
C H A P T E R  V I I I  

SUMMARY OF THE FINDINGS 



8.1 .l. The t rende i n  f lxed Jnvestmerrt of join* #took 

canpmniea have been 8tndJed Jn  two d i  t'fe~wtt garte. The 

f i r s t  part of t h e  study deale  wl th  e revliev of t h e c r e t i o a l  

l i t e r e t u r e  on flxed investmente. The mconcl ?art o w t n l n e  

emplricol analysis of t he  Batn collected. Mjc f i m i n g e  

of both the  par to  @re smmerl,.ed below. 

FIXED INVEST'+fhVC DIICCTSTON 

8.2.1. The review of l l t e r e t w e  hna been divided i n t o  

t h r e e  mo t1  one I fixed inveotrnent decja lan ,  flnHnaiq 

f ixed investments and M e  flow anrly l a .  1- f l r e t  

oect ions d e d 8  wlth t h e o r j e s  o f  f ixed fnvedtrent deol- 

siono. Inve3tment deol oiona on fixeA as: e t o  &lfftm oon- 

alderably f r o m  thoee on our=orrt aeoeto. 'IheT hovo a lor@r 

oaeh cyole t han  the  o w r e n t  ~swd,s. Fu-ther,  Ourrent aemeta 

dea l s iom can be ohanqed ailally,  whereas f l fad lnvoatment 

deojsinna oannot be e a s l l y  reversed durlm tho Life tlme 

of t h e  aaaet.  Fixed inwotnen t  deo l s iom kelp l m t a l l n t l ~ n  

of capaci ty and current  as rets  the  u t i l i s ~ ~ t l a m  of t h a t  

capecity.  The moat oommon formsof flxed invtwtment we r 

replacement end malntainame inves tme~ tn ,  eOrmsJbn i n m e t -  

nents, r e n o w t i  on, modernization and d l m e r ~ ~ l  i f a ih lon  i n m a t -  

ments. Them investmento can be brocidly dlvbd.8 it&o two 

oate@rlea, t h e  r o u t i n e  i m a t m e n t  s far r epxwmen t  and 

maintenance and l n w i s b e n t s  for g ~ o w t h  rmd pfp:~neYon. 



'The f i r o t  c a t e m  of' j.nvestments are muant en, mahtteining 

'the ex1~t in .q  production cap: c l t y .  While t ' icl  :leaon(. aategory 

of investnents  a r e  mennt f o r  e :mno lon  rmd c-mfh by ln- 

s t a l l i n q  capnclty. However, la? oac l~  type of Plxed invest-  

ment deojalon a l a r g e  number of factor0 ru-e Co be *&on 

ln to  consideretion. Primary objective o f  all. thaae f :~ . c tma  

1.9 t.o maximioe the  r e t u r n  t o  t h e  flrm. 

8.2.2. Fixed immfltment deciejon jmposee b n d h e ~  v l t n l  

problem of dQcldirq w o n -  t h e  a l ternc  t j v e  pr@poanJ.a, Df ffe- 

r e n t  methods l i k e  pay back, cccmr.ntin,- r r t e  6f re tu rn ,  

Internc'l r ~ t e  of r e t i r n  and net preeent wlue,  m e  being 

Used fnr evaluating: them yopoanls .  The I: .st two aethwlo 

a re  conaidered t o  be s c i e n t i f i c  ao they uae ttM eophlatl-  

ceted dl ocounted ar~eh now technique f m evnbtl.tian. I rowem, 

t h l s  technique poseo R l r r ~ e  m h e r  of rxrc+.faal dlcf ioul t ie8 .  

T h e  payback method of maluntj on i e  unde ro tn4  by a31 and 

practiced by many. Whi1.e u s f w  t h e  methoda 1m4 reaohlng 

declnlons, t h e  most eui tnble  crj teria t o  be f o l l b V d  me8 

b i a m  benef i t8  a r e  preferttble t o  mol le ' .  mwa, Ud e m l y  

henef l te  m e  wefe rab l e  t o  lhiter benef!tn. h e e  4 e v e r o l  

cr p j t n ]  nequeata ham, been meae by vwtoixl :)e&j Oils o f  t h e  

canpeqy and where only pew of these  can be r~ceeptt.d becauae 

of l cck  of lmmedinte filnds, t h e  aosnpaqy ht:s t o  adopt t h e  

p - lna ip l e  of c a p i t a l  rg t i on ln .~ .  

8.7.3. ' ) e ~ { d e  t h e  d l f f e r en t  methodo whfch are theore t l -  

cn?.ly lmportnnt fnr f ixed 'Inveotrlcnt dec' i:qbwis, thace  are 



many other qual l tat lve  oondderstjons which i h n u r m  tho 

tleoiajon in prrctice.  Theoe factor8 a r e ,  t!ie ~g . e f rment*s  

lnrlustrial and fJmncla1 poljcy,  amprus.tc tnz pladng, 

~?vr.i&abJllty of inwat jh l e  f imdo,  e tc .  Yhapren4 &Ion oher,p 

Is on0 of the impartat Intemhil factor h, v i ! q  awilatderablo 

Impact on the fixed investpent declnlon, ?&,h bcnuse of 

R.;.?. Optkn~l capital  structure  it^ det%rminrd by str ik-  

3 r q  EI balanoe between the ooat o f  onpitel  and d e k  involvsment 



of d i f f e r e n t  methods of  Eincmc3nq. I n t e n d  ~)macom of 

f i m n c J n g  l o  e n s f l y  a v a i l a b l e  for inveot?e::-&, but las 

c o s t  1 1  cmpc l r : : t lw ly  hlqh. !:here: o l.on7 term Mbt, being 

t h e  cheepcs t  sowce of  f l n a : ~ c l l q ,  enhancen the r!& 1nvol-n- 

?err(; and reduce:: tl:e l i q u j d i t y  ?f t h e  f1r.m. Pa f l .nanolq 

dec' ioion d e p n d s  on t h e  c o s t  :~f f j i b ~ l ~ , f t I + ? , ,  > . ~ b I c ? !  I t3  

meatwed  eo t h e  weih~hted nvernge c o s t  cf ociid%al of t h e  

firm. Vurt?~er,  t h e  r l s L  involvement 09 tl,:e r,.wroee of 

f l n . n ~ c l n ~ . :  ehould meinteiln t h e  level of r i n k  of  t h e  firm 

l n t o c t .  The f i x e d  inve:,trnent f i n o n c ~ m :  o f  n canna- elso 

depncle  on tfie cca-pomte t n x e t l n n ,  d iv idend  ~oliey an8 

t h e  mode of f l n a n c i w  i ts  cr2:rent nn.:eto. 

FJFDS R ; O N  A'ALYSTS 

A.A.1 .  Mancwerr t  dec i  , i f  on req: rdin.;  f . i  xed imreetnenta  

anil t h e l r  f l ~ n c i n q ,  v l t h  t h e  o b j e c t  iof .~;!lnCt:I:dnq ;1rof1- 

tah1l l t . r  nnd liquidity needs r r ~ ~ r c l  sn1. ? . . I  I ~ o m - ~ . l c r . l  OM 

be pon:;lble by t h e  carefi~l ~ i r ~ . l m i *  o r  t'w f i ~ ~ c l r . 1  stl-ite- 

merrte. The funde flow :in:ilyoi:-1 j:3 f o u n d  to 1- E I O : ~  fl]jrx-o- 

prlate t o  f l n d  out  t h e  t r end  and mace c-mvle te  and u:;efU1 

a n a l y s i s  ~f financial event::. T h e  mo::t (!mi-ron method o f  

p repe r ing  t h e  M d e  flow o t c t t n e n t  kut: rt;: n'g0 thE c ? ? c : I ~ ~ D  

of b r a l ~ n c e  ehee t  items of two d i f f e r a ! h  d; t e e .  Hm&Vw, 

t h e  s t e t a r e n t  of  belonee &Net chen,7eu t ioe~  not  w o v l d e  

e c r n p l e t e  p i c t u r e  of t1.e m e j a r  R i n d : >  f l o v .  Three mujar 

r e f j n m e n t e  i n  t h e  ohr!nrpo o f  r e t a l n s d  W , r d i . ~ : c ,  n e t  illcane 







:sales rmafns conatunt. !!ence, the two v;:,: l i:l.3?@8 do r~ot 

:have a c l o s e  and direct re1ct;nneiilp v i t h  0 t h ~ .  



I n  f j  xed anoe$e. In general,  t h e  Pixed ae e t  4 ape finuroed 

by f'unde mnerated in te rna l ly .  Depreciation c!~wme 0011- 

: r t  ltutg a major part of t h l  s in te rna l  souroe of ftm-38. Thie 

t m i l g ~ j s  m~3t9 t h e  hjgh d e p e e  of i n t e r = e l a t i a m h l p  bet- 

m a n  theee two wxinblee.  

8.507. Anothar ejpil ~ i c o n t  obaarvatjon helm th. high 

derp-ee , o f  asnocl o t ion between eales, profitm ~ t h d  dep-ecln- 

t inn  c h a r ~ e o .  The ooefffcr  ent  of oor re la t io r  between mles 

and r r a f l t a  l a  * 0.95, eal.ea and depreo5r~tjon Ye 0.*, and 

between p r o f i t s  nnd deprea'c t i o n  is  0.m. Th'l s high degree 

of pos j t fve  asooclr t ion between t h e  three P T I  nblea ~ p x h a  

t h a t  t h e  o h q e  l n  one vwleble t i 1 8 0  a h m e n  bho 9 t h ~  two 

al'moot i n  equal degreea. In p-nctioe, increc.ee in -lee r emi l t e  

i n  lnereaae of  n rof i t .  fnareose jn  o r o f i t  ROBB a;201y with 

h l ~ h e r  d e p e c l a t i a n  chernee. Iiouever, t h e e  ( s  a t i n e  1a,q 

between t h e  ohawe i n  the ~ l n h l e e .  S ~ l e a ,  p r o f i t s  and 

de~preclat lon ohacme a h e n e  s lmul teneau~ly  tmd m r a  i*e lwn t ly .  

Fixed inveetrlents a h n n p  only Aiscontinuouolv m d  in b i g  lonpo. 

In vlow of t h i s  d i f ference  in chmac te r ib t l c s ,  Uw +bet three 

vw1nblee are highly oar re le ted  t l t h  es~oh other, vh l l e  the 

ftmwth vwlnb leo  hoe poor osnool n t jon  wl t h  t b c  8 t h ~  vbrlablee. 

0.5.8. Besidew tno  In t e r r id  faatarm, e ramber of e x f a &  

f , w t a r o  ~ 1 8 0  influenoe the trend I n  f ixed i~ive.rbmente. (me suah 

externel factor being t h e  gowrmen t '  o f * r u i l ~ i e l  and 



lnv?!!!ted f b d a  cn f ixed t:o::ets. Win? tt, ' . . .!arid mare than 

70% o f  the growth imot?rento  sire f imi>e& thrn1.m internal 

funds. Tnese lnventnente helped Lhc cmtianist? In mttlrq 

mexlnum tnx reljef In the ?om of deprecq: t f n b  chiW@i<. W- 

there ,  t h i s  hzo bencf'!tefl ti?e ccmpnnlsc:, f r i  tn? ~ e u i o l t i o n  

77 mprcity  nt a cmpard.ively  lo^? tort ? ! I  sw:liar :!w;.Zs 

than t h e  sriboequsd ye:.srn 1 r 1  rrb.ich they m! :kt% W w  ::em put 

into uoe. This l o  becouoe o f  inf lat ion.  l)urln6 the period of 



we f o w ~ d  s e v e r i  c q $ a n i e s  Lnvl :'l;.: a w e  titc n :; !rer.:!:r of , , ~ w t h  

l.nve:~:,nente due'in ; the pw:r.l9d. Thf o freil~:er!t, lnm-shent 

In f i x e d  ::3:1et:; i s  :;iILc :]:I ununu;;? r%*e!~:.'~,?e?:l>n . : o c w d I q  

t . 1  t:\e t h e o r i e s  of Pjut:C lnvc:;tr!el:.t. T'-;u;l, i% c:,?l be can- 

c l q d e d  'ti!;:t, fixed . ;v~ct?~e i . t , ! : :  : r e  ~ o d c  - "?@ :: ~~.,fi:!.!e? 

they -outmne the Tixed inwe-~tment p o r n  ,~lr:~c ir~ orme Bebte 

me not fmthccmi~?.  : m e t  h i : n ,  i f  they- -:el. the aur.m-ance 

foi? e w h  a l o w  tm ileM In r m x  Tulr~.we, they inrreat short 

+.em ?undo Tor ti xcd j nveotmcnt :i 3:3 :I D ~ , o ~ ~ - ,  'ap :u~wigment .  

.. i n  mr n.IrIr-ll;.~l-,, !fe "nd, t h ~ t  t h e  I.?). !.: . am? n t h . r  term 

lendjn~ Imtltutfono extended their holid ;; ! bmrl& t n  the 

c o ~ n r m l e s  i n  9 r l r . o ~  (jlrjm 11Q69q0 to l C V 7 - 7 4  i r i  a bia way. 

Tk.e I .D.l l .T.  sanctioned f i n  tdvount of 1.;. Y O  b k h a  and dle- 

burned I.,. m . 7  lak!!.: durlnq 1960 to l'i$l to d t f h r e n t  

ysojects of the  gti:tc. :v'?ecea:r It !;ZW+,I ln~$:Sd . 1860.5 

l M a  eld dlobwced L . 960.6 lekhs  dwlni:: 1 %Y to 1975. 





fixed invsotmente. However, it hhe playeA a veB1.I .  roLe 

during t h e  gears  of rou t ine  irmeutments. Further  W e  uee 

of l n t e rna l  m d s  is found t o  be mare signif'l con* Aurlw 

t h~e  latar yenro  of t h e  study. Thls $ 8  becrurre the tbLume 

of eorninge has conefderahly incrensed durlnc: thlm pcriod. 

8.6.2. The next Important eouroe of finaxwin: 14 t ho  

low term debts. m J n y  t h e  ver!od of f ~ b J t A ,  f* 7 jetrs 

more than 4% and fm 2 yews pore then 2 9  of Bhc 4nreot- 

wmtn were f lmnced thro-wh l o r 4  t e n  de! t e .  -3 dlzirur t h e  

pcriod of rou t ine  l m o t m e n t s  t h e  woyar t ion  a f  long term 

debts is found t o  be q u i t e  1nal~;nfffcant .  The p o p a r t l o n  of 

10% term debte t o  t h e  Jncrmenla l  invoutnents varied hetween 

10.08 t o  71-96 per cent dur lng  the growth yetire m d  between 

6.81 t o  30.45 per oent d u r i w  t h e  rou t  in0 inwohcnt  yenre. 

]+ram t h i a  a m l y ~ l o  we observe thct dur iq :  tlle p a f a d  of 

p,rowth, camnmies u t l l i o e d  mare l o w  term d o b t e ,  d o n g  with 

i n t e r n ~ l  f'unds, t o  firlance lnveatments. puctber,  wo f ind t h e  

use of l o w  tern debta mootly during t h e  em-1j je:lrs of t h e  

utudy. This is mainly due t o  t he  low r a t e  a-' o:a-nlnp genera- 

Lea by t h e  o a p a n i e s  during t h i a  period, and Ia l t , i a l  invmet- 

rnents mede by two 1a1-w cornpanlea. 



8.6.4. Co-rpwlieo n lao  iati11:1ed sl!ort t,cr,r !'1mcls far 

lirinncinb; addl tq  om.1 f ixe8 i n~-c::>t-c::ta. !)a. i m .  the .;tudy, 

for' 5 pet'rn oc ~ o t r t h  i n ~ ~ t m e i ? t r .  m1.d rsr- C :@I r;; o f  routine 

l m e s t . n c ~ t ~ ,  .nore th:jn 1i~F' of tl-e c d F l t i  q!w 1 irlwntments 

were Clnmced by short t c ~  f k  As. T..urt!!s:r,, &rfq the 

rq,ttlne ln-mr,tr?et!tn f~ 'J ye.?:; mow th!! 25 - e r  cent nf 

the, l m e  %-en% were rqm~meC! t ' - r n q k ,  3!3rtr *m7 r = w c e e .  

Thlo rn?-1:rsls !ndic: te!:: th - . t  C,T~".'!C:F . , S c l l B b d  ah.or0 

knds h n t k  far ,~-ovt,h jnveatvc?ntg as veil fm rwttine 

i?ve.-+.?e~.tz. T h j -  trow? n f  f! ?!;;zclnr f! red inwstnents 

:;!i.~:re-;ts t 'u~ t  the cm.vnico coifid r:.i r:e U-b t . ~  bank 

'-mcrovlncs mare coally colp:i?.erl t 9  lalu: ?..)IY i ?'lnda. This 

pr: . c t l ce  o f  cont!:nurnrr~ r~ne o @  ohart twr.' " u d e  far f!nan- 

ciwy f lxed lnve::t~cnto> qugt 'bnve , ffer:trd $!.e ..~Wklna; 

crn;f::l !-oeqtl on o f  the cmr,,oniee advilr:xsly. T'rarOher, tho 

liquidity of  the flrms a n d  t 'he  short t c r !  brrroviEg ot-pa- 

0 l . t :~  *an the bankn must have been cono: Aeitably reduced. 



o h ~ w  t'ie inp.wtance nf jnterz.1 snlipcetq 0'' f iu td :~  for. ffnan- 

e incT routjntt invetrtmento. The qrouth iinw::t,~cat:i aP the 

ewrller yecrn hove been f i  nr.mx3 mootl:? by 1 olff tm debta, 

?-rf~l lo f1:c 1rt.Ser ::e.,:-a by i ~ ~ % c ' L * I I ~ : ! .  f i n d o .  I'hu jnpwtnnce 

o f  o'.nrt tern :lo Tceo nc fi r w r ~ c . i  TI? bot i  t11m I !w y w t h  a.8 

, , e l l  : : t  r ,xr t inu  Lvm: :t*!r~lt:; ; :-I ,luitc; e l g  i * l w  t .  Ti.~fo 














