THE STRUCTURE OF CORPORATE FINANCE IN BELGIUM :

AN EMPIRICAL INVESTIGATION

Pierre Tychon Fonds National de la Recherche Scientiflque and IRES-Universit¶e Catholique de Louvain⁄

September 4, 1997

Abstract

This paper studies the factors in�uencing the capital structure of Belgian corporate flnance since 1984. Using three difierent datasets, aggregate balance sheets, aggregate �ows of funds and a large panel of individual flrms followed up during 10 years, we are able to give some empirical evidence for the importance of institutional features in the choice of corporate flnancing decisions. At the aggregate level, large flrms are generally more highly levered; however, in the past ten years we observe a clear reduction in bank debt and a sharp increase in flnancial assets. Small flrms on the other hand are less highly levered but have shifted toward greater long-term debt in recent years. Using �ows of funds, we flnd that small flrms have corporate flnancing decisions that remain roughly constant through time with a clear dominance of self-flnance. In contrast we note for large flrms an increased reliance on external sources of flnance. Possible explanations of these patterns are investigated in our econometric study of panel data. We flnd that Belgian flrms rely primarily on internal funds which seems to conflrm the "pecking order" story of Myers and Majluf (1984). We also flnd that the emergence of coordination centers in the late 1980’s explain much of the changing flnancial structure of large Belgian flrms. These structures allow a higher leverage while they reduce the proportion of bank flnance. Finally, control considerations are shown to explain the high level of flnancial assets on large flrms’ balance sheets.

⁄I wish to thank Ron Anderson, Fernando Barran, Sudipto Bhattacharya, Robert Cobbaut, Anna d’Addio, Florian Heider, Christian Huveneers, William Perraudin and Olivier Scaillet for useful discussion. This research was partially supported by a PAI grant at the Catholic University of Louvain. Responsibility for views expressed and for errors is my own.

1 Introduction

This paper studies the factors in�uencing the capital structure of Belgian flrms since the mid 1980’s. Using three difierent datasets (aggregate balance sheets, aggregate �ows of funds and a large sample of individual flrms followed during 10 years) we identify some important institutional features afiecting the choice of corporate flnancing decisions in Belgium. At the aggregate level, as far as large flrms is concerned, we observe a high relative leverage in 1986 which has subsequently been reduced by a sharp decrease of bank flnance. We also observe an increasing high fraction of flnancial assets. Small flrms on the other hand have maintained roughly constant leverage in the last 10 years but have shifted toward long-term debt. Using �ows of funds, we found that small flrms have corporate flnancing decisions that remain roughly constant through time with a clear dominance of self-flnance. During the late 1980’s which was a period of investment boom in Belgium, large flrms have increased sharply their reliance on external sources of flnance to the point that external flnance exceeded internal flnance. This is quite exceptional when compared to international studies. To explore the reasons for these patterns we carry out a study of an extensive panel set of Belgian flrms.We flnd that Belgian flrms rely primarily on internal funds which seems to conflrm the "pecking order" story of Myers and Majluf (1984). We also flnd that the emergence of coordination centers in the late 1980’s explain much of the changing flnancial structure of large Belgian flrms. These structures allow a higher leverage while they reduce the proportion of bank flnance.

Over the past decade there have been many studies on the determinants of capital structure in the United States and to a lesser extent in Europe.Very little is known however about the Belgian case. So that a flrst motivation of this paper is to start fllling this gap thanks to databases provided by the National Bank of Belgium. Previous studies on Belgian corporate flnance have either study the historical changes [see for instance Cassiers (1996) for a study of the role of banks in Belgium] or either speciflc issues related to Belgian flrms [see for example Huveneers and Buchet (1996) for an analysis of a Belgian group or de Bodt et al. (1996) for the leasing decision in Belgium]. However there exists no study attempting to globally analyse corporate flnancing decisions of Belgian flrms.

At the international level, previous studies [see, for example Mayer (1990) and Berglof (1990)] have stressed the difierence of leverage between bank-oriented and market-oriented countries. Furthermore international comparison based on �ow of funds data reveal the almost universal dominance of retained earnings as a source of investment flnance. More recently, Rajan and Zingales (1995) found relative similar leverage determinants of large listed flrms across G-7 countries but they suggest that that the type of cross-sectional analysis they carried out was hampered by a lack of detailed data allowing a better understanding of institutional factors. Their study suggests that international difierences in flnancial structure are less than might be expected from \market" versus \bank" trade-ofi and that those difierences may be driven by tax considerations.

Our study contributes to the internationalcomparison of flnancial structure by analysing the case of Belgium. Roughly speaking Belgium is in the continental model generally associated with Germany in the historical role played by large banks [see Edwards and Fischer (1993)]. Belgian corporate flnance is also characterised by the presence of large shareholders being mostly holding companies and family groups, and by a control exercised through pyramidal and complex ownership structures. Since 1982, the legislation on coordination centers gives many tax advantages to multinational companies established in Belgium. According to agency-based corporate flnance theories, these institutions should have important implications on flnancial structure. On the one hand, the availability of investors to serve as large shareholders should reduce agency costs making pecking order less important and facilitating equity issues. On the other hand, coordination centers change tax conditions and may be able to reduce distress costs by organizing corporate rescues. This in turn should increase the leverage for flrms linked to a coordination center.

For the flrst time, we are able to analyse a large sample of Belgian flrms, focussing not only on large stock-listed flrms but also on medium and small flrms. Our sample consists in more than 1500 flrms that are followed during 10 years. This sample represents about 20% of the Belgian non-flnancial sector in terms of total assets. The data were collected from CD-rom edited by the National Bank of Belgium. Furthermore, the Belgian law requires flrm’s balance sheets to report outstanding debt by time to maturity (less than one year or at least one year to maturity) and by type of lender (bank or not). This is much more detailed than is systematicaly available on American flnancial statements which have been the basis of many previous studies. Corporate flnancing decisions can therefore be analysed in terms of choice of intermediated flnance and in terms of maturity. Finally Belgian flnancial statements require to report share holdings in other companies. This allows us to study the in�uence of membership to a multinational group (with ties to a coordination center) which is subject to special tax treatments.

The organization of the present paper is as follows : in the second section, we give a bird’s eye view of Belgian corporate flnance. We stress on the major flnancial reforms occuring since the 80’s and we give the principal characteristics of Belgian institutional factors. In the third section we describe the principal facts of Corporate Belgium’s sources of flnance using aggregate balance sheets and compare it with other industrialized countries. We also report �ow of funds tables that show how Belgian flrms have flnanced their investments from 1985 to 1993. In the fourth section we carry out a panel data analysis on a sample of 1546 companies followed during 10 years. This microeconomic study allows us to study the principal determinants of capital structure choices among flrms. Section flve concludes.

2 Corporate flnance in Belgium

2.1 Bank versus market Historically, Belgian flnance has long been characterised by a banking system with large dominating main banks. Following after ’big bangs’ in several European flnancial markets in the mid-80’s, this bank oriented country has however undergone major flnancial reforms.

The modernization of the Brussels stock market took place in 1989 with the introduction of computerized trading for all stocks on the forward market. The Belgian Futures and Options Exchange began trading in 1991. A market has been designed for small capital issues with the aim of attracting middle-sized flrms to public markets. However, the success of this market in Belgium is very limited^1.

The modernization of the market for Belgian government treasury certiflcates (TCs)^2 started in January 1991. Before that reform, the market for TCs was restricted to a group of resident flnancial intermediaries with the result that TC rates were above the interbank rates. Hence, this reform has induced a greater competition between credit institutions to lower the public debt burden. This money market reform coincided with the development of short-term debt corporate market. In July 1991 the flrst commercial paper programme (called "billet de tresorerie") was launched in Belgium. However, another short-term paper (called "billet a ordre") still obtains the bigger share of the market. This short-term paper is essentially issued by coordination centers for flscal reasons.

The law of March 1993 gives to credit institutions the possibility to hold shares in nonflnancial flrms. Furthermore, this law removes the distinction between banks previously segmented as banks, saving banks and public credit institutions.

2.1.1 Coordination Centers

A particularity of the Belgian system is the existence of coordination centers. Coordination centers were created in 1982 by the "Royal Decree 187" to give incentives to multinationals to relocate their flnancial operations in Belgium^3 and to favour employment. These flrms

1Only 7 flrms were listed on the secondary market in 1995 2see Lefebvre (1991) 3Note that these kinds of tax advantages to multinational flrms are not particular to Belgium : in the Netherlands there are the distribution centers; in France there are the tax conventions with Monaco; in

allow multinational groups (with a consolidated capital and reserves in excess of BEF 1 billion and an annual turnover of at least 10 billion BEF) to carry out a large variety of flnancial and management services on a roughly tax-free basis. In 1997, about 300 international groups have set up coordination centers. These include the largest U.S. based multinationals as well as U.K, German, Dutch, Scandinavian and Belgian groups. The coordination center legislation enables a large range of intra-group flnancing operations as well as support services in a tax-free setting. Support services can consist in advertising, collection and dissemination of information, insurance and reinsurance, scientiflc research, government relations and accounting and administrative data processing activities. Financial services activities consist in leasing, reinvoicing, factoring, netting and cash pooling as well as traditional group lending activities. All these activities are restricted to be performed to the sole beneflt of all or part of the group^4 companies. These centers have many tax advantages. Coordination centers may not be part of a bank and may not hold shares in any company. They beneflt from many tax advantages :

1. Coordination centers are taxed on the basis of their "operating costs". This method consists in calculating the taxable revenue as a percentage of costs, with personnel expenditures, flnancial charges and depreciation excluded. The rate applied to the "operating costs" is the one used by the coordination center to charge the group companies.

2. Interest, dividends and royalties paid by coordination centers are not subjected to withholding tax.

3. Belgian companies making loans to coordination centers beneflt from a notional withholding tax attributed to the interest paid by the center if the funds are used for investment or research in Belgium. This notional tax is then retroceded by banks to the center and it results in a reduction of interest rate. Belgian companies that receive dividends from coordination centers may also beneflt from this notional withholding tax.

Thanks to these advantages, the principal activity of coordination centers is to flnance investments of the members of the group. Loaned funds from coordination centers may come from capital of the coordination center or from flnancial institutions or from a–liated companies. Coordination centers may also issue bonds. In 1989, according to a survey

U.K. there are the corporations tax companies in the Channel Islands.

4A group is deflned to include all corporations in which direct and/or indirect shareholdings represent at least 20% of their capital or 20% of the voting rights attached to the shares.

Figure 1: Investment flnancing via coordination centers (Source : NBB)

by the National Bank of Belgium 43 % of investments in the total Belgian manufactured industry was flnanced via these centers. According to the NBB and showed in Figure 1 , coordination centers are absorbing a low fraction of credits allowed by credit institutions as compared to the fraction of their credits to the manufactured industry. While they are flnancing about 40 % of investments in the manufactured industry, they are only using from 10 to 20 % of investment credits allowed by flnancial intermediaries. This is a conflrmation of their role as flnancial intermediary inside a multinational group.

It is easy to understand that members of a group associated with a coordination center can beneflt substantially from the special tax treatments attributed to these centers. For example, members of the group can transfer funds to their coordination center in the form of right issues which will be retroceded to the group’s flrms in the form of debt. This will allow flrms to fully beneflt from the tax advantage of debt. Notice that for the flrm associated with the coordination center this structure creates a flnancial asset (equity stake in the coordination center) and debt (issued to coordination center). It is possible that when the balance sheets of the flrms belonging to the group and its coordination center are consolidated, the process involves higher, lower or unchanged overall leverage.

What real efiects do they have on corporate Belgian capital cost and flnancing ? When considering their role of banker in the group, it is not surprising that they may play an important role in Belgian corporate flnance. If there is only one principal shareholder for

all the flrms member of the group, we may predict that the efiect of coordination centers will be nothing more than a tax advantage. However, in the case difierent shareholders govern the flrms in the group, we may predict that con�icts of interest may arise as to how to allocate funds inside the group. In this case, participation in coordination center could afiect the cost of capital for non-tax reasons. Due to data availability, we are unfortunately not able to distinguish groups with a concentrated ownership, and those with stakeholders having divergent interests. We may however predict that both types of groups exist so that both tax and real efiects can result from the existence of coordination centers. This is further explored in our econometric study section.

2.2 Control oriented versus arms length

Belgian corporate ownership_5, is characterized by a high degree of ownership concentration, by the importance of holding companies and families and by a control exercised through pyramidal and complex ownership structures to avoid hostile acquisitions. Berglof

(1996) notes that Belgian controlling shareholders have reinforced their positions in order to rule out hostile takeovers in particular after the take-over law in 1989 following the hostile attempt on Soci¶et¶e G¶en¶erale de Belgique, the oldest and the largest Belgian holding company. La Porta et. al. (1996) report that on average in the ten largest Belgian companies 57% of the equity is owned by the three largest shareholders. This has to be compared with the 20% of the equity owned by the largest shareholders in the U.S. From a corporate control perspective_6 a concentrated holding allows and encourages investors to monitor and in�uence the management. Hence, con�icts of interest may not be as important as in the US. However, it does raise the possibility that the flrm may be led to pursue some non-value maximizing objective favored by the large shareholder. One such objective would be diversiflcation, for example, family groups probably do not hold diversifled portfolios otherwise.

2.3 Disintermediation

In Figure 2 , we report the ratio of the annual change of flnancial liabilities of Belgian banks to the change of gross flnancial liabilities of the private sector. This ratio can be considered as a measure of the degree of intermediation. In the same flgure, we also report the ratio of the variation of the net liabilities to the foreign sector to variation of gross flnancial liabilities.

5see also Renneboog (1996)

6for a survey on corporate governance issues, see for example Prowse (1994)

6

Figure 2: Degree of intermediation

The degree of credit intermediation has decreased since 1988. At the same time, liabilities to the foreign sector have increased and have even been more important than bank credit. Furthermore, we can state that these facts are even undervaluated as far as corporate flnance is concerned if we consider that these flgures represent both flrms and individual people. Observe that the decrease in credit intermediation since 1988 corresponds to an increase of the importance of credits issued by coordination centers. A possible explanation for disintermediation is that large flrms are raising funds from abroad in particular through coordination centers.

To sum up, Belgium is a bank-oriented country that has undergone several major flnancial reforms. It is characterised by decreased role of bank flnance and by a concentrate corporate ownership with the possibility for large groups to beneflt from special tax treatments (through coordination centers) that allow them to fully beneflt from the tax advantage of debt. A high concentrate ownership should reduce the impact of agency costs between managers and shareholders [see Jensen and Meckling (1976)] and should favour equity issues. On the other hand, flrms linked to a Coordination center beneflt from special tax treatments that encourage them to convert their retained earnings in the form of right issues in the CC which cede them back in the form of debt.

7

3 Sources of Belgian corporate flnance

3.1 International comparison

Before analysing more deeply Belgian balance sheets, it is interesting to compare average Belgian non-flnancial balance sheets with other countries. In Table 1, we report average 1991 balance sheets from United States, Japan, Germany, France, Italy, United Kingdom, Canada and Belgium. Data from other countries are reproduced from Rajan and Zingales (1995). There are however at least two potential sources of bias we have to bear in mind before making comparisons. First, the sample used by Rajan and Zingales is clearly biased toward the largest listed companies. We therefore report average balance sheets of large non-flnancial flrms. Second, Rajan and Zingales report only listed flrms creating thus another bias towards even largest companies. Bearing these caveats in mind, clear difierences emerge between countries.

USA Japan Germany France Italy U.K. Canada Belgium ASSETS Cash and ST inv. 11.2% 18.4% 8,8% 10.3% 10.5% 11.4% 8,2% 7.2% Accounts receivable 17.8% 22,5% 26,9% 28,9% 29.0% 22,1% 13.0% 24.2% Inventories 16,1% 13.9% 23.6% 17,4% 15,6% 17,7% 11.0% 13.3% Current assets-other 2.9% 3.0% 0.1% 1,7% 1,6% 3.7% 1,9% 1.4% Current assets-total 48.0% 57.7% 59.4% 58.3% 56.5% 54.7% 33.2% 46.0% Tangible assets 36.3% 28.7% 32.7% 24.4% 32.4% 41.3% 51.6% 30.2% Financial assets 4.5% 10.8% 4.8% 8.3% 6.0% 2.7% 7.7% 18.5% Intangible assets 7.6% 0.8% 2,4% 8.5% 2.6% 0.9% 4.7% 2.8% Assets-Other 5.8% 2.9% 0.7% 0.7% 3.3% 0.5% 3.7% 2.4% Assets-total 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% LIABILITIES Debt in current liabilit. 7.4% 16.4% 9.9% 11.6% 16.2% 9.6% 7.3% 11.8% Accounts pay./credit. 15.0% 15.4% 11.5% 17.0% 14.7% 13.7% 13.3% 15.9% current liabilities-other 11.0% 10.4% 8.7% 14.8% 12.2% 16.7% 2.8% 13.6% Current liabilities-total 33.4% 42.2% 30.0% 43.4% 43.2% 40.0% 23.1% 41.3%

Provis. and postp. tax 3.2% 0.1% 0.8% 1.3% 1.5% 0.9% 4.4% 3.3% Long term debt 23.3% 18.9% 9.8% 15.7% 12.1% 12.4% 28.1% 21.7% Liabilities-other 6.4% 5.6% 31.4% 8.4% 10.6% 4.5% 4.7% 3.3% Liabilities-total 66.3% 66.8% 72.0% 68.8% 67.4% 57.8% 60.3% 69.6% Shareh. Equity+reserves 33.7% 33.2% 28.0% 31.2% 32.6% 42.2% 39.7% 31.4% Tot. liab. and sh.h. equ. 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%

Table 1 : International Comparison of balance sheets-1991 Source : Rajan and Zingales (1995) for G-7 countries and own calculations for Belgium

As noted by Rajan and Zingales(1995), flrms in Anglo-American economies have proportionally more flxed assets and less current assets in their balance sheets. As expected,

8

Belgium is closely comparable to other continental European countries and more specifically to France as far as liabilities is concerned. Comparing France to Belgium, we can observe a difierence in the composition of assets where Belgium has proportionnaly less current assets than France. However, note that flnancial assets of Belgian companies represent 18.5% of total assets re�ecting in part important cross-participations of Belgian flrms. There is also a high long-term debt in Belgium as compared to Germany or France.

3.2 Balance Sheet structure of Belgian flrms.

In this section, we try to account for some of the features of the aggregate balance sheets of Belgian flrms by disaggregating by type of flrm and by tracing its evolution over time. We have reported aggregate balance sheets for all flrms, large flrms, small flrms and coordination centers. These tables are adapted from published statistics of the National Bank of Belgium that are available since the year 1984. Large flrms are deflned here as flrms that exceed at least one of the following conditions :

1. Average number of persons employed > 50

2. Turnover > 145 Million BF

3. Total Assets > 70 Million BF

Table 2 gives some summary information for large and small non-flnancial flrms in 1986 and 1992.

1986 1992 Large Small L-CC Large Small L-CC Current Assets 52% 63% 49% 48% 53% 45% Tangible Assets 32% 31% 33% 24% 38% 30% Financial Assets 11% 3% 12% 19% 6% 20% S.-term debt 11% 8% 10% 16% 11% 13% (of which banks) 6.3% 5.6% 5.7% 6.5% 6.5% 6% Long-term debt 21% 16% 22% 20% 22% 21% (of which banks) 12% 11% 12% 11% 16.5% 11% Equity 21% 19% 21% 25% 21% 21% Leverage 32% 24% 32% 36% 33% 34% Table 2 : Summary information on aggregate Belgian balance sheets. Figures expressed in % of total assets. L-CC are large flrms from which we excluded coordination centers. Original tables are in the appendix. 9

Situation in 1992. In 1992, large flrms held a higher proportion of flnancial assets than did small flrms. Large flrms held less long-term debt (especially bank debt) than did small flrms but much more short-term debt than did small flrms. As a consequence, large flrms were more highly levered than were small flrms [where leverage is deflned by the ratio of debt (both short term and long term) to total assets]. This conflrms empirical evidence from other countries which show that leverage increases with size.

If we compare these data with those of 1986 we see that at this date small flrms had a much lower leverage level than large flrms. Since then both categories of flrms have increased the share of equity on their balance sheets, with the increase being very strong for large flrms. At the same time there has been an increase of short-term debt for both categories of flrms and a sharp increase in long-term debt for small flrms. On the asset side we see that there has been an increase in flnancial asset holdings by both categories of flrms but that the growth has been especially strong for large flrms.

What explains the high relative leverage of large flrms in Belgium, the increase in equity capital and the high fraction of flnancial assets on their balance sheets ? From an accounting viewpoint this change was made possible by a strong decrease in the proportion of trade credit on large flrms balance sheets. More fundamentally, the existence of coordination centers in Belgium changes the relative attractiveness of equity flnance. Since the mid-1980’s an increasing number of large flrms have restructured themselves to avail themselves of this possibility. Given the legal framework involved, small flrms have not followed in this pattern. To avoid to pay any taxes, flrms linked to a coordination center have preferred to allow equity capital of their coordination center to increase, this has taken the form of flnancial assets in their balance sheets and the coordination center could then cede back these funds to the flrm in the form of debt resulting in a higher leverage.

An alternative explanation is that control considerations are decisive determinants of large flrm’s flnancial structure. We have already noted the presence of large shareholders in large Belgian flrms. It is possible that such shareholders have a large fraction of their wealth in these flrms. As a consequence of these dominant shareholders’ risk aversion it is possible that the flrms have been reluctant to grow. And instead of paying out earnings as taxable dividends, they have preferred to allow equity capital to increase ( given that capital gains are not taxable in Belgium). The asset increase has taken the form of flnancial assets since this indirectly allows the dominant shareholders to diversify their holdings.

In order to try to see which of these explanations, we have extracted coordination centers’ balance sheets from the aggregate balance sheets of large flrms. Table A4 provides 10 the aggregate balance sheet of coordination centers. A flrst thing to mention is their growing importance : their total balance sheet has been multiplied by 15 from 1986 to 1992. As flnancial center within a large group, their capital structure is sharply difierent from ordinary non-flnancial flrms. Observe their large accounts receivable due to their role as centralizing the flnancial �ows in the group. They flnance extensively through right issues. Equity represents 43% of total balance sheet in 1992. All this is held by other flrms of the same multinational group which could also give a possible explanation for the growing importance of flnancial assets in large flrms’ balance sheets. Their proportion of bank flnance in short-term flnancial debt has decreased tightly over the period from 50% in 1986 to 33% in 1992. The higher proportion of equity flnancing is explained by the tax treatment of coordination centers. As they do not have any tax advantage for debt, they have an incentive to flnance through right issues. The presence of coordination centers has thus constituted a bias in the balance sheet of large flrms by increasing the proportion of equity flnancing and by decreasing sharply the use of short-term bank debt. Coordination centers can therefore certainly explain partly the increase in equity flnancing of large flrms.

From these observations, we may conclude that large flrms are trying to reduce their short-term bank credits by using other means of flnancing like inter-enterprise credits (in particular through coordination centers) and increases in equity capital. Inversely, small enterprises are increasing their bank credits, partly because they have no access to other flnancial instruments. This study on aggregate balance sheets however does not explain the source of funds and in particular the role of retained earnings in corporate flnancing decisions. In the next section we provide a brief study based on aggregate �ows of funds.

3.3 Flows of funds. Another way of studying the way flrms have flnanced their activities is to look at �ow of funds that record changes in the difierent sources of funds year to year (see also Mayer (1990) and MacKie-Mason (1990)). Flows of funds data for a constant sample of nonflnancial flrms were obtained from the National Bank of Belgium. These �ows of funds were calculated by adding the amounts appearing in individual accounts and were then converted to percentages of total sources. These data introduce empirical regularities that will be examined in the panel data analysis. Sources of funds are presented as percentage of total sources.

In flgures 3 and 4, we report �ows of funds of large (including coordination centers) and small flrms.

If we compare large flrms to small flrms, we immediately see some crucial difierences : over the period considered, we see that small flrms, on average, have roughly adopted a

11

Figure 3: Sources of flnance of large flrms.

Figure4: Sourcesofflnanceofsmallflrms. 12

constant policy of flnancing while large flrms have changed their proportions in flnancial resources. Small flrms are essentially self-flnanced at a 75% rate of total sources. External resources represent thus less than 25% of total sources and are quite equally distributed between capital increases and long-term debt increases.The flnancing policy of large flrms has changed over time. From 1985 through 1990, we observe a sharp decrease of self-flnance from 80% to 40%. Self-flnance is then increasing to 75% of total sources in 1993. Observe also that decreases in self-flnance are balanced by increases in short-term debt which would conflrm the pecking-order story of Myers and Majluf (1984). From 1985 through 1990, large flrms increase their proportional flnancing through increases of capital from 20% to

40%. This is consistent with the growing importance of coordination centers which were shown in the previous section to flnance extensively through equity. This is also consistent with control considerations given that large shareholders in large Belgian flrms may have given the preference to increases in equity capital instead of paying out earnings as taxable dividends.

3.3.1 Internal versus external funds

A flrst distinction in flnancial sources is the percentage of internal funds versus external resources. Internal funds are retained earnings while external funds are represented by debt increases and increases of capital.

Internal versus external sources of flnance are shown in flgure 5.

The reliance on internal funds presents large variations. These variations in internal flnancing might be due to several factors. It could be due to a decrease of profltability of flrms but taking retained earnings as a percentage of added value shows that this proportion has been roughly constant over time. Another explanation is the increase in investments from 1986 to 1990. This would suggest that real investments are essentially flnanced by external sources inducing an increase in the proportion of external flnance to total sources of funds. The higher proportion of external flnance as compared to selfflnancing observed from 1989 through 1991 is quite unusual in corporate flnance. These facts are opposed to what it is observed in other countries [see Mayer(1990), MacKie- Mason(1990) and Bourdieu and Colin-Sedillot (1993)] who observed a constant dominance of internal funding. Note that this period corresponds to a sharp increase of the importance of coordination centers (see table A4). Instead of paying out earnings as taxable dividends, flrms linked to a coordination center have preferred to allow equity capital of their coordination center to increase. This equity capital increase can therefore be viewed as hidden retained earnings and this probably explains partly the contrast with other countries.

13

Figure 5: Internal versus External Sources ( large flrms ).

3.3.2 Debt versus equity

Incremental debt and equity flnancing as percentage of total sources are shown in flgure

6. Observe again the increase of debt flnancing from 1986 to 1989 which was a period of investment increase. Equity flnancing is then increasing since 1989 due to proportional increases in both new shares and retained earnings.

This review of aggregate sources of funds has shown some interesting facts. While aggregate flnancing decisions of small flrms have remained roughly constant through time, large flrms have experienced some variations in their flnancing decisions. In the period of investment increases which ranges from 1986 to 1989, large flrms have increased sharply their external sources of flnance which have become even larger than their internal flnance.

After 1990, there is a clear trend towards a decrease in external flnance in particular debt flnance. The in�uence of large shareholders and the presence of coordination centers have been proposed as possible explanations for the general patterns observed.

Even if this analysis on aggregate data gives general patterns of corporate flnancing decisions, it fails to explain the principal determinants of changes through time and, of course, according to the type of flrm. In particular, it was quite di–cult to see the impact of coordination centers on flnancial structure based on aggregate data. The reason is that we would like to compare flnancial structure of flrms with coordination centers and those without. Only a microeconomic study on indivividual flrms allows to do this. Therefore 14

Figure 6: Debt versus Equity

in the next section, we perform a panel data analysis on a sample of individual flrms and we will try to investigate some reasons for difierences in capital structure according not only to the classical theories of capital structure but also to institutional features that may appear to in�uence corporate flnancing decisions.

4 A Panel Data Analysis

In order to explore the determinants of Belgian flnance that underlie the aggregate patterns just presented we have assembled a panel data set composed of more than 1500 flrms over 10 years. The data set is constructed from flrm’s individual flnancial statements.

4.1 Data Financial statements of all non-flnancial Belgian flrms are recorded since 1984 on CD- Rom’s edited by the National Bank of Belgium. This provides us with a large databank that includes not only large listed flrms but also medium and small companies. Belgian flnancial statements are particularly detailed as they report outstanding debt flnance by time to maturity and by type of lender. We are therefore able to distinguish shortterm and long-term debt as well as bank debt and non-bank debt. Furthermore, Belgian flnancial statements report participations that a flrm owns in other companies as well as

15

the participations owned by other companies in the flrm. This allows us to identify flrms belonging to a group which has access to a coordination center.

The sample employed in the present section consists of 1546 flrms spanning the years

1984-1993. Firms included in the sample are those who fulfll all the following selection criteria :

† number of workers >10;

† debt >0;

† they exist for the 10 years considered;

† they belong to the manufacturing industry.

Our sample covers between 16.5% and 19.29% of total assets of all non-flnancial flrms.

Note that we did not include coordination centers because they may be considered as flnancial intermediaries inside a group. However, we identifled flrms linked to a coordination center as the flrms that have participations_7 in it in 1994. We also include a dummy variable for the flrms that are stock-listed on the Brussels Stock Exchange.

4.2 Descriptive statistics

In Table 3, we present averages of some ratios relative to our sample of flrms. The column

\CC flrms" is concerned with the 85 flrms (or 5.5% of the total number of flrms) in our sample that have shares in a coordination center.

An examination of this table shows that flrms linked to a coordination center are much larger than other flrms, that they have a higher leverage and a lower proportion of bank flnance. Note also that CC flrms tend to beneflt from more non-debt tax shields than other flrms. Non-debt tax shields were calculated as [Proflt before tax -(income taxes

/corporate tax rate)]. This is basically the approximation used by Titman and Wessels

(1988). This indicator of non-debt tax shields roughly captures the fraction of non-debt tax shields which is related to deductions for investments.

7This obviously underestimates the in�uence of coordination centers as a complete identiflcation of flrms having links with a group would require a fully knowledge of the structure of the group

16

All flrms Non-CC flrms CC flrms

Leverage 19.29% 18.98% 24.12%

-Short Term debt 11.51% 11.22% 16.03%

-Long Term debt 7.78% 7.76% 8.09%

Bank debt 13.90% 14.28% 8.00%

-ST Bank debt 7.11% 7.31% 3.98%

-LT Bank debt 6.78% 6.97% 4.01%

Tangible assets 45.43% 45.89% 38.45%

Turnover 154.71% 154.98% 150.56%

Cash-�ows 9.82% 9.82% 9.78%

Proflt before tax 4.27% 4.21% 5.10%

Non-debt Tax shields 0.34% 0.26% 1.63%

Total assets 1325 591 12574

# of flrms 1546 1461 85

Table 3 : Descriptive statistics of the sample. All flgures are weighted by total assets which are expressed in million Belgian francs.

4.3 Leverage

Because of data limitations we focus on the following determinants of leverage_8 which have been shown to be correlated with leverage in previous studies [see Harris and Raviv

(1991)]: tangibility of assets, nondebt tax shields, flrm size, profltability and the presence of a coordination center. We measure leverage as the ratio of debt to total assets. We can expect the following relationships :

1. The presence of tangible assets should reduce the risk of the lender as tangible assets can be collaterized and thus reduce the agency costs of debt. Therefore, the greater the proportion of tangible assets, the greater is the lender’s willingness to supply funds and thus the leverage should be higher.

2. The amount of nondebt tax shields such as tax advantages for amortization, deductions for investments or interest subsidies [see De Angelo and Masulis (1980) and

Titman and Wessels (1988)] should reduce management’s preference for debt over equity. Thus the greater the nondebt tax shields, the lower the leverage.

8We have also carried out regressions with the levels of interest rates but we have not flnd any signiflcative relationship.

17

3. The efiect of size is less clear. Larger flrms are often more diversifled and thus less risky; this in turn might favour a higher leverage. On the other hand, outside investors of largest flrms tend to be better informed and would thus give the preference to equity.

4. The efiect of profltability on leverage is negative according to Myers and Majluf

(1984) as flrms prefer internal flnance rather than debt. On the other hand, Jensen

(1986) showed that the market for corporate control would force high-profltable flrms to increase the leverage. Note that the lower relative importance of such a market in Belgium should result in a negative correlation between leverage and profltability.

5. Firms linked to a coordination center, i.e flrms belonging to large multinational groups should be less flnancially constrained than other flrms. Hoshi et al. (1991) show that Japanese flrms members of a keiretsu tend to have much higher ratios of debt to equity. We explore the similarities with Japanese flrms later on.

We have adopted the following speciflcation_9 :

Lever^{it} = fi^i + fl^1Cash^{it} + fl^2Size^{it} + fl^3Tang^{it} + fl^4NDTax^{it} +t +†^{it} (1) where Lever^{it} refers to the leverage of flrm i at time t :

Lever^{it} = Financialdebt^{it}=TotalAssets^{it}

Cash^{it} = (Profit^{it} +Depreciation^{it})=TotalAssets^{it}

Size^{it} = log(TotalAssets^{it})

Tang^{it} = (Tangibleassets^{it} +Stocks^{it})=TotalAssets^{it}

NDTax^{it} = (Profitbeforetax^{it} ¡(Incometaxes^{it})=¿)=TotalAssets^{it} where ¿ is the corporate tax rate t = time trend

In Table 4, we present total estimates of speciflcation (1) with a dummy variable

COORD for flrms linked to a coordination center. We also present estimates without a time trend.

9We have adopted a speciflcation in levels. Speciflcations in flrst difierences cannot be consistently estimated by OLS as long as the number of periods is flnite [see Sevestre and Trognon (1996)].

18

Leverage, 1984-1993

Variable All flrms All flrms

Cash^{it} ¡0:356_{⁄⁄} ¡0:353_{⁄⁄}

(-22.55) (-22.36)

Size^{it} 0:022_{⁄⁄} 0:022_{⁄⁄}

(25.64) (26.62)

Tang^{it} 0:312_{⁄⁄} 0:311_{⁄⁄}

(58.61) (58.36)

NDTax^{it} ¡0:172_{⁄⁄} ¡0:186_{⁄⁄}

(-8.07) (-8.77)

COORD 0:018_{⁄⁄} 0:016_{⁄⁄}

(3.16) (2.83) t 0:002_{⁄⁄} .

(5.21) .

Adj:R_2 0:25 0:25

N 1546 1546

Table 4 : Factors correlated with leverage. t-stat are in parentheses.** Signiflcant at the

1%-level; * Signiflcant at the 5%-level

Examining Table 4, we flnd that the time trend is signiflcant but that the estimation results are very similar when we neglect it_{10}. There is thus a signiflcative small increase of leverage in time but this does not afiect the efiects of the other independent variables. Our results conflrm previous studies on capital structure and are consistent with expectations.

† Coe–cients of cash-�ows show that an increase in profltability will result in a decrease of the flrm’s debt ratio. There is thus an inverse relationship between proflts and debt which is consistent with the prediction of the pecking order hypothesis and inconsistent with the static theory of optimal capital structure. Hence, Belgian flrms tend to use self-flnance to reduce their debt.

† The efiect of size approximated by the logarithm of total assets is positive and signiflcant. Hence, larger flrms tend to have a higher leverage. Larger flrms are often more diversifled and thus less risky.

† As expected, the presence of tangible assets increases leverage. Tangible assets can be collaterized and reduce the risk of the lender.

10Our independent variables are thus not correlated with time.

19

† Non-debt tax shields tend to reduce the leverage as other tax shields reduce the preference for debt.

† Firms linked to a coordination center have a signiflcative positive coe–cient. This can be explained by the fact that coordination centers are providers of funds that have a quasi- perfect information concerning the flrm and that there are no con�ict of interest between creditors and managers. Also, membership of a group is important in mitigating the information problems that are typically associated with external flnance and governance. This could be compared to some extent to Japanese flrms that are members of a keiretsu [see Hoshi et al.(1991)]. Close relationships with the coordination center (that can be seen as the bank of the group) reduce considerably information and incentive problems. It also reduces con�icts among creditors in case of flnancial distress, allowing flrms to beneflt fully from the tax advantage of debt.

In order to compare results for flrms with ties to a coordination center and the other, we split our panel data set into two groups and performed regressions separately on these two groups. This is a similar approach to that of Hoshi et. al. (1991) who divide a sample of Japanese flrms according to their a–liation to a keiretsu.

The Within estimator (also called the least-squares-with dummy-variables method) considers flxed individual efiects which are represented by a difierent intercept for each individual flrm. In this model, the response coe–cient to a change in an explanatory variable is assumed to be the same for all individuals. Thus the difierence between flrms is only captured through the individual intercept. The choice of the flxed efiect model is motivated by an Hausman test which has rejected the random efiect model, hence only the flxed efiect model has consistent estimates.

The results of estimation of the speciflcations (1) is presented in Table 5.

We can see that the coe–cient of Non-debt tax shields is not signiflcant for flrms belonging to a multinational group. This suggests that tax advantages for amortization, deductions for investments or interest subsidies do not reduce management’s preference for debt over equity.

Furthermore coe–cients of cash-�ows indicate that the in�uence of cash-�ows is higher_{11} for flrms linked to a coordination center. This indicates that a reduction in self-flnance is easily compensated by a higher leverage or that CC flrms are less flnancially constrained.

11The t- statistic of the difierence in the coe–cients is 3.96 for cash-�ow. This is well above the cutofi point for the 1% percent confldence level.

20

Leverage, period 1984-1993, in levels

Variable Non CC flrms CC flrms

Cash^{it} ¡0:252_{⁄⁄} ¡0:583_{⁄⁄}

(-16.36) (-7.11)

Size^{it} 0:090_{⁄⁄} 0:174_{⁄⁄}

(31.82) (14.52)

Tang^{it} 0:256_{⁄⁄} 0:316_{⁄⁄}

(42.63) (8.97)

NDTax^{it} ¡0:294_{⁄⁄} 0:046

(-16.51) (0.58)

Adj:R_2 0.67 0.62

N 1461 85

Table 5 : Factors correlated with leverage, in ratio. Within estimates, t-stat are in parentheses. ** Signiflcant at the 1%-level; * Signiflcant at the 5%-level

This section has conflrmed the results obtained for other countries [see for instance

Rajan and Zingales (1995)], i.e. that leverage increases with size and tangibility of assets, it decreases with profltability and non-debt tax shields. It has also shown that particular institutional features play a signiflcant role in flrm’s capital structure. In particular, flrms linked to a coordination center have been shown to have a higher leverage which is more negatively related to cash-�ows and not signiflcantly afiected by non-debt tax shields. This result has been compared to Japanese flrms member of a keiretsu and we have found many similarities. These flrms beneflt from reductions of information and incentive problems.

The connection to a coordination center also reduces con�icts among creditors, enabling those flrms to beneflt fully from the tax advantage of debt.

4.3.1 Control issues

We have already noted that the presence of large shareholders could be decisive determinants of large flrm’s flnancial structure. A possible consequence of large shareholders’ risk aversion is that they may have preferred to increase equity capital in the form of flnancial assets to diversify their holdings. In order to test this hypothesis on control considerations we have adopted the following speciflcation :

FinAss^{it} = fi^i + fl^1Cash^{it} + fl^2Size^{it} + fl^3Tang^{it} + fl^4NDTax^{it} +COORD+†^{it} (2)

Where FinAss^{it} refers to the the proportion of flnancial assets of flrm i at time t . In

Table 6, we present total estimates of speciflcation (2). 21

Financial assets, Period 1984-1993

Variable All flrms

Cash^{it} ¡0:076_{⁄⁄}

(-6.11)

Size^{it} 0:018_{⁄⁄}

(27.90)

Tang^{it} ¡0:159_{⁄⁄}

(-34.82)

NDTax^{it} 0:121_{⁄⁄}

(7.34)

COORD 0:112_{⁄⁄}

(27.20)

Adj:R_2 0.30

N 1546

Table 6 : Proportion of flnancial assets; between estimates. t-stat are in parentheses.

** Signiflcant at the 1%-level; * Signiflcant at the 5%-level

The signiflcative positive coe–cient of size suggests that the diversiflcation motive for dominant shareholders of large Belgian flrms is determinant in flrms’ flnancial structure.

It therefore explains partly the large amount of flnancial assets in large flrms’ balance sheets. Observe also the signiflcant positive coe–cient of COORD consistent with our hypothesis that flrms linked to a coordination center prefer to allow equity capital of their coordination center to increase which takes the form of flnancial assets in their balance sheets to beneflt fully from the profltable tax treatment. All of this would suggest that both tax and control considerations are important determinants of flrms’ flnancial structure.

4.3.2 Short-term versus Long term debt

Our data set allows us to separate debt in function of the maturity. Short-term/Long-term debt includes outstanding debt with a maturity of less/at least than one year. As can be seen in Table 7, the relationships between leverage and the explanatory variables are different according to the maturity of debt. Coe–cients of cash-�ows show that profltability of the flrm tends to reduce more short-term debt than long-term debt. Collaterized assets are shown to decrease slightly short-term debt. This would suggest that flrm with large flxed assets tend to use less short-term debt flnance which can be explained by the higher cost of short-term debt. Note also that the negative in�uence of non-debt tax shields is only signiflcant for short-term debt.

22

Leverage,1546 flrms, Period 1984-1993, in ratios

Variable Short-term debt Long-term debt

Cash^{it} ¡0:296_{⁄⁄} ¡0:104_{⁄⁄}

(-20.29) (-7.04)

Size^{it} 0:025_{⁄⁄} 0:081_{⁄⁄}

(9.62) (30.04)

Tang^{it} ¡0:037_{⁄⁄} 0:188_{⁄⁄}

(-4.98) (25.10)

NDTax^{it} ¡0:233_{⁄⁄} ¡0:001

(-14.17) (-0.06)

Adj:R_2 0.63 0.61

N 1546 1546

Table 7 : Short-term and long term debt; within estimates. t-stat are in parentheses.

** Signiflcant at the 1%-level; * Signiflcant at the 5%-level

4.4 Proportion of bank debt

It is also interesting to flnd the factors that would in�uence the importance of bank debt according to the characteristics of the flrm. We measure the importance of bank credit by the ratio bank credit to total assets. The basic regression we estimate is very similar to the one estimating the leverage of the flrm except that we replace the ratio debt to total assets by the ratio bank credit to total assets. We may expect the same relationships for bank credit except that flrms belonging to a large group, i.e. flrms that are linked to a coordination center should be using less bank credit. We also introduce a dummy variable for flrms that are stock-listed on the Brussels stock exchange.

Thus we have the following speciflcation :

Bank^{it} = fi^i + fl^1Cash^{it} + fl^2Size^{it} + fl^3Tang^{it} + fl^4NDTax^{it} +STOCK^i +†^{it} (3)

Results of the regression (3) are presented in Table 8.

The results for non-CC flrms are very similar to the ones obtained for leverage speciflcation. Bank credit decreases with cash-�ows and increases with size and tangible assets.

Observe that CC flrms have a lower mean of bank credit than other flrms. It means that flrms that have a primary access to a coordination center tend to use less bank credit than other flrms. Recall also that coordination centers on average use less bank credit

(see section 4.2). Coordination centers may thus be considered as competitors for banks

23

as they are able to raise funds through the group and through international flnancial markets. This is also consistent with Diamond (1984) who argues that banks bear the costs of information to monitor e–ciently manager’s decisions to ensure e–cient business decisions. As asymmetric information problems are less important for CC flrms, they tend to use less bank credit.

Also, bank credit for flrms linked to a coordination center does not seem to be explained by the variables considered. The only signiflcant coe–cient is size. The choice of bank credit for flrms linked to a coordination center is therefore not signiflcantly in�uenced by cash-�ows or tangible assets. This would suggest that the use of bank debt by CC-flrms remains unexplained by the classical explanatory variables.

Bank credit, 1984-1993, in levels

Variable Non CC flrms CC flrms

Cash^{it} ¡0:161_{⁄⁄} ¡0:082

(-11.26) (-1.31)

Size^{it} 0:069_{⁄⁄} 0:089_{⁄⁄}

(26.05) (9.78)

Tang^{it} 0:187_{⁄⁄} 0:037

(33.53) (1.36)

NDTax^{it} ¡0:187_{⁄⁄} ¡0:039

(-11.29) (-0.64)

Mean ofdep:v: 0:137 0:08

Adj:R_2 0.622 0.416

N 1461 85

Table 8 : Factors correlated with bank credit; within estimates; t-stat are in parentheses.

** Signiflcant at the 1%-level; * Signiflcant at the 5%-level

In Table 9, we report between estimates of the ratio of bank debt to total assets with a dummy variable STOCK for flrms listed on the Brussels Stock Exchange. Interestingly, we obtain a signiflcant and positive in�uence of the dummy variable for stock-listed flrms. This would suggest that there is a complementarity of bank lending and securities. Anderson (1994) shows that securities trading creates a competitive advantage for banks choosing to closely monitor flrms. Note again the signiflcative negative in�uence of coordination centers on bank debt.

24

Bank credit, Between estimates

1984-1993

Variable All flrms

Cash^{it} ¡0:344_{⁄⁄}

(-7.35)

Size^{it} 0:004_⁄

(2.07)

Tang^{it} 0:260_{⁄⁄}

(18.63)

NDTax^{it} ¡0:045

(-0.46)

STOCK 0:052_⁄

(2.39)

COORD ¡0:038_{⁄⁄}

(-3.17)

Adj:R_2 0.21

N 1546

Table 9 : Bank debt. Between estimates.** Signiflcant at the 1%-level; * Signiflcant at the

5%-level

4.5 The Efiects of Coordination Centers

We have attempted to understand the efiects that coordinationcenters have had on Belgian corporate flnance. We have seen that coordination centers have encouraged flrms to reduce their reliance on bank debt but have increased their leverage overall. Thus on balance it appears that coordination centers increase the tax advantage of debt flnance. It may be that this increased leverage implies real costs in the form of increased bankruptcy costs or underinvestment problems because debt overhang. However, Barran (1996) has estimated investment equations for Belgian flrms and has found that flrms associated with a coordination center are relatively less flnancially constrained. This suggests that

CC debt is relatively easy to renegociate which is highly intuitive given the close working relations of member flrms within a group. Thus we see a similarity between Belgian groups related by CC and the Japanes keiretsu. There are clear some difierences. In particular, the coordination centers cannot hold shares in members of the group. However, Belgian group members are directly tied by cross-shareholdings. So this distinction is perhaps not very signiflcant.

25

5 Conclusions

In this paper, we have presented evidence consistent with the view that institutional features such as a high degree of ownership concentration, a control exercised through pyramidal and complex ownership structures and the connection to a coordination centers have important efiect on corporate flnancing decisions.

Large Belgian flrms have been characterized by a high relative leverage, an increase in equity capital flnance, a high fraction of flnancial assets and a sharp decrease of bank flnance. Two possible hypotheses have been proposed. (i) Firms linked to a coordination center may have preferred to allow equity capital of their coordination center to increase, this has taken the form of flnancial assets in their balance sheets and the coordination center could then cede back these funds to the flrm in the form of debt resulting in a higher leverage. (ii) An alternative explanation is that control considerations are decisive determinants of large flrm’s flnancial structure. The presence of large shareholders in

Belgian flrms may have preferred to allow equity capital to increase instead of paying out earnings as taxable dividends.

Using �ows of funds, we found that small flrms have corporate flnancing decisions that remain roughly constant through time with a clear dominance of self-flnance. During the period of investment increases, large flrms have increased sharply their external sources of flnance which have become even larger than their internal flnance. A panel data analysis is carried out and we flnd that Belgian flrms rely primarily on internal funds which is consistent with the "pecking order" story of Myers and Majluf (1984). Our results on

Belgian flrms have also conflrmed previous studies on other countries, that is that leverage increases with the size of the flrm and tangible assets; it decreases with non-debt tax shields. We also flnd that institutional features such as the connection to a coordination centers are a signiflcant factor that can in�uence the capital structure of Belgian flrms by allowing a higher leverage while reducing the proportion of bank flnance. Our results also suggest that the leverage ratio of flrms which have close ties with a coordination center is much more sensitive to cash-�ows than other flrms. This would suggest that these flrms are less flnancially constrained. Control considerations have also be shown to explain the high level of flnancial assets on large flrms’ balance sheets. Finally our results have shown that securities trading can positively afiect bank lending.

We believe that the question of the empirical relevance of the difierent theories of capital structure is still di–cult to test. This work has however shown that some particular institutional factors can signiflcantly afiect corporate flnancing decisions. We believe that a better understanding of institutional features is necessary not only for comparison between

26

countries but also within a particular country where flrms can be treated difierently as it is the case in Belgium. This is certainly an important and complex topic for future research.

6 References

1. Anderson, R.W. 1994. An Exploration of the Complementarity of Bank Lending and Securities Markets. mimeo. Universite Catholique de Louvain.

2. Barran F. and M. Peeters. 1996. Internal Finance and Corporate Investment :

Belgian Evidence with Panel Data, PhD Thesis No 275, Universit¶e Catholique de

Louvain.

3. Berglof, E. 1996. Corporate Governance, in Steil B., The European Equity Markets,

The Royal Institute of International Afiairs.

4. Bourdieu J. and B. Colin-Sedillot. 1993. Les d¶ecisions de flnancement des entreprises francaises : une ¶evaluation empirique des th¶eories de la structure optimale de capital.

INSEE working paper G9311.

5. Cassiers, I. 1996. La G¶en¶erale de Banque de 1935 �a nos jours : une mise en perspective macro-¶economique. mimeo, Universit¶e Catholique de Louvain.

6. DeAngelo, H., and R.W. Masulis. 1980. Optimal capital structure under corporate and personal taxation. Journal of Financial Economics 8:3-29.

7. de Bodt, E., E-F Henrion, A.Wolfs and C. Van Wymeersch, 1996. Le leasing flnancier : compl¶ement ou substitut du cr¶edit �a l’investissement ? Quelques constats empiriques. Cahiers Economiques de Bruxelles, 149: 97-117.

8. Diamond, D., 1984. Financial Intermediation and Delegated Monitoring. Review of

Economic Studies, 393-414.

9. Edwards, J. and K. Fischer. 1993. Banks, Finance and Investment in Germany.

Cambridge University Press, Cambridge.

10. Harris, M. and A. Raviv. 1991. The Theory of Capital Structure. Journal of Finance

46:297-355.

11. Hoshi, T., A. Kashyap, and D. Scharfstein.1991. Corporate structure, liquidity and investment : evidence from Japanese industrial groups. The Quarterly Journal of

Economics 106:33-60. 27

12. Huveneers, C. and P. Buchet. 1996. Syst�emes flnanciers, logiques des groupes et politique de croissance industrielle. IRES Discussion Paper No 9603.

13. Jensen, M.C. 1986. Agency costs of free cash �ow, corporate flnance, and takeovers.

American Economic Review 76: 323-29.

14. Jensen, M.C., and W.H. Meckling. 1976. Theory of the flrm: Managerial behavior, agency costs and ownership structure. Journal of Financial Economics 3:305-60.

15. La Porta, R. Lopez-de-Silanes, F. Shleifer A. and R. Vishny. 1996. Law and Finance.

NBER working paper 5661.

16. Lefebvre O. 1991. La modernisation du march¶e mon¶etaire belge. Revue de la Banque

1:5-9.

17. MacKie-Mason, J. 1990. Do Firms Care Who Provides Their Financing ?, in R.

Glenn Hubbard, ed. : Assymmetric Information, Corporate Finance and Investment,

(The University of Chicago Press), 63-103.

18. Mayer, C. 1990. Financial Systems, Corporate Finance, and Economic Development, in R. Glenn Hubbard, ed. :Asymmetric Information, Corporate Finance and

Investment (The University of Chicago Press, Chicago).

19. Myers, S.C. and N.S. Majluf. 1984. Corporate flnancing and investment decisions when flrms have information that investors do not have. Journal of Financial Economics 13:187-221.

20. Prowse, S. .1994. Corporate Governance in an international perspective : a survey of corporate control mechanisms among large flrms in the US, the UK, Japan and

Germany. BIS Economic paper No 41.

21. Rajan, R.G. and L. Zingales. 1995. What Do We Know about Capital Structure?

Some evidence from International Data. Journal of Finance 50:1421-1460.

22. Renneboog, L. 1996. Ownership, Managerial Control and the Governance of Poorly

Performing Companies Listed on the Brussels Stock Exchange. mimeo, Catholic

University of Leuven.

23. Sevestre P. and A. Trognon. 1996. Dynamic linear models. in The Econometrics of

Panel Data. Ed. L. Matyas and P. Sevestre, Kluwer Academic Publishers

24. Titman, S., andR.Wessels. 1988. The determinants of capital structure choice.Journal of Finance 43:1-18. 28

ALL FIRMS

1985 1986 1987 1988 1989 1990 1991 1992

ASSETS

Cash and ST inv. 7,12% 7,79% 8,74% 9,19% 9,75% 9,05% 8,60% 8 ,93%

Accounts receivable 28,37% 27,25% 26,44% 27,88% 28,42% 28,19% 28,32% 27,44%

Inventories 17,73% 16,69% 15,25% 14,02% 12,89% 12,15% 11,77% 11,32%

Current assets-other 1,60% 1,49% 1,41% 1,38% 1,29% 1,30% 1,36% 1 ,27%

Current assets-total 54,82% 53,22% 51,85% 52,48% 52,35% 50,68% 50,06% 4 8,96%

Tangible assets 31,99% 31,74% 31,44% 29,08% 27,27% 26,67% 26,43% 26,26%

Financial assets 8,62% 9,97% 10,93% 12,17% 13,82% 15,81% 16,51% 1 7,33%

Intangible assets 2,10% 2,39% 2,38% 2,47% 2,37% 2,39% 2,24% 2 ,23%

Assets-Other 2,46% 2,69% 3,39% 3,81% 4,18% 4,44% 4,75% 5,21%

Assets-total 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

LIABILITIES

Debt in current liabilities 2,51% 2,82% 2,98% 3,11% 3,32% 3,13% 3,54% 3,45%

Current Financial debts 8,21% 7,48% 7,77% 8,45% 10,62% 11,15% 10,80% 1 1,73% credit institutions 7,00% 6,25% 6,01% 6,23% 7,29% 7,18% 6,38% 6 ,50%

Trade debts 19,79% 18,17% 17,32% 17,42% 16,42% 14,97% 14,48% 13,49% current liabilities-other 14,76% 15,09% 14,06% 13,86% 13,27% 12,57% 12,81% 12,89%

Current liabilities-total 45,26% 43,57% 42,13% 42,84% 43,64% 41,82% 41,64% 41,56%

Provis. and postp. tax 2,66% 2,75% 2,78% 2,89% 2,44% 2,36% 2,42% 2 ,52%

Long term debt 20,54% 20,48% 21,36% 20,75% 20,10% 21,15% 20,47% 20,06%

Financial debt 17,82% 17,93% 18,77% 18,51% 18,08% 19,00% 18,45% 1 8,24% credit institutions 11,62% 11,65% 12,58% 12,30% 12,12% 12,59% 12,24% 11,61%

Trade debts 0,26% 0,18% 0,16% 0,12% 0,12% 0,19% 0,16% 0,17%

Reserves 8,86% 9,40% 9,65% 9,23% 9,60% 9,19% 8,93% 8,89%

Liabilities-other 3,43% 3,43% 3,48% 3,39% 3,45% 3,09% 2,70% 2 ,35%

Liabilities-total 80,75% 79,62% 79,41% 79,10% 79,23% 77,60% 76,16% 7 5,38%

Shareholders Equity 19,25% 20,38% 20,59% 20,90% 20,77% 22,40% 23,84% 2 4,62%

Tot. liab. and sh.hold. equ. 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% in millions BF 7214400 7573100 8108400 9385400 11106200 12591800 1371200 14694300

Table A1 : Aggregate balance sheets of Non-flnancial Belgian flrms in % of total assets.

29

LARGE FIRMS

1985 1986 1987 1988 1989 1990 1991 1992

ASSETS

Cash and ST inv. 6,62% 7,25% 8,27% 8,80% 9,38% 8,64% 8,21% 8 ,62%

Accounts receivable 28,14% 26,87% 26,10% 27,89% 28,67% 28,58% 28,80% 28,01%

Inventories 17,09% 16,00% 14,36% 13,17% 12,07% 11,28% 10,87% 10,39%

Current assets-other 1,63% 1,52% 1,44% 1,41% 1,30% 1,30% 1,36% 1 ,25%

Current assets-total 53,48% 51,64% 50,17% 51,27% 51,43% 49,80% 49,24% 48,27%

Tangible assets 32,31% 31,88% 31,37% 28,37% 26,23% 25,25% 24,77% 24,23%

Financial assets 9,45% 11,06% 12,22% 13,53% 15,23% 17,50% 18,33% 1 9,28%

Intangible assets 2,17% 2,51% 2,50% 2,59% 2,45% 2,46% 2,29% 2 ,28%

Assets-Other 2,59% 2,91% 3,73% 4,25% 4,66% 4,98% 5,36% 5,93%

Assets-total 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

LIABILITIES

Debt in current liabilities 2,60% 2,94% 3,07% 3,17% 3,34% 3,09% 3,51% 3,38%

Current Financial debts 8,45% 7,68% 8,02% 8,84% 11,20% 11,81% 11,48% 1 2,52% credit institutions 7,17% 6,35% 6,07% 6,35% 7,43% 7,30% 6,41% 6 ,49%

Trade debts 19,05% 17,23% 16,31% 16,48% 15,50% 14,02% 13,57% 12,60% current liabilities-other 14,48% 14,90% 13,80% 13,65% 13,02% 12,19% 12,39% 12,45%

Current liabilities-total 44,58% 42,75% 41,21% 42,15% 43,06% 41,12% 40,94% 40,94%

Provis. and postp. tax 2,94% 3,07% 3,14% 3,27% 2,75% 2,66% 2,72% 2 ,84%

Long term debt 21,15% 21,11% 22,07% 21,20% 20,28% 21,27% 20,39% 19,71%

Financial debt 18,54% 18,64% 19,49% 19,00% 18,30% 19,13% 18,38% 1 7,94% credit institutions 11,81% 11,72% 12,63% 12,13% 11,74% 12,10% 11,64% 10,75%

Trade debts 0,26% 0,18% 0,15% 0,10% 0,11% 0,20% 0,17% 0,18%

Reserves 8,01% 8,48% 8,70% 8,29% 8,88% 8,54% 8,24% 8,21%

Liabilities-other 4,06% 4,01% 4,10% 3,94% 4,01% 3,65% 3,36% 3 ,11%

Liabilities-total 80,74% 79,42% 79,22% 78,85% 78,98% 77,23% 75,65% 7 4,81%

Shareholders Equity 19,26% 20,58% 20,78% 21,15% 21,02% 22,77% 24,35% 2 5,19%

Tot. liab. and sh.hold. equ. 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% in millions BF 6351400 6559500 6939500 8025300 9511900 10809500 11749400 12516100

Table A2 : Aggregate balance sheets of Large Non-flnancial Belgian flrms in % of total assets.

30

SMALL FIRMS

1985 1986 1987 1988 1989 1990 1991 1992

ASSETS

Cash and ST inv. 10,81% 11,32% 11,51% 11,49% 11,95% 11,52% 10,96% 1 0,73%

Accounts receivable 30,04% 29,69% 28,48% 27,85% 26,92% 25,79% 25,47% 2 4,16%

Inventories 22,45% 21,15% 20,55% 19,05% 17,80% 17,45% 17,15% 16,65%

Current assets-other 1,40% 1,29% 1,28% 1,23% 1,22% 1,27% 1,36% 1 ,38%

Current assets-total 64,70% 63,45% 61,83% 59,63% 57,88% 56,03% 54,94% 5 2,92%

Tangible assets 29,63% 30,80% 31,88% 33,27% 33,48% 35,29% 36,36% 37,93%

Financial assets 2,53% 2,91% 3,25% 4,13% 5,44% 5,56% 5,64% 6 ,13%

Intangible assets 1,63% 1,56% 1,69% 1,75% 1,90% 1,99% 1,96% 1 ,92%

Assets-Other 1,52% 1,27% 1,36% 1,23% 1,30% 1,13% 1,11% 1,09%

Assets-total 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

LIABILITIES

Debt in current liabilities 1,81% 2,07% 2,43% 2,74% 3,17% 3,35% 3,72% 3,88%

Current Financial debts 6,45% 6,22% 6,32% 6,17% 7,14% 7,14% 6,78% 7 ,20% credit institutions 5,74% 5,62% 5,66% 5,56% 6,47% 6,47% 6,17% 6 ,55%

Trade debts 25,21% 24,27% 23,30% 22,95% 21,95% 20,74% 19,97% 18,57% current liabilities-other 16,78% 16,27% 15,58% 15,09% 14,80% 14,88% 15,35% 15,46%

Current liabilities-total 50,26% 48,84% 47,64% 46,94% 47,06% 46,11% 45,81% 45,11%

Provis. and postp. tax 0,67% 0,67% 0,68% 0,62% 0,57% 0,56% 0,61% 0 ,68%

Long term debt 16,05% 16,40% 17,18% 18,07% 19,04% 20,39% 20,94% 22,13%

Financial debt 12,49% 13,32% 14,46% 15,65% 16,80% 18,18% 18,86% 1 9,99% credit institutions 10,23% 11,17% 12,25% 13,33% 14,35% 15,57% 15,83% 16,53%

Trade debts 0,27% 0,22% 0,19% 0,18% 0,17% 0,15% 0,14% 0,14%

Reserves 15,11% 15,35% 15,25% 14,79% 13,91% 13,13% 13,04% 12,80%

Liabilities-other -1,27% -0,34% -0,22% 0,11% 0,12% -0,31% -1,20% - 2,07%

Liabilities-total 80,82% 80,92% 80,52% 80,53% 80,70% 79,89% 79,21% 7 8,65%

Shareholders Equity 19,18% 19,08% 19,48% 19,47% 19,30% 20,11% 20,79% 2 1,35%

Tot. liab. and sh.hold. equ. 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% in millions BF 863000 1013600 1168900 1360100 1594200 1782400 1962500 2178100

Table A3 : Aggregate balance sheets of Small Non-flnancial Belgian flrms in % of total assets.

31

COORD. CENTERS

1986 1987 1988 1989 1990 1991 1992

ASSETS

Cash and ST inv. 21,09% 22,18% 18,45% 19,29% 12,68% 12,73% 13,54%

Accounts receivable 45,10% 41,63% 46,73% 45,93% 47,85% 49,63% 47,79%

Inventories 0,00% 0,00% 0,00% 0,00% 0,00% 0,00% 0,00%

Current assets-other 0,75% 0,88% 0,98% 0,76% 1,12% 1,32% 1,32%

Current assets-total 66,95% 64,70% 66,16% 65,97% 61,64% 63,69% 62,65%

Tangible assets 1,58% 0,61% 0,30% 0,24% 0,24 % 0,32% 0,19%

Financial assets 12,56% 16,05% 16,74% 16,10% 19,64% 17,45% 17,57%

Intangible assets 0,01% 0,01% 0,01% 0,01% 0,01% 0,01% 0,01%

Assets-Other 18,90% 18,64% 16,78% 17,67% 18,47% 18,53% 19,58%

Assets-total 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

LIABILITIES

Debt in current liabilities 0,82% 2,62% 4,13% 3,36% 2,90% 2,48% 1,98%

Current Financial debts 32,42% 31,69% 27,77% 32,96% 31,10% 26,65% 26,14% credit institutions 15,23% 12,15% 13,07% 14,12% 13,82% 9,94% 8,63%

Trade debts 2,05% 5,76% 5,71% 5,48% 3,24% 3,23% 2,93% current liabilities-other 6,96% 10,70% 12,73% 9,10% 5,26% 7,03% 7,11%

Current liabilities-total 42,25% 50,77% 50,34% 50,91 % 42,49% 39,40% 38,15%

Provis. and postp. tax 0,45% 0,15% 0,08% 0,03% 0,02% 0,03% 0,04%

Long term debt 21,56% 22,15% 20,32% 16,08% 18,4 2% 14,64% 13,50%

Financial debt 20,89% 21,49% 19,65% 15,70% 16,61% 14,26% 13,19% credit institutions 14,40% 15,76% 13,78% 11,17 % 11,9% 11,51% 10,51%

Trade debts 0,00% 0,00% 0,00% 0,17% 0,42 % 0,22% 0,15%

Reserves 0,63% 0,74% 0,95% 0,98% 1,07% 1,17% 1,45%

Liabilities-other 0,91% 1,20% 1,87% 1,73% 2,51% 3,85% 3,94%

Liabilities-total 65,79% 75,00% 73,56% 69,72% 64,51% 59,09% 57,08%

Shareholders Equity 34,21% 25,00% 26,44% 30,28% 35,49% 40,91% 42,92%

Tot. liab. and sh.hold. equ. 100,00% 100,00% 100,00% 1 00,00% 100,00% 100,00% 100,00% in millions BF 168100 370200 758100 1230000 1702200 2137000 2524300

Table A4 : Aggregate balance sheets of Coordination Centers in % of total assets.

32

LARGE FIRMS EXCEPT

COORDINATION CENTERS

1986 1987 1988 1989 1990 1991 1992

ASSETS

Cash and ST inv. 6,88% 7,49% 7,79% 7,91% 7,88% 7,20% 7,38%

Accounts receivable 26,39% 25,23% 25,92% 26,11% 24,98% 24,17% 23,02%

Inventories 16,42% 15,17% 14,55% 13,86% 13,39% 13,29% 13,01%

Current assets-other 1,54% 1,47% 1,45% 1,38% 1,34% 1,37% 1,23%

Current assets-total 51,23% 49,35% 49,71% 49,27% 47,59% 46,03% 44,63%

Tangible assets 32,68% 33,11% 31,30% 30,09% 29,93% 30,21% 30,31%

Financial assets 11,02% 12,01% 13,20% 15,10% 17,11% 18,53% 19,72%

Intangible assets 2,58% 2,64% 2,86% 2,81% 2,92% 2,80% 2,86%

Assets-Other 2,49% 2,90% 2,94% 2,73% 2,46% 2,44% 2,48%

Assets-total 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00%

LIABILITIES

Debt in current liabilities 3,00% 3,10% 3,07% 3,34% 3,13% 3,74% 3,73%

Current Financial debts 7,03% 6,69% 6,87% 7,97% 8,21% 8,10% 9,08% credit institutions 6,11% 5,73% 5,64% 6,44% 6,08% 5,63% 5,95%

Trade debts 17,63% 16,91% 17,61% 16,99% 16,03% 15,87% 15,04% current liabilities-other 15,11% 13,98% 13,75% 13,60% 13,49% 13,58% 13,80%

Current liabilities-total 42,77% 40,67% 41,29% 41,90% 40,86% 41,29% 41,64%

Provis. and postp. tax 3,14% 3,31% 3,60% 3,15% 3,15% 3,32% 3,55%

Long term debt 21,10% 22,06% 21,29% 20,91% 21,80% 21,67% 21,27%

Financial debt 18,58% 19,38% 18,93% 18,69% 19,60% 19,30% 19,14% credit institutions 11,65% 12,45% 11,96% 11,83% 12,23% 11,67% 10,82%

Trade debts 0,18% 0,16% 0,11% 0,10% 0,15% 0,16% 0,18%

Reserves 8,68% 9,15% 9,06% 10,05% 9,94% 9,81% 9,91%

Liabilities-other 4,09% 4,27% 4,16% 4,35% 3,86% 3,25% 2,91%

Liabilities-total 79,77% 79,46% 79,41% 80,36% 79,60% 79,33% 79,29%

Shareholders Equity 20,23% 20,54% 20,59% 19,64% 20,40% 20,67% 20,71%

Tot. liab. and sh.hold. equ. 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% 100,00% in millions BF 6391400 6569300 7267100 8281900 9107200 9612400 9991800

Table A5 : Aggregate balance sheets of Large Non-flnancial Belgian flrms less coordination centers in % of total assets.

33