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INTRODUCTION

This supplement to European Economy is intended to provide
on the basis of financial information an annual comparison of
the profit or loss and financial structures of industrial enterprises
in the EC Member States, the United States and Japan. In this
firstissue, the analysis will look in detail solely at changes in staff
costs and financial charges, which depend on the wage and
monetary policies being pursued at national level.

Anindustrial enterprise buys, processes and sells, and itis on the
basis of these operations that it is possible to identify its
economic characteristics and how its profit or loss is formed.
International comparisons of the performances and financial
situations of enterprises are particularly difficult for several
reasons: profound differences exist between the various
countries’ accounting methods; financing methods are often
specific to each country; and the concepts used may vary. In an
attempt to overcome some of these difficulties, the Commission
has created a harmonized data bank using the accounts of
enterprises provided by the national bodies responsible for
centralizing balance-sheet data (see box describing the meth-

odology). The analyses presented here are thus based directly on
the information contained in the BACH data bank.

Analysing the cost of manufacturing industries brings out the
importance of certain items. On average, purchases of goods and
services are the main item of expenditure (62.9 % of turnover in
Europe in 1990). Their relative share depends on the cost of raw
materials and on the degree to which recourse is had to
subcontracting. For European countries there was, from 1985, a
limited and irregular decline in the share of purchases in
turnover, although it is not possible to identify the role of the
various factors influencing this trend. In addition to wages and
salaries, staff costs (averaging 21 % of total turnover in 1990)
comprise all social contributions (compulsory contributions by
employees and employers, and voluntary payments to pension
funds). Once purchases of goods and services and staff costs are
covered, an enterprise is left with a gross profit (overall gross
surplus) which it will use to finance the costs of maintaining its
working capital, financial charges and taxes. The balance is the
final net profit or loss. Changes in the gross and net profit ratios '
will be analysed here by reference to these two concepts of profit.
Analysing the structure of financing (debts and equity capital)
provides a better undcrstanding of the role and weight of
financial charges.

Box 1

As an accompaniment to its tools for economic analysis, the
Commission (DG II) created in 1985 a data bank made up of
the annual accounts, aggregated at different sectoral levels, of
several EC countries and of Japan and the United States. To this
.end, it contacted the national institutes responsible for
centralizing balance—sheet data, which supplied it with
aggregated sectoral data. The Commission departments
assumed the samples used were representative given that the
data are generally published and analysed by those institutes.

In order to allow comparative analyses to be made, the basic
accounts were reworked for the purposes of harmonization
according to a single accounting layout consistent with the
Fourth Directive, This produced time series of accounting data
aggregated by sector and, in most cases, by size of enterprise,
thus improving the comparability of the structures of balance
sheets and of profit and loss accounts between countries.

Harmonization was at the centre of this project, and
comparability remained the main objective, sometimes to the
detriment of detail. However, the specific nature of national
accounting methods and the difficulty of establishing
a posteriori accounting documents according to a commmon
layout restricted the degree of harmonization of data in some
respects. Consequently, although comparisons of trends are
possible, comparisons of levelsare trickier (and indeed im-
possible in some cases) and require a sound prior knowledge of
each country’s accounting and financial environment. DG Il is a
permanent associate member of the Comité Européen des
Centrales de Bilans, which brings together national experts of
the various institutes centralizing balance-sheet information
which supply data to BACH.

nomenclature.

THE BANK FOR THE ACCOUNTS OF COMPANIES HARMONIZED (BACH)

(') For technical reasons, the German figures have been taken from the publication « Monatsbericht der Deutschen Bundesbank » and reprocessed using the BACH

The sectoral nomenclature has also been standardized and
comprises 22 sectors or subsectors.

At present, the data bank covers ten countries:

¢ Belgium (source: Banque Nationale de Belgique),
e Germany (source: Deutsche Bundesbank) (1)

® Spain (source: Banco de Espaiia),

¢ France (source: Banque de France),

® Jtaly (source: Centrale dei Bilanci),

¢ the Netherlands (source: Centraal Bureau voor de Statis-
tiek),

® Portugal (source: Banco de Portugal),
® the United Kingdom (source: Central Statistical Office),
¢ the United States (source: Department of Commerce), and

® Japan (source: Ministry of Finance).

The «EUROPE» row in the tables, specifically calculated for
the purposes of this study, has been obtained by taking the
average for the eight European countries weighted by each
country’s relative weight in industrial manufacturing output.
The combined industrial manufacturing output of these eight
countries accounts, on average, for 97 % of industrial
manufacturing output in the Community.

No data is available for 1991 in the case of the United
Kingdom. However, in order to obtain a BACH 8 aggregate,
estimations have been based on the trend of activity in 1991
(except for financial charges, which have been calculated on
the basis of regression between historical series and long-term
interest rates).


































