Mark-ups and competition —a comparison of the
profitability of listed South African and American

industrial companies
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1. Introduction
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2. Literature Review

2.1 South African literature
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2.2 Survivorship bias
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3 Firms may no longer be listed for several reasons. They can go bankrupt or decide to de-list. Alternatively
their market identities change due to specific corporate actions e.g. mergers, acquisitions or restructurings.
The effect is the same from a survivorship bias perspective.



3. Research Method
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* In 2002 the JSE adopted the FTSE index classification methodology. This was a completely different
system to that used previoudly. Indices were only retroactively constructed back to 1998. Datarelating to
indices for earlier periods have not been maintained.

® The source of this datawas Inet-Bridge — alocal financial markets data provider.

® This data was obtained from Datastream — an international financial markets data provider.
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4. Results
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4.1 Relative Profit Margins — Operating Profit, PBIT and NPAT
(Relative to Sales)
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" Strictly speaking the opening assets should be used to generate a ‘return’ measure as the closing values
include the growth of the assetsin the year under question. Thiswill lead to lower return estimates. Thisis
not a significant issue in this context as the same approach is used for both countries. Aswe are doing a
comparative analysis, the biasis not important to the relative results.

8 The box plot is of standard construction (see for example, Hamilton, 1996) and shows the middlie 50
percent of the data inside each box, the median as the circle within each box and the outliers as dots beyond
the whiskers (which mark a distance of 1.5 times the inter-quartile range above the 3rd quartile and below

thefirst quartile).
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4.2 Relative Returns (on Assets and Equity)
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9 As pointed out in the previous section the correct way to estimate areturn ratio is to use the opening
assets or equity instead of the closing value as is done here. However as the point of thisanaysisisto
establish relative returns and the calculations are performed consistently, thereis no reason to suspect a
bias.
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Appendix A: South African Industrial Companies
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Appendix B: US Industrial Companies

o
$

. %
1 %

%
= %

PPNTPPN
o w (0]
®

Bu

AS$

ADSDINNNWWW

= % $8 #
F $ J %
F 88 ¥ $ 3% #
. >
4% 3% #
8
9%

R8 #
? 8 %
A
(
$ 3

*

N
COO0OOTWWwWW©

14



Bibliography

Aghion, P., M. Braun and J. W. Fedderke (2006). Competition and Productivity Growth
in South Africa. Cambridge, Ma., CID Working Paper No. 132, August 2006.

Bain, J. S. (1951). "Relation of Profit to Industry Concentration: American
Manufacturing 1936-1940." Quarterly Journal of Economics, 65(August): 293-324.

Du Plessis, P. G. (1978). "Concentration of Economic Power in the South African
Manufacturing Industry.” South African Journal of Economics, 46(3): 257-271.

Fedderke, J. W., C. Kularatne and M. Mariotti (2007). "Mark-up Pricing in South African
Industry." Journal of African Economies, 16(1): 28-69.

Fedderke, J. W. and E. Schaling (2005). "Modelling inflation in South Africa: a
multivariate cointegation analysis." South African Journal of Economics, 73(1): 79-92.

Fourig, F. C. v. N. and A. Smith (1993). "Concentration, Tariff Protection and Industrial
Performance in South Africa" South African Journal of Economics, 62(3): 197-207.

--- (1999). "The Concentration-Profits Stalemate |1: Ideological Rifts and Methodol ogical
Stress." South African Journal of Economics, 67(1): 66-94.

--- (2001). "Revisiting the concentration-profits relationship in South Africa: moving the
debate beyond deadlock.” Journal for Studiesin Economics and Econometrics, 25(2): 25-
60.

Ghali, K. H. (1999). "Wage Growth and the Inflation Process. A Multivariate Co-
integration Framework." Journal of Money, Credit and Banking, 31(3): 417-431.

Hamilton, L. (1996). Data analysis for socia scientists. New Y ork, Duxbury Press.

Leach, D. F. (1992). "Concentration and Profits in South Africa: Monopoly or
Efficiency?' South African Journal of Economics, 60(2): 143-155.

Nickell, S. (1996). "Competition and Corporate Performance.” Journal of Politica
Economy, 104(4): 724-746.

OliveiraMartins, J. and S. Scarpetta (1999). The Levels and Cyclical Behaviour of Mark-
ups Across Countries and Market Structures. Paris. OECD Economics Department,
Working paper No. 213.

Pesaran, M. H., Y. Shinand R. P. Smith (1999). "Pooled Mean Group Estimation of

Dynamic Heterogeneous Panels." Journal of the American Statistical Association, 94:
621-634.

15



Reekie, W. D. (1984). "The Structure-Conduct-Performance Paradigm in a South African
Setting." South African Journal of Economics, 52(2): 146-155.

Roeger, W. (1995). "Can Imperfect Competition Explain the Difference between Primal
and Dual Productivity Measures? Estimates for US Manufacturing.” Journal of Political

Economy, 103: 316-330.

16



=1 ,=C
B - = -FC
M easur e of
profitability or
return | #$ | #$ | #$
TH# % JSE 0.34 DJA 0.09 DJA 0.00
PBIT JSE 0.53 DJA 0.85 DJA 0.21
NPAT JSE 0.02 JSE 0.03 DJA 0.59
ROA JSE 0.002 JSE 0.000 JSE 0.000
ROE JSE 0.000 JSE 0.000 JSE 0.000
9 & ( (# "6 ' 2 3
&
! # o9& % )+ +H
0
% . % o
& ) & - |
*
: s, U + #Y -
& & 2
C C =C 1C
B FC .C 1C <@:
8 <@
8 " $
SB C %" ..C .-C 1,C <@
- & / " # & N
% .. % / .. 0 123
7H# A I C I, =C
DA M C MF.C
< 9A M C M 1FC

1© AMF, 2006: Table 5.

™ ABF estimate that international firms on average generate a Net Income/Operating Margin of 3.3%

(ABF, 2006: Table5).

17



& & % )+
% ] % / -
-.C C
5 1.C C
5 I.C 1C
., C -.C
/ P&
" . o B 0 123
NF1C M 11C
Vil ME C




1# 2 #

<sp>

45%

40%

35%

=1

30%

25%

“waQ o

G2

0%

003 O

15%

oo

10%

5%

0%

Extent of Survivorship Bias in Sample (1980 - 2006)

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Year

A DOUSA

19



Operating Margins: SA vs USA (1980 - 2006)
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Return On Equity: SA vs USA (1980 - 2006)
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