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Abstract. Introduction. Multinational Companies (MNCs) are unique economic entities because of their
turnover, sales, global production activity and financial system. The defining feature of the MNCs functioning
is their ability to get free access to any resources in globalized economy. The transboundary movement of goods and services,
skilled labor and management, and thus experience actually means ensuring uninterrupted MNC reproduction processes globally.
Realization of such MNCs’ potential provides their strong financial system, which is currently recognized as one of the structural ele-
ments of the system of global finance.

Purpose of this article is to summarize contemporary theoretical and practical approaches to MNCs’ international financial
management as well as to disclose the special features of its functioning in contemporary global economy.

Results. The key aspects of MNCs'’ financial management are described. On the basis of author’s conclusions, the following six
components of MNCs’ international financial management are disclosed: working capital management, strategic financial man-
agement, financial instruments for long-term international financing of MNCs, mechanism of subsidiaries financing, planning and
forecasting of MNCs financial activity, theoretical approaches to financial decisions substantiation. Also, the correlation between
MNC financial system and global financial environment has been analyzed.

Conclusion. MNCs’ finance is a system of monetary relations, resulting in the economic activities of MNCs and is necessary for the
accumulation, allocation and efficient usage of capital and income funds. The peculiarity of the financial management of MNC is
that it is performed within the entire system of MNC. It means that financial flows have to be consistent within the activities of bran-
ches, subsidiaries and other structural units of MNC that are often found not only within the different regions, but also located in
markets with different rates of development, The result of financial goals achieving should be solving the issues of minimization the
cost of capital, maximization the value of MNC, rationalization of ratio between own and borrowed funds, ensuring the planned pro-
fitability, risks minimization, development and implementation of the standard indicators of equity, assets, sales, profits growth.
Keywords: International Financial Management; MNC’s Finance; Global Financial Environment; Long-term International Financing
of MNC
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Bynkort O. B.

KaHaMaaT eKOHOMIYHUX HayK, acucTeHT, KMIBCbKMIA HauioHanbHWUIA yHiBepcuTeT iMeHi Tapaca LeB4yeHka, YkpaiHa

CyuacHa cuctema Mi>kHapoAHoro ¢iHaHCOBOro MeHeMKMEHTY TpaHCHaLioOHaNIbHUX KOMMaHin

AHoTauif. NMpoaHanidoBaHo cyyacHi 0co6/MBOCTI Mi>KHAPOAHOrO (hiHAHCOBOIO MEHeXXMEHTY TpaHCHauioOHanbHUX KOpMo-
pauin (THK). Ha ocHOBi aBTOPCbKUX y3aranbHeHb BU3HAYEHO LWICTb OCHOBHUX €NeMEHTIB hiHaHCOBOro MeHeiKMeHTy THK:
onepauinHuii hiHaHCOBUA MEHEeOXXMEHT, cTpaTeridyHe hiHaHCOBe ynpaBsiHHA, MeXaHi3m hiHaHcyBaHHA aiAnbHocTi THK 3a
paxyHOK pecypciB MiXXHAPOLAHUX hiHAHCOBMX PUHKIB, hiHaHcyBaHHA ¢ini THK, cdiHaHcoBe nnaHyBaHHA Ta NPOrHO3yBaHHA
piAanbHocTi THK, a Takox TeopeTnyHe NiarpyHTA diHaHCOBUX pilleHb. BuABneHo xapakTep B3aEMO3B’A3KY i B3aEMOBMNINB
¢iHaHciB THK Ta rnobanbHoro ¢iHaHCOBOro cepenosuiya. 3anpoOnoHOBAHO KOMIMIEKCHY iMMMIEMEeHTaUilo BCiX efleMeHTIB
hiHaHCOBOro MeHeXKMEHTY 3 METOIO NiABULLEHHA 3aranbHoi edpeKTUBHOCTI CTPyKTypu THK.

KnioyoBi cnoBa: mixxHapoaHun diHaHcoBUN MeHemXMeHT; THK; rnobanbHe hiHaHCOBe cepenoBuLle; [OBroCTPOKOBE
Mi>KHapoaHe hiHaHcyBaHHA THK.
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Introduction. Nowadays activity of Multinational Compa-
nies is not only the driving force of internalization of businesses
but also of trasnationalization of entire national economic sys-
tems. Multinational Companies (MNCs), or Transnational corpo-
rations (TNCs), in essence are unique economic entities: accor-
ding to UNCTAD (2013, 2014) [1, 2], in 2008 there were 82000
TNCs with a total of 820,000 foreign affiliates. Their aggregate
activity is straightforward. Foreign affiliates of TNCs generated
sales worth $26 ftrillion (of which $7.5 trillion were for exports).
They contributed value added worth $6.6 ftrillion, up 5.5%,
which compares well with global GDP growth of 2.3%. Their
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employment numbered 72 million. The growth of international
production by the top 100 TNCs stagnated in 2012. However,
the 100 largest TNCs increased their foreign assets by 20%,
continuing the expansion of their international production net-
works. The foreign affiliates’ assets of top 100 TNCs in 2013
reached $8.3 trillion (total assets of top 100 TNCs were about
$14 trillion). Also, global value chains (GVCs) are typically coor-
dinated by TNCs, with cross-border trade of inputs and outputs
taking place within their networks of affiliates, contractual part-
ners and arm’s-length suppliers. TNC-coordinated GVCs
account for some 80% of global trade.
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The defining feature of the MNCs functioning is their ability
to get free access to any resources in globalized economy. The
particular stage of activity’s internationalization begins when
MNCs introduce or expand already existing mechanisms of
investment, innovation and financial activity, and transfer much
of them beyond their national economies. To prove this thesis, it
should be admitted that cash holdings by the top 5,000 TNCs
remained high in 2013, accounting for more than 11% of their
total assets. Cash holdings (including short-term investments)
by developed country TNCs were estimated at $3.5 ftrillion,
while TNCs from developing and transition economies held $1.0
trillion. Developing country TNCs have held their cash-to-assets
ratios relatively constant over the last five years, at about 12%.
In contrast, the cash-to-assets ratios of developed country
TNCs increased in recent years, from an average of 9% before
the financial crisis to more than 11% in 2013. This increase
implies that, at the end of 2013, developed country TNCs held
$670 billion more cash than they would have before — a signifi-
cant brake on investment.

Realization of such MNCs’ potential provides their strong
financial system, which is currently recognized as one of the
structural elements of the system of global finance. The
described processes are determining the relevance of research
on the theoretical aspects of the operation of the modern finan-
cial mechanism of MNCs.

Brief Literature Review. There are a lot of research papers
dedicated to the issues of MNCs activity as well as to its impact
not only on national economies but also on the global one.
Special attention to the MNCs activity are paid in publications of
UNCTAD’s scientists (UNCTAD, 2013, 2014) [1, 2], also in
numerous researches of specialists in international firm finance
such as Eitman D., Stonehill A, and Moffet M. (2013) [3],
Buckley, P. J. and M. C. Casson (2009) [4] et al. But thorough
study of those researches revealed that they are not reflecting
the full range of the theoretical substantiation of particularities
of MNC'’s financial mechanism functioning.

Purpose of this article is to summarize contemporary theo-
retical and practical approaches to MNC'’s international financial
management as well as to disclose the special features of its
functioning in contemporary global economy.

Results. MNCs' finance is correct to define as a system of
monetary relations, resulting in the economic activities of MNCs
and is necessary for the accumulation, allocation and efficient
use of capital and income funds. In that way MNC'’s finance is
a special system, not only because it ensures the smooth func-
tioning of the corporation, and their effective development and
allocation depend on the state of the world market, but espe-
cially by the fact that the financial system of MNC itself affects
the state of national economies and entire global finance.

While the current crisis evidenced the strong interrelations
between production and finance giving a boost to «financializa-
tion» approach, there is an urgent need to re-explore the nature
of financial mechanism of MNCs.

The peculiarity of the modern financial management of
MNC is that it is performed within the entire system of MNC. It
means that financial flows have to be consistent within the acti-
vities of branches, subsidiaries and other structural units of
MNC that are often found not only within the different regions
but also located in markets with different rates of development,
types of socio-cultural environments etc.

The investigation and analysis of the annual reports of the
biggest MNCs with high transnationalization indices distributed
geographically and by industry (Toyota Motor Corporation,
Nestle SA, Siemens AG, Ford Motor Company, Unilever PLC)
allowed us distinguishing six basic elements that form the sys-
tem of financial management of MNCs. These introduced ele-
ments clearly demonstrate the described above modern mech-
anism of interrelated economic and financial linkages within the
global economy.

In that way, the first element of modern financial manage-
ment system of MNCs is short-term or working capital ma-
nagement. Working capital management of MNC provides
management of corporation’s financial flows within one year (or
one operating cycle). This component is extremely important, as

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

it allows multinationals in the short-term run to accumulate a li-
quid funds that are in permanent disposal of MNC, ensuring its
effective functioning. A basis for such an effective management
is represented by a complex of short-term instruments that are
providing the liquid working capital.

The international working capital management requires
achieving the two basic objectives: (1) optimizing cash flow
movements and (2) investing excess cash [5, 6]. To achieve
mentioned objectives MNCs use following modern methods of
working capital optimization: (1) Accelerating cash inflows and
delaying cash outflows. (2) Managing blocked funds. This
instrument is essential in those host countries where the profits
repatriation from the subsidiary to the parent company is for-
bidden. (3) Leading and lagging strategy. (4) Capital budgeting
is the transformation of company’s equity capital and liabilities
into highly profitable assets. The particularity of capital budge-
ting in MNCs is that its assets are denominated in different cur-
rencies and therefore have geopolitical and financial risks. The
modern instrument nowadays used by MNCs is a system of
centralized cash management that allows considering the dif-
ferences on tax management, limitations on profits repatriation,
volatility of exchange rates [7].(5) Using netting/clearing to
reduce overall transaction costs. (6) Instruments of internation-
al transfer pricing for the purpose of minimizing the tax on cash
flow. (7) Accounts receivable management. This instrument is
very effective in intra-firm trade within the MNC’s subsidiaries
when management is focused mostly on global allocation of
resources, despite the crediting or delays in payments. (8)
Inventory management. MNC has to maintain inventory simul-
taneously in different countries, consider that transit time is
quite larger, customs procedures are quite lengthy, political risk
along with exchange rate risk is strong there.

Investing the excess cash clearly demonstrates the interre-
lation between cash management and international financial
markets. The Eurocurrency market helps in investing and
accommodating excess cash in the international money market.
Investment in foreign markets has been made much simpler
and easier due to improved telecommunication systems and
integration among money markets in various countries. But
there are some important aspects of such kind of investing—
MNC has [5, 6]: (1) to define the investments strategy — should
an MNC develop a centralized cash-management strategy or
maintain a separate investment for all subsidiaries; (2) to define
the country and the market for investments; (3) to diversify its
securities portfolio across the countries with different currency
denominations.

The second element is long-term financial management or
so called strategic financial management. Strategic financial
management encompasses long-term directions and priorities
of international financial activity of MNCs: (1) Development and
implementation of MNc’s financial policy and strategy. (2)
Development and realization of real investments and investment
portfolio. (3) Perspective budgeting. (4) Mechanism of long-
term financial resources generating. (5) Maximization of market
value of MNC. (6) Formation of optimal capital structure. (7)
International tax management. (8) Global allocation of assets.
(9) Factor analysis of global financial environment. (10)
International risk-management.

Strategic financial management is aimed primarily at
increasing profitability and market value of MNC via implemen-
tation of long-term effective management of its assets and lia-
bilities. The main purpose of strategic financial management is
to increase the financial capacity of MNC that means its ability
to use effectively its own financial resources and to attract debt
capital. Therefore, the development and implementation of ele-
ments of financial strategy should be based on usage of me-
thods of financial market forecasting. Thus the key priorities in
strategic financial management for MNC remain globalization of
its activities through foreign direct investment and international
production [8].

Financial strategy of MNC covers all aspects of its activities,
including optimization of fixed and floating assets, profit distrib-
ution, non-cash payments, tax and price policy, securities man-
agement and others. Thus, financial strategy of MNC is a gene-
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ralized functional model of actions that are necessary to
achieve mentioned goals through coordination and allocation of
financial resources of integrated structure. The main objective
here is to achieve full independence and self-accounting of sub-
sidiaries. Also MNC'’s global financial strategy has to focus on
(1) providing the effective producing of competitive products, (2)
host country resource mobilization, (3) the maximum reduction
of production costs, (4) the formation and distribution of income,
(5) the effective use of capital.

Note that all these methods will not only provide an efficient
seamless working capital management, but also serve as a tool
to minimize various types of risks that arise in the current activ-
ities of MNC. However, listed methods of financial management
currently implemented in a single system, known as Total Cash
Management [9]. Total Cash Management System allows MNC
to generate positive cash flow and ensure its effective use to
generate the future cash flows. Thus, the application of Total
Cash Management provides a platform for an agreed solution
both current and long-term objectives in international financial
management of MNC.

The third element of the MNC financial management is as-
sociated with the structure and characteristics of the methods
of financing the activities of MNC, and particularly with funds
obtaining. MNC unlike a domestic company has a great poten-
tial to get financial resources due to the geography of its activi-
ties. Therefore, the only issue for multinationals in this aspect is
the choice of the most efficient financial resources and their
sustainable management [5, 6]. Thus, MNC can form centra-
lized financial assets from the mother company or bring them
from consolidated branch network. MNC also has easy access
to the instruments of both local and global financial markets.

Taking into account the fact that the profitability and finan-
cial stability of MNC in the long run will be affected mostly by
long-term external (towards MNC) international financial
resources, we will focus here just on their analysis. It is also
worth to be noted that short-term international financing refers
mostly to the financing of working capital, but often these instru-
ments are extending and thus became long-term financial
resources.

Long-term funds of financial resources are [10]: (1)
Financing from creditors, mostly in the form of banking loans
and issuance and placement of debt securities but in the private
order. (2) Financing from investors in the form of issuance and
placement of different types of securities: stocks, depository
receipts, derivatives and others. (3) Eurocurrency financing:
previews MNC'’s financing in the host market by nonresidents of
this country in the third currency (e.g., euroequity financing,
eurobonds, eurocurrency loans etc.). (4) Foreign financing —
financing of MNC'’s activity in the host market by residents of
this country denominated in the currency of this host country.
MNC can obtain long-term resources in foreign markets in few
ways: (a) issue of bonds denominated in domestic currency; (b)
issue of stocks denominated in domestic currency; (c) banking
loans denominated in domestic currency; (6) official financing
(from international financial organizations).

The benefits from MNC international financing are caused
by several factors. First, MNCs tend to have a high credit rating,
and thus, access to cheaper resources. Availability of liquid
assets and intensive cash flow allow MNC to reduce the cost of
obtained capital. Second, MNCs are rapidly growing companies
that use markets opportunities around the world that provide
real sales growth. This greatly increases their investment attrac-
tiveness, which also reduces the cost of raising the funds. Third,
widely diversified MNCs’ activities provide their financial stabili-
ty and extend the opportunities for obtaining capital. Fourth,
MNCs are tightly integrated into the global financial system and
their finance are its structural element. Thus, MNCs are clients
of leading global banking organizations that provide conditions
for the transparency of their activities and, therefore, broaden
their opportunities to obtain debt funds from credit organizations
[8]. However, there are some drawbacks for multinationals in
this aspect. Thus, currency, transaction, political and economic
risks are often the determining factors that strongly influence the
decision about selection the financial resources.

0. Bulkot / Economic Annals-XXI (2015), 1-2(2), 8-11

10

The forth element is related with the previous one and co-
vers the problem of financing the subsidiaries of MNCs. Most
MNCs are interested in reduction of their subsidiaries funding
by the financial means of parent company. This results in a high
proportion of borrowed funds in subsidiaries’ capital. At the
same time, the increase of the share of obtained capital for
some companies became a precondition for investment. The
reasons are different. Some branches that have limited possi-
bilities of raising funds consider that the best way to increase
them is to invest through lending subsidiaries.

Choice of the mechanism of subsidiary financing is the
most important problem for MNC. There are three main groups
of financial funds available for subsidiary financing: (1) Funds
generated internally by the foreign subsidiaries — include
depreciation and noncash charges, retained earnings. (2)
Funds from within the MNC: funds from parent company,
funds from sister subsidiaries, subsidiary borrowing with pa-
rent guarantee. (3) Funds external to MNC: borrowing from
sources in parent country, borrowing from sources outside of
parent country, local equity. Ideally the choice among the
sources of fund should minimize the cost of external funds
after adjusting for foreign exchange risk. Simultaneously, the
firm should choose internal sources in order to minimize
worldwide taxes and political risk [3].

The next component of international financial management
of MNC is represented by the system of planning and forecas-
ting. Effective planning of financing activities and a global stra-
tegy of MNC’s development largely depends on the purpose
and orientation of top management, its organizational capacity
and intuition. Many companies are striving for immediate profit
without paying special attention to the long-term development
strategy and objectives. Although, this is possible only for a very
short phase of MNC'’s activity. With the aggravation of foreign
competition in the national market each MNC meets the need
to penetrate and develop new markets.

Also, MNC should pay special attention to the problem of
effective allocation of worldwide generalized profits with the pur-
pose of avoiding the high levels of taxes, currency risks, cur-
rencies/assets’ inconvertibility and other unfavorable global
activity. Several methods of financial planning are used for this:
(1) flexible budget, (2) percent of sales, (3) breakeven analysis,
(4) costs management, (5) situation plan analysis.

It should be admitted here that all activities of MNC are pre-
dicted mostly due to the sales forecast. Sales forecast accounts
movement in sales for the last 5-10 years, value of non-per-
formed orders, tendencies in future/new orders, analysis of cur-
rent state of market, calculation of sales within the commodity
groups and MNC in general. The sales forecast is the base for
drawing up pro-forma financial statements that are necessary
not only for the corporations themselves, but also could be
required by banks or other lenders for determining the MNC'’s
creditworthiness [11].

The last component of MNC'’s international financial ma-
nagement is strongly correlated with theoretical/mathematical
substantiation of MNC’s financial decisions. MNC in its activi-
ty applies a numerous economic and mathematical models
and algorithms that are widely used in financial strategy
implementation. However, a peculiarity of MNC’s activity
should preview considering specific global factors, including,
country and currency risks. Therefore, one should to introduce
those specific adjustment factors into models and algorithms.
In the light of our study we suggest to use financial manage-
ment models that are based on the criteria of their impact on
the assets and liabilities of the MNC as well as on its market
value.

Hence, the following mathematical approaches to manage-
ment of MNC'’s finance and the cost of its capital are used: (1)
Instruments for assets evaluation in balance sheet and (2)
Instruments for liabilities evaluation in balance sheet.

Thus, the cost and availability of capital is directly linked to
the degree of market liquidity and segmentation. Firm having
access to markets with high liquidity and a low level of seg-
mentation should have a lower cost of capital and greater abili-
ty to raise new capital [3].



Conclusions. This study approves that financial system of
MNC is a mechanism which ensures the implementation of its
main objectives not only in its financial activity, but also in ge-
neral economic activity, which can be measured not only by
simple extrapolation of current dynamics of economic indica-
tors, but also by analyzing trends and factors of the global finan-
cial environment, causing fundamental changes in the structure
of its main components.

MNCs, organized and structured as groups, are a locus for
a global valorization of capital, where productive and financial
valorizations are closely intertwined. In the context of a global
finance capital, dominating macroeconomic regime of financial
accumulation has a preeminent role in MNCs’ strategy.
Unfettered deregulation of financial markets and multiplication
of financial innovations gave a further boost to the transforma-
tion of MNCs, which can be defined as financial groups with
industrial activities. We consider that this thesis could be a fur-
ther topic for scientific investigation.
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