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I. INTRODUCTION

This paper reports on a large empirical study of corporate rates of return in emerging
markets during the 1980s and 1990s. Its main purpose is to analyze changes in corporate
profitability and to examine their implications for the dynamics of the competitive process in
these countries, and for economic efficiency. Apart from their intrinsic interest, these issues
have acquired fresh significance in the context of the current crisis in the east Asian
economies. It has been argued that these highly successful economies with an unparalleled
sustained record of fast economic growth have come to grief because of fundamental flaws in
their corporate, financial and governance systems. Specifically, it is suggested that the crisis
was in part caused by over-investment which in turn resulted from a poor competitive
environment and disregard for profits in corporate investment decisions.! Although this paper
does not directly address the question of the east Asian economic crisis,” it provides important
evidence on the nature and intensity of competition in these economies.

For a large majority of developing countries, the last decade has been marked by
considerable deregulation, privatization, internal and external liberalization of product
markets, as well as extensive financial liberalization. The paper analyzes data on corporate
rates of return, profit margins and output:capital ratios, at the level of individual firms, to
examine the question whether the forces of liberalization and globalization in the emerging
markets in the 1990s have led to greater competition than before. Further, persistency in
corporate rates of return is analyzed to address issues of the dynamics of the competitive
process in these economies. The sample frame consists normally of the 100 largest
corporations quoted on the stock markets of the following countries: Argentina, India, Jordan,
Korea, Malaysia, Mexico, Peru, Thailand, Zimbabwe.? The results are compared with those
for advanced countries.

The paper is organized as follows. Section IT addresses the prior conceptual question
of how the intensity of competition is to be measured. It also sets out the precise empirical
questions addressed in the study and the methodology used for their analysis. Section III
provides information on the data and the variables used. A preliminary comparative analysis of
the corporate rates of return, profit margins and output:capital ratios for the nine emerging

'For differing perspectives on the causes of the financial crisis in East Asian countries, see
among others Feldstein (1998), Krugman (1998), Roubini et. al. (1998), Wade and Veneroso
(1998), Sachs and Radelet (1998) and IMF (1998).

*Singh (1998), explicitly discusses the question whether or not the east Asian crisis is due to
the Asian model of capitalism followed by these countries.

*Previous related studies based on the IFC data set include Singh and Hamid (1992), Singh
(1995,1994), Whittington et. al. (1997), Glen and Pinto(1994), Denergic-Kunt and
Maksimovic (1994).



markets in the 1980s and 1990s is presented in Section IV. Section V reports on results of
multivariate analysis. Pooled time-series cross-section regression equations are used in this
section to examine the question whether economic liberalization in the 1990s has led to
greater competition than before in the sample countries. Section VI supplements the analysis
by analyzing the time-series of corporate rates of return for each individual firm. The results
are compared with those for advanced countries. These statistical findings help to map various
aspects of the dynamics of the competitive process in emerging markets. Section VII
concludes.

II. LIBERALIZATION, THE DYNAMICS OF COMPETITION AND
CORPORATE RATES OF RETURN

Has liberalization in developing countries led to greater competition than before? How
should the intensity of competition be measured? What would be the effect of liberalization on
corporate rates of return, as well as on the relationship between these returns and some of
their chief determinants? One straightforward way of approaching the last question is in terms
of ‘equilibrium’ economics. A central proposition of economic theory is that competition
should equalize rates of return within and across industries. This is achieved through entry and
exit of firms as well as new investment and disinvestment by existing firms. At the simplest
level one might argue that to the extent that liberalization leads to more competition than
before, other things being equal, it should result in lower rates of return. However, this
inference would not necessarily be correct. This is because greater competition would not only
reduce the monopolistic element in corporate rates of return, thus lowering them, but it should
also produce a greater efficiency of resource utilization, which would tend to increase
profitability. The net result of these two forces could be a zero, a negative, or a positive
change in profitability. Clearly, this would make it difficult to draw conclusions from the
evolution of rates of return, about the changes in the intensity of competition arising from
liberalization.

However, the following decomposition of corporate profitability into two
components—profit margins and output:capital ratios—may help us to get some idea of the
relative strength of these two opposing forces. This decomposition follows from the identity:

P/K = P/S xS/K

where P is profits, K is capital, and S is sales. So, if liberalization has indeed led to greater
competition, we should normally expect to observe falling profit margins over time. If greater
competition has also led, as a consequence of more rivalrous behavior, to more efficient
utilization of resources, we should observe an increase in the output:capital ratio - both these
inferences being subject to the usual ceteribus paribus caveat. -



These effects of liberalization on profit margins and output:capital ratios may be
observed at the level of both the individual firm and the economy as a whole. In addition, at
the economy or industry level we may expect to observe a reduction in the cross-section
variation in corporate rates of return, adjusted for risk.

However, this simple story is subject to many theoretical as well as empirical caveats,
when we start looking at data in the real world.

(a) Profit margins may not necessarily fall, but may indeed rise as a result of
liberalization. Greater competition and rivalry may lead to improved resource
utilization. This in turn may reduce inefficiency (for example, previous over-manning
and excessive wages) with the net result being an increase in profit margins.

(b)  The effects outlined above are of a long-term nature and may not manifest
themselves in the relatively short periods we are examining.

(c)  However, it is also possible that, even in the short term, there may be
undershooting or overshooting of equilibrium rates of return. In the short term, there
are plausible reasons to suggest that liberalization may increase rather than decrease
the cross-section variation. For example, before liberalization firms may have a cozy
relationship with more or less similar profits. Liberalization may change this pattern
and, in the initial stages, we may observe an increased dispersion of rates of return.
But in the longer term, this dispersion would fall as greater competition moved the
economy toward an equalization of inter-firm and inter-industry profitability.

(d)  As other things are seldom equal, the output:capital ratio for a firm may, for
example, not be lowered, despite improved resource utilization due to structural
changes in the firm’s activities.

However, it is a complex world and, despite (a)-(d), the effects of increased intensity
of competition may nevertheless show through. The best result from the perspective of
equilibrium economics would be if we observed reduced profit margins and increased
efficiency of resource utilization following the liberalization process.

There are also other ways of examining the proposition that economic liberalization
has led to greater competition in emerging markets. For instance, we could analyze how the
determinants of profitability have changed over time. As a result of greater competition
following liberalization, the relationship between size and rates of return may change. If large
firms were formerly more profitable than small firms, because they received government
subsidies of various kinds, that relationship may change after liberalization or deregulation.
Not only the intercept but the slope may also change. Similarly, the relationship between
growth and profitability may change: greater competition may mean, for example, that at the
same rate of profit firms may be compelled to have greater investment and growth than



before. Thus, in empirical terms, this approach involves estimating profitability equations and
analyzing how their coefficients have changed over time.

Another important way of measuring whether competition and efficiency have
increased is to examine the dynamics of the competitive process by considering the question
of persistency in rates of return. Despite their wide usage, industrial economists accept that
structural characteristics of an industry (e.g., concentration ratio) are not particularly
informative about the intensity of competition in the modern economy. There may be a high
concentration ratio in an industry and yet competition may be intense between oligopolistic
firms over market share, new products, design, sales, etc. One way of capturing such
competitive dynamics is to examine the persistency of corporate rates of return. If competition
is intense there is likely to be little persistency in the relative rates of return of different firms.
Those with above average profits in one period, may not have such in the next period. With a
lower intensity of competition, profitability differences between firms may be expected to be
more persistent. For example, Waring (1996), reports that in the U.S. car industry, the three
leading firms had persistent profitability differences throughout the 1970s. General Motors
was persistently more profitable than Ford and the latter persistently more profitable than
Chrysler. In general in U.S. industry, there was a decline in the persistency of rates of return
during this period.

To track the dynamics of the competitive process in this way, industrial economists
use a simple first order auto-regressive model, which permits the estimation of a company’s
long-term equilibrium profits, as well as the speed of adjustment towards this long-term level.
Following Mueller’s (1986) seminal study for U.S. corporate data, such an equation has been
estimated to provide comparative information on competitive dynamics for several advanced
economies.* The underlying motivation for this analysis is as follows:

A firm’s profitability in time period ¢ (P,) is assumed to consist of three components:

(a) A competitive return on capital C which is common to all companies.

(b) A permanent rent (R,) peculiar to the firm itself and,

©) A short run quasi rent (S,) which is also peculiar to the firm, varies over time,

and tends toward zero in the long run.

Thus: P,=C+R,+ S, (1)

*See, for example, Conolly and Schwartz (1985), Geroski and Cubbin (1987), Geroski (1988,
1990), Geroski and Jacquemin (1988), Mueller (1986, 1990), Mueller and Geroski (1990),
Odagiri (1994), Schohl (1990), Waring (1996).



It is further assumed that; St~ 481t Us )
Where: o<A <1 and,

U, are distributed N(0, 7 ’ ).

From equations (1) and (2), the following equation is derived:

Piz:(]'ﬂ)(C+Ri)+lPit-1+Uit (3)

Let? and/i be the estimates from the autoregressive equation:
Py=a+ ], PuitUs (4)
The equilibrium or long-run profitability level of firm is given by:

Pyp= a/(l_ii)' (4a)

As Geroski (1990) notes, equation (4) is best regarded as a reduced form of a more
elaborate structural model involving entry and exit of firms both of which depend on profits -
to be more precise, or expected positive of negative ‘excess’ returns (relative to the long-term
norm). However, the estimation of a full structural model is beset with difficulties, because of
the classic latent variable problem: change in profits are a function of the threat of entry,
rather than entry itself. Even if no entry takes place, the threat of entry may induce firms to
lower prices and profits as a strategic option. Indeed, in the limiting case, as Baumol et. al.
(1982) showed, even a monopolist may be compelled to charge competitive prices if there is
sufficient entry and other conditions are met to make the market ‘contestable’.

Equation (4), despite its limitations due to being a reduced form, has the virtue of not
requiring any unobservable variables to map competitive dynamics. Nevertheless, it is
important to note that equation (4) does not allow us to distinguish between different sources
of persistency, specifically that which may arise from persistent monopoly power or because
good management allows a firm to be continuously more efficient than other. Entry and exit
forces which erode excess profits apply to both sources of such profits.

To sum up: this paper uses data on corporate rates of return and their components to
assess the nature and intensity of competition in developing countries in the following ways:

(a) by analyzing changes in the average, as well as the dispersion, of rates of
return, profit margins and output:capital rates in the pre- and post-liberalization
periods;



(b) by investigating whether or not the determinants of profitability equations have
changed following liberalization;

(c) by studying the persistency of profitability for each corporation in the sample.

III. DATA AND VARIABLES

The data used in this study are the corporate accounts of large manufacturing firms
quoted on the stock market in the nine developing countries mentioned in Section I. It was
intended to include, for each country, the 100 largest quoted manufacturing companies which
existed throughout the period. However, for five out of nine countries, the total number of
companies with a quotation on the stock market was considerably less than 100. Thus the
sample for Peru consists of only 29, for Jordan 39, Zimbabwe 48, Thailand 60 and Argentina
62 companies. For India, Korea, Malaysia and Mexico the sample size is around 100. The
total number of corporations analyzed in this study for all nine countries together is 658.
Table 2 provides information on the number of corporations in the sample for each country
and their percentage distribution by industry. However, the industrial classification is rather
crude; it was carried out by the authors on the basis of the information provided in the
corporate accounts.

The time period for which corporate accounting information exists in the IFC data
bank also varies considerably between countries. The longest time series are available for
Zimbabwe (1980-95), Korea and Jordan (1980-94), India (1980-92), Malaysia (1983-94)
and Mexico (1984-94). For Argentina and Peru, there are data only for the period 1991-95,
for Thailand, the data cover 1987-94. A full description of the data base is provided in Singh
(1995).

The three main variables used in this paper (these are subsequently the dependent
variables in the regression analysis) are defined as follows. For the i firm:

Pm;: Profit Margin = Earnings before interest and taxes (EBIT) divided by Sales.

ROA; Return on Assets = Earning before interest and taxes (EBIT) divided by Total
Assets.

Outcap;: Output-Capital ratio = Sales divided by Total Assets.

In interpreting the results of the analysis, the following limitations of the data set may
be noted. First, the data set consists of continuing companies. There is therefore likely to be a
sample selection bias.’ Secondly, the use of accounting data leads to difficulties in comparing
the observed rates of return between countries. This is for two reasons. One, accounting

>This issue is discussed in Section VI below in relation to the analysis of persistency of
profitability.
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conventions (e.g., treatment of depreciation) differ between countries. Two, since all variables
are measured at current prices in local currencies, there are distortions caused by inflation.
There are well known problems in the use of historic cost accounting data under inflationary
conditions.® As the rates of inflation in the sample periods vary widely between countries,
international comparisons of the corporate rates of return may in principle be hazardous.
Therefore, in the following empirical analysis we concentrate on changes in the rates of return
within each country and compare such changes (and other similar parameters) between
countries. Such comparisons are, of course, not free from biases, but they are considerably
more reliable than inter-country comparisons of profit rates per se.

IV. SUMMARY DESCRIPTION AND PRELIMINARY ANALYSIS OF THE DATA

Tables 1a to 1c and 2 present information on the univariate distributions of corporate
profitability, profit margins and output:capital ratios. These tables, as well as some of the
following ones, are of interest in their own right quite apart from providing some simple
statistics for comparing rates of return and their components during pre- and post-
liberalization periods. Table 1 is in three parts; the top part reports average results for the
whole period for which there are data available. The bottom two parts refer to pre- and post-
liberalization periods respectively. It will be appreciated that liberalization is not a binary
event, but rather an incremental and cumulative process. We have therefore used the data for
the earliest three years available in the 1980s to indicate the pre-liberalization, and the latest
three years in the 1990s to connote the post-liberalization period.

It will be recalled from Section II that the equilibrium model predicts that as a
consequence of greater competition following liberalization, we should expect to find:

. a fall in profit margins
. an increase in efficiency, i.e., output:capital ratio
. a decline in cross-section dispersion in rates of return.

Table 1a shows that the median corporate rate of return averaged over the whole
period ranges from 4 percent in Argentina to 14 percent in Zimbabwe. To put these figures in
some perspective, the mean rate of return, similarly calculated, for the Fortune Top 100 U.S.
manufacturing corporations in 1994 was 6 percent. Further, the inter-country spread of the
rates of return for these emerging markets, despite differences in accounting conventions or
inflation rates, is not all that different from that observed in advanced countries. Odagiri
(1990) (see Table 10.2) reports variations in the average post-tax rates of return in five
industrial countries during the 1960s and 1970s ranging from 4.76 percent in West Germany

%For a discussion of these problems in relation to corporations in the IFC data bank, see
Whittington et. al. (1997).



-11-

from 1964-80 to 13.76 percent for Canada for 196482 (other countries in Odagiri’s sample
were Japan, United States and the United Kingdom).

The bottom two parts of Table 1 do not reveal any consistent pattern in the
comparison of rates of return in the pre- and post-liberalization periods. For four countries
(Korea, Mexico, Thailand and India) the rate of return fell in the 1990s, while in the other
three countries for which there are data, it rose. The statistics with respect to the standard
deviation of the rates of return are more promising: in four countries the standard deviation
fell following liberalization (in accordance with the greater competition hypothesis) and in the
remaining three it remained the same.

Summary statistics on profit margins are reported in Table 1b. The data indicate a
somewhat narrower inter-country range (from 7 percent to 14 percent) for the median profit
margins than for rates of return. The corresponding figure for the U.S. Fortune 100 with
respect to profits to sales ratio in 1994 was 7 percent. However, the comparison of means and
standard deviations of profit margins in the pre- and post-liberalization periods does not
accord with the predictions of the competitive equilibrium model. The mean profit margin fell
in four countries following liberalization and rose in three. The standard deviation also rose in
three and fell in four countries, but the countries involved were not all the same.

Table 1c indicates a range of median output:capital ratios from 0.62 in Argentina to
1.29 in India. The corresponding figure for the U.S. Fortune 100 in 1994 is 1.22. The pre- and
post-liberalization comparison of these ratios again does not reveal any consistent pattern. In
three countries the ratio rose, while it fell in four.

Table 3 (a-c) provides an elementary bivariate analysis of the relationship between size
and each of the three variables under discussion. Firms are classified into quartiles according
to their size at the beginning of the period - measured here by the opening value of the firm’s
total assets. The figures again do not reveal any clear, consistent pattern of bivariate
relationships. In Table 3a, for six out of nine countries and for all countries together, the rate
of return of the lowest quartile of firms was larger than the relevant country average. Across
all countries, the profitability of the lowest quartile of companies is higher than that of the two
middle quartiles and nearly as high as that of the fourth quartile. Only for Malaysia and Peru
do we find that the average profitability of the largest companies (i.e., fourth quartile) exceeds
the country average. Together, these results suggest a mildly negative, possibly nonlinear,
relationship between size and profitability.’

7Although for each country the sample consists of only large companies quoted on the stock
market, nevertheless the sample firms display wide variations in firm size. Singh (1995)
showed that the largest Indian firm in a sample of the 100 largest quoted firms was almost 100
times as big as the smallest firm in the sample.
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The relationship between profit margin and size in Table 3b would appear to be
somewhat different. For all countries together, the fourth quartile has the highest average
profit margin, which exceeds the global average, but is only marginally higher than that for the
first quartile of companies. However, in five individual countries—Argentina, India, Jordan,
Mexico and Peru—the average profit margin for the first quartile exceeds the country
average; in the remaining four countries—Malaysia, Mexico, Peru and Zimbabwe—the fourth
quartile profit margin exceeds the country average.

Turning to the output:capital ratios in Table 3a, for all countries together the first
quartile of companies had the highest output:capital ratio, and the ratio monotonically
decreased in each quartile. In seven countries, the average output:capital ratio for the first
quartile exceeded the average for the country, suggesting overall a negative relationship
between the two variables.

The distribution of the three variables by industry is presented in Tables 4a-c.
Table 4a shows that for all countries together, there is very little variation in individual
industry rates of return, with the highest figure of 11 percent per annum recorded for
agribusiness and chemicals and the lowest, being 8 percent, for minerals and textiles. Peru
displayed the greatest intra-industry variation, with a standard deviation of 7 percent. Peruvian
cement companies recorded an average return of 13 percent, while that of textile companies
was -5 percent. The lowest intra-industry variation in rates of return was displayed by Korea,
with a standard deviation of only 1 percent. Profitability ranged from only 9 percent (in four
industries) to 11 percent (in two).

Table 4b indicates that there is greater inter-industry variation in profit margins than
for profitability. For all countries together, the standard deviation displayed by the mean
industrial profit margins is twice as large as that for profitability. Across all countries the
highest profit margins were recorded for cement (15 percent) and the lowest by textiles
(8 percent). Within individual countries, the highest profit margins were recorded in Thailand,
for cement (24 percent), and in Mexico, for the same industry (21 percent).

In general, as in the case of the rates of return, inter-industry variations in the mean
profit margins were larger than the corresponding inter-country difference.

For all countries together, the highest output:capital ratio was recorded by
agribusiness and the lowest by cement. As noted above, cement also had the highest average
profit margin. For individual countries, the highest output:capital ratio was found in India
(agribusiness 2.04 percent), and the lowest in Mexico (cement 4.45 percent). Both inter-
country and inter-industry variations in output:capital ratios were far larger than variations in
either profit margins or profitability. However, as in the case of the latter two variables, the
inter-industry differences in output:capital ratios were larger than the inter-country difference.

Tables 1a—1c showed that the standard deviations for the three variables did not in
general decline in the post-liberalization period. It is, however, possible that, even though this
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maybe true for all firms together, the standard deviations for smaller firms may have become
lower following liberalization and greater competition. One could equally plausibly suggest
that it is the larger firms which would face greater competition than before. The results in
Table 5a show that there is no greater tendency for rates of return to decline in small firms
compared with large firms. The table also indicates that, in general, there is a negative
relationship between size and standard deviation in the first period. This tendency is less
marked in the post-liberalization period. The corresponding results for standard deviations
ordered by size quartiles in Tables Sb and 5¢ do not reveal any clear relationship between size
and the standard deviations of either profit margins or output capital ratios.

The summary statistics examined in Tables 1-5, although useful as descriptions of the
basic data and of interest in their own right, do not seem to provide much support for any of
the three predictions of the traditional equilibrium model stated earlier. Despite the
deficiencies of the data, and the probability of disequilibrium behavior during the relatively
short post-liberalization period examined above, this is not surprising, in view (c) of the
crudeness of the methods used. In the following section we turn to multivariate analysis to
seriously test the hypothesis that liberalization inevitably produces greater competition.

V. MULTIVARIATE ANALYSIS

In order to investigate the changes between the pre- and post-liberalization periods,
the following regression model was estimated with the rates of return and their two
components as the successive dependent variables.

Y, =B, + B,Gear, + B,PE, + (,Salln2, + [3,Salgr, + B,Salsz, + B (Sector dummies ), +
B,Period, + BsGearD, + B,PED, + B,,Salln2D, + B,,SalgrD, + B,,SalszD + €, ©)

where Y is successively the rate of return on assets (ROA), profit margin (PM), and
output:capital ratio (OUTCAP), and €, is the error term, which is assumed to be normally
distributed with zero mean and constant variance.

Apart from the sector and period dummies, the choice of independent variables was
severely restricted by the availability of data for the nine emerging markets in the sample. Only
the following variables, which were all firm-specific, could be used:

Gear: Gearing = Total liability divided by shareholders equity

PE: Earnings to price ratio = The reciprocal of the annual P/E ratio

Salln2: This is the natural log (In) of sales squared, firm size is measured by sales
Salgr: Growth in net sales = (Net Sales,,, - Net Sales,)/Net Sales,)

Salsz: Relative Size = Net sales of firm (I) in the year (t) divided by the total sales of
all firms (n) in the sample in year (t).

The dummies included in the model are indicated as follows. For the time dummy:
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Period = 1 if year is 1990 or later (i.e., 1990-95)
0 otherwise

The sector reference dummy is Agribusiness, Food and Timber. Other sectoral
dummies are indicated by cement, energy, general, industrial equipment, mineral, petrol, and
textile. Variables with a D suffix in the regression model (5) are interactive dummies for the
pre- and post-1990 periods.

The reasons for the inclusion of the variables may briefly be stated as follows. Relative
size can be regarded as an indicator of a firm’s market share or of barriers to entry which
would suggest a positive relationship to profits. On the other hand, to the extent that there are
management or other diseconomies of large size in emerging markets, the regression
coeflicient can be negative. Similarly, a priori considerations suggest that growth of sales can
have either a positive or a negative effect on profits. Growth maximizing managers in large
firms with separation of ownership from control may sacrifice profits to growth (Marris,
1964). However, sales growth may also be regarded as an indication of good management or
technical progress, which would suggest a positive relationship with profits. Gearing can in
principle affect profits both positively and negatively. If there was financial repression before
liberalization and the large firms paid low subsidized interest rates, the more geared they were
the greater would be their profitability. On the other hand, finance textbooks often suggest
that in advanced countries such as the United States public utilities are likely to be more highly
geared than other companies, because of their low risk. Such companies therefore also have
low returns.

Another independent variable used in the analysis is the firm’s earnings:price ratio (the
reciprocal of the conventional PE ratio). During the 1980s and for the early 1990s many
emerging markets had a boom in share prices which reduced the cost of equity capital to
companies. Despite the fact that developing country capital markets are thought to be
underdeveloped and imperfect, developing country corporations resorted to equity finance to
a surprisingly large degree (Singh 1994, 1995; Singh and Weisse, 1998). This would suggest a
positive relationship between PE and corporate profits. It could, however, also be argued that,
to the extent that the rise in the PE ratios and hence the reduction in the cost of capital were
regarded as permanent, this would lead to reduced profits in equilibrium.

To investigate the effects of liberalization, the model allows for the possibility that in
the post-liberalization period not only may the intercepts of the regression equation be
different, but so may the slopes. To illustrate, the relationship between size and profitability
may change both in terms of intercept as well as slope. Once large firms find that they no
longer enjoy government subsidies after liberalization, not only may there be a fall in their
profits, but they may strive harder in the new competitive environment. The latter would
suggest a change in the slope coefficient. Similarly, liberalization and greater competition may
compel firms to grow faster at any given rate of profit (as envisaged for example by Karl Marx
in Vol. I of Capital), again indicating a change in the coefficient of the growth variable.
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Notable among the variables that were not included for lack of data are industry-
specific variables such as concentration ratio, advertising, and other indicators of barriers to
entry. Nevertheless, the use of industry dummies should pick up some of the effects of
industry-specific variables. Although data on country-specific variables, such as openness, are
more easily available, these were not included because the analysis is being done for each
country individually. As outlined earlier, the reason for the latter choice is that inter-country
comparisons of rates of return are problematical, because of differences in accounting
practices and widely varying rates of inflation.

The results of fitting equation (5) to the data for the nine emerging markets are
presented in Table 6a (with ROA as the dependent variable), Table 6b (dependent variable
PM) and Table 6¢ (where the dependent variable is OUTCAP). The regression model was
estimated separately for each country by pooling together all time-series and cross-sectional
observations. The total number of observations in the regressions was 4,824. For the
distribution of the observations by country and other details of the data see Appendix.

Tables 6a—6¢ contain a very large amount of information. However, the most
important points which bear on the issues being investigated here may be summarized as
follows.

1. First we note that the overall level of explanation (measured by adjusted R?) is
not high. The firm-specific variables used in the analysis can explain only about 15-35 percent
of the variation in profits in individual countries (except Zimbabwe in the case of Table 6a).
This 1s not surprising, a number of relevant industry-specific variables could not be included,
because of lack of data.® Nevertheless, by the standards of cross-section equations, these
levels of adjusted R* may be regarded as moderate. In drawing inferences from the estimated
equations in these tables, it is important to consider not only the significance of the regression
coefficients for each country, but also their signs. For example, even if none of the regression
coefficients for a particular variable are statistically significant, if all regression coefficients for
the nine countries have the same, say, positive sign, the correct inference would be that the
two variables are positively related.

2. Turning to the estimated coefficients in Tables 6a—6c, it is notable that the
gearing variable has a significantly negative coefficient in a large number of cases. With
profitability as the dependent variable, gearing is significant and negative in six out of nine
countries. In two countries where it is positive (Zimbabwe) or zero (India), it is insignificant at
the usual 5 percent level. With the profit margin as the dependent variable (Table 6b), the
coefficient for gearing is negative in seven out of nine countries and significant in five of them.
Again, as in the case of ROA, it is zero for India, and this time positive for Mexico; in both

®A number of studies of advanced countries suggest that firm-specific variables are more
important in explaining profitability than industry-specific ones. See, for example, Mueller
(1986, 1990). For an opposite perspective, see Waring (1996).
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instances, however, it is insignificant. The results with respect to the output:capital ratio are
more mixed, with positive and significant coefficients for two countries and negative and
significant ones for four. Overall, what this suggests is that firms which performed relatively
poorly also had more highly leveraged capital structures. As this result bears on the question
of the structural causes of the East Asian crisis, it may be useful to look at the univariate
distribution of the gearing variable in different countries. This information is provided in
Table 7. Considering the median values, as expected, Korean firms are the most highly
leveraged among the nine countries considered. The next most highly leveraged are the Indian
firms, followed by Thailand. The Latin American countries in the sample have considerably
lower gearing ratios.

3. Another independent variable which stands out in Tables 6a—6¢ is sales growth.
For profitability as the dependent variable, it has a positive sign in all nine countries and is
significant in four. Broadly similar, but slightly weaker, results are indicated in Tables 6b and
6¢.

4. The size variable has a negative sign for the majority of countries, but is not
always statistically significant. However, the SALLN2 variable which is the (log size)? is
almost always positive and frequently significant. This suggests overall a nonlinear relationship
between size and profitability.

5. A large number of the industry dummies have the same sign across different
countries, and many of these are statistically significant. The slope dummies are, however,
less well defined, with very few significant coefficients.

6. For the issues investigated in this paper, an important, although relatively
weak, result which emerges from this analysis pertains to the period dummy. For the rate of
return on net assets, the period dummy variable to indicate the effects of liberalization is
negative and statistically significant in four out of the seven countries for which data are
available for both periods. Two of the coefficients are positive but insignificant. Table 6b
shows that the period dummy has a negative coefficient in six out of the seven countries, two
of which are statistically significant. Table 6¢ for output:capital ratios shows that the period
coefficient is positive in six out of seven countries although none of the seven coefficients are
significant. Overall, these results suggest that liberalization has resulted in lower profit
margins and higher output:capital ratios in the sample countries, as suggested by the
predictions of the equilibrium model. Thus, despite the deficiencies of the data and
possibilities of disequilibrium behavior when the relevant variables (e.g., size, industry,
growth) are controlled, the predicted effects of liberalization, in terms of both reduced profit
margins and greater efficiency, do come through.’

’Our period variable will be picking up not only the direct effects of liberalization, but also the
effects of changes in the relationships between the independent variables and profitability
(continued...)
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It may be argued that our results showing reduced profitability in the 1990s are simply
a business cycle effect of the recession of the early years of the decade. There are two points
which are relevant to this argument and need to be considered. First, for many developing
countries, as a result of increased capital flows, the 1990s marked an upturn in economic
activity, rather than a downturn. Secondly, and more importantly, it will be noted that what
we are observing is not just a fall in profit margins, but also an increase in output:capital
ratios. If the reduced profitability were due simply to recession, output:capital ratios would
have been expected to fall.

Although in statistical terms the results are not strong, they are nevertheless robust. In
view of the fact that the error terms for different countries may be related, not least because of
the common impact on developing economies of many world economic events, the equations
were reestimated as a system of ‘seemingly unrelated regressions’. The results were similar to
those reported in Tables 6a—6c.

VI. PERSISTENCY OF PROFITABILITY IN EMERGING MARKETS

As noted in Section II, the third way in which this study has considered the question of
competitiveness is by analyzing the persistency of profitability. This has been done by
estimating for each individual firm the first order autoregressive equation (4) in Section II:

Pit:&+iipit-1+Uit )

where A, indicates the speed of adjustment of profits to their long-run levels. The long-run
profitability is obtained from the estimated regression coefficients as follows:

Pi=a/(l-},).

In the empirical application of equation (4), several considerations are relevant. These
are briefly outlined below.

First, following many empirical studies for advanced countries, this paper also

measures P, as a deviation of the profits of the firm (/) in period (¢) from a measure of
profitability of all firms in the sample for the relevant country. Thus

1n
Xitzpit_;ZI:Pit

°(...continued)
following liberalization.
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where 7 is the total number of companies in the sample for each country, and P ,is the
earnings after tax divided by total receipts for each firm 7 in year 7.

Table 7 reports the results of the persistence of profits regression for the nine
emerging markets. The notation used in the table is as follows:

LMD: the slope of the autoregression X, =a; + 4.X,,, + e, (6)

PYLR: calculated as [¢:/1-A,] and interpreted as the long-run or permanent
profit rate for each firm

PYIN: the initial profit rate (EAT/Total Assets) computed as the average
of excess profits for the first two years for each company

PYAV: the average profit (EAT/Total Assets) for each firm over the period 7.

Ideally, instead of taking deviations of each firm’s profitability from the sample
average, it would have been more appropriate to use the economy-wide average profitability
as a benchmark to measure excess profits. Better still, the theoretically appropriate measure
would have been the opportunity cost of capital in the economy. However, neither of these
courses of action was open to us because the data were not available. Nevertheless, the
procedure followed has two distinct advantages. It allows us to compare the results for
emerging markets with those for advanced countries, where similar methodology is used.
Further, it is important to bear in mind that our samples consist of the largest firms, whose
profitability profile may well be different from that of the economy as a whole.

The second empirical problem in the application of the autoregressive model in
equations (4) or (6) is concerned with the smallness of the profits time series available for the
firms in the various country samples. The longest time series are 16 years for Zimbabwe, 15
for Jordan and Korea and 13 for India. The shortest are for Argentina and Peru, with just six
observations. Although the OLS estimates of the regression equation in (6) are consistent and
asymptotically efficient, they are known to be biased in small samples. Johnston (1972)
suggests that, in order to correct for this bias, the estimated coefficients should be multiplied
by 7/7-2, where T is the size of the time series is the sample.

Thirdly, as mentioned earlier, it is important to take note of the sample selection
problem caused by considering only surviving large firms when examining the persistency of
profits. If survival itself depends on persistence of profits, rather than on other criteria, such as
size, confining the samples to surviving firms will bias the results. Although for advanced
countries there is considerable evidence (Singh, 1971, 1975) that survival for large quoted
companies is essentially determined by size rather than profits (and therefore the sample
selection problem is likely to be small), such studies have not yet been done for emerging
markets.
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What conclusions can be drawn concerning the intensity of competition in the
emerging markets on the basis of the results reported in Table 7? If we first consider the
persistence of long-term profitability above the norm, for four out of nine countries
(Argentina, Jordan, Korea and Thailand), the estimated value for the average firm is negative.
For India, Mexico and Peru it is close to zero. The highest value is recorded for Malaysia,
which is 0.03, suggesting that the average firm is able to earn profits 3 percent above the norm
in perpetuity. Even in countries for which the average value of PYLR is zero, there will be
individual companies whose long-run profits deviate from the norm. The estimates of the
proportions of such companies for the various countries (not reported in Table 7) suggest that
these are broadly similar, ranging between 16.5 percent in Malaysia and 22.8 percent in
Korea. More significantly, they are also relatively small compared with the corresponding
figures for advanced economies to be discussed below. The reported correlation coefficients
between permanent profits (PYLR) and initial profits (PYIN) for most countries are also very
small. The largest ones are recorded for India, Korea, Mexico and Zimbabwe; these are only
of the order of 0.3. Further, in Table 7, the estimates of PYLR, ordered by size quartiles, do
not indicate any tendency for larger firms to have higher permanent profits than the average
firm.

Turning to the other main parameters of competitiveness, the speed of adjustment A
shows considerable variation between emerging markets. Its values range from —0.04 in
Argentina and 0.05 in Mexico to 0.47 in Jordan and 0.54 in Malaysia. To put these into
perspective, it may be observed that even a value of A of about 0.05 implies a fairly rapid
speed of adjustment. Thus if a firm earned profits 10 percent above the long-term norm, and A
was equal to 0.05, in three years the excess profits would fall to 1 percent. Again the data in
Table 7 do not show any tendency for A to vary with firm size. Taking into account all the
various indicators of the degree of competition reported in Table 7, the data show that, in
general, competition has been greater in the Latin American economies, Argentina and
Mexico, than in the Asian countries, India, Korea, Malaysia and Thailand.

How do the results for developing countries compare with those of advanced
countries? For this purpose we report below the corresponding estimates for the parameters
of equation (6) for the United Kingdom and the United States. First, for the United Kingdom,
for the period 1948-77, the estimated value of A was 0.48 and that of PYLR was 0.255. The
proportion of firms with long-term profitability persistently above or below the norm was
estimated to be 30.4 percent (Cubbins and Geroski, 1990). The corresponding figures for the
United States, 1964-80, were: A = 0.50, PYLR = 1.57, and the proportion of firms with
permanently deficient or excessive profits was 49.2 percent (Mueller, 1990). Waring’s (1996)
mammoth study of nearly 12,000 U.S. firms also produced an average value of A of about
0.50. Even corrected for small sample bias, the value of A for most developing countries in
Table 7, including the Asian ones, tends to be notably lower than for the United States and the
United Kingdom. Overall the estimated parameters in Table 7 suggest that, compared with
leading advanced countries, developing countries in general, including the Asian economies,
are, if anything, more rather than less competitive.
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VII. CONCLUSION

Very briefly, this paper has analyzed corporate rates of return in emerging markets
during the 1980s and 1990s, to study the nature and intensity of competition in these markets.
The results of the first exercise suggest that the process of liberalization in the 1990s was
associated with a reduction in corporate profit margins, as well as an improvement in the
efficiency of capital utilization, as the competitive model would predict. The second exercise,
with respect to persistency in corporate rates of return, suggests that the dynamics of the
competitive process are no less intense in developing countries, including the East Asian ones,
than in advanced countries such as the United Kingdom and the United States.
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Deletions Made in Computing Univariate Statistics

1. In computing the summary statistics and other univariate measures, deletions
from the sample were made on the following criteria:

Return on Assets (ROA) for any company in any year greater or less than 100 percent.
Profit margin (PM) for any company in any year greater or less than 100 percent

Deletions Made for the Multivariate Regressions

2. For the 10 countries in the sample, there were 8190 observations at the start.
All observations with missing industries or missing values for variables included in the model
were deleted. After these deletions, 4987 observations remained. From this adjusted sample,
observations were deleted from all countries on the following criteria:

(@) Return on Assets (ROA) > or < 100 percent, these amounted to 3.
(b) Profit margin (PM) > or < 100 percent, these amounted to 86.
() Sales growth (Salgr) > 2000 percent, these amounted to 74.

After these deletions, the sample size for the regressions was reduced to 4824,
comprised as follows:

Country No. of observations Period
Argentina 150 1992-95
Brazil 473 1986-95
India 619 1986-93
Jordan 294 1986-94
Korea 797 198694
Malaysia 810 1986-94
Mexico 704 1986-94
Peru 104 1992-95
Thailand 429 1986-94
Zimbabwe 444 1986-95

4824




Table 1a. Top Listed Manufacturing Corporations. All Sample Countries. Distribution of their Average Rates of Return on Total Assets
(The F-test, significant at the 0.1% level, implies a rejection of equality of means across countries)

Return on Assets Argentina India Jordan Korea Malaysia Mexico Peru Thailand  Zimbabwe F-statistic
Whole Period 1991-95 1980-92 1980-94 1980-94 1983-94 1984-94 1991-95 1987-94 1980-95

Mean 0.04 0.13 0.08 0.09 0.09 0.09 0.06 0.15 0.14 116.82
Standard Deviation 0.08 0.09 0.10 0.04 0.07 0.08 0.18 0.09 0.08

Minimum -0.37 -0.22 -0.19 -0.17 -0.27 -0.25 -0.49 -0.18 -0.10

First Quartile -0.01 0.08 0.02 0.07 0.05 0.04 -0.04 0.09 0.09

Median 0.04 0.12 0.08 0.09 0.08 0.08 0.05 0.13 0.14

Third Quartile 0.09 0.16 0.14 0.11 0.13 0.13 0.17 0.18 0.19

Maximum 0.27 0.95 0.44 0.36 0.32 0.56 0.55 0.70 0.69

Range 0.64 1.16 0.63 0.54 0.59 0.81 1.04 0.88 0.79

Early Period 1980-83 1980-83 1980-83 1983-86 1984-87 1987-90 1980-83

Mean 0.14 0.07 0.11 0.08 0.10 0.17 0.14 40.88
Standard Deviation 0.10 0.10 0.04 0.07 0.09 0.09 0.10

Minimum -0.07 -0.17 -0.01 -0.27 -0.21 0.02 -0.10

First Quartile 0.09 0.02 0.09 0.05 0.05 0.11 0.08

Median 0.12 0.06 0.11 0.07 0.09 0.15 0.13

Third Quartile 0.17 0.11 0.14 0.12 0.14 0.21 0.20

Maximum 0.86 0.41 0.28 0.32 0.47 0.70 0.69

Range 0.93 0.59 0.30 0.59 0.68 0.68 0.79

Late Period 1989-92 1991-94 1991-94 1991-94 1991-94 1991-94 1992-95

Mean 0.13 0.10 0.08 0.09 0.07 0.13 0.15 38.61
Standard Deviation 0.08 0.09 0.04 0.07 0.07 0.09 0.08

Minimum -0.22 -0.17 -0.17 -0.26 -0.15 -0.18 -0.09

First Quartile 0.08 0.02 0.06 0.06 0.04 0.08 0.09

Median 0.12 0.06 0.07 0.09 0.07 0.12 0.15

Third Quartile 0.17 0.11 0.09 0.13 0.11 0.15 0.20

Maximum 0.57 0.41 0.36 0.29 0.27 0.59 0.39

Range 0.79 0.59 0.54 0.55 0.42 0.77 0.48

_ZZ_



Table 1b. Top Listed Manufacturing Corporations. All Sample Countries. Distribution of their Average Profit Margins
(The F-test, significant at the 0.1% level, implies a rejection of equality of means across countries)

Profit Margin Argentina India Jordan Korea Malaysia Mexico Peru Thailand  Zimbabwe F-statistic
Whole Period 1991-95 1980-92 1980-94 1980-94 1983-94 1984-94 1991-95 1987-94 1980-95

Mean 0.07 0.10 0.07 0.10 0.15 0.13 0.06 0.16 0.14 24.62
Standard Deviation 0.21 0.06 0.21 0.06 0.16 0.13 0.24 0.11 0.09

Minimum -0.95 -0.34 -0.99 -0.38 -0.94 -0.96 -0.84 -0.53 -0.20

First Quartile -0.02 0.06 0.03 0.07 0.08 0.07 -0.07 0.09 0.09

Median 0.07 0.09 0.11 0.09 0.13 0.13 0.08 0.13 0.13

Third Quartile 0.13 0.13 0.18 0.12 0.20 0.20 0.25 0.20 0.18

Maximum 0.93 0.67 0.57 0.59 0.86 0.61 0.59 0.80 0.78

Range 1.88 1.01 1.56 0.97 1.80 1.57 1.43 1.33 0.98

Early Period 1980-83 1980-83 1980-83 1983-86 1984-87 1987-90 1980-83

Mean 0.10 0.09 0.11 0.15 0.16 0.16 0.14 16.09
Standard Deviation 0.06 0.17 0.05 0.16 0.15 0.09 0.10

Minimum -0.13 -0.62 -0.03 -0.46 -0.96 0.01 -0.13

First Quartile 0.06 0.04 0.08 0.07 0.09 0.09 0.09

Median 0.09 0.09 0.10 0.12 0.17 0.13 0.14

Third Quartile 0.13 0.19 0.13 0.21 0.23 0.20 0.19

Maximum 0.48 0.47 0.52 0.86 0.61 0.46 0.78

Range 0.61 1.10 0.56 1.32 1.57 0.45 0.91

Late Period 1989-92 1991-94 1991-94 1991-94 1991-94 1991-94 1992-95

Mean 0.11 0.11 0.09 0.14 0.10 0.15 0.15 12.66
Standard Deviation 0.07 0.16 0.06 0.15 0.11 0.13 0.09

Minimum -0.34 -0.62 -0.38 -0.77 -0.46 -0.53 -0.20

First Quartile 0.07 0.04 0.06 0.08 0.05 0.09 0.10
Median 0.10 0.09 0.09 0.13 0.10 0.14 0.15

Third Quartile 0.14 0.19 0.12 0.20 0.17 0.20 0.20
Maximum 0.67 0.47 0.47 0.85 0.44 0.80 0.49
Range 1.01 1.10 0.85 1.62 0.90 1.33 0.68

_EZ_
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Table 2. Top Listed Manufacturing Corporations. All Sample Countries. Industrial Distribution of Corporations

_SZ-

Industrial Classification Argentina India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe  Total
Agribusiness, Food and Timber 27 9 24 23 39 21 21 27 31 25
Automotive & General Manufacturing 8 21 14 1 18 14 14 28 29 16
Cement and Construction Materials 6 4 11 12 11 8 7 10 6 9
Chemicals and Petrochemicals 6 18 22 11 3 10 0 3 2 9
Energy 5 0 3 0 3 0 0 2 0 1
Industrial Equipment and Machinery 16 14 3 23 12 15 3 2 6 12
Minerals, Iron and Steel 10 11 14 16 11 21 43 3 15 15
Textiles ' 3 22 1 4 4 8 7 25 6 11
No of Firms not Classified 18 0 0 0 0 4 0 0 4 3

62 99 37 92 120 111 29 60 48 658

No of Firms in Sample
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Table 3b. Top Listed Manufacturing Corporations. All Sample Countries
Average Profit Margins Classified by Opening Size Quartiles’

All All
Profit Margin Argentina India Jordan Korea Malaysia ~ Mexico Peru Thailand  Zimbabwe  Countries  Countries
Mean Std Dev
Quartile 1 0.08 0.11 0.11 0.09 0.14 0.14 0.11 0.14 0.12 0.12 0.02
Quartile 2 0.03 0.09 0.07 0.10 0.12 0.11 -0.04 0.16 0.15 0.09 0.06
Quartile 3 0.11 0.10 0.06 0.11 0.17 0.12 -0.01 0.17 0.14 0.11 0.06
Quartile 4 0.06 0.10 0.05 0.10 0.17 0.17 0.18 0.16 0.15 0.13 0.05
Mean 0.07 0.10 0.07 0.10 0.15 0.13 0.06 0.16 0.14 0.11 0.05
Standard Deviation 0.03 0.01 0.03 0.01 0.02 0.03 0.10 0.01 0.01 0.02

_Lz_

'Quartiles are based on the opening value of the firms' Total Assets.



Table 3c. Top Listed Manufacturing Corporations. All Sample Countries Average Output-Capital Ratios Classified

by Opening Size Quartiles'

All All

Output to Capital Argentina India Jordan Korea Malaysia ~ Mexico Peru Thailand  Zimbabwe Countries  Countries
Mean Std Dev

Quartile 1 0.92 1.71 0.83 1.24 0.70 0.79 1.04 1.09 1.29 1.07 0.31
Quartile 2 0.77 1.37 0.69 1.05 0.93 0.74 0.84 1.05 1.22 0.96 0.23
Quartile 3 0.73 1.38 0.70 0.98 0.65 0.72 0.69 1.14 1.08 0.90 0.26
Quartile 4 0.41 1.18 1.07 0.89 0.84 0.54 0.71 1.25 0.94 0.87 0.28
Mean 0.71 1.41 0.82 1.04 0.78 0.70 0.82 1.13 1.13 0.95 0.27
Standard Deviation 0.21 0.22 0.18 0.15 0.13 0.11 0.16 0.09 0.15 0.09

—8Z_

1 Quartiles are based on the opening value of the firms' Total Assets.



Table 4a. Top Listed Manufacturing Corporations. All Sample Countries.

Rates of Return on Total Assets by Industry

Return on Assets Argentina . India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe Coﬁgtry Coﬁrllltry

means Std Dev
Agribusiness Food and Timber 0.06 0.17 0.07 0.09 0.09 0.12 0.11 0.12 0.14 0.11 0.04
Automotive & General Mfg 0.06 0.13 0.08 0.10 0.09 0.08 0.07 0.17 0.15 0.10 0.04
Cement and Construction Materials 0.05 0.11 0.07 0.09 0.10 0.09 0.13 0.16 0.11 0.10 0.03
Chemicals and Petrochemicals -0.03 0.17 0.10 0.11 0.10 0.13 0.16 0.14 0.11 0.06
Energy 0.05 0.04 0.17 0.11 0.09 0.06
Industrial Equipment and Machinery 0.03 0.12 0.13 0.09 0.08 0.10 0.02 0.12 0.12 0.09 0.04
Minerals, Iron and Steel | -0.01 0.11 0.12 0.11 0.07 0.04 0.05 0.09 0.14 0.08 0.05
Textiles 0.03 0.11 0.05 0.09 0.08 0.10 -0.05 0.15 0.15 0.08 0.06
Industry mean 0.03 0.13 0.08 0.10 0.10 0.10 0.05 0.14 0.14 0.10 0.04
Industry Std deviation 0.03 0.03 0.03 0.01 0.03 0.03 0.07 0.03 0.02 0.01
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Table 4b.Top Listed Manufacturing Corporations. All Sample Countries. Profit Margin by Industry

Profit Margin Argentina  India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe Coﬁrllltry Coﬁgtry

means Std Dev
Agribusiness Food and Timber 0.05 0.11 0.04 0.08 0.19 0.15 0.17 0.12 0.15 0.12 0.05
Automotive & General Mfg 0.06 0.08 0.04 0.11 0.11 0.13 0.07 0.17 0.13 0.10 0.04
Cement and Construction Materials 0.08 0.10 0.10 0.10 0. 15 0.21 0.15 0.24 0.18 0.15 0.06
Chemicals and Petrochemicals -0.03 0.12 0.11 0.12 0.10 0.16 0.11 0.13 0.10 0.06
Energy 0.17 0.03 0.13 0.21 0.14 0.08
Industrial Equipment and Machinery 0.02 0.11 0.07 0.09 0.11 0.11 0.02 0.20 0.11 0.09 0.06
Minerals, Iron and Steel 0.02 0.10 0.12 0.12 0.11 0.07 0.02 0.14 0.16 0.10 0.05
Textiles 0.07 0.09 0.06 0.10 0.10 0.14 -0.09 0.14 0.14 0.08 0.07
Industry mean 0.05 0.10 0.07 0.10 0.12 0.14 0.06 0.17 0.14 0.11 0.04
Industry Std deviation 0.06 0.01 0.03 0.01 0.03 0.04 0.09 0.05 0.02 0.02
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Table 4¢c. Top Listed Manufacturing Corporations. All Sample Countries.

Output-Capital Ratio by Industry

Output to Capital Argentina  India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe Coﬁlllltry Coﬁlltry

means Std Dev
Agribusiness Food and Timber 0.87 2.04 1.06 1.26 0.69 0.84 0.58 1.49 1.15 1.11 0.45
Automotive & General Mfg 1.18 1.71 0.73 0.90 0.99 0.65 1.20 1.06 1.31 1.08 0.32
Cement and Construction Materials 0.53 1.10 0.50 0.88 0.62 0.45 0.70 0.73 0.71 0.69 0.20
Chemicals and Petrochemicals 0.67 1.43 0.82 0.97 1.08 0.86 1.58 1.10 1.06 0.31
Energy 0.47 1.54 1.77 0.55 1.08 0.67
Industrial Equipment and Machinery 0.54 1.13 0.64 1.02 0.82 0.91 0.86 0.63 1.23 0.86 0.23
Minerals, Iron and Steel 0.46 1.18 0.84 1.03 0.61 0.48 0.84 0.57 0.85 0.76 0.25
Textiles 0.53 1.22 0.51 0.93 0.70 0.68 0.73 1.10 1.08 0.83 0.26
Industry mean 0.66 1.40 0.83 1.00 10.91 0.70 0.82 0.97 1.06 0.94 0.22
Industry Std deviation 0.25 0.36 0.34 0.13 0.39 0.18 0.21 0.41 0.21 0.17
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Table 5a. Top Listed Manufacturing Corporations. All Sample Countries

Standard Deviation of Return on Total Assets of Firms for the Early and Late Periods, Classified by Opening Size Quartiles1

;?;iﬁrgnD::;Zgon Period Argentina India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe
Quartile 1 Early 0.13 0.11 0.03 0.04 0.08 0.05 0.04
Quartile 2 Early 0.07 0.04 0.03 0.04 0.09 0.10 0.12
Quartile 3 ' Early 0.05 0.05 0.03 0.08 0.04 0.06 0.06
Quartile 4 Early 0.04 0.03 0.02 0.06 0.04 0.07 0.04
Whole Sample Early 0.08 0.07 0.03 0.05 0.07 0.07 0.09
Quartile 1 Late 0.07 0.08 0.04 0.05 0.07 0.04 0.16 0.07 0.08
Quartile 2 Late 0.06 0.10 0.13 0.03 10.06 0.07 0.12 0.13 0.06
Quartile 3 Late 0.06 0.06 0.09 0.03 0.06 0.05 0.06 0.05 0.07
Quartile 4 Late 0.05 0.05 0.04 0.02 0.04 0.05 0.14 0.05 0.04
Whole Sample Late 0.06 0.07 0.08 0.03 0.06 0.05 0.14 0.08 0.06

_zs_

! Quartiles are based on the opening value of the firms' Total Assets.



Table 5b. Top Listed Manufacturing Corporations. All Sample Countries.
Standard Deviation of Profit Margin of Firms for the Early and Late Periods, Classified by Opening Size Quartiles1
iﬁ%ﬁﬁa?g?raﬁon Period Argentina India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe
.Quartile 1 Early 0.06 0.14 0.03 0.15 0.11 0.07 0.04
Quartile 2 Early 0.05 0.14 0.05 0.10 0.15 0.08 0.12
Quartile 3 Early 0.06 0.13 0.05 0.14 0.08 0.07 0.05
Quartile 4 Early 0.04 0.12 0.04 0.15 0.12 0.10 0.04
Whole Sample Early 0.05 0.14 0.04 0.14 0.12 0.08 0.07
Quartile 1 Late 0.09 0.07 0.06 0.06 0.16 0.07 0.12 0.08 0.09
Quartile 2 Late 0.09 0.04 0.26 0.04 0.14 0.09 0.15 0.10 0.07
Quartile 3 Late | 0.24 0.06 0.10 0.06 0.06 0.09 0.12 0.08 0.07
Quartile 4 Late 0.25 0.06 0.10 0.03 0.14 0.09 0.16 0.11 0.06
Whole Sample Late 0.18 - 0.06 0.17 0.05 0.13 0.09 0.16 0.10 0.07
! Quartiles are based on the opening value of the firms' Total Assets.
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Table 5¢. Top Listed Manufacturing Corporations. All Sample Countries
Standard Deviation of Output-Capital Ratios of Firms for the Early and Late Periods, Classified by Opening Size Quartilesl

Standard Deviation

Output to Capital Period Argentina India Jordan Korea  Malaysia Mexico Peru Thailand Zimbabwe
Quartile 1 Early 0.86 0.43 0.42 0.37 0.25 0.45 0.32
Quartile 2 Early | 056  0.19 0.36 0.50 0.31 0.44 0.40
Quartile 3 Early 0.45 0.23 0.36 0.43 0.28 0.63 0.54
Quartile 4 Early 0.43 0.84 0.27 0.76 0.14 0.79 0.45
Whole Sample Early 0.63 0.51 0.41 0.54 0.28 0.58 0.48
Quartile 1 Late 0.53 0.39 0.32 0.41 0.54 0.30 0.40 0.38 0.43
Quartile 2 Late 0.24 0.57 0.56 0.24 0.51 0.42 0.20 0.60 0.52
Quartile 3 Late 0.49 0.62 0.33 0.27 0.48 0.27 0.20 0.42 0.29
Quartile 4 Late 0.26 0.49 0.41 0.28 0.54 0.24 0.41 0.93 0.36
Whole Sample Late 0.43 0.54 0.41 0.34 0.51 0.33 0.35 0.63 0.43

_vs_

! Quartiles are based on the opening value of the firms' Total Assets.



Table 6a. OLS Regression Equation for each Country Relating Return on Total Assets (Dependent Variable) to Firm Specific Independent Variables and Industry Dummies
(T-Statistics have been corrected for Heteroskedasticity by applying the White correction.)

Dep. variable: ROA Argentina India Jordan Korea Malaysia Mexico Peru Thailand - Zimbabwe
Sample size 150 619 294 797 810 704 104 429 444
Independent variables Beta  T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat
GEAR -0.017 -2.056 0.000 0.270 -0.033 -2.413 -0.003 -5258 -0.002 -1.833 -0.002 -1.639 -0.099 -5.835 -0.023 -2.410 0.060 0.895
PE 0.742. 2.058 0.117 0.503 -2.600 -1.979 0.154 2.973 -0.197 -0.203 0.134 1.729 0.537 0.714 -0.202 -0.432 0.414 0.670
SALGR 0.024 4.130 0.059 3.985 0.067 4.290 0.003 0.487 0.005 1.109 0.005 1.789 0.062 1.526 0.028 1.288 0.013 0.138
SALLN2 0.000 1.029 0.000 1.214 0.002 3.624 0.000 -0.519 0.000 2.298 0.000 2.022 0.002 2.512 0.000 0.713 0.001 1.984
SALSZ 0.233 1.570 -0.556 -1.509 -1.095 -3.694 -0.022 -0.414 0.132 0.930 -0.188 -0.969 -0.004 -0.018 0.208 2.067 -1.084 -2.006
PERIOD 0.070 1.056 -0.232 -2.078 -0.059 -2.020 -0.144 -3.004 -0.042 -1.242 -0.256 -3.909 0210 0910
CEMENT -0.008 -0477 -0.084 -4.736 -0.003 -0.138 -0.010 -1.899 0.010 1.068 -0.025 -2.896 0.047 1.051 0.025 2.745 -0.055 -1.994
ENERGY -0.014 -0.795 0.329 3.436 0.053 4.448 0.020 1.243

GENERAL 0.006 0332 -0.050 -4.033 0021 1.130 0.005 1.151 0.001 0.146 -0.033 -3.280 -0.009 -0.159 0.053 4.084 -0.023 -0.704
INDEQUIP -0.043 -2.290 -0.067 -4912 -0.006 -0.164 -0.012 -2.695 -0.005 -0.731 -0.021 -2.109 0.053 1.197 -0.002 -0.108 -0.080 -2.093
MINERAL -0.057 -3.655 -0.053 -3.634 0.044 2488 0.015 3.001 -0.013 -1.818 -0.065 -6.877 0.016 0.449 -0.004 -0.140 -0.030 -0.807
PETRO -0.085 -4.587 -0.006 -0.348 0.000 0.009 0.008 1.481 0009 1.034 0.016 1202 0.059 2.661 -0.052 -1.215
TEXTILE -0.035 -2478 -0.071 -5477 -0.014 -0939 0.000 0.070 -0.006 -0.772 -0.013 -0.860 -0.061 -1.678 0.038 3.641 -0.046 -1.101
GEARD -0.001 -0.787 -0.011 -0.763 0.001 0.911 -0.006 -2.721 0.070 5.104 0.000 0.020 -0.060 -0.895
PED -0.365 -0.752 3316 2488 -0.012 -0.069 1.173 1.142 -0.205 -0.895 0932 1.847 -0.395 -0.639
SALGRD 0.024 0930 -0.033 -1.167 0.031 1.752 -0.004 -0.734 0.004 1.002 0.037 0986 0.074 0.771
SALLN2D 0.000 -0.788 0.000 0.542 0.000 1.148 0.001 3.931 0.000 0.564 0.001 2.720 -0.001 -1.558
SALSZD 0.559 1513 -0.039 -0.242 0.014 0.174 -0.569 -3.128 0.168 0.861 -0.290 -2.770 1.023 1.874
CONSTANT -0.008 -0.160 0.095 1900 0.145 1.298 0.109 6.715 0.034 0.839 0.059 2697 -0.193 -1.886 '0.136 2.346 -0.091 -0.421
R-squared 0.316 0.170 0.399 0.158 0.242 0.226 0.390 0.232 0.039
Adjusted R-squared 0.256 0.146 0.360 0.140 0.225 0.206 0.324 0.199 0.001
S.E. of regression 0.064 0.072 0.084 0.039 0.060 0.075 0.128 0.085 0.205
Sum squared resid 0.569 3.136 1.924 1.192 2.817 3.845 1.523 2.946 17.920
Log likelihood 205.291 757.446 322.109 1461.51 1143.54 834.992 72.077 459.733 82.586
Durbin-Watson stat 1.888 1.968 1.917 1.959 1.761 1.937 2.074 2.039 2.028
Mean dependent var 0.051 0.128 0.094 0.086 0.087 0.089 0.094 0.147 0.164
S.D. dependent var 0.075 0.078 0.105 0.042 0.068 0.084 0.156 0.095 0.205
F-statistic 5.276 7.217 10.139 8.604 14.029 11.750 5.941 6.891 1.015
Prob(F-statistic) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.440
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Table 6b. OLS Regression Equation for each Country Relating Profit Margin (Dependent Variable) to Firm Specific Independent Variables and Industry Dummies.

Dep. variable: PM Argentina India Jordan Korea Malaysia Mexico Peru Thailand Zimbabwe
Sample size 150 619 294 797 810 704 104 429 444
Independent variables Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat
GEAR -0.045 -2.145 0.000 0.412 -0.063 -2.105 -0.002 -0.907 -0.004 -1.774 0.002 0.297 -0.103 -4.544 -0.012 -1.354 -0.054 -3.279
PE 1.859 2.280 0.064 0.406 -3.420 -1.328 0.103 1.342 -0.895 -0.343 0.005 0.050 0.756 0.772 -1.216 -2.652 0.006 0.045
SALGR 0.030 2.049 0.005 0.543 0.075 2.734 -0.020 -1.896 0.018 2.310 0.014 3.475 0.090 1798 0.010 0.622 0.053 1.206
SALLN2 0.000 -0.765 0.000 -0.407 0.004 2.731 0.000 -1.883 -0.001 -1.485 0.001 2.691 0.003 3.213 0.000 -0.400 0.001 1.466
SALSZ 0.866 2.753 0.121 0.349 -1.072 -1.674 -0.007 -0.159 0.268 0.786 -0.727 -1.868 -0.193 -1.205 -0.066 -0.593 -0.826 -2.364
PERIOD 0.020 0.259 -0.276 -1.134 -0.083 -2.145 -0.184 -1.266 -0.031 -0.483 -0.282 -3.292 -0.034 -0.270
CEMENT 0.052 2.038 -0.023 -1.143 0.016 0.315 0.023 2466 -0.036 -1.704 0.071 5.201 0.032 0.553 0.122 6.569 0.008 0.381
ENERGY 0.139  3.655 0.185 0.855 -0.025 -1.350 0.101  3.508

GENERAL 0.020 0.643 -0.034 -2347 0.020 0424 0.029 3.636 -0.081 -5.619 -0.009 -0.625 -0.097 -1.647 0.045 3.187 -0.002 -0.152
INDEQUIP -0.031 -0.550 -0.007 -0.452 0.006 0.135 0.001 0.133 -0.045 -3.304 -0.035 -2.887 -0.006 -0.094 0.075 3.339 -0.034 -1.759
MINERAL 0.031 0.684 -0.008 -0.440 0.056 1.682 0.044 6.144 -0.071 -3.344 -0.060 -3.645 -0.055 -1.061 0.035 0461 0.048 2.652
PETRO -0.059 -2.284 0.016 0.925 0.009 0325 0.041 6.079 -0.079 -5.828 0.022 1.587 -0.005 -0.281 0.003 0.157
TEXTILE 0.030 1.002 -0.022 -1.415 0.049 1266 0.019 2932 -0.091 -3.838 0.005 0209 -0.115 -2.177 0.018 1.317 0.008 0.520
GEARD -0.001 -0.741 0.003 0.088 0.002 0.635 -0.014 -1.576 0.102 4.384 -0.004 -0.251 0.054 3.276
PED -0.259 -0.550 4.135 1598 -0.411 -1.773 1942 0.710 -0.655 -1.808 1.916 3.651 -0.015 -0.101
SALGRD 0.033 1400 -0.023 -0.441 0.056 2499 -0.003 -0.257 0.001 0.277 0.030 0.578 0.079 1.045
SALLN2D 0.000 0.098 0.000 -0.034 0.001 2521 0.001 1.601 0.000 -0.205 0.001 2.044 0.000 -0.346
SALSZD -0.063 -0.180 0.054 0.173 -0.122 -1.474 -0.641 -1.535 0.690 1.773 -0.101 -0.823 0.682 2.022
CONSTANT 0.085 0.696 0.121 2519 0.079 0325 0.122 5632 0303 2484 0.030 0645 -0.297 -2.363 0243 3.954 0.075 0.961
R-squared 0.157 0.100 0.274 0.141 0.113 0.229 0.379 0.180 0.146
Adjusted R-squared 0.084 0.074 0.226 0.122 0.092 0.210 0.312 0.144 0.112
S.E. of regression 0.150 0.061 0.170 0.054 0.145 0.119 0.168 0.101 0.099
Sum squared resid 3.097 2.245 7.989 2.248 16.719 9.758 2.638 4212 4.135
Log likelihood 78.163 860.813 112.836 1208.7 422.269 507.152 43.498 383.039 408.120
Durbin-Watson stat 2.131 1.983 1.827 1.901 1.999 1.992 1.977 2.073 1.981
Mean dependent var 0.063 0.103 0.089 0.097 0.140 0.127 0.099 0.155 0.143
S.D. dependent var 0.157 0.064 0.194 0.057 0.153 0.134 0.203 0.110 0.105
F-statistic 2.132 3.920 5.763 7.532 5.580 12.016 5.682 5.013 4.288
Prob(F-statistic) 0.019 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
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Table 6¢. OLS Regression Equation for each Country Relating Output-Capital Ratio (Dependent Variable) to Firm Specific Independent Variables and Industry Dummies
(T-Statistics have been corrected for Heteroskedasticity by applying the White correction.)

Dep. variable: OUTCAP Argentina India Jordan Korea Malaysia Mexico Peru Thailand  Zimbabwe
Sample size 150 619 294 797 810 704 104 429 444
Independent variables Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat Beta T-Stat
GEAR 0.133 1.895 0.005 1.129 -0.131 -2.109 -0.018 -3.910 0.000 0.134 -0.015 -3.522 0.043 1.001 -0.064 -2.464 0.588 2.206
PE -0.775 -0.432 0390 0.217 -1.564 -0.141 1.556 2.455 2.755 0396 0.543 2.034 0.259 0.124 8.744 2.932 0.908 0.355
SALGR 0.096 2367 0.632 3.891 0.037 0.428 0283 2.114 -0.020 -0.960 0.005 0.524 0.004 0.030 0.078 0.532 -0.201 -0.569
SALLN2 0.002 2.518 0.003 1.316 0.019 3.719 0.003 2.649 0.009 10.371 0.002 3.904 0.001 0.228 0.006 2.307 0.003 0.924
SALSZ -0.731 -1.222 -4.877 -1.221 0.364 0.101 -0.480 -1.044 -2.221 -2.644 -0.807 -0.797 0.112 0.126 1.046 0.805 2340 0.951
PERIOD 0323 0520 0.293 0.283 0.077 0.345 -0.003 -0.012 0357 2.549 0.277 0419 0.159 0.164
CEMENT -0.272 2946 -0.902 -5.443 -0.797 -4.269 -0.452 -9.644 -0.099 -2.001 -0.379 -9.728 0.177 2703 -0.922 -8.001 -0.446 -3.962
ENERGY -0.575 -6.910 -0.998 -0.573 0.547 5.882 -0.679 -8.308

GENERAL 0.252 2208 -0.359 -2.295 -0.231 -2.064 -0.360 -6.889 0.225 3.836 -0.177 -4349 0.626 3.593 -0.294 -3.549 -0.025 -0.181
INDEQUIP -0.355 -3.879 -0.914 -5.986 -0.587 -4.979 -0.269 -5.693 0.044 0958 0.125 2.889 0.203 2386 -0.731 -8.368 -0.148 -0.880
MINERAL -0.372 -4780 -0.791 -5.016 -0.269 -2.025 -0.321 -6.348 -0.121 -2.966 -0.309 -7.764 0.239 2876 -0.657 -5.616 -0.519 -3.514
PETRO -0.201 -2.506 -0.643 -4.021 -0.526 -3.273 -0.427 -8.676 0.256 3.848 0.078 1.612 0.233 0929 -0.356 -1.755
TEXTILE -0405 -4.119 -0.830 -5428 -0.543 -5.669 -0.348 -6.468 0.020 0.403 -0.105 -1.776 0.204 2469 -0.280 -3.474 -0.391 -2.199
GEARD -0.005 -1.091 0.037 0494 0.007 0.894 -0.011 -0.507 0.252 5.313 0.023 0.428 -0.588 -2.205
PED 3.283 0952 4.060 0360 2.785 1569 2250 0303 0297 0.296 -6.525 -2.042 -0.968 -0.378
SALGRD -0.347 -1.617 0209 1.649 -0.080 -0.461 -0.022 -0.859 0.003 0.197 -0.099 -0.437 0485 1.274
SALLN2D -0.002 -0.864 -0.010 -1.533 -0.003 -1.975 -0.001 -0.783 -0.002 -3.172 0.000 -0.132 0.001 0.154
SALSZD 4605 1.150 0922 0.760 0.961 1.778 0.429 0.404 0.821 0.812 -0.505 -0.361 -2.792 -1.117
CONSTANT 0.097 0372 1.263 2531 0152 0.173 0818 4.532 -0572 -2.287 0370 3951 0436 1210 -0.213 -0381 0.509 0.561
R-squared 0.436 0.247 0.316 0.229 0.316 0.318 0.230 0.317 0.117
Adjusted R-squared 0.387 0.226 0.271 0.212 0.300 0.301 0.147 0.287 0.081
S.E. of regression 0.326 0.549 0.590 0.378 0.448 0.300 0.360 0.562 0.882
Sum squared resid 14.561 181.364 95.635 111.590 158.569 61.684 12.029 129.396 331.563
Log likelihood -37.921 -498.38 -252.08 -347.43 -488.85 -141.90 -35.402 -351.63 -565.18
Durbin-Watson stat 1.758 2.070 1.999 1.906 1.845 1.944 1.831 2.121 2.108
Mean dependent var 0.732 1.349 0.866 0.970 0.776 0.708 0.817 1.134 1.201
S.D. dependent var 0.416 0.624 0.691 0.426 0.535 0.359 0.389 0.665 0.920
F-statistic 8.823 11.617 7.058 13.631 20.264 18.824 2.772 10.548 3.307
Prob(F-statistic) 0.000 0.000 0.000 0.000 0.000 0.000 0.005 0.000 0.000
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Table 6d. Top Listed Manufacturing Corporations. Nine Developing Countries. Distribution of their Average Gearing Rations

(Gearing is the ratio of total liabilities divided by shareholders equity)

Gearing Argentina  India Jordan Korea Malaysia Mexico Peru Thailand Zimbabwe
Whole Period 1991-95 1980-92 1980-94 1980-94 1983-94 1984-94 1991-95 1987-94  1980-95

Mean 0.70 3.24 1.04 522 1.03 0.60 0.67 1.23 3.86
Standard Deviation 0.66 10.90 1.08 4.98 1.96 1.61 0.60 0.98 57.35
Minimum 0.02 0.31 0.05 0.42 0.03 -1.94 0.04 0.00 0.07
First Quartile 0.29 1.50 0.43 2.53 0.32 0.16 0.30 0.60 0.47
Median 0.53 2.28 0.67 4.30 0.64 0.32 0.51 1.00 0.68
Third Quartile 0.84 3.16 1.16 6.39 1.11 0.61 0.79 1.52 1.04
Maximum 4.70 259.41 7.49 61.97 29.12 24.49 4.24 6.78 1090.44
Range 4.68 259.10 7.44 61.55 29.10 26.43 4.21 6.78 1090.37
Early Period 1980-83 1980-83 1980-83 1983-86 1984-87 1987-90  1980-83

Mean 3.44 1.13 6.90 1.04 0.95 1.27 0.87
Standard Deviation 14.46 1.26 5.84 2.14 2.04 1.00 0.55
Minimum 0.31 0.05 1.47 0.03 0.04 0.03 0.07
First Quartile 1.47 043 4.30 0.31 0.32 0.62 0.52
Median 2.37 0.74 5.48 0.62 0.52 1.03 0.78
Third Quartile 3.13 1.24 7.81 1.12 0.34 1.62 1.14
Maximum 259.14 7.49 61.97 29.12 24.49 6.78 4.95
Range 259.10 7.44 60.51 29.10 24.45 6.76 4.88
Late Period 1989-92 1991-94 1991-94 1991-94 1991-94 1991-94  1992-95

Mean 3.06 0.98 3.38 1.02 0.13 1.18 6.97
Standard Deviation 6.03 0.92 2.87 1.74 0.35 0.95 81.91
Minimum 0.50 0.13 0.42 0.06 -1.94 0.00 0.08
First Quartile 1.53 0.45 1.81 0.33 0.03 0.59 0.45
Median 2.21 0.62 2.62 0.68 0.16 0.97 0.63
Third Quartile 3.19 1.13 3.96 1.09 0.27 1.41 0.92
Maximum 83.38 4.17 27.56 22.42 1.53 6.56 1090.44
Range 62.88 4.04 27.14 22.36 3.47 6.55 1090.35
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Table 7a. Top Listed Manufacturing Corporations. All Sample Countries

LMD PYLR PYIN LMD PYLR PYIN LMD PYLR PYIN LMD PYLR PYIN
Argentina India Jordan Korea

No of Companies 63 99 37 92
First Quartile -0.11 0.11 0.10 0.43 0.02 0.06 0.25 0.04 0.09 0.41 0.00 0.04
Second Quartile -0.28  -0.07  0.03 0.34 0.00 0.00 056  -0.02 0.00 0.38 0.01 0.01
Third Quartile 0.11 -0.32 -0.03 0.35 0.00 -0.02 048 0.00  -0.03 028 -0.01 -0.01
Fourth Quartile 0.12 =~ -0.05 -0.11 034 -001 -006 057 -021 -0.07 035 -0.01  -0.05
Overall Mean -0.04  -0.08 0.00 0.36 0.00 0.00 047  -0.05 0.00 0.35 0.00 0.00
Correlation between
PYLR & PYIN 0.13 0.30 0.20 0.30
PYLR & PYAV 0.45 0.90 0.52 0.95

LMD PYLR PYIN LMD PYLR PYIN LMD PYLR PYIN LMD PYLR PYIN LMD PYLR PYIN

Malaysia Mexico Peru Thailand Zimbabwe

No of Companies 115 109 27 66 48
First Quartile 1.00 0.05 0.06 0.24 0.04 007 -0.05 0.03 0.19 0.40 0.00 0.08 0.55 0.05 0.07
Second Quartile 0.64 0.00 002 --032 0.02 002 -005 0.02 0.02 0.46 0.00 0.01 029  -0.01 0.01
Third Quartile 0.24 007  -0.01 0.11 -0.02  -001 -022 -0.03 -0.04. 036 002 -0.01 044  -001 -0.02
Fourth Quartile 027 -0.02 -009 015 -0.03 -006 022 -002 -0.16 018 -0.02 -0.07 047 0.00  -0.06
Overall Mean 0.54 0.03 -0.01 0.05 0.00 0.01 -0.02  0.00 0.00 0.35 0.00 0.00 0.44 0.01 0.00
Correlation between
PYLR & PYIN -0.02 0.34 0.24 0.17 0.34
PYLR & PYAV 0.14 0.42 0.56 0.59 0.47

'See Appendix 1 for definition of variables.
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Table 7b. Top Listed Manufacturing Corporations. All Sample Countries

Diagnostics on

Persistence of Profits Statistic N:)OOf Intercept (a) T-st(z;t)istic Slope (B) T-st(z;st)istic R-squared IE:/IE%E‘;';)T
Regression Results (Full
Argentina Mean 63 0.013 2.566 -0.041 2.190 0.431 -0.083
(20.6% of a sig. @5%) Median 0.030 0.730 -0.058 -0.157 0.350 0.025
Minimum -0.560 -7.750 -2.711 -3.084 0.001 -5.316
Maximum 0.292 70.542 4.543 99.365 1.000 0.594
India Mean 99 0.000 -0.052 0.364 1.352 0.211 0.002
(21.2% of a sig. @5%) Median 0.001 0.044 0417 1.305 0.160 0.000
Minimum -0.055 -3.147 -0.487 -3.080 0.000 -0.156
Maximum 0.100 3.351 1.156 5.337 0.760 0.232
Jordan Mean 37 0.007 0.205 0.468 1.916 0.259 -0.051
(13.5% of a sig. @5%) Median 0.004 0.278 0.437 1.705 0.195 0.004
Minimum -0.051 -1.707 -0.103 -0.368 0.007 -1.685
Maximum 0.136 2.733 1.093 4.786 0.662 0.146
Korea Mean 92 -0.001 -0.360 0.355 1.664 0.232 -0.001
(22.8% of a sig. @5%) Median -0.002 -0.344 0.415 1.685 0.199 -0.002
Minimum -0.034 -7.443 -0.470 -2.070 0.000 -0.098
Maximum 0.056 2.985 0.880 7.022 0.804 0.068
Malaysia Mean 115 -0.030 0.157 0.537 0.981 0.252 0.027
(16.5% of a sig. @5%) Median -0.001 -0.005 0.344 0.981 0.170 0.001
Minimum -2.588 -3.451 -2.654 -5.283 0.000 -0.459
Maximum 0.223 8.456 21.383 5.019 1.000 2.373
Mexico Mean 109 -0.002 0.050 0.046 0.450 0.218 0.004
(19.3% of a sig @5%) Median 0.003 0.135 0.121 0.264 0.107 0.004
Minimum -0.348 -30.304 -9.234 -22.452 0.000 -0.777
Maximum 0.164 39.046 4.374 32.690 0.999 0.302
Peru Mean 27 0.007 -0.203 -0.031 0.429 0.323 0.000
(18.5% of a sig. @5%) Median -0.013 -0.526 -0.054 -0.081 0.165 -0.016
Minimum -0.165 -3.147 -1.388 -3.084 0.000 -0.337
Maximum 0.504 3.632 0.815 5.056 1.000 0.304
Thailand Mean 66 0.000 -0.278 0.349 1.420 0.240 -0.001
(18.2% of a sig. @5%) Median -0.005 -0.439 0.431 1.488 0.187 -0.007
Minimum -0.160 -5.105 -0.694 -2.445 0.001 -0.555
Maximum 0.150 2.500 1.163 6574 0.844 0.279
Zimbabwe Mean 48 -0.002 -0.229 0.438 1.915 0.239 0.007
(18.8% of asig. @5%) Median -0.004 -0.575 0.468 1.864 0214 -0.006
Minimum -0.098 -3.202 -0.236 -0.634 0.000 -0.204
Maximum 0.068 2.883 1.040 5.550 0.703 0.458
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Table 7b. Top Listed Manufacturing Corporations. All Sample Countries. Summary of Persistence of Profits Regression Results.
Adjusted Sample (concluded)

Adjusted sample Statistic No of Intercept (a) T-st(z;t)istic Slope (B) T-S‘B(?;;Sﬁc R-squared LEZZ%EC;;E
Argentina Mean 55 0.025 2.564 -0.060 0.626 0.388 -0.005
(20% of a sig. @5%) Median 0.030 0.718 -0.058 -0.157 0.309 0.037

Minimum -0.244 -7.750 -0.728 -2.131 0.001 -1.682

Maximum 0.292 70.542 0.906 35.078 1.000 0.202

India Mean 98 0.000 -0.058 0.356 1.342 0.209 0.002
(21.4% of a sig. @5%) Median 0.000 0.025 0.409 - 1.270 0.160 0.001
Minimum -0.055 -3.147 -0.487 -3.080 0.000 -0.156

Maximum 0.100 3.351 0.875 5.337 0.760 0.232

Jordan Mean 35 0.007 0.219 0.435 1.844 0.246 -0.005
(14.3% of a sig. @5%) Median 0.005 0.278 0.435 1.702 0.194 0.007
Minimum -0.051 -1.707 -0.103 -0.368 0.007 -0.280

Maximum 0.136 2.733 0.845 4.786 0.662 0.146

Korea Mean 92 -0.001 -0.360 0.355 1.664 0.232 -0.001
(22.8% of a sig. @5%) Median -0.002 -0.344 0415 1.685 0.199 -0.002
Minimum -0.034 -7.443 -0.470 -2.070 0.000 -0.098

Maximum 0.056 2.985 0.880 7.022 0.804 0.068

Malaysia Mean 105 -0.002 0.240 0.276 1.005 0.218 0.007
(15.2% of a sig. @5%) Median 0.000 0.038 0.318 0.931 0.141 0.001
Minimum -0.774 -3.451 -0.685 -1.597 0.000 -0.459

Maximum 0.223 8.456 0.917 4.455 1.000 0.605

Mexico Mean 96 0.000 0.563 0.115 0.209 0.161 0.004
(17.7% of a sig. @5%) Median 0.004 0.172 0.136 0.267 0.083 0.003
Minimum -0.227 -3.131 -0.936 -22.452 0.000 -0.139

Maximum 0.120 39.046 0.938 3.211 0.998 0.227

Peru Mean 25 -0.012 -0.190 0.075 0.575 0.276 -0.009
(20% of a sig. @5%) Median -0.015 -0.599 -0.036 -0.034 0.125 -0.027
Minimum -0.165 -3.147 -0.559 -0.937 0.000 -0.337

Maximum 0.271 3.632 0.815 5.056 1.000 0.304

Thailand Mean 64 0.000 -0.280 0327 1.351 0.230 -0.007
(18.8% of a sig @5%)  Median -0.005 -0.439 0.420 1.438 0.185 -0.008
Minimum -0.160 -5.105 -0.694 -2.445 0.001 -0.555

Maximum 0.150 2.500 0.939 6.574 0.844 0.224

Zimbabwe Mean 46 -0.002 -0.189 0.413 1.823 0.226 0.002
(19.6% of a sig. @5%) Median -0.003 -0.462 0.444 1.772 0.206 -0.006
Minimum -0.098 -3.202 -0.236 -0.634 0.000 -0.093

Maximum 0.068 2.883 0.834 © 5.550 0.703 0.204




-42 -

REFERENCE

Baumol, W., and others, 1982, “Contestable Markets and the Theory of Industry Structure,”
Harcourt Brace Javanovich.

Connolly, Robert A., and Schwartz Steven, 1985, “The Intertemporal Behavior of Economic
Profits,” International Journal of Industrial Organization, Vol. 3, pp. 379-400.

Demirguc-Kunt, A., and Maksimovic, 1994, “Capital Structures in Developing Countries:
Evidence from Ten Countries,” World Bank Working Paper 1320.

Edwards, J., J. Kay, and C. Mayer, 1987, Economic analysis of accounting profitability,
Oxford University Press.

Feldstein, M, 1998, “Trying to do too much,” Financial Times, March 3, 1998.
——, 1998, “Reforcusing the IMF,” Foreign Affairs, March/April 1998.

Fischer, F., and J. McGowan, 1983, “On the Misuse of Accounting Rates of Return to Infer
Monopoly Profits,” American Economic Review (March), Vol. 73.

Fischer, Stanley, 1998, “The Asian Crisis and the Changing Role of the IMF,” Finance &
Development, Vol. 35, No. 2 (June).

Geroski, P.A., 1988, “In Pursuit of Monopoly Power: Recent Quantitative Work in Industrial
Economies,” Journal of Applied Econometrics, Vol. 3, pp. 107-23.

——, 1990, Modeling Persistent Profitability, in Mueller 1990.

, and J. Cubbin, 1987, “The Convergence of Profits in the Long-Run: Inter-Firm and
Inter-Industry Comparisons,” The Journal of Industrial FEconomics, Vol. XXXV,
pp.427-42.

Geroski, P.A., and J. Alexis, 1988, “The Persistence of Profits: A European comparison,” The
Economic Journal, Vol. 98, pp. 375-89.

Glen, Jack, and Brian Pinto, 1994, “Debt or Equity? How Firms in Developing Countries
Choose,” IFC Discussion Paper 22 (Washington, D.C).

Odagiri, Hiroyuki, and Hideki Yamawaki, 1990, “The persistence of profits in Japan,” Mueller
1990.

IMF, Staff Papers, 1998, “The Asian Crisis: Causes and Cures,” Finance & Development,
Vol. 35, No. 2 (June).



-43 -

Johnston, J., 1972, Econometric Methods Second Edition: (New York: McGraw-Hill Book
Company, 2d ed.).

Khemani, R., and D. Shapiro, 1990, “The persistence of profitability in Canada” in Mueller
1990.

Krugman, P., 1998, “What Happened to Asia?” (unpublished).
Marris, R., 1964, The Economic Theory of Managerial Capitalism, Macmillan, 1964.
Mueller, Dennis C., 1986, Profits in the Long Run (Cambridge University Press).

—, ed., 1990, The Dynamics of Company Profits: An International Comparison
(Cambridge University Press).

, and Paul A. Geroski, 1990, “The Persistence of Profits in Perspective,” in Mueller
1990.

Odagiri, Hiroyuki, 1994, “Growth Through Competition, Competition Through Growth
Strategic Management and the Economy in Japan” (Clarendon Press Oxford).

Pakes, Ariel, 1987, “Mueller's Profits in the Long Run,” Rand Journal of Economics, Vol. 18,
pp. 319-32.

Roubini, Nouriel, Giancarlo Corsetti, and Paolo Pesenti, 1998, “What Caused the Asian
Currency and Financial Crisis?”.

Sachs, Jeffrey, and Steven Radelet, 1998, “The East Asian Financial Crisis: Diagnosis,
Remedies, Prospects” (Harvard Institute for International Development).

Schohl, Frank, 1990, “Persistence of Profits in the Long Run: A Critical Extension of Some
Recent Findings,” International Journal of Industrial Organization Vol. 8,
pp. 385404,

Singh, A., 1971, “Takeovers: Their Relevance to the Stock Market and the Theory of the
Firm” (Cambridge University Press).

——, 1975, “Takeovers, Economic Natural Selection and the Theory of the Firm,” Economic
Journal (September).

—, 1994, “How do Large Corporations in Developing Countries Finance their Growth?”,
in The Amex Bank Prize Essays, ed. by Richard O'Brien, Finance and the
International Economy, Vol. 8 (Oxford University Press, New York).



-44 -

——, 1995, “Corporate Financial Patterns in Industrializing Economies: A Comparative
International Study,” IFC Technical paper (Washington, D.C).

——, 1998 “Asian Capitalism and the Financial Crisis,” paper presented at a conference on
Global Instability and World Economic Governance, held at Robinson College,
Cambridge, UK.

, and J. Hamid, 1992, “Corporate Finance Structures in Developing Countries,” IFC
Technical paper, Vol. 1 (Washington, D.C.).

, and B. Weisse, forthcoming, “Emerging Stock Markets, Portfolio Capital Flows and
Long-term Economic Growth: Micro and Macroeconomic Perspectives,” World
Development.

Velasco, A., J. Sachs, and A. Tornell, 1996, “Financial Crises in Emerging Markets: The
Lessons from 1995,” Brookings Papers on Economic Activity: 1, Brookings
Institution, pp. 147-215.

Wade, R., and F. Veneroso, 1998, “The Asian Financial Crisis: The High Debt Model and the
Unrecognized Risk of the IMF Strategy,” Working Paper No. 128 (New York:
Russell Sage Foundation).

Waring, Geoffrey F., 1996, “Industry Differences in the Persistence of Firm-Specific Returns,”
American FEconomic Review, Vol. 86 (December), pp. 1253-65.

Williamson, O.E., 1975, “Markets and Hierarchies: Analysis and Antitrust Implications” (New
York: The Free Press).

Whittington, Geoffrey, Victoria Saporta, and A. Singh, 1997, The Effects of Hyper-Inflation
on Accounting Ratios, Financing Corporate Growth in Industrial Economies,” IFC
Technical Paper 3 (Washington, D.C.).



