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The object of this analysis is to examine whether the rate of profit is correlated with the size of the cor
porate enterprise. In other words: Are variations in profit-rates associated with varidtions in the size of 

industrial undertakings ? 

BEFORE examining such a rela
tionship one should enquire 

how far the rate of profit is ind i 
cative of the efficiency of the indus
try. While gains or losses are no 
doubt the chief criteria by which we 
judge the success or failure of an 
enterprise, they can by no means be 
regarded as the sole or even the 
most important criteria of the effi
ciency of the industry- Profits arc 
the results of a variety of factors, 
and since efficiency is only one of 
them, it wi l l not be wholly correct 
to posit any correlation between the 
rate of profit earned and the stand
ards of efficiency attained by dif
ferent units. 

The rate of prolit as an index of 
efficiency w i l l , therefore, have to be 
judged in the light of several quali
fications and reservations. Firstly, 
the rate of profit may vary, even in 
the same centre, from unit to unit 
according to the differences in their 
capital-structure, particularly the 
relationship between the "owned" 
and "borrowed" capital. Secondly, 
the rate of profit may vary as a re
sult of the variations in the amount 
of capital invested. And thirdly, the 
variations in the rate of profit may 
be caused by the operation of cycli
cal influences. A l l these factors tend 
to show that causes, other than effi
ciency, may also explain and 
account for the variations of profit 
rates- Hence the rate of profit as an 
index of efficiency has its l imita
tions. 

Measurement of Profit Rate 
But apart f rom these limitations, 

there is the fundamental difficulty 
of finding a suitable standard in re
lat ion to which profits may be cor
rectly measured. Should profits be 
measured in terms of paid-up capi
tal, capital and funds, working 
capital, gross block or net block or 

even in terms of total turnover? U n 
fortunately, "the interpretation of 
statistics of industrial profits per 
unit of capital is so difficult and 
hazardous, and subject to so many 
qualifications and reservations, that 
it seems impossible to find any firm 
ground on which to base definite 
conclusions." One method that is 
invariably employed is to express 
profit as a percentage of the ordi
nary share capital since equity-
holders are the real owners and risk-
bearers of the industry. As a mea
sure of efficiency, this method can 
hardly claim any scientific validity ; 

for the ordinary share-capital repre
sents but a fraction of the total in
vested capital on which profits have 
been really earned. The total "capi
tal and funds" invested in the in
dustry too suffer from the same 
defects. In addition there are other 
disturbing factors, namely differ
ences in the treatment of specific 
and general reserves and difficulties 
in knowing at what points the pro
vision for depreciation begins to 
take the shape of concealed reserves 
or hidden profits. The total ''effect
ive capital" is, (if course, a more 
satisfactory criterion since it takes 
into consideration both the owned 
and borrowed capital invested in the 
industry. For similar reasons the 
gross block and the net block are 
better measures of earning capacity 
but since the methods of valuation 
of capital invested in land, build
ings and machinery materially vary, 
the figures do not have the same 
significance in respect of each unit. 

Despite these limitations and re
servations, however, if all these 
measures show the same tendencies 
and indicate the same conclusions, 
the inference would not be unwar
ranted that the variations in the 
profit rate are closely associated 
wi th the variations in size. 

Let us first study whether there is 
any correlation between the size of 
an industrial unit and rate of return 
on shareholder's equity. In other 
words, do the rates of dividend pro
gressively increase with the increase 
in the size of industrial units? 

Size and Rate of Dividend 

At the outset, it must be empha
sized that the rate of dividend as a 
measure of earning capacity has 
several limitations. Firstly, the d iv i 
dends distributed to the share
holders generally represent only a 
fraction of the total profits earned; 
secondly, the methods of allocating 
profits as between reserves and 
dividends, vary so greatly from unit 
to unit that the rates of dividend 
do not have the same significance 
in respect of each unit , and thirdly, 
there may exist such marked differ
ence!? in the capital-structure of dif
ferent units (some being content 
with less oi owned capital and more 
of borrowed capital) as to render 
the task of comparison extremely 
difficult. Sometimes profits of a 
'non-manufacturing' character may 
also be included in the dividends. 

These reservations, however, i m 
portant though they may be, cannot 
materially influence the validity of 
our main generalizations, since the 
units of all sizes are equally affect
ed by them. Further, if our analysis 
covers a fairly long period and if 
comparisons are made between 
groups rather than between indivi-
dual units, many of the individual 
irregularities can be easily eliminat
ed. The dividend-rates, over a long 
period are fairly indicative of the 
profit trends in the industry. 

T w o practical difficulties arise in  
correlating size w i t h rate of d iv i 
dend. If a long period is selected 
for our analysis, it would be difficult 
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to confine the units to particular 
class-interval since many of them 
may have expanded in size and 
changed their class-intervals. Se
condly, the regional difference's in 
size and rate may be so considerable 
that the average struck may conceal 
the true character of the relation
ship between these variables. For 
example, a uni t of 80,000 spindles 
may not be considered too big for 
economic working in Bombay; but 
it is extremely doubtful whether the 
same scale of operation can be re
garded as 'economical' for centres 
like Coimbatore, Ahmedabad, or 
Broach where the financial, mana
gerial or marketing considerations 
may favour the growth of smaller-
sized units. In such cases, the opera
tion of divergent tendencies at two 
centres may obscure the true cha
racter of the relationship between 
size and rate of dividend. This diffi
culty can, however, be overcome if 
we confine the scope of our study 
to units, situated in the same centre 
or area. This course w i l l also pro
vide more uniform conditions for 
inter-comparison. 

Size and Rate of Dividend in 
Ahmedabad 

We have, for the purpose of this 
study, selected the cotton m i l l i n 
dustry of Ahmedabad for several 
reasons. The conditions prevailing 
in Ahmedabad arc more uniform 
and homogeneous for inter-com
parison than in any other centre of 
the industry. Almost all the cotton 
textile mills in Ahmedabad are 
equipped w i t h ring-spindles and 
are more or less self-sufficing in 
character. The methods of promo
tion, finance and management, too, 
do not differ very considerably, for 
nearly all the units are owned, 
manned and managed by local ta
lent. Moreover, the units in A h 
medabad have followed a more 
stable, uniform and consistent policy 
in respect of distribution of d iv i 
dends than units in other centres of 
the industry. The result is that the 
dividend trends are fairly regular 
for the study of the relationship be
tween size and rate of dividend. 
Lastly, Ahmedabad mills are more 
representative of the Indian Cotton 
Industry than cither the mills in 
Bombay or in the up-country 
centres. 

A fourteen-years period vie., 
1929-43 has been selected for this 

study and the dividend figures of a l l 
the units, working in Ahmedabad 
during this period, have been exa
mined i n Table; I . The period se
lected is a farrrly long one, and i n 
cludes periods of industrial depres
sion, recovery, recession and war
time prosperity. 

upto 60,000 spindle-size after which 
it has begun to decline, though very 
gradually. This may suggest that 
upto a certain point there exists an 
unmistakable tendency for the rate 
of return to advance as size i n 
creases. 

The rate of dividend as a mea-

The results have been based on 
the observation of all the frequen
cies. It need hardly be emphasized 
that in all such enquiries neither the 
method of 'random sampling' nor 
the method of ' deliberate or pur
posive selection' can give us as pre
cise and accurate results as those 
based on the study of all the obser
vational data. No doubt, it is diff i
cult to get al l the factual data, but 
the results based on them w i l l un
doubtedly be more conclusive and 
less arbitrary. To that extent this 
analysis has some special signifi
cance. 

The above Table reveals the rela-
tionship between the rate of d iv i 
dend and the site of industrial units 
in the cotton-mill industry of A h 
medabad. It is clear from the Table 
that the rate of dividend progres
sively increases as the size of the 
uni t increases t i l l a point is reached 
where the rate of return shows a 
tendency to decline. The rate of re
turn has increased,, w i th almost sur
prising regularity and constancy, 

sure of earning capacity has, of 
course, several limitations and re
servations. Hence the correlation 
between size and rate of dividend 
over a long period of time can only 
be regarded as roughly indicative of 
correlation between size and rate of 
profit. 

Size and Rate of Profit 
'Profits' rather than 'dividends' 

should, therefore, be regarded as the 
real measure of earning capacity. 
Difficulty, however, arises in regard 
to the meaning and measurement of 
profit-rates. For the purpose of this 
study "profits" may be defined as 
" total disposable surplus after meet
ing the cost of production." Depre
ciation, however, we have regarded 
as a charge on profit and not on 
production, since the practice in res-

pect of depreciation varies so great-
y from unit to uni t that it is not 

possible to accord this i tem a gene
ral treatment. As regards the mea-
surement of profits, it may be ex
pressed as a ratio of Capital and 
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Funds, To ta l "Effective C a p i t a l , 
Gross Block or Net Block. Al though 
as a measure of earning capacity 
each of them has some limitations, 
they can roughly indicate the rela
tive earning capacity of different 
units. 

In one important respect our 
main generalizations diverge when 
rates of profits arc expressed in 
terms of total effective capital, gross 
block or net block. In all these 
cases, the progression of rate w i t h 
size is continuous, and no tendency 

is discernible for the rate of return 
to decline at any stage of output. 
This digression or apparent incon
sistency should not, however, be mis
interpreted to mean that the mea
sures applied to compute the rela
tive earning capacity of different 
units give widely divergent results. 
If we minutely examine the avail
able data we might possibly discover 

which w i l l explain why the rate of 
dividend and the rate of profit on 
capital and funds show some " de
clining tendency" in the highest 
class-interval, and why the rates of 
profit, when expressed in terms of 
total effective capital, gross block 
and net block do not manifest this 
tendency. The Calico Mills which 
falls in the highest class-interval is 
dependent more on owned and ac
cumulated capital than on borrowed 
capital and this accounts for a com
paratively lower percentage-rate 
when profits are expressed in terms 
of total effective capital, gross block 
or net block. 

Profit on Effective 
Effective capital includes both the 

owned and borrowed capital and 
as such, roughly represents the total 
capital invested in the industry. 
Profits when expressed as percentage 
or effective capital w i l l , therefore, 
serve as a more reliable and depend-
able measure of earning capacity 
than either the rate of dividend or 
rate of profit on capital and funds 
invested in the industry. 

Table III shows whether the rate 
of profit on effective capital is in 
any way correlated to the size of 
the corporate enterprise. 

Table I I I suggests the same un
mistakable tendency for the rate of 
profit to increase wi th the increase 
in the size of the, industrial units. 
The rate of return increases slowly 
but regularly as we pass from small-

some plausible reason for this sig
nificant variation. Our results in 
the highest class-interval arc based 
on the observation of only one fre
quency, the peculiar character of 

est to medium-sized units, and 
thereafter we observe a sudden and 
steep advance, followed by a very 
slow and rather negligible increase. 
However, the tendency for the rate 
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In this study we shall examine: 
" T o what extent are the variations 
in profit-rates associated wi th varia
tion in size?" 

'Table II shows how far the rate 
of profit on capital and funds is 
correlated to the size of the cor
porate enterprises. 

* 
The same striking conclusions 

emerge from Table I I . The rate of 
profit increases— though less regu
larly, as size increases up to the 
60,000 spindle-size after which it 
records a slight decline. A graph too 
w i l l reveal this unmistakable ten
dency. The curve rises generally 
w i t h increase in size, the rise being 
slow as the curve passes from the 
smallest to medium-sized classes, 
and remarkably steep, as it passes 
from the medium to lower-upper 
class-interval. The rate of dividend 
and the rate of profit on capital and 
funds exhibit the same characteristic 
tendencies, namely that the rate of 
return progressively increases as size 
increases, t i l l a l imi t is reached 
when further expansion may be
come less profitable and rate of re
tu rn may begin to decline. But 
since our observations in the high
est class-interval are based on the 
study of one frequency only, the 
conclusions need to be further veri
fied and confirmed 
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to increase wi th size is distinctly 
noticeable and this suggests some 
degree of positive correlation be
tween size and rate of profit on 
effective capital. 

Strikingly similar conclusions 
emerge from the observation of 
Table I V . The rate of profit rises 
as size increases—the rise being fair

ly regular when we pass from small
est to medium-sized units, and more 
pronounced when we pass from me
dium-sized to large-sized units. For 
the upper-most class-interval, the 
rate of profit does not show any 
material increase. It follows from 
the above analysis that the rate of 
profit on Effective Capital and the 

rate of profit on Gross Block reveal 
strikingly similar tendencies. In 
both the cases the profit-curves move 
in exactly the same direction and 
follow just the same course of 
variation. 

Profi t on Net Block 
The rate of profit on net block 

also suggests that there exists some 
degree of positive correlation be
tween size and earning capacity. 

rate of profit increases as we pass 
upwards on the scale of size. The 
smallest-size earns the lowest profits, 
and the largest-size the highest. In 
between them the rate rises as size 
increases, the rise being greatest for 
units falling in the upper class-in
tervals. Thus the rate of profit on 
net block also confirms the unmis
takable tendency for the rate of 
profit to rise as size increases. 

The foregoing analysis has made 
it apparent that the correlation be
tween the rate of profit and the size 
of corporate enterprises is remark
able. The larger the size, the higher 
is the rate of return on the average 
and this relation holds w i th surpris
ing constancy in practically all the 
tests we have applied in course of 
this study. The remarkable regu
larity in practically all the observed 
tendencies undoubtedly reflect that 
the progression of rate w i th size is 
unmistakable. From this, no i n 
ference should, however, be drawn 
that all smaller units suffer alike or 
all larger units arc so much better 
off. If we further examine our ob
servational data, we w i l l probably 
find that some of the smaller units 
like Himabhai , Rhalakia, Nutan, or 
V ik ram are doing remarkably well 
compared to some of their larger 
compreres like Aryodaya Ginning 
and Mfg . , Rajnagar, or Aryodaya 
Spg. Mil ls L t d . But this w i l l neces
sarily imply, as a corollary, that 
other units in those class-intervals 
are either fearing much worse or are 

Table V shows the extent of such 
relationship. 

Here also we observe that the 

doing much better than what the 
averages of these respective class-in
tervals really show. 
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