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Abstract. The capital structure of nonfinancial corporations is an important determinant of
their overall financial performance. In recent years, the capital structure of US nonfinancial
corporations has evolved significantly, due to a number of factors, including globalization,
technological change, and regulatory changes.

This paper examines capital structure of US nonfinancial corporations over the last decade.
Visualizing US net savings dynamics helps to explain identified alerting trends in net savings
structure. Global change in trends is highlighted.

It also finds that the negative net worth of the US non-financial companies sector is a
concerning trend, and that it is important to address the factors that have contributed to this trend in
order to strengthen the non-financial companies sector and protect the long-term health of the
economy.

The paper also identifies a number of general and specific trends that have influenced the
formation of multinational corporation (MNC) capital structures over the last decade. It argues that
the capital structure of an MNC can have a significant impact on its financial performance, and that
the optimal capital structure for an MNC will vary depending on the specific circumstances of the
company. However, in general, MNCs should strive to maintain a capital structure that is both
financially sound and sustainable.

Keywords: MNE, capital structure, nonfinancial corporations, United States economy, net
worth, net savings.

AHotauiss. Cmpykmypa kanimany He@iHaAHCOBUX KOPNOPpAyili € 8AXCIUSUM YUHHUKOM IXHbOI
3a2anvHoi  inancogoi disnbHocmi. OcCmaHHiMU poKamu CMpYKmypa Kanimauiy He@piHancosux
xkopnopayit CILIA cymmeso 3minunacs 6HACHIOOK psady ¢hakmopis, eKkaouaruu 2robanizayiro,
MEXHON02IUHI 3MIHU MA HOPMAMUBHI 3MiHU. Y yill cmammi po3210aemvcs CMpyKmypa Kanimay
neginancosux kopnopayiti CIIIA 3a ocmaune Oecamunimms. Bizyanizayis ounamiku uyucmux
3aowadxcenv y CILIA Oonomazae nosacnumu Us6ieHi MpUBONHCHI MeHOeHYil 8 CMPYKMYPI YUCUX
3aowaddicensv. Iliokpecntoemocs enobanvra 3smina mendenyin. Bin maxooic esasxcae, wo 6i0 emuui
yyucmuil kaniman cekmopy Heghinancosux komnauiti CLIIA ukiuxkae 3aHenoKOEHH S, 1 WO BAHCIUBO
PO3NAHYMU haKmopu, KL CNPUIU Yill meHOeHYil, oo 3MIYHUMU CEKMOP HePIHAHCOBUX KOMNAHIN
i 3axucmumu 00820 - mepMiH 300P08'st eKOHOMIKU. Y cmammi maKodic 8U3HAUEHO PO 3A2ATbHUX |
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cneyugiyHux meHOeHyitl, sIKi 6NIUHYIU HA POPMYBAHHL CIMPYKMYPU KANimMany mpaHCHAYIOHATbHUX
kopnopayiti (MHK) npomsecom ocmannvozco Oecsamunimms. Bin cmeepoocye, wo cmpykmypa
kanimany THK moowce mamu 3naunuii éniué Ha ii ¢hiHaHco8i NOKA3HUKU, 1 WO ONMUMATbHA
cmpyxkmypa kanimany 011 THK 6yoe 3miniosamucs 3a1exicho 6i0 KOHKpemHux 00Cmasun KOMNAHii.
Oonak, 3azanom, MHK nosunni npacnymu niompumyeamu CmpyKmypy Kanimaiuy, aKa € QiHancoso
HAOIHOW Ma CMILKOIO.

KurouoBi caoBa: bHII, cmpykmypa xkanimany, neginancosi kopnopayii, exonomixa CIIIA,
yucmuil Kanimai, Yucmi 3a0ua0NCeHH .

Introduction. The capital structure of a corporation is the mix of debt and equity that the
company uses to finance its operations. The capital structure decision is a complex one, as it involves
balancing a number of factors, such as the cost of debt and equity, the risk of bankruptcy, and the tax
implications of different financing options. To properly study the capital structure of corporations, it
is important to understand how its structure evolved over the last decades. The capital structure
decision is a complex one, as it involves balancing a number of factors, such as cost of debt and
equity, risk of bankruptcy, tax implications. The capital structure of corporations has transformed
over time in response to a number of factors, such as changes in the financial markets, technological
advances, and regulatory changes.

In the early 20th century, most corporations were financed primarily by equity. Debt was
generally only used to finance major investments, such as the construction of a new factory. However,
after the Great Depression, corporations began to rely more heavily on debt. This was due to a number
of factors, including the rise of institutional investors, the development of new debt markets, and the
introduction of tax advantages for debt financing. In the 1970s and 1980s, there was a wave of
mergers and acquisitions, which led to a significant increase in corporate debt. This was because
many companies were using debt to finance acquisitions. However, the high levels of debt that were
incurred during this period made many companies more vulnerable to bankruptcy during the recession
of the early 1990s. In recent decades, there has been a trend towards lower corporate debt levels. This
is due to a number of factors, including the increased availability of equity financing, the rising cost
of debt, and the increased risk of bankruptcy associated with high levels of debt.

The scientific study of capital structure has evolved over time along with the evolution of
corporate capital structure itself. Early research on capital structure focused on developing models to
explain the optimal capital structure for a given firm. However, more recent research has begun to
focus on the dynamic nature of capital structure and the role of factors such as managerial incentives
and investor preferences in shaping capital structure decisions. One of the most important advances
in the scientific study of capital structure has been the development of dynamic capital structure
models. These models take into account the fact that a firm's capital structure can change over time
in response to changes in its financial situation and the external environment.

The purpose of the research is to help to better understand the current state of corporation’s
capital structures and how they may transform in the future by identifying and understanding
structural trends.

The latest literature review. Despite a significant number of publications on the issues of
capital structure by foreign [1-8] and national [9-20] authors, the general overview with global trends
have yet been left aside.

Research results. The capital structure of corporations is the mix of debt and equity that a
company uses to finance its operations. It is an important determinant of company's financial risk and
cost of capital.

To properly study the capital structure of corporations, it is important to understand how it has
evolved over time. This is because the optimal capital structure for a company can vary depending
on its industry, stage of development, and the overall economic environment.

In recent decades, the capital structure of corporations has undergone significant changes. The
evolution of the capital structure of corporations has important implications for the real economy.
Nonfinancial corporations are the backbone of the real economy, and their access to capital is essential
for economic growth.



The evolution of the capital structure of corporations is a complex and dynamic process. It is
influenced by a variety of factors, including economic conditions, technological change, regulatory
changes, and the preferences of investors and managers. To properly study the capital structure of
corporations, it is important to understand the forces that have shaped it over time. This will help us
to better understand the current state of corporate capital structures and how they may evolve in the
future.

Nonfinancial corporations represent the real economy, which is the primary driver of economic
growth and wealth distribution. For example nonfinancial corporations in the United States play a
critical role in the economy by steadily generating half of domestic income (Figure 1).

25000000 100%

|Gross domestic income (GDI) by Sectors|

90%
. 1 Gross domestic income (GDI) 999 Recessionl 4 Nonfinancial corporate business
2021; 50%

20000000 80%

2 Households w3 Nonfinancial noncorporate business ~ BB 5 Financial business

6 Federal government 7 State and local government 9000 % Nenfinancial corporate business 70%

2009; 48,1%

15 000 000 60%

1981; 56,4% 50%

1960; 52%

10000 000 40%
30%
5000000 20%

10%

0 0%

1960 1962 1964 1966 1968 1970 1972 1974 1976 1978 1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

Figure 1: US gross domestic income by sectors. Developed by the authors on [Source: U.S.
Federal Statistical System, 2023].

Nonfinancial corporations are the backbone of the real economy. They produce goods and
services that people need and consume, and they employ millions of workers. When nonfinancial
corporations do well, the economy tends to do well.

In contrast, the financial sector is often seen as being more speculative and less productive.
While the financial sector can play an important role in supporting economic growth, it is important
to remember that it does not create value on its own. It simply allocates capital from one place to
another.

The non-financial corporate sector has shown a steady increase in absolute GDP contribution,
but its share of total GDP has remained relatively constant at around 50%. Conversely, the US net
savings contribution by nonfinancial corporations has also grown steadily, but it exhibits a cyclical
pattern that correlates with periods of economic expansion (Figure 2).
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Figure 2: US net savings structure (before 2004). Developed by the authors on [Source: U.S. Federal
Statistical System, 2023].



The dynamics of US net savings in the US have been concerning since the 2001 recession. Prior
to 2001, the US economy experienced cyclical growth with periodic downturns. During downturns,
the net savings of the US would typically decline. However, following each downturn, the net savings
would rapidly recover. This pattern of rapid growth following periods of decreasing budget
expenditures was broken by the recent pandemic and geopolitical tensions. The pandemic caused a
severe recession in the US economy, and the net savings of the US declined sharply. However, the
recovery from the pandemic has been slow, and the net savings of the US has not yet fully recovered.
The geopolitical tensions caused by the war in Ukraine have also contributed to the slow recovery of
the US economy. The war has led to higher energy prices and supply chain disruptions, which have
increased costs for businesses and consumers [Khaki, Akin, 2020].

Another intriguing observation about US macro trends is that prior to the 2001 crisis, the
economy's net savings were consistently several times greater than those of nonfinancial corporations
(up to three times) (Figure 2).

After 2001, the net savings of the economy as a whole fell (the economy was spending more
than the real economy was generating). Since the recovery in 2014, the net savings of the economy
as a whole have surpassed those of the real sector alone, but have declined steadily since 2021 (Figure
3).
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Figure 3: US net savings structure (after 2003). Developed by the authors on [Source: U.S. Federal
Statistical System, 2023].

The slow recovery of the US economy and the low net savings are concerning because they
could make the US more vulnerable to a future economic downturn. A downturn could lead to a
decline in the net savings of the US, which could further weaken the economy.

One possible explanation for the decline in net savings is the aging population. As the
population ages, a larger share of the labor force retires and begins to draw down on their savings.
This reduces the amount of savings available for investment.

Another possible explanation is the rise of income inequality. As income becomes more
concentrated in the hands of a few wealthy individuals, the overall savings rate tends to decline. This
is because wealthy individuals tend to have lower savings rates than middle-class and lower-class
individuals.

The decline in net savings is also a reflection of the country's long-standing trade deficit. When
the US imports more than it exports, it is essentially borrowing from the rest of the world. This
increases the country's net debt and reduces its net savings.

The decline in net savings is a complex issue with no easy solutions. However, it is important
to understand the causes of this trend and to develop policies that can address them. This could include
policies to boost household savings, promote investment, and reduce the trade deficit.

Additionally, the decline in net savings could make the US more vulnerable to external shocks,
such as a global recession or a financial crisis. The decline in net savings could also lead to higher
interest rates, which could slow economic growth and investment. It also could make it more difficult
for the government to finance its budget deficit, which could lead to higher taxes or cuts to
government programs [Dao, 2020].



It is important to note that the decline in net savings is not inevitable. There are a number of
things that can be done to reverse this trend, such as increasing household savings rates, promoting
investment, and reducing the trade deficit.

For these reasons, it is important to focus on the capital structure of nonfinancial corporations
when trying to understand the overall health of the economy. By examining the capital structure of
nonfinancial corporations, we can gain insights into the factors that are influencing investment and
growth.

The capital structure of a multinational enterprise (MNE) is the mix of debt and equity that the
company uses to finance its operations. The capital structure decision is a complex one, as it involves
balancing a number of factors, such as the cost of debt and equity, the risk of bankruptcy, and the tax
implications of different financing options [Multinational Enterprises, 2020].

We have identified some general trends that have influenced the formation of MNC capital
structures over the last decade:

e Globalization: MNCs have increasingly become global entities, with access to capital
markets and investment opportunities all over the world. This has given them more flexibility in terms
of how they finance their operations.

e Technological change: Technological change has also had a significant impact on MNC
capital structures. For example, the rise of e-commerce has led to increased investment in technology
and infrastructure, which has required additional funding.

e Regulatory changes: Regulatory changes have also played a role in shaping MNC capital
structures. For example, the Dodd-Frank Wall Street Reform and Consumer Protection Act has
imposed new capital requirements on banks, which has made it more difficult for MNCs to obtain
debt financing.

e Increased use of debt financing: MNCs have increasingly relied on debt financing in recent
years. This is partly due to the low interest rates that have prevailed in many developed economies.
It is also due to the fact that MNCs have become more diversified, which has reduced their overall
risk profile.

e Growing importance of emerging markets: Emerging markets have played an increasingly
important role in the global economy over the last decade. This has led to an increase in MNC
investment in these markets. However, financing in emerging markets can be more expensive and
risky than in developed markets. As a result, MNCs have often had to use a mix of debt and equity
financing to finance their investments in emerging markets.

e Rise of sustainable finance: Sustainable finance has become increasingly popular in recent
years. This is a type of financing that takes into account environmental, social, and governance (ESG)
factors. MNCs are increasingly using sustainable finance to raise capital, as this allows them to
demonstrate their commitment to ESG principles to investors [Multinational Enterprises, 2020].

In addition to these general factors, there are also a number of specific factors that can influence
the capital structure of an MNC, including:

e Industry: Some industries, such as the airline industry, are more capital-intensive than
others, and therefore require a higher level of debt financing.

e Riskiness: MNCs with more volatile earnings or higher operating risk may need to use
more debt financing to reduce their overall risk.

e Tax laws: The tax treatment of debt and equity can vary from country to country, and this
can affect the optimal capital structure of the MNC.

e Agency costs: Debtholders have a higher claim on the MNE's assets than equityholders,
and this can lead to agency problems. Equityholders may take on more risk than is in the best interests
of the MNE in order to increase their returns.

e  Access to capital markets: MNCs with a good credit rating and a strong track record may
be able to borrow at lower interest rates than MNCs with a weaker financial position [Filipenko,
2021].

The capital structure of an MNC can have a significant impact on its financial performance. A
high level of debt can lead to higher interest expenses, which can reduce the MNE's profits. However,
a high level of debt can also lower the MNE's cost of equity, which can boost its profits.



The optimal capital structure for an MNC will vary depending on the specific circumstances of
the company. However, in general, MNCs should strive to maintain a capital structure that is both
financially sound and sustainable. The capital structure of an MNE is a dynamic decision that should
be reviewed regularly. As the MNE's circumstances change, so too should its capital structure. By
carefully considering all of the relevant factors, MNCs can choose a capital structure that is right for
them and that helps them achieve their financial goals.

The capital structure of an MNE is a dynamic decision that should be reviewed regularly. As
the MNE's circumstances change, so too should its capital structure. By carefully considering all of
the relevant factors, MNEs can choose a capital structure that is right for them and that helps them
achieve their financial goals.

To comprehensively analyze the capital structure of multinational corporations (MNCs), we
have chosen to commence our investigation with the largest economy, the United States, and its
historical capital structure. We have chosen to focus on nonfinancial corporations, as per the United
States Bureau of Economic Analysis (BEA).

Empirical evidence on the capital structure decisions of US non-financial corporations is
slightly different from theoretical groundings resulting in negative net worth of the US non-financial
companies sector (Figure 4).
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Figure 4: Capital structure of US non-financial corporations. Developed by the authors on
[Source: U.S. Federal Statistical System, 2023].

The negative net worth of the US non-financial companies sector is a concerning trend. It means
that these companies are more vulnerable to financial distress. If a company's debts become too large,
it may be forced to declare bankruptcy. This can have a ripple effect on the economy, as it can lead
to job losses and a decline in investment.

It is important to address the negative net worth of nonfinancial companies, as it is a threat to
the long-term health of the economy. One of key reasons to this are:

e theincreasing cost of doing business: The cost of labor has been rising in recent years, due
to factors such as a tight labor market and rising minimum wages. The cost of energy has also been
rising, due to factors such as the COVID-19 pandemic and the war in Ukraine. These rising costs
have made it more difficult for companies to generate profits.

e the financial crisis of 2008: The financial crisis of 2008 led to a decline in corporate profits
and a tightening of credit markets. This made it more difficult for companies to borrow money and
invest in their businesses. The crisis also led to a number of bankruptcies, which further weakened
the non-financial companies sector.

e the rise of shareholder activism: Shareholder activists are investors who pressure
companies to make changes that will increase shareholder value. This can include returning more
money to shareholders in the form of dividends and share repurchases. However, it can also lead to
companies taking on more debt to finance these payouts [Contemporary Trends, 2019].

The negative net worth of the US non-financial companies sector is a complex issue with no
easy solutions. However, the factors discussed above are some of the most important ones that have
contributed to this trend. It is important to address these factors in order to strengthen the non-
financial companies sector and protect the long-term health of the economy.




Conclusion.

The evolution of corporate capital structure has a number of implications for managers,
investors, and policymakers. Managers need to carefully consider their capital structure decisions and
balance the risks and rewards of different financing options. Investors need to understand the capital
structure of the companies they invest in and assess the risks associated with different levels of
leverage. Policymakers need to consider the implications of corporate capital structure decisions for
the overall economy, such as the potential for excessive leverage to lead to financial crises.

The capital structure of nonfinancial corporations is a dynamic decision that should be reviewed
regularly. As the corporation's circumstances change, so too should its capital structure. The optimal
capital structure for a corporation will vary depending on the specific circumstances of the company.
However, in general, corporations should strive to maintain a capital structure that is both financially
sound and sustainable for their specific business model.
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