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1 - Productionm units and "false friends"

Production units
The way in which production units are linkad up in each country depends an

legal traditiaens.

In France for example, a distinction is made between a “"groupe", an

"entreprise" and an “&tablissement".

A "groupe" is a power and decision-making structure which groups together all
"entreprises” under it. The form of a “groupe" can be established by axamining
all its financial holdings in the various "entreprises”, An "entreprise" can
be dependant on several "groupes" but only one "groupe" can have majority
cantrol of it, either by virtue of having the greatest financial holding, i.e.
more than 50% of the shares, or fewer, but sufficiemt for control, e.q. 30%;
in extreme cases, a company can be controlled with 5% of the shares, dapending
on the distribution of shares betwean large and small shareholders. It is
particularly difficult to monitar "groupe" statistics hecause of the farm of a

"qroupe" changes depending on the acguisition of holdings.

There are four types of Hroups

- Independent units, for example a hairdresser, which constitutos an

"étaklissement”, "entreprise" and a "groupe" at the same time.

"Groupes" formed for wvasiar maragement by breaking down "entreprises" into
subsidiaries. These may be small "groupes" canstituted for tax reasons, or
an "entreprise” may also be formed for each special field to facilitate

management, as is often the case in data processing.



Here, the various "aentreprises" are 100% subsidiaries of the "groupe": th.s
type of "groupe" is wirtually an "entreprive” but can chang: as time

passcs via acquisition of holdings in other "anltreprises”.

— Genuine economic “groupes" with strategies geared to control af or
caoperation with others (haorizontal or vertical integration) which they
implement by scquiring minority or majority haldings The profiles of these

groups are relatively stable as thay are getermined by economic logic.

- Genuine financial "groupes". The profiles of these "groupes" fluctuate
dramatically as they are determined by purely financial logis with holdings

being acquired or disposed of as the epportunity arises.

In the last three types thare is generally a holding "entreprisa" which

manages holdings and defines the "groupe" strategy,

An "entreprise” is defined as followed in the NACE:

ENTREPRIGE: a legally defined organisation with a separate balaice sheet under
the supervision of a natural or legal person and formed to produce one or more

gonds or services at one or more locations,

The "entreprise” is thus indopendent {although only thaoretically, if it
belengs te a “"groupe"), has legal, firancial and accaunting autanomy, keeps
separate balance sheats and is liable to tax. In France "entrap~ises" are
classified using & 9-digit code {(SIRENE cade). Tha "antreprise”" constitutes

the "smallest legal unit".



Tha "smallest local! unit" offers a more detailed breakdown and is defired as

follows in the NACE :

LOCAL UNIT: strictly speaking, & production unit (workshop factory, shop,
office, mine, depot) situsted in a place which is topographically isclated and

in which one or more persans work on behalf af the same "entrapriss",

In France this local unit is called an “établissement™, a local geographic
unit, legally dependent on a single "entreprise" and not autonomous in legal,
financial or accounting terms. 1In France “établissemants” are classified
using a 14 digit code (SIRENE code) the first 9 digits of which are from the

Yentreprise",

It is thus easy to work from an "établissement” to its "entreprise", or vice
varsa, without any risk of omission or doubling counting. The same does not

apply when working from an "entreprise” te a "groupe".

Finally, a new type of unit is now developing not bhased on control of
financial holdings bub on partrerships. These are networks "meshing" with each
other. This is particularly true of franchisas. The netwerks may alsc ombrace
various activities, i.e. in the case of the "big eight", made up of
"entreprises" (aither belonging to the same or different "groupes') wilh
various specialised activivities in the fields of organization, data
processing, legal advice and auditing from diffarent countriez. This type of
unit can take any form: independent "antreprise®, natignal "graupe",
international "groupe", etc. and the profiles are extremely unstabla,
particularly as a parltner in a medium-sizad network will mot rest until he has
left it to become part of a large network. This type of unit cannot ba
observed by canventional statistics but anly via monographs {which very

rapidly become obsoleke).



The selection of the units ta he obsarved abviously depends on the field of
study.

For analysing cconomic ar financial strategy at natianal, Eurcpean or

international level, it would be best to study "graupes" and, ir possibla,
netwarks,

Far analysing cmployment or regianal phenamena the smallest local unit is the
most suilabla,

Finally., for studies on production, which are of interest to th;s working
party, the statistics on "entreprisecs”" are hest. They have the advantage over
the "groupe" statistics of tiot risking omission or double counting. They offer
more material Lhan the statistics on "&tablissements" (smallest local unit) as
they allow complete accounting analysis and provide a great deal of data on
amployment. Tha statisties on “entreprises® are soundest but offer relatively

little material for certain types of analysis and must be supplomanted by
other types,

“False friends"

The Anglio-Saxcn term "anterprise" has a meaning which varles according to the

country In which it Is used:

- It can designate a "Parent company” having majority powsr on

units (“entreprise” In the French sense);: 3o Philips will be referred
to as an "enterprise*, which has not the samae meaning as the French

"entreprise”;

= 4t can dasignate tha smallest lagal unit, t.e. “entreprise" in the

Franch sense.

Likawlse the French tarm "éﬁabllssamant“ (smallest lacal unit) ang the Anglo-
Saxon term “establishment" have nut the same maan | ng. The Anglo-Saxon
"egtabl |shment®, which Ig used more In "Industrial" rather than In “Services-
statistics has In fact a msaning ciose to the French "entreprise" (smallest

legal unit)



Sactor

Each sactor groups togesther with the same principal activity, thes leval ot
which can ba dascribed using different degrees of detall.

The smallest unit with a complete system is generally used for accounts data,

This Is the "enterprise" sector In France and the “sstabl|shment” gsector !n
the United Kingdam.

For employment data, which ars of a different typs, use is made of the smailest
local unit which has information on the numbers employed, i.e, the unlt which

affectively pays wages and salarles; thls Is the “4tabl issemant* sector in
France,

However, If a direct compar faon betwean employment data and accounts data is
reguired, It is better to usga the French “entreprise" sector,

Sector data classify unita according to thelr principal activity but do not
genarally distinguish betwesn data on the principal activity or on any
gacondary activities and therefor make |t imposaible to draw up statlist|es
directly on the product or ths branch. However, it Is often the case In
sarvices that units are smalt, vVary speclalized and only produce ore product.
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tt shail navertheless ba noted that the sector of the "Smallsst local unit® Is
much closer to the branch than the "entraprise™ (French sense) sactor, bacause,
In terms of amounts, local units insvitably have a degree of speciallzation
which 18 equal or superior to ths “entreprise", which Is nothing more than the
aggregation of the Iopcal units. However, account statistlcs cannot be
cbtalned systematically from iocai units because:-

=~ they do not have complate account systems;

- som& Involce tne!ri cllents (e.g. retail "étabiissements"”, whareas
others do not invoica and have links only with the "antreprise";
~ Soma local unity only manage staff or, as ls more often the case,
means of production for the accaunt of thelr "entrepriss”;

- as |s [n the prevjous eéxample, some locai units only carry out
“ancil)lary activitiss" (such as adminlistration and general sarvices) for
the aceount of the "antrepriss® which, by their very nature, are not

Involesd and are therefore not present In convantional accounts
anaiysls. '

It Js best to use the “entreprigse" ssctor for accounts analysis purposes.
However, as with all approaches which use tha sector of principal! activity, It
has ona dlsadvantags for analysing time serites, namsly that meach unit is
ciasslfled only under ona Rrincipal actlvity,

_’
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This activity may vary with time as inm the case of "entreprises" whose work
barders on two activities. Statistical methods can compensate for this by
introducing stability critaria so that the units do nat keep passing from one
principal activity to amother. Hotwever, thare are some true changes of
activity which should be takem inte account. This can affact the time
analysis of series in the case of large units since one sector expands to the
detriment of another. When analysing series, it is therefore important to
distinguish between cases of intersectoral reclassification and real changes

in the sector.

This difficulty could be avoided by using a supplementary analysis by hranch

ar gproduct,

Branch

A branch groups together all homogenecus production umits which produce the
same goods or services. These goods or services may only be produced hy the

corresponding branch for which it constitutes the sole production activity.

Production units ("entreprisaes") mostly have mixed or juxtaposed activitias.
They carry out a principal activity, sccendary activities ~ such as sctiwvities
linked with other branchas - and ancillary activities such as adminislration,
purchasing, marketing, storage, distribution, ete¢. If & praduction unit has a
principal activity and one or mare secundary activities, it has to be broken
down inte homougeneous production wunits and the secondary activities are
classified under other nomenclature headings than the principal activity. On
the other hand the ancillary activities of a production unit are not
dissociated from the principal activities or secondary activities with which

thoy are linked.



These ancillary activities integrated into the production of various branches
can only be linked with services (producticn of goods 1s never (onsidered as
an ancillary activity) and must ba exclusivaly intended for the banefit of the
production unit. Ancillary activities comprise production of management

services an the unit's own account and are part of the normal functions of any

production unit,

In the statistics on enterprises the study of a branch is a product analysis
but as it is an accounts analysis, it comprises an analysis for invoiced

products,

Product analysis makes it possible to conduct studies on market shares and
does not have the disadvantages of sectoral analysis for time seories, The time
series per product are homogeneous aven if the principal activities are

subject to imtersectoral reclassification.

The statistics on each product are caollected by interviewing the (French)
"entreprises” on the breakdown of their sales into products or by directly
questioning the inveicing "local units™, The total sales of a product are
obtained by adding together the sales of the product for all sectors of
principal activities. It is therefore important that the system is complete

and that it covers the whole production system and rot the industrial sectars

alone . -

Function

An snalysis of principal activity by sectar or by preduct allows conly part of

these services to he rovered, hamely thosa which are invoiced.

A service which is invoiced by an industrial "entreprise" or by a service
"entreprise" is taken into account in the analysis by product, unlike "non
invoiced seryices" {which are services interral te an “entreprise") and which

are referred to as ancillary activities, They are particularly important for

services rendered to "entreprises'.
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The relative importance of invaiced and ancillary services varies
considerably, depending on activity and country (regulation, tax, the Tirm's

own attitude).

It is thus misleading to compare the importance of "invoiced services" in

isalation from one country to anvther,

In the same way, international comparisons of value added in ane sector will
be misleading if services are "extarnalized" in one country, i.e. if they are
invoiced and do not form part of value added, and "internalized" in another,

i.e. if they do form part of value added.

However, distribution hetween invoiced and ron invoiced services can vary in
vYime and depending on the services rendered. Following restructuring of groups
of "entreprises", e.g. industrial, some ancillary activities (perscnnel
managament) are delegated to a single "entreprise". These ancillary activities
which hitherto had been regarded as associsted with production of industrial
branches thus became sn activity for an extermal account and are thus

classified in the services branch.

All else being egual, there is no change in the value added, which is simply
transferred from industry to services. On the other hand, an additicnzl flow
is generated, as hencaforth, an activity for an external account is inveiced
betwagen the production branch (services) and the user branches {industry).
This activity, which ~epresents intermediate consumption for industry, thus

increases the costs of services in industrial production.

F'or one and the same country the distribution between invpiced and

non-inveiced services can vary in time and according to the services,
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Tha term "function" is also used when communications, health, tourism, ete,
gre bring stud ed, This constitutes a transectorsl analysis in the sense that
it cannot be bused diractly on the NACE structure, but neverthelaess utilizes
sectoral statistics. Communications are analysed via sectoral statistics taken
From several large NACE groups (telecommunications, advertising, data
processing services) which means that the erganization of these statistics

differs, with the two approaches complementing ane another.

III - The spatial dimension: Regionalization

Logically enough, data regicnalization is based on the smallest local unit‘

As regards data on employment this is relatively simple as most of the
statistics an smployment are prepared directly at ™local unit™ ° jayel,
However, the regional aspact of emplayment is rmot always relevant for certain
studies. A salaried consultant engineer from an "établissement™ in the
Rhdnas--Alpes rogion could well wark full-time on a project in the Tle de
France. Many jobs in services are based in Paris, but the projects cover the

entire country.
This is all the more inpartant in respect of data on production

- Only inveoicing '"|gcal units™ (outside of "entreprises") have turnover

figures, e.q. retail "établissements",
—~ The turnover Ffigures are not necessarily based on invoices to an

“entreprise” or household in the same region {frequently the case in

"design" activities).



the invoicing "ilocal units® which have figures on their cwn turnover do
not genecrally know how high their expenses are and thus cannct determine
their added value ‘e.q. retail shops where the purchases are made at

"entreprise” level for all of the "local units™,

Invoicing has regional relevance for "“local" services in general, such as
retatlers, services rundered to househalds {laJndries, hairdressers, cafés,
restaurants, etc.) and, with a few minor differences, for the activitics
carried aut by the liberal professions (doctors, laywers, architects, etc.),

the banks' counter aclkivities, ete.

But for other service: often located in the capital for reasons of prestige,
the regicnal dimensica ig irrelevant (consultancy, advertising). One might
even go so far as to say that the national dimension is irrelevant toeo (¢f.
tha big ¢ ght}.

Regional statistics can be prepared directly at “entreprise” level (with the
aduantage of having & complete accounting system) for "local" serwvices when
the principal activity is conducted by "entreprises" with a single

"iocal unith ur other "entreprises" from a single region. This is Lhe case
for hairdraessers, the liberal professions, cafés, etc. but not necessarily for

temparary work, hanks ark a good deal of retailing.

The ®|gcal units™ could thus ba interviewad as to their invoicing practices:
temporary work, retailing, etc. as thiz i3 relevant at rggianal level. This
might then be supplemented by surveying the wigcal units® * beleonging to an

"eptreprise” with mulliple and multiregional "établissements".
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However, for a number of activities the accounts survey appreoach is not
relevant (zonsultancy, sdvertising, etc.); a more qualitative tvpe of survey
15 required: what is the nature of the "atablissement", does it invoice or not

and what i3 its function withim tha "entrepriza?

Clearly, the regiomal dimension cannot be tackled by a singla mathod and the
right system - which may differ from country to country depending an

legislation — aust be determined for each activity.

Regional statistics can be assessed on the basis of national statistics (e.qg.
value added by sector) and a distribution kay (e.q. regional di:tribution of

employment ).

IV - nceounting variables to be absarved

The main accounting data are included in a summary generation ol incomo

account,

Merchandise purchasad Turnover
Change in stocks (imitial stoek
- final stock)

Caonsumables purchased

Change in stocks {initial stock Preduction for stork (final
-~ Final stack) stock - initial stack)
Other purchasers and external Productiaon for Ffiked assets
charges

Balance: value added

Taxes and duties Value added

Staff costs Production subzidinsg
To depreciation

Ta reserves

financial charges Financial product

Balance: pruofil ar Loss
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There are four types of data:

turnover which represents the valume of sales
intermediate consunption, which is the sum of purchases of marchandise and
consumable materials and other extermal charges

- change in stocks (a distinction may be made betwesn producer stocks and

uger stocks)

- value added, which is defined as follows:

turnover and producticn for fixed assets
+ changas in stock

—~ intermediate consumption

Turnovar or volume of sales is the pasiest concept to use. However, turnover
is of limited significamce and it should @lsp be noted that nmational accounts

experts prefer the idea of output to that of turnover, warking from sales to
praduction,

Turnover is the only way of obtaining a breakdown inta producte and is
Lherafore an essential data source. Turnhover can have a direction {from the
point of view of use), e.g. retail turnover stock. However, turnover is nat
a#lways representative of the level of activity in an "entreprise" or a sector;
in certain sectors, it can vary considerably {on a scale of one to ten)
depending on the type of contract or the method of invoicing or reco ing.
This is the case in engineering consultancy (with or without turnkey delivery)
and in advertising (with or without direct invoice for the advertising copy
ete.}. It is nat passible to compare two sectors, or even two “entreprises"

from the same sactor, by simply looking at the turnover.



Comparisons of Lhis type can be made with value added, which is also a form of

data that can be aggregated, the sum of values added being equal to gross

national product,

In "entreprise" statistics the margin is a useful form of data belween
turnover and value addad for measuring the level of activity im each

"entreprise” or sector. The margin is calculated as follows:

turnover and production for fixed assets
+ changes in stocks
=~ purchases for resale of goods and sarvices

subcontracts, retroceded benefits,

(The purchase of services far resale is taken to mean the purchase of the

"right to use" services, )

The margin can alsa be dofined as the sum of value added and general costs.

The margin has the advantage of including services, whether they are
"externalized" (i.e. they form part of general costs) or "interialized" (i.a.
ron inveiced ancillary services which form part of value added), which

facilitates comparisons between sectors or cauntries.

For a study of tertiary activities, experts need to establish which dala can

be used to conduct a meaningful comparison of the different seci.ors,

It is clear that turnover does not meet this requirement. The turnover of a
trader cannot be compared to the turnover of a pRersan providing services pure

and simple,



However, this can dons with the mérgin, provided that the vontent of
"purchases far resale™ is determined For each activity. The samn goes for

subcontracting,

In “antreprise” stati .tics, credit institutions and insurance "entryprises"
hava production flows which are completely different from those of athur

agryice sectors,

Witheut going into delail, an initial approximation for the margin would ke
"interest raceived - interest paid’ {for a bank) and "premiums recaeived -

claims mat" (for an insurance "entreprise").

In a paper presentad an 9 March 1588, M. J. Walton proposas the fallowing

product.ian concept for insurance compariies:

Production accaunt
Premiums due
less Premium; ceded to reimsyrers
less Claims (Imdemnities) paid
plus Claims »n reinsurers
less Additions to reseryes {on account of outstarding risks

and claims in the course of settlement)

This corresponds effoctively to the margin concept and is largely comparable

to the margin of a trader ar an advertising agency,

One can than decide whether the commissions to agents should be (reated as

subcontracts and as part of production or not.

Margins or value added can thus be used to calculate meaningful figures

enabling the resylts for sectors or countries to bhe comparad.
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Vo Data on employment

There is great deal of data on unemployment which falls inte th- following

vateguriay:

ogross stalistics on employment based on the smallest local unit

gross sectaral statistics on “entreprises” hased on the smallest lagal unit

= national accounts statistics.

The main data to be collected are as follows (ct. DG XV/AH Anne« 5

"Econonomic indicators for credit institutions"},

Number of persons employed:

by sax

=~ by status (wange and satry—earning, free-lance, nan-salaried, temporary
staff); for a predetermincd pariod

= type of emplayment (full-time, part-time)

=~ by nativnality {resident, non-resident)
by gqualification ar training

- by type of employment: supervisury staf'f, management, day-to day
administration; technical; direct selling

- by place of omployment (main “&tablissament", subsidiary or ranch, al

customer) .
Valume of hours wark
Wages and salaries

Social contributions.

The abave statistics are available in fairly general form, not “rom a single

souree or even several sources but based on the same unit and thus homogenaous.,
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#} Statistice on empliyment based on the smallest local unit,

There are two types of source:

— Population censuse: which are unigque in that data are collecled directly al
individual lawvel, nithout omissions or double counting {a person wilh two
employmant contrac s will only be counted once). The censuses constitute an
extremely valuable sourcs of data on the non-salaried population
(self-employed, employers, family helps) and wage and salary earners and
provide a number ol other data: status, sex, age, social/professional
category, all of which can be cross-refarenced with tha type of employing
"étakblissement”, The intarvals between cansusas vary from & to 9 years,

They constitute a majar reference source.

- There are many othcr sources of data on employment based on the
"établissement". Some, with a very low sampling rate, allow the results of
censuses {(e.g. employment surveys in France} to be updated and others
utilize mandatory declarations made by employing "établissements" (in
France UNEDIC statistics, annual declarations of sacial data atc.) and
others again are piovided by statistical surveys. In genaral data are
collected at the enploying "établissement", so these are not statistics on
individuals but on employment contracts, an extremely unstable indicator if
the duratiaon uf the work is short (cleaning) or if emplayment is
intermittent {Film preduction, etc.). This can be adjusted for Lhe number
of hours worked ar: known as well. Some statistics include aex,
social/professional category, and wages and salaries paid. These

statistics can be regionalized on the basis of the "™local unit®.

e
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bi Statislics an employment based on the "antreprise” gencerally have less
informal ion to offer than those hased on "local unite® and aie taken from
surveys on "entreprises'. There is little or no information on \ga, sex,
social/professional categorias (as the information exists @lseware). However,
the great advantage of this saurce is that enployment and accounting data aro
hemogeneous and thus permit a significant comparison to be made aof
"entreprises", sectars, countries, turnover for number of persons employed,
value added, investment elc. To ensure that these are true comparisons, not
only the total number of wage and salary-eatning and non-salaricd jobs must be
muasiret but also the volume: the average wage and salary-earniyg workforces
rather than the workforce at any given time, perhaps expressed in terms of
"equivalent full-time jobs"; the nan-salaried workforce (generally unchanged),
full--kime and part-bLime staff (where do we draw the line betweern Lhese Ltwa?)
and for some scctors permanent and casual jobs (in the case of Lamporary work
in Films, etc.). A sound overall yardstick is the volume of hours worked by
wage and salary earners over the year: the volume of hours worked by
hon-salaried slaff is less reliable but can be used for apprax; mate

asasesamenie.

¢} National accounts omployment series use multiple sources, are the most
sophisticatad and corralate best with the various aggragates from national

acceunts {(value added by branch, investmerts, etc.).

The disadvartage is that they are, at their level of greatest detail, only
prapared for an input-output Lable, i.e. to a fairly agqregated level,

Howewer, they can be used as a banch mark.

These data Lhemselves are, in general, based aon peopulation censises and
rorrectad for Lha offective duration of work te facilitate produetivity

assessment.
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- Chart 2 —

Annex II

Combinations of the partial units of an enterprise

Local units
Fields of
business
activity

1 Local unit

2 and more tocal units

1 field of business
activity

Enterprise =
tocal unit =
kind-of-activity unit =

establishment

(Homogeneous single-unit enterprise)

Enterprise =
kind-of-activity unit
2 and more Llocal units =

2 and more establishments

(Homogeneous multi-unit enterprise)

72 and more fields of
business activity

1) The fields of business activity are def

Enterprise =
tocal unit
2 and more kind-of-activity units =

2 and more establishmeénts

(Heterogeneous single-unit enterprise)

jned by economic activities.

Enterprise
2 and more local units
2 and more kind-of-activity units

2 and more establishments

The number of partial units may, but need

not necessarily correspond,

(Heterogeneous multi-unit enterprise)



