 

indicates that the private enterprises are able to earn 

28. See Section A. 



TABLE " V 
PUBLIC ENTBRPRISBS 

Profits as a Percent of Total Costs (P3 = Yg/Cl i~ current 
. rupees(lakhs) 

1961-62 1962 .. 63 1963 .. 64 1964-65 1965-66 Average 

Ind. Bngineering 8.52% 17.31% 20.99% 22.67% 15.39% 16.97% 

Ind. Chemica1s 27.48% 28.76% 29.51% 25.91% 17.94% 25.92% 

Shipping Il.69% 14.,.64% 13.26% Il.80% 16.61% 13.60% 

Aviation 2.72% 8.71% Il.90% 12.18% 3.03% 7.70% 

MineraIs & Oi1 .43% 8.62% 4.32% 3.97% 4.36% 4.34% 
N 
0'1 Construction 7.85% 4.04% 2.69% 3.80% 5.99% 4.87% 

Misce11aneous 33.94% 37.52% 39.91% 40.07% 27.83% 35.85% 

Average (total 26 
enterprises) 13.58% 17.69% 18.50% 18.12% 14.19% 16.41% 

Average (exc1d. 
Hind. Steel Ltd.) 14.97% 18.58% 18.93% 18.39% 14.38% 17.05% 

Source :. Appendix. Table A-4. 
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TABLE .. VI 
PRIVATEBNTERPRISES 

Profits as a Percent of Total Costs(P 3 = YS/C) 
in current rupees (lakhs) 

1961-62 1962-63 1963 .. 64 1964-65 1965-66 Average 

Coa1 Mining Il.77% Il.02% 9.37% 6.85% 7.02% 9.20% 
Iron & Steel 16.44% 18.15% 21.63% 19.13% 16.32% 18.33% 
E1ec. Machinery 12.35% 13.96% 15.16% 14.05% 14.04% 13.91% 
Machinery (other) 13.90% 14.24% 15.28%, 14.24% 13.65% 14.26% 
Poundaries & Eng. 

Workshops 10.39% 10.88% 11. 52% 12.54% Il.41% Il.34% 
MineraIs & Oi1 26.04% 27.83% 24.03% 21.22% 16.35% 23.16% 
Paper & Paper Products 12.57% 12.96% 12.54% Il.08% 12.55% 12.34% 
Shipping 2.10% 9.20% 10.07% 10.53% 10.14% 8.40% 

tI') Basic Ind. Chemica1s 23.49% 22.14% 21.26% 22.04% 21.07% 22.00% 
0'1 Other Chemica1s 10.09% Il.68% Il.29% 9.88% 12.25% Il.03% 

Construction 8.24% 10.51% 9.80% Il.88% 14.08% 10.90% 
Hote1s 6.11% 4.42% 6.22% 6.15% 4.26% 5.43% 
Average 12.79% 13.91% 14.01% 13.29% 12.76% 13.35% 
Aver~ge (1333 

enterprises) Il'.01% Il.02% Il.35% 10.68% 10.03% 10.81% 

Source: Computed from: Reserve Bank of India Bulletin. op. ci t. 
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TABLE - VII 
PUBLIC BNTBRPRISBS 

Rate of Bxcess Profits on Sales (B = S-C-D-Lv) in Current Rupees (lakhs) 
S 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 
Ind. Bngineering -5.74% 4.89% 9.76% 11.78% 5.86% 5.31% 

Ind. Chemica1s 10.11% 13.82% 15.73% 12.65% -2.12% 10.03% 

Shipping 2.77% 5.40% 5.09% 4.97% 9.16% 5.48% 

Aviation -1.07% 4.29% 7.21% 7.86% 1.60% 3.98% 

Minera1s & Oi1 -7.68% 1.13% ··2.91% -8.25% 3.73% -2.79% 

~ Construction 4.32% .71% .52% 1. 60% 3.25% 2.08% Cl 

Misce11aneous 14.68% 17.04% 19.64% 19.66% 12.78% 16.76% 

Average (total 26 
enterprises) 1.88% 6.82% 8.53% 8.23% 4.70% 6.03% 

Average (exc1d. Hind. 
Steel Ltd.) 4.06% 8.00% 9.17% 

( 
8.77% 5.07% 7.01% 

Source: Appendix. Table A-S. 
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TABLE - VIII 
PRIVATE ENTERPRISES 

Rate of Excess Profits on Sales (E = S ~ C - D ~ i.v) 
S 

in cu~rent rup~es (lakhs) 

1961-62 1962 .. 1)3 1963-64 1964 .. 65 1965 .. 66 Average 

Coa1 Mining 
Iron & Steel 
E1ec. Machinery 
Machinery (other) 
Foundaries & Eng. 

Workshops 
MineraIs & Oi1 
Paper & Paper Products 
Shipping 
Basic Ind. Chemica1s 
Other Chemica1s 
Construction 
Hote1s 
Average 
Average (1333 

enterprises) 

6.61% 
11.33% 

8.78% 
9.37% 

6.85% 
18.11% 

9.26% 
-0.85% 
14.58% 

7.11% 
7.01% 
4.53% 
8.55% 

7.58% 

7.93% 
12.80% 

7.59% 
9.74% 

7.43% 
19.02% 

9.50% 
5.73% 

13.66% 
8.46% 
8.94% 
3.03% 
9.65% 

7.65% 

6.71% 
15.18% 
11.13% 
10.47% 

7.87% 
17.00% 

9.30% 
8.99% 

13.28% 
8.35% 
8.39% 
4.73% 

10.11% 

7.28% 

4.65% 
13.67% 
10.65% 

9.98% 

8.22% 
15.02% 

8.16% 
6.53% 

13.92% 
7.11% 

10.18% 
4.75% 
9.40% 

7.80% 

5.03% 
11. 89% 
10.23% 

9.62% 

7.49% 
13.60% 

9.37% 
6.53% 

13.77% 
9.19% 

Il.99% 
2.97% 
9.30% 

7.29% 

Source: Computed from: Reserve Bank of India Bulletin. op. cit. 

6.18% 
12.97% 
10.07% 

9.83% 

7.57% 
16.55% 

9.11% 
5.38% 

13.84% 
8.04% 
9.30% 
4.00% 
9.40% 

7.52% 
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on an average higher profits. The Bain hypothesis is 

that over a long period (five years or so) this resu1ts 

from higher prices. Based on these conclusions it can 

be stated that the public enterprises as a who1e do not 

appear to be charging higher prices in relation to costs 

of production. The differences in the profit-costs 

mark ups cou1d have arisen from extraneous factors which 

are considered in Section C. 

In Tables IX and X we find that the public and 

private enterprises on an average earn simi1ar net 

profits with respect to total capital. The five year 

average of the public enterprises is 4.35% whi1e that 

of the private (se1ected sub-industria1-commercia1 

classes) enterprises is 4.92%. On the other hand, the 

total average of the Reserve Bank samp1e of 1333 enter­

prises is 4.00%. 

If the sub-industria1-commercia1 classes are 

compared we find that the resu1ts vary considerab1y. 

Industria1 Chemica1s in the public sector enterprises 

have simi1ar profit ratios with the Basic Industria1 

Chemica1 Enterprises in the private sector. However, 

these ratios are higher when compared with other Chemi­

cal Industries. Simi1ar is the case of Iron and Steel, 

Minera1s and Oi1 and Paper and Paper Products. 



TABLE - IX 
PUBLIC ENTERPRISES 

Net Profit as a Percent of Total Capital (P4 = Yn/K) in Current 
RUEees (lakhs) 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Ind. Engineering 2.73% 4.55% 5.58% 5.43% 2.35% 4.12% 

Ind. Chemica1s 7.10% 8.02% 8.82% 6.62% 4.46% 7.00% 

Shipping 3.83% 5.09% 6.54% 3.89% 4.79% 4.82% 

Aviation 1.25% 5.50% 6.46% 6.86% 1.24% 4.26% 

MineraIs & Oi1 -3.07% 5.25% 2.17% -.91% 1. 07% 1.18% 

" Construction 
CJ) 

3.04% -2.81% -4.78% .43% .71% -.85% 

Misce11aneous 10.71% 8.22% 8.93% 8.03% 6.46% 8.47% 

Average (total 26 
enterprises) 3.87% 4.88% 5.26% 4.51% 3.17% 4.35% 

Average (exc1d. Hind. 
Steel Ltd.) 4.15% 5.22% 5.49% 4.67% 3.28% 4.58% 

Source: Appendix. Table A-6. 
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TABLE • X 
PRIVATEENTERPRISES 

Net Profit as a Percent of Total Capital (Pd = Yn/K) 
in current rUp·ees(lakhs) 

1961-62 1962-63 1963-64 1964 .. 65 1965 .. 66 Average 

Co al Mining 2.58% 3.54% 3.40% 2.03% 2.30% 2.77% 
Iron & Steel 4.75% 6.51% 7.60% 5.70% 5.11% 5.93% 
E1ec. Machinery 5.28% 4.44% 5.93% 5.21% 5.29% 5.23% 
Machinery (other) 5.01% 3.84% 4.63% 4.41% 4.43% 4.46% 
Foundaries & Eng. 

Workshops 3.27% 3.31% 3.89% 4.33% 4.91% 5.37% 
Basic Ind. Chemica1s 6.83% 5.29% 4.62% 5.23% 4.91% 5.37% 
Other Chemica1s 23.70% 22.04% Il.75% 8.52% 23.35% 17.87% 
MineraIs & Oi1s 6.86% 4.27% 4.46% 5.06% 4.92% 5.11% 
Paper & Paper Products 4.10% 3.51% 3.92% 2.51% 3.92% 3.59% 

00 Shipping -0.72% 1. 20% 1. 71% 2.35% 2.08% 1. 32% 
0\ 

Hote1s 2.51% 1. 22% 2.09% 1.54% .. 0.65% 1.34% 
Construction 2.19% 2.91% 2.08% 2.36% 3.20% 2.54% 
Average 5.53% 5.17% 4.67% 4.10% 5.15% 4.92% 
Total Average (1333 

enterprises) 4.56% 3.82% 4.09% 3.98% 3.58% 4.00% 

Source: Computed from: "Reserve Bank of India Bulletin", op. cit. 
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• By comparing the net profit-sales ratio (Tables 

XI and XII) we find a still greater variation in the 

results between the two types of enterprises. The 

average profit ratio is higher in the public sector 

enterprises versus that of the private sector. The 

disparity within sub-industrial-commercial classes is 

also further marked. 

Are the public enterprises capable of self-

financed expansion? The answer to this question is 

difficult on the basis of comparing net profit-capital-

sales ratios between the private and public sectors. 

While the private sector relies on internaI resources 

for expansion, and the public enterprises on an average 

compare favourably with them, there are differences 

that can arise in the net profit figures due to taxes 

and interest charges. As a matter of fact, it has been 

stated that the public enterprises appear to have lower 

. h . h· t· 29 1nterest c arges as aga1nst t e pr1vate en erpr1ses. 

This partly arises due to preferential treatment by the 

government and can be considered in the form of an 

indirect subsidy • 

• 29. Forum of Free Enterprise. op. cit. p. Il. 



TABLE .. XI 
PUBLIC ENTERPRISES 

Net Profit as a Percent of Total Sales (Ps = Yn/S) 
in currentrupees (lakhs) 

1961-62 19620:.:63 1963 .. 64 1964 .. 65 1965-66 Average 

Ind. Engineering 2.09% 5.14% 7.98% 8.75% 4.0?% 6.60% 

Ind. Chemica1s Il.63% 12.63% 13.04% 10.32% 5.00% 10.52% 

Shipping 5.69% 7.26% 8.13% 6.08% 6.99% 6.83% 

Aviation 1.80% 7.16% 8.62% 8.72% 1.71% 5.59% 

MineraIs & Oi1 .. 2.35% 4.21% 1.19% .. 3.61% 1.25% .15% 

0 Construction 2.36% .75% ... 94% .05% .35% .52% 0 
r-4 

1 

Misce1laneous 22.20% 16.10% 15.50% 13.28% Il.45% 15.79% 

Average (total 26 
enterprises) 5.83% 7.41% 8.06% 6.93% 4.55% 6.55% 

Average (exc1d. 
Hind. Steel Ltd.) 7.10% 8.47% 8.48% 7.15% 4.69% 7.18% 

Source: Appendix. Table A .. 7. 
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TABLE " XII 
PRIVATE ENTERPRISES 

Net Profit as a Percent of Total Sales 
in curren:t rupees (lakhs) 

1961-62 1962 .. 63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

Coa1 Mining 2.73% 3.69% 3.65% 2.23% 2.40% 2.94% 
Iron & Steel 7.31% 9.08% 9.98% 7.22% 6.06% 7.93% 
E1ec. Machinery 4.46% 3.49% 4.52% 3.86% 4.02% 4.07% 
Machinery (other) 5.03% 3.81% 4.34% 4.15% 4.25% 4.31% 
Foundries & Eng. 

Workshops 2.73% 2.62% 3.10% 3.58% 2.69% 2.94% 
Basic Ind. Chemica1s 9.63% 8.28% 7.10% 7.23% 6.21% 7.69% 
Other Chemicals 3.40% 3.58% 2.63% 2.28% 3.38% 3.05% 
MineraIs & Oil 9.97% 6.36% 5.85% 7.14% 6.13% 7.09% 

r-t Paper & Paper Products 5.27% 4.69% 5.34% 3.64% 5.41% 4.87% 0 
r-t Shipping .. 1.74% 2.72% 3.96% 5.24% 5.19% 3.07% 

Hotels 2.30% 1.11% 2.12% 1.96% -0.77% 1. 34% 
Construction 2.99% 3.41% 2.60% 2.98% 4.11% 3.21% 
Average 4.50% 4.40% 4.59% 4.29% 4.09% 4.37% 
Total Average (1333 

enterprises) 4.00% 3.33% 3.50% 3.36% 2.98% 3.43% 

Source: Computed from: "Reserve Bank of India Bulletin", op. cit. 
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TABLE - XIII 
PUBLIC ENTERPRISES 

Net Adju_sted Profitas a Perce"nt of Tota1Ca]2i ta1 (P6 = Yna/K) 
in current rÜp"ees "(lakhs) 

1961-62 1962 .. 63 1963 .. 64 1964-65 1965 .. 66 Average 

Ind. Engineering -2.42% .22% 1.36% 1.98% - .82% .06% 

Ind. Chemica1s 1.45% 2.42% 3.18% .81% .. 1.23% 1.32% 

Shipping -1.11% .21% 1.67% - .87% .39% ... 05% 

Aviation -4.21% .03% 1.76% 2.60% -3.86% .. .75% 

N MineraIs & Oi1 -8.42% 1.14% .. 1.93% .. 2.90% -2.40% -2.90% 0 
.-t 

Construction -1.94% .. 6.94% -7.62% -3.61% -2.21% -4.46% 

Misce11aneous 5.52% 2.72% 3.24% 3.56% 1.32% 3.27% 

Average (total 26 
enterprises) -1.68% .06% .65% .30% -1.01% -0.26% 

Average (exc1d. 
Hind. Steel Ltd.) .. 1.38% .34% .84% .44% ... 92% - .05% 

Source: Appendix. Table A .. 8 . 
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TABLE .. XIV 
PRIVATE ENTERPRISES 

Ne~~Adjusted Profit as a Percent of TotaJ. __ C~pita1 __ (~Q _= YJ!~/I<) 
in currenJ r!!pe"e"s "(lakhs) 

1961 .. 62 1962 .. 63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

Coa1 Mining 2.52% 3.48% 3.34% 1.97% 2.24% 2.71% 
Iron & Steel 4.69% 6.45% 7.54% 5.64% 5.05% 5.87% 
E1ec. Machinery 5.22% 4.38% 5.87% 5.15% 5.23% 5.17% 
Machinery (other) 4.95% 3.78% 4.57% 4.35% 4.37% 4.40% 
Foundries & Engineering 
" Workshops 3.21% 3.25% 3.83% 4.27% 2.92% 3.49% 

Basic Ind. Chemica1s 6.77% 5.23% 4.56% 5.17% 4.85% 5.31% 
Other Chemica1s 23.64% 21.98% Il.69% 8.46% 23.29% 17.81% 
MineraIs & Oi1 6.80% 4.21% 4.40% 5.00% 4.86% 5.05% 

t') Paper & Paper Products 4.04% 3.45% 3.86% 2.45% 3.86% 3.53% 0 
r-t Shipping -0.66% 1.14% 1.65% 2.29% 2.02% 1.28% 

Ho'te1s 2.45% 1.16% 2.03% 1.48% -0.59% 1.30% 
Construction 2.13% 2.85% 2.02% 2.30% 3.14% 2.48% 
Average 5.48% 5.11% 4.61% 4.04% 5.10% 4.86% 
Total Average (1333 

enterprises) 4.50% 3.76% 4.03% 3.92% 3.52% 3.94% 

Source: Computed from: "Reserve Bank of India Bulletin", op. cit. 
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TABLE - XV 
PUBLIC ENTERPRISES 

Net Adjusted Profits as a Percent of Total Sales (P7 = Yna/S) 
in current rupees(lakhs) 

1961 .. 62 1962-63 1963 .. 64 1964 .. 65 1965-66 Average 

Ind. Engineering -13.89% .. 3.68% .54% 2.23% .. 2.90% -3.54% 

Ind. Chemica1s .32% 2.93% 4.31% .47% -11.79% -.75% 

Shipping .. 2.22% .39% .82% .. 1.00% .65% -.27% 

Aviation .. 5.15% .46% 2.56% 3.19% .. 4.88% -.76% , 

MineraIs & Oi1 .. 13.25% .. 5.46% -10.61% -8.95% -4.19% .. 8.49% 

q- Construction ... 88% .. 3.49% .. 3.00% -2.74% .. 2.07% -2.44% 
<:) 

r-t 

Misce11aneous 11.56% 5.36% 5.63% 5.70% 2.36% 6.12% 

Average (total 26 
enterprises) .. 4.73% .. 0.72% 0.60% 0.17% .. 3.68% -1.67% 

Average (exc1d. 
Hind. Steel Ltd.) .. 1.75% 0.68% 1.22% 0.69% .. 3.34% -0.50% 

Source: Appendix • Table A-9. 
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TABLE ~ XVI 
PRIVATE ENTERPRISES 

Net Adjusted Profit as a Percent ~f Total Sales (P7 ~ Yna/S) 
in current rupees (lakhs) 

1961~62 1962 .. 63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

Coa1 Mining. 2.67% 3.62% 3.58% 2.17% 2.34% 2.87% 
Iron & Steel 7.22% 9.00% 9.91% 7.14% 5.99% 7.85% 
E1ec. Machinery 4.41% 3.44% 4.47% 3.82% 3.98% 4.02% 
Machinery (other) 4.97% 3.75% 4.28% 4.09% 4.19% 4.25% 
Foundries & Eng. Workshops 2.68% 2.57% 3.05% 3.53% 2.64% 2.89% 
Basic Ind. Chemica1s 9.54% 8.19% 7.00% 7.15% 6.13% 7.60% 
Other Chemica1s 3.39% 3.57% 2.62% 2.26% 3.38% 3.04% 
Minera1s & Oi1 9.89% 6.27% 5.77% 7.06% 6.05% 7.00% 
Paper & Paper Products 5.20% 4.61% 5.26% 3.56% 5.33% 4.79% 

LI'l Shipping -1.60% 2.59% 3.82% 5.11% 5.04% 2.99% 0 
.-i Hote1s 2.25% 1.06% 2.06% 1.88% -0.70% 1. 31% 

Construction 2.91% 3.34% 2.52% 2.91% 4.03% 3.14% 
Average 4.46% 4.33% 4.52% 4.22% 4.03% 4.31% 
Total Average (1333 

enterprises) 3.94% 3.27% 3.45% 3.31% 2.93% 3.38% 

Source: Computed from: "Reserve Bank of India Bulletin", op. cit. 

• • 
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In view of these claims a net-adjusted profit 

is calculated30 which ignores aIl interest payments made 

by the private and public enterprises and imputes a 6% 

interest based on total capital. Tables XIII to XVI 

show the result of these computations. 

Based on the conclusions drawn from these 

tables, the public enterprises do not appear to be cap­

able of self-financed expansion. While the performance 

of these enterprises with respect to gross and net 

profits is satisfactory, net adjusted profits suggest 

that resources are mobilized through preferential treat­

ment. If the public enterprises could borrow at lower 

interest charges due to reduced risk and profit expecta-

tions, it would indicate their competitive position in 

the capital market. However, to what extent the interest 

charges form a part of an indirect subsidy from the 

government and a genuine ability to borrow funds at 

lower charges is difficult to ascertain. 

c. 
Character and Limitations of Profit Ratios 

The discussion in the preceding sections has 

implied that there are several factors which influence 

profit and profit ratios. In this section we briefly 

review some of these factors and the extent to which they 

qualify our results. 

One of the dominant factors which influence 

30. See Appendix. 
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profit ratios is the fluctuations 3l in the economy. These 

fluctuations not only affect the priees of commodities 

sold, but also cause shifts in demand - both of which 

cause changes in the rate of capacity utilization32 and 

profit. Thor Hultgren with regards to these factors states: 

"Upswings and downswings in business activity 
mean, for most industries, upswings and down~ 
swings in the quantity of goods or services they 
sell. These fluctuations are accompanied by 
changes in the priees they receive and in their 
profits." 

The extent to which these fluctuations can 

affect profit margins can be illustrated by a few examples. 

If the priee received for a product and its 

cost both increase, but the priee rises by a greater 

amount than the cost, profit per unit of product in-

creases. If the priee rises by a greater percentage than 

the cost, profit per rupee of sales increases. 

31. By fluctuations we do not necessarily mean business 
cycles. Exogenous factors such as war, foreign 
exchange shortages of a non-cyclical nature ·etc., 
are also included. 

32. Capacity utilization rate = output/capacity. 

33. Costs, Priees and Profits: Their Cyclical Rela .. 
tions. (New York: NBER. 1965) p. 3, 
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Aggregate profits are also affected by the 
\~ ~, .. , .. "f't,~"" 

quantity sold. If profit per unit falls less~than the 

increase in the quantity sold, aggregate profit will rise. 

Similarly, if the profit per rupee of sales falls less 

than the rise in aggregate rupee sales, profit will rise. 

Aggregate sales is equal to average priee 

multiplied by the quantity sold. However, it is diffi-

cult te separate priee and quantity from aggregate sales 

alone. Changes in profit margins can therefore also 

reflect the combined inter-actions of the components of 

aggregate sales. A rise in priees tends te widen 

margins if cests have not risen by the same amount and 

the quantity sold is not affected.
o 

Similarly, a fall 

in costs also widen margins if priees and quantity sold 

are relatively unaffected. These and other relationships 

are summarized in Table XVII. 

TABLE - XVII 

! 

Chz:lte Ch:mges in Change in Change in 
in Priee Co:n Pe:- Unit Cost Ratio Profit Ma:-ô1n 

Rise Creatcr ?ercentazc rlse Rise Fa11 
R1&e S~~c percentaôe riae No change No change 
Rise S~~ll~r ?ercenta~e risc FaU Rise 
Use No chenze FaU Rise 
Rhe Fall FaU Riee 

No changt' Rise Rise FaU 
No c:hl<nr.e No change No change No chante 
No c:hanse Fall Fdl Rise 

Fall Rise Rise Fall 
F.11 No c:han:;e Rbe Fall 
Fall Snaller percent age fall Rise Fall 
FaU Sace percentase fall No change No ch .. ,ge 
Fall Crca:er pe:-~c~tG&e fall Fall Rise 

Source: Thor Hultgren, . . . °E· cit. p. 5. 
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• Profit and profit margins can also be affected 

by changes in the capacity utilization rate. The 

capacity utilization rate is affected by the inter-

actions of price, cost and demand resulting from fluctua-

tions in the economy. This can be illustrated in 

Figures IV and V. Capacity in this context means moving 

along the A.C. curve. 

In Figure IV we assume that the fluctuations 

do not affect input costs and hence the A.C. curve 

remains the same. If the firm is faced with demand 

curve D, at price OPO it will produce OQo units of x 

and operate at Co capacity. At this level it will have 

rectangle COPO profits. If however, fluctuations cause 

the demand curve to shi ft to Dl, at OPO price it will 
, 

produce OQÔ units of x and operate at Co capacity. At 
, 

this level its profits fall to rectangle COPO. 

On the other hand, if the shift in demand is 

accompanied by a price increase to OPI' the firm will 

operate at Cl capacity and produce OQI units of x. 

At this level its profits will be rectangle CIPI which 
, 

are greater than COPO. 
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Figure IV 

Rs/x 

P 1 ___ _ 

-----------~ 
1 1 ----------,-+ 
IC"" 1 
1 ~ 1 ----- ---------.. --~-
1 
1 

1 
1 
1 , 

_~ _______________ ~~~~------~----------------------------------------- x 
QI QO QO 

Demand Shifts and Capacity Utilization 



- 111 -

Figure V 
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In Figure V we assume that the fluctuations in 

the economy affect input costs only and that the demand 

curve D remains the same. Thus, if the increase in 

input costs cause the A.C. curve to shift to AC l , at 

price OPO the firm will produce OQO units of x and 
, 

operate at Co capacity instead of CO' Profits will 
, 

fall from rectangle COPO to COPO' However, if the 

shift in AC curve also leads to a price increase to OPl' 

the firm will produce OQI units of x and operate at Cl 

capacity. In this case its profits will be rectangle 

Intuitively then, a relationship between capa~ 

city utilization rates and profits makes sense. A 

composite of demand and cost factors determines profits. 

Those factors also enter into the determination of the 

capacity utilization rate or flow implied from it. A 

change in demand reflects itself in a change in the 

level of production which in turn alters the capacity 

utilization rate. This development affects costs which 

feeds back to a change in the rate of return. Likewise, 

the change in the capacity utilization rate influences 

the price level which also affects profit rates • 
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To what extent are the changes in capacity 

uti1ization rate and the rate of return due to priee 

fluctuations versus demand shifts? The answer to this 

question is extreme1y difficu1t in view of the present 

state of our know1edge. J.S. Bain34 states: "Any profit 

performance must be read in the 1ight of the rate of 

techno10gical progress, trend of demand and so forth. 

We cannot find the 'net resu1t' of monopoly profits or 

the 'net resu1t' of efficiency on profits." Nor as a 

matter of fact can we find the 'net result' of any of 

the other factors which influence profits. 

Nevertheless, we did find in section B that 

the public enterprises do not appear to be accruing 

monopoly profits as a who1e. Therefore, if a satisfactory 

method of def1ating profits35 and its components which 

form a ratio is found, changes in the values of deflated 

profit ratios wou1d ref1ect the 'differentia1' changes36 

arising from increased or decreased capacity utilization 

or efficiency. Figure VI i1lustrates graphica11y the 

re1ationship of current and def1ated profit ratios of 

the public enterprises. 

34. al op. cit. p. 294 . 

35. See Appendix for the method used in this study. 

36. G. Stigler, op. cit. pp. 118-31. By def1ating 
public enterprise profits, we are imp1icit1y assuming 
priee flexibility and that public enterprise priees 
are moving in the same direction as those of the 
economy. This however may not be the case. 
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Deflated profit-capital ratios indicate a 

general decline from mid 1963 onwards. This decline 

appears to be steeper than its value in current rupees 

which signifies that the period experienced sharp priee 

increases. 37 Insofar as the profit ratios iridicate 

capacity utilization, it appears that the public enter-

prises in late 1963 period and after have a greater amount 

of excess capacity. 

A similar relationship appears in the current 

and deflated profit-sales ratios. In this case there 

is a steeper decline in the profit-sales ratio than 

that of the profit-capital ratio. However, this can be 

explained by the fact that sales are a more sensitive 

indicator of fluctuations in the economy than other 

variables such as capital or investment changes. 

The above relationships confirm the evidence 

that the Indian economy did have a recession (particularly 

in the producer goods industry) during this periode It 

is however more marked in the post 1964 period and 

continues till at least 1966 in the case of public 

37. This actually was the case. See Government of India, 
Economie Surv.ey 1963, 1965 (New Delhi: Min. of Finance, 
Govt. of India Press, 1964, 1966). 
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enterprises. 38 If however, the (Figure VII) current profit 

ratios39 of the private and public enterprises are comft 

pared for simi1ar groups of industrial activities, the 

recession affects the public enterprise performance to 

a greater extent. This can be partially exp1ained by 

the fact that public enterprises are concentrated in 

producer and heavy capital equipment industries whereas 

the private sector enterprises are more diversified. 

The other factor to be considered is the high ratio of 

fixed costs to total costs, which exist in the public 

enterprises. Due to the steep A.C. curve, a sma11 decline 

in demand will resu1t in a higher level of excess 

capacity and the aggregate profits will tend to be 

understated when expressed as a percentage of total 

capital. 

38. a) Government of India, "Economie .•. " op. cit. 
b) An authoritative study on the recession and its 

effects on capacity utilization is by: R.K. 
Koti and P.N. Mathur, "Unutilized Capacity 
in Indian Industries" (Poona: Gokhale Institute 
of Economies and Political Science. 1967). 

39. Current profit ratios are used because of the 
computational difficulties of deflating private 
enterprise profit ratios. However, as there is a 
close relationship between current and deflated 
profit ratios, our conclusions would not be signifi­
cantly altered. See J.S. Bain, a) op. cit. pp. 
307-308. This close relationship is also illustrated 
in Figure VI. 
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The profit-capital ratio for the private 

enterprises shows a sharp increase from 1964 onwards 

while that of the public enterprises continues to decline. 

This resulted from a 'paradoxical' situation of inflation 

in the light and consumer product industries with a 

recession in the heavy and capital equipment industries 

of the public sector. Acute shortage of foreign exchange 

reserves and basic inputs created a production .scarcity 

in the consumer product industries which led to the 

inflation. Though the heavy capital equipment indus-

tries also experienced this shortage, the lack of demand 

due to the inability of the consumer products industry 

to meet additional production led to a recession. The 

Govt. of India's Economic Survey for that period states: 

"The somewhat slower rate of growth of industrial 

production is mainly explained by the decline in the 

output of coal and by the absence of any significant 

increase in industries such as steel, aluminium .•.. ,,40 

With respect to foreign exchange reserves it states: 

"foreign exchange reserves have declined sharply by Rs. 88 

crores during the 10 months ending January 1965, and 

only a small part of this decline is explained by 

repayments to the International Monetary Fund.,,4l 

40. op. ci t. p. 2. 

41. Ibid. p.S. 
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Chapter VI 

Conclusion 

In Part l it was noted that the public enterprise 

profits are an important source of development funds in India. 

In this context the Planni~g Commission set the objective that 

during the Third Five Year Plan the public enterprises are 

to yield a 10% return on invested capital and mobilize 

Rs 300 crores in profits and internaI resources. 

In Part II we found that the five year aver~ge 

profits of a selected sample of public enterprises yield 

8.63% return on invested capital. If Hindustan Steel Ltd. is 

excluded from the sample, the rate of return increases to 

8.96%. On the other hand, the rate of return on invested 

capital in similar industrial-commercial activities in the 

private sector is 10.18%. 

Despite variations in profit rates, it is concluded 

that the public enterprises have performed reasonably weIl. 

While they fall short of the 10% objective by 1.37%, the public 

enterprises mobilized Rs 287 crores in profits and internaI 

resources l • 

1. Govt. of India, "Annual Report on 
op. cit p. 82. 

" 
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In addition, the value of output increased from Rs 3,119.60 

lakhs in 1961 to that of Rs 12,469.33 lakhs at the end of the 

Five Year Plan period2• Hindustun Steel Ltd. which faced severe 

gestation problems accounted for the major part of this increase 

in output. In 1961-62 the value of its output was minus 

Rs 550.90 lakhs whereas in 1965-66 it was plus Rs 4843.10 lakhs. 

The Third Five Year Plan period experienced economic 

and political pressures which affected the public enterprises 

adversely. Fore~gn exch~ge crises, recession, Indo-Chinese 

War and the Indo-Pakistan War aIl led to a re-appraisal of 

investment pr~grammes which reduced the projected funds allocated 

to the public enterprises. Thus any assessment of public 

enterprise performance duri~g this period must bear these 

unusual fluctuations in mind. As was noted in Chapter V 

(section C,) these fluctuations did not affect the private 

sector equally. 

The computations of the opportunity cost of capital 

are derived from the Reserve Bank of India sample which consists 

of older firms. Without a satisfactory method of revalui~g 

historical asset f~gures, it is likely that private enterprise 

profits are over5tated. The extent of this is difficult to 

ascertain • 

2. This is for the selected sample of 26 enterprises. 
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On the otherhand the private sector does not represent 

a competitive market structure; the profit rates of which can 

be used as a standard for comparison. Tho~gh market concentration 

studies are non-existant in lndia, preliminary inquiries reveal 

that the economy is h~ghly concentrated3• Thus public enterprise 

profits must be compared with profits of monopolistic industries 4 . 

In addition, new investments are bei~g constantly 

channelled into existi~g public enterprises and thereby raisi~g 

the capital-output ratios. This to some extent understates the 

profit rates as new investment may not be productive immediately 

or in the period surveyed. 

3. 

4. 

See a) J. Bhagwati, "Monopoly in Public Enterprise", 
in The Working of the Public Sector, edited by 
V.V. Ramanadham, (Bombay: Allied Pub. Co. 1965) 
p. 92. 

b) l. Till, and C.H. Fulda, "Concentration 
and Competitive Potential in lndia". Anit-trust 
Bulletin. Fall 1968, p. 999 

These studies suggest that lndian manufacturi~g 
industries are highly concentrated. The studies 
are limited by the fact that ownership link~ges and 
inter-locking directorates could not be taken into 
account. This m~ght have revealed a still h~gher 
concentration in the economy. 

As was noted in Chapter V, the public enterprises 
do not appear to be monopoly prici~g. The excess 
rate of profit on sales on the other hand was 
h~gher in the private sector. 

ç. 
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AlI these factors lead us to state that the public 

enterprise performance may be better than is reflected in the 

profit ratios. 

Nevertheless, the limitations of this study make 

it inapplicable for any policy implications. As was noted 

in the preceding chapter, there is considerable disparity in 

the profit ratios of public enterprises. Tho~gh 17 enterprises 

at least coyer the monetary cost of capital, 9 enterprises 

or 34% of the sample do note Amo~g these 9 enterprises is 

Hindustan Steel Ltd. which has 70% of the total assets of 

the sample, as book valued in 1961. The rate of return on 

invested capital in Hindustan Steel Ltd. duri~g the Third 

Five Year Plan is .62% in current rupees. If deflated 

this rate of return declines to .. 27%. 

Tho~gh net profit ratios of public enterprises 

compare favourably with similar ratios in the private sector, 

net adjusted profit ratios s~ggest that public enterprises are 

heavily subsidized in their capital cha!ges. Furthermore, the 

net adjusted profit ratios indicate the inability of public 

enterprises for self financed expansion. In this r~gard the 

public enterprise performance is far from satisfactory and can 

result in an inflationary situation in the economy. 
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However, profit is but one measure of performance. 

Tho~gh profit ratios indicate price policy, efficiency, capacity 

utilization rates etc; meaningful analysis can only be made 

if the other measures of performance are considered as weIl. 

In this r~gard, the scope of the present study is limited and 

could not incorporate the other measures. The conclusions 

derived must therefore be considered as tentative and the 

study should be viewed as a preliminary inquiry for further 

research. For further research it is s~ggested that productivity 

and capacity measurement studies in the public sector enterprises 

o~ght to be undertaken. In addition it is desirable to have 

cost benefit analysis and particular industry and firm studies . 
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APPENDIX 

Profit measures in current rupees. 

Gross profits (Yg) 

Net profits (Yn) 

= Excess of income over 
expenditure after providing 
for depreciation but before 
providing for interest, 
taxes and allocations to 
reserves. 

= Excess of income over 
expenditure after providing 
for interest, taxes and 
depreciation, but before 
making allocations to 
reserves. 

In most instances, public enterprises receive an indirect 

subsidy from the government by way of low interest charges. 

The extent to which this occurs is not always known. 

Hence, an adjusted net profit is calculated. This is 

defined as: 

1 . 

Net adjusted 
profits (Yna) 

Total capital (K)l 

= Excess of income over 
expenditure after providing 
for interest at 6% p.a. on 
total capital (the average 
rate for long term indus­
trial finance), taxes and 
depreciation, but before 
making allocations to 
reserves. 

= Total fixed assets (gross 
block) plus working capital 

This concept of Capital is similar to that used by 
G. Stigler, "Capital and Rates of Return in Manu­
facturing Industries". (New York: NBER, 1963) p. 3. 
As such, it is almost aIl inclusive and the rate of 
return includes returns to both, lenders and equity 
holders. 
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Cost of sales (C) 

Total sales (S) 

Using the symbols defined 

current rupees are: 

Pl = 

P2 = 

P3 = 

P4 = 

Ps = 

P6 = 

P7 = 

The other ratio used is: 

E = S - C D 
S 
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(current assets minus current 
liabilities) plus deferred 
revenue expenditure minus 
accumulated depreciation. 

= Expenses on production/busi­
ness plus depreciation or 
Total Sales (S) minus Gross 
profits (Yg) 

= Total sales revenue accru­
ing from business activity 
but excludes income on 
investments in other firms 
etc. 

above, the profit ratios in 

Yg/K 

Yg/S 

Yg/C 

Yn/ K 

Yn/S 

Yna/ K 

Yna/S 

- i.V 

Where E 
i 

= 
= 

excess rate of profits on sales, 
interest rate at 6%, 

V = equity capital, 
D = depreciation. 
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Profit measures in deflated rupees. 

Price changes in the economy are likely to affect 

the profit rates, therefore, deflated profit measures are 

necessary to derive the 'differential' rates of profit. 

As the profit rates are expressed in ratios, various 

price indexes are used to deflate the numerator and the 

denominator. This process is briefly described below. 

Numerator 

Gross profits eYg) are deflated by a price index 

for Gross National Product using 1960-61 as the base 

year. 2 The G.N.P. price index is used as profits are 

considered to be income and hence this index best measures 

the general purchasing power. It also measures the over-

aIl changes in the economy which· would necessarily affect 

the profits of an enterprise or a sector of the economy. 

The ideal index for deflating profits on the 

other hand, would be that which measures changes in the 

particular sector of the economy or indus trial activity 

in which the enterprises are engaged in. However, as this 

is a cross section study of public enterprises, different 

price indexes would be necessary for each group of public 

2. This base year was chosen because in addition to 
being a representative one, it is also the new base 
year used by the Government of India for statisti­
cal purposes. 
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enterprises and the respective profit rates would net be 

comparable. The use of different price deflators would 

create further diversities in the profit rates that woald 

be normally warranted by different production functiens 

among enterprises and by different demand and market 

conditions. In addition, such price indexes are net 

readily available and serious problems are faced in 

d . . h 3 eV1s1ng suc measures. 

Denominator 

The profit ratios use two types of denominators. 

Sales revenue and total capital. The sales revenue is 

deflated by a grouped wholesale price index for manu-

factured and semi-manufactured articles. This is the 

only reasonable index available. It reflects the general 

price changes in the commodity groups in which the 

enterprises are engaged in. 

The deflation of total capital, however, poses 

several problems. The concept of total capital comprises 

of three major components: total fixed as sets (gross 

block), accumulated depreciation and working capital. 

3 • The major problem was the lack of price data for 
the commodities which public enterprises manu­
facture or process. 
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Where as the former two parts comprise of historical book 

value figures, working capital represents more current 

values. This necessarily entails the use of two or more 

price indexes in order to derive deflated total capital 

figures. The price indexes used for each part of the 

total capital figure are briefly described below. The 

procedure for deflation is illustrated by a hypothetical 

example. 

Total fixed assets are deflated by the whole-

sale price index for manufactured articles. This price 

index reasonably reflects the cost of assets in the 

Indian economy. It not only ~ncludes machinery manu-

factured in India, but also includes the "value of 

4 imports inclusive of dut y". The index therefore, also 

reflects the cost of imported assets. 

Working capital is deflated by a group index 

number of wholesale prices of industrial raw materials 

and intermediate products. This index was considered to 

be appropriate as working capital "is required for 

4. Government of India, "Statistical Abstract of the 
Indian Union 1966". (New Delhi: Central Statistical 
Organisation. Government of India. Press) p. 208 • 
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current business operations covering stocks of raw mater .. 

ials, stores and spares, works in progress, finished goods 

5 
and receivables, etc." 

Accumulated depreciation is deflated by the G.N.P. 

priee index for two principal reasons: a) By the pro-

visions of the Income Tax Act, the public enterprises in 

India base their depreciation on the original cost of 

assets and not on the basis of replacement cost. 6 Thus 

depreciation allowances can be treated as an income. 

b) A suitable priee deflator for converting historical 

depreciation values to current values in India is not 

available. 7 

5. Government of India, "Annual Re;eort on the Working 
of. Industrial and Commercial Undertakings of .the 
Central Government for the year 1964-65." (Bureau 
of Public Enterprises Dept. of Cabinet Affairs, 
Cabinet Secretariat.) p. 118. 

6. See G.S. Bhalla, "Financial Administration of 
Nationalised Industries in U.K. and India." 
(Merrut: Meenakshi Prakashan. 1968.) pp. 253, 
259-260. 

7. See A.C. Harberger, "Investment in Men vs: Invest­
ment in Machines. The Case of India." in 
Education and Economie Development, editors C. 
Arnold Andersen and M.J. Bowman, (Chicago: Aldine 
Pub. Co. 1965.) pp. 36-37) 
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Hypothetica1 Examp1e 

Firm A 

Incorporated in 1955. 

Historica1/Current book values as in balance sheet 

1960-61 1961-62 

1) Total fixed as sets 200 250 

2) Accumu1ated depreciation 80 100 

3) Working capital 100 150 

Total Capital (1+3-2) 220 300 

Price Indexes 8 

Year Group Index Mfd. Articles G.N.P. 

1955 73.46 83.22 
1960 100.00 100.00 100.00 
1961 107.67 104.67 107.05 

As the enterprise was incorporated in the year 

1955, it is assumed that the book values of total fixed 

as sets (which exc1udes depreciation both current and 

accumu1ated) in 1960-61 balance sheet ref1ect prices of 

9 that year. In order to express these historica1 values 

in 1960-61 rupees, the assets are divided by the price 

index for manufactured articles in 1955. Thus: 

8. 

Rs 200 x 100 = Rs 240 (approx.) 
83.22 

Source: Goverrunent of India, "Statistica1 Abstract 
• .••••••..•.• " op. cit. p. 210. See Table A-1. 

9. See pp. 
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Accumu1ated depreciation is def1ated by the G.N.P. index 

which in this case is 100 and therefore rernains the sarne. 

A sirni1ar case app1ies to working capital which is def1ated 

by the group index. Total capital for firrn A in 1960-61 

rupees is therefore: 

Rs 240 (def1ated fixed assets) + 

Rs 100 (current working capital) -

Rs 80 (accurnu1ated depreciation) = Rs 260. 

The addition to total fixed assets in 1961-62 

in current rupees is 250-200 = Rs 50. This addition to 

total fixed assets in 1960-61 rupees is therefore: 

Rs 50 x 100 = Rs 48 (approx.) 
104.67 

Sirni1ar1y, the addition to accurnu1ated depreciation is 

Rs 100-80 = Rs 20. This expressed in 1960-61 rupees is: 

Rs 20 x 100 = 18 (approx.) 
107.05 

Working capital in 1961-62 expressed in 1960~61 

rupees is: 

150 x 100 = Rs 138 (approx.) 
108.89 

Therefore total capital in 1961-62 in constant 

rupees is: 

Rs 240 (def1ated fixed assets) + 48 (def1ated addition 

to fixed assets) + Rs 138 (def1ated working capital) -

Rs 80 (accumu1ated depreciation) - Rs 18 (addition to 
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accumulated depreciation) = Rs 328 (approx.) 

A similar process is followed for the other 

years till 1965-66. After 1960-61 (the base year) only 

working capita~net additions to the total fixed assets 

and net additions to accumulated depreciation are deflated. 

In converting the historical book values of 

total as sets to 1960-61 rupees, they were divided by the 

priee index applicable when the enterprise was first 

incorporated. This necessarily meant making two subject­

ive assumptions. 

a) The total fixed as sets of the firm were 

bought in the year it was incorporated 

and not before. 

b) There were no major additions to the 

total fixed assets between the year it 

was incorporated and 1960-61. 

Both of these assumptions are debateable. The 

firm might have bought the assets while under construction 

and in different years, therefore the price index of the 

year of incorporation may not reflect the true priees of 

assets. On the other hand, a major part of the assets 

might have been purchased after the enterprise was 

incorporated. As the case may be, the above procedure 

for conver~iQn of historical book values may either 
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overstate or understate the value of assets. This would 

distort the profit rates calculated. 

However, it can be pointed out that the wholesale 

price index for manufactured articles has been reasonably 

stable. In addition, most enterprises have gone into 

d - - h- f - - 10 h- h pro uct10n W1t 1n a year a ter 1ncorporat1on, w 1C 

reflects that major additions to fixed assets in later 

years are unlikely. As the time it takes between an 

enterprise being constructed, incorporated and operated 

cannot be too divergent in most cases, the price index 

in the year of incorporation would fairly represent the 

value of assets. 

Il Prof. A.C. Harberger uses similar techniques 

to measure the rates of return in private joint-stock 

companies in India. Though Prof. Harberger uses the 

wholesale price index for manufactured articles in the 

denominator, he does not deflate the book values of total 

assets in the base year. He however does deflate net 

additions to fixed as sets in later years. 

While a similar process could have been 

followed in the present analysis, this student is in 

conceptual disagreement with Prof. Harberger's method . 

10. Govt. of India, "Annual Report on the Working of •.•.. 
op. cit." Chapter IV. 

Il. op. cit. Appendix. p. 36-37. 
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By not expressing total.fixed assets in constant rupees in 

the base year, but only certain parts of the denominator, 

Prof. Harberger understates the value of total capital 

and thereby overstates the rates of return. PTof. 

Harberger's profit measures therefore, do not reflect the 

'real rates of return'. 

It is very likely that Prof. Harberger followed 

this procedure because he was dealing with a large sarnple 

of older firms whose years of incorporation were not 

available tO.him. In case of the present study, not only 

is the sample relatively small, and the years of incor~ 

poration are available, but the enterprises are relatively 

new and price fluctuations would not affect the value 

of total fixed as sets to such a significant degree as 

to distort the results. 

Despite the several drawbacks such as absence 

of complete data on the enterprises since they were 

incorporated, the lack of a wide variety of price 

deflators in an under~developed economy like that of 

India and certain conceptual issues described above, 

this procedure does appear to be reasonable. The weak" 

nesses do not destroy, although they certainly impair 

the value of our calculations. For this reason alone, 

the present analysis does not rest its findings on deflated 
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profit ratios, but also considers ratios in current values. 

By isolating price influences on the various components 

of the profit ratios, the differential rates of return 

will indicate any improvements in efficiency, technology 

and favourable (or unfavourable) demand and market 

d - - 12 con ltlons. 

Using symbols therefore, our deflated profit 

ratios are defined: 

Pdl 

Pd2 

= 

= 

12. G. Stigler, op. cit. pp. 118"131 • 



• 

• 

Year 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

1963 

1964 

1965 
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Table A-1 

Se1ected Index Number Series 

1 
Industria1 

Raw-
Materia1s 

89.19 

106.19 

76.22 

77.30 

74.92 

70.10 

81.55 

85.08 

82.63 

86.23 

100.00 

106.41 

98.91 

98.91 

112.68 

130.18 

2 
Semi­
Mfd. 
Articles 

83.00 

98.26 

81. 82 

77.41 

76.86 

76.78 

86.54 

85.36 

86.07 

87.33 

100.00 

108.89 

109.99 

108.73 

116.67 

130.92 

3 4 5 
Group 
Index 
(2,3) 

Manufactured Group 
Articles Index 

(1,2) ------
82.38 86.11 82.45 

98.41 102.24 98.42 

86.64 79.04 86.00 

82.30 77.37 81.62 

84.14 75.91 83.11 

83.22 73.46 82.28 

86.81 84.06 86.83 

90.06 85.24 89.32 

90.15 84.37 89.56 

91.31 86.80 90.81 

6 
G.N.P. 
Index 

100.00 100.00 100.00 100.00 

104.67 107.67 105.29 107.05 

105.42 104.47 106.04 114.77 

107.67 103.84 107.86 132.91 

110.85 114.69 111.75 153.98 

118.78 130.57 120.61 160.35 

Source: (a) Co1umns 1 to 5, Government of India, "Statisti­
cal Abstract of the Indian Union 1960 & 1966" 
(Government of India. Cabinet Secretariat.) 

(b) Co1umn 6, Government of India, "Estimates of 
National Product (Revised Series) 1960-61 to 
1965-66" (C.S.O. Dept. of Statistics. Govern­
ment of In~ia. Oct. 1967.) 



Table A .. 2 

Public Enterprises 

Gross Profits as a Percent of Total Capital (P1=Yg/K) in Current Rupees (lakhs) 

1961-62 1962-63 1963-64 1964-65 191)5-66 Average 
Industria1 Engineering (1) 

Hindustan Steel Ltd. -3.09% -.94% 1.96% 2.67% 2.50% .62% 

Bharat E1ectronics Ltd. 3.90% 6.94% 7.68% Il.79% 15.04% 9.07% 

Hindustan Cab1es Ltd. 8.72% 12.89% Il.02% 13.25% 1.65% 9.50% 

Hindustan Machine Too1s 13.88% 20.33% 20.45% 16.32% 7.91% 15.77% 

Indian Telephone Industries 10.73% 13.84% 16.31% 15.76% 19.11% 15.15% 
r--. 
t') 

r-i praga Too1s Ltd. 1.91% 11.01% 16.06% 11.55% 4.43% 8.99% 

" Average' CI) 4.85% 9.40% Il.12% 11.28% 7.68% 8.86% 

" Average (exc1d. Hind. Steel Ltd.) 6.18% Il.13% 12.65% 12.71% 8.54% 10.24% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of India 1. 21% 3.67% 4.52% 5.17% 1.84% 3.28% 

Hindustan Antibiotics Ltd. 27.81% 22.46% 22.23% Il.95% 21.26% 21.14% 

Hindustan Sa1ts Ltd. 9.89% 9.89% 13.74% 9.81% -1.42% 8.38% 

Hindustan Insecticides 15.63% 23.20% 17.42% 21.70% 16.32% 18.85% 

• • 



Table A-2 eontd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Indian Rare Earths 4.46% 11.20% 18.44% 16.68% 10.48% 12.25% 

te Average (II) 11.80% 14.08% 15.27% 13.06% 9.69% 12.78% 

Shipping and Ship Building (III) 

Shipping Corpn. of India 5.26% 6.13% 5.19% 5.89% 6.23% 5.74% 

Mogu1 Lines Ltd. 17.89% 17.50% 21.13% 15.50% 20.29% t8 • 46 % 

Garden Reach Workshops 3.39% 6.97% 9.12% 5.90% 12.39% 7.55% 

00 Hindustan Ship Yards Ltd. .48% .06% .14% .34% 2.22% .64% 
tI") 

r-i 

Mazagon Docks Ltd. 7.87% 11. 86% 11.84% 8.56% 7.99% 9.62% 

te Average (III) 6.97% 8.50% 9.48% 7.23% 9.82% 8.40% 

Avia tion (IV) 

Air India 2.99% 8.28% 10.67% 8.27% 3.11% 6.66% 

Indian Air1ines Corpn. .56% 3.64% 4.85% 8.94% 1.15% 3.82% 

te Average (IV) 1.77% 5.96% 7.76% 8.60% 2.13% 5.24% 

• • 



Table A-2 contd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

MineraIs and Oi1 CV.) 

Indian Oi1 Co. Ltd. -5.35% Il.80% 8.04% 7.85% 4.54% 5.37% 

National Coa1 Dev. Corpn. .73% 2.90% 1.16% -1.65% 2.63% 1.15% 

.., Average . CV) -2.31% 7.35% 4.60% . 3.10% 3.58% 3.26% 

Construction CVI) 

Hindustan Housing Factory 14.42% 6.18% 6.35% 8.24% 16.96% 10.43% 

National Buildings Constn. Corpn. -.90% -15.05% -17.99% -4.33% .. 2.80% -8.21% 
m 
1'1'), 
l''''i National projects Constn. Corpn. 13.36% 8.24% 11. 26% 6.66% 5.47% 8.99% 1 

.., Average (VI) 8.96% -.21% -.12% 3.52% 6.54% 3.73% 

Misce11aneous (VII) 

Ashoka Hote1s Ltd. 14.83% 17.58 18.91% 21.54%' 12.83% 17.13% 

National Newsprint & Paper Mi11s 8.96% 9.91% 13.71% 12.61% Il.35% Il.30% 

• • 
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Table A-2 c6titd. 

1961-62 1962-63 1963-64 1964-65 1965 .. 66 

le Average (VII) Il.89% 13.74% 16.31% ·17.07 % 12.09% 

le Average (total) 6.82% 8.93% 9.94% 9.56% 7.94% 

le Average (Total excld. Hindustan 
Steel Ltd.) 7.22% 9.32% 10.26% 9.83% 8.16% 

Source: a)· Computed from Government of India, "Annual Report ~n the Working. 
op. cit. 

b) Individua1 Enterprise Balance Sheets. 

e 

Average 

14.21% 

8.63% 

8.96% 

" 

e 



Table A-3 

Public Enterprises 

Gross Profits as a Percent of Sales (P2= YgIS) in Current Rupees (lakhs) 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. -26.60% -4.85% 7.24% 10.17% 8.64% -1. 09% 

Bharat E1ectronics Ltd. 10.54% 15.85% 15.49% 20.51% 20.00% 16.47% 

Hindustan Cab1es Ltd. 12.47% 14.80% 11. 56% 19.68% 2.50% 12.20% 

r-I Hindustan Machine 
~ 
r-I Too1s 28.77% 32.95% 33.27% 28.00% 19.51% 28.50% 

Indian Telephone 
Industries 13.31% 15.43% 18.02% 17.97% 22.75% 17.49% 

National Instruments 3.72% 15.37% 19.71% 14.25% 5.71% Il.75% 

Praga Too1s Ltd. -4.84% 3.88% 10.20% 16.45% 9.86% 7.11% 

*Average (I) 5.33% 13.34% 16.49% 18.14% 12.71% 13.20% 

e e 



Table A-3 contd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

*Average (exc1d. Hind. 
Steel Ltd.) 10.66% 16.38%" 18.04% 19.47% 13.38% 15.58% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India 4.05% 10.51% 10.89% 10.46% 5.86% 8.35% 

Hindustan Antibiotics 
Ltd. 41.47% 34.33% 31.93% 19.57% 27.49% 30.95% 

Hindustan Sa1ts Ltd. 17.53% 17.53% 16.17% 22.00% -10.10% 12.62% 
N 
oo:t Hindustan Insecticides 23.69% 27.72% 23.63% 26.31% 25.69% 25.40% r-I 

*Average (ID 19.17% 21.37% 22.05% 20.24% 13.14% 19.19% 

ShiEEing and ShiE 
Building (III) 

Shipping Corpn. of 
India 17.75% 16.23% 13.36% 12.68% 15.04% 15.01% 

Mogu1 Lines Ltd. 17.89% 17.50% 21.13% 15.50% 20.29% 18.46% 

• • 



Table A-3 contd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Garden Reach Workshops 
Ltd. 4.13% 9.05% 8.01% 5.73% 13.50% 8.08% 

Hindustan Ship Yards Ltd. .72% .07% .25% .51% 2.61% .83% 

Mazagon Docks Ltd. 5.35% 7.49% 7.44% 5.73% 6.54% 6.51% 

icAverage (III) 9.16% 10 .. 06% 10 .. 03% 8.03% 11.59% 9.77% 

Aviation (IV) 

Air India 4.64% 11.97% 14.90% 13.23% 4.51% 9.85% 
t") 

o::t Indian Air1ines Corpn. .58% 3.69% 5.92% 8.35% 1.32% 3.97% 
~ 

icAverage (IV) 2.61% 7.83% 10.41% 10.79% 2.91% 6.91% 

Minera1s and Oi1 (V) 

National Co al Dev. 
Corpn. 3.01% 11.84% 5.21% -4.07% 6.02% 4.40% 

Indian Oi1 Ltd. -2.30% 3.67% 3.04% 3.87% 2.27% 2.11% 

• • 



Table A-3 contd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

"Average CV) .35% 7.75% 4.12% -.10% 4 .14'~ 3.25% 

Construction (VI) 

Hindustan Housing 
Factory 15.44% 7.91% 4.62% 7.18% 13.71% 9.77% 

National Buildings 
Cons tn. Corpn. -.55% -7.52% -7.64% -3.28% -2.53% -4.30% 

National Projects Constn. 
Corpn. 5.54% 9.52% 9.38% 6.42% 4.35% 7.04% 

"Average (VI) 6.81% 3.30% 2.12% 3.44% 5.17% 4.17% 
.:::t 
.:::t .-. Misce11aneous (VII) 

Ashoka Hote1s Ltd. 31.55% 33.52% 32.63% 34.12% 24.34% 31.23% 

National Newsprint & 
Paper Mi11s 17.88% 19.75% 23.89% 22.08% 19.02% 20.52% 

"Average (VII) 24.71% 26.63% 28.26% 28.10% 21.68% 25.87% 

• e 
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oo:t 
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• 

Table A.3 c'ontd. 

1961 .. 62 1962 .. 63 1963",64 1964.65 1965 .. 66 Average 

ilAverage Total 9.80% 13.26% 14.14% 13.70% 10.98% 12.37% 

ilAverage (total exc1d. 
Hindustan Steel Ltd.) Il.25% 13.99% 14.42% 13.84% Il.08% 12.91% 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working ••• " op. cit. 
b) Individual Enterprise Balance Sheets. 

• 



Table A-4 

Public Ent'erprises 

Gross Profits as a Percent of Total CostS(P3 = Yg/C) in Current Rupees (lakhs) 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. - 21. 05% -4.63% 7.81% 11.32% 9.46% .58 % 

Bharat E1ectronics Ltd. 11.78% 18.84% 18.33% 25.80% 25.00% 19.95% 

Hindustan Cab1es Ltd. 14.25% 17.37% 13.07% 24.50% 2.57% 14.35% 

Hindustan Machine Too1s 40.40% 49.15% 49.87% 38.89% 24.24% 40.51% 
\0 
-=:t 
r-i Indian Telephone 

Industries 15.05% 18.24% 21.98% 21.91% 29.46% 21.32% 

National Instruments Ltd. 3.86% 18.16% 24.55% 16.62% 6.06% 13.85% 

Praga Too1s Ltd. -4.62% 4.04% 11.35% 19.69% 10.94% 8.28% 

*Average (1) 8.52% 17.31% 20.99% 22.67% 15.39% 16.97% 

*Average (exc1d. Hind. 
Steel Ltd.) 13.45% 20.96% 23.19% 24.56% 16.37% 19.71% 

• • 



Table A-4 contd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India 4.23% 11.74% 12.22% 11.68% 6.23% 9.22% 

Hindustan Antibiotics 
Ltd. 70.87% 52.29% 46.92% 24.33% 37.91% 46.46% 

Hindustan Sa1ts Ltd. 21.25% 21.25% 19.30% 28.20% -9.17% 16.16% 

Hindustan Insecticides 31.04% 38.36% 30.95% 35.71% 34.57% 34.12% 

E' Indian Rare Earths 10.04% 20.16% 38.20% 29.67% 20.19% 23.65% ~ 
r-t 

itAverage (II) 27.48% 28.76% 29.51% 25.91% 17.94% 25.92% 

ShiEEin& and ShiE 
Bui1din& (III) 

Shipping Corpn. of 
India 21.58% 27.39% 15.42% 14.52% 17.71% 19.32% 

Mogu1 Lines Ltd. 26.19% 27.70% 33.93% 31.86% 40.08% 31.95% 

Garden Reach Workshops 4.30% 9.95% 8.70% 6.08% 15.61% 8.92% 

• e 



Table A~~ ~ontd. 

1961-62 1962-63 1963 w 64 1964 w 65 1965-66 Average 

Hindustan Ship Yards 
Ltd. .73% .07% .25% .51% 2.68% .84% 

Mazagon Docks Ltd. 5,65% 8.10% 8.04% 6.07% 7.00% 6.97% 

"Average (III) 11.69% 14.64% 13.26% 11.80% 16.61% 13.60% 

Aviation liYl 

Air India 4.87% 13.59% 17.51% 15.25% 4.73% 11.19% 

Indian Airlines Corpn. .58% 3.83% 6.29% 9.11% 1.33% 4.22% 
00 
'O::t 
.-1 

• • 



Table A~4 contd. 

1961 .. 62 1962 .. 'ti3 1963-64 1964 .. 65 1965-66 Average 

"Average (IV) 2.72% 8.71% 11.90% 12.18% 3.03% 7.70% 

Minera1s and Oi1 (V) 

Indian Oi1 Co. Ltd. ..2.24% 3.81% 3.14% 4.03% 2.32% 2.21% 

National Coa1 Dev. 
Corpn. 3.10% 13.43% 5.50% 3.91% 6.41% 6.47% 

"Average (V) .43% 8.62% 4.32% 3.97% 4.36% 4.34% 

0'1 
Construction (~~) 

oo:t 
r-4 Hindustan Housing 

Factory 18.26% 8.60% 4.84% 7.74% 15.84% 11.06% 

N~tiona1 Buildings 
Constn. Corpn. -.55% .. 6.99% 7.10% .. 3.18% .. 2.47% .. 4.05% 

National Projects Constn. 
Corpn. 5.86% 10.52% 10.35% 6.86% 4.55% 7.62% 

"Average (VI) 7.85% 4.04% 2.69% 3.80% 5.99% 4.87% 

e e 



Table A"4 ~ontd. 

1961~62 1962 .. 63 1963 .. 64 1964 ... 65 1965 .. 66 Average 

Misce11aneous (VII) 

Ashoka Hote1s Ltd. 46.10% 50.43% 48.43% 51.81% 32.18% 45.79% 

National Newsprint & 
Paper Mi11s 21.78% 24.62% 31.39% 28.33% 23.49% 25.92% 

"Average (VII) 33.94% 37.52% 39.91% 40.07% 27.83% 35.85% 

"Average (Total) 13.58% 17.69% 18.50% 18.12% 14.19% 16.41% 

"Average (exc1d. Hindustan 
0 Steel Ltd.) 14.97% 18.58% 18.93% 18.39% 14.38% 17.05% 
Ln 
r-i 

Source: a) Computed from: Govt. of India, "Annual Report on the Working. " . 
op. cit. 

b) Individua1 Enterprise Balance Sheets . 

• • 



Table A-5 

Public Enterp~ises 

Rate of Excess Profit on Sales (E =-S-C-D-i.v) in Current Rupees . (lakhs) 
. S . 

1961-62 1962-63 1963-64 1964 .. 65 1965-66 Average 

Industria1 Engineering CI) 

Hindustan Steel Ltd. -52.65% .. 22.55% .. 7.56% ..5.?8% -4.61% -18.53% 

Bharat E1ectronics Ltd. -2.04% 7.18% 8.82% 15.41% 16.58% 9.19% 

Hindustan Cab1es Ltd. 8.49% 11.84% 8.95% 16.77% .29% 9.26% 

.-i Hindustan Machine Too1s 20.68% 26.17% 28.39% 24.28% 13.99% 22.70% 
LI') 

.-i 
1 Indian Telephone 

Industries 9.13% 12.38% 15.49% 15.45% 20.55% 14.60% 

National Instruments -5.75% 7.42% 12.68% 6.18% -7.68% 2.57% 

Praga Too1s Ltd. -18.10% -8.21%. 1.59% 9.70% 1.91% .. 2.62% 

"Average CI) -5.74% 4.89% 9.76% 11.78% 5.86% 5.31% 

"Average (exc1d. Hind. 
Steel Ltd.) 2.06% 9.46% 12.65% . 14.63% 7.60% . 9.28% 
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Table A-5contd. 

1961-62 1962-63 1963-64 1964 .. 65 1965-66 Average 

Hindustan Ship Yards 
Ltd. -8.29% -6.28% -10.02% .. 7.53% .. 2.82% -6.98% 

Mazagon Docks Ltd. 3.56% 5.93% 6. ()En 4.14% 4.13% 4.76% 

nAverage (III) 2.77% 5.4·0 % S.-09% 4.97% 9.16% 5.48% 

Aviation (IV) 

Air India 1.14% 8.69% Il.90% 10.35% -1.28% 6.16% 

Indian Air1ines 
Corpn. -3.29% -.10% 2.52% 5.38% 4.49% 1.80% 

t") 
Lf) 

r-I *Average (IV) -1.07% 4.29% 7.21% 7.86% 1.60%· . 3.98% 

MineraIs and Oi1 (V) 

Indian Oi1 Co. Ltd. -5.36% 2.76% 2.47% 1. 43% .49% .35% 

National Coa1 Dev. 
Corpn. -10.00% -.49% -8.29% -17.93% 6.98% -5.94% 

*Average (V) -7.68% 1.13% -2.91% -8.25% 3.73% -2.79% 
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Table A- 5· c·o·ntd. 
1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Construction(VI) 

Hindustan Housing 
Factory 12.25% 4.69% 2.68% 4.81% 11.49% 7.18% 

National Building 
Const. Corpn. -2.44% -8.74% -8.90% -5.10% -4.81% -5.99% 

National Projects 
Constn. Corpn. 3.16% 6.20% 7.79% 5.10% 3.08% 5.06% 

*Average (VI) 4.32% .71% .52% 1.60% 3.25% 2.08% 

Misce11aneous (VII) 
q-
LI') Ashok.l Hote1s 22.6~% 24.90% 24.73% 26.96% 15.95% 23.04% r-t 

National Newsprint 
& Paper Mi11s 6.69% 9.19% 14.56% 12.37% 9.61% 10.48% 

*Average (VII) 14.68% 17.04% 19.64% 19.66% 12.78% 16.76% 

e e 
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Table A·5 eotitd. 

1961 .. 62 1962 .. 63 1963 .. 64 1964 .. 65 1965,,66 Average 

"Average (Total) 1.88% 6.82% 8.53% 8.23%" " 4,"70% 6.03% 

"Average (exc1d. Hindustan 
Steel Ltd.) 4.06% 8.00% 9.17% 8.77% 5.07% 7.-01% 

Source: a) Computed from: Govt. of India, "Annua:1 Report on the Working ••• u 
op. cit. 

b) Individua1 Enterprise Balance Sheets. 
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Table A-6 

Public Enterprises 

Net Profits as a Percent of TotalC~Eita1 (Pa: = Yn/K) in Current RUEees {lakhs) 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. ..3.18% -3.74% -.71% .35% .27% -1.40% 

Bharat E1ectronics Ltd. 3.63% 5.36% 3.54% 5.51% 5.69% 4.74% 

Hindustan Cab1es Ltd. 4.08% 5.92% 5.03% 7.29% -2.23% 4.01% 

Hindustan Machine Too1s 12.64% 14.85% 15.32% 10.31% 4.05% 11.43% 

\0 Indian Telephone If) 

r-I Industries 3.49% 4.56% 5.64% 4.80% 7.16% 5.13% 

National Instruments Ltd. 1.14% 4.74% 8.20% 5.20% 1.58% 4.17% 

Praga Too1s Ltd. -2.69% .18% 2.10% 4.61% -.12% .83% 

*Average (1) 2.73% 4.55% 5.58% 5.43% 2.35% 4.12% 

*Average (1) (exc1d. 
Hind. Steel Ltd.) 3.71% 5.93% 6.63% 6.28% 2.70% 5.05% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India .22% 2.33% 3.43% 4.57% .52% 2.21% 
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Table A-6 contd. 

1961 .. 62 1962-63 1963-64 1964-65 1965-66 Average 

Hindustan Antibiotics 
Ltd. 15.04% 11.17% Il.46% 7.88% 11.15% 11.34% 

Hindustan Sa1ts Ltd. 7.71% 7.71% 6.84% 3.06% -1.42% 4.78% 

Hindustan Insecticides 8.07% 8.55% 7.81% 9.49% 8.31% 8.44% 

*Average (II) 7.10% 8.02% 8.82% 6.62% 4.46% 7.00% 

ShiEEing and ShiE 
Building (III) 

r-.. Shipping Corpn. of 
Lf) India 3.96% 4.82% 4.07% 4.46% 4.33% 4.32% .-l 

Mogu1 Lines Ltd. 8.30% 13.14% 19.81% Il. 80% Il.43% 12.89% 

Garden Reach Workshops 1. 43% 3.78% 2.92% .68% 4.50% 2.66% 

Hindustan Ship Yards Ltd. .03% .06% .14% .09% 1. 36% .33% 

Mazagon Dock Ltd. 5.46% 3.65% 5.79% 2.45% 2.34% 3.93% 

*Average (III) 3.83% 5.09% 6.54% 3.89% 4.79% 4.82% 

Aviation (IV) 

Air India 1. 95% 7.36% 8.24% 6.97% 1. 88% 5.28% 

Indian Air1ines Corpn. .56% 3.64% 4.69% 6.75% .60% 3.24% 
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Table A-6 contd. 

1961-62 1962-63 1963 .. 64 1964-65 1965-66 Average 

"'Average (IV) 1.25% 5.50% 6.46% 6.86% 1. 24% 4.26% 

Minera1s and Oi1 (V) 

Indian Oi1 Co. Ltd. -5.59% 9.12% 4.16% 1. 39% 1.35% 2.08% 

National Co al Dev. 
Corpn. -.56% 1. 39% .18% ..3.22% .80% .28% 

"'Average (V) -3.07% 5.25% 2.17% -.91% 1. 07% 1.18% 

Construction (VI) 

00 
Hindustan Housing 

li') Factory 5.59% 2.09% 1. 41% 2.68% 6.43% 3.64% 
r-i 

National Buildings 
Constn. Corpn. ..1.81% -18.01% -22.85% -8.08% -6.38% .. 11.42% 

National projects 
Constn. Corpn. 5.36% 7.48% 7.10% 4.09% 2.05% 5.22% 

"'Average (VI) 3.04% -2.81% -4.78% .43% .71% -.85% 
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Table A .. 7 

Public Enterprises 

Net Profits as a Percent of Sales (P5 = Yn/S) in Current Rupees (lakhs) 

1961-62 1962 .. 63 1963-64 1964 .. 65 1965 .. 66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. -27.46% -19.21% -2,.64% 1.35% .96% .. 9.40% 

Bharat E1ectronics Ltd. 9.81% 12.25% 7.15% 9.58% 7.56%. 9.27% 

Hindustan Cab1es Ltd. 5.83% 6.80% 5.28% 10.83% ..3.39% 5.07% 

0 Hindustan Machine \0 
r-f Too1s 26.20% 24.07% 24.93% 17.70% 9.98% 20.57% 

Indian Telephone 
Industries 4.33% 5.08% 6.23% 5.48% 8.S3% 5.93% 

National Instruments 
Ltd. 2.23% 6.62% 10.06% 6.42% 4.96% 6.05% 
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Table A"7 contd. 

1961·62 1962 .. 63 1963 .. 64 1964-65 1965 .. 66 Average 

Pra~aJ~601s Ltd. -6.31% .40% 4.86% 9.94% ... 08% 1.76% 

"'Average (1) 2.09% 5.14% 7.98% 8.75% 4.07% 5.60% 

"'Average (exc1d. Hind. 
Steel Ltd.) 7.01% 9.20% 9.75% 9.99% 4.59% 8.10% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India .74% 6.66% 8.27% 9.25% 1.66% 5.31% 

r-4 Hindustan Antibiotics 
\0 Ltd. 22.43% 17.08% 16.47% 12.90% 14.42% 16.66% r-4 

Hindustan Sa1ts Ltd. 13.67% 13.67% 8.05% 6.86% -10.10% 6.43% 

Hindustan Insecticides 12.22% 10.21% 10.59% 11.50% 13.04% 11.52% 

Indian Rare Earths 9.12% 15.54% 21.86% 11.13% 6.00% 12.73% 

." A ver age ( 1 1 ) 11.63% 12.63% 13.04% 10.32% 5.00% 10.52% 
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Table A .. 7 contd. 

1961 .. 62 1962 .. 63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

ShiEEing and ShiE 
Building (III) 

Shipping Corpn. of 
India 13.36% 12.76% 10.49% 9.61% 10.45% 11.33% 

Mogu1 Lines Ltd. 9.62% 16.28% 23.75% 18.39% 16.12% 16.83% 

Garden Reach Workshop 1. 74% 4.91% 2.56% .66% 4.90% 2.75% 

Hindustan Ship Yards 
Ltd. .05% .07% .25% .13% 1.61% .42% 

N 
\0 
r-I Mazagon Docks Ltd. 3.71% 2.30% 3.64% 1.64% 1. 91% 2.64% 

*Average (III) 5.69% 7.26% 8.13% 6.08% 6.99% 6.83% 

Aviation (IV2. 

Air India 3.03% 10.63% 11.51% 11.14% 2.73% 7.80% 

Indian Air1ines Corpn. .58% 3.69% 5.73% 6.30% .69% 3.39% 

*Average (IV) 1.80% 7.16% 8.62% 8.72% 1. 71% 5.59% 
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Table A~7 contd. 

1961~62 1962-63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

MineraIs and Oi1 (V) 

Indian Oi1 Co. Ltd. -2.40% 2.83% 1.57% .69% .67% .67% 

National Coa1 Dev. 
Corpn. -2.30% 5.60% .82% .. 7.91% 1.83% ... 37% 

*Average (V) -2.35% 4.21% 1.19% .. 3.61% 1. 25% .15% 

Construction (VI) 
i 

Hindustan Housing 
t') Factory 5.99% 2.68% 1.02% 2.34% 5.19% 3.44% 
\0 ,..... 

National Buildings 
Constn. Corpn. ..1.11% .. 8.99% -9.77% -6.13% -5.77% .. 6.34% 

National Projects 
Constn. Corpn. 2.22% 8.65% 5.91% 3.94% 1.65% 4.47% 

"Average (VI) 2.36% .78% ".94% .05% .35% .52% 
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Misce11aneous (VII) 

Ashoka Hote1s Ltd. 

National Newsprint 
& Paper Mi11s 

*Average (VII) 

"Average (Total) 

"Average (exc1d. Hind. 
Steel Ltd.) 

1961~62 

26.52% 

17.88% 

22.20% 

5.83% 

7.16% 

Table A-7 contd. 

1962-63 1963 .. 64 

12.45% 13.24% 

19.75% 17.76% 

16.10% 15.50% 

7.41% 8.06% 

8.47% 8.48% 

1964 .. 65 1965~66 Average 

14.63% 10.54% 15.47% 

11. 93% 12.36% 15.93% 

13.28% 11.45% 15.70% 

6.93% 4.55% 6.55% 

7.15% 4.69% 7.18% 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working .•. t! 

op. cit. 
b) Individua1 Enterprise Balance Sheets . 
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Table A .. 8 

Public Enterprises 

Net Adjusted Profits as a Percent of Total Capital (P6 = Yna/K) in 
Current Rupees (lakhs) 

1961-62 1962..ffi3 1963 .. 64 1964 .. 65 1965-66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. -9.18% 

Bharat E1ectronics Ltd. -2.09% 

Hindustan Cab1es Ltd. -.65% 

Hindustan Machine Too1s 

Indian Telephone 
Industries 

7.88% 

-.80% 

National Instruments Ltd.-4.08% 

praga Too1s Ltd. -8.06% 

"Average (1) -2.42% 

-7.01% -4.05% 

.46% -.43% 

1.53% .63% 

10.43% 10.95% 

.78% 1.17% 

-.44% 2.87% 

.. 4.20% .. 1. 57% 

.22% 1.36% 

-3.32% -3.49% -5.41% 

2.32% 2.87% .62% 

4.52% -4.34% .33% 

7.16% 1. 04% 7.49% 

1.79% 4.79% 1.54% 

-.21% -3.83% -1.13% 

1. 62% -2.83% -3.00% 

1.98% -.82% .06% 
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Table A-8 contd. 

1961 .. 62 1962-63 1963"64 1964-65 1965-66 Average 

*Average (exc1d. Hind. 
Steel Ltd.) -1.30% 1.42% 2.27% 2.86% ...38% .97% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India .. 4.78% .. 2.32% .. 1.47% -.82% -4.15% .. 2.70% 

Hindustan Antibiotics 
Ltd. 9.24% 5.22% 5.67% 1.88% 5.15% 5.43% 

Hindustan Sa1ts Ltd. 1.71% 1.71% .84% -2.93% -7.42% .. 1.21% 

\0 Hindustan Insecticides 2.62% 3.12% 2.28% 3.82% 2.51% 2.87% 
\0 
.-i 

Indian Rare Earths -1. 52% 4.38% 8.59% 2.11% -2.24% 2.26% 

*Average (II) 1. 45% 2.42% 3.18% .81% -1.23% 1. 32% 

ShiEEing and ShiE 
Building (III) 

Shipping Corpn. of 
India .. 1.04% ... 22% .. 1.18% ... 38% ... 12% -.58% 
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Table A-8 contd. 

1961 .. 62 1962-63 1963 .. 64 1964-65 1965 .. 66 Average 

Mogu1 Lines Ltd. 2.30% 7.14% 13.81% 4.27% 4.76% 6.45% 

Garden Reach Workshop -3.17% -.26% ... 59% -2.35% 1.96% -.88% 

Hindustan Ship Yards 
Ltd. -5.51% -5.93% ... 5.85% -5.65% .. 3.77% -5.34% 

Mazagon Docks Ltd. 1.87% .35% 2.17% ... 28% ... 87% .64% 

"'Average (III) -1.11% .21% 1.67% -.87% .39% -.05% 

Aviation (IV) 
r--

'" Air India r-i -3.00% 2.28% 4.67% 2.27% -2.88% .66% 

Indian Air1ines Corpn. -5.43% .. 2.35% -1.14% 2.94% -4.84% .. 2.16% 

"'Average (IV) -4.21% .03% 1.76% 2.60% -3.86% -.75% 

Minera1s and Oi1 (V) 

Indian Oi1 Co. Ltd. -11.59% 5.38% .97% 1.85% ..1.45% -.96% 

• • 



Table A"8 contd. 

1961"62 1962 .. 63 1963-64 1964",65 1965-66 Average 

National Coa1 Dev. 
Corpn. .. 5.26% .. 3.09% .. 4.83% .. 7.65% .. 3.36% ..4.83% 

ilAverage (V) -8.42% 1.14% -1.93% -2.90% .. 2.40% -2.90% 

Construction (VI) 

Hindustan Housing 
Factory 1.71% -2.01% -2.16% -1.18% 2.66% ... 19% 

National Building 
Constn. Corpn. -6.91% - 21. 05% -23.99% .. 10.33% -8.80% -14.21% 

00 
National Projects \0 

ri Constn. Corpn. -.63% 2.24% 3.29% .66% -.51% 1.01% 

ilAverage (VI) -1.94% -6.94% -7.62% -3.61% .. 2.21% -4.46% 

• • 
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Misce11aneous (VII) 

Ashoka Hote1s Ltd. 

National Newsprint 
& Paper Mi11s 

"Avera~e (V~I) 

"Average (Total) 

"Average (exc1d. Hind. 
Steel Ltd.) 

1961 .. 62 

8.09% 

2.96% 

5.52% 

-1.68% 

-1.38% 

Table A~8 contd. 

1062"63 1963"64 

1.53% 2.38% 

3.91% 4.10% 

2.72% 3.24% 

0.06% 0.65% 

0.34% 0.84% 

1964 .. 65 1965~66 Average 

6.30% 1. 27% 3.91% 

.82% 1.38% 2.63$ 

3.56% 1.32% 3.27% 

0.30% .. 1.01% .. 0.26% 

0.44% -0.92% -0.05% 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working. 
op. cit. 

b) Individua1 Enterprise Balance Sheets. 

" 
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Table A .. 9 

Public Enterpri.es 

Net Adjusted Profits as a Percent of Sales (P7 = Yna/S) in Current 
RU;Eees ~lakhsl 

1961-62 1962-63 1963 .. 64 196L~-65 1965 .. 66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. -79.21% -35.99% -14.98% .. 12.68% -12.08% -30.98% 

Bharat E1ectronics Ltd. -5.66% 1.05% ... 87% 4.04% 3.82% .47% 

Hindustan Cab1es Ltd. ... 92% 1. 76% .66% 6.72% -6.58% .32% 
0 
r-.. Hindustan Machine r-I 

Too1s 16.34% 16.21% 17.81% 12.28% 2.57% 13.04% 

Indian Telephone 
Industries ... 99% .87% 1.29% 2.04% 5.71% 1. 78% 

National Instruments 
Ltd. .. 7.94% -.62% 3.52% ... 27% -4.92% -2.04% 

• • 



Table A~9 contd. 

1961 .. 62 1962 .. 63 1963 .. 64 1964"65 1965-66 Average 

Praga Too1s Ltd. .. 18.91% .. 9.10% ... 3.62% 3.50% ... 8.87% .. 7.40% 

*Average (1) ... 13.89% -3.68% .54% 2.23% -2.90% .. 3.54% 

*Average (exc1d. Hind. 
Steel Ltd.) -3.01% 1.69% 3.13% 4.71% ... 1.37% 1,03% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India -16.13% -6.63% -3.55% .. 1. 66% .. 13.21% -8.21% 

..... Hindustan Antibiotics 
" ..... Ltd. 13.78% 7.98% 8.14% 3.08% 6.66% 7.92% 

Hindustan Salts Ltd. 3.04% 3.04% .99% ,,6.57% "52,77% -10.45% 

Hindustan Insecticides 3.97% 3.73% 3.10% 4.63% 3.95% 3.87% 

Indian Rare Earths .,3.12% 6.56% 12.87% 2.90% .. 3,60% 3.12% 

*Average (II) .32% 2.93% 4.31% .47% "11. 79% -.75% 
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Table A-9 contd. 

1961-62 1962 .. 63 1963 .. 64 1964 .. 65 1965~66 Average 

ShiEEinS and ShiE 
Building (III) 

Shipping Corpn. of 
India -3.51% ... 59% .. 3.05% ... 83% -.29% -1.65% 

Mogu1 Lines Ltd. 2.66% 8.85% 16.56% 6.66% 6.72% 8.29% 

Garden Reach Workshops -3.17% ... 26% ... 59% -2.35% 1.96% -.88% 

Hindustan Ship Yards 
Ltd. -8.36% ..6.23% .. 10.15% -8.31% .. 4.44% .. 7.49% 

~ 

t'- Mazagon Docks Ltd. 1.27% .22% 1.36% ... 19% 00.71% ... 27% ,.... 

*Averase (III) -2.22% .39% .82% -1.00% .65% -.27% 

Aviation (IV) 

Air India .. 4.66% 3.30% 6.52% 3.64% -4.21% .91% 

Indian Air1ines Corpn. -5.65% -2.38% -1. 39% 2.74% -5.55% ..2.44% 

*Averag~ (IV) .. 5.15% .46% 2.56% 3.19% -4.88% -.76% 

e • 



Table A-9contd. 

1961-62 1962-63 1963-64 1964~65 1965-66 Average 

MineraIs and Oi1 (V) 

Indian Oi1 Co. Ltd. -4.98% 1. 67% .36% .91% .,.72% ~.55% 

National Coa1 Dev. 
Corpn. -21.52% -12.60% -21.58% -18.81% ,,7.67% -16.43% 

"Average (V) .. 13.25% -5.46% -10.61% -8.95% .. 4.19% .. 8.49% 

Construction (VI) 

Hindustan Housing 
Factory 1.83% -2.57% .. 1.57% -1.03% 2.15% ... 23% 

t') 

r--. 
~ National Building 

Constn. Corpn. -4.22% -10.51% -10.19% -7.84% ~7.95% .. 8.14% 

National Projects 
_. Constn. Corpn. ".26% 2.59% 2.74% .63% ... 41% 1.05% 

Average (VI) -.88% -3.49% -3.00% -2.74% -2.07% .. 2.44% 

e • 



T~b1e A-9 co~td. 

1961-62 1962 .. 63 1963 .. 64 1964 .. 65 1965 .. 66 Average 

Misce11aneous (VII) 

Ashoka Hote1s Ltd. 17.21% 2.93% 4.12% 9.98% 2.42% 7.33% 

National Newsprint 
& Paper Mi11s 5.91% 7.80% 7.15% 1. 43% 2.31% 4,92% 

"Average (VII) Il.56% 5.36% 5.63% 5.70% 2.36% 6.12% 

"Average (Total) ... 4.73% -0.72% 0.60% 0.17% .. 3.68% ... 1.67% 

"Average (exc1d. 
Hind. Steel Ltd.2 -1. 75% 0.68% 1. 22% 0.69% -3,34% -0.50% 

q-
~ 
M 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working. " 0E. cit. 
b) Individua1 Enterprise Balance Sheets. 
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Table A"10 

Public Enter·prises 

Gross Profits as a Percent of Total Capital (Pd1 = Ydg/Kd) in Constant (1960"61) 
Rupees (lakhs) 

1961-62 1962-63 1963 .. 64 1964 .. 65 1965~66 Average 

Industria1 Engineering (1) 

Hindustan Steel Ltd. .. 2.48% -.71% 1. 26% 1. 67% 1. 61% .27% 

Bharat E1ectronics Ltd. 4.09% 5.97% 5.77% 8.16% 10.72% 6.94% 

Hindustan Cab1es Ltd. 7.67% 10.62% 7.83% 8.54% 1.14% 7.16% 
LI') 

Hindustan Machine r--. 
roi Too1s Il.43% 16.34% 14.76% 10.39% 5.16% 11.61% 

Indian Telephone 
Industries 8.97% 10.93% 11. 29% 10.18% 13.02% 10.87% 

National Instruments 
Ltd. -1.75% 9.05% Il.30% 7.12% 2.82% 6.40% 

praga Too1s Ltd. -1. 75% 1. 41% 3.16% 4.95% 2.15% 1. 98% 

"Average (1) 4.24% 7.65% 7.91% 7.28% 5.23% 6.46% 
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Table A-10 contd. 

1961-62 1962-63 1963-64 1964 .. 65 1965 .. 66 Average 

*Average (exc1d. 
Hind. Steel Itd.) 5.36% 9.05% 9.01% 8.22% 5.83% 7.49% 

Industria1 Chemica1s (IIJ~ 

Ferti1izer Corpn. of 
India 1.12% 3.15% 3.29% 3.10% 1.17% 2.36% 

Hindustan Antibiotics 
Ltd. 23.07% 17.66% 14.93% 7.02% 12.75% 15.08% 

Hindustan Sa1ts Ltd. 8.52% 8.13% 9.70% 6.43% .. 1. 08% 6.34% 

\0 Hindustan Insecticides 13.38% 18.04% Il.72% 12.04% 10.36% 13.22% 
["-.. 

r-i 

Indian Rare Earths 3.50% 8.27% 12.50% 9.52% 6.49% 8.05% 

*Average (II) 9.91% Il.05% 10.42% 7.74% 5.93% 9.01% 

ShiEEing and ShiE 
Building (III) 

Shipping Corpn. of 
India 5.17% 5.66% 4.08% 4.03% 4.21% 4.63% 

• e 



Table A~10 contd. 

1961"62 1962·1)3 1963~64 1964-65 1965-66 Average 

Mogu1 Lines Ltd. 12.97% Il.61% 12.16% 9.14% 12.91% Il.75% 

Garden Reach Workshops 2.90% 5.59% 6.25% 3.73% 8.48% 5.39% 

Hindustan Ship Yards 
Ltd. .40% .05% .09% .21% 1. 41% .43% 

Mazagon Docks Ltd. 6.79% 9.42% 8.45% 5.62% 5.61% 7.17% 

"Average (III) 5.64% 6.46% 6.20% 4.54% 6.52% 5.87% 

Aviation (IV) 
~ 
~ 

Air India ... 2.46% 6.29% 6.99% 4.97% 1.81% 4.50% 

Indian Air1ines Corpn. .44% 2.69% 3.46% 5.10% .73% 2.48% 

"Average (IV) 1.45% 4.49% 5.22% 5.03% 1.27% 3.49% 

MineraIs and Oi1 (V) 

Indian Oi1 Co. Ltd. ~5.01% 10.49% 6.28% 5.64% 3.30% 4.14% 

e e 



Table A~10 contd. 

1961-62 1962-63 1963 .. 64 1964"65 1965 .. 66 Average 

National Coa1 Dev. 
Corpn. .69% 2.62% .92% ..1.19% 1.90% .98 % 

"Average CV) "2.16% 6.55% 3.60% 2.22% 2.60% 2.56% 

Construction (VI) 

Hindustan Housing 
Factory 12.53% 5.03% 4.44% 5.24% 10.97% 7.64% 

National Buildings 
Constn. Corpn. -.89% ..13.60% .. 13.90% .. 4.74% .. 3.41% -7.30% 

00 National Projects r-... 
...-4 Constn. Corpn. 12.10% 7.17% 8.55% 4.45% 3.65% 7.18% 

"Average (VI) 7.91% -0.46% .. 0.30% 1.65% 3.73% 2.50% 

Misce11aneous (VII) 

Ashoka Hote1s Ltd. 10.88% 11.73% 10.77% 10.59% 6.12% 10.01% 

National Newsprint 
& Paper Mi11s 6.98% 7.67% 9.73% 7.87% 5.98% 7.64% 

• • 
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Table A-10 contd. 

1961-62 1962-63 1963-64 1964"65 1965"66 Average 

"Average (VII) 8.93% 9.70% 10.25% 9.23% 6.05% 8.82% 

"Average (Total) 5.68% 6.97% 6.75% 5.78% 4.99% 6.03% 

"Average (exc1d. Hind. 
Steel Ltd.) 6.00% 7.27% 6.97% 5.94% 5.13% 6.26% 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working .• 
op. cit. 
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b) Individua1 Enterprise Balance Sheets. 
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Table A-Il 

Public Enterprises 

Gross Profits as a Percent of Total Sales (Pd2 = Ydg/Sd) in Constant (1960-61) 
Rupees {la:khs} . . . 

1961-62 

Industria1 Engineering (1) 

Hindustan Steel Ltd. 

Bharat E1ectronics 
Ltd. 

Hindustan Cab1es Ltd~ 

-26.23% 

10.36% 

12.26% 

Hindustan Machine Too1s 28.30% 

Indian Telephone 
Industries 13.09% 

National Instruments 
Ltd. 3.65% 

praga Too1s Ltd. -4.76% 

~Average (1) 5.23% 

1962-63 1963-64 

-4.48% 5.88% 

14.14% 12.50% 

13.67% 9.38% 

30.44% 27.00% 

14.25% 14.62% 

14.19% 15.99% 

3.58% 8.27% 

12.32% 13.38% 

1964-65 

7.39% 

14.88% 

14.28% 

20.32% 

13.04% 

10.34% 

Il.93% 

13.16% 

1965-66 Average 

6.50% 

15.04% 

1. 88% 

14.67% 

17.11% 

4.29% 

7.41% 

9.55% 

-2.18% 

13.49~ 

10.29% 

24.14% 

14.42% 

9.69' 

5.28% 

10.73% 

e 



Table A-Il c6ntd. 

1961-62 1962-!ti3 1963-64 1964-65 1965-66 Average 

AAverage (exc1d. Hind. 
Steel Ltd.) 10.48% 15.12% 14.63% 14.13% 10.06% 12.88% 

Industria1 Chemica1s (II) 

Ferti1izer Corpn. of 
India 3.99% 9.71% 8.84% 7.59% 4.41% 6.90% 

Hindustan Antibiotics 
Ltd. 40.79% 31.72% 25.91% 14.20% 20.67% 26.65% 

Hindustan Sa1ts Ltd. 17.23% 16.19% 13.12% 15.96% -7.55% 10.99% 
....... 
00 
....... Hindustan Insecticides 23.29% 25.61% 19.17% 19.09% 19.31% 21.29% 

Indian Rare Earths 8.96% 15.49% 22.42% 16.60% 12.62% 15.21% 

AAverage (II) 18.85% 19.74% 17.89% 14.68% 9.89% 16.20% 

ShiEEing and ShiE 
Building CI 1 1) 

Shipping Corpn. of 
India 17.46% 15.00% 10.84% 9.20% 11.31% 12.76% 

• • 
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Table A-Il c'o'ntd. 

1961-62 1962-63 1963-64 1964-65 1965-66 Average 

National Coa1 Dev. 
Corpn. 2.96% 10.94% 4.23% -2.95% 4.53% 3.94% 

"Average CV) 0.35% 7.16% 3.35% -0.07% 3.11% 2.78% 

Construction (VI) 

Hindustan Housing 
Factory 15.18% 7.31% 3.75% 5.20% 10.31% 8.35% 

National Buildings 
t') Constn. Corpn. -.54% -6.94% -6.20% -2.38% -1.90% -3.59% 
00 
~ 

National projects 
Constn. Corpn. 5.44% 8.80% 7.61% 4.66% 3.27% 5.95% 

"'Average (VI) 6.69% 3.05% 1. 72% '2.49% 3.89% 3.57% 

Misce11aneous (VII) 

Ashoka Hote1s Ltd. 31.03% 30.97% 26.47% 24.76% 18.30% 26.30% 

• e 



q-
00 
...-i 

• 

Table A-Il contd. 

1961-62 1962-63 1963~64 1964-65 1965-66 Average 

National Newsprint 
& Paper Mi11s 17.58% 19.56% 22.45% 18.56% 14.30% 18.49% 

*Average (VII) 24.30% 25.26%" 24.46% 21.66% 16.30% 22.39% 

*Average (Total) 9.74% 12.45%" Il.72% 10.28% 8.38% 10.51% 

*Average (exc1d. Hind. 
Steel Ltd.) Il.18% 13.13% Il.96% 10.39% 8.46% Il.02% 

Source: a) Computed from: Govt. of India, "Annua1 Report on the Working •• 
op. cit. 

b) Individua1 Enterprise Balance Sheets • 
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