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I N T R O D U C T I O N

This study analyses the relations between the
size of enterprises and their profitability on
the basis of the BACH database (see
methodology). A number of studies have
already been conducted on this subject (1),
but, usually for reasons of representativeness
of the samples, these studies concentrate
mostly on the manufacturing industry. It
would therefore be interesting to analyse
different sectors of activity in order to confirm
or invalidate the conclusions of these studies.

According to the above studies, the main
differences between SMEs (small and
medium-sized enterprises) and LEs (large
enterprises) in the manufacturing industry are
the following:

The operating profitability of SMEs is, as a
European average, slightly lower than that
of LEs. However, this conclusion does not
hold for all countries, since in Spain and
Italy SMEs are on the whole more
profitable than large enterprises. The
difference between SMEs and LEs in this
respect is greater in Spain, Portugal and
the United Kingdom. Furthermore, this
conclusion depends on the choice of
indicator (2).

The financial profitability of European LEs
is on average considerably higher than
that of SMEs.

An analysis of cost structure by size class
reveals a clear divide between SMEs and
large enterprises. In all the countries of
Europe, SMEs incorporate fewer
purchases of goods and services into their

production processes than LEs. On the
other hand, staff costs are much higher in
SMEs than in the LEs. This is explained by
the fact that SMEs use less capital than
large enterprises and that this capital is
used more efficiently than in large
enterprises. However, labour productivity
in SMEs is lower than in LEs.

European SMEs have less own funds than
LEs and more often cover their funding
requirements through bank loans.

In order to enrich and refine this initial
statement, a number of sectors of activity
have been chosen:

two sectors of the manufacturing industry:

textiles, leather and clothing
(abbreviated below to “Textiles”),

electrical and electronical equipment,
office equipment and computer
equipment (“Electrical”);

the construction and civil engineering
sector (“Construction”);

and a service sector: hotels and
restaurants (“Horeca”).

The following questions have been
successively dealt with:

1. What is the relation between sector of
activity and performance indicators?

2. Are there effects of scale?

3. Can these effects be explained by the
costs or the financial structure of the
enterprises?

(1) "Supplement A to European Economy, N°7, July 1997" and "Comparison between the financial structure
of SMEs versus the within the framework of the BACH database", Dorothée Rivaud-Danset (to be
published).

(2) If we choose an indicator showing the ratio of gross operating result to capital used, SMEs are shown as
more profitable than large enterprises.
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S E C T O R AL  AN A L Y S I S

Only the four above-mentioned sectors have
been examined, namely: Textiles, Electrical,
Construction and HoReCa. The results
presented are based on the latest available
data. Various ratios are studied in order:

1. the gross operating margin (GOM) ratio,
which is the gross operating profit in
relation to turnover. The gross operating
profit represents the enterprise’s profit
after paying for consumption of goods and
services, other operating charges and
taxes, and staff costs. This margin enables
the enterprise to cover depreciation and
provisions and to pay its financial charges
and taxes.

2. the value added ratio: value added as a
percentage of turnover.

3. the relative share of staff costs: staff costs
as a percentage of turnover.

4. the working capital requirement (WCR)
expressed in turnover-days. The WCR
measures non-financial short-term assets.
It is calculated as the difference between
(a) amounts due from sales of goods and
services plus stocks and (b) amounts
owed to suppliers. It is influenced by
various factors such as the sector of
activity and the type of commercial
relationship between the enterprise and its
network of customers and suppliers.

5. the share of financial debt: financial debt
as a percentage of the balance sheet total.

6. the relative share of financial charges:
financial charges as a percentage of
turnover.

7. the share of own funds: own funds as a
percentage of the balance sheet total.

1. The gross operating margin
of SMEs is on the whole
greater than that of large
enterprises

In contrast to the comments on the
manufacturing industry (3), the gross
operating margin ratio of SMEs is on the
whole higher than that of large enterprises.
The ratio used here provides a reliable
measurement of the economic performance
of the production tool by supplying details
of the result of the implementation of two
essential elements common to all enterprises:
intermediate consumption and labour.

In three of the four sectors studied (Electrical,
Construction and HoReCa), the GOM ratio of
small and medium-sized enterprises is, for
almost all the countries, higher than that of
large (4) enterprises. While this difference is
fairly small yet significant in the Electrical and
Construction sectors (about two points), it is
greater in the HoReCa sector.

(3) Supplement A to European Economy, July 1997.
(4) The definition of small and large enterprises refers here to the definition used in the BACH database.
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Gross operating margin – Difference between large enterprises and SMEs 1996

The situation in the Textiles sector is,
however, very different, since it is large
enterprises which generally have the highest
gross operating margin ratios.

However, it should be noted that there are
major national exceptions to these general
trends: in the Electrical sector, where large
enterprises in France and Belgium have a
higher gross operating margin ratio than
small and medium-sized enterprises, and
also in the Construction sector in France.

Size is therefore not the only determining
factor: although the overall situation shows a
GOM ratio which is fairly favourable to SMEs,
this overall assessment needs to be adjusted
if special sectoral or national features are
taken into account.

2. SMEs have a higher
value added ratio
than large enterprises

By measuring value added in relation to
turnover and measuring staff costs, it may be
possible to reveal different behaviour in
implementing the factors of production,
depending on the size of enterprises. Two
ratios will thus be examined:

The ratio of value added to turnover, which
is used to assess the production
performance of the enterprise and, by
extension, the volume of intermediate
consumption. It should be noted that value
added here means gross value added
produced, before depreciation.

HoReCa Belgium
HoReCa Italy

HoReCa Austria 
Electrical Austria

HoReCa Spain
Textiles Spain
HoReCa France

Construction Germany 
Construction Spain

Construction Italy
Electrical Italy

Construction Portugal
Construction Belgium
Construction Austria

Electrical Spain
Electrical Germany

Textiles Austria
Electrical Portugal

Textiles Belgium
Textiles Germany
Electrical France
Construction France

Textiles Portugal
Textiles France

Textiles Italy
Electrical Belgium

-12,0 -10,0 -8,0 -6,0 -4,0 -2,0 0,0 2,0 4,0 6,0 8,0 10,0

In % Source: BACH database
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The ratio of staff costs to turnover, which
is used to assess the role of the work
performed in house by the enterprise’s
own staff (excluding loaned or temporary
staff).

The value added ratios observed vary greatly
depending on the country and the sectors of
activity concerned. Three major groups can
be distinguished:

the HoReCa sector, where value added
ratios are high (40 % overall and up to
50 % in some cases);

the Electrical and Construction sectors,
where the ratios are lower (maximum
40 % down to as low as 25 % in some
cases);

the Textiles sector, where the ratios are
particularly low (mostly less than 35 %).

Within these profiles specific to each sector,
large enterprises show common features:
they use much more intermediate
consumption than SMEs in their
production process. They probably
subcontract more and purchase more semi-
finished or finished products and external
services (including external staff). On the
other hand, SMEs create proportionately
more value added, probably because they do
more in house. They also have, as we shall
see, relatively higher staff costs.

This difference applies to the vast majority of
cases, irrespective of sector of activity, and
with significant differences in the ratios: for
example, the value added ratio is often five
points higher in SMEs than in LEs. Only the
textile sector is, again, an exception: in Spain,
Italy and Portugal, large enterprises create
higher value added than SMEs. This is also
the case in Belgium for the HoReCa and
Electrical sectors.

Value added ratio – Difference between large enterprises and SMEs 1996

Electrical Austria
HoReCa France

HoReCa Italy
Construction Germany

Construction Italy
Construction Belgium

Electrical Spain
Textiles Belgium

Construction Portugal
Electrical France

Textiles France
Construction Spain

Electrical Italy
HoReCa Spain

Electrical Germany
Textiles Germany

Construction France
Textiles Austria

Construction Austria
Electrical Portugal

HoReCa Austria
Textiles Portugal

Textiles Italy
Textiles Spain

Electrical Belgium
HoReCa Belgium

-20,0 -15,0 -10,0 -5,0 0,0 5,0 10,0 15,0 20,0

In % Source: BACH database
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