
Cuadernos de Econoda Vol. 25.205-228.2002 

Comparing the macroeconomic Influence 
in the Japanese and the German Manufacturing Profitability, 

Acording to the E.U. Database B.A.C.H. (1983-1996)" 

Emili Valdero -i- Mora 
Departamenr de Matemhtica Econhica 

Universirat de Barcelona (Spain) 
evaldem@eco.ub.es 

Ramon Tremosa -i- Balcells 
Departament de Teona Econbmica 
Universirat de Barcelona (Spain) 

rremosa@eco.ub.es 

The E.U. database B.A.C.H. («Bank for the Accounts of Companies 
Harmonized-) homologues the financial aggregated accounts of the enterprises of dif- 
ferent countries collected yearly by the cooperators European Central Banks. Thus, it 
allows making comparisons between countries. Due to this information referred to 
the Net Operating Assets Profitability of the Japanese and the German manufacturing 
industry, which is disposable for fourteen years, it is tried to estimate the influence 
that some macroeconomic variables could have had over it. According to some pro- 

* We would like to thank Teresa Obis-i-Artal, from the Autonomous University of Barcelone, 
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posals of Hakura (1998) and Van Ees (1997), in the theoretical model it has been con- 
sidered as profitability's explanatory variables the manufacturing production, the 
industrial pnces (the row materials ones), the interest rate and the exchange rate. The 
econometnc equations have been estimated considering an initial multiplicative 
dummies variables model. 

The results obtained allow establishing a positive relationship between industrial 
production and profitability (with a double impact in the German manufacturing than 
in the Japanese one). A neutral effect of industnai prices over both profitabilities. An 
influence of the raw materials prices for both countries. A negative relationship 
between interest rate and profitability (only significant in the German manufacturing) 
and, finally, no relationship between the exchange rate and the two considered prof- 
itabilities. 

The analysis starts from a simple model, considering some contributions: Hakura 
(1998) and Van Ees et al. (1997), which previously had found inspiration in Sherman 
(1991) and Hall (1990). Thus, the production's function of the manufacturing indus- 
try might be represented by the following expression: 

in which X, represents the manufacturing production in the period t, K, the capi- 
tal stock, L, the quantity of labour and M, the quantity of raw materials. Thus, the 
profitability of the manufacturing industry could be approximated by the following 
expression: 

Moreover, starting from an investment function, it is possible to consider in that 
profitability's expression the influence of the interest rate. As a matter of fact, in the 
economic literature the studies that try to relate profitability and investment are abun- 
dant. Even though the correlations between the temporary series of these two vari- 
ables use to present quite elevate values, this fact doesn't imply to establish neces- 
sarily a causation relationship (and also we couldn't determinate, with accuracy, the 
direction of the relationship between profitability and investment). 
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At any rate, the enterprises' expectations are the last foundation of investment. It is 
reasonable to accept that the benefits obtained in the past can explain the current invest- 
ment. But it is used to suggest that, if there were a relationship between profitability and 
investment, this would be the direction's causality, whereas it could be much more dif- 
ficult to find evidentes in the other sense. Thus, the profitability is contemplated in the 
model as one of the manners that companies have of financing its investment. 

Finally, and more especially because of the fact that manufacturing industries sell 
a considerable percentage of their production abroad (just as these industries use to 
import a part of the raw materials they use), it has been considered in the model the 
next expressions: 

Px = EP* ; mt = Emt* 

which reveal the role that the exchange rate, E, has in linking the-prices of the 
national manufacturing output (P,) in front of the prices of the other European man- 
ufacturing industries (P*). Moreover, E also facilitates the connection between the 
national raw material prices in the period t (m,) with the same prices and in the same 
period of another country (m,*). 

The sequence started by an exchange rate variation establishes that an apprecia- 
tion of the national currency would cause a loss of competitiveness. This gain in the 
value of a currency would damage the national production, and would also have neg- 
ative effects in the national manufacturing industry's profitability. Moreover, if the 
exchange rate suffers depreciation, that loss of the national currency would improve 
the competitiveness: in this case, it would happen the inverse sequence, improving the 
national manufacturing production and also the national manufacturing profitability. 

Thus, for to estimate the profitability's function it has been considered the fol- 
lowing expression: 

The notation of endogenous and exogenous variables considered in the model is: 

R. profitability 
Q, industrial production 
P, industrial prices (outputs) 
M, raw material prices (inputs) 
I,  interest rate 
E, exchange rate 

JAP, Japan 
GER, Germany 
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Thus, it is tried to estimate the influence on the Net Assets Operating 
Profitability, as it is provided by the B.A.C.H. European database (see Appendix I ) ,  
that would be originated on the evolution of the described variables, which belong to 
the macroeconomic ambit. The E.U. database B.A.C.H. («Bank for the Accounts of 
Companies Harmonised~) homologue the financia1 aggregated accounts of the enter- 
prises of different countries collected yearly by the co-operators European Central 
Banks. Thus, it allows making comparisons between countries 

2. STATISTICAL SOURCES AND VARIABLES DEFINITION 

The dependent variable of the model will be profitability of manufacturing indus- 
try. This profitability, calculated homogeneously for Japan and Germany (see 
Graphic 1) according to the B.A.C.H. Project (see Appendix 2), is disposable for the 
period 1983-1996. 

In accordance with the independent variables, for the industrial production and 
the industrial prices there has been elaborated two index, calculated from the growth 
rate series supplied by the ~Historical Statistics» (O.E.C.D.). 

The raw material index, on the other hand, comes from «The Economisb, and it 
is referred to the industrial, non-energetic raw material. This is a global index, 
because of these raw material have to be considered as homogeneous goods in a glob- 
al scale (mineral and vegetal raw materials); thus, the value of this index is the same 
for al1 the countries (the value 100 starts in 1990). 

For the interest rate, it has been considered in every country an annual average of 
the different intervention rate, which are periodically determined by every Central 
Bank (in the periodic meetings with the banks and saving banks to lend and to auc- 
tion them money; source: «Historical Statisticw, O.E.C.D.). 

Finally, for the exchange rate it has been taken for the European currencies the 
reference of the US dollar. Thus, it has been considered an annual average of every 
exchange rate (source: «Histoncal Statistics~, O.E.C.D.). 

Most of the economic series use to present trend in a temporal horizon. Before 
specifying the econometric models, and having analysed the variables, it has been 
detected a growing trend in the profitability, the industrial production, the industrial 
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prices, the raw material prices and the interest rate. Because of this, these variables 
have been differentiated once. 

Thus, it has been considered the variations, in terms of first difference, of the 
profitability and the industrial production, the industrial prices, the raw material 
prices indexes and the interest rate. The variable exchange rate have been aiso differ- 
entiated, for to estimate the model in the same transformation as a whole. In this way, 
the different econometric models estimated respond to the following expression: 

Moreover, there have not been appreciated symptoms in variance's trend: the 
sample is not so long, and the variance doesn't have enough time to demonstrate 
itself. 

Although the disposable information is referred to a short time p 4 o d  (1983- 
1996), the availability of data for two countries ailows us to surpass the shortness of 
the sample. Thus, it has been considered a pool of data of 28 observations, which has 
ailowed us to apply panel data techniques. 

These techniques present the advantage of considering, in the econometric 
regressions, an individual specific component, by through it is possible to control the 
unobservable characteristics of each one of the anaiysed countries. Thus, every coun- 
try can be treated in the conjunct according its own peculiarities (in this case, insti- 
tutional and economical). The panel data techniques allow us to contrast some 
hypothesis of structural homogeneity between the different countries (samples), 
which integrate the global sample. This possibility is make concrete by the equality 
contrasts of the different estimated pararneters of every country. 

It has been proceed, therefore, to specify an initial model considering multiplica- 
tive dumrnies variables. Being i the number of countries (¿=],...,m, with m=2), j the 
number of exogenous variables íj=I ,...,J. with J=5) and t the number of periods 
(r=I, ..., with T=14), it is obtained that 12 [m x (J+I) = (2 x (5+1) = 121 is the ini- 
tiai number of pararneters to estimate, being the total number of observations 28 [m 
x T = 2 x 13 = 26: the periods are 13, more specially as the variables have been 
expressed in differences and it has been lost an observation]. Thus, the initial model 
to speci@ is: 
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In where 1 9 , ~  is the parameter which measures the influence of the variable -Q, in 
the profitability of the country i, and so consecutively. Finally, Di is a dummy vari- 
able, which is defined as follows: 

Di = 1 if the considered country is i  (i=j) 
Di = O if the considered country isn't i  ( i f j )  

The different models have been estimated by Generalised Least Squares (pro- 
gramrne Econometnc Views, version 3.0; PC, Pentium II, 300 MHz and memory, 128 
Mb of RAM memory). 

It has been estimated the Model 1 from the starting expression, considering that 
there is an independent term (constant) for Japan and Germany: 

Model 1 

The results of this first estimation have been descnbed in Table 1. As it can be 
observed, the value of Durbin-Watson statistic is not far from the value 2 (2.677877), 
which guarantees the consistence of the estimations (and also the non-existente of 
auto-correlation in the perturbations terms). 

Observing the t-Student statistic values of industrial production prices of the two 
countnes, there's no one of them significant; it could be suggested another model 
without this explanatory variable. Thus, it has been estimated the Model2, according 
to the following expression: 
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and its estimation results appear in Table 3. Being the descriptive statistics so simi- 
lar, it can be stated a second test of hypothesis. 

5.2. Test of neutraiity of the exchange rate 

In this second test it is considered in the null hypothesis (I&) the nullity of al1 the 
pararneters of the explicative variable exchange rate (Model 3). The alternative 
hypothesis (H,) implies the non-acceptation of the null one (Model2). 

Being 26 the number of obsemations (n=26), k the number of parameters of the 
Model2 (k=10) and r the number of restrictions (7=2), the statistic F* stated is: 

This value has to be compared with an F (2,16) and the null hypothesis can not 
be rejected (it is accepted the null one, so the best model would be Model 3). The 
Wald test comparing Model 3 with Model 1 reinforces this decision: F-statis- 
tic=l. 1891 15 (probability of 0.353 198) and Chi-square=4.756458 (probability of 
0.31321 1). So there is neutrality, no influence, of the exchange rate over the manu- 
factunng profitability in Japan and Germany, and it is accepted the Model3 as a bet- 
ter model than the Model2. 

In Model 3 it is observed that from the estimated parameters for the explicative 
variable interest rate there is only one (the German one) which is significant. Thus, it 
could be stated another test, considering a new model, Model4, which eliminates the 
variable interest rate only for the Japanese manufacturing industry. The expression of 
this fourth model would be (country l=Japan, country 2=Germany): 
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and its estimation results appear in Table 4. Being the descriptive statistics so simi- 
lar, it can be stated a third test of hypothesis. 

5.3. Test of significance of the interest rate 
only for the German manufacturing 

In the third test the null hypothesis (H,) considers the nullity of the parameter for 
the explicative variable interest rate for the Japanese manufactunng (Model 4). The 
altemative hypothesis (H,) is reserved for the opposite case (Model3). 

Being 26 the number of observations (n=26), k the number of parameten of the 
Model2 (k=8) and r the number of restrictions ( ~ l ) ,  the statistic F* stated is: 

The null hypothesis can not be rejected (it is accepted the null one, so the best 
model would be Model4; in this case, being a test in which there is only one param- 
eter, for choosing the correct hypothesis it is enough with the information provided 
by the statistic t-Student). The Wald test comparing Model4 with Model 1 reinforces 
this decision: F-statistic=0.951797 (probability of 0.475171) and Chi- 
square=4.758987 (probability of 0.445996). Thus, Model4 is a better model. 

Looking at the results provided by Model4, it is possible tw appreciate a positive 
relationship of the index of raw matenals pnces on the two manufactunng profitabil- 
ities (in Japan and Germany an increase of those pnces would mean more profitabil- 
ity). Being these two significant estimated parameten so similar (0.052 and 0.049 for 
Japan and Germany respectively), it could be considered another hypothesis, in 
which those parameters would be the same for the two manufacturing industries. 
Thus, it can be formulated another model with the consideration of this possibility 
and the expression of this fifth model would be: 
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and its estimation results appear in Table 5. Being the descriptive statistics so simi- 
lar, it can be stated a fourth test of hypothesis. 

5.4. Test of homogeneity of the raw material prices index 

In this fifth test the null hypothesis (H,) implies the equality of the estimated 
parameters, referred to the raw material prices index (Model 5). The alternative 
hypothesis (H,) supposes the acceptance of significant differences in the parameters 
mentioned before (Model4). 

Being 26 the number of obsewations (n=26), k the number of parameters of the 
Model 2 (k=7) and r the number of restrictions (I-l), the statistic F* stated is: 

This value has to be compared with an F (1,19). The null hypothesis can not be 
rejected (it is accepted the null one, so the best model would be Model 5. The Wald 
test comparing Model 5 with Model 1 reinforces this decision: F-statistic=0.795798 
(probability of 0.586785) and Chi-square=4.774786 (probability of 0.573006). Thus, 
Model 5 is a better model. 

Looking at the results provided by Model 5 it could be stated if it is significant 
the estimation of the intercept terms (until now they have been estimated by fixed 
effects). In this sense, it could be formulated a sixth model, in which is not consid- 
ered the existence of the independent terms for to explain the Japanese and German 
manufacturing profitability. The expression of this sixth model would be: 
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and its estimation results appear in Table 6. Being the descriptive statistics so simi- 
lar, it can be stated a fifth test of hypothesis. 

5.5. Test of non existente of intercept terms 

In this fifth test the null hypothesis m) implies the nullity of the independent 
terms in the regressions (Model6). The altemative hypothesis (H,) supposes that it is 
significant to include these two terms in the regressions (Model5). 

H, : p, = O ; = O -+ Mode16 
H,:  p ,+O;p ,#O + Model5 

Being 26 the number of observations (n=26), k the number of parameters of the 
Model 2 (k=6) and r the number of restrictions (r-2), the statistic F* stated is: 

This value has to be compared with an F (2,20), which is smaller than the obtained 
F*. In this case it is rejected the null hypothesis. It can be said that Model 5 provides 
better estimations than Model 6. It is necessary to include the intercept terms in the 
equations that try to explain the two considered manufactunng profitabilities . 

Thus, for to consider the intercept terms, it is possible to establish that these terms 
are equal for the two considered countnes. It has been defined another model, 
Model 7, in which it is reflected this supposition. The expression of this seventh 
model would be: 



EMEi  VALDERO MORA - RAMON TREMOSA BALCELLS 

and its estimation results appear in Table 7. Being the descriptive statistics so simi- 
lar, it can be stated a sixth test of hypothesis. 

5.6. Test of a common intercept for both manufacturing industries 

In this sixth test the null hypothesis (H,,) implies the equality of the independent 
terms in the regressions (Model7). The altemative hypothesis (H,) is reserved for the 
opposite case (Model6). 

Being 26 the number of observations (n=26), k the number of parameters of the 
Model2 (k=5) and r the number of restrictions (r=l), the statistic F* stated is: 

This value has to be compared with an F (1,21). The null hypothesis can not be 
rejected (it is accepted the null one, so the best model would be Model 7. Thus, 
Model7 is a better model and provides better results than Model6. 

Finally, it is observed that in the results provided by Model7 the two estimated 
parameters for the explicative variable industrial production are significant, and could 
suggest the existence of a double impact on the profitability. Thus, the coefficient 
obtained for the German manufacturing is nearly the double than the Japanese one, 
in the sense that an increase of the industrial production would benefit more the 
German profitability than the Japanese one. Thus, it seems interesting to proceed test- 
ing this last hypothesis, and for this reason it has been proposed the estimation of 
another model. Model 8, therefore, reflects this double impact in the parameter of 
German industrial production. The expression of this last model would be: 

and its estimation results appear in Table 8. Being the descriptive statistics so simi- 
lar, it can be stated a last test of hypothesis. 
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5.7. Test of double impact of the industrial production 
in the German manufacturing (than in the Japanese one) 

In this seventh and last test, the null hypothesis (H,,) reflects that the German 
parameter of the explicative variable industrial production is exactly the double than 
the Japanese one (Model 8). The alternative hypothesis (H,) is reserved for another 
values (Model7). 

Being 26 the number of observations (n=26), k the number of parameters of the 
Model2 (k=5) and r the number of restrictions (r=l), the statistic F* stated is: 

This value has to be compared with an F (1,21). The null hypothesis can not be 
rejected (it is accepted the null one). The Wald test comparing Model 8 with Model 
1 reinforces this decision: F-statistic=0.699186 (probability of 0.672816) and Chi- 
square=4.894302 (probability of 0.672860). The best model would be Model8, being 
the best of al1 stated models. 

6. VALIDATION AND FINAL MODEL DIAGNOSTíC 

Model 8 is globally explicative (F statistic = 27.14640 and its probability is 
0.000000). Its predictive capacity is also quite good (R2 = 0.787315). Individually, al1 
the estimated pararneters present statistics t-Student higher than 2 (taking values 
between 2.7 and 6.6). Moreover, Durbin-Watson statistic is 2.351604, closer to 2, so 
it seems that there's no auto-conrelation between model's residues. 
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7.1. Neutrality of industrial pnces and homogeneity 
of the raw materials prices for both manufacturing industries 

In test 5.1 it has been proved the neutrality of the industrial prices over the respec- 
tive manufacturing profitabilities. There is some recent experience and consens about 
this fact, in the sense that the benefits of enterprises, which have recovered quickly 
in the years 1994-96, have not generated inflation in the European countries (Trigo, 
1995). 

In test 5.4 it has been analised the homogeneity significance of the raw maten- 
al prices obtained for Japanese and German manufactunng. The result interpreta- 
tion means that when prices' index increases 1 point, both manufacturing prof- 
itability's accelerate 0.05 1 points. In the case of Germany, it is the unique European 
country that is self-sufficient, in terms of the raw materials that are used in the man- 
ufacturing industries (especially mineral materials). This would be the cause by the 
way an increase of those materials would affect (positively) the German's manu- 
facturing profitability. Moreover, Japan is not a self-sufficient country as German 
is in terms of raw materials, but Japanese manufactunng multinationals control, in 
many manufacturing subsections, the whole production process (from extraction 
ti11 selling and marketing). Thus, an increase of raw materials price doesn't damage 
their profit and loss accounts, as it happens in al1 the rest of the European manu- 
facturing industries. 

7.2. Neutrality of the exchange rate for both manufacturing industries 

In test 5.2 it has been observed that estimated parameters for the explicative vari- 
able exchange rate are not significant for both manufacturing industries. It rneans that 
the evolution of the exchange rate doesn't affect Japanese and German profitability. 
It seems that both profitabilities are protected in front of an appreciation of the Yen 
or the Deutsche Mark. It is important to notice that, since 1945, Japanese and German 
currencies have been appreciating itselfs in front many other currencies, and both 
trade balances have been traditionally positive (with few exceptions). In front of the 
behaviour obsewed for other European manufacturing profitabilities, which are quite 
sensitive to appreciation or depreciation (the French one would be the most sensi- 
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tive), the exchange rate is not a significant explicative variable for Japanese and 
German manufacturing profitabilities. 

73. Unequal impact of monetary policy 

In test 5.3 it has been described the significance of the interest rate only in the 
German manufacturing profitability. The interpretation of the estimated parameter of 
that variable implies that an increase of 1 point of German interest rate would disac- 
celerate German profitability in 0.6534 points. In this case, German manufacturing is 
less sensitive than other European manufacturing, in therms of presenting this nega- 
tive relationship between interest rate and industries profitability (the French one 
would be again the most sensitive). In spite of this, German benefits haven't been so 
much affected in front of variations of the price of money: in the 1-t thirty years, 
German competitiveness has been based in constant innovation, growth in productiv- 
ity and continuos reductions in production's cost. Thus, German industry has been 
able to absorb quickly an increase of its interest rate, as it happened when 
Bundesbank raised it from 4.5% to 8.5% between 1990 and 1992 (for to finance 
German monetary and economic unification). 

For Japanese manufactunng profitability it has been found no significance for the 
interest rate. In the considered period, the pnce of money in Japan has been decreas- 
ing considerably, as far as getting through the liquidity catch: for very low levels of 
interest rate, economic agents don't respond to its variations (monetary policy is not 
effective). In addition of this, what has been said for German manufacturing is also 
good for the Japanese one: Japanese competitiveness has been also based in innova- 
tion and productivity. Variations of interest rate (and exchange rate) have been suc- 
cessfully absorbed for both industries production systems. 

7.4. Double impact of the industrial production in the German 
manufacturing (than in the Japanese one) 

In test 5.7 it has been proved the significance of the two estimated parameters of 
the industrial production, having a positive relationship with both profitabilites. 
Model 8 results suggest that for every point of increase of the industrial production 
index, the acceleration of profitability would be of 0.161632 and 0.323264 points (in 
Japanese and German manufacturing, respectively). It is also interesting to consider 
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the double impact observed for the German manufactunng: it means a higher depend- 
ence of German profitability to the German industrial production's evolution. 
Moreover, Japanese profitability appears with a lower sensibility, which implies a 
lower negative impact in case of output's recessions. 

Table 1 - Model 1 
Descriptive statistics and estimated parameten 

Table 2 - Model2 
Descriptive statistics and estimated parameten 
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Table 3 - Model3 
Descnptive statistics and estimated parameters 

Table 4 - Model4 
Descnptive statistics and estimated parameters 

M Jap 
M Ger 

1 Jap 
1 Ger 

E Jap 
E Ger 

0.014178 

0.023 125 

0.225714 

0.301250 

0.010150 

1.199322 

0.058801 

0.0531 19 

-0.0803 13 

-0.810273 

0.015515 

0.922ó40 

4.147388 

2.297049 

-0.355818 

-2.689702 

1.528496 

0.769301 
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Table 5 - Model5 
Descnptive statistics and estimated parameters 

Table 6 - Model6 
Descnptive statistics and estimated parameters 

Table 7 - Model 7 
Descnptive statistics and estimated parameters 
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Table 8 - Model8 
Descnptive statistics and estimated parameters 

LABOUR UNITY COST = 
= Staff Costs / Added Vaiue 

GROSS OPERATING MARGIN = 
= (Added Value - Staff Costs) 1 Added Vaiue = 
= 1- Labour Unity Cost 

PRODUCTMTY OF CAPITAL = RETURN ON ASSETS = 
= Added Vaiue 1 Net Operating Assets 

GROSS OPERATING PROFITABILITY / NET OPERATING ASSETS = 
= Gross Margin x Retum on Assets = 
= (Gross Operating Margin 1 Added Value) x (Added Value 1 Net Operating 

Assets) = 

= Gross Operating Margin / Net Operating Assets 

*Net Operating Assets = Fixed Assers (Lands, Buildings, Machinery) + 
Stocks + Debtors - Cumulated Depreciation. 
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DEPRECIATION = 
= Depreciation / Net Operating Assets 

NET OPERATING ASSETS PROFITABILITY = 
= Gross Operating Profitability - Depreciation = 
= (Gross Operating Margin / Net Operating Assets) - 
- (Depreciation 1 Net Operating Assets) = 

= Net Operating Margin 1 Net Operating Assets 

Source: Genesch & Salas (1995). 

B.A.C.H. PROJECT: BALANCE SHEET. 

A. Subscnbed capital unpaid. 

C. Fixed assets. 
C. 1. Intangible fixed assets. 

C. 1.1. Formation expenses. 
C. 1.5. Other intangible fixed assets. 

C.2. Tangible fixed assets. 
C.2.1. Land and buildings. 
C.2.2. Plant and machinery. 
C.2.3. Other fixtures. 
C.2.4. Payments on account and assets in construction. 

C.3. Financia1 fixed assets. 
C.3.1. Shares and participating interests. 

C.8. Other financia1 fixed assets. 

D. Current assets. 
D.1. Stocks. 

D. 1.1. Raw matenals and consumables. 
D.1.4. Payments on account. 
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D.1.5. Other stocks. 
D.2. Debtors. 

D.2.1. Trade debtors. 
D.2.7. Other debtors. 

D.3. Current investments. 
D.4. Cash at bank and in hand. 

E. Prepayments and accrued income. 

A+C+D+E = ASSETS 11 LIABILITIES = F+I+J+K+L. 

F. Creditors: amounts becoming due and payable within one year. 
F.2. Amounts owed to credit institutions. 
F.3. Payments on account of orden. 
F.4. Trade creditors. 
F.10. Other creditors. 

F1O.l. Other financial creditors. 
F10.2. Other non financial creditors. 

1. Creditors: amounts becoming due and payable after more than one year. 
1.1. Debenture loans. 
1.2. Amounts owed to credit institutions. 
1.4. Trade creditors. 
1.10. Other creditors. 

1.10.1. Other financial creditors. 
1.10.2. Other non financial creditors. 

J. Provisions for liabilities and charges. 
J. 1. Provisions for pensions and similar obligations. 
J.4. Other provisions. 

K. Accruals and deferred income. 

L. Capital and reserves. 
L.1. Subscnbed capital. 
L.2. Share premium account. 
L.3. Revaluation reserve. 
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L.4. Reserves. 
L.5. Profit / loss brougth forward. 
L.6. Profit / loss for the year. 

B.A.C.H. PROJECT: PROFIT AND LOSS ACCOUNT. 

1. Net turnover. 
2.Variation in stocks of finished goods and work in progress. 
3. Capitalised production. 
4. Other operating income. 

S. Total operating income = 1+2+3+4. 

5. Costs of matenals and consumables. 
5.a. Raw matenals and consumables. 
5.b. Other externa1 charges. 

8. Other operating charges and taxes. 

R. Total operating charges = 5+8. T. Added value BACH = S-5-8. 

6.Staff costs. 
6.a. Wages and salaries. 
6.b. Social security costs. 

U. Gross operating pmút = T-6. 

7. Value adjustements on non financial assets. 
7.a. Depreciation in intangible and tangible fixed assets. 
7.c. Other value adjustments and provisions. 

V. Net operating profit = U-7. 

911 1. Financia1 income. 
12. Value adjustment on financial assets. 
13. Interest and similar charges. 

13.a. Interest paid on financial debts. 
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13.b. Other financiai charges. 

W. Financia1 income net of charges = (9111-12-13) 

X. Profit on ordinary activities before taxes = V+W. 

16. Extraordinary income. 
17. Extraordinary charges. 

Y. Taxes on profit. 

1. Profit or loss for the financiai year. 

Graphic 1. Japanese and German Manufacturing Industry . 
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