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C O M P A N Y finance is a rela-
tively uncultivated field of 

study in this country and as such, 
any contribution on the subject 
should be welcome. The thesis that 
the study seeks to establish is that 
the i ron and steel industry has not 
been able to keep its capital intact. 
The distribution and prices of iron 
and steel during the major part of 
the period of study were both con
trolled and it is the contention of 
the authors that prices were fixed at 
too low a rate to enable the 
industry to replace its capital equip
ment to the fu l l , far less expand 
it . To this familiar complaint com
mon to al l industries in 'the period 
of inflation, the authors have chosen 
to give the somewhat odd name of 
' capital erosion'. An obsession 
wi th this particular ' trend ' leads to 
a sad (and in the opinion of the 
reviewer, unjustified) neglect of the 
other trends which could be ob
served in the iron and steel i n 
dustry during a crucial period of 
its development. 

The analysis is based on the pub
lished accounts of the three com
panies producing pig i ron and steel 
in the private sector, namely, the 
Tata I ron and Steel Company, the 
Indian I r o n and Steel Company and 
the Steel Corporation of Bengal. 
The period covered starts from 1937 
and ends in 1951. (Why an analy
sis published in 1954 should stop 
short at 1951 is not explained). 
Since SCOB came into full-scale 
operation only in 1940, the results 

of 1937, 1938 and 1939 are not  
strictly comparable w i t h those of 
the years following, This lack of 
homogeneity is noted in the study 
(p I), but has not had any weight 
w i t h the authors! 

Another obvious difficulty also 
docs not appear to have bothered 
the authors: Is not double counting 
involved in adding up the figures 
for each of the three companies 
when, one of them ( I I S C O ) is 
bound by an agreement to sell all 
pig i ron required by the SCOB for 
conversion Into steel? The result 
is that the pig iron sold by the 
I I S C O to the SCOB is calculated 
twice as a sale: "first, When the 
I I S C O sells i t , and second, when 

the SCOB sells it as steel. A similar 
duplication, and t h e r e f o r e ex
aggeration, takes place in the total 
purchases. It is beyond the pur
view of a reviewer to work out the 
analysis wi th all these changes, but 
it is obvious that many of the 
items—such as dividends, allocations 
to reserves—would constitute' a 
higher proportion of the total re
venue if these necessary adjustments 
are made. 

W i t h these methodological lacunae 
appraised, a closer look at the 
actual results of the study w i l l be 
more rewarding. In the words of 
the authors " . . . thanks to Govern
ment taxation and price policies 
against the background of an infla
tionary period, Rs 16 crores of net 
investment (paid up capital, Rs 2.91 
crores plus free reserves, Rs 13.16 
crores) and Rs 61 crores of gross 
investment, valued , as per books, 
have not enabled the industry to 
keep its real capital intact, let 
alone expand it ". A l l this has come 
about wi thout our realising i t , (or, 
shall we say, for that matter, w i th 
out the managements concerned 
appreciating it?) because " this 
fact is concealed by the deceptive 
veil of financial records based on 
the customary accounting practice, 
which does not take into account 
changes in real values due to 
changes in prices ". As a result, the 
books show net capital formation 
during 1937-51 of Rs 16.07 crores, 
when, as a matter of fact, there 
has been " capital erosion " of Rs 
25.50 crores during the period, mea
sured in terms of 1951 prices. 

The expansion in installed capa
city in the industry and actual pro
duction* is granted, but is dismissed 
on " the analogy of a person who 
had in 1937 one comparatively new 
motor car, and in 1951 still had the 
same car in addition to another, 
both in a highly wornout condition, 

the real value of the two in 1951 
being slightly less than the real 
value of one in 1937 ". If this were 
really so, one could legitimately 
question the mental equil ibrium of 
the man who could not adequately 
maintain one car, and still thought 
it fit to buy another, and that too 
in a highly worn-out condition! 

In other words, the Association of 
Indian Trade and Industry would 
have us believe that not only are 
balance-sheets and profit and loss 
accounts verily misleading, but that 
even physical indices of expansion 
(and it needs to be appreciated, 
that those usually employed as in
dicators do not fully reflect the 
addition of new and specialized 
sections) are less real than the 
" r e a l " changes. What are the 
Association's criteria of real change? 

It is assumed that 1937 book 
values fairly represent the value of 
the assets in 1937, and furthermore, 
that 1951 prices are 300 per cent 
of the 1937 prices. It is further as
sumed that the weighted average 
of the prices at which fixed assets 
were acquired during 1938-51 is 
200 per cent of the corresponding 
1937 figures. It follows " t h a t 
their 1951 value would be 150 per 
cent of their 1938-51 value", A 
scries of other related assumptions 
are made and adjusting the book 
values of 1937 accordingly, and 
matching them against 1951 values, 
a decrease in the value of assets is 
estimated as follows: — 

Assets ( a t 1951 Prices ) 
Crores of Rupees 

1937 • • • • 93.28 
1951 .- - . 91.08 

Difference , . — 1,20 

If one is permitted to use the rule 
of three, this would amount to a 
loss of Rs. 40 lakhs only in terms 
of 1937 prices, as against the book 
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value, ot Rs 43.66 crores! 
But many of the assumptions are, 

in themselves questionable. The" 
1937 book values do not reflect 1937 
prices of fixed assets. Most of the 
gross block existing in 1937 was 
added during the First Wor ld War 
and the boom following and it can
not fairly be said that these prices 
are identical. Again, it is utterly 
wrong to recast all the block ex
penditure during 1938-51 at 150 
per cent of book values. At least 
Rs 11 crores of the total increase of 
Rs 33.85 crores was added by 1941, 
at prices that were, on an average, 
not higher than in 1937. In other 
words, their value in terms of 1951 
prices would be Rs 33 crores, and 
not Rs 16.5 crores. On the other 
hand; the addition of Rs 16 crores 
during 194*2-48 would more nearly 
amount to Rs 32 crores in terms of 
1951 prices and the remaining in
vestment of Rs 7 crores during 
1949-51 may be assumed to have 
taken place at more or less the same 
prices as in 1951. In other words, 
on a fairer basis of calculation 
(which claims to be only an appro
ximation to reality rather than to 
absolute precision) the additions to 
fixed capital during 1937-51 would 
be of the order of Rs 72 crores in 
terms of 1951 prices, and would 
not amount to Rs 50.78 crores, as 
the Association estimate. While no 

ration of this shortfall. 

Likewise, it is obvious that re
placement in a period of high prices 
of assets bought in a period of low 
prices is a job that strains the finan
cial resources and skills of both 
Government and industry, but that 
is no counter-part of ' capital ero
sion ', whatever this singularly un
fortunate phrase may mean. 

As a matter of fact, there cannot 
be any ' greater refutation of the 
theory of ' capital erosion' than is 
to be found in the financial facts 
of India's iron and steel industry 
during 1946-51, a period when the 
lag between costs and prices had 
already closed in favour of the lat
ter. During these years, according 
to the aggregative data provided in 
this brochure, the industry added 
Rs 29 crores in gross assets, against 

"an increase of Rs 9 crores only in 
outside liabilities and an addition of 
Rs 1.5 crores to the paid-up capi
tal. This represents a net increase 
of assets of Rs 18 crores by con
cerns known for their conservative 
financial practices! 

The weaving of the whole theme 
around l capital erosion' has de
prived the authors of many excel
lent findings which the analysis 
could have easily yielded and has 
made the t i t le of the brochure sin
gularly inappropriate. 
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precision is claimed for the former 
estimate, it serves neverthaless to 
show the gross deviation from feal-
ities to which the Association of 
Indian Trade and Industry have 
fallen a vict im. 

After this, it is not necessary to 
go into the details of the sensational 
conclusion that the industry has 
been overtaxed by Rs 20 to Rs 25 
crores, and suffered ' capital erosion ' 
to the tune of Rs 25 crores. I n 
cidentally, if the conclusions of the 
study under review were valid, what 
opinion is one to form of the finan
cial capacity of two of our most out
standing managers of industry, who 
gave out no less than Rs 36,28 crores 
in dividends, over two-thirds of the 
amount in dividends on ordinary 
shares, when they were consuming 
their " real " capital so rapidly! 

Tha t available finances fall short 
of the desirable rate of renovation, 
replacement and expansion in the 
iron and steel industry is well-known. 
The recommendation of the tariff 
authorities to increase the gross re
turn allowed on block to 10 per 
tent from 8 per cent is one indica
tion of this, besides the extremely 
competent representations put up 
by the iron and steel producers 
themselves. The Government pro
posal to give loans to the .companies 
concerned to finance their program
mes of expansion is also a recog-


