Results of non-financial
corporations in the

first two quarters

of 2002 (1)

1. INTRODUCTION

According to CBQ (Quarterly Survey of the
Central Balance Sheet Office) data, productive
activity in the first half of 2002 was subdued
(with nominal GVA growth of 1.8%), so that the
firms appear to have remained on the path fol-
lowed since mid-2001, in keeping with the gen-
eral uncertainty afflicting the world economy.
However, it should be noted that the sample of
firms reporting to the CBQ amplifies the effects
of any weakness in activity owing to its small
size (less than 800 firms), to the over-represen-
tation of very large firms (those most affected
by crises) and to the low representation of me-
dium and small-sized firms, which are usually
more dynamic. Indeed, the results of the Annual
Survey of the Central Balance Sheet Office
(CBA), which includes large, medium and small
firms (up to 8,000 in all), usually show, for any
given year, a more favourable performance
than that reflected by the preliminary CBQ re-
sults for the same period. However, this does
not invalidate the CBQ as an indicator of trends
in corporate results.

In fact, the less dynamic results of the CBQ
for the first half of 2002 (see Table 1 and Chart
1) are consistent with QNA estimates for invest-
ment and exports. Also, the performance of the
sample firms in the distributive trade seems to
stem from the slowdown in private consumption
from the beginning of 2002. However, at the
same time, there are signs of improvement in
the performance of industrial firms (see Box 1),
especially in the Q2 data (with growth rates ex-
ceeding those for the same period a year earli-
er), which might be signalling a turning point.
The overall performance of the CBQ firms re-
flects the failure of the expectations for recovery
in some European economies to materialise,
while the deterioration in the situation in certain
Latin American countries in which Spanish firms
have strategic investments has been confirmed.
Also, there seem to be signs that the fall in
share prices is bearing on agents’ spending de-
cisions. Finally, the decline in oil prices in the
first six months of 2002, relative to the same
period a year earlier also contributed to the sub-
dued GVA performance of the CBQ sample, ba-
sically on account of the impact on the output of
refining firms (2).

(1) The information on which this article is based is ob-
tained from the 748 firms that, on average, reported their data
voluntarily to the Quarterly Survey of the Central Balance
Sheet Office (CBQ) in the period to 18 September 2002. In
terms of gross value added, this aggregate of firms accounts
for 14.1% of all the activity of non-financial corporations.

(2) Experience with the CBQ shows that a fall in crude
oil prices (rise in the price of oil) translates into a fall (rise) in
the growth rate of the GVA of the refining firms (energy sec-
tor), which rapidly pass changes in the price of their inputs.
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RESULTS OF NON-FINANCIAL CORPORATIONS IN THE FIRST TWO QUARTERS OF 2002

TABLE 1

Profit and loss account. Year-on-year changes
Growth rates of the same corporations on the same period a year earlier

CBA CBQ (a)

Databases 1999 2000

Number of corporations / total national coverage 8249/31.9% 8045/28.9%

1. VALUE OF OUTPUT

(including subsidies) 9.2 16.0
Of which:
1. Net amount of turnover
and other operating income 10.7 17.4
2. INPUTS (including taxes) 11.5 20.1
Of which:
1. Net purchases 12.9 23.8
2. Other operating costs 9.2 14.2

S.1. GROSS VALUE ADDED
AT FACTOR COST [1 - 2] 47 75

3. Personnel costs 6.4 7.4

S.2. GROSS OPERATING

PROFIT [S.1 - 3] 2.9 7.6

4. Financial revenue 5.2 26.3
5. Financial costs -2.2 26.0
6. Corporate income tax 10.3 -12.2
S.3. FUNDS GENERATED FROM OPERATIONS [S.2 +4 - 5 - 6] 2.2 5.0
7. Depreciation and provisions and other [7.1 + 7.2 - 7.3] 7.4 57
7.1. Depreciation and operating provisions 9.0 6.3

7.2. Capital losses and extraordinary expenses -0.2 -3.1

7.3. Capital gains and extraordinary revenue -0.2 -5.5

S.6. ORDINARY NET PROFIT[S.2+4-5-7.1] 0.1 8.9

MEMORANDUM ITEM:

TOTAL NET PROFIT [S.3-7] -0.5 15.3
PROFIT RATIOS

R.1 Ordinary return on net assets

(before taxes) 7.5 7.5
R.2 Interest on borrowed funds/

interest-bearing borrowing 5.0 5.1
R.3 Ordinary return on equity

(before taxes) 9.1 9.3
R.4 ROI - cost of debt (R.1-R.2) 2.6 24
R.5 Debt ratio 43.5 47.3

Source: Banco de Espafia.
(a) All the data in these columns have been calculated as the weighted average of the quarterly data.

Note: internal accounting movements have been edited out of items 4, 5, 6, 7.2 and 7.3 in the calculation of rates.
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TABLE 2.a

Value added, employees, personnel costs and compensation per employee
Breakdown by size, ownership status and main activity of corporations
(Growth rates of the same corporations on the same period a year earlier)

Gross value added
at factor cost

CBA

2000

Total 7.5
SIZE:
Small 9.9
Medium 8.4
Large 7.3
STATUS:
Public-sector 7.4
Private-sector 7.6

BREAKDOWN OF ACTIVITI
REPRESENTED IN THE S

Energy 188
Industry 6.0
Wholesale and retail trade 6.8
Transport and

communication 2.7

Source: Banco de Espafia.

Employees
(average for period)

Compensation

Personnel costs
per employee

(a) All the data in these columns have been calculated as the weighted average of the quarterly data.

In line with the moderate activity growth, the
rate of growth of employment fell to 0.3%. How-
ever, it was particularly positive that a group of
firms as undynamic in terms of job creation as
the CBQ sample should not have destroyed
jobs when activity showed signs of decelera-
tion. As has become the norm in recent quar-
ters, it was again the contribution of the whole-
sale and retail trade that was decisive in ensur-

through to their selling prices. The final output of the refiner-
ies is the main input of firms marketing fuel (distributive
trade), which do not immediately pass through the full
change in the price of their inputs to their customers, possi-
bly owing to the rigidity implicit in a system of regulated pric-
es and because very sharp rises in oil prices have not al-
ways been passed through to customers (the rises of over
50%, both in oil prices and in the prices charged by the re-
fineries in 2000, translated into petrol price increases of less
than 20% in the same period). This is why changes in oil
prices affect refineries and fuel sellers with certain lags and
why, as in the first half of 2002, falls in the rate of growth of
GVA of the refineries, due to a reduction in oil prices, can
even coexist for a time with rises in the GVA of the firms
selling fuel. It should also be noted that practically all the re-
fining firms report to the CBQ, while only some of the selling
firms do, perhaps because many of them are small.

ing a positive growth rate for total CBQ employ-
ment. As regards average compensation, the
slight downtrend that commenced in 2002 Q1
was confirmed by moderate growth of 2.8% in
the first half of 2002, compared with 4.5% in the
first half of 2001. This trend needs to continue
in the present setting, marked by low activity
and a declining operating surplus, to ensure
that average compensation does not have an
adverse impact on the course of prices and to
ease the absorption of Spain’s inflation differen-
tial with respect to the other EU countries.

As indicated above, the operating surplus (or
gross operating profit), an indicator of the non-
wage incomes generated in the production
process, grew at a low rate (0.7%) in the first
half of 2002, in step with the slowdown in pro-
ductive activity. Ordinary net profit, however,
grew at a higher rate (3.5%), owing to the trend
in financial expenses, which fell by almost 10%
in the first half of 2002, with respect to the same
period of the previous year. This reduction was
basically due to the fall in interest rates, since
the level of indebtedness continued to grow
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CHART 1
Non-financial corporations reporting to the Central Balance Sheet Office (a)
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NUMBER OF CORPORATIONS NUMBER OF CORPORATIONS
CBA | 8054 | 8,135 | 8249 | 8,045 CBA | 8054 | 8,135 | 8,249 | 8,045
cBQ | 722 835 882 902 842 | 748 | cBQ | 722 835 882 902 842 | 748 |
% OF GDP OF THE SECTOR NON-FINANCIAL CORPORATIONS % OF GDP OF THE SECTOR NON-FINANCIAL CORPORATIONS
CBA | 337 33.7 31.9 28.9 CBA | 337 33.7 31.9 28.9
cBQ| 187 18.0 16.9 16.5 151 | 141 | cBQ | 187 18.0 16.9 16.5 151 | 141 |
— -
——— CBA data CBQ data

Source: Banco de Espafia.

(a) Information available to 18 September 2002 (CBA and CBQ).

(b) The 1997, 1998, 1999 and 2000 data are based on information from the corporations included in the annual survey (CBA) and the average of
the four quarters of each year in relation to the previous year (CBQ).

(c) Average of the four quarters of 2001 over the same period of 2000.

(d) Average of the first two quarters of 2002 over the same period of 2001.
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TABLE 2.b

Employment and personnel costs
Detail according to changes in staff levels

Total CBQ Corporations
corpora- increasing  Corporations
tions (or not reducing
02Q1-Q2  changing) staff levels
staff levels

No. of corporations 748 417 331

Personnel costs
Initial situation 01 Q1-Q2
(EUR million) 10,300.2 4,462.5 5,837.7
Rate 02 Q1-Q2 /01 Q1-Q2 3.1 9.9 -2.1
Average compensation
Initial situation 01 Q1-Q2
(EUR) 18,177 16,968 19,203
Rate 02 Q1-Q2 /01 Q1-Q2 2.8 3.1 3.2
Number of employees
Initial situation 01 Q1-Q2

(000s) 567 263 304
Rate 02 Q1-Q2 /01 Q1-Q2 0.3 6.6 -5.1
Permanent
Initial situation 01 Q1-Q2
(000s) 469 205 264
Rate 02 Q1-Q2/ 01 Q1-Q2 1.2 8.2 -4.1

Non-permanent
Initial situation 01 Q1-Q2
(000s) 98 58 40
Rate 02 Q1-Q2/ 01 Q1-Q2 -3.9 1.3 -11.7

Source: Banco de Espana.

moderately. The behaviour of financial expens-
es explains the fall in the ratio that measures
the cost of debt (R.2) and, as the ordinary re-
turn on net assets (R.1) is standing at a high
level, above the rate recorded for 2001 as a
whole, the spread (R4) between R1 and R2 has
reached a high. This favourable behaviour by
ordinary profit, and hence by the profit ratios,
has not been reflected by total net profit, which
declined by 47.6%. Despite the positive devel-
opments under the heading of capital gains and
extraordinary revenue, some large firms have
had to make provisions for very significant capi-
tal losses and extraordinary expenses. These
provisions have arisen from investments in Lat-
in America and in Europe, in the latter case as
a result of the restructuring undertaken by large
telecommunications firms worldwide.

It can be concluded from all the foregoing
that in the first half of 2002 the activity of the
firms reporting to the CBQ (a sample that is bi-
ased towards large firms) grew at moderate
rates. This confirms the trend recorded by other
data sources, although there was a certain pick-
up among industrial firms in Q2 that could sig-
nal a turning point. The trend in employment is
consistent with that in the activity of the aggre-
gate of all the firms, although it should be
stressed that this variable and the surplus con-
tinue to show a positive performance. Also,
once again on account of the decline in interest
rates, businesses continued to record growth in

CHART 2

Distribution of corporations by rate of change in
GVA at factor cost
(01 Q2/00 Q2, 02 Q2 /01 Q2)
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Source: Banco de Espania.

their results on ordinary activities, earning high
rates of return, although total net profit is being
adversely affected by heavy provisioning. In the
medium term, however, if profit rates and the
buoyancy of employment are to be sustained
activity will have to recover, and this requires
Spanish firms to be more competitive and to
control the upward pressure on prices arising
from their costs and margins.

2. ACTIVITY

As mentioned in the introduction, the pro-
ductive activity of Spanish firms in the first half
of 2002 grew at a very moderate rate. On CBQ
data there was a nominal increase in GVA of
1.8% in the first half of 2002, compared with
4.2% in the same period of 2001 (see Table 1
and Chart 1). This confirms the slowdown in
productive activity that has been affecting
Spanish firms since mid-2001, which extends to
practically every sector of activity (see Table
2.a). On the demand side, it is reflected by the
slackness of investment in capital goods and
the stagnation of imports and exports (Table 3).

For yet another quarter the wholesale and
retail trade was the most dynamic sector among
those analysed by the CBQ (its GVA grew in
the first half of 2002 by 10.4%). If the effect that
the strong growth in the GVA of firms selling
fuel (owing to the knock-on effect of the fall in
the price of oil) has had on the performance of
this sector is stripped out, then the sector con-
tinued to grow at a rate of 6.3% in 2002, a more
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TABLE 3

Purchases and turnover of corporations reporting data on purchasing sources and sales destinations
Structure

Total corporations
Corporations raporting source/destination

Net purchases

SOURCE OF PURCHASES:

Spain

Total abroad
EU countries
Third countries

Net turnover

SALES DESTINATIONS:

Spain

Total abroad
EU countries
Third countries

Source: Banco de Espafia.

CBA

2000

8,045
8,045

%

100.0

64.1
35.9
22.3
13.6

100.0

81.3
18.7
14.0

4.7

(a) All the data in these columns have been calculated as the weighted average of the relevant quarters.

moderate rate than in the previous year (8%),
with a downward quarter-on-quarter profile (3).
Private consumption which, together with con-
struction investment, has driven economic
growth in recent quarters began to display signs
of deceleration in 2002 Q2 which, as mentioned
above, are reflected in the performance of the
firms in this sector. The other sector that re-
corded notable increases in activity in the first
half of 2002 is transport and communication,
whose GVA rose by 4.7% on the same half of
2001, assisted by mobile telephony (which has
introduced new services) and air transport,
when it had overcome some of the problems
caused by the attacks of 11 September 2001.

At the other extreme, one of the poorest per-
forming sectors was energy, with a decline in
GVA of around 6.5% in the first six months of
2002. However, if the oil refining subsector,
which suffered sharp contractions in its nominal
GVA owing to the effects of the fall in oil prices,
is stripped out (3), then the GVA of the energy
sector grew by 1.3%, in line with the moderate
growth recorded in the economy as a whole.
The subsector electricity, gas and water supply,
which has a large weight in the sample, record-

(3) See Note 2 on the different behaviour of the GVA of
the refining firms and the firms selling fuel in the same period.

ed GVA growth of 0.8%. This growth is certainly
very low, but it is higher than the —2.9% rate re-
corded in the first half of the previous year. The
main reason for the scant GVA growth was not
weakness in the demand for electricity (which in
the first half of 2002 grew by 3.9%) or the trend
in prices (average tariffs were not revised
downwards for the first time in recent years, en-
abling revenues to level out), but the rise in pro-
duction costs caused by the low generation of
hydro-electricity, which meant that greater re-
course was had to higher cost conventional
power stations. Industrial firms (discussed in
detail in Box 1), affected by the contraction of
external trade and the adverse international en-
vironment, recorded GVA growth of 0.5% in the
first half of 2002, a better performance than in
the first six months of 2001 (-1.9%). However,
Q2 seems to show a change of trend in the ag-
gregate of industrial firms, with growth in their
guarter-on-quarter profile which extends to
practically all subsectors, and in particular the
electrical, electronic and optical equipment
ones and the transport equipment ones.

Chart 2, which shows the distribution of the
sample of firms by the rate of growth of their GVA,
seems to confirm what was stated above regard-
ing the change in trend among industrial firms, al-
though on this occasion in relation to all firms. It

68
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Analysis of the industrial sector

Activity in the industrial sector, which is well repre-
sented in the CBQ sample and one of the main engines
of Spanish business, was stagnant in the first half of
2002. GVA grew by 0.5%, as a result of the contraction
stemming from adverse developments in foreign trade
and in investment in capital goods in recent quarters.
However, this rate represents a significant improvement
on the same period of 2001 (-1.9%). Amid the current
uncertainties, which preclude any clear signs of recov-
ery in the world economy in the short term, it is difficult
to distinguish to what extent this apparent improvement
in the Spanish industrial sector signifies the beginnings
of a slow recovery. That said, the profile of the quarter-
on-quarter series shown in the adjoining chart would ap-
pear to indicate that such a recovery has commenced.
In 2002 to date, activity has shown clear signs of slack-
ness, especially in subsectors such as transport equip-
ment (in which GVA fell by 8%) and other manufacturing
(-5.6%). At the other extreme, the subsector electrical,
electronic and optical equipment was the most buoyant,
with GVA growth of 7.8%. In step with activity, employ-
ment also fell, by —1.8% in the first half of 2002, in con-
trast to the growth recorded a year earlier (0.7%). Aver-
age compensation increased by 3.3%, which was above
the rate for the sample as a whole (2.8%). Although the
industrial sector also saw greater wage moderation (av-
erage compensation grew by 3.7% in the first half of
2001), this trend was not so pronounced as in other sec-
tors, doubtless because the costs associated with dis-
missals raised average costs, while the downward effect
of the lower wages earned by recently hired employees
is not discernible in the aggregate figures. As a result of
the changes in these two headings (employment and
average compensation) personnel costs rose by 1.4% in
the period analysed. All this meant that both gross oper-
ating profit and funds generated or ordinary net profit in-
creased very slightly or even fell (-0.6% in the case of
gross operating profit and 2.3% in that of ordinary net
profit). Also, although rates of return held at acceptable
levels, the contraction of activity had a discernible effect
on them. Thus the return on net assets of the aggregate
was 8.9%, as against 9.7% in the first half of the previ-
ous year. The clear reduction in financial costs, as a
consequence of lower interest rates was reflected in a
significant fall in the cost of debt for industrial firms, to
4.8% on average. As a result, despite the unfavourable
performance of activity in this sector in the year to date,
the spread between ROI and the cost of debt was still
positive, and even somewhat wider than in the first half
of 2001.

In short, Spanish industrial firms, like those in other
sectors, have been going through a period of decelera-
tion. However, in the case of the former signs of a
change in trend are discernible. Owing to their greater
exposure to the international situation, they have been
more seriously affected than firms in other sectors by
the unfavourable performance of foreign activity, so that
other economies need to recover their buoyancy if in-
dustrial activity is to pick up in Spain.

BOX 1
Performance of industrial corporations reporting
to the Central Balance Sheet Office (a)
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Source: Banco de Espafia.

(a) Information available to 18 September 2002 (CBA and CBQ).
The CBQ data are growth rates in relation to the same quarter a year
earlier.
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TABLE 4

Personnel costs, employees and average compensation
% of corporations in specific situations

CBA
1999 2000
Number of corporations 8,249 8,045
Personnel costs 100.0 100.0
Falling 21.0 18.0
Constant or rising 79.0 82.0
Average number of employees 100.0 100.0
Falling 22.8 24.5
Constant or rising 77.2 75.5
Average compensation
(relative to inflation) (b) 100.0 100.0
Lower growth 51.4 47.2
Higher or same growth 48.6 52.8

Source: Banco de Esparia.
(a) Weighted average of the relevant quarters for each column.
(b) Twelve-month percentage change in the CPI.

can be seen that in 2002 Q2 the percentage of
firms recording increases in GVA rose by one per-
centage point (to 58.1% of the sample), albeit with
a shift towards the lower growth segment. The
positive performance of medium-sized firms, in
terms of productive activity (which, according to
Table 2.a, grew by 5.2% in 2002, as against 5.5%
in the whole of 2001), could imply that the change
in trend may affect industrial and small firms,
whatever their activity, large firms and those in the
energy sector (influenced by the performance of
refining firms) being the ones that are dragging
the general performance down.

3. EMPLOYMENT, AVERAGE
COMPENSATION AND PERSONNEL

COSTS

As described in the introductory section, em-
ployment grew at a rate of 0.3%, as compared
with a rate of 1% in the first half of 2001 and 0.8%
in 2001 as a whole. However, this is a positive re-
sult since, as repeatedly pointed out in previous
editions of this article, the CBQ sample includes
certain large firms belonging to sectors that have
been making systematic staff adjustments (such
as the electricity sector), which now appear to be
in their final stages. The CBA employment data
for 2002, due to be released in November 2003,
will be more in line with the EPA data (EPA em-
ployment grew by 2.3% in 2002 Q2).

As regards the type of employment, tempo-
rary employment was hardest hit by the slow-
down in activity, recording a rate of —-3.9% in
the first six months of the year. Permanent em-
ployment, by contrast, increased at a rate of
1.2%, a positive steady performance relative to
the first half of 2001. By sector (see Table 2.a),
the importance of the wholesale and retail trade
in the favourable performance of this variable is
again apparent, this being the only sector in
which employment clearly grew (at a rate of
5.5%), albeit at a lower rate than in the same
period of last year (6% in the first half of 2001).
Employment fell in the other sectors, but a de-
tailed analysis shows a positive performance in
some of them. First, although the transport and
communication sector recorded a fall in employ-
ment of 0.6% in the first half of 2002, this repre-
sented a significant decline in the rate of job de-
struction, when compared with the rate for the
first half of 2001 (a fall of 3.3%). Meanwhile, in
the energy sector, and more specifically in elec-
tricity, gas and water supply, firms are continu-
ing to shed labour in response to the opening
up to competition. The rate for the first half of
2002 (—3.5%) is practically identical to that for
the first half of 2001, although somewhat lower
than those recorded by the electricity utilities in
previous years. Despite the positive, albeit
modest, growth in its activity, employment in in-
dustry fell by 1.8% in the period analysed, a
faster rate than in 2001 as a whole (—0.4%).
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TABLE 5

Gross operating profit, funds generated, ordinary return on assets and ROI - cost of debt
Breakdown by size, ownership status and main activity of corporations
(Ratios and growth rates of the same corporations on the same period a year earlier)

Gross operating
profit

CBA

2000

Total 7.6
SIZE:
Small 10.5
Medium 6.5
Large 7.7
STATUS:
Public-sector 25.7
Private-sector 6.9

BREAKDOWN OF ACTI
REPRESENTED IN THE

Energy 18.4
Industry 54
Wholesale and retail trade
and repair services 1.1
Transport and
communication 0.4

Source: Banco de Espafia.

Funds generated

Return on assets
(R. 1)

ROI - cost of debt

(a) All the data in these columns have been calculated as the weighted average of the quarterly data.

However, the quarter-on-quarter rates, which
have been negative since 2001 Q3, have begun
to improve. This would be in keeping with the
change in trend in the quarter-on-quarter series
for industrial activity. Finally, Table 4 shows
how the phenomenon of job destruction has
gradually extended to more firms, although
those in which employment is constant or rising
are still in the majority (55.2% of firms). In 2002
Q2 44.8% of firms reduced their staff, 4 per-
centage points more than in 2001 Q2, when the
percentage was 40.6%.

Average compensation (calculated as per-
sonnel costs per worker) increased in the first
half of 2002 by 2.8%, a significantly lower rate
than in the same period last year (4.5%). As in
Q1, average wages grew more moderately. Ta-
ble 4 gives information of a qualitative nature on
average wage developments, confirming that
the slowdown extends to the majority of the re-
porting firms. While in 2001 Q2, 53.9% of firms
increased their average compensation, this per-
centage was down to 49.9% in 2002 Q2. By

sector of activity (Table 2.a), average compen-
sation appears to have moderated in all the
sectors analysed. The wholesale and retail
trade recorded the lowest rate of growth of av-
erage compensation (2.1%), in keeping with its
notable contribution to job creation.

The fall in the rate of growth of average
compensation and the subdued employment
growth among the CBQ firms meant that per-
sonnel costs grew at a lower rate than in the
previous period (3.1% in the first half of 2002,
as against 5.5% in the same period of 2001).
This trend was repeated across all the group-
ings analysed (sectors of activity, size and sta-
tus categories).

4. PROFITS, MARGINS AND RATES
OF RETURN

As a result of the scenario described above,
the rate of growth of gross operating profit fell to
0.7% in the first half of 2002, from 3.3% in the
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CHART 3

Financial costs and their components
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Source: Banco de Espafia.

same period of 2001, which brought it back
down to 1999 levels. This decline was partly off-
set by the fall in financial costs, which fell once
again by around 10%, adding to the reduction in
2001 Q3 and linking up with an earlier period of
declining financial costs, which ran from 1994 to
2000. A sector-by-sector analysis of gross oper-
ating profit shows that although the rate of
growth fell in both the wholesale and retail trade
and in transport and communication with re-
spect to the preceding period, the rates record-
ed in the first half of 2002 were clearly positive
(13.7% and 6.2%, respectively).

The fall in financial costs was basically due
to the fact that interest rates were lower than in
the first half of 2001. The following table, as
usual in these articles, breaks down the change
in financial costs into its components:

02 Q1-Q2/

01 Q1-Q2

Change in financial costs -9.7%
A. Interest on borrowed funds (1+2) -9.6%
1. Due to the cost (interest rate) -14.8%

2. Due to the amount of interest-bearing debt +5.2%

B. Commissions and cash discounts -0.1%

This information, along with Chart 3, shows
that the fall in financial costs, while the recourse
to external sources of financing increased
slightly, was due to the reduction in interest
rates. This decrease in financial costs is helping
to establish the conditions for a recovery in in-
vestment, which will occur when the outlook for
sustained profitability improves. Recently, these
conditions have not been met in certain geo-
graphical areas and in particular markets. In
fact, the profit and loss accounts for the first half

CHANGE IN FINANCIAL COST (interest rate)

%
= 30

1995 1996 1997 1998 1999 2000 2001

Q-4

2002
Q1-2

of 2002 of certain large Spanish firms with for-
eign investments have in some cases had to
bear losses arising from investments in Latin
American economies in critical situations and,
in others, losses arising from the restructuring
of third generation telephony (UMTS), the
launch of which has been delayed. The restruc-
turing of third generation telephony has been
carried out by all the European firms in the sec-
tor, which borrowed heavily to finance their in-
vestments in this technology. This could have
undesirable repercussions on their ability to
generate funds and may delay pending invest-
ment. The extraordinary circumstance that
these losses on Latin-American and UMTS in-
vestments should occur at the same time ex-
plains the behaviour of the heading “capital
losses and extraordinary expenses” in Table 1
and, ultimately, why the total net profit of the
CBQ firms fell by 47.6% in the first half of
2002, despite the positive impact of capital
gains arising from the sale of cross-holdings in
the energy sector, recorded under the heading
“capital gains and extraordinary revenue”, also
in Table 1.

This behaviour of total net profit, strongly influ-
enced by the extraordinary events referred to
above, shows once again that this extremely vola-
tile variable is not the most suitable one for ana-
lysing profitability. This is why the Central Balance
Sheet Office uses ordinary net profit (ONP), with-
out this involving any downplaying of the extraor-
dinary events mentioned above, or of the possible
effect they might have on the financing, manage-
ment and investment decisions of the firms. ONP,
which only takes account of those items of ex-
penses and revenue essentially linked to the
firm’s ordinary activities, grew by 3.5% in the first
half of 2002, a more moderate rate than in pre-
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TABLE 6

Structure of reporting corporations' ordinary returns
on net assets and on equity

CcBQ
Ordinary return on net assets Ordinary return on equity
(R.1) (R.3)

01 Q2 02 Q2 01 Q2 02 Q2
Total corporations 100.0 100.0 100.0 100.0
R<=0% 191 17.4 23.7 20.3
0%<R<=5% 16.1 18.7 12.5 14.9
5%<R<=10% 16.6 15.1 11.0 10.8
10 % <R <=15% 14.2 12.7 12.4 10.6
15 % <R 34.0 36.1 40.4 43.4

Number of corporations 863 679 863 679

MEMORANDUM ITEM:

Average return 8.6 10.2 111 14.3

Source: Banco de Espaiia.

ceding periods. Even so, the growth of ONP ena-
bled the ordinary return on net assets to hold at
very similar levels to the previous year (8.6% in
the first half of 2002, as against 8.4% in 2001 as a
whole). Notable at the sectoral level (see Table 5)
were the wholesale and retail trade, with virtually
the same rate of return as in 2001 (10.8%), and
transport and communication (12.5%), the latter
bolstered by the good spell currently being en-
joyed by telephony firms in the second-generation
mobile segment and by the clear improvement in
the air transport subsector. Also the electricity utili-
ties achieved a good rate of return, while industrial
firms saw their profitability decline. Table 6 shows
the favourable returns earned by the almost 80%
of firms analysed which reported positive returns
in 2002 Q2, 3.4 percentage points higher than in
the same period of the previous year. To sum up,
an increase in profitability (ratio R1) has coincided
in the same quarter with a reduction in the cost of
debt (ratio R2). This has meant that the spread
between these two ratios (ratio R4), i.e. ROI less
the cost of debt (R1 — R2), is clearly positive (4
points) and even larger than in 2001 (3.1).

Finally, despite the questions that remain
open, the picture described above seems to
confirm that Spanish firms are continuing to
earn high returns, supported by the positive
trend in financial costs, which is a consequence
in turn of the low level of interest rates. Even
though the aggregate data show a relative
weakening of activity, the latest results for in-
dustrial firms and the profitability and healthy
balance sheets of Spanish firms in general
means that they are well placed for a future re-
covery. Clearly international events over the
coming months (the development of the crisis in
Latin America and the effect that a possible war
involving oil producing countries might have on
oil prices) will shape the expected recovery in
the Spanish economy, which will be all the
more durable the greater the progress made in
improving the competitiveness of Spanish firms.
And this requires persisting with policies that
promote restraint in respect of prices, costs and
margins and, in short, that are conducive to a
pick-up in investment and employment growth.
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