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Preface

In recent years the world economy has grown so integrated that it has lead to the larger companies turning more to the international markets for acquiring capital, especially debt capital. Many factors surround the strategic decision to acquire debt capital from abroad. The topic, which is unchartered waters for many academic researchers, presents a unique opportunity to investigate which of these factors play a more significant role. Two academic students with limited research experience took on the task to delve into a problem which has little consensus amongst the more experienced researches. By analyzing one of the largest issuers of debt capital, Ford Motor Company, we try to uncover the mystery behind international corporate bonds issuances. Ford Motor Company is a large multinational with business activities all over the world which makes it the perfect object for our research. 

Recently the company has faced financial difficulties making it prone to the risk of defaulting. Ford will not be able to survive the financial crisis without increasing their return on assets and lowering their cost of capital. This firm relies heavily on the issuances of bonds to gather the required capital for financing. Due to the scope and scale of this firm, its default would be devastating to the economy of the United States and the world as thousands will lose their jobs. The default of Ford will not only lead to the loss of jobs for people working directly for the company. However, Ford’s suppliers and other partnership companies will also suffer the consequences causing a devastating effect on the world economy. Therefore it is necessary to take all the required measures to save and proceed with the productions of this firm. Our thesis is inspired by the acknowledgement of the importance of Ford for the global economy. 

Our gratitude goes to our friends and families for always supporting us through our careers. We especially would like to thank our professor, Willem Schramade, for his time and patience as he guided us through the process of writing our thesis.

Chapter 1: 



Introduction
The purpose of this thesis is to shed light on the reasons why, the time when and the location where firms decide to issue corporate bonds, international markets play an important role. Due to frictions in the perfectly integrated markets arbitrage opportunities are created which firms can take advantage of by acquiring capital abroad. In our research we examine the issuance of corporate bonds by a multinational firm namely, Ford Motor Company from 1995 through 2008. 
Our problem statement entails that firms are more likely to issue debt securities when interest rates are low. Therefore we have made it our task to find out if Ford Motor Company issues more debt when interest rate are lower and if they do so where these rates are the lowest. Our aim is to see whether Ford issues bonds abroad primarily to lower the cost of capital through favorable differences in interest rates or if hedging purposes or tax considerations are more important. Therefore our main hypothesis states: 

“Ford utilizes its bonds in order to time the market to lower their cost of capital”
In order to test for our main hypothesis subdivided the problem statement into four research questions.
· Why is Ford dependent of debt as the main source of financing?

· What is the impact of the developments in the capital markets on Ford?
· What are the main incentives Ford has to issue debt in foreign countries?

· Which one of these incentives is the most dominant for Ford?
To perform our research we gathered data on bond issuances by Ford Motor Company and their subsidiaries with 10 year maturities for our sample period two analyze the relationship between the main variables causing Ford to issue bonds. 
The remainder of this paper is structured as follows, chapter two will provide a case description in which we describe the typology of Ford Motor Company, the industry in which it operates and the recent developments the industry is undergoing. We also discuss the importance of international markets and interest rates developments. The developments in Ford’s financial performance and credit ratings are also mentioned in chapter two. 
Chapter three will provide an overview of the theoretical framework surrounding bond issuances and international capital markets. The pecking order theory and trade-off theory are taken into account when focusing on the size-effect of multinational firms and what effect this may have on the leverage of the company and the type of securities they choose to issue. Through foreign currency-denominated debt Ford can hedge for currency exchange rate risks originating from foreign revenues. In addition, an elaboration on the main incentives causing firms to issue bonds abroad is provided.

Chapter four gives an overview of the data gathered in order to analyze bond issuances by Ford and test our hypotheses. We provide descriptive statistics of the key figures on sales as well as bond issuances for both foreign and domestic. In addition, there are illustrations for the debt allocation, frequency of bond issuances per year and annual debt issuances. For the research method we explain the methodology we used to test for hedging currency exchange rate risk, tax rate differentials and market timing.

In chapter five we present the results of our findings on the data and the applied research method for bond issuances by Ford linking the following variables; sales and bond issuances, sales and interest rates, bond issuances and interest rates and bond issuances and taxes. Finally we draw our conclusions on our findings in chapter six.

Chapter 2:



Case description
This chapter describes the typology of Ford, the industry in which it operates, the firm’s financial performance and the recent developments affecting the firm. 
2.1
 Typology 

Ford is an American company based in Dearborn Michigan. It is also currently one of the largest automakers in the world and ranked fourth among the top 5 in production volume in 2007
.The production volume amounted up to 9% of the total production volume of vehicles in 2007. Ford employs approximately 246,000 people and owns 95 plants worldwide.
 The firm has businesses overseas and global brands through its divisions and subsidiaries. Ford Motor Company consists of three divisions namely, Ford, Lincoln and Mercury, and two subsidiaries, Troller (Brazil) and Volvo (Sweden). Besides Ford also had a controlling interest in Mazda (Japan), which as of 2008 was partly sold and forms part of the marketable securities of the firm. 
Table 1, Top 5 Largest Automotive companies in 2007

	
	Production Volume
	

	1. General Motors
	9.349.818
	13%

	2. Toyota
	8.534.690
	12%

	3. Volkswagen
	6.267.891
	9%

	4. Ford
	6.247.506
	9%

	5. Honda
	3.911.814
	5%

	6. Other 45 
	37.866.757
	48%

	Total 
	72.178.476
	


2.2
Industry analysis 

The automotive industry is very important for the global economy although it is complex and changes rapidly through time. It involves the design, supply, manufacturing, distribution, marketing and value added services of automobiles and is characterized by many participants that compete on a worldwide market. The business of making these vehicles is the largest manufacturing sector in the world, a core part of the leading industrial nations and of growing significance elsewhere. Because of this economic significance, few industries have such a high political profile.

Vehicles manufactured by the different automakers are substitutes to one another. Competitors offer a range of similar products with more or less the same performance characteristics, use and availability in different geographical markets. The auto industry is characterized by high entry barriers, due to the high levels  of investments necessary for production, and high exit barriers which consequently makes it difficult to enter the market but also difficult to exit. 
Table 2, Ford Sales Unit Volumes 2005-2007

	Sale unit volumes (x1000)
	2007
	2006

	2005


	Ford North America
	2836
	3051
	3410

	Ford South America  
	436
	381
	335

	Ford Europe
	1918
	1846
	1753

	Premier Automotive Group
	774
	730
	764

	Ford Asia Pacific and Africa/Mazda  
	589
	589
	505

	Total
	6553
	6597
	6767


Ford’s main markets for sales are North America, Europe, and Asia Pacific. Other important markets are Latin America, Africa and the Middle East which account for a smaller portion of the company’s total sales. Production and sales in these geographically dispersed regions are important for the sales and production of vehicles. Therefore, Ford is bared to translation and transaction exposure which requires hedging against these foreign exchange rates related risks. 
However the automotive industry is currently displaying a downturn due to an industry wide credit crunch. Global automotive sales are experiencing slowing growth rates or even declining sales, as it is the case with Ford, of 34% in the U.S in 2008 compared to 2007.
 The previous hassles that caused the sales in the sector to decline in the first half of 2008 where the rising oil prices along with the transition of demand to more fuel efficient cars.
 Due to differences in global demand and consumers’ changing preferences for automobiles, companies in the automotive industry focus on aligning their capacity to demand by customizing their productions and sales in the different geographical locations. Other factors affecting the performance of Ford are global excess capacity that placed pressures on prices and more specifically declining demand for trucks due to significant contractions in the housing market and more stringent US regulatory requirements for trucks.
These events do not just have implications for automakers; it also affects the suppliers of auto parts to the automakers and the employees in the industry creating uncertainty in the market. The automotive industry employs more than eight million people directly for the making of the vehicles and the assembly of parts and over five times this amount of people is employed indirectly in related manufacturing and service provisions.
 Therefore the filing for bankruptcy by Ford or any other automotive company will have severe consequences for the economy.  

2.3 
Recent developments

Multinational firms such as Ford in the automotive industry face market pressure to reduce costs and increase sales in order to achieve profitable growth in all markets. The previous requires aggressive restructuring in automotive businesses to address the reality of lower demand and shifting model mixes from trucks and SUV’s to more fuel-efficient vehicles. Therefore, multinationals are taking cost reduction initiatives by reducing personnel and adjusting their capacity to bring it more in line with demand and shifting consumer preferences and conducting new collective bargaining agreements. 





In the pursuit of growth opportunities, automakers focus on the development of new products and upgrades. New vehicle technologies will also contribute in developing a global product plan taking full advantage of available resources and technological advancements. To be able to finance operations and the necessary investments to improve performance, new forms of financing is necessary. Multinationals have access to international capital markets. 

2.3.1 
International Capital Market Developments


Through the equity and bond markets, the capital markets play an important role in providing investors with the possibility to attract long term capital. Globalization of the world economy and the resulting internationalization of the capital markets has given an international dimension to both stock and bond markets. For example, foreign bonds are issued by a foreign company in a local market intended for local investors and are denominated in the local currency, while Eurobonds are issued on the local market denominated in foreign currencies. Fauver, Houston and Naranjo (2003) show that the level of corporate diversification is related to the level of capital market development, international integration and legal systems. 


Financial, legal, and regulatory environments all have an important influence on the value of diversification. Internal capital markets generated through corporate diversification are more valuable (or less costly) in countries where there is less shareholder protection and where firms find it more difficult to raise external capital. 
 We will therefore briefly discuss the development of capital markets, international integration and legal systems. 
2.3.1.1
Capital Markets Development 
The development of capital markets is related to economic development. The recent tightening of the credit conditions due to the global recession makes it difficult to access capital markets. Financial institution are faced with solvency and funding problems which resulted in the default of large investment banks like Lehman Brothers  causing uncertainty in the capital markets through increased counterparty risks, higher liquidity demands and market volatility in both the US and in Europe. 

As of 2008 the yields on the most liquid government securities depressed. The global financial system is affected by decreasing availability of funding causing firms to deleverage. The IMF states that during the recession liquid assets were sold at fire-sale prices, and credit lines to hedge funds and other leveraged financial intermediaries in the so-called shadow banking system were slashed. High-grade as well as high-yield corporate bond spreads widened sharply, increasing the cost of capital for firms. Also the flow of trade finance and working capital was heavily disrupted as banks tightened lending standards further, equity prices fell steeply.
 Thus the conditions for borrowing for firms with capital needs worsened. 

2.3.1.2
International Integration


The international integration of capital markets which contributes to increase liquidity in these capital markets through increased transparency and risk diversification is also affected by the credit crisis. The European Central Bank press release of April 6th, 2009 signals a slowdown in the financial integration in Europe because of the recent emergence of retrenchments within national borders in certain financial market segments. 
 These markets are of key importance to multinationals as possible sources for funding.
2.3.1.3
Legal systems 

LaPorta, Lopez-De-Silanes, Shleifer, and Vishny (2000) state that legal systems significantly affect the protection level given to investors, which consequently affects the availability of external capital. The English legal system has a common law origin which provides investors with the strongest legal protection, while the French legal system grants a lower level of protection. German or Scandinavian on the other hand are less extreme providing a moderate level of investor protection that is in-between the English and French systems. Countries applying the English systems have larger discounts and are likely to have better access to external capital markets.

2.3.2
Interest rates development

Interest rates affect both the value of equity and debt; however an increase in interest rates has a greater (negative) impact on the value of equity causing leverage to increase. The risk free rate of return is obtained when investing in financial instruments that carry no default risks, such as government bonds. During the analyzed period rates for the 10 year government bonds in the US, UK, Canada, Australia, Mexico and Germany portray a declining pattern. This can be related to a larger demand for these risk free securities during the period of uncertainty involving the financial crises causing a steeper decline in interest rates from 2007 to 2008. The interest rate spread decreased substantially as bank charge higher overnight lending rates due to tighter liquidity conditions and the rate of the Federal Funds’ 10 year U.S. Treasury bonds declined. 
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Figure 1, Bloomberg Risk Free Interest Rate Development
2.4
 Financial performance

Ford is a highly leveraged company. Over the last ten years the debt to asset ratio has increased from approximately 90%, in 1999 to 107% in 2008. Although the level of total liabilities has decreased from $ 245 billion in 1999 to $ 231 billion 2009 , the debt level in proportion to the total assets successively increased due to the decline in the total assets from $ 273 billion to $ 215 billion  during this period. The high leverage increases the risk of default causing financial distress which may affect the performance of the firm. 
Table 3, Profitability, Liquidity and Solvency

	
	2008
	2007
	2006
	2005
	2004
	2003
	2002
	2001
	2000
	1999

	Profitability
	
	
	
	
	
	
	
	
	
	

	ROA
	-2,26%
	2,46%
	-2,43%
	3,53%
	3,96%
	2,96%
	3,48%
	1,52%
	6,83%
	7,32%

	ROE before taxes
	91,04%
	-39,21%
	547,05%
	15,82%
	21,48%
	7,42%
	3,95%
	-70,04%
	29,65%
	25,49%

	ROE after taxes
	91,10%
	-39,21%
	547,05%
	17,34%
	21,48%
	7,42%
	3,69%
	-70,23%
	29,57%
	25,44%

	
	
	
	
	
	
	
	
	
	
	

	Liquidity
	
	
	
	
	
	
	
	
	
	

	Current ratio 
	1,01
	1,18
	1,21
	1,22
	1,06
	1,18
	1,35
	0,96
	0,94
	0,91

	Acid-test Ratio 
	0,93
	1,08
	1,11
	1,13
	0,97
	1,10
	1,27
	0,90
	0,88
	0,85

	
	
	
	
	
	
	
	
	
	
	

	Solvency
	
	
	
	
	
	
	
	
	
	

	Leverage (Debt/Asset)
	107,47%
	97,45%
	100,84%
	94,68%
	94,25%
	95,95%
	98,03%
	97,12%
	93,14%
	89,62%


2.4.1. 
Profitability

The return on assets of Ford has lowered substantially over the analyzed period from 7.32% in 1999 to -2,26% in 2008 when net sales dropped  by 15% ($ 26 billion) compared to 2007 but operating expenses remained high in proportion to revenues (98%), caused primarily by the downward pressure on the operating margin (Figure 3) . These figures led to losses in 2008 of $ 16 billion leading to lower returns on equity for the shareholders. The return on equity after taxes in 2008 was 91.10%, however this figure is the result of dividing losses in net income after taxes by a negative market value of equity. 
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Figure 2, EBITDA/Net Sales
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Figure 3, EBITDA/Net Sales & Operating Profit Margin

 2.4.2
Liquidity 

A healthy level of liquidity is necessary to determine if a company’s ability to pay off its short-term debt obligations. High liquidity margins provide a larger margin of safety with respect to the short term debt payments. Both the current ratio and the acid-test ratio provide measures for liquidity. The current ratio is equal to the current assets divided by current liabilities, whereas the acid-test ratio is similar to the current ratio except inventories are no taken into account.

During the analyzed period Ford’s current ratio have always been more or less equal to 1, which indicates that the company is healthy in terms of liquidity. The current ratio has improved since 1999 from 0.91, when the firm’s current liabilities where higher than the current assets, to 1.01 in 2008. However the acid test ratio which is more a stringent ratio indicates the contrary.
2.4.3
Solvency

The solvency of a firm indicates its ability to meet its long term fixed expenses and accomplish expansion and growth.  If a company is insolvent it is no longer able to operate and is undergoing bankruptcy. 
 Altman (1968), Ohlson (1980), and more recently Kane, Richardson and Graybeal (1996) show that the accounting information available in the year prior to filing bankruptcy is associated with the likelihood of filing for Chapter 11 protection.
 
	The Interpretation of Z Score:

	

	If the Z-score is above 3.0: In this case the company is safe based on these financial figures only. 

	If the Z-score is between 2.7 and 2.99: The company is on alert. The firm should exercise caution. 

	If the Z-score is between 1.8 and 2.7: Good chances of the company going bankrupt within 2 years of operations from the date of financial figures given. 

	If the Z-score is below 1.80:  The probability of financial embarrassment is very high. 
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Figure 4, Altman Z-Score Insolvency test

The Altman Z-score assesses the risks of firms going bankrupt by weighing financial ratios. Ordinal values of the z-score determine the status in which the firm is at a specific moment in time. Mainly because of the volatility of the return on assets Ford’s condition worsened during the years 2000 and 2001, recovered till 2005 and worsened again from then on. While a number of large businesses, particularly airlines, have worked in and out of Chapter 11 for decades, most research shows that consumers will not buy a car from an insolvent auto company. Analysts state that buyers are concerned that parts and service may not be available to them in the future when they need work done on their vehicles. Buyers are also worried that a bankrupt company may not honor a warranty.

2.4.4
Credit ratings 

Corporate debt is affected by the risk of default that occurs when the company is not able to fulfill its debt obligations on principal and interest payments. Therefore companies with higher debt levels ought to pay higher premiums. Bond ratings are judgments about the firm’s financial and business prospects in order to distinguish among the relative qualities of the traded bonds. 
 Higher quality bonds are known as investment grade bonds and lower quality bonds are high-yield or junk bonds. 
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Figure 5, Ford S&P500 Credit Ratings

Up to 2002 Ford bonds still qualified as investment grade bonds which turned into junk bonds and of which the condition subsequently worsened. These high-yield bonds have lower credit quality and therefore pay higher coupons. Due to the higher debt ratios the probability of default increases causing credit rating changes. Ford bonds have been downgraded ever since 1999 to recent day due to decreased profitability with the exception of the period between 2006 an 2007 when the credit rating stabilized at the B rating due to a minor improvement in profitability during that same period.  The lower credit ratings contribute to further worsen the solvency of the firm by driving up the companies’ borrowing costs which in turn is a burden for companies that borrow huge amounts of money. 
2.5
Case summary

Ford is one of the largest companies in the automotive industry and has access to capital markets in different countries due to its global business activities. Recent developments in the automotive industry affected the performance of the firm, worsening its liquidity and solvency leading to a further downgrade of their credit ratings. In addition, recent developments in the capital markets affect the availability of funding due to the credit crunch, retrenchments in international integration and stricter legal systems. Because of the increased uncertainty with financial markets the demand for risk free securities issued by the governments increase causing interest rates for government securities to decline.
Chapter 3: 



Theoretical Framework
This chapter contains an elaboration on the main incentives Ford might have to issue their bonds in international markets and the theories which they are based on by providing a review of the available literature on general bond issuances as well as foreign currency denominated debt. We therefore take capital structure decisions into account and provide explanations for possible financing sources and markets for Ford Motor Company in order to analyze the main reason the company is dependent on debt as the main source of capital. Subsequently we seek to provide an explanation of the reason why multinational firms issue bonds in international market. 
3.1
Capital structure decisions 

The capital structure entails the mix of debt and equity financing in a firm. The Modigliani-Miller theorem shows that financing decisions are irrelevant for the capital structure in the absence of taxes, bankruptcy costs, asymmetric information, and in an efficient market. Therefore, the Modigliani-Miller theorem is also often called the capital structure irrelevance principle. With perfect capital markets, Modigliani-Miller proposition one applies: the total value to all investors does not depend on the firms’ choice of capital structure.
 In reality due to market imperfections capital structure decisions become of relevant importance to the value of companies. 
As previously mentioned in chapter 2, Ford is a large multinational which primarily uses debt for financing. The available studies generally agree that leverage increases with fixed assets, non-debt tax shields, growth opportunities, and firm size and decreases with volatility, advertising expenditures, research and development expenditures, bankruptcy probability, profitability and uniqueness of the product (Harris and Raviv 1991). However results do not provide support for an effect on debt ratios arising from non-debt tax shields, volatility, collateral value, or future growth (Titman and Wessels 1988). Taking these considerations into account the pecking order theory and trade off theory provide good explanations for why debt financing is chosen.

3.1.2
Pecking order and Trade off theory

According to the pecking order framework, firms prefer internal financing to external financing and debt to equity if it issues securities. In the pure pecking order theory the firm has no well-defined target debt-to-value ratio.
 Managers will prefer to use retained earning first, and will issue more equity only as a last resort is often referred to as the pecking order hypothesis, best put forth by Stewart Myers.
 When internal financing is no longer an option these firms proceed with the issuance of debt because debt financing is first on the pecking order of external financing. The benefits of a tax strategy are considered as a second-order effect whereas the effects of the acquisition of debt capital are of primary importance to large firms. 

The trade-off theory states that firms will issue debt until the present value of tax savings, due to further borrowing, is just offset by increases in the present value of costs of financial distress. The trade-off theory of capital structure refers to the idea that a company chooses how much debt finance and how much equity finance to use by balancing the costs and benefits, the dead-weight costs of bankruptcy and the tax saving benefits of debt. Often agency costs are also included in the balance.  An important purpose of the theory is to explain the fact that corporations usually are financed partly with debt and partly with equity. It states that there is an advantage to financing with debt - the tax benefit of debt- and there is a cost of financing with debt i.e. the costs of financial distress including bankruptcy costs of debt and non-bankruptcy costs (e.g. staff leaving, suppliers demanding disadvantageous payment terms, bondholder/stockholder infighting, etc). The marginal benefit of additional increases in debt declines as debt increases, while the marginal cost increases, so that a firm that is optimizing its overall value will focus on this trade-off when choosing how much debt and equity to use for financing.

The trade-off theory is often set up as a competitor theory to the pecking order theory of capital structure. It takes into account that debt ratios may vary from firm to firm. The level of the debt ratio depends on the nature of the companies’ assets. Debt ratios of individual companies depend on four main factors namely, size, tangible assets, profitability and market to book ratios.
 
Multinationals are large firms and they often tend to have higher debt ratios. According to the trade-off theory large companies with tangible assets are less exposed to costs of financial distress and would be expected to borrow more.
 

3.1.2.1
 Size Effect

Larger firms such as Ford tend to issue more cross-border debt whereas smaller firms are more likely to depend on their domestic market (Keloharju and Niskanen 1997). Multinational enterprises have privileged access to the international long-term capital market to borrow in the euro-dollar currency and bond markets, due to their more acceptable credit standing in the international capital markets. Extensive relationships with international investment banks and banking consortia, which take a leading position in arranging and underwriting international issues, further facilitates borrowing. Moreover, the size of the enterprises makes it possible to attract large amounts in the international capital markets.

3.2.2.2
Asset Quality and Profitability

Also firms with safe tangible assets and large taxable income to shield such as Ford tend to have high target debt ratios. However companies with risky, intangible assets and little taxable income must rely primarily on equity financing. In practice it is possible to observe differences in actual debt ratios among firms with the same target ratio. These random differences are due to the costs of adjusting capital structure; firms cannot adjust to their optimum without any costs involved. Unlike M&M’s theory, the trade-off theory avoids extreme predictions and rationalizes moderate debt ratios.
3.2
Leverage 

Whenever the firm chooses debt capital it faces another choice between loans and bonds. The choice between loans and bonds is a trade-off between weighing the informational benefits and reduced monitoring costs against the risk that the lending bank gets a monopolistic power over the firm. Still one solution is to practice relationship banking which entails lending from a few banks instead of relying on just one. 

3.2.1 
 Loans

Loans are made between the firm, the borrower, and a few parties willing to provide a certain amount of money, the lenders, to the firm at a certain cost, the interest. Due to the fact that there are not a lot of parties involved restructuring agreements are made easier. Although loans appear to be more attractive when firms are dealing with high restructuring costs, the signaling effect or self commitment theory says that when a firm applies for a loan, investors will assume that their facing high restructuring costs and this can scare off investors. The lender may also require the firm to provide information about their operations and the firm may be subjected to loan covenants. 

3.2.2
Bonds 

A bond is a loan in the form of a security, which enables investors to provide the issuer with the amount of capital it needs. The issuer is obliged to pay the principal amount and interest at a later date. Bonds are characterized by large transaction costs and high fixed costs compared to loans and are traded on public markets that are more subjected to rules and regulations than private markets. Corporate bonds are publically traded securities issued by firms with a certain maturity and coupon rate. Due to the fact that firms are likely to experience default risks these coupons are usually higher that the interest rates from government bonds. Sizeable companies (Multinationals) such as Ford and GM find this less of a problem than smaller companies and are more likely to choose bonds. Ford can easily trade bonds on exchanges because of the listing on the New York Stock Exchange (NYSE) but also over the counter (OTC).
3.3 
Foreign currency-denominated debt

Ford is a large multinational with subsidiaries in many countries. Therefore the access to foreign capital markets is facilitated. In general, there has been a dramatic increase in the amount of foreign debt issued by U.S. firms. The amount of foreign debt issued went from $1 billion in 1983 to $62 billion in 1998.
 A survey of chief financial officers by Graham and Harvey (2001) lists hedging of currency exchange rates risks as the most important aspect for issuing cross-border debt, followed by tax strategies and interest rate timing. 

According to a survey by Graham and Harvey (2001), approximately 86% of the CFO’s state that providing a hedge against exchange rate risk is a very important factor affecting their decision on debt allocation. Nevertheless Graham and Harvey (2001) themselves found that firms issue more foreign debt when foreign interest rates are lower than domestic interest rates. 
 In other words, the amount of debt capital raised abroad increases when the difference between domestic interest rates and foreign interest rates increases. Our theory is that firms will look for the best bargain and issue bonds where interest rates are lower. This is inconsistent with our tax-shield theory because one can also argue that firms will try to issue bonds in markets with higher tax rates in order to obtain a higher tax shield.
Faulkender (2005) suggests that the final interest rate exposure chosen by firms is driven by the slope of the yield curve at the time that the debt is issued, pointing out that firms are timing the market for interest rates when raising new debt capital. In the Harvard Business School case study, Liability management at General Motors, firms try to lower their interest rate costs by actively managing their interest rate exposure. We take an international perspective on this matter to explain the manner in which firms time the market internationally to reduce the cost of capital by questioning if bonds are issued abroad primarily for hedging.  

3.4 
Main incentives

Now that the theories behind the preference for debt capital have been established, the focus of the following paragraph will be on the incentives firms have to issue bonds in international markets and how this is applicable to Ford.

3.4.1
Market liquidity, 
Other factors may also influence a firm’s decision to acquire capital abroad. Reliance on the domestic market instead of foreign markets may be a result of larger liquidity of the market in which the firm is vested, advantageous tax considerations and less regulatory frictions as opposed to foreign markets. The liquidity of the underlying debt market influences debt issuance in foreign currencies. Markets with greater liquidity reduce transactions costs in financing (Kedia & Mozumdar 2003). Firms may decide to issue debt in international markets which are more liquid to take advantage of the lower transaction costs and more stable markets. Henderson, Jeegadesh and Weisbach (2004) also comment in their paper “World Markets for Raising Capital” that firms are drawn to the most liquid markets such as the US and the UK. Furthermore proximity also seems to be important when it comes to the issuance of securities. 
The authors of world markets for raising capital state that among a number cross-country patterns which are evident for the data on international security issues, firms are more likely to issue securities in countries that are geographically close to them and also countries with fewer regulations on capital markets.
 Our thesis will focus especially on the other factors affecting the issuance of bonds internationally. Considering that Ford’s domestic market is one of the most liquid markets in the world it becomes intriguing to discover whether ford has a strategic reason as to where it should issue its bonds.
3.4.2
Tax strategies

The second factor which affects a firm’s decision in locating its debt is taxes. According to Newberry and Dhaliwal (1998) differences in taxes in international markets have a significant influence on where firms source their interest deductions, the benefit will depend on the corporation’s overall tax rate and cash flows in a given tax year. Tax-efficient strategies are therefore very appealing to multinationals with high annual tax bills. In most countries, firms can use a fraction of their interest payments on debt as a tax deduction, which is referred to as the tax-shield. This fraction depends on the corporate tax rate in the country where the debt was issued. 

Our expectations are that firms will issue bonds in countries where they have significant revenues and the corporate tax statutory is higher than in the U.S., in order to take advantage of a higher interest deduction. The firms can issue these bonds either through the domestic parent company, resulting in a tax deduction on their domestic income, or they can choose to issue bonds through a foreign subsidiary, which results in a tax deduction on their foreign income. In the research of Newberry and Dhaliwal (1998) it becomes clear that there are two key factors that firms consider when making this decision, which are their domestic net operating loss and the foreign tax credit.

If a firm has the possibility to carry forward its domestic net operating loss, we expect that it will consider issuing bonds through its foreign subsidiary even though the corporate statutory tax rates are not higher in that country. An interest deduction can be put to better use on their foreign income if they already have a loss to carry forward domestically. The second factor is the foreign tax credit, which is used to reduce or eliminate double taxation when the same income is taxed in multiple countries. In the U.S. the Internal Revenue Service grants a foreign tax credit to a firm if the US firm paid corporate tax on income produced in another country. Foreign tax credit limitations may impair a firm’s ability to use interest deductions against their domestic income. This gives them an incentive to issue debt abroad and use the deductions against their foreign income. 
3.4.3
Hedging

In the recent years, the global economy has grown so integrated that a large number of firms have business activities in countries around the world. These business activities range from simple import or export interests to more complicated activities which involve production and competition. The increase in global business activities is one of the main driving forces behind the increase in foreign currency denominated debt (Kedia & Mozumdar 2003). Allayanis, Ihrig and Weston (2001) find that the more geographically dispersed a firm is the more likely it is to use financial hedges.
 

Ford has wholly and partly owned subsidiaries outside their countries which provide them with a significant amount of revenues in foreign currencies and is therefore confronted with translation exposure as well as economic exposure. The shareholders and managers benefit from hedging because it decreases taxes and the cost of financial distress (Smith and Stulz, 1985). Hedging also has other benefits, like an increase of the manager’s expected utility (Stulz 1984) and helps ensure that there is enough available funds if an attractive investment opportunity comes along (Froot 1993).

The U.S. dollar has depreciated against most major currencies since 2002. This created downward margin pressure on auto manufacturers that have U.S. dollar revenue with foreign currency cost. Ford produces vehicles in Europe (Volvo) for sale in the United States and produce components in Europe (e.g. engines) for use in some of our North American vehicles, which resulted in margin pressure. Although this pressure was offset partially by gains on foreign exchange derivatives, this offset declines over time due to the expiration of favorable hedges previously put in place. Ford, like many other automotive manufacturers with sales in the United States and costs in foreign currencies, are not always able to price for depreciation of the U.S. dollar due to the extremely competitive pricing environment in the United States.

Ford can mitigate the impact of exchange rate fluctuations by employing risk-management strategies such as issuing foreign debt in the currencies which their revenues are denominated in. For instance in straight hedge, choosing to issue corporate bonds on the Canadian market in order to hedge the exposure of the revenues which they receive through Ford Credit Canada. If the exchange rate between the Canadian dollar and the U.S. dollar fluctuates, the exposure will be offset by the debt denominated in Canadian dollars. However, this strategy can only hedge against the exposure arising from revenues and not exposure from the cost side. Appreciation of foreign currency will cause the costs of goods abroad to increases while the foreign denominated debt also increases. Evidently this will have an adverse effect, as a result it becomes clear that hedging ‘costs’ is not a possibility.

3.4.4
Market timing
Although there are many factors that may influence the decision of a firm to issue foreign currency denominated debt, this paper will focus on the market timing incentive. As a consequence of the segmentation of capital markets and barriers to international investments, interest rates can differ among currencies. This enables multinational firms to leverage on differences between the prices of capital between two markets. The interest differentials induce the firms to acquire debt abroad, where foreign interest rates are lower, therefore reducing the cost of capital. In the work by Henderson, Jegadeesh and Weisbach (2004) it is stated that firms issue more debt when interest rates are lower, and choose to issue debt overseas when foreign interest rates are lower than domestic interest rates. 

There is empirical evidence of a negative relation between outstanding debt maturity and the yield spread (Barclay and Smith 1995) indicating that firms try to time the market. In addition, evidence was found indicating that the maturity of new public debt issues is negatively related to the yield spread (Guedes and Opler 1996). Changes in aggregate debt maturity are negatively correlated with subsequent excess bond returns indicating that firms try to reduce their cost of capital through the choice of maturity of their debt (Baker, Greenwood and Wurgler 2003). 







Other empirical evidence points to the fact that Firms are more likely to issue foreign currency denominated debt as the difference between LIBOR and local interest rates increases, taking on currency risk in an attempt to reduce the firm’s cost of capital (Allayannis, Brown and Klapper 2003). In “Liability Management at General Motors,” they state that the objective of their interest rate management is: “To actively manage the Central Office liabilities to take advantage of the cyclical nature and volatility of domestic interest rates and shifts in the shape of the yield curve to reduce GM’s overall cost of funds” (Tufano (1995, p. 4)). It can be concluded that both the empirical and clinical literature suggests that market timing influences a firm’s decision to issue foreign currency denominated debt.

In a perfectly frictionless markets, the fundamental Modigliani and Miller (1958) theorem implies that just as the type of securities a firm issues is irrelevant, the location where these securities are issued is also irrelevant. However, market frictions and a less than perfect integration of capital markets make the choice of marketplace an important consideration for practitioners.
 Therefore, we assume that Ford may consider issuing bonds in the countries where interest rates are lower whenever they need to raise new capital and consequently reducing the cost of capital.
Chapter 4:



Data & Research method
​​​​​​​​​​​​​​​Multinationals issue bonds in international markets for various reasons; the main objective of our research is to find out which one of these factors is more important. In order to provide an explanation to this problem the necessary data had to be gathered on Ford Motor Company which is one of the large issuers of debt. Data on all bond offerings by Ford and their respective subsidiaries from 1995 through 2008 were gathered with the purpose of testing a range of hypothesis. We also delved into the locations of the various subsidiaries through which this multinational issues its debt to determine which corporate tax rates are relevant for this research. The necessary data on Ford were obtained from DataStream database as well as Thomson one banker. This chapter contains an elaboration on the hypotheses and a description of the data and research method used to test them.
4.1
Bond issuances

The data available on the bond issuances indicate that Ford primarily relies on its domestic market when issuing new debt. As can be seen in figure 1 most of Ford’s debt, 77.83% to be exact, is issued in the U.S. The remaining 22.17% is issued in foreign markets, with Canada and the U.K. being the most prominent markets accounting for 5.3% and 4.6% of the total foreign debt issues respectively. Japan, Mexico and Germany account for approximately 2.96%, 2.5% and 0.18% of Ford’s foreign debt issues respectively. Amongst the countries which Ford has issued foreign debt in are India, the Netherlands, Sweden, Turkey, South Korea and Brazil. However, these countries can be ignored as they account for a very small percentage of Ford’s total foreign debt issues. 

Besides proximity being an important factor for issuing debt in Canada, Ford also has significant revenues in this country through their subsidiary Ford Credit Canada, which is headquartered in Ontario. We expect that the possibility to hedge exchange rate risk and the ability to utilize interest rate deductions are the most probable incentives for issuing debt in Canada. In addition, Canada had a relatively higher tax rate compared to the U.S. in the late 90’s, which makes for a better utilization of the interest rate deductions. As can be seen in figure 2, Ford issued a significant amount of bonds in Canada from 1995 through 2003, however in last few years their issuances have been allocated in other markets. This trend might be attributed to the aforementioned fact that during these years the corporate tax rates were higher in Canada than in the United States.

The U.S. and the U.K. have the most advanced and liquid securities markets. A markets’ liquidity is also an important determinant of where a firm decides to issue foreign debt. Markets with greater liquidity reduce transaction costs in financing. 
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Figure 6, New Debt Allocation
As can be seen in figure 2, the amount of bonds issuances over our sample period has declined consistently. However, as can be seen in figure 3, over time Ford has issued bonds with longer maturities and relatively higher principal amounts. Yet the data continues to show a decreasing trend indicating that ford is issuing fewer bonds as well as borrowing less money.  In 2006, Ford issued a higher total principal amount with fewer bonds compared to 2005. This was also the case in 2004, where Ford issued significantly less debt with more bonds compared to 2005 and 2006. 
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Figure 7, Frequency of bond issuances per country
Figure 2 points to the fact that in recent years Ford has depended less on international markets for raising debt capital. This can be attributed to the fact that Ford’s credit rating has been falling drastically, causing foreign investors to lose confidence in the continuity of Ford’s business. Therefore the company is forced to rely on their domestic market when acquiring new debt capital. 
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Figure 8, Principal amount Domestic and Foreign Bonds
4.2
Hedging Currency Exchange rate risk

To test whether Ford Motor Company uses its issuances of bonds to hedge for currency exchange rate risk we gathered cross-sectional data for sales in different countries from World Scope on Geographical Segment for a sample period of 1995 to 2005. We then calculated the rate of sales in foreign countries and named it foreign sales as opposed to sales in the US, which are domestic sales. The rate of foreign sales to total sales increases during our sample period. 

We also gathered data on bond issuances and the amount they were issued for, the principal amount, to test if Ford makes issues abroad for hedging purposes. The principal amount and the nation in which the issues were made for we found on Thomson One. We took an intuitive approach to analyze the matter in which foreign bond issuances relate to foreign sales. By analyzing the foreign sales as explanatory variables we are able to examine if hedging is a significant factor in the decision to issue bonds in international markets.

To test our hypothesis on the relationship between the stream of revenues Ford have in a particular country and the risk free interest rates of these specific countries, we gathered data about revenues in these different countries. The necessary data is available on Worldscope through Thomson One. We used the returns of government bonds as risk-free interest rates as their default risk is practically zero. For the United States we used U.S. treasury bills and for the other countries we used the equivalent of those bills for that country. These rates were found on Bloomberg. The three most important locations are the United States, the United Kingdom and Canada. Our sample period is from 1995 through 2007, depending on the data available for each country.
4.3
Tax rates

To test our hypothesis on the amount of bonds issued as a consequence of different tax rates among countries, we gathered data on corporate tax rates in locations where Ford has its subsidiaries. For the corporate tax rates we consulted KPMG’s website. By simply looking at the tax rates one can conclude that it would not make any sense, from a tax-strategic perspective, to issue bonds in countries where the corporate tax rates are lower than in the United States. The only country which has higher tax rates in our sample period and where Ford issued a significant amount of bonds is Canada. We also ran a regression with the tax differential as explanatory variable and the principal amount as the explained variable. 

4.4
Market timing


To test our hypothesis which states that Ford issues more bonds when interest rates are lower we used a sample of 52 observations of bonds with a maturity of 10 years issued in United States from 1995 through 2005. We gathered data on daily U.S. yield rates with a 10 year maturity from the department of the U.S. treasury to match them with the corresponding Ford bond issuances. During our sample period Ford had a total of 52 bond issuances in the United States; therefore we only have 52 observations during a ten year period. We ran a regression with the daily yield rates as independent variable and the amount of debt issued by Ford as dependent variable. 
In addition we ran a regression to recheck if our findings apply with the credit spread (the difference between coupon rates on corporate bonds issued by Ford and the US yield rate) as the independent variable instead of the yield rate. Subsequently we apply a dummy variable to account for higher and lower credit spreads relating to credit ratings. As of 1999 Ford credit ratings where downgraded from investment grade to junk-bonds as illustrated in chapter 2 (figure 5). The dummy is given the value of 1 in the case bonds are high yield (junk bonds) and the value 0 when the bonds are investment grade. 

Chapter 5:




Results

​​​​​​​​​​​​​​​​​​​

In this chapter we present the results for our findings on the data of bond issuances by Ford. These results provide answers on our previously stated hypotheses. Where possible we relate these findings to the developments affecting the variables as discussed in chapter 2. For the analysis of the association between the main variables driving Ford to issue bonds abroad we performed bivariate analysis on the relationships between foreign sales and foreign bond issuances. Bond issuances and interest rates were used to analyze the market timing hypothesis. Subsequently, bond issuances and taxes rates are analyzed for our tax hypothesis. We provide an overview of the data of the different variables which we thereafter regress to better analyze the significance of the association between the variables.
5.1 
Sales and Bond issuances

We analyze the association between total foreign sales and foreign-currency denominated debt to test if hedging is an important incentive to issue bonds abroad. We used the sales by geographical segments provided by Worldscope from 1997 to 2007, which we thereafter sorted by foreign and domestic sales. Data on the total foreign debt capital issued annually by Ford was found on Thomson One. . Below we provide tables on total domestic, US, and foreign sales and debt issues.
Table 4, Domestic & Foreign Sales and Bond issuances

	Year
	Net-Sales
	Total Debt
	Foreign Sales
	Foreign Debt
	ForeignSales/
Total Sales
	Foreign Debt/ 
Total Debt

	2007
	172455
	41.301,39
	91581
	4.779,68
	53%
	12%

	2006
	160123
	60.331,58
	78968
	0,00
	49%
	0%

	2005
	177089
	44.272,60
	80325
	18.045,58
	45%
	41%

	2004
	171652
	14.988,21
	71444
	3.816,05
	42%
	25%

	2003
	164196
	39.442,96
	60761
	4.178,79
	37%
	11%

	2002
	162586
	101.352,33
	54194
	5.321,99
	33%
	5%

	2001
	162412
	163.759,94
	54116
	4.520,18
	33%
	3%

	2000
	170064
	143.648,31
	51691
	1.511,26
	30%
	1%

	1999
	162558
	154.795,88
	50138
	1.750,65
	31%
	1%

	1998
	144416
	90.507,26
	43819
	1.928,91
	30%
	2%

	1997
	153627
	54.573,37
	48046
	1.570,12
	31%
	3%


Table 5, Worldscope Geographic segment sales figures

	Sales
	2007
	2006
	2005
	2004
	2003
	2002
	2001
	2000
	1999
	1998
	1997

	Domestic Sales
	80874
	81155
	96764
	100208
	103435
	108392
	108296
	118373
	112420
	100597
	105581

	Foreign Sales 
	91581
	78968
	80325
	71444
	60761
	54194
	54116
	51691
	50138
	43819
	48046

	Total Sales 
	172455
	160123
	177089
	171652
	164196
	162586
	162412
	170064
	162558
	144416
	153627
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Ford’s foreign sales to total sales ratio has been steadily increasing over the last decade, from 30% in 1997 to more than 50% in 2007. In addition, North American sales have declined, indicating that foreign sales have become increasingly more significant to the firm (see table 2). It can also be noted that along with the rise in foreign sales, the amount of debt acquired in foreign countries has also gradually increased. However, this development in foreign currency denominated debt came to an end in 2006 when Ford issued zero debt capital in foreign countries. Up until 2006, Ford’s foreign bond issuances to total bonds have gradually increased simultaneously with the foreign sales to total sales ratio. As a consequences of losses in sales, Ford’s return on assets worsened by 168%, from 3.53% in 2005 to -2.43% in 2006. These losses in sales are reflected in Ford’s debt to asset ratio resulting in the worsening of their credit ratings, which were downgraded from BB+ to BB in 2006. This lead to an increase in Ford’s cost of capital. Due to the worsening of the profitability of the firm, access to the capital markets became more complicated. 

The foreign bonds to total bonds ratio increased simultaneously with the foreign sales to total sales ratio indicating that there is a relationship between these two variables. However, the available data is not extensive enough to draw a significant conclusion.
5.2 
Bonds and interest rates 

In order to analyze our hypothesis stating: 

“Ford issues more bonds when interest rates are lower and also where interest rates are lowest.”

We performed the following regression analysis:

1) Debt issued = c(1) + c(2)*US yield rate

The results for hypothesis one in which we expect the dependant variable, debt issued,  to increase when interest rates are lower show a negative relationship between the dependent variable and the independent variable (US 10 year yield rate ) of which both the intercept and slope coefficient are statistically significantly different from 0. Therefore our hypothesis is in line with the findings of Henderson, Jeegadesh and Weisbach (2004) in world markets for raising capital where they argue that firms issue more debt when interest rates are low.

Table 8, Regression: Debt issued = c(1) + c(2)*US yield rate

	Observations: 52

Sample: 1995-2005
	C(1)

(prob.)
	C(2)

(prob.)

	Debt issued
	0,5155

(0,0874)
	0,0243

(0,1042)


2) Debt issued= c(1) + c(2)*Dummy + c(3)*Creditspread  + c(4)*Creditspread *Dummy 
The independent variable, debt issued, is expected to decline when credit spreads are high and rise when credit spreads are lower. Our results show that the intercept coefficient for c(1) for investment grade bonds is significant however the slope coefficient (credit spread ) is not proven to be significant under the 5 % level because of a probability of  0, 0599 inducing us to reject the 0 hypothesis by 1 % implying that the coefficient credit spread is not  significantly different from 0. To account for the difference in credit rating we used a dummy variable of which the value is zero when the bond is investment grade and one when it is a high yield bond (junk bond). The dummy intercept and slope coefficient are both positive and prove to be significantly different from 0.



Table 9, Regression: Debt issued= c(1) + c(2)*Dummy + c(3)*Creditspread  + c(4)*Creditspread *Dummy

	Observations: 50

Sample: 1995-2005
	C(1)

(prob.)
	C(2)

(prob.)
	C(3)

(prob.)
	C(4)

(prob.)

	Debt issued
	7,420.320

(0.0002)
	-2,389.781

(0.0000)
	-2,820.491

(0.0599)
	9,980.043

(0.0000)


Due to the relatively large amount of observations (50 bond issuances with maturities of 10 years) we apply a 10% confidence level for this particular regression. Under the 10% confidence level the coefficient credit spread is significantly different from 0. The debt issued decreases when credit spreads are high and increases when credit spreads are lower for investment grade bonds. Furthermore the dummies indicate that in the case of high yield bonds debt issues are higher than for investment grade bonds. 

5.3.1
Bond Allocation 
To test if Ford issues more bonds in the UK and Canada when interest rates in those countries are lower we conducted the following regressions: 
Table 10, Regression: Debt Issued = c(1) + c(2)*UK rate + c(3)*US rate + c(4)*Canadian rate

	Observations: 132

Sample: 1995-2005
	C(1)

(prob.)
	C(2)

(prob.)
	C(3)

(prob.)
	C(4)

(prob.)

	Debt issued
	135.6776

(0.4899)
	-3.6075

(0.9559)
	-137.8128

(0.0582)
	152.3106

(0.0661)


3) Debt Issued = c(1) + c(2)*UK rate + c(3)*US rate + c(4)*Canadian rate 

First we explain if interest rates cause Ford to issue more bonds in the US, UK and Canada by using regression this regression. We use the monthly debt issues within the US, UK and Canada during 1995 to 2005 and 10 year interest rates on government bonds for the US, UK and Canada. Second we explain if the amount of foreign debt issued to total debt issued is affected by the interest differentials US-CAN and US-UK. These variables represent the difference between US T-bill rates and the for Canada and UK similar interest rates on government bonds. A positive interest rate differential means that interest rates abroad are lower than domestic interest rates.

In regression three we ran the independent variable, the amount of debt issued within the US, UK and Canada, with the dependent variables, interest rates on 10 year US, UK and Canadian government bonds and found no constant pattern regarding the relationships between the different independent variables and the amount of debt issued. Debt issued declines when U.S. and U.K. rates increase. On the other hand the debt issued increases when Canadian rates increase. The coefficients for the intercept and the different slope coefficients (U.S. rate, U.K. rate, Canada rate) are not significantly different from zero.


4) Foreign debt issued/ Total debt issued = c(1) + c(2)*US-CAN + c(3)*US-UK 

	Observations: 132
Sample: 1995-2007
	C(1)

(prob.)
	C(2)

(prob.)
	C(3)

(prob.)

	Debt issued
	0.0981
(0.0244)
	0.0893
(0.2898)
	-0.0349
(0.5965)


Table 11, Regression: Foreign debt issued/ Total debt issued = c(1) + c(2)*US-CAN + c(3)*US-UK

To further analyze if Ford issues more bonds where interest rates are lower during the analyzed period we test relationship between Foreign Debt issued/ Total Debt Issued, the independent variable, and the interest rate differentials US-CAN and US-UK. Results show the coefficients for US-CAN and US-UK are both not statistically significantly different from zero. Our hypothesis stating that Ford issues more bonds where interest rates are lower can therefore be rejected.  Foreign debt issued in Canada and UK by Ford does not increase when the interest rate differential increases.

5.4 
Bonds and taxes 

In the preceding chapter we described the regression we conducted to test for a relationship between the tax differential and the amount issued in Canada. The results indicate that our hypothesis, which states that firms will allocate their debt in countries with a higher tax rate, can be rejected. The regression we ran revealed a negative relationship between the tax differential and the amount of debt issued in Canada. We can conclude that Ford does not have the tendency to allocate their debt in Canada even if the Canadian corporate tax statutory is higher. 

5) Debt/total assets = c(1) + c(2)*Tax differential Canada
	Observations: 59

Sample 1995-2005
	C(1)

(prob.)
	C(2)

(prob.)

	Debt/Assets
	0.0008

(0.0000)
	0.0103

(0.0114)


Table 12, 
Debt/total assets = c(1) + c(2)*Tax differential Canada






Conclusion

After having analyzed the automotive industry, the importance of bonds for Ford and the capital markets in which Ford issues bonds we have reached the conclusion that Ford utilizes its bonds in order to time the market. We found significant evidence during our analyzed period, 1995 to 2005, of a negative relationship between the amount of debt issued and risk free interest rates. This is in line with Henderson, Jeegadesh and Weisbach’s (2004) theory that firms issues bonds when interest rates are lower. We also found a negative relationship between bond issuances and the credit spread. Thus more bonds were issued when credit spreads, the difference between the coupon payments and the yield rate on US 10 year bonds, were lower. 
In the study by Harvard University on General Motors Corporation, the large multinational which is also a large issuer of corporate bonds, Tufano (1995) states that by actively managing its interest rate exposure the firm tried to lower its interest rates cost. Due to the high leverage, the current financial health of Ford is in danger; therefore the firm should take the same approach taken by GM. Thus we have come to the conclusion that Ford also attempts to lower its cost of capital through the timing of the issuance of bonds.
However we found no evidence supporting our hypothesis that Ford issues bonds in countries where interest rates are lower. There are far less cross-border issuances of bonds than domestic issuances. We found no significant relationship between the amount of debt issued in abroad and the interest rate differential between countries. Other factors such as market liquidity, proximity and legal systems mentioned by Henderson, Jeegadesh and Weisbach in their paper “World Markets for Raising Capital” provide plausible explanations for the reasons why Ford tends to allocate its bond issuances domestically in the U.S. market. Due to the large amount of transactions and its high liquidity needs, the firm demands fast and immediate access to capital markets. Apart that Ford is listed on the New York Stock Exchange, NYSE, due to the size of the US market over the counter issuances of bonds can also take place faster. Recent development in capital markets show that the global financial system is affected by decreasing availability of funding causing firms to de-lever. Due to tightening of the capital markets access to international capital markets is hindered. 
Global activities, due to the geographical dispersion of Ford’s business activities, trigger Ford to hedge for currency exchange rate risks creating an incentive for the firm to increase currency denominated debt. However, hedging for foreign currency exchange risk has not proven to be of primary importance for Ford when it comes to the issuance of bonds. This is in contradiction to the findings of Graham and Harvey (2001) in a survey where a great majority of CFO’s stated that providing a hedge against exchange rate risk is very important for the decision on where debt should be allocated in order to mitigate the negative impact of both the translation as the economic exposure on foreign business. Although both foreign sales and foreign bonds display similar patterns we find that these patterns are not in all cases related to each other. Foreign sales have significantly increased in importance compared to ten years ago. Conversely, we cannot state that hedging currency exchange rate risk has become of increasing importance to the firm because of the increasing dependence on foreign revenues. Ford’s foreign revenues in proportion to total sales have been increasing during our sample period but foreign debt issues in comparison to domestic debt issues remain low. 
From the total issuances of bonds over our sample period, 1995 to 2008, we concluded that Ford is more dependent on the domestic, US, market to issue bonds. Like Kedia and Mozumdar (2003), due to the large numbers of transactions we assume that Ford chooses the most liquid markets to issue their bonds and by doing so they reduce transaction costs. Throughout the analyzed period we noticed that profitability of the firm affects its overall performance in great a great matter. The profitability of Ford affects the availability of funding; therefore the issuances of bonds in foreign markets in 2006 could have been hindered causing the firm to rely on other sources of funding such as the recent bail out by the US government. We found that the amount of debt issued through bonds is not significantly related to foreign revenues. 
As previously mentioned in chapter four, our expectations that tax rates are not an important factor for the allocation of debt securities in a particular market has been confirmed. Due to the deductibility of interest rates, Newberry and Dhaliwal (1998) argue that firms chose to source their interest deductions where the benefit of these interest deductions is the largest. Moreover a higher tax rate in turn results in a higher tax shield. From the analyzed period we found that tax rates in the United States are higher than all countries, except the only country in which the corporate tax rates are higher resulting in a higher tax shield for Ford is Canada. Although Ford issues significant amounts of bond in Canada, our results show that Ford does not have the tendency to issue its bonds in Canada by taking tax considerations into account.

Reduction of the cost of capital considering the firm’s current financial position is of primary importance for the both short term and long-term viability of the firm and improvement of its financial performances. By deleveraging the firm, the capital adequacy of the firm is improved and therefore also the solvency of the firm which currently faces high risks of default. The improvement of the financial performances will ultimately result in the upgrading of the credit ratings making the cost of funding lower. The financial health of the firm is great importance to preserve employment of direct and indirect workers of the firm in which thousands are employed.
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Appendix

	Appendix 1: Ford Balance Sheet 1995-2008
	 
	 
	 
	 

	Scaling Factor : 1000000  USD
	Currency: USD
	 
	 
	 
	 

	ASSETS
	12/31/08
	12/31/07
	12/31/06
	12/31/05
	12/31/04
	12/31/03
	12/31/02
	12/31/01
	12/31/00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash And ST Investments
	39,952.00
	50,798.00
	55,622.00
	42,543.00
	34,076.00
	39,309.00
	30,521.00
	18,795.00
	18,784.00

	Receivables (Net)
	64,429.00
	68,753.00
	74,536.00
	82,281.00
	82,862.00
	83,638.00
	83,675.00
	66,248.00
	83,824.00

	Total Inventories
	8,618.00
	10,121.00
	11,578.00
	10,271.00
	10,766.00
	9,181.00
	6,980.00
	6,191.00
	7,514.00

	Other Current Assets
	4334
	6046
	9283
	9364
	11549
	10,064.00
	8,013.00
	8,750.00
	7,557.00

	Current Assets - Total
	117,333.00
	135,718.00
	151,019.00
	144,459.00
	139,253.00
	142,192.00
	129,189.00
	99,984.00
	117,679.00

	Property Plant & Equipment - Net
	28352
	35979
	38236
	40379
	42906
	41993
	36364
	80871
	84435

	Total Investments
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A

	Other Assets
	8,113.00
	20,414.00
	14,881.00
	21,627.00
	32,841.00
	39,505.00
	36,547.00
	35,156.00
	26,101.00

	Total Assets
	215,773.00
	276,459.00
	275,337.00
	264,891.00
	294,447.00
	303,828.00
	283,528.00
	270,547.00
	281,079.00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	LIABILITIES & SHAREHOLDERS' EQUITY
	12/31/08
	12/31/07
	12/31/06
	12/31/05
	12/31/04
	12/31/03
	12/31/02
	12/31/01
	12/31/00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Accounts Payable
	10,635.00
	15,718.00
	17,709.00
	16,637.00
	20,477.00
	18,355.00
	16,496.00
	18,772.00
	20,372.00

	ST Debt & Current Portion of LT Debt
	63,972.00
	61,052.00
	62,456.00
	59,904.00
	66,433.00
	60,053.00
	42,086.00
	46,579.00
	66,669.00

	Income Taxes Payable
	2790
	2671
	3139
	804
	2514
	2,996.00
	2,614.00
	#N/A
	449.00

	Other Current Liabilities
	21,180.00
	27,121.00
	28,250.00
	29,045.00
	27,497.00
	26,046.00
	25,916.00
	26,485.00
	25,480.00

	Current Liabilities - Total
	111,959.00
	110,350.00
	117,192.00
	110,300.00
	120,483.00
	111,959.00
	89,773.00
	94,856.00
	116,603.00

	Long Term Debt
	90,716.00
	107,478.00
	109,593.00
	94,428.00
	106,540.00
	119,751.00
	125,806.00
	121,430.00
	98,887.00

	Other Liabilities
	13,439.00
	20,663.00
	16,130.00
	18,013.00
	15,548.00
	18,752.00
	28,806.00
	21,959.00
	21,184.00

	Total Liabilities
	231,889.00
	269,410.00
	277,643.00
	250,812.00
	277,525.00
	291,518.00
	277,938.00
	262,761.00
	261,788.00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Shareholders' Equity
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Minority Interest
	1,195.00
	1,421.00
	1,159.00
	1,122.00
	877.00
	659.00
	#N/A
	0.00
	8.00

	Preferred Stock
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	177.00
	177.00
	850.00

	Common Equity
	-17,311.00
	5,628.00
	-3,465.00
	12,957.00
	16,045.00
	11,651.00
	5,413.00
	7,609.00
	18,433.00

	Retained Earnings
	-16,145.00
	-1,485.00
	-17.00
	12,461.00
	11,175.00
	8,421.00
	8,659.00
	10,502.00
	17,884.00

	Total Liabilities & Shareholders' Equity
	215,773.00
	276,459.00
	275,337.00
	264,891.00
	294,447.00
	303,828.00
	283,528.00
	270,547.00
	281,079.00

	
	
	
	
	
	
	 
	 
	 
	 

	
	
	
	
	
	
	 
	 
	 
	 

	ASSETS
	12/31/99
	12/31/98
	12/31/97
	12/31/96
	12/31/95
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Cash And ST Investments
	25,173.00
	24,986.00
	38,069.00
	34,613.00
	24,553.00
	 
	 
	 
	 

	Receivables (Net)
	74,630.00
	61,478.00
	65,570.00
	58,758.00
	57,239.00
	 
	 
	 
	 

	Total Inventories
	6,435.00
	5,656.00
	5,468.00
	6,656.00
	7,162.00
	 
	 
	 
	 

	Other Current Assets
	7,998.00
	6,644.00
	7,031.00
	6,489.00
	4,192.00
	 
	 
	 
	 

	Current Assets - Total
	114,236.00
	98,764.00
	116,138.00
	106,516.00
	93,146.00
	 
	 
	 
	 

	Property Plant & Equipment - Net
	85166
	72979
	34594
	33527
	31273
	 
	 
	 
	 

	Total Investments
	#N/A
	#N/A
	#N/A
	#N/A
	#N/A
	 
	 
	 
	 

	Other Assets
	24,336.00
	20,366.00
	21,752.00
	21,859.00
	20,742.00
	 
	 
	 
	 

	Total Assets
	273,413.00
	234,370.00
	275,385.00
	258,438.00
	238,481.00
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	LIABILITIES & SHAREHOLDERS' EQUITY
	12/31/99
	12/31/98
	12/31/97
	12/31/96
	12/31/95
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Accounts Payable
	14,450.00
	13,368.00
	11,997.00
	11,735.00
	11,260.00
	 
	 
	 
	 

	ST Debt & Current Portion of LT Debt
	74,004.00
	67,977.00
	88,002.00
	81,225.00
	74,890.00
	 
	 
	 
	 

	Income Taxes Payable
	1,862.00
	1,404.00
	1,358.00
	508.00
	316.00
	 
	 
	 
	 

	Other Current Liabilities
	19,960.00
	16,205.00
	19,793.00
	20,032.00
	16,994.00
	 
	 
	 
	 

	Current Liabilities - Total
	117,343.00
	106,054.00
	124,703.00
	117,429.00
	107,310.00
	 
	 
	 
	 

	Long Term Debt
	78,059.00
	64,181.00
	80,245.00
	77,136.00
	73,734.00
	 
	 
	 
	 

	Other Liabilities
	22,812.00
	16,733.00
	17,533.00
	15,907.00
	14,055.00
	 
	 
	 
	 

	Total Liabilities
	245,024.00
	210,181.00
	243,879.00
	230,903.00
	213,131.00
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Shareholders' Equity
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Minority Interest
	177.00
	103.00
	94.00
	93.00
	121.00
	 
	 
	 
	 

	Preferred Stock
	852.00
	854.00
	1,315.00
	1,374.00
	1,682.00
	 
	 
	 
	 

	Common Equity
	27,360.00
	23,232.00
	30,097.00
	26,068.00
	23,547.00
	 
	 
	 
	 

	Retained Earnings
	24,606.00
	19,659.00
	25,234.00
	20,334.00
	17,688.00
	 
	 
	 
	 

	Total Liabilities & Shareholders' Equity
	273,413.00
	234,370.00
	275,385.00
	258,438.00
	238,481.00
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rate Used to Translate From USD  to USD
	1.00
	1.00
	1.00
	1.00
	1.00
	 
	 
	 
	 

	Source: Thomson One
	 
	 
	 
	 
	 
	 
	 
	 
	 


	Appendix 2: Ford Income Statement 1995-2008
	
	
	
	

	Scaling Factor : 1000000  USD
	Currency: USD
	
	
	
	

	10 YR INCOME STATEMENT
	12/31/08
	12/31/07
	12/31/06
	12/31/05
	12/31/04
	12/31/03
	12/31/02
	12/31/01
	12/31/00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Net Sales or Revenues
	146,277.00
	172,455.00
	160,123.00
	177,089.00
	171,652.00
	164,196.00
	162,586.00
	162,412.00
	170,064.00

	Cost of Goods Sold
	108,339.00
	128,218.00
	137,645.00
	136,756.00
	129,422.00
	124,303.00
	120,200.00
	119,973.00
	110,812.00

	Depreciation, Depletion & Amortization
	12,925.00
	13,158.00
	16,519.00
	14,042.00
	13,052.00
	14,297.00
	15,177.00
	15,922.00
	15,949.00

	Gross Income
	25,013.00
	31,079.00
	5,959.00
	26,291.00
	29,178.00
	25,596.00
	27,209.00
	26,517.00
	43,303.00

	Selling, General & Admin Expenses
	28,730.00
	28,669.00
	12,359.00
	12,768.00
	11,455.00
	10,152.00
	9,819.00
	9,937.00
	16,684.00

	Operating Expenses - Total
	142,759.00
	164,424.00
	168,290.00
	170,079.00
	160,971.00
	156,080.00
	153,552.00
	155,230.00
	150,379.00

	Operating Income
	3,518.00
	8,031.00
	-8,167.00
	7,010.00
	10,681.00
	8,116.00
	9,034.00
	7,182.00
	19,685.00

	Non-Operating Interest Income
	#N/A
	1,161.00
	1,478.00
	1,249.00
	988.00
	870.00
	834.00
	766.00
	1,488.00

	Earnings Before Interest And Taxes (EBIT)
	-4,885.00
	6,792.00
	-6,689.00
	9,354.00
	11,669.00
	8,986.00
	9,868.00
	4,120.00
	19,206.00

	Interest Expense On Debt
	9,682.00
	10,927.00
	8,783.00
	7,643.00
	7,071.00
	7,690.00
	8,824.00
	10,848.00
	10,902.00

	Pretax Income
	-14,567.00
	-4,135.00
	-15,472.00
	1,711.00
	4,598.00
	1,296.00
	1,044.00
	-6,728.00
	8,304.00

	IncomeTaxes
	63.00
	-1,294.00
	-2,646.00
	-512.00
	937.00
	135.00
	302.00
	-2,151.00
	2,705.00

	Minority Interest
	214.00
	312.00
	210.00
	280.00
	282.00
	314.00
	367.00
	20.00
	119.00

	Equity In Earnings
	163.00
	389.00
	421.00
	285.00
	255.00
	74.00
	-91.00
	-856.00
	-70.00

	Net Income Before Extra Items/Preferred Div
	-14,672.00
	-2,764.00
	-12,615.00
	2,228.00
	3,634.00
	913.00
	221.00
	-5,453.00
	5,719.00

	Extr Items & Gain(Loss) Sale of Assets
	0.00
	41.00
	2.00
	-204.00
	-147.00
	-418.00
	-1,201.00
	0.00
	-2,252.00

	Net Income Before Preferred Dividends
	-14,672.00
	-2,723.00
	-12,613.00
	2,024.00
	3,487.00
	495.00
	-980.00
	-5,453.00
	3,467.00

	Preferred Dividend Requirements
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	15.00
	15.00
	15.00

	Net Income Available to Common
	-14,681.00
	-2,764.00
	-12,615.00
	2,441.00
	3,634.00
	913.00
	206.00
	-5,468.00
	5,704.00

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Rate Used to Translate From USD  to USD
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00
	1.00

	Source: Thomson One
	
	
	
	
	
	
	
	
	


	
	
	
	
	
	
	
	
	
	

	10 YR INCOME STATEMENT
	12/31/99
	12/31/98
	12/31/97
	12/31/96
	12/31/95
	
	
	
	

	 
	 
	 
	 
	 
	 
	
	
	
	

	Net Sales or Revenues
	162,558.00
	144,416.00
	153,627.00
	146,991.00
	137,137.00
	
	
	
	

	Cost of Goods Sold
	106,262.00
	91,807.00
	96,370.00
	96,145.00
	89,443.00
	
	
	
	

	Depreciation, Depletion & Amortization
	15,193.00
	14,329.00
	13,583.00
	12,791.00
	11,719.00
	
	
	
	

	Gross Income
	41,103.00
	38,280.00
	43,674.00
	38,055.00
	35,975.00
	
	
	
	

	Selling, General & Admin Expenses
	16,648.00
	13,916.00
	13,409.00
	13,010.00
	12,553.00
	
	
	
	

	Operating Expenses - Total
	144,221.00
	126,454.00
	133,213.00
	130,727.00
	121,032.00
	
	
	
	

	Operating Income
	18,337.00
	17,962.00
	20,414.00
	16,264.00
	16,105.00
	
	
	
	

	Non-Operating Interest Income
	1,428.00
	1,331.00
	1,116.00
	841.00
	800.00
	
	
	
	

	Earnings Before Interest And Taxes (EBIT)
	20,020.00
	34,299.00
	21,527.00
	17,198.00
	16,905.00
	
	
	
	

	Interest Expense On Debt
	9,076.00
	8,865.00
	10,500.00
	10,399.00
	10,046.00
	
	
	
	

	Pretax Income
	10,944.00
	25,434.00
	11,027.00
	6,799.00
	6,859.00
	
	
	
	

	IncomeTaxes
	3,670.00
	3,176.00
	3,741.00
	2,166.00
	2,379.00
	
	
	
	

	Minority Interest
	119.00
	149.00
	278.00
	181.00
	187.00
	
	
	
	

	Equity In Earnings
	82.00
	-38.00
	-88.00
	-6.00
	-154.00
	
	
	
	

	Net Income Before Extra Items/Preferred Div
	7,237.00
	22,071.00
	6,920.00
	4,446.00
	4,139.00
	
	
	
	

	Extr Items & Gain(Loss) Sale of Assets
	0.00
	-85.00
	0.00
	0.00
	-66.00
	
	
	
	

	Net Income Before Preferred Dividends
	7,237.00
	21,986.00
	6,920.00
	4,446.00
	4,073.00
	
	
	
	

	Preferred Dividend Requirements
	15.00
	22.00
	54.00
	65.00
	234.00
	
	
	
	

	Net Income Available to Common
	7,221.00
	22,048.00
	6,874.00
	4,381.00
	3,905.00
	
	
	
	

	
	 
	 
	 
	 
	 
	
	
	
	

	
	1.00
	1.00
	1.00
	1.00
	1.00
	
	
	
	


Appendix 3: Altman Z-score insolvency calculations 1999-2008

	Financials
	2008
	2007
	2006
	2005
	2004
	2003
	2002
	2001
	2000
	1999

	EBIT
	    -4.885 
	     6.792 
	    -6.689 
	     9.354 
	   11.669 
	     8.986 
	     9.868 
	     4.120 
	   19.206 
	   20.020 

	Total Assets
	 215.773 
	 276.459 
	 275.337 
	 264.891 
	 294.447 
	 303.828 
	 283.528 
	 270.547 
	 281.079 
	 273.413 

	Net Sales
	 146.277 
	 172.455 
	 160.123 
	 177.089 
	 171.652 
	 164.196 
	 162.586 
	 162.412 
	 170.064 
	 162.558 

	Market Value of Equity
	  -16.116 
	     7.049 
	    -2.306 
	   14.079 
	   16.922 
	   12.310 
	     5.590 
	     7.786 
	   19.291 
	   28.389 

	Total Liabilities
	 231.889 
	 269.410 
	 277.643 
	 250.812 
	 277.525 
	 291.518 
	 277.938 
	 262.761 
	 261.788 
	 245.024 

	Current Assets
	 117.333 
	 135.718 
	 151.019 
	 144.459 
	 139.253 
	 142.192 
	 129.189 
	   99.984 
	 117.679 
	 114.236 

	Current Liabilities
	 111.959 
	 110.350 
	 117.192 
	 110.300 
	 120.483 
	 111.959 
	   89.773 
	   94.856 
	 116.603 
	 117.343 

	Retained Earnings
	  -16.145 
	    -1.485 
	         -17 
	   12.461 
	   11.175 
	     8.421 
	     8.659 
	   10.502 
	   17.884 
	   24.606 

	
	
	
	
	
	
	
	
	
	
	

	Ratio 
	
	
	
	
	
	
	
	
	
	

	A. EBIT/ Total Assets
	-0,02
	0,02
	-0,02
	0,04
	0,04
	0,03
	0,03
	0,02
	0,07
	0,07

	B. Net Sales/ Total Assets 
	0,68
	0,62
	0,58
	0,67
	0,58
	0,54
	0,57
	0,60
	0,61
	0,59

	C.Market Value of Equity/ Total Liabilities
	-0,07
	0,03
	-0,01
	0,06
	0,06
	0,04
	0,02
	0,03
	0,07
	0,12

	D. Working Capital/ Total Assets
	0,54
	0,49
	0,55
	0,55
	0,47
	0,47
	0,46
	0,37
	0,42
	0,42

	E. Retained Earnings/ Total Assets
	-0,07
	-0,01
	0,00
	0,05
	0,04
	0,03
	0,03
	0,04
	0,06
	0,09

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	Weightage
	
	
	
	
	
	
	
	
	
	

	A
	3,3
	3,3
	3,3
	3,3
	3,3
	3,3
	3,3
	3,3
	3,3
	3,3

	B
	0,999
	0,999
	0,999
	0,999
	0,999
	0,999
	0,999
	0,999
	0,999
	0,999

	C
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6

	D
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2

	E
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4

	
	
	
	
	
	
	
	
	
	
	

	A*EBIT/ Total Assets
	-0,07
	0,08
	-0,08
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