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Variables  Description Inference 

P  PBITD/ Total Assets  It indicates the return on assets invested. High 
value denotes high return on assets and vice 
versa  

AIP  Current Assets /Total   Assets  It indicates the proportion of current assets to 
total assets. A low value indicates more 
aggressive use of assets for increasing 
earnings and vice versa  

CAPINS  Total Assets / Sales  It indicates how intensively the assets are used 
to increase turnover. A low value indicates 
large turnover for the investment in assets and 
vice versa 

GROW  Compounded annual growth rate 
(CAGR) of total assets 

The growth of total assets over the years  

VOL  Standard deviation of earnings before 
interest, taxes and depreciation (EBITD) 
/ Total Assets  

A high value denotes high volatility in 
earnings from the assets invested and vice 
versa 

SIZ  Logarithm of Sales over Years  Turnover adjusted for fluctuation over the  
years  

AG  Total number of years from the date of  
incorporation 

The number of years the firm has been 
carrying out business 

 

Description of Ratios Used for the Study

Controlling Variable

The impact of AG on P is analyzed using uni-variate analysis. 
For the purpose, the sample firms are grouped into three ranges 
based on their AG from the date of incorporation viz., firms 
with AG <15 years (new firms), firms with AG >15years but <30 
years (growing firms) and firms with AG >30 years (established 
firms). Dummies are used to represent different ranges of AG. 

Regression equation

Regression equation is formulated to study the determinants of 

P. The term P has been defined by Lowe et al. (1994) as the 
average rate of return on assets (ROA).

Hence, the equation is: P = PBITD / Total Assets

P = á + â  AIP + â  CAPINS+ â  GROW + â  VOL + â  SIZ + 1 2 3 4 5

ª

Hypotheses Development
1Ho = “There is no significant influence of age on the 

profitability of the firms”.
2Ho = “There is no significant relationship between aggressive 
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investment policy  and profitability of the firms”.
3Ho  = “There is no significant relationship between capital 

intensity and profitability of the firms”.
4Ho  = “There is no significant relationship between volatility 

and profitability of  the firms”. 
5Ho = “There is no significant relationship between growth and 

profitability of the firms”.

Limitations and Scope for Further Studies

?Analysis of the study is based on financing data collected 
from secondary source. Therefore, the quality of the study 
depends purely upon the accuracy, reliability and quality of 
secondary data.

?The sample is limited to 60 firms, which have complete data 

Source: Computed results based on compiled data collected 
from CMIE prowess Pvt. Ltd.

**.Significant at 1 % level;*.Significant at 5 % level

in the data source for the study period.

?The R2 value is very low in case of established firms and the 
F statistics is also insignificant, indicating that there are 
other variables that determine the P of established firms 
leaving scope for further studies considering the other 
variables for analysis.

Analysis:  Impact of Firms' Age on Profitability

The ANCOVA result shows that (see table-1) AG has significant 
positive influence on P (F value 3.424) at 5% level. The firms in 
food industry in India show that their P increases with the 
period they are able to survive in the market. GROW, on the 
other hand has highly significant positive impact with P (F value 
15.64) at 1% level. Hence, higher investment in the assets also 
enables the firms to increase P, which gives a wider scope for 
development and growth for firms in food industry.

Table -1 ANCOVA Result Showing the Influence of the explanatory Variables on P

Variables  F value ‘p’ value

Intercept
 

5.224
 

.026

AIP
 

0.426
 

.517

CAPINS

 
3.9

 
.054

GROW

 

15.64** .000

VOL 0.374 .543

AG 3.424* .040

As the ANCOVA results prove that AG and GROW have 
significant influence on P, a further analysis has been carried out 
controlling the AG of the firms to estimate the variables that 
determine P within each AG category. For the purpose, the firms 
are categorized as new firms (with AG <15 years), growing firms 
(with AG >15years but <30 years), and established firms (with 
AG >30 years).

Age-wise Analysis of Determinants of P

The trend lines show that (see figure-1) the P of the new firms 
has gone to peak in the year 2004-05 but could not maintain it 
during the period of global meltdown and has plunged in to low 
during the year 2007-08. Though the established firms are also 
affected during the same period they have proved that they have 
the capability for speedy recovery to some extent. However, the 
growing firms are found to be more stable in maintaining the P 
even during 2007-09 i.e. during the global meltdown period.

Figure-1 Trend Line Showing the Profitability of Firms Belonging to Various Age Ranges

Source: Computed results based on compiled data collected from CMIE prowess Pvt. Ltd

30 Pacific Business Review International



Volume 5 Issue 9 (March)

Determinants of P for New Firms

The correlation result shows that (see table-2) GROW (.64) and 
SIZ (.59) have highly significant positive correlation with P at 
1% level while CAPINS (-.43) and VOL (-.41) have significant 
negative correlation with P at 5% level. Thus expansion of 
business and further investment in assets are encouraged for the 
new firms. An increase of sales also enhances its P. Intensive use 
of assets to increase sales enhances P as CAPINS shows a 
significant negative relation with P. VOL in earnings may not 
help the firms as they are new to the industry and which would 

create distrust among the shareholders as well as among the 
outside contributors. Thus, P falls with increase in VOL.

The regression (see table-3) doesn't identify any significant 
determinants of P. However, the R2 (0.51 in model 1 and 0.47 
in model 2) indicates that these variables together could explain 
(determine) over 50%. In model 2, GROW has significant 
positive coefficient with P at 10% level. The F statistics is also 
highly significant at 1% level in both the models (4.46 in model 
1and 6.93 in model 2).

Variables  P AIP CAPINS GROW VOL SIZ 

P 1      

AIP .232 1     

.245      

CAPINS -.433* -.109 1    

.024 .588     

GROW .642** .339 -.354 1   

.000 .083 .070    

VOL -.413* -.473* .157 -.408* 1  

.032 .013 .434 .035   

SIZ .598** .565** -.499** .687** -.398* 1 

.001 .002 .008 .000 .040  

*. Correlation is significant at the 0.05 level (2-tailed).
**. Correlation is significant at the 0.01 level (2-tailed).

Table-2 Correlation Matrix for Determinants of P for New Firms

 

Variables 

Un-standardized Coefficients Beta Value           

Dependent variable P 

Model 1 Model 2 

(Constant) .074 

(.092) 

.036 

(0.226) 

AIP -.058 

(.422) 

- 

Table-3 Results of Regression for Determinants of P of New Firms
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CAPINS -.001 

(.424) 

- 

GROW .165 

(.105) 

.181 

(.072) 

VOL -.188 

(.267) 

-.131 

(.400) 

SIZ .022 

(.297) 

.020 

(.223) 

R2 0.515 0.475 

Adj-R2 0.400 0.407 

F Stat 4.467** 

(0.006) 

6.936** 

(.002) 

Source: Computed results based on compiled data collected from CMIE prowess Pvt. Ltd.
Note: Figures in parentheses are 'p' values;**.Significant at 1 % level;*.Significant at 5 % level

Determinants of P for Growing Firms

The correlation matrix shows that (see table-4) GROW (.67) 
and SIZ (.66) have highly significant positive correlation with P 
at 1% level. Thus, for growing firms, expanding the business in 
terms of assets and increasing the sales volume increase the P. On 
the other hand, the significant negative relation of CAPINS (-

.78) with P at 1% level indicates that the assets should be 
productively used to increase the turnover which would, in turn, 
ultimately increase the P. However, VOL doesn't have 
significant correlation with P of growing firms as it is seen in the 
case of new firms.

Table-4 Correlation Matrix for Determinants of P for Growing Firms  

Variables  P AIP CAPINS GROW VOL SIZ 

P 1      

AIP -.033 1     

.904      

CAPINS -.781** -.431 1    

.000 .096     

GROW .676** -.079 -.725** 1   

.004 .772 .001    

VOL -.277 .207 .422 -.661** 1  

.300 .442 .103 .005   

SIZ .667** .231 -.675** .569* -.051 1 

.005 .389 .004 .021 .851  

*. Correlation is significant at the 0.05 level (2-tailed).
**. Correlation is significant at the 0.01 level (2-tailed). 
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The regression results show that (see table-5) CAPINS (-.02) 
and AIP (-.15) have highly significant negative coefficient with 
P at 1% level. While AIP shows the proportion of total asset not 
used for productive purpose, CAPINS shows the turnover the 
investment earns in a given period. The significant negative 
coefficient that these variables have with P shows that aggressive 

use of assets for productive purpose facilitates the growing firms. 
The R2 is 0.86, which indicates that these explanatory variables 
determine over 80% of P for growing firms. The F statistics 
(12.38) is also highly significant, indicating that the changes in 
the predictor variables influence the P. 

 

Variables  

 

Un-standardized Coefficients Beta Value  

Dependent variable P 

(Constant) .200 

(.001) 

AIP -.159** 

(.004) 

CAPINS -.020** 

(.001) 

GROW -.023 

(.833) 

VOL .406 

(.125) 

SIZ .003 

(.770) 

R2 .861 

Adj-R2 .791 

F Stat 12.380** 

(.001) 

Table-5 Results of Regression of Determinants of P of Growing Firms

Source: Computed results based on compiled data collected from CMIE prowess Pvt. Ltd.
Note: Figures in parentheses are 'p' values;**.Significant at 1 % level;*.Significant at 5 % level

Table-6 Correlation Matrix of Determinants of P for Established Firms 

**. Correlation is significant at the 0.01 level (2-tailed).

Variables  P AIP CAPINS GROW VOL SIZ 

P 1      

AIP .417 1     

.096      

CAPINS -.452 -.446 1    

.068 .073     

GROW .367 -.105 -.349 1   

.148 .689 .170    

VOL .065 -.063 -.156 -.150 1  

.805 .811 .549 .566   

SIZ .612** .647** -.833** .429 -.010 1 

.009 .005 .000 .086 .969  
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Determinants of P for Established Firms

SIZ (.61) has highly significant positive correlation (see table-6) 
with P at 1% level in case of established firms. Thus, the increase 
in turnover is helpful for these firms to increase their P. The 
other explanatory variables have insignificant correlation with P. 
The regression results also show that (see table-7) SIZ has 

significant positive coefficient (.05 in model 2) with P at 5% 
level. The R2 (0.42 in model 1 and 0.39 in model 2) is around 
40%, indicating that the predictor variables determine the P to 
the extent of 40% only. The F statistics is, however, significant at 
10% only, indicating that the influence of the predictor 
variables on P is not highly significant in case of established 
firms.

 
 
Variables  

Un-standardized Coefficients Beta Value            
Dependent variable P 

Model 1 Model 2 

(Constant) -.090 
(.452) 

-.020 
(.730) 

AIP .077 
(.668) 

- 

CAPINS .000 
(.645) 

- 

GROW .176 
(.481) 

.110 
(.562) 

VOL .337 
(.556) 

.208 
(.681) 

SIZ .052 
(.352) 

.049* 
(.038) 

R2 .425 .397 
Adj-R2 .164 .257 
F Stat 1.627 

(.233) 
2.848 
(.079) 

Table-7 Results of Regression of Determinants of P of Established Firms

Source: Computed results based on compiled data collected from CMIE prowess Pvt. Ltd.
Note: Figures in parentheses are 'p' values;**.Significant at 1% level;*.Significant at 5 % level

Summary of Findings and Discussion 

The analysis shows that AG has significant influence on the P of 
the firms in food industry in India. There exists a positive 
influence of AG on P, coinciding with the results of 
Stinchcombe (1965), Chittenden et al. (1996), Hall et al. 
(2000), and Michaelas et al. (1999). Thus, the hypothesis Ho1 
that “there is no significant influence of age on the level of 
profitability of the firms” is rejected. 

However, the correlation and regression carried on to analyze 
the determinants of P under various AG categories shows 
different and interesting results. The correlation analysis of new 
firms shows that GROW and SIZ have highly significant 
positive correlation with P at 1% level, encouraging the 
expansion of the firms in terms of assets and sales, which 
corroborates the findings of Capon et al. (1990). Many 
researchers, viz., Darko Tipuric (2002), Leledakis et al. (2004), 
Vijayakumar and Kathirvel (2003), and Renu Luthra and 
Mishra (2004) pointed out that as the SIZ increases the P also 

increases. Thus, the hypothesis Ho5 that “there is no significant 
relationship between growth and profitability of the firms” is 
rejected in case of new firms.

 VOL has significant negative correlation with P at 5% level, 
indicating that VOL in earnings could be disastrous to these 
new firms. This result is against that of the outcome of 
Ghemawat et al. (1986) and Harris (1988) who argued that 
intensive utilization of capital reduces P due to increasing risk of 
assets getting blocked. This fact disproves the findings of Pandey 
(2002), who stated that increase in VOL decreases P of the 
firms. Thus, the hypothesis Ho4 that “there is no significant 
relationship between volatility and profitability of the firms” is 
rejected.

GROW and SIZ have highly significant positive correlation 
with P at 1% level for growing firms, emphasizing on the 
expansion as that of the new firms. This leads to the rejection of 
the hypothesis Ho5 in case of growing firms. However, VOL is 
not found to be a significant determinant of P of growing firms. 
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investigation in an emerging market. International 
Journal of Commerce and Management, 14 (2), 48-61.
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in Nigeria. Research Journal of Business Management, 3, 
73-84.
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The regression results show that CAPINS and AIP have highly 
significant negative coefficient with P, disproving the arguments 
of Ghemawat et al., 1986.  Thus, the hypothesis Ho3 that “there 
is no significant relationship between capital intensity and 
profitability of the firms” is rejected, supporting intensive 
utilization of assets in case of growing firms. The hypothesis 
Ho2 that “there is no significant relationship between aggressive 
investment policy and profitability of the firms” is also rejected. 
However, except for SIZ, no other variable is found to be a good 
determinant of P in case of established firms.

Remarks

P is the most spoken of issue in case of corporate firms as it 
always leads to maximize the value of the firms thereby enables 
the firms to maximize the wealth of the shareholders. Numerous 
variables are found to influence the P belonging to different 
categories. Therefore, in the present study AG is considered to 
be a dominant factor which deviate the relationship between the 
explanatory variables and the P. The study proves that AG is 
found to have a positive relation with P which establishes the 
fact that the established firms are able to earn a higher P. The 
results of the analysis of firms of various AG categories show that 
the new firms should concentrate on GROW and their position 
is still vulnerable to VOL, which should be avoided. The 
growing firms, on the other hand, show more stable earning 
capacity and having no impact of VOL on P. However, the 
established firms are in comfortable position and have to 
concentrate on increasing sales. Thus, the outcome of the study 
may be quiet useful to enhance the P and GROW of the firms in 
food industry in India.

Suggestions

?The new firms should concentrate on GROW and should 
see to that the VOL is less to increase the P.

?The growing firms, on the other hand, should focus on 
expansion and slight VOL in earnings does not influence 
the P to a great extent. Aggressive utilization of assets to 
increase production may increase its P.

?Improving the sales margin is found to be the crucial factor 
in determining the P of the established firms.
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