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Introduction and summary/(1l]

1 The decline in the real profitability of UK industry since the
early 1960s to its very low level of recent years has been well
documented. This trend is apparent whether real profitability

is measured pre-tax or post-tax, as a rate of return - either on
trading assets, or on the equity stake in those assets - or as a
share of profits in income, and whether derived from national
accounts data or from companies' published accounts [see, for
example, King (1975), Flemming et al. (1976), and Clark and Williams
(1978)] . Recent work has shown these broad conclusions to hold for
a limited number of highly-aggregated sectors of UK industry
(Wwilliams (1979)].

2 This paper extends these analyses in a number of fresh directions.
First, in Sections 2 and 3, it presents estimates of the pre-tax
recorded and real profitability of trading assets, and of the

equity stake in those assets, for seventeen sectors of manufacturing
industry and five sectors of distribution and services over the
period 1961-77. The material is drawn from the published accounts
(which have been adjusted for inflation in the course of this work)
of over 1,000 large listed companies, as presented in the Department

of Industry's Business Monitor MA3: Company Finance. (The

limitations of the sample for the purposes of this study are described
in Appendix 3.) Second, in Section 4, two alternative treatments of
deferred taxation are suggested - one, which is on a 'disposal

basis', measures the government's 'equity stake' in a business by

the deferred tax which will be payable if the company should sell all
of its physical assets, and the other, which is on a 'going concern
basis', assumes that none of this tax will ultimately be paid - and

disaggregated estimates of post-tax real rates of return to the

(1] The author acknowledges the advice, guidance and encouragement

of Alastair Clark, in particular, and also Stephen Collins, Nigel
Jenkinson, Christopher Taylor and Andrew Threadgold. Invaluable
research assistance was provided by Pauline Bland and Patricia
Dunster. The Department of Industry were consulted in the course of
this work.




equity stake corresponding to these treatments are presented.

Third, in Section 5, an econometric approach for explaining real
profitability in terms of cost inflationary, cyclical and secular
factors, which has been applied to aggregate data [Clark and Williams
(1978) ], is here extended to a number of sectors. Fourth, the
technique used in this study to adjust companies' published accounts
for the effects of inflation is described in Appendix 1. Detailed

disaggregated results are published in Appendix 4.

3 It is concluded that the pre-tax real profitability (both of
trading assets and of the equity stake in those assets) of UK
industrial sectors has varied greatly, more so in recent years when
some have earned pre-tax real returns (on both trading assets and the
equity stake) of over 10% whilst others have sustained losses; and
the downward trend has been widespread, though there have been
exceptions. Real returns to the equity stake have been higher in
most, though not all, sectors than those on trading assets to an
extent chiefly reflecting the current cost capital gearing of trading
assets. A downward trend in post-tax real returns (on the basis of
either treatment of deferred tax) has been common to most sectors,
with many sustaining losses in recent years. This paper provides
fresh evidence that the acceleration of cost inflation during the
1970s - together with an adherence to pricing policies which have not

paid full regard to current costs - has been a major factor leading

to the depressed level of profitability in recent years.




Pre-tax recorded profitability

Trading assets

4 The pre-tax recorded rate of return on trading assets([l] measures
the return (gross trading profits, net of depreciation at book value)
generated by companies' trading assets, as valued in their balance
sheets. (2] The recorded profitability of trading assets

of the whole Business Monitor (BM) sample (Table A), after being

broadly stable between 12% and 15% over the period 1961 to 1971,
increased to average about 17% from 1972 onwards. This measure of
profitability was generally higher in distribution and services than
in manufacturing during the 1960s (averaging about 15 1/2%, compared
with 12 1/2%), but has been fairly similar in these two broad

industr ial groupings since 1974 (Table B).

S Two features of the estimates shown in Table B are the differences
in the levels of, and trends in, the recorded returns on trading
assets in different industrial sectors. (Appendix 4, Table 1
presents estimates of the pre-tax recorded and real returns of all
sectors covered by this study.) During the four years from 1974 to
1977, the recorded return on trading assets averaged between 15% and
20% in twelve of the twenty-two industrial sectors, but the return
was about 10% or less in shipbuilding and marine engineering (which
has sustained losses, even in recorded terms, during a substantial
part of the 1970s), vehicles, and clothing and footwear, but 22% in
electrical engineering, and rather higher in leather, leather goods
and fur. It has been noted above that there has been a marked
upward trend in the recorded profitability of trading assets in the

1970s, more especially in manufacturing than in distribution and

[1] All measures of profitability are defined in Appendix 2.

[2] It therefore differs from a 'true' historic cost measure of the
pre-tax return on trading assets (which is a by-product of the
method of inflation-adjustment described in Appendix 1) to the
extent that companies' balance sheets incorporate revaluations to
fixed assets; since 1974, the recorded rate of return has been
about 3% less than an estimate of the historic cost return on
trading assets among the entire BM sample of companies.




services; and, within manufacturing, this trend has been particularly
pronounced in chemicals and allied industries, electrical engineering,
leather, leather goods and fur, and timber, furniture, etc. However,
returns have been on a downward trend during the 1960s and 1970s,

even in recorded terms, in the shipbuilding and marine engineering,

vehicles, clothing and footwear, and miscellaneous services sectors.

The equity stake

6 The pre-tax recorded rate of return on the equity stake in trading
assets can be derived from that on all trading assets by:
(1) deducting net interest payments from the recorded profits
generated by total trading assets; and
(ii) deducting net debt[l] from total trading assets to give the

equity stake in those assets.

7 Therefore, for a given recorded return on trading assets, the
return to the equity stake will be higher:
(1) for a lower nominal 'implied' rate of interest on (net)
debt[(2]; and
(ii) if (i) holds, for a higher level of capital gearing as

recorded in companies' balance sheets.

8 The recorded return on the equity stake has consistently exceeded
that on trading assets, reflecting the higher returns generated by
total trading assets than those accruing to the debt stake (Table A).
Returns on both equity and on trading assets rose over the period of
this study. Between 1961-65 and 1970-73, returns on equity rose

more rapidly than those on trading assets because of a sharp increase

[1] Strictly speaking, that part of net debt which is assumed to
finance trading, rather than non-trading, assets (see page 50,
footnote 1); the calculation of net interest payments is
consistent with this treatment.

[2] Computed as net interest payments as a percentage of net debt.
The 'implied' rate of interest on net debt has exceeded that on
gross debt - interest on short-term and long-term debt, and
preference share payments as a percentage of the corresponding
mid-year stocks of debt (Table A) - largely because rates of
interest on bank advances exceed those on bank deposits, and
companies typically hold some (non-interest-bearing) cash
balances. The remainder of this paper concentrates on the more
familiar concept of the 'implied' rate of interest on gross debt.




Table A

The relationship between the recorded profitability of trading assets
and of the equity stake: the entire BM sample

Per cent

Profitability: 'Implied' nominal Capital gearing:

recorded rate of interest recorded

Trading Equity On gross On net

assets debt debt
1961-65 13.8 16.5 5.4 6153 22.2
1966-69 13.6 16.8 6.9 7.4 2.85e01"
1970-73 LG ok 19.2 Vol 8.5 32.0
1974-77 17.2 20.3 10.4 L 5 25 oL

in companies' recorded capital gearing, which more than offset the
effect of a greater increase in nominal returns on debt than on
trading assets. Between 1970-73 and 1974-77, returns on equity rose
less than those on trading assets as nominal returns on debt rose and

recorded capital gearing fell.

9 The pattern in most sectors is similar. In the vehicles industry,
however, the recorded return of the equity stake was lower than that
of trading assets in part of the 1970s as trading assets generated a
lower recorded return than the (prior) nominal claim of the debt
stake; indeed, in 1975 the equity stake sustained losses (in recorded
terms) at the rate of 8 1/2% although trading assets, as a whole,

were generating a modest (recorded) profit. The recorded returns to
equity show a greater degree of sectoral variability than those to
trading assets (Table B), reflecting the relative invariance of the
nominal returns accruing to debt between sectors (Table C).

The sectoral variation may partly reflect influences such as risk,
but differences in the structure and age composition of debt, in
conjunction with the upward trend in nominal interest rates during

the 1960s and 1970s, seem also to be important.

10 There has, however, been a great deal more sectoral variation in
both trends, and levels, of recorded capital gearing than in the
'implied' interest rates on debt (Table D; Appendix 4, Table 2

provides estimates of recorded and replacement cost capital gearing

for all sectors). Two examples illustrate the effects of these




Table B

Pre-tax recorded profitability of trading

assets and of the equity

stake in illustrative sectors

Per cent
Manufacturing : 4
Total of which:
Tobacco Electrical Vehicles
engineering
Trading Equity | Trading Equity Trading Equity Trading Equity
assets assets assets assets
1961-65 L3, 155 1.2 IL) Sl L35 16.2 12 2) 14.3
1966-69 123 115 50) 14.8 19.3 133l 16.6 L6 14.3
1970-73 14.3 18.1 57658 26.4 IN7FSH 22.0 9.8 Q) 3]
1974-77 I&752) 2205 22 20.6 28/, 2210 24.1 8.9 56l
Manufacturing (continued) | Distribution and services
Total of which:
Bricks, pottery, Miscellaneous
glass, cement, etc. services
Trading Equity Trading Equity Trading Equity
assets assets assets
1961-65 IN7886 19.8 16.3 16) o 3 16.6 20.9
1966-69 14.1 16.6 1553l 18.3 14.4 18.7
1970-73 16.4 20.5 17.4 22585 139 18.9
1974-77 115 ,©) 16.7 57582 20.4 1365 16.6
Table C
'Implied' nominal rates of interest on gross debt in illustrative
sectors
Per cent
Manufacturing Distribution and services
of which: of which:
Bricks,
Elec- pottery,
trical glass,
engin- cement, Miscellaneous
Total Tobacco eering Vehicles etc. Total services
1961-65 5.4 4.4 5k SESS) 52 6.0 Srel!
1966-69 6.9 5.4 6.3 708 Vol 7.8 558
1970-73 /586 Gletl: 7.4 8E53 Zo U (&) 2 7.4
1974-77 10.3 9.9 9.9 14.7 1)L QN6 10.2

1@




Table D

Recorded capital gearing in illustrative sectors

Per cent
Manufacturing Distribution and services
of which: ' of which:
Bricks, ‘
Elec- pottery, 1
trical glass,
engin- cement, Miscell aneous
Total Tobacco eering Vehicles etc. Total services
1961-65 22.4 a5 24.4 20889 13552 21.0 2/6998
1966-69 28.3 2970 30, 2 29.8 23.5 960 Do T
1970-73 312952 38.0 26 .9 23358 28.8 Sk 2 | 39.4
1974-77 28.7 41.6 14,2 38.0 22.8 | 29.6 45.0

differences on the relationship between the recorded profitability of
trading assets and of the equity stake. For instance, in 1974-77,
the recorded return on equity (16 1/2% in both miscellaneous services
and br icks, pottery, glass, cement, etc.) exceeded that on trading
assets by 3% in the former (in which recorded capital gearing was
45%) , compared with 1 1/2% in the latter (in which gearing was under
23%) . To illustrate the impact of changes in recorded capital
gearing, the recorded return on equity in manufacturing industry
exceeded that on trading assets by 2 1/2% or more in each year from
1970 to 1977 (when capital gearing fell from 33% to 25%), but the
differential fell from over 4% to 1% in electrical engineering (in

which gearing fell from 33% to 7%).
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Pre-tax real profitability

Trading assets

11 At a time of stable prices, historic cost accounting conventions
yield the profit generated by the business after provision for the
maintenance of its trading assets. Profits shown in companies'
published accounts have typically, during the period of this study,
been close to these historic cost measures (see page 7, footnote 2)
even though, in a period of rising prices (more particularly if the
pace is rapid and sustained), they do not make adequate provision for
the maintenance of the real value of trading assets. Accordingly,
the calculation of a pre-tax real rate of return on trading assets
from its recorded counterpart involves:

(i) the following deductions from recorded profits:

(a) stock appreciation [referred to as the 'cost-of-sales
adjustment' in the current cost accounting standard, SSAP 16,
published by the Institute of Chartered Accountants in
England and Wales (1980)];

a depreciation adjustment (that is, on to a current cost
basis); and

(c) a monetary working capital adjustment (which is applied
to the net trade credit extended to, or by, a business); and

(ii) the revaluation of trading assets on to a current cost basis.

12 The der ivation of these current cost adjustments is described in
Appendix 1. The adjustments have been applied to each industrial

sector, as a whole, and not to individual companies.[l]

13 The pre-tax real profitability of the trading assets of the entire

BM sample exceeded 10% in the 1960s. Throughout this period, the

[1] The results for the broad industrial groupings (of manufacturing,
distribution and services, and of manufacturing) are not obtained
as an aggregation of the sectors presented in this paper; in
recent years, separate groupings of diversified companies, and of
property companies, have been published which are not covered by
this study. However, a significant inconsistency between the
broader groupings and the individual sectors presented in this
paper is not thereby created.




return was rather lower (averaging about 10%), and showing a more
marked downward trend, in manufacturing than in distribution and
services (in which the rate of return averaged 13 1/2%). Real
profitability declined sharply in both industrial groupings between
1972 and 1975, though rather more sharply in manufacturing, to

just 2% (Chart A). The recovery in the real return since 1975 was
more pronounced in manufacturing industry, in which the rate rose to
6%. A framework within which these trends can be analysed, at both
the aggregate and sectoral level, is presented in Section 5. This
analysis suggests that the sharp decline in real profitability in
the mid-1970s can be attributed largely to the acceleration of cost
pressures, [1l] and, to a lesser extent, to falling capacity utilisation.
The impact of the current cost adjustments in reducing real, as
compared with recorded, profitability has been more pronounced in
manufactur ing industry than in distribution and services (Chart A);
in 1975, for instance, when the pre-tax recorded return on trading
assets was roughly the same in both sectors, the real return was 2%

in manufacturing but 7 3/4% in distr ibution and services.

14 The downward trend in the real profitability of trading assets
at the aggregate level is paralleled in most sectors (Table E);

for instance, the real return at least halved in fourteen of the
twenty-two sectors between 1961-65 and 1974-77. The fall over
this period was particularly sharp (about 10% or more) in vehicles,
metal goods not elsewhere specified, clothing and footwear, and

br icks, pottery, glass, cement, etc. In two sectors (electrical
engineering, and leather, leather goods and fur), however, the real
return on trading assets was, in general, higher during the 1970s
than the 1960s. A sharp fall in real profitability in the mid-1970s
has been observed in all sectors (except leather, leather goods and
fur), though its timing seems to have varied depending on the

incidence of cost inflation and cyclical factors (Appendix 4, Table 4).

15 A large element of inter-sectoral variability in the real

profitability of trading assets has persisted throughout the 1960s

[1) These effects were, doubtless, exacerbated by price controls
for which no explicit allowance has been made in this analytic
framework.

13




Chart A

Pre-tax recorded and real profitability of trading assets:
manufacturing, and distribution and services
Per cent
— Recorded S N )
Distribution and services//
A .
— e i 2
A
Manutacturing
=t — 10 |
— Real Distribution and services o, 4 NS
\\ / \
v ‘\
= =10
Manufacturing i

\

N N I 8 T W A A R ER D L L
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and 1970s (Table E).

In the years 1974-77 (when the real rate of

return on trading assets averaged about 5% for the entire sample), a

return of 3% to 7% was earned in just ten of the twenty-two sectors.

Table E

Pre-tax real profitability of trading assets in illustrative sectors

Per cent

1961-65
1966-69
1970-73
1974-77

Manufacturing

Distribution and services

of which: of which:
Br icks,
Elec- pottery,
trical glass,
engin- cement, Miscellaneous
Total Tobacco eering Vehicles etc. Total services
10.3 10.3 )6 12.6 14.8 1§8%9 L1 2)
9.2 11.0 9152 10.6 11.8 1823510 181852,
73 1367 L 3] 4.4 10.1 182" G 3
Jo T a2 8.9 =518’ 353 1Y, 5le2

Three sectors (metal manufacture, shipbuilding and mar ine engineering,

and vehicles) sustained real losses in 1974-77 as a whole;

and other

sectors (notably textiles) have sustained real losses in some recent

years.

distribution in 1974-77,

TEWIE

The equity stake

However,

the real return on trading assets was 10% in retail

and higher in leather,

leather goods and

16 The pre-tax real rate of return on the equity stake in trading

assets can be derived from its recorded counterpart by:

(i) making the current cost adjustments for stock appreciation,

depreciation (and, consistently, revaluing the equity stake in

trading assets) and monetary working capital;

(ii)

and

crediting to equity profits the gearing gain arising from the

erosion of the real value of the debt stake in those assets at

a time of inflation.

(This may,

alternatively, be regarded

as that part of the nominal interest charge which represents

an early repayment of capital.)

185




17 Two gearing adjustments with different conceptual bases have been
advocated in the accounting literature, and they are referred to as

the 'natural' and SSAP 16 adjustments.[1] The 'natural' gearing

adjustment credits to equity profits the whole of the accrued gain

to the equity stake arising from the decline in the real value

of debt. On the other hand, the SSAP 16 gearing adjustment, in
accordance with accepted accounting conventions, requires that only
realised gearing gains be credited to profits. It is calculated as
the geared (i.e. debt-financed) portions of stock appreciation and

of the adjustments for depreciation and monetary working capital.([2]

(a) '"Natural' gearing adjustment

18 The pre-tax real 'natural' return on the equity stake in trading
assets of the entire sample fluctuated between 12 1/2% and 16%

during 1961-73, and then fell sharply to average about 9% from

1974 onwards. Throughout this period, real 'natural' equity
profitability was lower in manufacturing (in which there was also
evidence of a downward trend in the 1960s and early 1970s) than in
distribution and services (Chart B). In the period 1974-77, this
measure of the real return on equity averaged 7 1/2% in manufacturing,
compared with 13% in distribution and services. The recorded and
real 'natural' profitability of the equity stake have diverged

increasingly in recent years (Chart B).

19 The real 'natural' return on the equity of the entire sample of
companies has exceeded that on trading assets throughout the 1960s
and 1970s. Clark and wWilliams (1978) stated that:

"the return to equity [with a 'natural' gearing adjustment]

will 'normally' be higher than that to total trading assets by

[1] The SSAP 16 gearing adjustment is identical to the ED24 adjustment
[Accounting Standards Committee (1979)] shown in Williams (1979).

[2] SSAP 16 does not provide for any adjustment where there is
an excess of monetary assets over monetary liabilities (that
is, where capital gearing is negative, as has been the case
in shipbuilding and mar ine engineering in the years 1973-77
and in some earlier years, see Appendix 4, Table 2). The
SSAP 16 gearing adjustment of each industrial sector is
calculated by reference to its capital gearing and does not,
therefore, take account of any individual companies in that
sector which hold net monetary assets; 1in such circumstances,
the SSAP 16 adjustment has been understated.




a factor reflecting aggregate capital gearing [at replacement
cost]; but that this relationship will be modified whenever
real interest rates change - the differential in favour of the

return to equity rising when real interest rates fall."[1l]

20 The real 'natural' return on equity of the BM sample was
comparatively stable during the 1960s and early 1970s, at a time
when the return on trading assets was showing a clear downward
trend, principally because of an increase in current cost capital
gearing (21% in 1961-65 to 28 1/2% in 1970-73), though also because
real interest rates were falling (Chart C). The real return on
equity fell sharply between 1973 and 1975, but by less than that on
trading assets as a corollary of the sharp fall in real interest
rates; for instance, the real rate of interest on 'floating-rate'
bank borrowing fell to minus 12 1/2% in 1975. Reduced capital
gearing and a sharp rise in real interest rates between 1975 and 1977
combined to depress real 'natural' equity returns even though the

real return on trading assets rose from 3 1/2% to 6 1/2%.

Table F

Pre-tax real rates of return on equity (with a 'natural' gearing
adjustment) in illustrative sectors

Per cent
Manufacturing Distribution
and services A
of which: of which:
Bricks,
Elec- pottery,
trical glass,
engin- cement, Miscellaneous
Total Tobacco eering Vehicles etc. Total services
1961-65 12.8 G 12.4 16.6 16.8 1.7/ () 12} 5%)
1966-69 12.1 15,5 L2557 L5508 14.8 16.6 L5 53
1970-73 11.0 22368) 638 Vol 14.3 ISP 15.4
1974-77 7.3 15,3 L0 () -6.3 Gl 18288 LI 8]

[1) These relationships depend on the level of, and movements in, the
real rate of interest on net debt. Chart C shows the trend of

the more familiar real rate of interest on gross, rather than
net, debt.

17




'hart B

Pre-tax recorded and real profi tability of the equity stakelal

in trading assets: manufacturina, and distribution and services

— Recorded

Manufacturing
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{a) 'Natural' and SSAP 16 gearing adjustments.




21 Real returns to equity (with a 'natural'adjustment) have exceeded
those on trading assets in most sectors; exceptions have bheen
shipbuilding and marine engineering, and vehicles during some of

the years of this study when real returns on trading assets have

been particularly low. Sectoral differences in the relationship
between real returns on equity (with a 'natural' adjustment) and on
total trading assets have been heavily dependent on the levels of,
and trends in, current cost capital gearing given little sectoral
variation in 'implied' real rates of interest on net debt.[1]

By way of illustration, in the period 1974-77, real equity
profitability was higher in the tohacco industry than in electrical
engineering (15 1/2% compared with 12%) in spite of the lower returns
to trading assets (7% compared with 9%), chiefly because current cost
capital gearing was nearly three times higher (34% compared with 13%,
see Table G). Fur ther, between 1¢70-73 and 1974-77 the real
'natural' profitability of equity was hetter sustained relative to
that on trading assets in the miscellaneous services sector than in
bricks, pottery, glass, cement, etc. (Tables E and F), partly because
of little change in the current cost capital gearing of the former at

a time when gearing fell a good deal in the latter.

Table G

Capital gearing at replacement cost in illustrative sectors

Per cent

Manufacturing Distribution
and services

of which: of which:
Br icks,
Elec- pottery,
trical glass,
engin- cement, Miscellaneous
Total Tobacco eering Vehicles etc. services

IOR= G5 210), 7/ 37.2 22.8 7256 1220, 3] 20.7
1966-69 26.6 28.2 28 ) 3356 22 53 28.9
1970-73 28.2 35185 26.1 34.5 24.9 34.0

1974-77 22.3 I "3 ..2 12.8 33.8 17.6 32.4

[1] This point was illustrated in the context of nominal interest
rates in Table C.




Charti EZ

The relationship between the pre-tax real rates of return on trading
assets and on equity: the entire BM sample

Per cent
— Reatrotes of return T 20
i Equity >
(‘natural’)
Trading assets e 9
g g ;
- — 10

— Real interest rates

2 + 'Floating -rate’ =
debt (a) :

wwWV|

— Capital gearing :
replacement
cost

O 0 ) O R I
1962 64 66 68 70 72 74 76

[a] Clearing banks' average base rate + 2% (up to 1972: Bank rate
+ 2%) less the change in retail prices during the year.

[b] 'Implied rate of interest on gross debt (see page 8, footnote 2)
less the change in retail prices during the year.
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(b) SSAP 16 gearing adjustment

22 Though, in theory, there need be no close or precise relationship
between the SSAP 16 and 'natural' gear ing adjustments, real returns
on equity (with an SSAP 16 adjustment) have, in practice, been
consistently lower than those with a 'natural' adjustment (Chart

B) . The same broad trends have, however, been observed in both

measures of the real return on equity.

23 Clear features of the sectoral estimates are the high degree

of variation in returns to equity between sectors (Table H), and some
differences in the relative profitability of the equity stake
depending on whether interest is focussed on recorded or real returns.
In the period 1974-77, when SSAP 16 profitability averaged just over
6%, the return was in the range 4%-8% in just ten of the twenty-two
sectors; while some sectors (for instance, electrical engineering
and retail distribution) earned an average return of over 10%, others
(for instance, metal manufacture and vehicles) sustained losses.

The inter-sectoral variability of real equity profitability has
increased over the period of this study, and has been rather greater
than that on trading assets. Sectoral differences in the scale of
the current cost adjustments, and thereby in the relationship between

the recorded and real profitability of equity, have not been

Table H

Pre-tax real rate of return on equity (with an SSAP 16
gearing adjustment) in illustrative sub-sectors

Per cent
Manufactur ing Distribution
kv and services ]
of which: of which:
Br icks,
Elec- pottery,
trical glass,
‘ eng in- cement, Miscellaneous
Total Tobacco eering Vehicles etc. Total services
LOBU=EG L2 54 b al5 55 A2 L 16.1 16.6 16 .5 13.4
1966-69 11.4 1552 152885 14.4 14.0 15.9 84y
1970-73 9.7 20.6 ili5¥52 5:1d 1288 1614 L2254
1974-77 €9 | Ik EN5 -8.9 3.9 9.2 564]
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great, but have nevertheless been large enough to have possible

impl ications for the efficiency of capital markets. By way of
illustration, the SSAP 16 return in leather, leather goods and fur
was substantially higher than that in tobacco during the years
1974-77 (14 1/2% compared with 11 1/2%); even so, the tobacco sector

earned a higher recorded return to equity than any other sector

during those years.
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Post-tax real profitability

24 The rates of return discussed above have been measured before tax,
but the owners of companies are normally more interested in the
post-tax returns of the business. This section attempts to measure
the post-tax real rate of return accruing to the equity stake

in trading assets, whether those returns are distributed (as dividends)

or retained within the business.

25 The system of corporate taxation has undergone major changes
during the period examined in this paper. Up to 1965, profits -
whether retained or distr ibuted - attracted a flat-rate profits tax
and income tax at the basic rate. Corporation tax was introduced
in 1965 and has been in force since. The 'classical' system, which
applied until 1973, imposed a flat rate of corporation tax on
companies' taxable profits, and shareholders were additionally
liable to income tax on their dividends. The 'classical' system of
taxation discr iminated, thereby, in favour of profit retentions as
compared with dividends, (1) and in favour of debt, as compared with
equity, financing by allowing interest payments to be deducted from
profits in assessing a liability to corporation tax. In 1973, the
'classical' system was replaced by the 'imputation' system.
Companies now pay advance corporation tax (ACT) when they make a
qualifying distribution. This payment of ACT can be set against
their overall liability to corporation tax, the balance being their
'mainstream' liability. In the hands of the shareholders the
dividend carries a tax credit equivalent to the basic rate of

income tax, and the shareholder is regarded as having paid income

tax at that rate on the sum of the dividend and the tax credit.[2)

[1) Though retentions, when realised, were liable to capital gains tax,
the effective rate of tax on capital gains was lower than the
basic rate of income tax.

(2] Shareholders only pay additional income tax on their dividend
receipts if their marginal tax rate exceeds the basic rate of
income tax. If their marginal rate is less than the basic rate
(certain institutions, such as charities and pension funds, are
exempt from income tax) then they receive a tax rebate.
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26 There have been, in addition to these changes in the system of
corporate taxation in the United Kingdom, numerous changes both in

the rate at which tax is charged on taxable profits, and in the

al lowances which can be offset against accounting profits in deriving
taxable profits (Table I). The most important changes have been the
nationwide extension of more generous initial capital allowances
(which were increased to 100% for plant, machinery, ships and aircraft
in 1972, and to 50% for industrial buildings in 1974), and the

retrospective introduction of stock relief in 1974,

27 The profits chargeable to tax for a particular per iod often differ

appreciably from the accounting profit for the period. Systematic

differences between accounting and taxable profits arise because certain
types of income are tax free and/or because certain expenditure is
allowable for tax purposes. However, there are also 'timing differences'
between accounting and taxable profits due to the inclusion of items

in the financial statements of a different period from that for taxation.

28 The latter have become increasingly important during recent
years owing to the availability of accelerated depreciation
allowances (where the allowable depreciation charge exceeds the
related charge in the financial statement) and of stock relief, and
the revaluation surpluses on fixed assets for which a tax charge

will arise if the gains are realised through disposal.[1] By

[1] Other 'timing differences' are attributable to:

(i) surpluses on the sale of fixed assets which are subject to
rollover relief;

(ii) ACT which cannot be recovered out of the current corporation
tax liability but which is carried forward to be recovered
out of future 'mainstream' corporation tax liabilities
can be deducted from the deferred tax provision in the
financial statement subject to certain restrictions;
short-term timing differences which arise from the partial use
of the cash basis for tax purposes amd the accruals basis in
financial statements; and
trading losses. Credit for the tax effects of a trading loss
should only be taken when the loss is utilised for tax purposes,
unless there is a credit balance on the deferred taxation
account at the time when the loss carry-forward arises. In
that case a part of the deferred tax balance should be released
to the profit and loss account to the extent of the notional
tax relief attributable to the loss, but not exceeding that
part of the deferred tax balance which represents tax on income
which can properly be offset against the loss for tax purposes.
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way of illustration, if a company takes advantage of accelerated
depreciation allowances on purchasing a machine and subsequently

sells the asset, a tax liability arises in respect of the asset if

it should be disposed of for more than its tax-written-down value

5L ¢ Deferred taxation arising from the operation of accelerated
depreciation allowances and stock relief is treated in a company's
financial statements by a 'transfer to deferred taxation' in the
profit and loss account at the time when the tax liability is deferred
(i.e. when the allowance is claimed), and a deferred tax liability is
shown in the balance sheet until the liability is fully written

off.[2)

29 There are, however, circumstances - quite apart from the
retrospective introduction of stock relief(3] - in which there will

be a credit to the deferred tax balance without any corresponding

transfer in the profit and loss account. The chief instance arises
on the revaluation of a fixed asset in a company's balance sheet
which has as its counterpart a revaluation surplus on the liabilities
side; 1in order to allow for a potential tax liability on disposal

of the asset, part of the revaluation surplus may be credited to the

deferred tax balance. The total liability to deferred tax may be

regarded as the government's 'equity stake' in a business, and the
tax accrual (including the transfer to deferred tax) as the return
on that stake. Accordingly, a post-tax real rate of return to the ﬂ
pr ivate eguity stake could be calculated from its pre-tax counterpart
by:

(i) the deduction of tax accruals (including transfers to deferred

tax balances) from pre-tax real equity profits; and

[1] The tax-written-down value is calculated by reference to the
statutory depreciation allowances in force and not to accelerated
depreciation allowances.

[2] In practice, of course, even if an asset is sold and the deferred
tax becomes payable, the total tax payable in that year may still ¥
be zero if capital allowances and stock relief are sufficient to
reduce taxable income to zero.

[3] When stock relief was introduced in November 1974 with
retrospective effect for companies with financial year-ends after
31 March 1973, companies transferred sums from current taxation
liabilities to deferred taxation reserves in their balance
sheets, without corresponding entries in their profit and loss
accounts.
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(i1) the deduction of deferred tax liabilities from the current cost

equity stake in trading assets.

30 However, published accounting data have been inappropriate for the
calculation of such a rate of return. Accounting provisions for tax
accruals([l] (including transfers to deferred tax balances) are
conceptually appropriate for the task. But the exclusion from the
published deferred tax provision of the full tax liability contingent
on the disposal of physical assets in excess of their tax-written-down
value (because assets have not been revalued in the balance sheet to
current cost) implies that a measure of the post-tax return calculated
us ing those provisions as published will understate the 'true’
injection of government capital into the business. This contingent
tax liability was calculated by Flemming et al. (1976) as the tax
which would be payable if a company disposed of its assets at their
current replacement value.[2] Estimates which take account of
contingent tax liabilities calculated in this way are presented below
as post-tax real rates of return to the equity stake on a 'disposal
basis'; these rates of return are derived as if the assets of the
business were sold at replacement cost at the end of each accounting
period, and repurchased at the start of the next accounting period.
This rate of return is probably better calculated with a 'natural’,

L rather than with an SSAP 16, gearing adjustment because the conceptual

basis of that adjustment and the treatment of taxation outlined above

[1] The estimates of tax accruals in the BM sample of accounts
include current UK and overseas tax, prior-year tax adjustments
and transfers to deferred tax balances; aspects of the treatment
of the latter item are dealt with in the text. Pr ior-year
adjustments should, on certain grounds, be allocated to the

‘ year's earninas to which they relate but, in practice, the

[} sums involved are sufficiently small not to compromise the

;} estimates presented here. Capital receipts (for instance,

investment and regional grants) are added back to equity profits,

1 thus preserving a symmetrical treatment between periods when
investment grants have, and have not, represented a part of

i

the government-financed inducement to invest. The published
tax accrual includes shareholders' imputed basic rate income
tax prior to 1967 and from 1973. In the interim, an estimate of

the (basic rate) income tax due on dividends has been added to
the published tax accrual.

[2] That article was based on national accounts, rather than company
accounts, data.

T
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appear to be more consistent in that they attempt to measure accruing
income and accruing changes in the govermment's 'equity stake',

respectively.

31 Such a treatment of deferred taxation is radically different from
that suggested in SSAP 15. Even prior to its publication, some
companies had not accounted for deferred tax in circumstances where
assets were unlikely to be disposed of, and/or where it was unlikely
that the value of stocks would be reduced, and/or where the existence
of a continuing capital spending programme were likely to imply the
indefinite postponement of any deferred tax liability; that is,
those companies were, in general, making provision for likely, rather
than potential, future tax liabilities. Such accounting practices
were not, however, standard during the per iod of this study. For
that period the BM data cannot be used to generate likely deferred
tax liabilities and, therefore, to derive a post-tax rate of return
in accordance with the principles of SSAP 15. Many companies have
reduced substantially their deferred tax balances since the publication
of SSAP 15, and it seems likely that a post-tax return calculated

in accordance with paragraph 29,(1] but with both transfers to
deferred tax balances, and those balances themselves, constrained to
zero (i.e. assuming that no deferred tax liabilities are likely to be
ultimately payable), would correspond more closely to the principles
of SSAP 15 than a measure which took full account of the deferred tax
accounting adopted by the BM sample; for convenience, such a measure
is called a post-tax real rate of return to the equity stake on a
'going concern basis'. (It differs from a pre-tax real return to
equity only in that tax paid,[2] allocated to the year in which the
liability 'accrues', is deducted from the profit figure.) The
conceptual basis of this adjustment for tax is probably more consistent
with an SSAP 16, than with a 'natural', gearing adjustment in that
the former includes realised gains in income, and the 'going concern'
treatment of taxation approximates the government's 'equity stake' in

the business by likely, rather than potential, future tax liabilities.

[1] See the last sentence thereof.

(2] Including shareholders' imputed basic rate income tax prior to
1967 and from 1973, and an estimate of the (basic rate) income
tax due on dividends during the interim (as outlined in page 27,
footnote 1).
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32 Post-tax real returns to the equity stake on both the disposal and
going concern bases (using either form of the gearing adjustment)
have been on a downward trend during the period of this study for
the entire sample of manufacturing, distribution and service companies

(Table J). Returns on a disposal basis with a 'natural' gearing

Table J

Post-tax real rates of return on the equity stake in trading
assets, and deferred tax balances: the entire BM sample
PeENcenit

Disposal Going concern Deferred tax
basis tax basis tax balances[a] as
treatment treatment percentage of
'Natural' SSAP 16 'Natural' SSAP 16 pre-tax current
gearing gearing gearing gearing cost equity stake
adjustment adjustment adjustment adjustment in trading assets
(1) (ii) (iii) (iv) (v)

1961-65 7.6 0 7o 6.8 358

1966-69 (50,5 507 6.4 507 2.4

1970-73 6.4 4.7 6.8 D6 10.0

1974-77 2.9 =05 7 4.7 2.0 24.9

[a] Published deferred tax balances, plus contingent tax liabilities
calculated on the assumption that all physical assets are
disposed of at current replacement cost.

adjustment have averaged 3% in the years 1974-77 as compared with

7 1/2% in 1961-65; on a going concern basis, with an SSAP 16

gearing adjustment, they averaged 2% in 1974-77 as compared with 7%
in 1961-65. Of these two preferred measures [columns (i) and (iv)
in Table J), returns on a disposal basis have generally exceeded
those on a going concern basis by about 1%;([1l] the tendency, in
practice, of returns with a 'natural' adjustment to exceed those with
an SSAP 16 adjustment (see paragraph 22) has more than offset the
greater incidence of tax during the 1970s on a disposal, than on a

going concern, basis [see columns (i) and (iii) in Table J]. The

[1] All estimates subsequently presented on a disposal basis
incorporate a 'natural' gearing adjustment, and those on a going
concern basis an SSAP 16 gearing adjustment (i.e. the bases
preferred on conceptual grounds in paragraphs 30 and 31).
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share of deferred tax balances (including the theoretical contingent

tax liability calculated as in paragraph 30) rose from under 4% in

the 1960s to 25% in the mid-1970s.

33 Post-tax returns have been consistently lower in manufacturing !
than in distribution and services, by about 5 1/2% on a disposal

basis and 4% on a going concern basis during the 1970s (Chart D).

The incidence of tax - as implied by the difference between the
corresponding measures of pre-tax and post-tax returns - appears to
have fallen on a going concern basis (though not on a disposal basis)
in manufacturing industry between the 1960s and 1970s, and to have
been a good deal lower in 1974-77 than previously on both going
concern and disposal bases in distribution and service industries.

The incidence of tax on both bases was clearly greater in distribution
and services than in manufacturing during the period to 1973, but has

been broadly similar in both groupings from that date.

34 Many of the features of the aggregate post-tax profitability
estimates are common to the other sectors covered by this paper

(Table K). The downward trend in aggregate post-tax returns is

Table K

Post-tax real rates of return on the equity stake in trading
assets in illustrative sectors

Per cent
Manufacturing Distribution
| and services
| of which: : of which:
Br icks,
Elec- pottery,
trical glass, \
engin- cement, | Miscellaneous
Total Tobacco eering Vehicles etc. Total | services
(i) Disposable basis (with a 'natural' gearing adjustment)
1961-65 6.6 6.8 Skl 3FE) 9.8 Ryl BEw//
1966-69 4.7 32 3.6 7.9 U 6.4 6.9
1970-73 564l 13.4 7l 3.8 8.8 9.6 )57/
1974-77 1.0 L0, 5 20ROV 1853 Vo 9.8
(ii) Going concern basis (with an SSAP 16 gearing adjustment)
1961-65 5.8 6.0 4.6 14.4 9.1 8.4l ‘ 750
1966-69 4.0 2/.16 o3 Tl 6198 557 ! 5516
1970-73 4.1 9558 6.8 8k3 9 883 ; (557
1974-77 ©,% 6185 4.1 -10.0 ©), 5 4.5 \ 1.9
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Chart D

Pre-tax and post-tax real rates of return on the equity stake in
trading assets: manufacturing, and distribution and services

Per cent
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widespread, but there are a number of sectors (such as drink, tobacco,
and leather, leather goods and fur) in which post-tax returns have
been, on average, higher on both disposal and going concern bases
during the 1970s than the 1960s. As many as thirteen sectors - all
in manufacturing - have experienced post-tax real losses (on a going
concern basis) during the 1970s, and these have been for a sustained
period of time in metal manufacture, shipbuilding and marine
engineering, vehicles, textiles and other manufacturing industries.

On the same going concern basis, post-tax returns have averaged in
excess of 7 1/2% in the tobacco, leather, leather goods, and fur, and

retail distribution industries.

S p—
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An econometric analysis of trends in profitability

35 This analysis of the factors determining trends in real
profitability follows, in principle, the approach of Jenkinson [in an
Appendix to Clark and Williams (1978)] (1] which is summarised below.
It is assumed that prices are set in accordance with a simplified
(historic) cost-plus pricing rule, in this case as a constant mark-up

on costs in the previous period:

Pt = (l+J)COSTt_1 (1)
where:
P = price per unit of output;
COST = labour and raw material costs per unit of output; and

1 = mark-up.

36 Gross trading profits, net of stock appreciation, per unit of

output can be expressed as:

Y*
t
(GTP SA)t t COSTt a(Y ) Pt (2)
=
where:

GTP = gross trading profits;

SA = stock appreciation; and

Ve : : A

e = potential output in relation to actual output.

37 The term Y*/Y represents the allocation of overheads (other than
depreciation), which are related to the potential rather than the actual
level of output, to each unit of actual output; that is, it captures
the effect of the level of capacity utilisation on profitability.

| Dividing by P, and substituting from equation 1 gives:

x t
\ e *
‘ GTP-SA _ I i }_df_tl (3)
\ +
P t 1+ §05Tt_lJ "
\ COST.
| e (4)
{ = 1= PP -a_R
ol et e

1 where RCU = capacity utilisation (expressed as a reciprocal).

[1])] A development, incorporating the role of cost inflation, of an
analysis published by Feldstein and Summers (1977).
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38 Equation 4 yields an equation for a share of profits, net of stock
appreciation, in income, and Clark and Williams (1978) presented
results where, alternately, this, and a share of real profits in
income, [1)] were the dependent variables. It should also be noted
that the estimated equations included a time trend which may have
represented such factors as the effect of cumulative inflation over
the lives of assets on the underprovision for replacement cost
depreciation, [2]) increased foreign competition [Glyn and Sutcliffe

(1972), and Bacon and Eltis (1976)), a decline in the marginal

product of capital [Sargent (1968)), and a growth of union bargaining

power . The results reported on that occasion provided some support
for the approach of explaining trends in real profitability in terms
of changes in both cost inflation and capacity utilisation, and of
trend factors. The regression results presented in this paper
incorporate, of necessity, certain minor differences from the approach
in Clark and Williams (1978). First, those regressions used quarterly
data, and so it was implicitly assumed that prices respond with a lag
of one quarter to changes in costs, and that the stock/turnover

period was one quarter. However, BM data are only available

on an annual basis, and so the rather less realistic assumptions

of a lag in price-setting and a stock/turnover period of one

year have been imposed. (3] In addition, the sectoral

profitability estimates cover both UK and overseas activities, and

[1) Although the algebra does not yield a real profits share (that is,
taking account of the current valuation of depreciation) as
the dependent variable, such equations were estimated because
that article emphasised trends in real profitability. For the
same reason, the regression results presented in this paper are
ones in which pre-tax real rates of return on trading assets
are the dependent variables, though tests with more 'appropriate'
dependent variables were also under taken.
This particular justification is, of course, only valid when
the dependent variable is a measure of profitability which makes
allowance for the current cost of depreciation provisions.
There are differences of timing between the dependent and the
independent variables of the regressions. The measures of
profitability relate to accounting years, but the costs and
capacity utilisation data relate to calendar years. This may be
unimportant since about 70% of listed companies' accounting years
end in the fourth and first calendar quarters. The disaggregated
costs data are based on a weighted average of the unit labour costs
and buying prices of materials and fuel of each sector, where
the weights are taken from input-output tables. The estimates
of capacity utilisation are taken from a disaggregated study of
capacity utilisation by Panié (1978).




include operations in a range of industries (as defined at the S.I.C.
Order level), in the results for each sector because of the

allocation of diversified companies according to their principal
activity in the BM (see Appendix 3); on the other hand, the costs

and capacity utilisation terms cover only UK activities in specific
industries as defined in the S.I.C. In spite of the flawed nature of
the raw data, the specifications tested are likely, nevertheless, to

incorporate the most important determinants of profitability.

39 The econometric results of a relationship based on equation 4, with
pre-tax real returns on trading assets as the dependent variables, are
presented for manufacturing and for nine illustrative sectors (Table L)
for which satisfactory data could be obtained. The estimation
technique was ordinary least squares, and the availability of only
annual data for the period 1961-77 implies relatively few degrees of
freedom. The explanatory performance of these regressions is reasonably
good (with the exception of electrical engineering), and there is

little evidence of autocorrelation, except in the case of vehicles.

40 The prior expectation was that the coefficients would be
negative on the terms for both cost inflation (implying that an
acceleration of growth in costs reduces real profitability) and the
reciprocal of capacity utilisation (implying that real returns would
benefit from a rise in capacity utilisation). The coefficients on
the costs term are, in all cases, of the expected sign, and are
generally significant. However, the hypothesis of the relationship
between (the reciprocal of) capacity utilisation and profitability
is less clearly supported by the data; the coefficient is negative
in only seven of the ten equations and, even then, is generally
insignificant. The time trends are negative and significant in all
of the equations presented, except in that for electrical engineering.
The constant terms differ from unity, often significantly, in

all of the equations, perhaps reflecting some misspecification of

the underlying relationships.[1] These results provide some support

However, specifications incorporating a dependent variable which
is implied by the algebra above (that is, a share of historic
profits, net of stock appreciation, in income) and/or a constant
constrained to unity yield results which are, in all cases,

a good deal worse on statistical grounds than those in Table L.
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for the framework for explaining trends in real profitability which
has been considered here, and, in particular, suggest an important
role for changes in the growth of costs. A clear feature is the
better statistical performance of the equation for manufacturing
industry than of those for its components; this may reflect the
greater consistency of the industrial coverage of the dependent and
independent variables among a highly-aggregated grouping than among
the sectors, which are rather more bedevilled by the diversification

of companies allocated to each BM sector.

41 The equations shown in Table L were re-estimated over the period
1961-73 (Table M) - that is, prior to the sharp reduction in the real
return on trading assets - to test for the stability of the parameters,
though the very limited degrees of freedom of the equations estimated
over this shorter period imply that great caution should be attached
to these results. For manufacturing and the nine sectors, certain
broad features of the results are common to both estimation periods;
for instance, the coefficients on the time trend are generally
negative and significant over the period 1961-73, and the coefficients
on the costs term are negative (in all cases except metal goods not
elsewhere specified), though less often significant than over the
period 1961-77. A Chow test [l] for parameter stability - testing
the stability of the coefficients between the shorter and the longer
estimation period - was not rejected in eight of the ten equations at

the 5% level (Table M).

42 Bearing in mind that these regression results are no more than

illustrative, it is nevertheless interesting to note that an ex post

forecasting exercise using the coefficients of an equation estimated
over the period 1961-73 predicted the fall in the real return on the
trading assets of manufacturing industry between 1973 and 1975 very
well, though the subsequent recovery was underpredicted (see Chart E,
which also gives the tracking record of the equation over the

period 1961-73). A corresponding exercise was carried out for

each of the nine sectors. The sharp fall in the real profitability of
each sub-sector in the mid-1970s (and, indeed, the real losses of

metal manufacture, vehicles and textiles) were predicted by the

[1] See Chow (1960) .
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equations estimated over the period 1961-73. A recovery in the real
profitability of each sub-sector (except food, and paper, printing and

publishing) from 1975 was predicted, though generally underestimated.

43 The twin factors of a sharper growth in costs and a fall in
capacity utilisation seem able - on the basis of the equation
estimated over the period 1961~77 - to explain a large part of the
fall in the real return on trading assets in manufacturing from 7% in
LE7/E) e@ 20 oy 1975 The equation 'tracks' this period very well
and, within its framework, attributes about 65% of the fall to the
cost term and about 20% to the capacity utilisation term. The
equation is less successful in explaining the subsequent recovery of
profitability to 6% in 1977. The cost term is estimated to have
increased profitability by around 2 1/2%, reflecting an easing of
cost pressures; but some further fall in capacity utilisation and
the continued depressing effect of secular factors are estimated to

have partly offset this.

44 Chart F illustrates the acceleration of cost pressures in
manufacturing industry in the 1970s. The sharp acceleration in 1973
and 1974 was initially a reflection of faster growth in raw materials

costs (Table N). Its subsequent impact on wage bargaining

Table N

Growth of costs in manufacturing industry 1970-77

Per cent

Unit labour Raw material
costs costs




Chart E

Explanatory and forecasting performance of an equation for the
real profitability of manufacturing(a]

- - -lInside sample eslimate
o Forecast

=ern

[a] Based on an equation estimated over the period 1961-73, as presented
in Table M.
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Chart F

Growth of costs and capacity utilisation: manufacturing[a]

Growth of costs

Capccidyutilisation

[ FS0 B[]

64 ©& 68 70 72

[a) Estimates for the 1970s are shown in Table N.




contr ibuted to a continuation of rapid cost inflation in 1975 in
spite of the sharp deceleration of raw materials costs. Cost
pressures in the mid-1970s coincided with - indeed partly contributed
to - a fall of 12% in capacity utilisation between 1973 and 1975.

The acceleration of cost inflation and fall in capacity utilisation
in the mid-1970s were common to each of the nine sectors for which

regression results are presented, though there were differences in

both the timing and the strength of these developments (Appendix 4,

Table 4).




Appendix 1

The inflation-adjustment of company accounts[l]

45 The inflation-adjustment of companies' published accounts[2]
involves the estimation of:
(i) a current valuation of net fixed assets;
(ii) a current valuation of depreciation;
(iii) stock appreciation;
(iv) a monetary working capital adjustment; and

(v) a gearing adjustment.

46 A current valuation of net fixed assets is obtained as the
difference between the current valuations of gross fixed assets and
cumulative depreciation. Calculation of a current valuation of
gross fixed assets in year t requires that the value of assets

dating from each previous year (t-k) should be adjusted from historic
cost to current prices,[3] which is here accomplished by applying an
estimated price change derived from fixed asset price indices produced
by the Central Statistical Office. As a preliminary, however, it is
necessary to determine the portion of the historic value of gross
fixed assets in any particular year which is attributable to assets
acquired in each previous year.

47 Suppose investment of £a takes place in year (t-k). This will

t-k ,0
typically be composed of assets with different (accounting) lives. The
gross value (at historic cost) of the assets installed in year (t-k)
which remain on the balance sheet in subsequent years will therefore

decline as each component is written off until by, say, year (t-k+n)

Alastair Clark contributed particularly to developing and
programming the technique of inflation-adjustment used in this
paper.
In practice, the published accounts of many companies seem, during
the period of this study, to have incorporated a partial adjustment
of net fixed assets and depreciation from a historic to a current
valuation; hence the difference between recorded and 'true'
historic cost rates of return referred to on page 7, footnote 2.
It will be readily seen that 'true' historic cost estimates are a
product of the method of inflation-adjustment outlined below.
But, for reasons outlined in paragraph 59, such a process of
revaluation cannot be applied directly to the figures recorded in
company accounts.
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all have been wr itten off. (Note that n is not necessarily the
same for the assets installed in different years.) For example,

in the matr ix below, Eat ooy represents the gross value (at

— I,
year t-n prices) of assets dating from year (t-n) still on the
balance sheet at the end of year (t-n+4). In practice, Eat e
Ry

is unlikely to be very different from Eat Y for small values of
Ry

i because few assets will be written off in the first few years.

Matrix A
At historic cost

Years t-n TR M e

at—n,l t-n,2 at-n,4 at—n,n(=o)

it L B Lol 8¢ -n+1,3 Zt-n+l,n-1

a a
t-n+2,0 at—n+2,2 t-n+2,n-2

Bnd 3, T | etk 3D

a
%t-n+4,0...%t-n+4,n-4

e

48 A method is now required for estimating the way in which the gross
(historic) value of assets dating from each year declines over

time. Total write-offs in a given year can be derived as the
difference between the annual depreciation provision in the year and
the change in cumulative depreciation from beginning to end-vear.

It has been assumed here that the total should be allocated to assets
of different vintages in proportion to the value in the opening

balance sheet of cumulative depreciation on assets of each vintage.
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At best, this is a rough approximation; in particular, it is likely
to imply that too high a proportion of the assets written off are

of recent vintage. Whatever the rule adopted, once the allocation

is made then it is possible to derive each column of the matrix from

the immediately preceding one.

49 1In calculating the price changes appropriate to assets of each
vintage, the asset compositions of investment in each year - so far

as they are represented by the conventional distinction in the

national accounts between 'plant and machinery', 'vehicles, ships and
aircraft' and 'new buildings and works' - have been taken into account.
For a particular industry's total investment, the asset composition

can be determined from national accounts data, and the same

proportions have been assumed for investment by the BM companies

assigned to the industry. These proportions, which typically vary
from year to year, have been used to weight together price indices
(in many cases specific to a particular industry or group of closely
related industries) for the three categories of asset. This leads
to a series of indices, specific to both industry and vintage, with
which to adjust gross assets - and, as noted in paragraph 51,

cumulative depreciation - to current prices.

50 Ideally, the matrix would begin with the year of acquisition of
the oldest assets still on the balance sheet in the first year for
which inflation-adjusted accounts have been constructed (1961 in this
instance). In practice, neither BM data nor suitable information on
the prices of fixed assets are available before 1948, A price
change (here 50%) must therefore be assumed between the 'average'
date of installation of the gross capital stock on the balance sheet
in 1948, and end-1948. The effect of this arbitrary assumption on
the calculated real rate of return will clearly become less important
as the proportion of old assets on the balance sheet declines. (By
1961, for example, the proportion of pre-1949 assets, measured at
current cost, is estimated to have fallen to about one third for the

sample as a whole.)

51 The fixed assets required each year will be depreciated over
their (accounting) lives; and the total of depreciation provisions
made on assets still on the balance sheet - 'cumulative depreciation'
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- clearly relates to assets of different vintages. As in the case

of gross fixed assets, the age composition must be determined before

a current valuation can be derived, and much the same method can be
used. During year t, cumulative depreciation attributable to assets
of a particular vintage (t-k) will be increased by the component of
year t depreciation, and reduced by the component of year t write-offs,
attr ibutable to assets acquired in year t-k. Write-offs have again
been allocated to assets of different vintages in the way set out
above, i.e. according to the age compositon of cumulative depreciation
(at historic cost) in the opening balance sheet; while current-year
depreciation has been assigned according to the age composition of
historic cost net fixed assets. The price indices used to convert
the vintage components of cumulative depreciation to current prices

are the same as those used for gross fixed assets.

52 A current valuation of the annual depreciation charge is easily
calculated once the age compositon of the charge has been established,
as indicated above. Because depreciation notionally arises through
the year, the price indices used for the conversion differ slightly
from those applied to the beginning and end-year stocks; but they

have been constructed along the same lines.

53 Of the adjustments mentioned at the start of this appendix, it
remains to calcul ate stock appreciation, the monetary working capital
adjustment and, for returns to the equity interest, a gearing

adjustment.

54 Stock appreciation has been calculated as the residual between

the change in the book value of stocks and the current value of

the physical change in stocks, the latter being taken as the difference
between opening and closing book values when both are converted

to mid-year prices. Price indices which are specific both to the
stocks held by each industry (or group of closely related industries)
and to the average accounting year of companies allocated to each

BiM industry have been used.

55 The monetary working capital adjustment is readily calculated by

applying the percentage change in a 'general' price index to the

companies' net trade credit position, adding the result to profits if
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there is a net receipt of credit and subtracting it if there is a net
extension of credit. The calculation has been based on the change

in the retail price index between successive Decembers. (1]

56 Both 'natural' and SSAP 16 gearing adjustments are calculated and
the result is credited to equity profits. The 'natural' adjustment
is derived as the change in the real value of net debt at a time of
changing prices;[2] while the SSAP 16 adjustment is calculated as the
geared portion[3] of both stock appreciation, and of the adjustments
to depreciation (from a historic to a current valuation) and monetary

working capital.

57 The adjustments described above would be necessary irrespective
of the source of company accounting information. In addition,
however, certain adjustments are required because of two specific
characteristics of the BM sample. Though confined to a fixed group
of companies for periods of about five years, the BM sample does
change slightly over time because of mergers, acquisitions,
bankruptcies, etc. so that, for example, the value of gross fixed
assets in the opening balance sheet of one year is not in general the
same as in the closing balance sheet of the previous year. In
addition, the data do not distinguish within the total of gross fixed

assets those which have been revalued.

58 The discontinuities in balance sheet totals do not present much
difficulty when the objective is to calculate a series of ratios

(e.g. rates of return, gearing, etc.), which are scale-free. At

Thus incorporating a timing difference as compared with the
price indices used to calculate stock appreciation which were
based on the 'average' accounting year of companies allocated
to each industry. In practice, companies' accounting years -
with about 70% of listed companies' accounting years ending in
the fourth and first calendar quarters - are such that the
method adopted is not thought to invalidate the resulting
estimates.

Based on the same price index as in the calculation of the
monetary working capital adjustment.

That is, net debt (net monetary liabilities as defined in
Appendix 2) as a percentage of the current valuation of trading
assets (net tangible fixed assets, stocks and net trade credit
extended) .




each discontinuity, for example in the case of gross fixed assets,
the procedure has been simply to scale the calculated components

attr ibuted to each vintage, and the calculated total, by the ratio of
the 'recorded' totals. The same procedure has been used for

cumul ative depreciation.

59 The conversion to current prices cannot be based directly on the
recorded figures (i.e. the BM data) because these include,
indistinguishably, the effects of asset revaluations. It is clearly
invalid to apply fixed asset price indices if the 'historic data' do
not, in fact, reflect historic costs. For stocks of fixed assets
and cumulative depreciation, revaluation effects can, in principle,
be eliminated by deriving series of calculated figures as
accumulations of flows, albeit with adjustments for changes in
coverage between years. But it must be supposed that the recorded
flows of depreciation and write-offs themselves reflect revaluations
in previous years; and first, therefore, an attempt must be made to
adjust these flows to reflect 'true' historic costs. As a
preliminary, total revaluations during a particular year have been
derived as the change over the year in recorded gross fixed assets
less the difference between fixed investment and 'recorded’
write-offs. It has then been assumed that this total is attributable
to gross fixed assets of each vintage in proportion to the cash
amounts of the differences between 'true' historic cost and current
valuations (in the closing balance sheet) of gross fixed assets of
the vintage. For each vintage, a tally is kept, year by year, of
the proportion of the recorded value of gross fixed assets

attributable to revaluation; and, in each year, the calculated

components of depreciation and write-offs attributed to the vintage

have been scaled down by the revaluation proportion derived from the

previous end-year.




Appendix 2

Technical definitions

60 This appendix sets out the definitions of rates of return presented
in this article. The der ivation of the inflation-adjusted items was

described in Appendix 1.

Pre-tax recorded rate of return on trading assets

[ GTPR-DPRB E 100J "

NFAB+STKB+NTCE

gross trading profits (less charges for the hire
of plant and machinery) ;
DPRB depreciation at book value;
NFAB net tangible fixed assets at book value;
STKB stocks and work-in-progress at book value; and
NTCE net trade credit extended.[1)
(All balance sheet items are expressed as an average of the

beginning and end-year totals.)

Pre-tax recorded rate of return on the equity stake in trading assets

GTPR-DPRB-INTN
x 100 %
NFAB+STKB+NTCE-NTML i

net interest payments;[2]) and

net monetary liabilities.

DHFC [BOVD+S TLN+DVID+CRTX+LTLN+PRSH)
[IBGS+ILAL+TXRC+TRBL+CASH]

bank overdrafts and loans;
short-term loans;
dividends and interest due;

CRTX current taxation;

[1) That is, net of trade credit received.
[2) That is, net of interest receipts.




long-termn loans;

preference shares;

investments: British government securities;
investments: local authority loans;

tax reserve certificates/deposit accounts;
Treasury bills; and

cash, etc.

NFAR+STKB+NTCE
NFAR+STKB+NTCE+GDWL+IUSB+IBGS+ILAL+IOLS+IULS+TXRC+TRBL+CASH

debt hypothecation factor; (1)

net tangible fixed assets at replacement cost;
goodwill;

investment in unconsolidated subsidiaries;
investments: other listed securities; and

investments: unlisted securities.

Pre-tax real rate of return on trading assets

GTPR-DPRR~-STAP-MWCA
NFAR+STKB [2] +NTCE

IOO] 3

depreciation at replacement cost;
stock appreciation; and

monetary working capital adjustment.

[1] It is assumed that gross debt finances tradina and non-trading

assets in proportion to their respective magnitudes; that is, a
'neutral' assumption about the hypothecation of debt has been

used. Cons istently, therefore, gross interest payments have

been scaled by the debt hypothecation factor in the calculation of
net interest payments. There is a case for applying different debt
hypothecation factors - based, alternately, on recorded and current
valuations of trading assets - in the calculation of recorded and
real equity profitability. It can be seen that, as an approximation,
debt hypothecation factors based on current valuations of trading
assets have been used in both sets of calculations.

Measured at book value, rather than at replacement cost, to preserve
an element of consistency with national accounts estimates of
profitability. The two valuations do not differ significantly, even
at times of rapid inflation, because of the rapid turnover of stocks.




Pre-tax rate of return on the equity stake in trading assets
(*natural®' and SSAP 16)

GTPR-DPRR-STAP-MWCA-INTN+GRAJ
NFAR+S TKB+NTCE-NTML

1oo] 3

where GRAJ = gearing adjustment (alternately, ‘'natural' and SSAP 16).

Post-tax real rate of return on the equity stake in trading assets

(i) Disposal basis

-GTPR—DPRR—STAP—MWCA—INTN+GRAJ—TXAC—TRDT ERORCR! 1001 %
NFAR+STKB+NTCE-NTML-DFRT s

where:

TXAC = tax accruals (excluding transfers to deferred taxation)
i.e. UKTX+OVTX+PYTA+ITDV

where:
current UK taxation;
OVTX overseas taxation;
PYTA prior year tax adjustments;
ITDV income tax on dividends
TRDT transfer to deferred taxation;
OTCR = other capital receipts; and

DFRT deferred taxation, calculated as published provisions
plus [c. (NFAR-NFAB) ]

where:
c = rate of corporation tax on retained earnings.
TRDT and published deferred tax provisions are constrained to zero until

1968, [1] and based on the available accounting data for the period 1969-77.

(ii) Going concern basis

As disposal basis, except TRDT and DFRT are zero for the whole period
1961-77.

[1] These items are constrained on the grounds that deferred tax
provisions are an unknown, and probably small, part of the
‘future tax reserves' item of the BM sample prior to 1969.

(The major part of future tax reserves comprises corporation

tax and income tax due on 1 January of the fiscal year

following the companies' balance sheet dates.) An extension

of calculations made in Flemming et al. (1976), page 47, suggests
that the major part of companies' deferred tax liability prior to
1969 has been taken account of in these estimates by the
calculation of the contingent tax liability on assets if they
should be sold at their current replacement value.




Appendix 3

The Business Monitor sample of company accounts|1]

61 The estimates of profitability in this article are based on the
published accounts of more than 1,000 large listed companies, as

presented in the Department of Industry's Business Monitor MA3:

Company Finance. The present size criteria for inclusion in the

sample are net assets of at least £5 million or gross income of at
least £500,000 in 1973. An earlier article(2] indicated a number of
reasons for interpreting profitability estimates derived from this
source - on that occasion, at the aggregate level - with caution, and
it may be useful to reiterate them. First, the financial behaviour
and performance of the relatively large companies within the BM
sample - although covering about 60% of gross fixed assets and
investment in the case of manufacturing industry, but rather less

in distribution and services - may not be wholly representative of
the company sector as a whole. Second, the sample excludes companies
operating 'mainly' overseas, but a significant element of overseas
activity nevertheless remains in the sample from the overseas
branches and subsidiar ies of companies operating principally in the
United Kingdom. In addition, the sample excludes the UK activities
of companies operating 'mainly' overseas, which, in some cases, are
very substantial. Third, the profitability estimates presented in
this article for a given calendar year relate to accounting years
ending between 6 April of that year and 5 April of the following
year. In practice, however, this qualif ication is not of great
importance because about 70% of listed companies' accounting years

end in the fourth and first calendar quarters.[3]

This appendix is based on one published in Williams (1979), page
Clark and Williams (1978).

The fixed asset and retail price indices used in certain of the
inflation-adjustments are based on calendar, rather than
accounting, years. Such timing points have been more important
in recent years, when the rate of inflation has been high and
changing rapidly, though the stock price indices, which are
specific to each sector, reflect the average accounting years

of companies in each sector.




62 The interpretation of the disaggregated profitability estimates
presented in this paper requires rather more caution than is the

case with aggregate profitability estimates. Companies within the

BM sample have been allocated to industries according to their
principal activity but, with many diversified companies included
within the sample, any one industry as presented in the BM inevitably
includes some activities which do not rightfully belong therein, and
excludes some which do.[l)] There are, of course, differences between
industr ial sectors in the extent to which the results are compromised
by the diversification of companies, and by the inclusion only of
large listed companies operating 'mainly' in the United Kingdom.

The results presented in this paper for some (especially the smaller)
sectors will be heavily influenced by the performance of individual

companies.

[1)] This difficulty is mitigated to some extent by the exclusion of
the most highly diversified companies from the individual
sectors considered in this paper.




Appendix 4

63 Tables 1 to 3 (pages 55-77) give estimates of pre-tax
profitability, the capital gearing of trading assets, and post-tax
real profitability, respectively, for the BM sample of manufacturing,
distribution and service companies and the following disaggregation

thereof.

64 Manufacturing industry comprises:
(i) food;
(ii) drink;
(ii1) tobacco;
(iv) chemicals and allied industries;
(v) metal manufacture;
(vi) non-electrical engineering;
(vii) electrical engineering;
(viii) shipbuilding and marine engineering;
(ix) vehicles;
(x) metal goods not elsewhere specified;
(xi) textiles;
(xii) leather, leather goods and fur;
(xiii) clothing and footwear;
(xiv) bricks, pottery, glass, cement, etc.;
(xv) timber, furniture, etc.;
(xvi) paper, printing and publishing; and

(xvii) other manufacturing industries.

65 Distribution and service industries comprise:
(i) construction;
(ii) transport and communication (excluding shipping) ;
(iii) wholesale distribution;
(iv) retail distr ibution; and

(v) miscellaneous services.

66 Table 4 (pages 78-9) gives estimates of the growth of costs and

capacity utilisation in manufacturing industry and nine illustrative

sectors.




Table 1

Pre-tax profitability

Manufacturing, distribution and services

Per cent

Recorded rates of Real rates of return
return

Tr ading Equi ty Trading Equity Equity

assets assets (*natural’ (SSAP 16
gearing gear ing
adjustment) adjustment)

1961 113158 14.1 1365
1962 125585 112350 12.6
1963 IS 8l 153)535) 13.4
1964 1L5),0) 15.6 14.9
1965 LAY S 185:552 14.5
1966 L o 1L L2157/ 3
1967 L2065 E) 183739 1365
1968 14.5 15159 14.7
1969 14.0 14.7 1831549
1970 12.4 81§39 10.2
1971 13.6 12.6 11.0
1972 16.0 15.0 835282
189/7.3 18.2 12.4 BI85
1974 16.8

1975 15.4

1976 18.6
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Pelscent
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Table 1 (continued)

Food
Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trad ing Equity Equity

assets assets ('"natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

1961 13.9 L7 o2 1461585
1962 14.0 16.9 16.6
1963 13.2 L5 67 15.8
1964 L3 6% 17.6 16.5
1965 113518 17.4 16.4
1966 LS 8] 13.4 13.0
1967 10.9 13.4 13.2
1968 14.5 IL3a 3
1969 .
1970
LS
1972
18973
1974
1975
1976
1977
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Dr ink
Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ('*natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

1821582 11.4
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Table 1 (continued)

Tobacco
Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ('natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

1961 32182 11759
1962 266 e
1963 13.6 15 L C)
1964 13.56 19185
1965 13.8 19.4
1966 L2} 3] 18.4
1967 88359 L7/ o7/
1968 16.0 200 1L
1969 510 20.8
1970 51589 21.6 20.1 812
1971 17.5 213738 22.0 e 7
1972 L5 213%5 20.1 17.4
1895/3 22.6 372 382 2002
1974 17.0 24.7 6.1 3.4
1975 20.8 805 14.4 822
1976 21289 31.6 22.2 L7/ o
L9717 21.6 28.0 18.6 15.7

1L/ L 155 3]
157/ 16.5
14.0 1LE) 5 L
IC) L L7 6L
14.2 14.1
1i51%8 14.8
11554 551
13154 13156
17.8 875502

—
. . L]

—

— =
o o

N WO QO ®®E WEO
L]
(G, V<RGN SRV R0 o IR~ il g

—
.

=
w N
O

Chemicals and allied industries

Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equity
assets assets (*natural’ (SSAP 16
gearing gear ing
adjustment) adjustment)

-

153858 12.4
15208© HSIES
1175 2] 15298588
IESIS 14.6
14.6 1886
12.0 151553
10.9
11.4
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Table 1 (continued)

Metal manufacture

Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equity

assets assets (*natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

11.0

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
ILOT/L
1972
1973 21.4
1974 . 19.4
ILCI7/5) 12.0 112} 57
1976 14.4 16.8
S 777/ 13.8 LS5 7
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Non-electrical engineering

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ("natural’ (SSAP 16
gear ing gear ing
adjustment) adjustment)

152516 12598
10.4 10.4
LGl 1L 50
1Ll @) 10.6
10.8 HO)55)
10.0
10.9
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Table 1 (continued)

Electrical engineering

Per cent

Recorded rates of Real rates of return
return

Trading Equity Tr ading Equity Equity

assets assets ('natural’ (SSAP 16
gearing gear ing
adjustment) adjustment)

9.6 Sl
1824587, 11.8
18.3 17.7

9.6 10.2
L2 6L 11.8
11.9 11.8
12.4 11753
13.8 18328
IL25 5) 12.9
SRt 13.6
16.0 14.2
19 57 18.8
14.4 14.2
10.0 8.3
10.0 7.4
L=y S 2 12.7
13.8 13.6

1961 10.9 L2 57/
1962 1S9 14.1
1963 15.8 157
1964 5152 18.4
1965 13.6 16.3
1966 12.8 15.6
1967 11.7 14.5
1968 13.7 17.8
1969 14.2 18.4
1970 14.2 18.5
ILO7IL 150t ILE1 S 5)
1972 1891589 24.5
1L0)7/3) 21.8 74515 3)
1974 18.8 21.6
1975 1955 21.9
1976 24.9 20
1977 24.8 25.6
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Shipbuilding and marine engineering

Per cent

Recorded rates of Real rates of return
return

Trading Equity Tr ading Equity Equity

assets assets ("natural' (SSaP 16
gearing gearing
adjustment) adjustment)
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Table 1 (continued)

Vehicles

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets (*natural’ (SSAP 16
gear ing gearing
adjustment) adjustment)

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
L7/l
1972
1973
1974
1975
1976
1977

IL1LS) 15.0 14.3
L1 ©) 12.8 12.6
W77 18.9 106 8
2 16.4 1156
18.4 19.8 1891592
155152 16.2 15.8
10.8 1LILLE) ILILG 5)
16.7 18.8 17.2
14.4 13.6
4.4 0.4
13.4
L1k 2
14.2

1.2
=813
15.6
11.9
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Metal goods not elsewhere specified

Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equity

assets assets ('natural'’ (SSAP 16
gear ing gearing
adjustment) adjustment)

1’51532 14.9
14.1 14.0
14.7 14.6
IL55515) 15.2
14.8 14.5
LSS 12.9
ILZ 5L 524539
L5 2 10.7
LILs 7 11.4
12.1 LI}
L7 2 10.
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Table 1 (continued)

Textiles
Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equi ty

assets assets ("natural’ (SsaP 16
gearing gear ing
adjustment) adjustment)

1961 765 14.0
1962 10.5 11.8
1963 12.4 14.2
1964 L6 5) 15.8
1965 14.0 16.6
1966 1FIE8 L35 U
1967 1S53 136
1968 14.2 17.7
1969 12052 15.4
1970 1L ©) IL2is 2)
1971 2052, 14.9
1972 E5rER9 IE) 6 5
1973 20.4 25.0
1974 17.0 19.6
1975 CoS 9.8
1976 15.0 L7/ 57
1977 13.9 16.0

—

11.8 ILiL5e)
€55 R
9.8 10.0

14.4 13.4

1LE 5 6) 12.8

L1 5 10.9

11.8 LGS

L3 652 L7l 57
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Leather, leather goods and fur

Per cent

Recorded rates of Real rates of return
return

Tr ading Equi ty Trading Equi ty Equi ty
assets assets (*natural' (SSaP 16
gearing gearing
adjustment) adjustment)

9.1 Yol
s 6.6
1Ll 5] 11.6
11.6

10.1

9IN2

10.0

11.9

12.2

L7 572

15.6

10.8

25719

2058

13.3

8.8

14.4
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Table 1 (continued)

Clothing and footwear

PerNcent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equity

assets assets (*natural’ (SsSAP 16
gear ing gearing
adjustment) adjustment)

1961 18.6 22.7 20.7 19.8
1962 14.3 L7/ 52 19.6 18.9
1963 12.3 14.7 16.2 16.3
1964 14.4 L7/ 5L 20.5 19.3
1965 14.0 L7 57 2l.1 19.5
1966 LG 14.8 22452 20.1
1967 12.1 ILS) o7, 27.4 250 5)
1968 1312 16.7 25.3 23.6
1969 12.8 16.5 25.7 23.6
1970 LS/ 14.5 19.6 17.0
1971 14.0 e o2 23.6 20.3
1972 14.1 17.6 21.8 20.8
1973 14.1 16.9 20.3

1974 11.2 1187 13.5

1975 10. 2 10.5 14.2

1976 10.4 10.6 6.3

LSO 7T 10. 4 oL 5 5.4

Bricks, pottery, glass, cement, etc.

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ('natural’ (SsaP 16
gear ing gearing
adjustment) adjustment)

16.5 16.3
LGSl 15.0
16.1 16.1
18953 18.8
17.1 16.7
14.6 14.1
15.4 15.2
16.2 14.9
12.9 11.9
13.4 11.4
12.2 1se I
16.2 15.0
15.2 13.5

N
.

N e
. 5
N U O WVWO®O SNW




Table 1 (continued)

Timber, furniture, etc.

Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equity

assets assets ('natural’ (SSAP 16
gear ing gearing
adjustment) adjustment)

1961 12.3 14.2 12.4 LIk 5)
1962 9.8 10.8 O 7 SN2
1963 LG 137 12.2 L2250
1964 14.5 18.1 14.9 14.4
1965 14.1 L7 8) 16.2 15152
1966 LG ILEle 7 11234 3] 12.3
1967 12.4 14.6 14.0 L85 5
1968 13.8 16.9 1827589 12.2
1969 (191835 13.8 2y 5
1970 LS 7/ 14.0 Dol
1971 17.3 2357 17.7
1972 29.6 42.9 28.9
ILE)7/3) 30. 4 42.6 12.1
1974 L7 58] 19559 LS 72
1975 18.5 230557, 19.4
1976 211518 7568 7] 6.4
IO 18.4 235539 12.4
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Paper, printing and publishing

Per cent

Recorded rates of Real rates of return
return

Tr ad ing Equity Trading Equi ty Equity
assets assets (‘natural'’ (SSAP 16
gearing gearing
adjustment) adjustment)

14.4 13.8
13.4 WSk
L3357 15y L
14.5 13.8
15.0 14.2
12.9 1820588
L2 72 LIS
14.4 13.0
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Table 1 (continued)

Other manufacturing industries

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets (‘natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

12 3 11.4
LG 3 @239
L26C L2 6 7)
851585 14.4
1837282 182730
182782 11.4
18756 12.8
14.3

1961 L2 3] 15.0
1962 Lk, 3] 14.0
1963 [1$27999 16.4
1964 14.6 18.6
19165 5352 16.4
1966 12.1 14.9
1967 12.1 14.8
1968 13 5 17.4
1969 L, 5 14.9
1970 11.8 1565
L7 12.9 W7 o2
1972 25 E 16.7
O3 L3 5 3] 16.5
1974 14.9 11765
1975 14.2 16.7
1976 18.0 20958
LE77 14.3 16.6

= =
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Distribution and services

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ('natural’ (SSAP 16
gear ing gear ing
adjustment) adjustment)

17.0 16.2
16.9 16.5
16.6 16.4
17.4 16.7
L7 3 16.5
16.1 15.5
16.2 15 5 C)
17.6 16.4
16.6 15.8
16.8 15.0
18.9 16.5
20. 2 18.7
16.5 15.3
L7257

550

11.9

11.5




Table 1 (continued)

Construction

Per cent

Recorded rates of Real rates of return
return

Trading Equity Trading Equity Equi ty

assets assets ("natural' (SsaP 16
gearing gear ing
adjustment) adjustment)

1961 14.4 15422 16.5 185002
1962 14.9 15757, 16.9 16.3
1963 1558 1) 5(0) 17.3 17.0
1964 18.4 20.0 18.0 L7/ 55)
1965 L7 o6 19.4 17.0 16.5
1966 14.1 1SfCL: 13.2 12.8
1967 1557/ 18572 5889 16.0
1968 14.6 17.7 619 L5 63
1969 14.6 18.1 14.3
1970 1i8y8 17.3 11.3
1971 6 20.7 15.4
1972 IC) L) 26.1 14.2
1973 IC) (9 2151515

1974 16.1 181515

IS 775 17/ (0 18.8

1976 20.2 2213

1977 18.6 11957

Transport and communication (excluding shipping)

Per cent

Recorded rates of Real rates of return
return

Tr ad ing Equity Trading Equity Equi ty
assets assets ('natural’ (SsSaP 16
gearing gearing
adjustment) adjustment)

8.6 8.3
10.0 10.0
Lt 3 11.3
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Table 1 (continued)

Wholesale distribution

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity

assets assets ('natural’ (SSAP 16
gear ing gearing
adjustment) adjustment)

1961 13.0 13.8 12.9
1962 12.0 11360 11735 5)
1963 L3 2 14.0 L3367
1964 14.7 14.8 14.1
1965 14.3 L5 2 14.4
1966 12.8 L3-8 1S3eRl
1967 1261 11.9 11.8
1968 1358 14.9 236 7/
1969 13.0 13.4 [$25585
1970 15.0 L5 7) 183798
LS/t 15.1 16.2 367
1972 17.2 17.1 16.0
1973 20 5 13.6 14.2
1974 IROFRIt 13.8 9.

1975 16.7 18.1 9.

1976 18.7 10.2 8.

1977 18.0 153y349 LS
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Retail distribution

Per cent

Recorded rates of Real rates of return
return

Tr ading Equity Trading Equity Equity
assets assets ('natural’ (SSAP 16
gearing gearing
adjustment) adjustment)

22.4 22185 2L 57
22.7 22553 21.9
21.1 20.9 20.6
22.0 22.5 216 7
21.4 28188 22.4
20.3 20802 200557
18) 5 21.8 21.4
21l 55 2215© 20.9
21.4 20.4 19.5
22.6 20885 18.8
245! 2819 21.2
28.0 26.7 25082
%2556 23.8 21 .7
211 14.7 11.8
2155 15.6 12.0
272 13.0 11.5
22 12.7 L1k, 77




Table 1 (concluded)

Miscellaneous services

Per cent

Recorded rates of Real rates of return
return

Trading Equity Tr ad ing Equity Equity

assets assets ("natural’ (SSAP 16
gearing gear ing
adjustment) adjustment)

1560 14.4
14.0 118518
14.6 14.5
L&) 6 5 12.8
12.3 11.4
12.6 12.0
113550l k27
16.8 14.9
118%35 17.0
14.8 L2257
L5 50 12.5
17.4 14.3
1135546 10.
12.6 5
14.1 .
10.0 .
05 5
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4.1
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Table 2

Capital gearing of trading assets

Manufactur ing, Manufactur ing
distribution
and services

Recorded Repl ace- Recorded Replace- Recorded Repl ace-
ment cost ment cost ment cost

20.6 1057 20.7 19.0 20.6 19.0
2L 6(3 20.2 2158 20.2 20.0 18.6
22,2 20.9 22.4 20.7 11557 18.0
22.7 21.5 285C 281995 22.0 20.6
2361/ 212085 23.8 22192 22.3 20.8
25.4 24.3 2151 24.1 155 IS5
26.8 225 ¢ 27.0 25515 261908 725)6(0)
28.8 20748 28.9 20/ 30.7 29.0
BIIRSS 2989 31.4 29.3 B 2907
32.9 30. 2 88182 30.0 3355 28.0
YRS 28.8 B2RN/ 2i8145 31.6 2518
32.0 28.5 3253 28.0 31.1 24,7
06 Y 27.2 30.6 26,2 33.0 26.5
31.8 26.8 31.6 256 36.0 28581t
30.8 24.3 8@NS 23.6 812159 24.6
27.7 2o 1L 200 20.5 218193 20.9
25.9 18 5 5 25.4 1960 26.8 192

Drink Tobacco

Recorded Replacement Recorded Repl acement
cost cost

25.6 18.7 40.7 395 3
25.4 eI L 819785 8 B!
27.6 20.9 38.4 S,
28.2 28834 S 2 36.0
28.9 %3 o 3} 36.6 85915
2518 20 BRE 318189
JIL 3} 280052 28152 275 3
34.7 30.3 24.6 23.8
Sl SRISNE 28.0 270 U
33 812002 31.4 31.4
31615 30.6 o), 30.1
358 26.3 41.0 3763
Sl o' 22.6 49.1 43.3
St 21.1 48.9 41.8
S50 20.0 44.4 36.8
28,2 11776 7) 38.0 30.6
25.4 11555 34.9 20 65)




Table 2 (continued)

Per cent

Chemicals and Metal Mon-electrical
allied industries manufacture engineer ing

Recorded Repl ace- Recorded Repl ace- Recorded Repl ace-
ment cost ment cost ment cost

21.8 2153 22159 L2 16.9 15.6
27257 2.7 24.2 20.6 119155 18.1
23.0 21.8 7230 24 2155 206 2 18.8
22.4 267 26.4 212085 189589 18.6
212850 22585 217.16 23.4 20.4 18958,
24.5 2B e/ 28.3 2365 21.8 20.4
26.8 215819 19.0 16546 22.4 20.9
29.0 28.1 21.1 18.1 2B/ 22.0
30.5 29.0 26.8 22.6 A3 L 25.7
31.6 28.5 S5 235 3 325 28 L
33:3 28.7 30.4 2355 31L5Y) 28.5
J5,% B8ORS 35 50) 2052 SINE 27.6
3)315(0) 20098 318145 30.0 28.4 25.4
3155 24.5 40.0 29.8 219885 265!
1L 0) 23.0 40.9 28.3 27.6 24.0
227]55) 20.4 36.7 24,6 20 52 18.1
26.4 OE 3359 22.8 IS5l STl

Electrical engineering Shipbuilding and
marine engineering

Recorded Replacement Recorded Repl acement
cost cost

24,1 22.4 =
24.1 22.4
Ao 7 24.2
2812 257
24.3 23.2
26.5 25.8
28.8 28.3
S22 3250
8i8%18 38358
33l 32.6
31.0 SO
24.7 2357
eSS ) 15558
20.2 18.6
15N 15 57
11155 5) 10.2
7.1 6.3
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Table 2 (continued)

Per cent

Vehicles Metal goods not Textiles
elsewhere specified

Recorded Replace- Recorded Replace- Recorded Replace-
ment cost ment cost ment cost

18.0 22.5 11.6 11.0 14.7 13.2
2A0) - 7) 24.8 1L 720 11.4 182 16 .4
20.3 24.5 L2 1L LS 18.8 16.9
23.0 2N/ 14.0 B3 20.8 18.8
21229 26.4 15.6 14.8 22.6 20.5
28k 3365 18.4 17.6 23118 21.6
2929 34.2 18.7 157555 %555 23.1
30.5 34.3 2815958 19.4 Q)5 2 27.3
29816 812855 24.8 22.4 34.2 30.3
885 35.7 26.0 212125 34.6 29.7
38.3 39.3 26.3 21.8 32.6 27.0
36.6 36.6 28199 24.2 29.6 24.1
20E) 26.3 29515 24.7 26.3 21.4
30.8 28.8 312199 26.8 24.6 19.7
40.6 36.1 28.5 23.1 25.3 19.5
40.2 SIS 24.3 19.9 28.2 20.8
40.3 BI55%2 24.3 19.7 28.8 20.8

Leather, leather Clothing and footwear
goods and fur

Recorded Replacement Recorded Replacement
COSiE cost

S553) 37 208 © 2058
35.8 SI28 2812 24.9
3L (0) 27.8 2858 26.9
SJ0)5 L) 2o 22336 1L 26.0
30.6 27.4 28.4 SHISEL
29.3 26 L 3258 SO/
31.0 27.8 34.0 45.2
34.1 30.6 8B 44 .2
3153 34.0 34.9 44.4
46 .0 41.5 Sk 511 S8
47.2 42.5 SEES 8B
47.0 42.7 30.5 39.4
45.9 42.1 27.9 37.4
42.9 881215 28.4 34.7
40.1 34.7 28.4 31.8
3612 SO 27.4 28.4
33.7 25 251t 73 5%




Table 2 (continued)

Per cent

Bricks, pottery Timber, furniture, Paper, printing
glass, cement, etc. etc. apgigpblishing

Recorded Replace- Recorded Repl ace- Recorded Repl ace-
ment cost ment cost ment cost

o 3) 8.3 21559 24.3 18.3 16.2
267 11.1 24.5 218553 209202 19.0
14.0 12.9 25516 24.8 2 187
14.2 12} 55 30.6 30.2 22.5 740) L
16.4 18578/ S9ENS 31.4 21312 20.9
20.0 19.2 SILEE) 3536 27.0 24.6
20.7 19750 30.6 30.6 St 28.6
24.1 2858 SIL5C SkgL 318115 30.8
2953 227) 7 34.8 32.4 BISEYt 31.6
30.6 27.6 42.4 38.7 34.7 30.0
29.4 255180 40.6 36.2 34.2 28.2
28.0 %35 SYe2, J3o'l 38136 RIS
2 57 22.6 38.0 950 312553 25~
2768 2008, 38.2 315518 3808 27.0
24.7 LSS 28.0 24.4 34.7 26.4
20.8 15.6 26.7 22.6 35.0 26.4
LY 5C 13.0 28.1 23.4 335 G 24.9

Other manufacturing Distribution and services
industries

Recorded Repl acement Recorded Repl acement
cost cost

2151587, 23.0 20.3 18.5
28.6 75 5.7/ 2@ 18.4
20/53 26.4 2715516 20.0
29.4 26.7 20.8 19.6
21917 26)29 22.1 257
3835 28.8 2855 21.0
33.0 L0 215889 2553
Bi515%2 33.8 26.6 26.0
Sies 35158 29.8 28.4
39.4 37.6 3952 75 5(0)
38.8 36.1 30.6 28.0
38.6 BI5/349 SIS 29.0
36.8 88149 JILC) RIOrN?
31657 33.4 8125%2 27.7
36.2 312932 30.6 24.5
34.7 3049 28.8 2080
34.3 30.7 26.6 19.9




Table 2

(concluded)

Per cent

Construction

Transport and
communication
(excluding shipping)

Wholesale
distr ibution

Recorded Replace- Recorded Replace- Recorded Replace-
ment cost ment cost ment cost
1961 26.9 215196 LI 22 9.4 213156 22.4
1962 256l 24.1 5.6 4.6 24.0 212888
1963 22.8 22.0 (563 5.4 23 6.8 238
1964 14.1 LS o7 ©) ol 8.0 26.1 24.8
1965 LG C) 16.5 (563 5.6 27.6 26.4
1966 20.2 LS ol 7c3 28.8 277
1967 28 S 298t C) O 8.0 30.0 29.0
1968 SOI85 30,2 6.6 5.6 S22 31.8
1969 30.4 SOE 14.6 11.7 34.1 32.9
1970 BREN/ 32.1 18758 ILIL L 36.4 33.7
1LE) 7/ SR 219088 10.5 8.9 36.2 33.7
Lo 72 BIING I 182858 ILIL 2 &6 7/ 34.5
1L8)7/3) SYe5 36.0 183158 112 ©) 33 35.4
1974 Sl 31.4 LI ) 10.0 37l 3151
LETS 27 o6 24 .4 L2 1L ) 22 37 o) 33.7
1976 ILE - 8] IL5,0) 28781 15.6 39.7 34,2
L7 15.8 L2255 2I5810 1565 Bi/E89 32.4
Retail distribution Miscellaneous services
Recorded Replacement Recorded Replacement
cost cost
1961 18.0 1N7e88 23.6 187855
1962 LY o 22 16.8 2559 20.0
1963 L9, 7 SSINE 251 21.4
1964 ROFSS SOFN7. 26.2 251051
1965 20.0 25883 29.0 23.4
1966 18.8 20.4 24.7 20.7
1967 2053 21889 31450 285 ¢)
1968 22.4 23.4 35.0 31.4
1969 26.6 26.6 36.7 S o/
1970 25 S 26.0 36.8 32093
1971 2i5155 24.2 38.0 812185
119572 22.8 202092 41.2 31519
189873 212i88 20.9 41.6 35.4
1974 212185 19.6 44.1 34.6
975 L8 55 115,68 47.8 34,1
1976 ILE o 2 14.0 45.9 31.8
1977 16.9 12.8 42.3 29180Q)
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Table 3

Post-tax real profitability(1l]

Per cent

Manufacturing, Manufactur ing Food
distr ibution
and services

Di sposal Going Disposal Going Disposal Going
basis (2] concern basis concern basis concern
basis[3] basis basis
1961 7.3 6.2 66 S5k6 9.6 8185
1962 665 5.9 5.8 5557 £5d 8.6
1963 6.8 6.4 Greill 5 ol 653 8.1
1964 7/ &) 6.9 6.6 5.6 10.4 81519
1965 9.5 8.5 7.8 6.9 27 10.8
1966 617 6.0 4.7 4.1 6.4 5k18
1967 8.2 7.7 6.7 6.3 9.7 ) 2)
1968 3.9 2.6 2.3 1952 4.0 201
1969 7.0 (55 8) 5.0 4.3 547 4.6
1970 SN BP9 4.8 ) 355 Lo C)
1971 6.2 4.9 555 3.8 3.0 1.7
1972 s T/ Vod 6.4 5.8 S5kv2 4.6
1973 4.8 540 345 Fotd) - 4.6 =82S
1974 1.4 0.7 -0.4 -0.4 765 2852
1975 4.5 0.6 55 -1.1 2.7 - 0.4
1976 1858 2518 @) 1L 56 2.2 250
1977 4.0 35 6 2459 3 odl L7 250)
Dr ink Tobacco
Disposal Going Disposal Going
basis concern basis concern
basis tax basis
1961 - 4.3 -4.3 6.4 4.4
1962 - 4.0 =361 751 6.2
1963 - 0.7 Q)7 3.6 4.6
1964 4.8 813 8.8 6.6
1965 k2 5.6 e o) 8.0
1966 Siol 4.2 4.8 4.3
1967 6.2 5.2 (552 565
1968 2.1 ()5 - 3.9 = 359
1969 4.5 3.5 5.6 4.2
1970 8.3 4.8 8.4 6%15)
1971 9.8 6.0 955 8.1
1972 10.0 7/ 501 10.0 756
1973 10157/ 7/ 50 25i. 6 16.8
1974 4.9 253 =20 - 1.4
1975 6.5 243 7.8 4.0
1976 (55 4.7 18.2 1918233
1977 (550) 4.7 1§7%:°8 19524, 18

[1] Post-tax real rate of return on the equity stake in trading assets.
[2] With a 'natural' gearing adjustment.
[3] with an SSAP 16 gearing adjustment.

/8




Per

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1071
1972
1973
1974

1976
1977

1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1897
1974
1975
1976
WO 77/

74

ququgaﬁcontinued)

Non-electrical
engineering

Chemicals Metal manufacture
and allied

industries
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! Table 3 (continued)

Per cent
Vehicles Metal goods Textiles
not elsewhere
specified
Disposal Going Disposal Going Disposal Going
basis concern basis concern basis concern
basis basis basis
1 1961 2k 1 13.5 6.7 6.3 5.5 4.6
1 1962 10.6 5igh 2 6.6 6.3 3.9 3.4
‘ 1963 16.3 19.1 7.0 (5 57/ 8k 5 3.4
1964 14.4 15.0 (5 502 Sk 50 (559
1965 L5E 1521, O 7.4 6.9 7.9 6.9
1966 7.9 52 S 7 553 5.0 4.2
1967 750 7/ 53) 6.1 5% 7 7] 54 6513
1968 8.6 .7 0.0 -0.5 B3 25!
1969 5l 8.4 565 3.4 6. 2 Siell
1970 - 0.4 — H1L 50 5.4 4.3 6.3 4.2
1971 k2 4.8 6.7 5% 7. 5.6 355
1972 853 3k 2 k2 2} 56} 0.5 1.7
1973 6! 6518 -4.1 -1.3 157/ 2.8
1974 -18.5 -14.5 -2.7 -1.0 4.1 15218
1975 -16.9 -20.7 5%5) 20 0.6 -3.3
1976 - 4.7 - 0.5 -4.0 0.6 -6.0 -3.9
1977 - 9.7 - 4.1 8.7 %, 5 0. 5 -0.2
Leather, leather goods Clothing and footwear
and fur
Disposal Going Disposal Going
basis concern basis concern
basis . basis
1961 Sia 187 10.2 Gy s 7
1962 SIS 259 8.7 8.4
1963 258) 2.4 5.4 6.1
1964 Yol 25215 8.7 g3
1965 Spe3 3.4 152555 11.7
1966 o 1.4 55 (555
‘ 1967 557 B6 153836 1158 2
L 1968 0.6 - 0.1 ame 3517
1969 6R2 5E6 10.4 10.7
1970 15.4 o2 T ote) 6.4
1971 7.9 (H85) LIES©) RNl
‘ 1972 -10.7 - 0.6 8.2 10.4
| 1973 20.6 11553 6.1 8.8
2 1974 27.9 12.6 4.1 1.2
i 1975 13.5 4.8 7.6 Lol
1976 - 4.3 3.4 ©)-® Q)56
1977 9.6 10.1 15522 0.7
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Table

3 (continued)

Per cent
Br icks, pottery, Timber, Paper, printing
glass, cement,etc. furniture,etc. and publishing
Disposal Going Disposal Di sposal Going
basis concern basis basis concern
basis basis
1961 92 8.4 Bodl 550 8.1 6.9
1962 8.8 BINZ 4.6 4.0 7.6 688
1963 9.6 S5l 58 585 73 6.6
1964 10.9 1@ L 682, S5ES 10.2 8.8
1965 G5 98 9.6 85 10.6 962
1966 880 7.4 6.2 el 5.2 4.3
1967 C)eid) BiNg 8.6 8.0 16 6E
1968 4.1 288 = (0sp 0.9 2.9 1.4
1969 Thid) 6.2 2.6 285 (505 5516
1970 BI9 6.8 2153 0.5 56 & Yol
1971 4.9 4.9 9.0 6RED) 5.4 Joll
1972 11.6 10.7 16.1 6.4 8.0 6.4
1973 9.6 9.1 - 8.4 0.8 68 55 5
1974 S50 4 =HON8 3.6 1886 =3 = 0.1
19 75 0.4 =22 14.3 ek 3.8 = Lot
1976 D 2 28 - 1.6 2.6 5.0 4.3
1977 28t L7 755 5.6 6.1 4.3
Other manufactur ing Distribution and services
industries
Di sposal Going Going
basis concern concern
basis basis
1961 685 5182 9.0 Vol
1962 518 4.9 8.8 75%)
1963 7.0 6.4 8.7 PN}
1964 8% 7.2 8/ 7o ?
1965 Bo 7 7ol L0 2 0,2 '
1966 6.6 565 758 3 ‘
1967 10.9 ST ol Thold) \
1968 2.8 1.5 2.8 1.6 ]
1969 4.5 4.2 6.6 62
1970 4.9 265 (sl 6.3
1971 Uod 4.8 10 2 7Y
1972 (5 55 5.8 126 2 LI L
1973 0, 5 198/ To® Ui
1974 =442 = 3, 6l 351
1975 6.6 - 1.2 10.9 4.3
1976 -1.2 = @56 6185 5.4
1977 - 0.8 - 0.8 6.6 560
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Table 3 (concluded)

Per cent
Tr ansport and
Construction communication Wholesale
(excluding shipping) distribution
Disposal Going Disposal Going Disposal Going
i bas is concern basis concern basis concern
' basis basis basis
1961 9.4 7.8 4.4 Sl 6.8 SN/,
1962 0.5 8.6 S5rei2 4.6 6.3 51D
1963 956 Crait 6.4 5.8 6.6 6.1
1964 CYe 2 8is5 (552) 5515 6.2 5.3
1965 918 9l 5515 5ol 8rs 7.4
1966 6l 1! 5816 (555 6.0 6.4 5.4
1967 10 7/ 1L0)53) 7.0 6915 5.9 5 od)
H 1968 3122 1.6 5.8 Sienl! 2l ©-8
! 1969 6.2 6.0 8118 4.0 S5 5ol
1970 TE) 5k19 3.5 4.3 7.0 SEN!
‘ 1971 9.9 8.1 6.3 6.3 7.4 5.0
| 1972 4.3 Vol 4.9 6143 953 8.4
i 1973 - 7.9 1:5 Bk 83 240t 4.0
] 1974 - 1.4 (5% 0.9 108 77 4.4 SFll
, LC) 75 te) 7/ 4.7 3.5 2.4 15.0 556
1976 158 8.4 -0.2 0.6 3.0 6.2
1887 4%s 6.1 -1.8 0.6 L1 53] o7
Retail distribution Miscellaneous services
Disposal Going Disposal Going
basis concern bas is concern
basis basis
1961 L3 10.4 ey Ul
1962 181587 10.6 C35.2) 6.8
I 1963 ILO)5 ) 10.1 8.9 7.6
i 1964 10.8 10.1 G2 6.3
' 1965 182888 12.4 9.0 U
1966 9.9 G156 Wrs'S 6118
1967 9158 9.8 6116 ¥ !
1968 L2 @5t 5510 2.9
1969 k57 65,9 8.3 75
1970 Cradl 7.6 8%2 5.4
1971 18180 10.0 918 6.1
1972 16.5 115 Sl 1627598 9.0
1973 113355 11.9 8.4 6.4
1974 6%'S 4.3 10.6 2.6
1975 9.2 6.1 14.8 0.8
1976 6.9 6.6 7.4 L 57/
1977 6.8 6.2 6.4 20516
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Table 4

~
@

growth in costs

.
.

Influences on real profitability

Per cent
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