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Abstract

Most of the existing studies on the capital structure of multinational corporations (MNC) were conducted for American enterprises, and mainly within a framework that opposes MNCs against domestic firms. Such analyses underline the influence of international diversification over the financing structure of MNCs. However, a lack of comparative studies of the multinational enterprises financing structure in a geographical and sectorial dimension can be noted. Since countries are often differentiated in function of their market- or bank-oriented financial system, such a comparative study could quantify the influence of the originating country financial market over the multinational corporate financial decisions. In order to fill this lack, an empirical study of the determinants of capital structure of American, European, and Japanese multinational corporations is conducted.

Keywords: capital structure, multinational corporations, financial markets, market-oriented system, bank-oriented system

JEL classification: F23, G32

Introduction

Since the 90’s, the international financial framework is marked by the liquidity excess, which explains the interest rates downward trend and the investment rush in the financial markets. 

The capital structure analysis, in general, and that of multinational corporations, in particular, is largely tributary to the work of Modigliani & Miller (1958). In their seminal paper, Modigliani & Miller (1958) postulate the non dependence between capital structure and corporate value. Consequently, in terms of corporate value and in some particular conditions, there is equivalence between internal and external financing. The hypotheses leading to the neutrality of the capital structure usually retained are: perfect capital market, lack of taxes and lack of bankruptcy risk.

By relating the particularly restrictive hypotheses of Modigliani & Miller, numerous consequent studies aim at showing an existing dependence between financial choices and corporate value. The conditions making one capital structure better than the other, hence optimal, are successively debated. Thus, corporate financing decisions are analyzed in the presence of corporate tax (Modigliani & Miller, 1963), income tax (Miller, 1977), bankruptcy costs (Stiglitz, 1972; Titman, 1984), agency costs (Jensen & Meckling, 1976; Myers, 1977), and informational asymmetry (Myers, 1984). From these perspectives, the external financing has costs and advantages whose consideration is necessary. Thus, the financing structure (in other words, the income distribution between stockholders and lenders) is dictated by the arbitrage between the costs of different financing sources. 

The debt tax shield provides one of the first arguments confronting the Modigliani & Miller (1958) postulate. The fiscal deductibility of debt financial costs constitutes an incentive for debt financing in opposition with equity financing. Considering the debt fiscal advantage renders the optimal capital structure analysis more complex, since the repartition between debt related tax advantages and costs must be accounted for. The value of an indebted corporate would equal to the value of an equivalent debtless corporate increased by the actual value of debt tax shield. Nevertheless, the conclusion is less obvious if the dividend tax is taken into account (Miller, 1977).  

Besides the debt tax shield, another advantage of debt consists in the solution provided to the problem of informational asymmetry between corporate insiders and outsiders. The managers’ financing decisions represent a communication channel toward financial investors: the corporate debt level testifies of the management quality and, therefore, of the corporate performance. Ross (1977)

The gains provided by debt financing are however balanced by the increasing bankruptcy risk, whose probability increases with the debt weight. Moreover, the more important the debt financing is, the higher are the yield rates required by the stockholders. Added to the bankruptcy costs, the shareholders requirements limit somewhat the corporate debt financing option (Warner, 1977).

Jensen & Meckling (1976) dispute as well the postulated independence between financing and investment decisions. Their arguments set up on the conflict of interest between stockholders and bondholders. This conflict arises from the stockholders opportunity to benefit from the income flow growth inherent to risky investment projects. In this perspective, the stockholders’ preference for superior risk investment projects operates a wealth transfer from bondholders to stockholders. Also known as the asset substitution problem, this risk transfer increases the agency cost of debt financing.

In line with Jensen & Meckling, Myers (1977) evokes an agency problem involving the same sides: the stockholders and the bondholders. The residual character of the stockholders’ remuneration in comparison with that of the bondholders makes the stockholders accept only those investment projects whose net present value exceeds the facial value of debt. The incurred risk is to constrain in this way the managers to give up investment projects with positive net present value, thus leading to an under-investment problem. 

All these successive developments of the capital structure theoretical framework proposed since the middle of the past century have highlighted the institutional dimension importance (taxation, bankruptcy regulation) but also the governance mechanisms relevance (agency theory, transaction costs theory) for the corporate financing decisions. These various contributions laid ground to two approaches crystallized in the 80’s: the trade-off theory and the pecking order theory (Myers, 1984). Synthesizing the contributions exposed in a wide manner in the post - Modigliani & Miller (1958) corporate finance literature, these two approaches will provide a reference frame for almost all consequent empirical studies. 

The trade-off theory emerges from the studies highlighting the non neutrality of taxes, bankruptcy and agency costs in the settling of corporate financial strategies. Debt advantages (fiscal, disciplinary role of debt on managers - Jensen & Meckling, 1976; Grossman & Hart, 1982 -, lower information costs relative to equity finance costs) and drawbacks (bankruptcy costs due to higher debt, agency costs due to information asymmetry between shareholders and creditors etc.) can therefore be identified. The corporate capital structure is thus an outcome of debt advantage-drawback trade-off. In this framework, a highly profitable corporate should have a considerable leverage in order to balance (offset) debt costs and debt tax shield.  

Contrary to the trade-off theory, the pecking order theory (POT) doesn’t suppose that an optimal debt level exists. The taxes and the financial bankruptcy are important, but not decisive. Essentially constructed on the information asymmetry hypothesis, the POT postulates the existence of a hierarchy in the financing sources choices. Developing its theory around the adverse selection problem, Myers contends that managers will prefer the internal resources to debt and equity finance. The distinction is thus made between three financing sources: retained earnings (no adverse selection problem), debt (small adverse selection problem) and the equity issue (serious adverse selection problem, thus higher risks relative to debt) (Myers, 1984; Myers & Majluf, 1984). 

These two traditional approaches are the source of a vast literature trying to validate their postulates on corporate capital structure. The early capital structure empirical analysis is mainly realized regardless of the geographic frontiers of corporate activity. Taking into account the corporate origin country allowed a first set of conclusions. Despite the mitigated empirical results, the consensus of a progressive capital structure adjustment toward an optimal leverage ratio emerges (Kremp & alii, 1999; De Miguel & Pindado, 2001). The corporate financial decisions are thus following a permanent adjustment process. The leverage ratio is depending on the corporate characteristics, such as size, growth opportunities, tangibility, and tax rate.

Initially conducted on the American corporate data, the capital structure empirical literature was extended to cross-country comparative studies. Rajan & Zingales (1995), whose study is amongst the first going in this direction, conclude that the leverage is not varying across countries, at least not between corporations originating in G7 countries. They also highlight the relevance of institutional factors in determining the capital structure. These institutional factors are the bankruptcy legal framework, the fiscal settlement, the property concentration etc. The permanent adjustment of capital is also confirmed by empirical studies conducted on French and German corporations (Kremp & alii, 1999).

The multinational corporations are entering the capital structure literature by studies opposing their financial choices to those of their purely domestic counterparts. The internationalization process is thus connected to factors identified by previous literature as dictating the financial decisions. Due to their presence on international capital market, the multinational corporations’ financial decisions are more complex relative to those of domestic corporations.

Overtaking the tradditional framework:  a MNC vs. MNC study

Comparisons of the capital structure of purely domestic corporations and multinational corporations permitted to identify to what extent the internationalization process exert an influence on corporate financing choices. The MNC capital structure is therefore examined in relation to both the geographical and operational diversification process (Chkir & Cosset, 2001). 

The corporate internationalization process, perceived as a geographical activity diversification, leads to a generally accepted conclusion: due to international diversification, MNC should be able sustain higher debt levels without a corresponding increase in risk (Eiteman, Stonehill & Moffet, 1998). Their presence in less than perfectly correlated markets leads to a diversification of income sources, translating into a lower income volatility, thus lower bankruptcy risk. 

However, the reality shows that multinational corporations have lower leverage ratios than their domestic counterparts (Lee, 1986; Fatemi, 1988; Lee & Kwok, 1988; Burgman, 1996; Chen & alii, 1997; Doukas & Pantzalis, 1997). Seemingly, the international diversification gains don’t balance higher debt agency costs, thus leading to lower debt levels. The international diversification is therefore analyzed in relation with the traditional variables, previously identified as determinants of purely domestic corporations capital structure.

Aiming to solve this puzzle, several studies have analyzed the influence of the internationalization process on bankruptcy and agency costs (Fatemi, 1988; Lee, 1986; Lee & Kwok, 1988). The empirical test results prove that the corporate geographical diversification induces lower bankruptcy costs, mostly due to lower income volatility. However, the agency costs of debt are higher and this could explain the lower leverage of MNC.

Burgman (1996) conducts a first empirical study of multinational corporate capital structure which integrates in the estimation of the leverage ratio both traditional determinants and internationalization specific factors. In order to account for the international dimension of MNC activity, Burgman is taking into account the operating risk, the exchange rate, the internationalization degree measured as the host countries number etc. In opposition with previous results, Burgman proves that the income volatility doesn’t necessarily diminish with internationalization. Furthermore, he found a positive sign in the relation between leverage ratio and both political risk and exchange rate, which is suggesting the instrumentation of the capital structure. The financial choices of multinational corporations seem thus responding to risk hedging purposes. This opens the way to several subsequent studies trying to explain the financial pattern of multinational corporations. Mostly conducted on American multinational corporations, the existent literature lacks international comparative studies. 

The understanding of MNC financing decisions must consider the consequences of their simultaneous presence in different markets. There are many elements that could explain the differences between the MNC financing choices and those of domestic corporations.

The geographical diversification of activities provides MNCs access to different financial markets, thus allowing for a larger field of financing choices. Thus, benefiting of available lower cost financing opportunities seems a natural choice for MNCs. A relative differentiation of MNCs capital structure from that of their domestic counterparts might be observed. Furthermore, facing a broader array of financing choices, the MNCs sensitivity to capital cost might be increasing. 

Certainly, the recent financial integration progresses allowed the corporations – regardless the amplitude of their geographic deployment – to mobilize financial resources all over the world. Many domestic corporations consider offering directly their capital on foreign capital markets, ignoring their domestic stock market. Nevertheless, the domestic corporations capital structure remains largely dominated by opportunities on home capital market. 

Besides the supply side aspects of MNC financing choices, tax optimization purposes might shape the MNC capital structure. Contrary to their domestic counterparts, the MNC operate in different tax jurisdictions. As long as the international tax harmonization represents an objective and not a reality, the minimization of the fiscal function of MNCs may make use of the debt tax shield. A higher debt ratio might therefore be noticed. This could also be explained by exchange risk hedging operations. In order to balance assets and liabilities in the same currency, MNC can prefer debt financing in the host country currency, thus avoiding the exchange rate risk.  

The debt tax shield could also explain the development of a financial market internal to the multinational corporation. In order to optimize the tax bill, MNCs may develop financial strategies between affiliates. 

Another behavioral particularity of MNCs is the increasing weight of the intangibles in the total assets. Facing a strong competition in the worldwide markets, the MNCs are strongly investing in the acquisition of new technologies. This is supposed to assure them an improved productivity and thus a premise of increasing market parts. From this point of view, the R&D and marketing expenses became a success condition
 in the contemporaneous economy. The diminishing part of fixed assets in total assets might let us think that MNCs became largely dependent upon stock markets, in opposition to domestic corporations. 

The framework in which operate MNCs is thus the greatly diversified worldwide landscape. This is completely incompatible with the theoretical situation of perfect capital markets, with fixed exchange rates and harmonized international taxes. Contrary to their domestic counterparts, the MNCs are thus facing a problem of identification of the appropriate financial source in their financial choices. 

Econometric analysis

The multinational corporate capital structure empirical literature often postulates an ex post lower leverage of multinational corporations compared to purely domestic corporations. After all, there is a lack of cross-country comparative empirical analysis of multinational corporations capital structure. The purpose of the present study is thus to highlight, in a home country comparative framework, the differences in multinational corporations capital structure and their corresponding determinants. To this end, the leverage ratios of multinational corporations originating from France, Germany, Japan, United Kingdom and United States of America are analyzed and estimated. 

1. Data

The empirical study is conducted on corporate annual financial account data extracted from the Bureau Van Dijk’s ORBIS database. For the current study, only the corporations publicly quoted over the analyzing period (1996-2005) have been retained. The corporate financial data is provided by the Standard & Poors’ Global Vantage COMPUSTAT database. 

Considering the specific regulation of the capital structure of financial corporations, the financial sector is excluded from this study. The country panel size is significantly reduced, due to the lack of fulfillment of data series and due to delayed temporal series across companies. The study is therefore conducted on a considerably smaller number of corporations than initially predicted. The final panel size is: France - 68 over 204, Germany -59 over 142, Japan - 78 over 92, United Kingdom - 114 over 292, and United States of America - 640 over 783. 

The estimations are conducted on balanced panel data. In order to assure the cross-country comparability of the estimations results, the endogenous and exogenous variables are calculated using the same formulas, presented in what follows.

2. Variables

The endogenous variable, the corporate leverage ratio, is differently calculated in the existing literature. Usually, the debt-to-equity ratio, total liabilities and debt to total assets ratio and the total long-term debt to capital are the recurrent proxies for the leverage ratio. In the present study, the leverage ratio is calculated as follows:
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The exogenous variables are chosen amongst those identified by the capital structure theoretical framework and validated by previous empirical studies: the size, the profitability, the tangibility, the operating risk and the debt cost. Their respective measure is exposed bellow.

In order to account for the corporate size, the natural logarithm of total assets is used:
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The corporate size effect on the leverage, as identified by the existing literature, is ambiguous (Rajan & Zingales, 1995). In one hand, the larger the companies are, the less likely are they to go bankrupt. Leverage and corporate size should therefore be positively related. On the other hand, corporate size might be regarded as a proxy for the availability of financial information (larger companies have to provide more information on their financial choices). And, since outside investors are likely to prefer equities over debt, the availability of detailed financial information might be regarded as an obstacle to a higher leverage. Thus, corporate size could also be negatively related to leverage. The tangibility ratio is calculated as: 
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The tangible assets are supposed to lower the lender agency costs, and thus the moral hazard risk, under informational asymmetries. The higher is the tangible assets weight in the total assets, the higher should the leverage ratio be. The profitability is the ratio between net income and turnover:
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The profitability influence on the leverage ratio is mainly exposed by the pecking order theory: under informational asymmetries, the internal financing is preferred to the external one. Hence, a negative sign must characterize the relation between the leverage ratio and the profitability.

The foreign sales ratio provides a proxy for the corporate internationalization degree. There are also other, more complex, indicators accounting for internationalization, such as those calculated as an weighted average of assets, sales and number of employees deployed in corporate destination countries
. The lack of complete data series on foreign assets and number of employees for the analyzed corporations led us to consider only the foreign sales ratio in quantifying the internationalization degree. The foreign sales ratio is, in fact, recurrent in studies opposing multinational and purely domestic corporations. The foreign sales ratio is calculated as the part of the foreign sales in the total sales:
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The sign of this variable suggest the MNCs financing pattern relative to the international deployment. A positive sign testifies about operational hedging policies. In order to minimize the operational and political risk, thus the exchange loss generated by high exchange rate volatility, or significant juridical change, an adjustment between assets and liabilities libeled in a same currency might be observed. On the other hand, a negative sign is explained by the use of the equity financing (new equities and retained earnings) in financing the corporate expansion. 

The agency and bankruptcy costs, usually quantified by the income volatility, represent a leading variable for creditors. Since a higher income volatility, synonym of higher risk, is associated with a higher probability of default, a negative correlation between leverage and risk should be observed. On the other hand, the traditional intuition does not apply when considering very large corporations. In order to avoid bankruptcy, creditors are persisting in providing funds to risky firms. Hence, a positive correlation between leverage and risk could also be observed. Herein, the risk is quantified by (Kremp & alii, 1999):
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In order to account for the sensitivity of MNCs to debt financing cost, thus for the global financing strategies, the effect of corporate effective debt cost on the capital structure is estimated. The debt cost variable is thus calculated as:
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Descriptive statistics

The internationalization degree of the analyzed MNCs is different across countries (Figure 1). In terms of country-average foreign sales ratio (computed as foreign sales per total sales), the American and Japanese MNCs present the lowest values, which could be explained by the relatively large home country market size. The UK MNCs are presenting the largest extent of international activity.
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Figure 1: Country average foreign sales ratio evolution (1996-2005)

The analysis of the evolution of debt financing dependence (estimated here by the debt-to-equity ratio) of MNCs suggests different patterns across countries (Figure 2). Surprisingly, the American multinational corporations are found, together with French, German and Japan MNCs, at the upper top of the plot, contrary to the UK multinationals. The relative lower debt financing dependence of UK MNCs suggests a preference for the larger use of shareholders equity. At the opposite, we find the French MNCs, whose assets are mostly financed by debt, even more than the German MNCs. Seemingly, the traditional distinction made in modern finance literature between the marked-oriented system (which is associated with Anglo-Saxon countries) and the bank-oriented system (whose representative economies are Germany and Japan) is only partially confirmed by their respective multinational corporations. The exception here is made by US originating MNCs, whose debt dependence is even higher than that of German MNCs. These results are contradicting the conclusion of Rajan & Zingales (1995), which notes no difference in the capital structure of corporations in function of their market- or bank-oriented system in the origin country
.
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Figure 2: Country average debt-to-equity ratio evolution (1996-2005)

The MNCs international activity may be financed directly on the host country capital market or/and by intra-company debt. The local financing is however preferred, since it assures an exchange risk hedging. On the other hand, when the access to the local capital market is difficult or due to fiscal optimization reasons, the MNCs internal channel may be substituting the traditional market one. The data provided by the annual financial accounts does not allow an exhaustive analysis of the financial channel internal to MNCs
. Nevertheless, the availability of data concerning the debt provided by parent companies to affiliates gives an idea on the MNCs preference for the internal financing channel in the studied countries. When analyzing the intra-company debt pattern, the gap between French MNCs and German MNCs financial pattern seems to disappear. The same is true for UK and USA multinationals (Figure 3). Relative to their average size, the UK and US MNCs parent companies are financing their affiliates by debts to a larger extent that the MNC originating in the bank-oriented countries (France, Germany and Japan). Since the US and UK corporate tax rate are amongst the highest, the fiscal optimization hypothesis in explaining the use of the internal financing channel seems less plausible. The availability of financial resources in their respective home markets could provide a more appropriate explanation for this pattern.
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Figure 3: Country average intra-company debt evolution (1996-2005)

The descriptive analysis of the MNC leverage partially supports the traditional distinction made between market- and bank- oriented countries. The financing choices pattern of UK MNCs is thus different from that of French, German and Japanese MNCs. Contrary to the intuition, the US MNCs financial structure is somewhat more similar to that of corporations originating in bank-oriented countries, than to the structure of UK MNCs. In order to verify if these discrepancies and similarities are persisting when considering the financing choice determinants, the leverage ratio is estimated for MNCs originating in each of the five countries. 

Econometric model

The fixed effects panel estimation was chosen in order to control for time-constant unobserved features, which might be correlated with explanatory variables. The cross-sectional dimension of panel data sets also permits to explain the individual dynamics and better estimate the heterogeneity across individuals. The form of estimated equation is therefore:


[image: image11.wmf]it

t

i

it

it

b

a

X

y

e

b

a

+

+

+

+

=


where: 

i 
- individuals, (MNCs);

t 
- year (
[image: image12.wmf]2005

,

1996

=

t

) ;


[image: image13.wmf]a

 
- intercept or average fixed effects ;
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- vector of exogenous variables estimated coefficients;

Xit 
- exogenous variables vector;

ai 
- individual fixed effects (unobserved heterogeneity);

bt 
- time fixed effects;
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- idiosyncratic error term or time varying error.

In the previous equation, the specific effect ai captures the influence of fixed variables which are constant in time and might be correlated with the exogenous variables. The error term 
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 is supposed to satisfy usual hypothesis of normal distribution with zero mean and constant variance. It represents the time varying unobserved factors which are influencing the endogenous variable yit (Wooldridge, 2003).

Results

Empirical estimations were run for each of the five countries data sets: France, Germany, Japan, United Kingdom and United States. The tested equation is:
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Both endogenous and exogenous variables are scaled. Hence, country average of each variable is equal to one. 

The fixed effects estimation method (or least squares dummy variables - LSDV) was retained, in opposition with the random effects method (generalized least squares - GLS). To this end, the Hausman specification test was employed (Greene, 2003). The null hypothesis of random effects was rejected at 5% confidence level. The estimations results are reported in Table 1.

Table 1: Empirical analysis results

	Leverage ratio
	USA
	UK
	Germany
	France
	Japan

	
	
	
	
	
	

	Size
	-2.348
	-2.233
	2.351
	3.586
	-1.441

	(t-Student)
	(-3.95)***
	(-2.85)***
	(2.15)**
	(6.48)***
	(-2.05)**

	Tangibility
	0.213
	0.012
	0.392
	0.075
	0.347

	(t-Student)
	(2.9)***
	(0.15)
	(3.40)***
	(1.06)
	(1.45)

	Profitability
	-0.094
	-0.041
	-0.064
	-0.062
	-0.008

	(t-Student)
	(-2.23)***
	(-1.84)*
	(-2.48)**
	(-1.91)**
	(-1.73)*

	Foreign sales ratio
	0.039
	0.151
	0.316
	-0.001
	-0.198

	(t-Student)
	(0.50)
	(2.65)***
	(1.88)*
	(-0.02)
	(-2.28)**

	Risk
	0.100
	-0.009
	0.007
	0.023
	-0.005

	(t-Student)
	(12.56)***
	(-2.32)**
	(1.50)
	(8.02)***
	(-1.51)

	Debt cost
	-0.556
	-0.661
	-0.587
	-0.376
	-0.059

	(t-Student)
	(-9.93)***
	(-10.54)***
	(-7.86)***
	(-8.55)***
	(-2.28)**

	Constant
	3.775
	3.843
	-1.478
	-2.268
	2.439

	(t-Student)
	(5.74)***
	(4.56)***
	(-2.43)**
	(-4.05)***
	(3.28)***

	R-sq within
	0.3210
	0.2026
	0.2037
	0.2928
	0.1825

	
	
	
	
	
	

	Hausman test
	0.0026
	0.0410
	0.0004
	0.0019
	0.0000

	
	
	
	
	
	

	Breusch-Pagan test
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000


Notes: STATA estimations results

 

***- significant at 1%; ** - significant at 5%; * - significant at 10%
The MNC size effect on the leverage ratio varies across countries. The variable size (here quantified by the natural logarithm of total assets) is for all countries both statistically and economically significant. Nevertheless, the sign of the influence of this variable is different across countries. The French and German MNCs are increasing their leverage ratio with the size. At the opposite, the American, British and Japanese MNCs seem to finance their growth mostly by funds provided by shareholders instead of creditors. The Japanese MNCs are, from this point of view, joining the group of the Anglo-Saxon MNCs, favoring the equity finance in their expansion. The foreign sales ratio negative coefficient for the Japanese MNCs suggests that the international deployment is causing a shift in the Japanese MNCs finance pattern toward the stock market. This result is similar to the one obtained by Low & Chen (2004) for the American MNCs. The contrasting positive sign of the internationalization proxy for the UK and German MNCs, showing an increase in debt with the worldwide expansion process, might be explained by hedging purposes. On the other hand, fiscal optimization purposes might explain the leverage pattern of both UK and German MNCs relative to the international deployment. Despite the different tax treatment of foreign income (worldwide system for the UK MNCs and exemption system for German MNCs), MNCs originated in both countries might be induced to borrow on the foreign host country market, thus diminishing the fiscal bill. A positive correlation between leverage and international diversification of MNCs is also obtained by Chen & al. (1997) and Chkir & Cosset (2001). 

The informational asymmetry between lenders and corporations is generally reduced by the pledge of collateral. The larger is the part of the tangible assets in the total assets, the larger the collateral is and the smaller the creditor expected loss is, in case of insolvency. The tangibility ratio accounts for the leverage of American and German MNCs. This could be explained by more important informational asymmetry between lenders and corporations originating in USA and Germany than for the other countries. As illustrated by the Figure 4, the tangibility ratio of German and US MNCs are, along with that of French MNCs, amongst the lowest. This however does not necessarily lead to a higher cost of debt for their respective MNCs (Figure 5). The effective interest rate (calculated as the ratio between the interest paid and the total interest bearing debt) analysis suggests that, amongst the five countries originating MNCs, American MNCs, along with Japanese MNCs, are benefiting of debt at the lowest cost. Both the availability of capital in a particularly excessive liquidity period and the corporate profitability are also helping in obtaining lower corporate interest rate. Operating on a worldwide basis, the MNCs are benefiting of a larger availability of financial resources. The sensitivity to the cost of various financial resources is therefore stronger for MNCs, as proved by the estimation results. The sensitivity is further increased by the high profitability of the analyzed MNCs, which allows them to be selective in their financing choices (Figure 6). The only particularity here is represented by the Japanese MNCs, whose sensitivity to debt cost appears weaker to the leverage ratio than for the other MNCs. The keiretsu main bank system and the relative weak interest rates could explain this result. 
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Figure 4: Country average tangibility ratio evolution (1996-2005)

The MNCs originating in all analyzed countries seem to prefer internal resources, when available, to the external finance, as suggested by the estimation results for the profitability variable. The observed negative correlation between leverage and profitability is thus supporting the pecking order theory (Myers & Majluf, 1984). However, the small coefficient observed for this variable show that profitability has little influence on leverage (when compared to the influence held by size or debt cost).
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Figure 5: Country average tangibility ratio evolution (1996-2005)

[image: image20.emf]0.00

2.00

4.00

6.00

8.00

10.00

12.00

14.00

1996199719981999200020012002200320042005

Year

EBIT

per 

assets 

(%)

EBIT per assets_Germany EBIT per assets_France

EBIT per assets_Japan EBIT per assets_UK

EBIT per assets_USA


Figure 6: Country average EBIT/Assets ratio evolution (1996-2005)

The risk of return is synonym of less leverage for UK MNCs, thus confirming the traditional approach: higher income volatility leads to a higher probability of default. Contrary to this result, the US and French MNCs support the counter-intuitive approach: the increasing of income volatility doesn’t lead to a lower support from creditors, which pursue providing debt to firms in order to avoid the bankruptcy. Seemingly, the profitability similitude between UK, French and American MNCs is overwhelmed by differences in terms of leverage and risk of revenue. Despite the similar evolution of the revenue volatility between French and German MNCs, the risk of revenue appears neutral for the German MNCs leverage. 

Conclusions

The empirical analysis of the financing pattern of multinational corporations originating in different countries into a single framework allows cross-country relevant comparisons. The main result is that, regardless the home-country, the MNCs are defining their financial strategies in a global perspective. The separation between the bank-oriented system and the market-oriented system
 is somewhat less obvious when coping with MNCs financing choices: over the analyzed period, American MNCs leverage ratio is larger than that of the other countries. When it comes to financing their growth (size variable), however, American MNCs seem to prefer the stock market, just like the British MNCs and, surprisingly, Japanese corporations. Yet, a common financing pattern might be identified for the German and French MNCs, whose leverage ratio increases with size and with the geographical diversification (foreign sales ratio variable). From the point of view of geographical diversification influence on leverage, the German MNCs are performing in a comparable way with the UK based corporations and opposite to the Japanese MNCs. The sensibility to debt financing cost sets aside Japanese corporations from those originating in other countries. Thus, Japanese corporations seem to be less sensitive to debt cost, while all other MNCs show a significant negative influence of debt cost on leverage.  The preference for the internal financing resources, when available, instead of external financing is observed for all MNCs. 
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� Philip Kotler, one of the well-known experts on marketing practice, postulates that the two drivers of any corporate activity must be innovation and marketing. These are the only earning assets; all other assets are representing only costs for corporate. 





� OECD index of transnationality.


� Certainly, the comparison with Rajan & Zingales’ conclusion is relative if we consider the respective different panel analyzed over different periods. 


� In order to avoid the double accounting book, the consolidated balance sheet does not report the inter-affiliates debts. Thus, only the credits given by parents companies to affiliates are reported. The parent-affiliates credit ratio is hence calculated as: � EMBED Equation.3  ���. Despite the fact that the intra-company financing could provide a good proxy for the agency costs of debt, the parent-affiliate debt may not be considered in the estimation of the leverage ratio. 


� Considering for the diversification of the corporate debt instruments, the opposition bank- versus market�-oriented system might seem inappropriate. Hence, the use of this distinction is made with regard to the weight of debt and equity in the capital structure.
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