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Summary. Introduction. The capital structure of multinational
corporations (MNCs) significantly influences their overall risk, valuation, and
financial performance [6]. Among various measures to evaluate capital
structure, the Debt-to-Equity (D/E) ratio emerges as a central metric. It
quantifies the extent to which a corporation relies on debt financing relative to
equity financing [4]. In practice, maintaining an optimal D/E ratio is critical, as
it directly affects the firm's risk profile, cost of capital, and attractiveness to
investors and creditors [5]. This study investigates the implications of different
capital structure theories through analysis of historical D/E ratios in periods of
economic turbulence.

Purpose. the purpose of this research is to explore the practical
implications of MNE capital structure theories by analyzing the historical trends

and fluctuations of the Debt-to-Equity (D/E) ratio of U.S. nonfinancial

International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3




International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3

corporations, particularly during economic crises. It aims to distinguish between
accounting-driven and cash-flow-driven changes in D/E to provide a clearer
understanding of corporate financial strategies under stress conditions.

Materials and methods. The study utilizes historical data on the Debt-to-
Equity ratios of U.S. nonfinancial corporations spanning from 1961 to 2021,
sourced from Annual tables of integrated macroeconomic accounts for the United
States /3. Two distinct measures of D/E ratios are analyzed: classical D/E
ratios, inclusive of accounting-based adjustments, and incremental D/E ratios,
reflecting purely cash-flow-based financing activities [14]. Comparative analysis
is performed across multiple financial crises, notably the 2007-2008 global
financial crisis, the 2011 European sovereign debt crisis, the 2014-2015
commodity crisis, and the 2018 global trade tensions [3; 8; 14].

Results. The analysis reveals significant volatility in classical D/E ratios
during crisis periods, primarily driven by accounting adjustments such as asset
impairments and equity revaluations [14]. In contrast, incremental D/E ratios
displayed relatively moderate fluctuations, emphasizing stability in actual
financial decisions involving debt issuance or repayment and equity transactions
[14]. Notably, classical D/E ratios increased dramatically during the 2008
financial crisis, whereas incremental ratios showed modest changes, suggesting
substantial accounting distortions [8; 14].

Discussion. The findings indicate that accounting-based leverage metrics
(classical D/E ratios) frequently overstate corporate financial vulnerability
during economic crises due to their sensitivity to non-cash accounting
adjustments [14]. Incremental D/E ratios, however, provided more consistent
and economically meaningful insights into corporations' strategic responses to
crises [14]. This highlights the necessity for analysts, investors, and rating
agencies to incorporate incremental D/E ratios alongside traditional measures

to better assess true financial stability and risk exposure [1; 13, 14].
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Future research should investigate specific variations in the
responsiveness of classical and incremental D/E ratios to economic shocks [2;
7]. Additionally, examining international differences influenced by varying
accounting standards (such as IFRS vs. US GAAP) could yield important insights
[14]. Further studies might also focus on incorporating qualitative factors, such
as managerial behavior and investor sentiment, to enrich the understanding of
capital structure adjustments during economic uncertainty [9; 11].

Key words: Debt-to-Equity Ratio (D/E), financial decision-making,
multinational corporations, MNC, capital structure, financing decisions, risk

management, corporate finance.

Anomauia. Bcmyn. Cmpykmypa kanimany 60a2amoHayioOHANbHUX
kopnopayiu (PHII) cymmeso eniusaec Ha 3a2anbHUull pieeHb pusuKy, OYiHKy ma
Qinancosi pezyromamu ixuvoi OisnbHocmi [6]. Ceped pi3Hux NOKA3HUKIE 0.5
OYIHIOBAHHSL CMPYKMYPU KANIMAILY KIOY08UM € Koeiyienm 60p2y 00 81acHO20
kanimany (D/E). Bin eusnauae cmyninb 3a1e#CHOCMI KOMNAHIL 8i0 60p208020
Qinancyeanns nopieHaHo 3 enacHum kanimanom [4]. Ha npakmuyi niompumanmsi
onmumanvrozo piensi D/E € kpumuunum, ocKintbKu 8iH 6e3nocepeonbo 8NIUBAE
Ha npo@ine pusuxy KOMRAHii, eapmicme Kanimaniy ma ii npueabausicmv 0.
ineecmopis i kpeoumopis [5]. Lle O0ocnioxcenns eusuae npakmuuHi HACKIOKU
DI3HUX meopii CMPYKmypu Kanimauiy WIAXOM aHANI3Y ICMOPUYHUX 3HAYEHDb
koeghiyieuma D/E y nepioou exonomiunoi HecmabinbHOCMI.

Mema. Memoto yb020 00CNiONCEHHS € BUBYEHHS NPAKMUYHUX HACTIOKIG
pisnux meopiu cmpykmypu kanimany bBHII wnaxom ananizy icmopuunux
meHOeHyill i Koausamv koegiyienma 6opey 0o enacnozo kanimany (D/E) y
Heghinancosux xopnopayisx CIIIA, ocobiueo nio uyac eKOHOMIYHUX Kpus3.
Locniooicenns mae Ha memi nOpiBHAMU 3MIHU Y pPIGHI Koeiyichma 6opey 00

enacnoeo kanimany (D/E) 6i0 nemamepianvHux nepeoyiHoK NpOmMu YUCHMUX

International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3




International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3

2POUL0BUX NOMOKIB, W00 Kpauje 3p03yMimu KopnopamueHi pinancosi cmpamezii
8 YMOBAX HeCMAaOiIbHOCMI.

Mamepianu ma memoou. ¥ 00CnioxHceHHi GUKOPUCHOBYIOMbCS ICMOPUYHI
oani npo rxoeghiyicnmu D/E neghinancosux kopnopayiii CIIIA 3a nepioo 3 1961
no 2021 pix, ompumani 3 Piunux mabauyv iHmecposanux MaxKpoeKoHOMIUHUX
paxynkie Cnonyuenux I[llmamie [3]. Ananizytomscsi 06a oxpemi NOKA3ZHUKU
koeghiyiecuma D/E: xknacuunuti, wo ekouae OyxeanmepcobKi KOpU2y8amHs, ma
IHKpeMeHmHUlL, Wo 8i000pax3cac BUKIIOUHO (DIHAHCOBI onepayii, 3aCHOBAHI HA
epowosux nomokax [14]. Ilposooumuvcs nopisHAnbHUll auaniz 3a nepiooamu
Qinancosux kpus, 30xkpema enobanvhoi @inancosoi kpuszu 2007-2008 pp.,
esponeticbkoi 6opeosoi kpusu 2011 p., cuposunnoi kpuzu 2014-2015 pp. ma
2nobanbhux mopeogenvHux nanpyscensb 2018 poky [3; 8; 14].

Pesynomamu. Ananiz eussus 3Hauymy G0IAMUNLHICMb  KIACUYHO20
koeghiyiecumy D/E nio uac Kpuzosux nepioois, 20106HUM UYUHOM Uepe3
OyxeanmepcoKi nepeoyinku, maxi K 3HeyiHeHHs aKmueie i nepeoyinKa 81acHO20
kanimany [14]. Ha npomueacy yvomy, inkpemenmuui koegiyicum D/E
0eMOHCMPYBA8 NOMIPHI KOJNUBAHHS, NIOKPeCMonYU CcmadilbHICMb peanlbHux
Qinancosux piuienb w000 BGUNYCKY ab0 noz2auieHHs Oopzy ma onepayii 3
enacrum xanimanom [14]. 3oxpema, knacuunuii xoegpiyienm D/E pizko 3pic nio
yac ¢inancosoi kpuzu 2008 poky, moodi 5K IHKpeMeHmMHMU NOKA348 He3HAYHI
3MIHU, WO CBIOUUMb NPO CymMmESL OyxeanmepcobKi cnomeopenus [8; 14].

llepcnexmusu. Pe3ynemamu cgiduamov, wo 0yxeanmepcvbKi NOKAZHUKU
Qinancosozo easxcens (knacuuni koeghiyienmu D/E) uacmo nepebinvuiyromo
Qinancosy epasniugicmv Kopnopayiti nio 4ac eKOHOMIYHUX Kpu3 uepe3 IXHIo
YYmaugicms 00 He2pouiosux Oyxearmepcvkux kopueyeausv [I14]. Boonouac
inkpemenmuuil koegiyienm D/E Hnaoae 6Oinbuws cmabinoHy i eKOHOMIYHO
3MIicmo8Hy Hgopmayio wodo cmpame2iyHoi peakyii Kopnopayiti Ha Kpu3osi
aeuwa [14]. lle e6xazye Ha HeobOXiOHicmb 011 AHANIMUKIB, [HEECMOpI8 I

PelmuH208UX A2eHMCME GUKOPUCMO8Y8amu IHKpemenmHuui koegiyichm D/E
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nopao i3 mpaouyiuHum Ol MOYHIUOL OYIHKU DIHAHCOB0I cmabitbHocmi ma
pusuxis [1; 13; 14].

Ilooanvwi Oocniodcenns maromes 30cepeoumucs Ha Ccneyupiunux
BIOMIHHOCIAX y peaxyii Kiacuuno2o ma iHkpemenmuo2o koeghiyienmy D/E na
ekonomiuni woxu [2; 7]. Kpim moeo, eusuenus MidCHapoOHUX 8iOMiHHOCMEl,
3yMo6nenux piznuyero y cmarnoapmax oonixy (nanpuxiad, MC®3 ma US GAAP),
Modce damu eaxcausi sucHosku [14]. Ilooanvuii 00CcnioxicenHs maKkoic Mo*Cymu
8paxosysamu AKiCHI (paxmopu, maxi sk N08eOiHKA MEHeOHCMEHM)Y ma HACmpoi
iHBeCcmopis, 051 NO2NUONEHHS. PO3YMIHHA KOPUSYBAHbL CMPYKMYPU KAnimarny 8
YMOBAX eKOHOMIYHOI Hesusnauenocmi [9; 11].

Knwuoei cnosa: roegiyienm 6opzy oo enracnoco kanimany (D/E),
npuiHamms  Qinancosux piwienvb, OazamounayioHanvhi Kopnopayii, BHII,
cmpykmypa — Kanimauny, — (QIiHaMCO8I  pilieHHs,  YNPAGNIHHA  PUSUKAMU,

KopnopamueHi Qinancu.

Problem statement. The Debt-to-Equity (D/E) ratio is a critical metric for
evaluating the capital structure of multinational corporations, calculated by
dividing total debt by total shareholders’ equity. It reflects the proportion of a
firm’s financing derived from borrowing versus equity, offering insights into its
financial leverage and risk profile. While moderate leverage can amplify returns
for equity holders when project returns exceed debt costs, excessive debt raises
default risks, necessitating a careful balance. The interpretation of the D/E ratio
is further complicated by factors such as tax shields, bankruptcy costs, and agency
problems, which influence its impact on firm value. Beyond internal decision-
making, the D/E ratio is closely scrutinized by investors, creditors, and rating
agencies as a key indicator of financial stability and creditworthiness. In practice,
firms must weigh the tax advantages of debt against the potential for financial
distress, while also accounting for strategic considerations like growth

opportunities and market conditions. This study seeks to examine the
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multifaceted role of the D/E ratio, its theoretical foundations, and its practical
implications, particularly during economic crises, to provide a deeper
understanding of how multinational corporations optimize their capital structures.

Literature Review. The study of capital structure and its implications for
corporate finance has been a cornerstone of financial economics, with seminal
works shaping both theoretical frameworks and empirical analyses. Modigliani
and Miller (1958) laid the groundwork with their proposition that, in a perfect
market, a firm’s capital structure does not influence its value. Their theory,
emphasizing the irrelevance of debt-equity mix under idealized conditions,
sparked decades of research aimed at understanding real-world deviations from
this benchmark. However, Myers (1984) challenged this view by introducing the
"capital structure puzzle," suggesting that firms’ persistent preference for debt
over equity contradicts theoretical expectations, thus prompting further
exploration into market imperfections and behavioral factors.

Building on this foundation, Altman (1968) shifted focus toward practical
applications, developing a predictive model using financial ratios and
discriminant analysis to assess corporate bankruptcy risk. This work underscored
the importance of financial health indicators, offering a tool that remains
influential in credit risk assessment. Similarly, Jensen (1986) explored the agency
costs of free cash flow, arguing that excess cash can lead to managerial
inefficiencies, particularly in the context of takeovers, thus linking capital
structure to corporate governance dynamics.

Empirical investigations have further enriched the field. Rajan and
Zingales (1995) provided a comparative analysis of capital structure across
countries, revealing how institutional and economic differences, such as tax
policies and legal systems, shape financing choices. Complementing this,
Graham and Harvey (2001) offered a practitioner’s perspective through a survey
of financial executives, highlighting the interplay between theoretical models and

real-world decision-making. Their findings suggest that factors like financial
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flexibility and market conditions often outweigh strict adherence to theoretical
optima.

The role of market timing and macroeconomic factors has also garnered
attention. Baker and Wurgler (2002) posited that firms adjust their capital
structure by timing equity issuances to favorable market conditions, a notion
supported by Korajczyk and Levy (2003), who found that macroeconomic
variables and financial constraints significantly influence leverage decisions.
Similarly, the Federal Reserve provides macroeconomic data on U.S.
nonfinancial corporate businesses, offering a broader context for understanding
how aggregate trends affect firm-level financing.

Delving into specific determinants, Frank and Goyal (2009) identified
reliable factors, such as firm size, profitability, and tangibility, that consistently
drive capital structure decisions, refining the scope of empirical inquiry. Graham
and Leary (2011) synthesized these developments in a comprehensive review,
charting the evolution of capital structure research and pinpointing avenues for
future study, including the integration of behavioral finance. Meanwhile,
Margaritis and Psillaki (2010) explored the nexus between capital structure,
equity ownership, and firm performance, suggesting that ownership
concentration can mitigate agency conflicts and enhance efficiency.

The consequences of capital structure choices are equally critical. Opler
and Titman (1994) demonstrated that financial distress, often tied to high
leverage, adversely affects corporate performance, particularly during economic
downturns. More recently, Tsyganov and Sinitsyn (2023) examined the
performance composition of U.S. non-financial corporations, linking capital
structure to broader economic outcomes and reinforcing the relevance of these
dynamics in contemporary settings.

Collectively, this body of literature illustrates the multifaceted nature of
capital structure, encompassing theoretical foundations, empirical determinants,

and practical implications. From Modigliani and Miller’s (1958) idealized
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framework to Altman’s (1968) predictive tools and beyond, the field continues to
evolve, addressing both firm-specific and macroeconomic influences on
financing decisions.

Purpose. The purpose of this research is to explore the practical
implications of MNE capital structure theories by analyzing the historical trends
and fluctuations of the Debt-to-Equity (D/E) ratio in U.S. nonfinancial
corporations, particularly during economic crises. It aims to distinguish between
accounting-driven and cash-flow-driven changes in D/E to provide a clearer
understanding of corporate financial strategies under stress conditions.

Materials and methods. The study utilizes historical data on the Debt-to-
Equity ratios of U.S. nonfinancial corporations spanning from 1961 to 2021,
sourced from integrated macroeconomic accounts provided by the Federal
Reserve Bank of St. Louis [3]. Two distinct measures of D/E ratios are analyzed:
classical D/E ratios, inclusive of accounting-based adjustments, and incremental
D/E ratios, reflecting purely cash-flow-based financing activities [14].
Comparative analysis is performed across multiple financial crises, notably the
2007-2008 global financial crisis, the 2011 European sovereign debt crisis, the
2014-2015 commodity crisis, and the 2018 global trade tensions [3; 8; 14].

Main material. The Debt-to-Equity (D/E) ratio is often regarded as one of
the most important measures for assessing the capital structure [6] of a
multinational corporation. It is calculated by dividing total debt by total
shareholders’ equity, and it signals how much of a firm’s activities are financed
through borrowing versus the portion funded by its owners. While a certain
degree of leverage can enhance returns for equity holders if the company’s
projects yield higher returns than the cost of debt, this advantage must be weighed
against the increased default risk when debt levels become too high.

D/E ratio is also used in capital structure assessment, providing insights
into a company's leverage and risk profile [6]. A higher D/E ratio indicates that a

company relies more heavily on debt financing, which can amplify returns during
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favorable economic conditions but also increases financial risk during downturns.
Conversely, a lower D/E ratio suggests a more conservative approach, with
greater reliance on equity financing, which may indicate stability but could also
imply underutilization of leverage for growth.

Factors like tax shields, bankruptcy costs, and agency problems make the
D/E ratio a significant determinant of MNC value [4]. Empirical research often
finds a non-linear relationship between the D/E ratio and firm performance,
where moderate levels of leverage can enhance returns, but excessive debt can
lead to financial distress [12].

Furthermore, the D/E ratio is closely monitored by investors, creditors, and
rating agencies [13]. A high D/E ratio may deter investors due to perceived risk,
while creditors may impose stricter borrowing terms or higher interest rates.
Rating agencies use the D/E ratio to assess creditworthiness, with higher ratios
often leading to lower credit ratings and increased borrowing costs [1].

In practice, firms must balance the benefits of debt, such as tax
deductibility of interest payments, against the risks of financial distress and
reduced flexibility [11]. Strategic considerations, including growth opportunities,
cash flow stability, and competitive positioning, also play a role in determining
the appropriate D/E ratio [9]. Ultimately, the D/E ratio is a dynamic metric that
requires continuous evaluation in the context of a firm's operational environment,
financial goals, and market conditions.

The D/E ratio is a key metric for investors and creditors. Graham and
Harvey (2001) surveyed CFOs and found that maintaining an optimal D/E ratio
is a top priority for firms, as it directly impacts their cost of capital and credit
ratings [5]. Credit rating agencies, such as Moody's and Standard & Poor's, use
the D/E ratio to assess a firm's creditworthiness. A high D/E ratio often leads to
lower credit ratings and higher borrowing costs, as it signals increased financial

risk (Altman, 1968) [1].
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Capital structure theories aim to explain how firms determine the
proportion of debt and equity financing, as well as the implications of these
choices on firm value, risk, and cost of capital. Various theories provide distinct
perspectives on D/E ratio, its significance, optimal level, and impact on firm
value:

D/E Ratio in Capital Structure Theories

Introduced by Franco Modigliani and Merton Miller (1958), the
Modigliani-Miller (M&M) theorem initially asserts that, under perfect market
conditions, without taxes, bankruptcy costs, or information asymmetries, a firm's
value remains unaffected by its capital structure [10]. In their later refinement,
sometimes referred to as M&M Proposition 11, Modigliani and Miller recognized
the influence of corporate taxes on this theoretical framework. Their revised
model acknowledges that interest payments on debt provide tax-deductible
advantages, thus incentivizing higher leverage. However, these benefits come
with increased financial distress risks and potential agency costs. Consequently,
in practice, firms adapt their capital structures to strike a balance between
exploiting tax benefits and mitigating the associated burdens [10].

Markets deviate significantly from perfect conditions due to taxation,
financial distress costs, and transaction costs. Consequently, firms actively
manage their capital structures to optimize tax advantages, minimize financial
distress costs, and align with strategic objectives [4]. During financial crises, such
as the 2008 global financial crisis, these imperfections intensify. Crises amplify
market frictions like liquidity constraints and heightened uncertainty, challenging
the M&M assumption of perfect markets and causing highly leveraged firms to
face severe difficulties accessing capital markets [8]. In such times, the debt-to-
equity (D/E) ratio may fluctuate more dramatically as firms attempt to rebalance
or restructure their finances, often responding to limited credit availability by

lowering overall leverage or issuing equity to shore up balance sheets [8].
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The Trade-Off Theory builds upon these imperfections, proposing that
firms achieve an optimal capital structure by balancing the tax benefits of debt,
primarily from interest tax shields, against the risks and costs of financial distress,
including bankruptcy [11]. Firms thus select capital structures reflecting industry
characteristics and individual risk profiles — profitable firms may adopt higher
debt levels to leverage tax benefits, whereas firms in volatile sectors typically
maintain lower debt ratios to mitigate bankruptcy risks [2]. Financial crises alter
this balance significantly. During downturns, such as the COVID-19 pandemic,
the threat of bankruptcy escalates sharply due to declining revenues and economic
uncertainty, making debt financing less attractive. However, liquidity shortfalls
may force companies to accept additional debt, including government-backed
loans, to maintain operational stability [1]. During such crises, D/E ratios can
shift quickly: some firms may reduce debt to avoid the heightened risk of distress,
whereas others find themselves forced to increase leverage to survive, effectively
moving away from their typical optimal trade-off levels [11].

The Pecking Order Theory, formulated by Myers and Majluf (1984),
addresses capital structure from the perspective of information asymmetry. Firms
prefer financing methods with the lowest information costs, typically using
retained earnings first, followed by debt, and resorting to equity only as a last
measure [11]. External financing, especially equity issuance, is considered costly
due to managers' superior information compared to investors. Therefore, firms
with substantial internal resources rarely seek external financing, while those with
limited internal funds favor debt over equity to reduce signaling adverse
information [13]. During financial crises, internal funds often diminish rapidly,
compelling firms toward external financing despite tightened credit conditions
and increased borrowing costs. For example, during the 2008 crisis, many firms
experienced constrained access to debt markets and faced substantial costs if
equity issuance became necessary due to depressed stock prices [8]. Under such

circumstances, the D/E ratio can become more volatile: companies that exhaust
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internal funds may tap additional debt if it remains available, while others might
issue equity, even at unfavorable prices, to prevent insolvency or reduce existing
debt levels, thus altering the typical pecking order [11].

The Agency Cost Theory, introduced by Jensen and Meckling, highlights
conflicts between managers and shareholders regarding capital structure
decisions [7]. Debt acts as a disciplinary mechanism to curb managerial excess
by imposing fixed obligations, thus aligning managerial interests with those of
shareholders. However, excessive debt may also provoke adverse outcomes such
as underinvestment or risk-taking detrimental to long-term shareholder value [9].
During crises, agency conflicts can intensify. Managers might prefer conservative
financial strategies, limiting debt to protect their employment or operational
stability, whereas shareholders may advocate for aggressive, debt-funded
investments to capitalize on potential recovery opportunities. For instance, during
the Dot-com crisis (2000-2002), some firms intentionally increased debt levels
to mitigate managerial inefficiencies and enhance alignment with shareholder
interests [8]. As a result, D/E ratios may move in opposing directions in times of
crisis: cautious managers could decrease leverage to reduce risks, while activist
shareholders might push for higher debt to exploit expansion opportunities at
depressed asset prices [7].

Lastly, Market Timing Theory, advanced by Baker and Wurgler (2002),
suggests that firms strategically select financing sources based on market
conditions, issuing equity when stock valuations are high and preferring debt or
share buybacks when valuations are low [2]. This opportunistic behavior implies
that capital structures evolve in response to market conditions rather than
adhering strictly to predefined targets. In crisis situations, declining equity
markets typically discourage equity issuance due to significant dilution and
associated costs. Concurrently, credit markets may tighten or even freeze, as
observed during the European debt crisis (2010-2014), significantly restricting

firms' financing options or forcing them to accept unfavorable borrowing terms
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[8]. Consequently, during financial turmoil, firms often delay funding decisions
or opt for less optimal financing methods, further reflecting the dynamic and
reactive nature of capital structure management. This environment also creates
pronounced fluctuations in the D/E ratio, as companies might exploit temporary
windows of opportunity to issue equity, despite depressed valuations, or incur
additional debt when credit becomes momentarily accessible, leading to swift and
sometimes unplanned changes in leverage [2].

The way non-material revaluations affect the D/E ratio can have significant
consequences for credit ratings, borrowing costs, cross-border financial
reporting, and investor perceptions [14].

Credit rating agencies and financial institutions rely on the D/E ratio as a
measure of financial stability and risk [1]. If the ratio appears artificially low due
to inflated equity values, lenders may offer more favorable loan terms and lower
interest rates. However, if these revaluations are later reversed, the D/E ratio
could increase unexpectedly, making the company appear riskier. This could lead
to higher borrowing costs, restricted access to capital, or even a credit rating
downgrade, impacting the company's ability to finance its operations efficiently
[1].

Another major challenge arises from differences in accounting standards
across countries. Multinational corporations operate in multiple jurisdictions
where financial reporting rules vary. Under IFRS (International Financial
Reporting Standards), companies are allowed to revalue assets, leading to
potential increases in equity. In contrast, US GAAP (Generally Accepted
Accounting Principles) is more conservative, restricting asset revaluations and
requiring goodwill to be tested for impairment. These differences mean that an
MNC may report different D/E ratios depending on the country where it operates,
creating inconsistencies in financial assessments [14].

The financial markets also react to shifts in leverage perception. If investors

assess an MNC based on a misleadingly low D/E ratio, they might view it as a
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safe investment when, in reality, its tangible asset base may not support its
financial obligations. Conversely, if goodwill impairments or stock buybacks
suddenly increase the D/E ratio, investors might perceive the company as riskier,
even if its operational cash flows remain strong. This can lead to increased stock
price volatility and potential declines in market valuation [13].

D/E — The Evidence

The debt-to-equity ratio data from 1961 to 2021 reveals several important
patterns in corporate leverage over this sixty-year period [3].
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Fig. 1. Debt-to-equity ratio of US nonfinancial corporations

Source: compiled by the author based on [3]

During the early 1960s, debt-to-equity ratios remained relatively stable
around 0.25, indicating conservative financial structures where companies
maintained significantly more equity than debt [3]. This pattern changed
dramatically during the 1973-1974 Oil Crisis, when the ratio peaked at
approximately 0.58, representing the highest leverage point in the entire dataset
[3]. This substantial increase likely reflected companies taking on additional debt
to navigate the economic challenges caused by oil price shocks and the resulting
economic instability. Following this peak, the debt-to-equity ratio declined but

experienced notable fluctuations during subsequent economic disruptions [3].
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The 1990s presented market confidence in future possibilities leading
decrease in expensive crisis debt financing and series of [PO and share issuances
[3]. The 1987 market crash, the early 2000s dot-com bubble burst and the 2008
Financial Crisis each triggered spikes in the debt-to-equity ratio, as companies
may have increased borrowing to maintain operations during declining revenues
or to take advantage of lower interest rates implemented as monetary policy
responses to these crises [3]. Increasing debt, including through government
support programs and direct investor negotiations, even overpriced seems
reasonable market short liquidity and ability to negotiate individual terms in
nonpublic offers [3].

The most striking trend emerges in the post-2008 period, where a clear and
consistent deleveraging pattern took hold. From 2008 to 2021, the debt-to-equity
ratio declined from approximately 0.35 to 0.13, reaching its lowest level in the
entire dataset [3]. This significant reduction suggests a fundamental shift in
corporate financial philosophy, with companies prioritizing stronger balance
sheets and reduced financial risk following the harsh lessons of the Great
Recession. The brief uptick during the COVID-19 pandemic was minor compared
to previous crises and quickly resumed its downward trajectory [3].

This long-term trend toward lower leverage ratios may reflect several
factors: increased awareness of financial risk, regulatory changes encouraging
more conservative capital structures, different industry compositions in the
modern economy, or changing investor preferences favoring companies with
lower debt levels [14]. The data demonstrates that despite short-term increases
during economic shocks, the overall secular trend has been toward lower
corporate leverage, suggesting that businesses have become increasingly cautious
about taking on debt relative to their equity positions [3].

The author proposes to compare the classical D/E ratio change with an
incremental D/E ratio change that reflects only actual financial transactions

involving real cash flow movements, excluding the effects of non-material
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revaluations [14]. This approach aims to provide a more accurate measure of
leverage by isolating changes due to actual debt issuance, equity financing and
stock buybacks rather than fluctuations caused by accounting adjustments. By
distinguishing between these two perspectives, we can better assess markets's true
change in financial health and risk exposure.

The comparative analysis of classical debt-to-equity (D/E) ratios and
incremental D/E ratios provides valuable insight into how multinational

corporations adjust their capital structures over time, particularly during periods

of economic stress [14].
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Fig. 2. Classical and incremental debt-to-equity ratio of US nonfinancial corporations

change Y/Y
Source: compiled by the author based on [3]

The data captures several notable crisis years (specifically 2007-2008,

2011, 2014-2015, and 2018) when global downturns influenced corporate
financing decisions and exposed vulnerabilities in balance sheets [3]. By

examining both the classical and incremental D/E measures during these
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intervals, it is possible to discern whether changes in leverage arose from genuine
cash flow movements or from non-material revaluations that might distort the
true risk profile [14].

From 2006 through 2008, the data reveals a dramatic shift in the classical
D/E ratio, moving from a negative value in 2007 to a pronounced spike in 2008
[3]. This period corresponds closely with the global financial crisis, when equity
values across many industries plummeted, and companies were forced to revalue
assets [8]. The classical D/E measure was highly sensitive to these accounting-
based losses and write-downs, causing large swings in reported leverage [14]. In
contrast, the incremental D/E ratio during 2007-2008 showed less dramatic
changes, reflecting that actual cash-based debt issuance or repayment did not
fluctuate as sharply as the accounting revaluations might suggest [ 14].

The year 2011 is often associated with the European sovereign debt crisis,
and the data reveal another interval of volatility [3]. Although the classical D/E
ratio shifts in 2011, the incremental D/E measure indicates a continued negative
balance but with relatively moderate changes compared to the classical ratio [14].
This discrepancy suggests that while market conditions led to shifts in reported
equity values, the underlying cash flow transactions related to debt and equity did
not experience equally severe disruptions [14].

In 20142015, many emerging markets and commodity-exporting
countries faced significant challenges, including falling oil and commodity prices
[3]. The classical D/E ratio during these years shows pronounced variations that
could be linked to asset impairments or other accounting adjustments tied to
lower commodity valuations [14]. The incremental D/E ratio, on the other hand,
remains consistently negative but moves within a narrower range [14]. This
steadiness implies that firms maintained relatively stable financing patterns in
terms of actual debt and equity flows, even as they recorded impairments and

write-downs on their balance sheets [14].

International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3




International Scientific Journal “Internauka”. Series: “Economic Sciences”
https://doi.org/10.25313/2520-2294-2025-3

Another noteworthy crisis period is 2018, when global trade tensions and
concerns about rising interest rates weighed on corporate financing decisions [3].
Again, the classical D/E ratio displays volatility that may be driven by non-
material revaluations and shifts in equity, while the incremental measure reveals
smaller year-to-year changes [14]. This pattern reinforces the notion that external
shocks often manifest more acutely in classical D/E figures, which can be
disproportionately affected by non-cash adjustments [14].

Throughout these crisis years, the consistent gap between the classical and
incremental D/E ratios highlights the importance of examining both metrics [14].
The classical D/E ratio offers a snapshot of total reported debt relative to total
reported equity, including all intangible revaluations, goodwill adjustments, and
stock buybacks [14]. The incremental D/E ratio focuses on actual money flows,
debt issuance, repayment, equity financing, and equity buybacks, thus providing
a clearer picture of how financing decisions evolve in response to real economic
conditions [14].

Conclusion and further perspectives. In conclusion, observing both
classical and incremental D/E ratios during crisis years uncovers the extent to
which accounting revaluations can inflate or deflate the perceived risk level of
multinational corporations [14]. While classical D/E ratios can overstate or
understate leverage in turbulent times due to large swings in asset and equity
valuations, the incremental D/E ratio offers a more stable and transparent view of
how companies adjust their capital structures when faced with economic stress
[14]. This dual perspective allows investors, regulators, and corporate managers
to develop a more accurate understanding of financial risk and to make better-
informed decisions during and after periods of crisis [14].

Future research should investigate specific variations in the responsiveness
of classical and incremental D/E ratios to economic shocks [2; 7]. Additionally,
examining international differences influenced by varying accounting standards

(such as IFRS vs. US GAAP) could yield important insights [14]. Further studies
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might also focus on incorporating qualitative factors, such as managerial behavior
and investor sentiment, to enrich the understanding of capital structure

adjustments during economic uncertainty [9; 11].
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