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The financialisation of the nonfinancial corporation. A cqtie to the financial turn of
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Abstract: One aspect in which nonfinancial corporations are said to be
financialised is that they have been increasingly engaging in financial
accumulation from which they derive a growing proportion of financial
income. This is what we call tfimancial turn of accumulatiomypothesis.

In this article we show that the evidence used to sustain it, in the US
setting, has to be reconsidered. Our findings show that, contrary to the
financial turn of accumulatiomypothesis, financial income averages 2.5%
ofn}v(]Jv v] o }E%}E S]}ve[ 5}5 1680y, dacillatihyg sinéeZ
the beginnings of the 1990s until 2005 and then declining. In terms of
assets, some of the alleged financial assets might actually reflect other
activities in which nonfinancial corporations have been increasingly
engaging such as tax avoidance, internationalization of production,

activities refocusing and M&As.
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1. Introduction

Financialisation is nowadays a buzzword. More than that perhaps, the buzzwtire 2010s,

as Christophers (2015) claims. Starting originally in a Marxist tradition (MagdSffieezy,
1987), it has later expanded to broader heterodox economic literaturpjcafly post-
Keynesian (G. A. Epstein, 200%conomic geography (Christophers, 2012), parts of
mainstream sociology (Lin & Tomaskovic-Devey, 2013) and, ventlyedeocan even be found

in mainstream economics (Admati, 2017). Such a wide disciplinary and theoretical hesag
come with a lack of precision or, the flip side of this, a multiplicity of approaches.

Van der Zwan (2014) finds three different strands: financialisation as a changeryxday life,

as a change in corporate management (the introduction of shareholder value raation)

and as a new regime of accumulatidrapavitsas (2013, pp.t8) puts forward a different
(class-based) analysis, distinguishing among changes in nonfinancial corporations (NFCs), banks
and households. We find this a clearer distinction as it allows for a better ideaitiin of each
actor involved. The focus of this paper will be the financialisation of the NFC.

Even when considering a narrower scope, such as the financialisation of the NFC, titere is
general agreement on the precise dynamics it involves. Table 1 shows some of theiteast
papers regarding the financialisation of the NFC. On one side it confirms, as in \Anater
(2014), that shareholder value orientation and the financialisation of the NFC resme b
sometimes used as synonyms reflecting the growing relevance of shareholders ovesttbé r
stakeholders of the firmespecially the labour forceOn the other hand, it puts a specific
dimension for NFCs whicls their engagement in financial activitiehe literature has
identified two different channels for this engagement. The first is related to the increased
transferof earnings from NFCs to financial markets in various forms such as intayesepts,
dividend payments, and stock buybacks. This channel is closely linked to mhacyrof
shareholder value orientation since the increase in share buybacks and disisimting in

the 1980s is largely due to the higher pressure exerted by big institutiomegtiors (Lazonick



~ Kdullivan, 2000). It also reflects the results of increased leverage through intereseiaym
The second channel is related to the increased acquisition of financial assets/fiicimNFCs
derive a growing proportion of financial income.

[Table 1]

Regarding the latter, it is claimed that the involvement in financial activiias been
dramatic: the ratio of financial assets to nonfinancial assets has gone from 40960nto
120% in 2001 (Orhangazi, 2008, p. 866) -95% if we update to 2012 théhiiatio of portfolio
income has gone from less than 10% in 1950 to 40% in 2001 (Kri@®®&r, p. 185)20% if
we update to 2013, last information availeabHence, according to Krippner (2005, p.181),
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However, in this article we Wacrutinize the empirical evidence used to support those types of

claims, or what we define as thianancial turn of accumulatiomypothesis. We define this

hypothesis following the meaning given in Table 1, that is, as the contention that there has

been an aggregate trend in which NFCs are increasingly acquiring financial asse&s o ord

obtain a higher proportion of their income out of themlo underscore, we are concerned

here with the general trend, whilst understanding that there could be significant variation in

particular firms, as cases studies have shown (Froud, Johal, Leaver, & Wildagj)sald we

will confirm.

We will focuson the main pieces of evidence that have been adduced: the increase in financial

assets held by NFCs and the increase in financial income received by NFECalsw/laihalyzing

! Durand and Gueuder (2018, p. 128) propose the tefimancial turn of accumulationto define the

V EE S]A 3Z § NepuPP e3s ey +3]15u3]}vZ (]¥E % Jve [VAESW FA &Su vis + §
strategy of lead firms shifted towards higher short-term profitability thgbufinancial incomes at the

expense of productive investmeénX _ t (}oo}A 3Z (Jvli8]}v o}e oC oORZMIBZ A]JSZ}us (
substitution of one type of investment for another but rather gying financial investment and financial

income on their own.



their cash flow statements. We will concentraten the United States of America (USA
between 1950 and 2016 since this is where most of the literature is focused.

In order to perform our analysis, evmake useof three different and complementary
databases. The& @E o Z <FifiaAcidle Accounts of the USA (FAUSA) and the Statistics of
Income (SOI) from the Internal Revenue Service (IRS) provide aggregate, domestiatiofor

for all corporations. Moreover, the latter present information disaggregated bydizssets.

The third database is Compustat firm-level information for listed US corposatiwat presents
consolidated data for the parent company along with its national and rimational
subsidiaries. This provides an approximate notion of the worldwide activithasfe firms.
Additionally, Compustat allows us to presentovel analysiSoOE & [¢ §}5 0 s}uE v e ¢ }(
cash based on their Cash Flow Statement.

The main contribution of this paper is to show that financial accumulation waa sighificant
strategy verified in aggregate terms for NFCs. Some of the assets taken into accswpport

the financial turn of accumulatioypothesis are, in fact, intangibles and FDI. In terms of
income, financial income has increased in the last decades but remained aroundfZdigs o
income since 1980, even decreasing in the last years. As stated by Fiebiggr f2QEE€s are
specializing in financial activities in order to make profits outs of thesedins that the result

has not been positive overall. These results also hold when we distinguishgadifferent
sizes of enterprises.

The rest of the paper is organized as follows. Section 2 revises the literature that suggests a
movement to finance, or what we call tHimancial turn of accumulatiohypothesis. Sectio
presents the data and section the methodology. Section 5 shows, separately, the results
from the empirical analysis of asset, income and cash flow compositiotiorsécfocugs on
differences by size while Section 7 discusses the results. We finally give sooledicg

remarks in section 8.



2. Moving to finance

This idea can be traced back to the Monopoly Capital thesis. In an economy trapped in a state
of stagnation, as characterized by Baran and Sweezy (1966), regular ways of rapsorbi
surpluses such as capitalist consumption and investment become insufficient. Speculation
appears as one of the new channels for mopping up surpluses (Magdoff & Swe8zy, 1
Although not necessarily sharing the idea of a stagnant economy, Crotty)(208 Orhangazi
(2008) also state that NFCs started using, in the beginnings of the ,1880mcreased
percentage of their internal funds to buy financial assets and financial subsidiartesstart

new financial arms themselves. For Krippner (2011) the degree of high labor ayildahome

and increased international competition abroad induced nonfinancial ficmvegithdraw capital
from production and divert it to financial markets. Similarly, Davis (R8idtes that due to
declining profitability, slower global aggregate demand growth and increagetlange rate
volatility, NFCs shifted away from fixed capital toward financial assets. In Stocleng2004)

and Tomaskae-Devey et al (2015), the emphasis is putasshift in management preferences
caused by the hostile take-over movement and changes in pay structure which aligried th
interests with shareholders”. Due to these transformations, NFCsnizecoaore rentier-like
abandoning growth-oriented priorities and started investing in financial markets.

Both macro (Crotty, 2005; Krippner, 2011; Orhangazi, 2008) and rfidavis, 2016; Froud

et al.,, 2006) level datdhave been used in favor of thdinancial turn of accumulation
hypothesis. Among the former, the increase in the ratio of financial assets to norcitshan
assets based on the FAUSA, which went from 40% in 1950 to 120% jri208dally used to
show the movement from productive to financial activities (Orhangazi, 2008, §). 8Bis is
complemented with a ratio that intends to show an increasing share of incomengofram
financial sources (Krippner, 2005, p. 18B)the case of the micro evidence, we find scholars
focusing either in some case studies as in Froud et al (2006) or analysis dradbé

aggregations of micro data as Davis (2016) who uses firm-levelaaemonstrate a shift in



the asset structure of NFCs towards financial assets and a declining gap between the cost of
borrowing and the financial income for large NFCs.
In terms of econometric analysis, in most of the cases, the objective ®itoate the impact
of the financialisation of NFC on capital expenditures distinguishing the two diffenamnels
we made reference in the previous section: the increased transffararnings from NFCs to
financial markets in various forms such as interest payments, dividend paymedtstaok
buybacks (Orhangazi, 2008, p. 877) and the flow of indb@enonfinancial corporations earn
due to their investment in financial assets and financial subsidiaries such as interest and
dividend income (Orhangazi, 2008, p. 877). The latter is, evidently, the clogbstfinancial
turn of accumulatiorhypothesis. Results on this channel are mixed: while Hecht (2014, p. 32)
and Auvray & Rabinovich (2019) find no statistically significant effdataricial income on US
E & rdal investment decisions, Stockhammer (2004, p. 735) and Orhangazi (f2@388) do
find negative statistically significant effect in some specificati@@mnversely, Davis (2017)
finds a positive and significant effect of financial assets, for all firms, agcial profitability,
for big firms.

3. Data
One of the novelties of this paper is to deal, simultaneously, with three different and
complementary databases. Table 2 provides a summary of the information usieid jpaper
contained by each of them. In all cases we are dealing with corporations, i.e. wat dka
into account the noncorporate sector. The FAUSA and SOI provide aggregate and separate
information for financial and nonfinancial corporations. In both cases thendi&in is based
on the main activity reported by the firm following the Standard Industrial Classific&8tL)
used in years prior to 1998 and the North American Industry Classification S{S#IGS)
after 1998. Compustat provides firm level information for listed comgmnivhich we

aggregate and also organize according to the SIC code of each corporation exichaiogl



firms identified by the primary codes from 6000 to 6799 as well as thases in which the
industry format belongs tadnancial serviceX [

[Table 2]

All the information we use from these databases is standardized and odaisali The latter
represents an advantage since we are including information from financial subesdikr the

case of the SOl and FAUSA, the consolidation is done at the domestiwhdeeh Compustat

it is domestic and international. The latter also allows to identify firmsviddally while the

SOI cover up to 15 different asset sizes (updated over the years). By means of thisabke are

to study the different dynamics involved in small and medium corporatimmspared to that

of listed ones which are usually the biggest of the economy. For exampleld) @dly 4,955
listed NFCs held 69% of the assets of 4,943,231 NFCs reported in the SOI.

For the asset analysis, we will use the three databases although focusing on the FAUSA and
Compustat since the former presents the most disaggregated list of Assets while the latter is
the only one that allows to identify a particularly important asset for our argumenbd@!.

The SOI will be used to analyze the differences in terms of asset size. Finally, the FAMJSA all
to distinguish those assets held outside the USA in the form of Foreign Direct Inveg&bént

For the sources of income we will base our study on the SOI and Gaanhphile the former

has the largest number of items and many of them are different types ofdiahimcome, the
latter allows to identify another type of financial income: that belomgito the financial
divisions of some NFCs.

For the Cash Flow Statement we will only focus on Compustat. The FAUSAvaltushkind

of data but the information is presenteth more detail in Compustat. For instance, while

Compustat presents issuance and share buybacks or issuance and reduction of longkderm d



separately, the FAUSA only show net informatibhe complete list of items used in Figures
and Tables is available in Table?Al.

4. Methodology
The methodological discussion, both for asset and income compositiataised to two broad
topics: what is considered asfinancial asset/income and how its evolution is measufeat
the asset analysis, the first question is relevant since, as Crotty (2005pruashgazi (2008)
recognize, practically the entire increase in financial assets over total assatstis a residual
variable, dnidentified miscellaneous assdtsvhich is considered as financial by the FAUSA.
Identifying individually the assets it contains, with the help of Compusiditbe fundamental
to assess whether or not there has been such an increase in financial assets.
The second question relates to measurement. With a very similar aim asavis (2016)

EE] » }us v AZ pu-slA v 0Ce]e }¢orsigerrig foar vategeides Hf
financial assetén Compustatt Zash and short-term investmenfsibtal current receivable$
@ther investments and advancés) wthef financial assetkIn her case, those categories are
normalized by sales in ordeto avoid possible biases stemming from the fact that an increase
in financial assets relative to assets requires by definition a decline ifinaooial assets
relative to assets (Davis, 2016, p. 118However, if we are telling a story about how NFCs
become moreintensivein financial assets, by definition, this is compared to other types of
assets. Normalizing by sales fails to capture this dimension because, a prigpesalbf assets
could be able to increase. Therefore, we chose to normalize by total dssets.
In terms of sources of income, using different datasets Krippner (2005, p.-388), Crotty
(2005, p. 107) -SOI-, Orhangazi (2008, p. 866) -FAUSA- aad2nd®, p. 135) -Compustat-

arrive at similar conclusions: basically, that financial income has becaigaificant source of

2 In terms of overlapping among categories, the comparisons we carry for §52a#SA vs. Compustat)
and income (SOI vs. Compustat) in all cases suffer from different gecgabpbdope which makes an
exact matching impossible. Nevertheless, as we mentioned befegesee this as an advantage rather
than a flaw considering the different types of dynamics they shad that the results are consistent for
all the performed analyses

3 Results do not change nevertheless if we normalize by sales. See SectionPiguaadh1.
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income for NFCs. The measurement discussion is relevant beedineeigh Orhangazi (2008,

p. 865)]vs v « 3} «Z}A §Z § E& e« and@incréasig JshjrePof their income from
financial sourceg and Krippner (2005, p. 1823,Z growing Ju%e } &S v }( Z%}ES(} o]} Jv }u
Y & o 3]A 8} E Avp Pv E § C %E} pu 3]A VEIAGS] p @ Jv % E
E & fifancial income relative to total income. Instead, they measure financial incontéevecla

to some measure close to profits. For Krippner, it is profits plus depreciatmmeaaices, while

for Orhaganazi it is operating surplus.

As shown in the mathematical Appendix, this type of ratio can give meaningless results in
which the cost of financial activities is increasing (so profit is decreasingtetedis paribus,

the ratio of portfolio income is increasing. As Crotty himself (2005, pp ¥ W ~ us]}v ]e
required in interpreting the meaning of this time series because the numerates dmt

deduct the cost of acquiring and holding financial assets, while the denominatodésclu

profit, which is a net revenue concept. This gives an upward bias to this series thdtbeoul

e ¢35 v3Krippn¥r (2005, p. 183) also acknowledges this fact and that is why she takes into
account depreciation allowances, 08Z}uPZ +«Z & }Pvyene adghehted by
depreciation allowances, corporate cash flow is still a ofetost measure X dZ €& (}E& U SZ
overestimation problem still persists.

The best way to compute the importance of financial activities for NFCs would dadcidate

financial profit as a percentage of total profit. Accurate information to do so,evew is not

available. Although there are various items related to income from financial activities, th
associated costs which are exclusive to financial activities are impossible to gauggistitige
information which, in most of the cases, is limited to financial expen€esnputing all

financial expenses would overestimate the cost of acquiring and holding finasskets singe

for example, financial expenses include interest from debt taken to financeuptive

activities. Available information can only provide a rough idea of the finbposition of NFCs.

Therefore, we opt for a second best in terms of measurement which is to coniimatecial



income as a percentage of total income. By doing so, we eliminate all |gdsisib arising from
comparing a pure revenues stream with a idéteost measure.
Regarding the components of financial income, Kripner (2005, p. 182) and Crotty §2005)
consider income from interest payments, dividends and capital gains froestiment while
Orhangazi (2008, p. 866), interests and dividend income. The selettioese items can pose
two shortcomings: one of overestimation and other of underestimation. The formefased
to including dividends from domestic and foreign corporations as part of financial income since
they may perfectly be related to non-financial activities held by subsidiaonversely, the
possibility of underestimating financial income is due to the way irclvborporations fill their
annual reports. Those corporations with a strong financial activity usually miréseome
statements from their industrial and financial divisions consolid4t&tierefore, an important
proportion of financial income appears as part of total revenue in aggregate statisicenly
with CCM (CRSP-Compustat Merged database) that we are able to identify income from the
financial division although starting in 2010.
Finally, for the Cash Flow Statement we compute the evolution of total sourcesissasdof
funds. This analysis will allow to verify that of the asset and income structure.

5. Results

a. Asset structure

Table 3 confirms that the most important change in terms of assets, using the RAdd®&en
the dramatic increase o#inidentified miscellaneous assefs.
[Table 3]
Until 2010, the total financial assets not including miscellaneous iteaws, in fact, remained
lower as a proportion of total assets than the decade of the 196@surel analyzes the
evolution of those assets. Whiléghoney market fund shargdisplay a small rise, it can be

clearly observed$Z § §Z u i}E |]Vin&cial ajset<Zless unidentified miscellaneous

4 See for example Ford Annual Report (2015, p. 106) , Volvo Annual Report (280%,00 General
Electric Annual Report (2014, p. 128).
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assetdin fact derives from direct investment abroad which goes from 2% in 1®4@% in
2015. The question is, then, about the ultimate goal of that FDI.

Cross-border investment is considered as direct investment in internationatstatwhen the
ownership stake is at least of 10 per cent. With that threshold it is assumed a lasting interest
with the intention to exercise control over the enterprise. This is how it is disited fran
foreign portfolio investment, much more related to short-term holdiog speculation on
foreign equity market Financial studies also consider that threshold as an indication of
exercising control over the company (see for example La Porta, ldep8itanes, & Shleifer,
1999; La Porta, Lopeale-Silanes, Shleifer, & Vishny, 200@preover, 84.7% of all US foreign
affiliates are majority owned (Fiebiger, 2016, p. 5) and scholars who discudevées of FDI
usually characterize them either as market-seeking, efficiency-seeking or reseeldaes
(Milberg & Winkler, 2013, p. 132); clearly more related to real or regular activitifteedirm
rather than financial purposes. In a nutshell, this indicates that financial speculation dbes no
seem to be behind the increase in FDI.

On the other hand, not speculating on foreign equity market does not mean that bthes

of financial income might not be pursued. As it is indicated in Figure & we take into
account the destination al FDI, especially in the last couple of years, it igshdéaax havens
have been featuring prominently. Although the motives are usually associated to tax
avoidance (Desai, Foley, & Hines Jr, 2006) we will later evaluate iorS&letif some source of
financial income is also at stake.

[Figure 1, Figure 2]

We now move todnidentified miscellaneous assdt€rotty (2005, p. 104) stated that, at the
time of hisresearchk A v & @& o Z « EA }viuleSe ] Vv[3 IVIA AZ] Z I]v
in that category or even if they were financial at all. The FED (201%) diefied the

definition:

11



Unidentified miscellaneous assets, which is calculated residually, may include such

items as deferred charges and prepaid expenses, goodwill, other intangible assets,

and intercorporate holdings of corporate equity. Intangibles can include such

items as copyrights, patents, distribution rights and agreements, easements (gas,

water, and mineral rights), franchises and franchise fees, trademarks, and client

lists.
It is worth noting that almost all these assets are intangibles rather than financial.
Consequently, sometimes they have been excluded from the broader list of financiad asset
(Doepke & Schneider, 2006). Among unidentified miscellaneous assets, goodwiltdiavant
preponderance (Davis, 2016, p. 117). This asset is defined as the amoumintlatuiring

}u% vC % Ce (}CE § EP § }Ju% vC }valWE (RS I @UBn&ds }}I

Combinations) Theoretically, it is explained by the routines, procedures, cultures, etc. which
are not individually identifiable pu § 8§} }u%o v ClpeprActiq, given the difficulties to
measure such items, the amount of goodwill depends on the fluctuations ofttiek market,
especially on the bull process verified in the weeks preceding M&A (Serfati, .2008)
Nevertheless, the fact that goodwill has increased as a proportion of totalsabset to be
interpreted cautiously. This is due to the fact that goodwill is valued throonglairment (IAS
36 v Impairment of Assets) }JvE§E EC 3} u}ES]I §]}vU C AZ] Z <« S<[ A o}
according to a specific schedule, impairment implies that the value of an asset, radeis
goodwill, is decided by a test that compares the total profit expected todmeiated by that
asset with its book value. Therefore, goodwill does not necessarily disappmar tfre

accounts throughout time.

5 fFinancial assets are entities over which ownership rights are edotuy institutional units,
individually or collectively, and from which economic benefitaynbe derived by their owners by
holding them, or using them over a period of time; they diffieem other assets in the System of
National Accounts in that there is a counterpart liability on the pdranother institutional unit (except
for monetary gold and Special Drawing Rights (SDspanisation for Economic Co-operation and
Development, 2001)
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We confirm the more relevant role of intangibles using Compustat. Figu@stgows that the

most prominent change in the asset structure of NFCs is the increase in intangjblaball [

+ dther intangibleg which, starting from less than 0.5% in 1961 reaches around 25% in 2015.

Av ]85 8 ES 8§} odawiill [lnds bdery Id most of the years, around 50% of total

intangibles (and closer to 60% since 2002). The remaining intangibles aresdddfin
}u%o peS ®ther idtangibledwhich, as in the case doodwill[ have also little to do with

financial assets. Most of the assets frodmidentified miscellaneous assdtsesides goodwill,

such as patents, copyrights and licenses,pweon  othervs vP].0o <[

[Figure 3]

However, the figure still portrays an increase in some financial as&ssh and short-term

investmentg[display a U-shaped curve starting in 10% of total assets in 1961, then falling to 5%

in the beginning of the 1980s before increasing back to 10% in the 1996&% theyhave

since remained.Dther asset$have also increased, although this is a residual category that

includes different types of assetsDther investments and advancfisve also increased from

2% in 1961 to 5% in the preserReceivablefpresent a discrete jump in 1988, from 11.8% to
i6XA9 vis pu S8} Z vP ]Jv E& [ *SE S P] » WSE Ppeols}vX Z vP

October 1987, the Financial Accounting Standards Board issued its Statement No. 94 whic

tried to reduce the off-balance sheet financing by requiring the consolidaticadl ahajority

owned subsidiaries in financial statements (Wiedman & Wier, 1999). Parent comperaies

off-balance subsidiaries in order to transfer corporate receivables and leases, repmmting

their net asset position in their own balance sheet improving their debt/equégyrn on

investment and receivables turnover ratios (Cormier, Andre, & Charles-Cargnello, 2004).

Neverthelesd) $Z % E} %} E A} k[ Z - v E +]JvP ¢]Jv 3Z ]+ & § Z

6 Although normalizing by sales, Da@816) o0+} «Z}Ae §Z § 3Z (Jvv ] 0 ¢ 8¢ 8Z § ]v E -
and short8 Eu JVA *3u v3e[ Vv V}3Z E e+ § 8Z § «Z 0 (jv.Hopeve ®E E (]Jv v ]
shown]v Z & %% v ]EU Z}3Z EE (]} & pdEH vS e Sp0~ FuBYSS &€ ]S u
ee Se[ ~ }Ju%opeS § ]S u 006X dZ » & V}S§Swin Fgur@&Ad @ oUnAppehdix wes
also normalize by sales and the patter displayed by different assets $athe as normalizing by assets.
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It is also important to remark that Compustat presents consolidated informatiortrearéfore

we are not able to distinguish between parent and subsidiary informationit(isshot possible

to assess the stock of FDI like we did in Figure 1). Being consolidated, othénehand,
implies that all subsidiaries are included, even the financial ones.

On the other hand, if we compare the asset structure Bf3Nand financial corporation$()

we can see in Figurkthat for the latter: (1) the amount ofZash and short-term investmeés|

has decreased, instead of increased, over practically the whole period; (2) the main
component is#ceivableg- more than 40% (3) ZtKer investments and advancésomprisea
higher proportion of assets.

[Figure 4]

Figure 4 also allows to calculate a rough benchmark in order to identify wiki€ls kesemble
more the structure of FCs. The§A} u}+*3 Ju%}ES v reeeivable @nd @her
investments and advancg¢swhich average 46% and 23% of total assets respectively. The
former is a particularly important asset in tffieancial turn of accumulatiohypothesis since it
represents the monetary obligations owed to a company by its debtors oomess. We take

an arbitrary lower percentage for NFCs and identify three cases which resemble the structure
of FCs: a) NFCs with more thé®6 of Feceivabledover total assets, b) NFCs with more than
15%o0f @ther investment and advancgever total assets and c) NFCs with more than 35% of
receivableqover total assets and 10% dther investment and advancgsver total assets.
Figure 5 shows the results: since the 1980s, an average of 7% and 5% of listed NFCs
accomplish criteria a) and b) respectively, although with a clear lower trend. Moreover, only an
average of 27 NFCs since 1980 meets criteria ¢) -less than 1%. In the case of FCs, 50%6, 58% an
28% respectively accomplish those criteria since the 1980s.

[Figure 5]

7 And it also presents a discrete jump in 1988, which confirms thetliatt both for FC and NFC, the
increase was due to the aforementioned change in regulation.
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In a nutshell, we consider that the validity of thieancial turn of accumulatiotypothesis is
weakened once we take into account that: a) some of the alleged financial assets which als
showed the highest growth are, in fact, FDI, goodwill and other intangibles, b) ts¢ mo
impor§ v3 (Jvv]o ¢¢38 (JE & *U ZE ]JA o0 *[U Z » v E °<JvP (}
1988 and c) the number of NFCs with significant proportion of the two imgmbrtant assets

for FCs is less than 1% and has been decreasing since the beginning of theMi®80ser,

even though some clear financial assets have increased, as in the cdastoand short-term

ivA «3u ¥dtedoes not necessarily mean that NFCs are making profits out of them. The
same claim can be applied to less clear cases such as FDI. To effectively sustain difis kind
argument we would need evidence showing to what extent financial incbesedisplaced

u } CEtraditional [ sources of income. This requires, in other words, to examine the income
statement of NFC¢ the topic we analyze next.

b. Sources of income

Figure 6 illustrates the dramatic differences that arise depending on the denominator chosen
to measure the relevance of fiv ] o Jv }Ju X Kv $Z &E]PZ3 -] A (Joo}A <
methodology and use cash flows (profits + depreciation allowances), on the lefiveidse
revenues. It confirms the overestimation bias due to comparing a pure revenues stream with a
net-of-cost measure. In Figure A2, in the Appendix, we compare twafrebst measures:
financial profitability over total profitability. Although results are tedlifthe ratios tends to be
negative for the whole period and worsens since the 1980s), they hauee tmterpreted
cautiously since we compute all financial costs rather than those related onfiyancial
activities.

We will rather focus on the left side of Figusavhich still tells a completely different story
than the financial turn of accumulatiomypothesis regarding the importaned that type of

revenues on the general income structure of NFCs. Even considering dividends from foreign

8 The increase in money market funds shares we saw in Figure 1 is included in thes lsedadory.
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and domestic corporations (which are not necessarily financial), this typeahe is usually
below 2.5% and only in 2005 it surpassed the barrier of 3% due to a tdayol repatriated
profits. If we only take gains on capital and noncapital assets and intethst®ggregate is
usually below 2%. Moreover, financial income presents a clear upward trend theti
beginnings of the 1990s, oscillates until 2005 and then dramaticallyndedfihis also happens
He]VP <E]% % v [+ The3asdt o falts, but especially the decline are contradictory
with the fact that the whole period belongs to what has been regarded a finance-led capitalism
(Guttmann, 2016).

The main component of financial income is always interest income. Ere(#§16, p. 11)
shows that both interests received and paid share practically the same trend, which is also
similar to the evolution of the interest rate. Therefore, the evolution of the nc@imponent

of financial income seems to be more a by-product of monetarycypatther than an active
speculatve activity carried by NFCs.

[Figure 6]

Figure 7 shows the joint evolution of financial income and financial assety Gsimpustat in
order to study whether or not there is any link among them. We measure the evolafion
financial income using interest income and this is partly why the percentageés than in

the SOI. Compustat does not provide consistent information on cagtak@nd we are not
computing dividend income due to the reasons provided in Section 4 (basically, thatsmere i
reason to consider it as financial income). In any case, even if we take intmnadbgddends,

the percentage does not surpass the 1% threshold in any year. Regarding capitalrgains, i
Figure 6 we saw they play a minor role being interest income the mqsirtant. Taking all of

this into account makes it valid to focus on interest incohtégure 7 points out, firstly, the
fact that interest income is decreasing simultaneously wash and short-term investmenis

increase which is a clear indication that the growth in the latter should notriked to the

% In any case, in Figure A3 in the Appendix, we show that theitéwmo of financial income in SOI and
Compustat, with and without dividends, is very much alike.
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quest for financial profits. Second, both types of investments and advances haanesmn
fairly constant whereas financial income was decreasing. Just receivables display a clear
downward trend as well.

[Figure 7]

Moreover, also using Compustat, we are able to identify the number of firms for which interest
income represents a significative source of income (Figure 8). We take three arbitrary
thresholds: 10%, 20% and 30%. The fact that, since the 1980s, only an average and®.1%
1.6% of firms surpass the last two thresholds supports the fact that, if validindecial turn

of accumulatiorhypothesis only applies for a small number of firms which is also decreasing
the last two decades

[Figure 8]

Despite the evidence we have provided in order to rejéioancial turn of accumulation
hypothesis, there is a certain probability that an important proportion of financiebrne
might not be specified as such due to the fact that firms wiftmancial division consolidate its
information with regular income. We face this potential issue using CCabds¢ which has a
specific item for it idance division rA v . When we compute income from financial
divisions we obtain an average of 0.5% of revenues for the whole sample. Alttloaigh
number is minor, it is nevertheless impressive considering that onlgo8dorations report
income from financial divisions. It is in many of these cases (butnnall iof them) where
financial income represents a significant proportion of total income (Tabl#djeover, all
these NFCs are big: in 2010, 90% of them were in the upper quartile, 62%Lippd&edecile,

38% in the top 5% and 24% in the top 1%.

[Table 4]

Having analyzed the income structure of NFCs we have presented data that, as in thé case
the asset structure, tend to deny thienancial turn of accumulatiomypothesisIn particular

we showved that: (1) financial income is a small part of the aggregate income structure of NFCs,
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even after adding income from finance divisions; (2) financial inchasestopped increasing
and even declined in a period characterized as financialized; and, final§ngBcial income
represents a significant income for a small and decreasing number o$ fiince the
beginnings of the 2000s. In the next sectiarg study the remaining financial statement: the
cash flow statement of NFCs.

c. Cash Flow Structure

The cash flow statement is a useful tool for assessing the sources (Figureé 93es (Figure
10) of funds In terms of the sources#et increase in long term delphas been maintained as
permanent positive source of income, growing especially in moments of lowemadmm
regular operations. This last item, until 2002, had a negative trend ssurce of income,

]Jv & <]JvP o0 § EX dthAer furidsPfidid @oZ E S hpe edlso increased during the
period.

[Figure 9, Figure 10]

Regarding the uses of funds, one of the most prominent changes is the decreasetah capi
expenditure across the period from 77% of total funds in 1977 to 34% in 201&lethie was
matched, as a counterpart, by an increase in the purchase of common and preferred stock
from 1.5% in the beginnings of the 1970s to 20% in 2016 (aredaction in the relative
importance of dividends as a mean of distributing value to shareholders)g algith
acquisitions averaging 13.3% of total funds since mid-1980s.

Regarding financial investments, their proportion is low: fEt increases in investmenf8

has an average of 3.7% (and started the sample with 3.5%)pi{®r investing activitie§
displays an average of 2.5% and, finally, ffBanges in cash and cash equivaldaiternated

positive and negative values with an average of 2.6% and a period of systeighéc Values

vt 31 82 v§ Aou ~1((EvV SA v Z]v Bv «ZJw JVA {SA vSu[v3e[e
because, due to th Statement No. 94 in 1988, the values of each them rise separately but the

J(( Ev € uJve }ved v3X Z/v E + ]v JVANSudWI[SPIRXOE}LVEN69 AZ]o
Ze 0 }( JVA *3u vSe[ ipu%oe (E}u TX09 3} 138 Xd Idndufes iforedEe in lofy- VA
term receivables, increase in investments in unconsolidated diglves and long-term investments
combined with short-term investments.
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(1996-2005) in which it reached 13% in 2003. Therefore, Figure 10 does nol§i@swactively
engaging in financial investments.
To conclude, this section confirms the trends we found abdniestly, increases in acquisitions
match increases in goodwill. Decreases in capital expenditure explain the decrease in n
property, plant and equipment and positive sustained values for some financialotgteg
might explain the increase in cash and short-term investments. Moreover, the fact that
financial investments are not a major use of funds is conformant with the low ptiopoof
financial income relative to total income. Finally, permanent positive valueset long-term
debt issuance explains the increase in the liabilities of NFCs as pointed by Davis (2016, p. 128).
So far, we have presented comprehensive evidence pointing towards the rejection of the
financial turn of accumulatiohypothesis as an aggregate trend among NFGwever, there
might still be the case that the aggregate data we presented hides significant aargtioss
firm size and sector. In the next section we perform the same analysisawe done so far,
this time for different sizes of NFCs.

6. Size analysis
In order to analyze size differences we use the SOl and Compustat. Figirevid the asset
structure of different sizes of firm's.A couple of trends can be clearly distinguish®thrting
from the lowest percentiles, all firm sizes show a clear increaseZash, government
obligations and other current assdisnet mainly by a decrease iotes and accounts
receivables less reserves for bad defaisd alsoifiventories| In these segmentsdepreciable
assets less accumulated depreciatignZther capital assets less reservfwhich includes
intangibles) andZther investments and loanfkave remained fairly constant.
This picture changes dramatically for the upper percentiles, especially within the top 1%.

Firsty, the decrease] v épreciable assetgas a percentage of total assets is concentrated in

1 The percentiles are not arbitrary but based on how the SOI previdfermation (i.e. almost fixed
categories for asset size during the whole period). Although it is negtiple to distinguish percentiles in
the lower 60%, it presents a great versatility for the upper ones.
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the upper segment of the distribution, mainly in the upper 0.1% but especiallyeirupper
0.05%. This group also presents other interesting features. It is the only one in thbrehis
no increase inZash, government obligation and other current asgetdoreover, it is also the
only where we verify an increase $§Z & JvA <3u v3§e. Thscatdgury[is defined by
the SOI as generally including:
Long-term nongovernment investments and certain investments for which no
distinction could be made as to their current or long-term nature. Examples of
non-government investments included stocks, bonds, loans to subsidiaries,
treasury stock reported as assets, and other types of financial securities. (Internal
Revenue Service, 2013)
[Figure 11]
The definition is very broad and may include both financial and nonfiakhlasisets (also
related to the international activities of NFCs). As we did in previous sections vedblaréo
verify whether theseZther investments and loansare related or not to a flow of financial
income (Figure 12
We show, for each percentile, the proportion of financial income over totalniecas we
defined it in Section 4. For the upper 0.1% and especially for the 0.05%gifihentome has
increased as a percentage of income. Yet, the percentage does not surpass the 3.586 level f
biggest firms and 1.4% for the 0.05%-0.1% segment. Figure 12 also allawshesk whether
the increase in more clear financial asse#&sh, government obligation and other current
assetd in other firm sizes was associated with an increase in financial income. Forth@24%
and 10%-20% segments financial incomas\igher in 1961 and 1962 compared to 2004-
2013. Only in the 20%-40% and 40%-100% segments we observe somenytbarsdcent

period with higher financial income. Howevdrjs never higher than 0.3% for the former and

12 The SOI only presents the disaggregation of income by size fori®&1 and 2004t iiX dZ [« AZC
we take those years.
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1% for the latter. These general trends are maintained also for the manufacturing sector
(Figures A4 and A5 in the Appendix
[Figure 12]
Finally, Figure 13 shows selected assets of NFCs belonging to the tapdlifgwer 50% in
asset size from Compustat. Differences are tellengen if [v }$Z o o (et Jv Z
property, plantand e u]%u v3[ ]« A E](] U Se&perigRded-By thedop <1%. The
highest increases iz } § Ant@hgibles$Z v P}} Arjd@opdwill[are also verified for this

S PYECX Kv §Z }58Z (E Z v U S$Z utash afd shogftermdnwveBtménfsZ
happens for the lower 50%. This result is consistent with Figure 11 andnestifiat, even for
listed firms, the highest increase in liquid assets is verified for the smaller firms.
[Figure 13]

7. Discussion

As we mentioned in Section 2, the alleged movement to finance was in a hostiéxtcfor US
NFCs. Ju% E 3§} 8Z "~& o 3]A oC <pu] 8 \Shleifer} & %isknlys 1891,501
54), US corporations in the beginnings of the 1980s faced a number of major e@nomi
challenges: high inflation, high interest rates, low profits and increased fomgmpetition.

iU 8} Jv(o 3]}vU }E%}E S]}ve[ E 0 oo S ~]X XE%rE} W & DQUU %00
while high interest rates left corporations undervalued in the stock market (Fligsgei
Markowitz, 1993). Moreover, at that time, stock market valuation suggested that in many
cases the individual parts of the corporation were worth more than the combined entity
(LeBaron & Speidell, 1987)
In this situation, returns for shareholders were relatively low (Zey & Camp, 196GEvdr,
contrary to the dispersal which had prevailed in previous decades, shareholders were
increasingly organized in the form of pension and investment funds, some of them being highly

active. In this way, they could exert pressure through the board of directors. Management also

BdzZ]e Z » v § &u « §Z " ]A E {Réjan,Sérvaes & Mingales, 2000)
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felt pressure through leveraged buyouts carried out by corporate raiders (UsE@®6). This

gave rise to two broad changes in corporate governance regimes: firstly a tmdirencial
conceptions of the firm, according to which the company is a moldable set of assdts, an
secondly an emphasis on shareholder value maximization, which guides masragém
maximizing short-run returns on those asset& 0o]P+3 JvU Tii1V > I}v] | ".K[*poo]A vU i
In response to this new context, US NFCs underwent several changes. First, many corporations
were taken over, broken up and refocused on fewer activities, especially their core
competences (Prahalad & Hamel, 1990). Large firms were in the 1996sxmpately half as
diversified as they were in the 1980s (G. F. Davis, Diekmann, & Tinsley, A®94 sample of

large acquisitions made between 1971 and 1982, Kaplan and Weisbach fih89®nt by the

end of 1989, acquirers had divested almost 44% of the target companies. Cdnttheywave

of mergers in the 1960s and 1970s, takeovers in the 1980s tended towards catisalignd
specialization. They were characterized in some cases as correctives to the preweusfwa
mergers (Martynova & Renneboog, 2008; Shleifer & Vishny, 1991). Morahisenew wave

(O <p]e]8]}ve A e 0 3} 51 %o pe Z P v[e VS]SEWES %}0] C
type of merger (G. F. Davis et al., 1994).

Increased pressure to maximize shareholder value was also transmitted through the
introduction of new technologies, downsizing their workforce and offshoririgstein & Shin,

2007; Milberg & Winkler, 2013). As a consequence, transnational NFCs increasingly redefined
their core competences to focus on innovation, product strategy, marketinggeneral higher

value added activities - while reducing direct ownership of non-core activities tiose
associated with lower value added) (Gereffi, Humphrey, & Sturgeon, 2005). Moreover,
economic globalization, technological innovation and deregulation triggenethar merger

wave in the 1990s, this time global in dimension, with the European and Asian émkeov
market becoming more important and cross-border transactions growing substantially

(Martynova & Renneboog, 2008). After the last wave of mergers and acquisitiongstiigng
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higher concentration along with the growth in intangible assetse considered to enable
technological barriers that limit competition among firms and, therefore, craatmopoly

rents (Kuz, 2017; Pagano, 2014). Simultaneously, multinational NFCs have h@emanting

tax avoidance strategies through a variety of ways such as manipulating transfer prices,
internal loans from affiliates in low tax countries to those located ghhiax countries and
assigning common expenses such as R&D to high tax countries (Huizinga & Laeven, 2008)
Our results not only show that, for the aggregate, thieancial turn of accumulation
hypothesis does not hold, but also points towards those other strategies followeédHEs. In
terms of assets, the biggest increase was verifiedZigdentified miscellaneous assets
which goodwill[ has a dominant role.Dther intangibleg such as patents, copyrights and
licenses are also part of that category and partly reflect the movement towards higher value
added activities. Of the rest of the financial assets that can be identified, it is FDI that
demonstrates the highest increase. Strikingly, neither intangibles (goodwill dhdr o
intangibles) nor FDI suppofinancial accumulatiorwhile, in fact, both of them may indicate
other changes experienced by NFCs: M&As, reorientation towards core activities, tax
avoidance and offshoring respectively.

This does not mean that no financial askes increased in proportion, as is the case #ash

and short-term investmentgsince the 199Q0However, the fact that NFCs are holding a higher
proportion of cash and short term investments is not related to an increagheirflow of
financial incomebut to other motives. For example, corporate finance literature identifies
different groups of answers for this phenomenon such as growth opportun{fiezzari,
Hubbard, Petersen, Blinder, & Poterba, 1988; Opler, Pinkowitz, Stulz, & Willian®g%), 1
riskier cash flows (Acharya, Almeida, & Campello, 2007; Bates, Kahle, & Stulz, 20@8}stax c
associated with repatriating foreign income (Foley, Hartzell, Titman, & Twite,),26&D
activities (Brown & Petersen, 2011; Pinkowitz, Stulz, & Williamson, 2012agemty issues

(Fama & Jensen, 1983; Jensen & Meckling, 19+@) the latter, in sharp contrast to the
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financialisation theory, the accumulation of cash and liquid assets is regarded more ad wast
resources rather than profitable investments. In relation to this literature on cash holdings, our
results point towards the direction of tax motives but also riskier cash flows and aimgrt
since the largest increase in liquid assets is verified for smaller firms.

The analysis in terms of uses of casksioot support either thefinancial turn of accumulation
hypothesis. Financial investments represent a relatively minor and constant use ofvash o
the period. This is a clear indication that financial investments have not disptzgethl
expenditures in terms of use of funds or, what is the same, that real investment h&zeaot
crowded-outby financial investment.

This finding is not entirely inconsistent with the financialisation literaturestMeconometric
studies, rather than evaluating the effect of financial investment as determirfantsapital
expenditures, have tested the impact of interest income over physical ima#. Negative

and significant values of the estimated parameters are thus interpreted as a @irdloé turn

to financial accumulation (Hecht, 2014; Orhangazi, 2008; Stockhammer, 20&d)tt@ugh
liquid financial assets are found to have a positive effect on investment when tley ar
included (Davis, 2017; Hecht, 2014). Davis (2017) interprets thesséivpaesults as due to the
greater flexibility provided by liquid financial assets in order to support ireestment, and

the possible complementarities between the financial and nonfinancial componéritse
business (for example, store-issued credit cards supporting the sales of nondinanci
productg. Without carrying an econometric analysis, our results also go in the direction of an

absence of crowding-out.

8. Conclusion
This paper has contributed to the literature on the financialisation of NFCs by jmgwadin-
depth empirical analysis of the dynamics it involves in the USA. \mifidd that the

financialisation of NFCs is usually applied to two different phenomena: the primfacy
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shareholder value orientation and the engagement of NFCs in financial activities. The
engagement can be, at the same time, of two types: one related to financial payouts and
another related to financial income obtained due to the increased acquisition of fialanci
assets. Our primary concern has been to scrutinize the empirical evidence regarding the
second type of engagement which we defined as ftireancial turn of accumulation
hypothesis. The main contribution of this paper has been to provide empavigénce for the
aggregate of NFCs (but also for different sizes considered on their own), that rejatts
hypothesis.

The evidence traditionally used in the literature to sustain fin@ncial turn of accumulation
hypothesis usually shows an increase in the financial assets held by NFCs alonigveith
proportion of financial income. However, in terms of assets, one of the main ebdrag been

the growth of goodwill. In the FAUSA, this asset is part of a miscellaneous category classified as
financial even though most of their assets are intangibles. Foreign Direct Iremsgranothe

asset which has increased and is considered as financial by the FAUSA although ihashould
be necessarily considered as such. Far from supportingdfittaecial turn of accumulation
hypothesis, the increase in intangibles in general, goodwill in particular, alomd-@1 (and its
location) may indicate other paths followed by US NFCs. To our knowledge, these are the
refocusing in higher value added activities, M&As, tax avoidance and internationalization.

In terms of financial assets, onl *Z Vv - XEu ]JvA «3uve Beleaded since the

beginnings of the 1990s. Nevertheless, the proportion of financial incoreetotal income is

(]E0C o0}A v U U}E Ju%}ES vi3U Z - v E <]JvP ]VBBZAE 0 *S C

investments and adw [ Z A E u]v (]EoC }ved v ~}E A v E
same time, the proportion of NFCs with a significant amount of those a$set decreased

over the past 25 years.

Apart from thefinancial turn of accumulatiohypothesis, we emphasidehat the introduction

of shareholder value orientation asguiding principle for management and the engagement in
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financial activities through an increase in financial payouts were also pdheoflynamics
involved in the financialisation of nonfinancial corporations. By showingltheatic increase

in share buybacks as a percentage of use of funds we provided evidence that supports these
ideas.

Looking forward, we identify some paths that would be interesting to explomsthi if
decreasing real investment over the last few decades cannot be explasileeing crowded-

out by financial-profit-seeking investment, then we are in need of neviaegpions. Secondly,

if financial income is not a relevant source of income, then future investigationsdshoulto

find other ways by which NFCs are able to maintain, at the same time, strategies of dogvnsizi
and distribution to shareholders, i.e. the paradox of profits without investmEramples of
these other paths are the financialisatiemffshoring nexus (Auvray & Rabinovich, 2019) and
market power and technological changes (Durand & Gueuder, 2018; Rikap, 2018).

A corollary of thefinancial turn of accumulatiomypothesis is that NFCs are increasingly
becoming or behaving as financiadntiers (Davis, 2016). Although our results reject the
financial turn of accumulatiomypothesis, they do not imply that no type mntierizaton is
happening regarding NFCs, but only that, if there isramyierizaton, it does not seem to be
financial. On the contrary, the growing importance of intangibles in aggregate terings po
toward a type of business model that is more dependent on technological raatlectual
rents, such as the case of pharmaceutical sector (Montalban & Saking, 2013), electronics
(Dedrick, Kraemer, & Linden, 2010) or internet platforms (Haucap & Heimeshoff, 201<}).
also seems an interesting path to continue.

Finally, although in this article we have shown tfiaancial turn of accumulations not a
strategy followed in general, further studies should focus on the determinants oétbases

in which NFCslo mimic FCs. In this paper we have indicated twosaxayorder to do that
First, it would be necessary to focus on those cases with a significant propation

eceivabledand dther investments and advancgsSecond, we provided a list of NFCs with
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information regarding income from financial division showing that,tfiem, financial income

plays a more relevant role.
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Tables

Table 1Financialisation of NFC literature

Engagement in Financial Activities
Shareholdet . . . -
Increasing Financial Acquisitions
Paper value . . . Other
orientation -Prop(.)ruon of Incre-asmg. Proportion @
Financial Payout Financial Income
Lazonick &K [ p o ¢3000y X X
Aglietta (2000) X X
Boyer (2000) X X X
Stockhammer (2004) X X X
Crotty (2005) X
Krippner (2005) X
Froud et a(2006) X X
Bellamy Foster (2007) X
Orhangaz{2008) X X X
Milberg (2008) X X
Van Treeck (2008) X X X
Dallery (2009) X X X
Demir (2009) X
Clévenot, Guy and Mazier (201( X X X
Hein & Van Treeck (2010) X X
Onaran et a(2011) X X
Baud & Duran@2012) X X X X
Lapavitsag2013) X
Lin & Tomaskovic-Devey (2013) X
Hecht (2014) X X X
Kliman & Williamg2015) X
Epstein(2015) X X X
Mason(2015) X X
Tomaskovic-Devey et al. (2015) X
Davis(2016) X X X
Seo et al (2016) X X X
Barradaq2017) X X X
Tori & Onarar(2018) X X X
Table 2. Summary of data
Financial Accounts of the USA Staﬁstics of Income - Compustat
Tables B.103 and L.103 | Corporation Income Tax Retur
Nonfinan_cial Al Al Listeq
Corporations Corporations
Consolidated Yes Yes Yes
Geographical scope Domestic Domestic Domestl'c and
International
. . . . Firm level
Dissagregation by sizf None Up to 15 categories information
Financial 8 items 2 items 4items
Assets Nonfinancial - 2 items 4 items
| deEItci)f?a-lble 1 item 2 items 1 item
Sourti:::c)%f]gnancnal - 4/6 items 2 items
Cash Flow - - 15 items

aCategories used in this pap&bhepending on whether dividends are included or not
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Table 3. Composition of assets, NFCs, 1950-2015

5059 6069 7079 8089 9099 0009 1015

Non-Financial Assets 0.778 0.754 0.740 0693 0.600 0536 0.530
Financial assets less unidentified miscellaneous as 0.221 0242 0.227 0.210 0230 0.236 0.263
Unidentified miscellaneous assets 0.001 0.003 0.033 0097 0.171 0.228 0.207

Note: Financial assets measured as a proportion of total assets. See additional details
variable definitions in Table Al.
Source: Table B.103 and L.103, FAUSA.

Table 4. Corporations with reported income from financial divisions and itsopgiop over
total income

2010 2011 2012 2013 2014 2015 2016 | Average
Alliance Data Systems Cor| 0.497 0.469 0476 0471 0.452 0.462 0.498 0475
Altria Group Inc. 0.047 0.025 0.079 0.050
Boeing Co 0.014 0.013 0.010 0.009 0.009 0.008 0.008 0.010
Cabelas Inc 0.138 0.140 0.132 0.133 0.151 0.161 0.179 0.148
Calatlantic Group Inc 0.095 0.141 0.124 0.090 0.072 0.061 0.050 0.090
Carmax Inc 0.045 0.043 0.043 0.042 0.041 0.043 0.046 0.043
Caterpillar Inc 0.055 0.028 0.035 0.035 0.038 0.035 0.046 0.039
Cavco Industries Inc 0.085 0.101 0.092 0.097 0.083 0.092
D R Horton Inc 0.045 0.051 0.054 0.058 0.062 0.043 0.039 0.050
Eplus Inc 0.044 0.040 0.041 0.042 0.030 0.029 0.038
Ford Motor Co 0.079 0.072 0.073 0.068 0.070 0.082 0.091 0.076
General Electric Co 0.337 0.348 0.327 0.316 0.297 0.090 0.083 0.257
General Motors Co 0.022 0.028 0.032 0.036 0.050 0.061 0.074 0.043
Greenbrier Companies Inc| 0.042 0.028 0.031 0.038 0.037 0.035 0.099 0.044
Harley-davidson Inc 0.142 0.124 0.116 0.110 0.107 0.116 0.122 0.119
Hovnanian Entrprs Inc 0.004 0.005 0.026 0.026 0.026 0.035 0.019 0.020
Hp Inc 0.003 0.005 0.004 0.002 0.001 0.000 0.003
Intl Business Machines Cof  0.036 0.031 0.034 0.032 0.034 0.040 0.040 0.035
Kb Home 0.041 0.013 0.049 0.047 0.063 0.059 0.052 0.046
Lennar Corp 0.137 0.130 0.125 0.114 0.130 0.132 0.118 0.126
Lithia Motors Inc 0.025 0.032 0.035 0.035 0.036 0.032
Mdc Holdings Inc 0.096 0.084 0.077 0.055 0.053 0.073
Meritage Homes Corp. 0.033 0.033
Navistar International Corp| 0.018 0.014 0.009 0.017 0.014 0.014 0.022 0.015
Nvr Inc 0.022 0.020 0.022 0.020 0.017 0.020 0.021 0.020
Paccar Inc 0.074 0.054 0.057 0.061 0.057 0.056 0.063 0.060
Pitney Bowes Inc 0.118 0.115 0.101 0.120 0.114 0.114 0.107 0.113
Pultegroup Inc 0.087 0.077 0.074 0.054 0.046 0.048 0.046 0.062
Snap-on Inc 0.025 0.043 0.053 0.055 0.061 0.067 0.076 0.054
Sotheby's 0.019 0.015 0.029 0.031 0.040 0.058 0.075 0.038
Textron Inc 0.021 0.009 0.018 0.011 0.007 0.006 0.006 0.011
TRI Pointe Group Inc. 0.027 0.031 0.029
Xerox Corp 0.034 0.033 0.032 0.033 0.029 0.027 0.031
TOTAL 0.078 0.074 0.079 0.076 0.076 0.069 0.078 0.072

Note: Income from financial divisions measured as a proportion of total income. See adtition
details on variable definitions in Table Al.
Source: Compustat and CCM.
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Figures
Figure 1Selected financial assets, NFCs, 1946-2015
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Note: Financial assets measured as a proportion of total assets. See additional details
variable definitions in Table Al.
Source: Table B.103 and L.103, FAUSA.

Figure 2US FDI stock in selected OECD countries, 1985-2011 (left) and selected developing
countries, 2001-2012 (right)

N

Note: Percentages calculated as a proportion of total stock in OECD countries (letitednd
stock in developing countries (right).
Source: OECD and UNCTAD.
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Figure 3. Selected assets, NFCs, 1961-2016

N
.

.
\

N

Note: Assets measured as a proportion of total assets. See additional details on variable
definitions in Table Al.
Source: Compustat.

Figure 4. Selected assets, FCs, 1961-2016

N

Note: Assets measured as a proportion of total assets. See additional detailariables
definitions in Table Al.
Source: Compustat.
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Figure 5. NFCs with significant proportion of Receivables and Other Investment and Advances,
1950-2016

Note: Assets measured as a proportion of total assets. See additional detailariables
definitions in Table Al.
Source Compustat.

Figure 6 Components of financial income relative to total income (left) and cash flow (right)
NFCs, 1955-2012

NoteW +Z (0}A o po § © % @E}(]8s = % E ] 3]}v o00}A v U (}oo
methodology. See additional details on variable definitions in Table Al.
Source: SOI.
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Figure 7. Interest income and financial assets, NFCs, 1969-2016

Note: Assets measured as a proportion of total assets and interest income redassra
proportion of total income. See additional details on variable definitions in Table Al.
Source: Compustat.

Figure 8NFCs with significant proportion of Interest Income, 1966-2016

Note: Interest income measured as a proportion of total income. See additietalls on
variable definitions in Table Al.
Source: Compustat.
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Figure 9Selected sources of funds, NFCs, 1971-2016

Note: Sources of funds measured as a proportion of an estimated aggregation oésadirc
funds. See additional details on variable definitions in Table Al.
Source: Compustat.

FigurelO. Selected uses of funds, NFCs, 1971-2016

Note: Uses of funds measured as a proportion of an estimated aggregation of usesl®f fu
See additional details on variable definitions in Table A1l.
Source: Compustat.
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Figurel2. Components of financial Income, NFCs, 1961, 1962, 2004-2013
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Note: Financial income measured as a proportion of total income. See additional detadldairie definitions in Table Al.

Source SOI.
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Figurel3. Selected assets, NFCs, 1961-2016. Top 1% and Lower 50% irzasset si
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Note: Assets measured as a proportion of total assets. See additional detailariables
definitions in Table Al.
Source: Compustat.
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Appendix

Table Al. Definitions of variables in figures and tables

Variable

Source

Checkable deposits and currency
Time and savings deposits
Money market fund shares

Debt securities

Loans

Trade receivables

US direct investment abroad
Mutual fund shares

Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(

Cash and Short-Term Investments
Receivables

Inventories

Net Property, Plant and Equipment

Investments and Advances - Equity Method

Investments and Advances - Other
Goodwill

Other Intangibles than Goodwill = Intagibles - Goodwill

Other Assets
Sales

Figures 3,4, 5,7, 13, Al

Compustat Data Item 1
Compustat Data Item 2
Compustat Data Item 3
Compustat Data Item 8
Compustat Data Item 31
Compustat Data Item 32
Compustat Data Item 204
Compustat Data Item 33, 204
Compustat Data Item 69
Compustat Data Iltem 12

Other interest

Interest on government bonds
Net Capital Gain

Net gain, noncapital assets
Dividends domestic corporations
Dividends foreign corporations
Interest Paid

Financial Profitability = (Other interest + Interest on government
bonds + Net Capital and Noncapital Gain + Dividends - Interest

Paid)/Net Income

Figures 6, 12, A2, A3, A5

SOl
SOl
SOl
SOl
SOl
SOl
SOl

SOl

Interest Income
Dividend Income

Figures 7, 8, A3

Compustat Data Item 62
Compustat Data Item 55

Income Before Extraordinary Items
Depreciation and Amortization

Other Funds from Operations

Sale of Property, Plant and Equipment
Sale of Common and Preferred Stock

Net Long-Term Debt Issuance = Long-Term Debt Issuance - Lor

Term Debt Reduction

Total estimated sources = Income Before Extraordinary Items +
Depreciation and Amortization + Other Funds from Operations +
Sale of Property, Plant and Equipment + Sale of Common and
Preferred Stock + Net Long-Term Debt Issuance + Deferred Tax
Extraordinary Items and Discontinued Operations

Compustat Data Item 123
Compustat Data Item 125
Compustat Data Item 217
Compustat Data Item 107
Compustat Data Item 108

Compustat Data Items 111, 114

Compustat Data Item 123, 125, 217, 107,
108, 111, 114, 126, 124

Net Increase in Investments = Increase in Investments - Sale of

Investments

Capital Expenditures
Acquisitions

Other Investing Activities

Purchase of Common and Preferred Stock

Cash Dividends
Cash and Cash Equivalents

Total estimated uses = Net Increase in Investments + Capital

Compustat Data Item 113

Compustat Data Item 128

Compustat Data Iterti29

Compustat Data Item 310

Compustat Data Item 115

Compustat Data Item 127

Compustat Data Item 274

Compustat Data Item 113, 128, 129, 310,

Expenditures + Acquisitions + Other Investing Activities + Purchi 115, 127, 274, 309, 106, 302, 304



of Common and Preferred Stock + Cash Dividends + Cash and ¢
Equivalents + Change in Short-Term Investments + Equity in Ne
+ Net Receivables

Figures 11, A4

Notes and accounts receivable less reserve SOl
Inventories SOl
Cash, Government obligations and other current assets SOl
Other investments and loan SOl
Depreciable assets acumulated depreciation SOl
Other capital assets less reserves SOl
Table 3
Non-Financial Assets Financial Accounts of the USA, Table B.1(
Financial Accounts of the USA, Table B.1(
Financial assets less unidentified miscellaneous assets and L.103
Financial Accounts of the USA, Table B.1(
Unidentified miscellaneous assets and L.103
Table 4
Income from financial divisions CRSP-Compustat Merged database

Mathematical Appendix

We define the ratio of portfolio income as calculated by Krippner and Crottyeiriollowing
way (we do not take into account depreciation allowances but it does not change the result):

b

4LE+
b E tuF %F %u

Where 4 L 5 the ratio of portfolio income,t, financial income,+ gnon-financial income %
financial costs and4g gnhonfinancial costs.

We are interested to know why this ratio could be moving so we calculate tdtetattial of
4LE

ks gF % F %00a §+ Ha ke bt %
t4LE—+ o F . E- >
‘HE #0F %F %0° ki E £9F F %o - HE HuF %F %u

o1 %y
"BE $0F BF %u°
If [ %94 ?APANEO L=NE>QO \[ t4LE




Figure Al. Selected assets, NFCs, 1961-2016

Note: Assets measured as a proportion of sales. See additional details on vaeifihittons in
Table Al.
Source: Compustat.



Figure A2. Net financial profitability, NFCs, 1955-2012

NoteW &]Jv v ] o % E} (]S ]o]SC o po § (]v ¢(]Jvov EP@jvelu t
proportion of profits. The upper figure does not include dividends feuhsidiaries as part of
financial income and the lower does. See additional details on variable definitions in Table Al.

Source SOl.



Figure A3. Financialcome, NFCs, 1969-2016

Note: Financial income measured as a proportion of total income. See additiorzlsden
variable definitions in Table Al.
Source: Compustat and SOI.



Figure A4Selected assets, Manufacturing, 1959-2013
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Source SOI.

See additional details on variable defmifiaipie iA1.
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Figure ASComponents of financial Income, Manufacturing, 1961, 1962, 2004-2013
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Note: Financial income measured as a proportion of total income. See additional detadlgaisie definitions in Table Al.
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