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Abstract

Purpose – By conducting a field research in affiliates of foreign transnational corporations
(TNCs) established in Greece, this paper aims to investigate whether a different tendency of
intra-firm organization has a different impact on their profitability and earnings management
policy.

Design/methodology/approach – The original sample consists of 82 affiliates of foreign TNCs.
Using a cut off point (25 percent) indicative of intra-firm pattern, these affiliates are divided into
two categories: foreign subsidiaries with a high intra-firm trade degree (or with intra-firm trade
.25 percent of their total trade) and foreign subsidiaries with a low intra-firm trade degree (or with
intra-firm trade#25 percent of their total trade) correspondingly. The paper utilizes two econometric tests
over the period 1999-2002: first, a logit model is employed to identify possible accounting-based
performance differences related to differential degrees of intra-firm trade. Second, the popular
cross-sectional discretionary accruals model initiated by Jones is applied in order to detect differences
concerning earnings management policy between the two groups of affiliates. Based on the internalization
theory of TNC, the main hypothesis is that the foreign affiliates with high intra-firm trade degree are more
likely to affect their profitability, and due to institutional specific characteristics of Greece (e.g. relatively
high tax rates), they appear to have smaller profits in comparison to the other subsidiaries.

Findings – Contrary to initial predictions, the impact of intra-firm trade on the profitability of foreign
affiliates did not prove statistically significant. Results concerning the earnings management policy
are similar. TNCs in general are found not to manipulate their reported earnings figure more than a
neutral sample of 847 domestic companies.

Research limitations/implications – The list of explanatory variables is not an exhaustive
one. In further quantitative work, more complex econometric methods should be used to support
findings.

Practical implications – Findings are of particular interest for a multiple set of
stakeholders/investors active in global markets as well as for regulators in attempting to ensure
the coordination of tax policies among countries. Specifically, it is important for stakeholders and
investors to know to what degree the integration of the subsidiary units (they have invested in) affects
their performance and differentiates the manner that profits are managed. In addition, the regulators
seek to define in detail the factors that make up profits on the inside of multinational enterprises so
that they can practice their policies more effectively. Moreover, the findings may be applicable to other
smaller countries which resemble the Greek setting.

Originality/value – The paper presents two novelties. First, it discloses original information
regarding the internalization of trade activities of foreign affiliates located in Greece; such information
is quite rarely found in literature. Second, it is one of the first studies which combines income policy of
TNCs to their intra-firm transactions.
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1. Introduction
According to the United Nations Publication (2005), the universe of transnational
corporations (TNCs)[1] is large, diverse and expanding. By the early 1990 s, there were
an estimated 37,000 TNCs in the world, with at least 170,000 foreign affiliates. By 2004,
the number of TNCs had risen to approximately 70,000 with at least 690,000 foreign
affiliates. The role of TNCs in the world economy has thus continued to grow, as
reflected in the expansion of foreign direct investment (FDI) stock and in the operations
of foreign affiliates.

Internalization theory explains the phenomenon of FDI and TNCs suggesting that
the TNC is always a creature of internal markets. Via the internalization of
firm-specific advantages[2], the TNC is developed in global markets, thus creating
subsidiaries in secondary countries through Greenfield FDI, i.e. new plants, or
cross-border acquisitions[3]. Intra-firm trade is inextricably linked to the
internalization process. As internalization and, in extension, FDI increased, so did
the number and complexity of intra-firm transactions (Lall, 1978; Helleiner and
Lavergne, 1979; Sazanami, 1996; Andersson and Fredriksson, 2000; Ma et al., 2000;
Grossman and Helpman, 2004; Kimura and Ando, 2005). This leads to a high
proportion of the international flow in the markets for goods and services and
management and technology to take place within firms. Transactions of this type are
usually realized as a consequence of central commands (planning systems) rather than
in response to price signals[4]. Hence, intra-firm trade is the reflection in commodity
exchange of the existence of TNC. There are numerous reasons for the development of
this trade such as economies of scale, lowering of fixed costs, avoidance of transaction
costs, security considerations (with respect to both to prices and access to supplies),
need for secrecy, accounting policies, avoidance of taxes, regionalization agreements
(EU, NAFTA, etc.) and abolition of protectionism[5].

The growth of intra-firm trade (from the purchasing of intermediate products to the
sale of final goods) may influence the efficiency and the profitability at which firm
specific advantages of TNC are utilized at international level. For instance, within the
global business network, foreign subsidiaries in different countries are important
providers of key inputs for the TNC network as they possess specific knowledge of
their own that adds to the firm’s overall core abilities. Trade flows, intermediate inputs
in particular, are traded intensively within the TNC thus creating a high-level of
geographic interdependence as well as improving its overall accounting performance.
Under these conditions, intra-firm trade influences the global business profitability as
well as the management and redistribution of earnings among the individual
subsidiaries located in different host countries. In particular, at the accounting
reporting level, TNCs which internalize product markets may have more opportunities,
compared to their competitors, to manipulate cross-border costs and revenues in a way
that enables them both to minimize the payment of taxes and to maximize their profits
shifting them outside the host countries that have a relatively high-tax rate. This
process may reduce the profits of the foreign subsidiaries in the corresponding
locations, thus offsetting the positive income effect deriving from the exploitation of
specific advantages of the parent company.

Though there is a vast amount of literature on the accounting consequences of
intra-firm trade, the focus is largely on different determinants, mechanisms and
techniques of transfer pricing emphasizing on how TNCs employ these techniques to
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avoid paying income taxes (Borkowski, 1997; Cravens, 1997; Armstrong, 1998; Oyelere
and Emmanuel, 1998; Avila and Ronen, 1999; Borkowski, 2001; Clausing, 2003; Kind
et al., 2005). The question concerning the impact of variations of intra-firm trade trend
on profitability and earnings management policy has been ignored up to now due to its
interdisciplinary nature and to difficulty of collection of primary data. Evidence for
internal transactions is largely fragmentary, circumstantial, and highly firm, industry
and/or country specific.

This paper contributes to the literature by using an original sample of 82
subsidiaries of foreign TNCs established in Greece, on the basis of a questionnaire
(see Appendix) and by complementary in situ interviews in these firms. The primary
survey sheds light on the TNC’s internal organization of production and exchange.
It shows the reasons for the realization of intra-firm exchanges. In this way it clarifies
if they are mostly the product of accounting motives (e.g. tax motives) or not
(e.g. specialization advantages). Moreover, the field research illustrates that foreign
subsidiaries show a remarkable differentiation as far as their intra-firm trend is
concerned. As a result, the separation between subsidiaries with a high-degree of
intra-firm trade (.25 percent of their total trade) and subsidiaries with a low-degree of
intra-firm trade (#25 percent) arises easily. The econometric analysis of this study
which is realized with the assistance of a logit model and a cross-sectional
discretionary accruals model is based on the categorization just mentioned. The
analysis in question covers:

. the total of intra-firm trade;

. intra-firm imports; and

. intra-firm exports.

The main hypothesis of this paper is that the internal organization of production and
exchange by the TNC affects the profitability and earnings management policy of its
subsidiaries located in Greece. In particular, we make the hypothesis that the foreign
subsidiaries due to their internalization advantages have more opportunities to
manipulate income via intra-firm payments and earnings management policies.
Specifically, given that Greece has specific institutional characteristics (e.g. high-tax
rates[6]), the foreign subsidiaries with a high-intra-firm trade degree are expected to
report lower levels of earnings, compared to those affiliates whose international trade
is based on the market mechanisms.

Greece is a case-study of particular interest for three reasons. Firstly, the country
has attracted many important FDIs following its economic integration in Europe
during the last decades, primarily in terms of cross-border acquisitions. As a result, the
income policy of the corresponding TNCs is an interesting object for further
investigation. Secondly, European integration has contributed to a more intensive
specialization. As far as TNCs are concerned, European integration has lessened
the need to maintain fragmented systems of branch plants in relatively closed
national markets, lowering in this way, the burden of fixed costs. In addition, regional
integration has also diminished the need of spreading risk by means of international
diversification in segmented markets and has created additional scope for the
realization of economies of scale and economies of scope within transnational
business systems. This has led to a further expansion of intra-firm trade in the EU
to which Greece is actively participating. Thirdly, recent international literature
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(Leuz et al., 2003; Bhattacharya et al., 2003) documents that earnings management
policy is more pronounced in Greece than in other countries. The extent of earnings
management is found to be greater in the Greek case probably because of the greater
opportunities for creative accounting practices offered by:

. contradictions existed among the Greek laws with respect to the settlement of
some accounting matters;

. high rates of income taxes;

. unsophisticated users of accounts; and

. weak corporate governance.

This paper is of interest because it looks into the foreign trade of TNCs outside the
scope of conventional trade theory which does not distinguish between inter-firm trade
(“arm’s length” transactions) and intra-firm trade. As a result, there still remains a
major gap in the international trade and TNC literature with respect to the fact of firms’
internalization of inputs and outputs markets and the accounting role of intra-firm
trade. The purpose of the paper is to fill this gab.

The remainder of the paper is as follows. Section 2 develops a theoretical
background and formulates our hypotheses. Section 3 gives details concerning the field
research and the nature of intra-firm organization in Greece. Section 4 demonstrates the
variables used in the study, tests the hypotheses and discusses the results. The final
section concludes the study.

2. Theoretical background and formulation of the hypotheses
The theoretical analysis is based on the internalization theory of TNC. This theory
suggests that TNCs can increase value and profit by internalizing markets across national
confines for the firm specific advantages they possess (Coase, 1937; Williamson, 1975;
Buckley and Casson, 1976; Rugman, 1980; Dunning, 2000). The theory starts from the
fundamental insight that market imperfections and, in extension, internalization
strategies of TNC may determine its profitability. In particular, the existence of monopoly
rents associated with internalization is, inter alia, due to imperfections in the product,
factor and financial markets. If markets were perfect without any asymmetries and
imbalances, firms would transfer their firm-specific assets internationally via market
mechanisms such as export and licensing rather than through FDI (Dunning, 2000).

The market imperfections paradigm of FDI presumes market failures, namely,
structural and transactional market failure (Dunning and Rugman, 1985). Structural
failure emphasized by Hymer (1960), gives rise to monopoly rents as a result of the
existence or the creation of barriers to entry in an imperfect market environment[7].
National and international market imperfections both allow a TNC to acquire its
monopoly advantage in its domestic environment and to exploit it through foreign
production. In other words, Hymer considers that a main source of advantages for a
TNC derives from oligopolistic market structure and behavior. By contrast, in
conditions of perfect competition, firms do not possess market power; they produce
homogenous products and have equal access to all productive factors. In such a perfect
world there would be no such FDI since no advantage could accrue for the prospective
TNC. Hence, the development of FDI and the increase of its profitability is a by-product
of imperfect markets.
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In turn, transactional failure reflects the inability of market mechanism to organize
transactions efficiently and less costly. Some of the transactions’ costs of using the
market are: the cost of finding a relevant price; the cost of defining obligations of both
parties to a contract; the risk associated with accepting such contracts; the taxes to be
paid on market transactions; the asymmetrical information between buyer and seller,
etc. TNCs appear where it is less costly to allocate international resources internally
than use the market. In this way, a TNC is able to capitalize on the possession of its
unique advantages.

The main idea here has been to apply the theory of “market failure” to explain
foreign activities of enterprises, using the principles first expounded by Coase (1937)
and extended by Williamson (1975), Buckley and Casson (1976) and Rugman (1980), in
their analysis of information of markets and the economics of vertical integration[8].
Vertical integration refers to the tendency of a firm to internalize, by bringing under
common ownership and centralized management, production, marketing or accounting
functions directly connected to its own activity, while involving a substantial trade in
intermediate and final products between different parts of the same TNC[9]. The
analysis of vertical integration provides a number of plausible reasons for the
internalization of commodity trade such as specification of products, divisibility of
production process, unexploited capacity and scale economies, avoidance of
negotiating and transaction costs and control over specific information and
knowledge which allows a TNC to appropriate a fair return for its costly knowledge
expenditures (Lall, 1978; Dunning, 2000).

International flows of goods, services and technologies are determined by a central
TNC decision-making on the basis of a global optimization strategy. However, the
benefits of increasing profitability taking the form of monopoly rent may accrue
entirely to the TNC, but may not be necessarily reflected in the performance of all its
subsidiaries. For example, intra-firm transactions could be used through various
accounting techniques such as transfer pricing and earnings management policies for
tax-avoidance purposes. In particular, TNCs which have developed an internal division
of labor and are profit maximizers, may wish to increase the extent of intra-firm trade
simply in order to enlarge the scope for using different accounting techniques to remit
profits or evade taxes. In this case, TNCs will seek to shift any pre-tax profits they earn
away from countries with high rates of corporation tax to countries with low rates of
corporation tax (tax heavens, etc.)[10].

This approach could be a realistic option in the case of Greece due to its following
specific institutional characteristics: the current tax rate on business profits in the
country is relatively high (32.5 percent during the study period). In fact, Roumeliotis
(1977), in his analysis of the foreign TNCs in Greece, argues that there was evidence of
substantial overpricing of imports and underpricing of exports. More specifically, the
author found that in the metal, chemical and pharmaceutical industries overpricing
ranged from 5 to 230 percent of the estimated market price. Correspondingly,
the internal export prices in the aluminum industry were 1-19 percent below the
comparable world price. Furthermore, TNCs might prefer to reduce declarable income
in Greece where labor unions enjoy a powerful social status. In this way, a reduction in
the (publicized) profitability of their subsidiaries, aims to mollify demands by labor
unions for higher wages. Moreover, Greece is a small economy often with highly
concentrated industries and product markets. In such an environment, the declaration
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of a high rate of return on capital might be regarded by the domestic authorities as a
sign of monopoly pricing. Hence, an accounting mechanism of reduction of declared
profits may also be used to justify price increases in regulated markets. Finally, the
local state has a strong presence in the economy, inter alia, via corporate taxes,
subsidies, etc. Consequently, the deliberate making of accounting losses aims to
support requests for government financial support. Based on the aforementioned
arguments, the hypothesis is made that due to their internalization advantages
affiliates with intra-firm trade have more possibilities to manipulate income via
cross-border intra-firm payments and earnings management techniques. More
specifically, this can be achieved in the following ways:

H1. Foreign affiliates with a high-degree of intra-firm trade show less profitability
as opposed to foreign affiliates with a low-degree of intra-firm trade.

H2. Foreign affiliates use intra-group transactions to manage earnings as
compared to those affiliates with a low-degree of intra-firm trade.

3. Field research
As a starting point for this research paper, we conducted a comprehensive survey
addressed to controllers or financial managers of affiliates of industrial TNCs operating
in Greece. Our objective was to obtain insights concerning their intra-company
transactions due to the unavailability of other data source containing such kind of
information. We, therefore, developed a one-page long questionnaire with eight
questions (Appendix), an initial version of which was assessed in a pre-test of five firms
so as to minimize induced biases and maximize the response rate. Two mechanisms
were used in order to carry out the survey. First, telephone contacts were conducted with
156 target companies[11] in order to identify details of possible participants. The second
step was to e-mail the survey to the companies in question. About 82 questionnaires
were gathered (yielding a final response rate of 52.6 percent) by personal collection from
the work place of the participants, where private discussions took place adopting a
non-structured interview approach. The combination of these methods enabled us to:

. discover new patterns of behaviour and new explanations for known patterns
such as the characteristics of TNC intra-firm trade on issues that are relatively
hard to document from archival data; and

. clarify some of our queries regarding the quality of published financial
statements which were obtained from the database of ICAP Greek Financial
Directories (a standard source of these kind of data for Greek firms).

The evaluation of primary data has led to the following, concerning the internalization
of commodity trade (Table I): intra-firm imports are far more popular than intra-firm
exports. More specifically, 78 percent (64 out of 82) of foreign affiliates internalize their
imports and only 25.6 percent (21 out of 82) internalize their exports (columns 3 and 6,
respectively). The intra-firm tendency in imports is more than triple the size of that
concerning exports (60.4-17.4 percent – columns 2 and 5)[12]. This tendency of
low-intra-firm export can be attributed to the fact that a large number of subsidiaries
(45 percent) have insignificant exports, i.e. less than 20 percent of their sales[13]. These
exports are destined mostly to neighboring markets such as the Balkans and the
Middle East through externalization mechanisms in terms of “vent for surplus.”
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Further, there is a gradual decrease of resource seeking investments (Dunning, 2000)
which are based on the exploitation of low-production costs in the host economy and
stimulate export activities in the developed European markets.

Intra-firm trade is Europe-centered due to the enhancement of the presence of
European TNCs, in comparison to their non-European competitors, after the accession
of Greece to the European Union. Moreover, non-European TNCs and, in particular US
TNCs, have established a regional intra-firm network at a European level which has
incorporated their subsidiaries located in Greece. As a result, intra-firm trade of these
subsidiaries with the parent company in the USA is insignificant (Table II).

The survey showed that intra-firm transactions are used aiming to maximize
regional (European) TNC’s profits in several ways: first, TNCs supply their subsidiaries
in Greece with intermediate goods so as to make the most out of specialization
advantages and, as a consequence, to achieve economies of scale (86 percent of firms,
Table III). This pattern is frequently encountered in the chemical, pharmaceutical and
electric equipment industries which are technology intensive incurring very high R&D
costs[14]. In this case, the parent company manages to pay off R&D expenses as well as
overhead costs for management, administration and marketing (77.3 percent of firms,
Table III) and to achieve profit maximization (68.9 percent). At the same time, the parent
company protects production know-how from its competitors (65 percent of firms,
Table III) and ensures quality of intermediate inputs used by its affiliate units

Intra firm imports from the: Intra firm exports to the:

Nationality of TNCs
Parent company

(percent)

Other related
companies
(percent)

Parent company
(percent)

Other related
companies
(percent)

European TNCs 90.6 9.4 88.1 11.9
Non-European TNCs 3.6 96.4 13.0 87.0
Total 70.5 29.5 78.2 21.8

Source: Field research

Table II.
Structure of intra-firm
trade by nationality
of TNCs

Reasons for TNCs intra-firm imports Percent Reasons for TNCs intra-firm exports Percent

Advantages of specialization/economies
of scale 86.0

Exploitation of global sales & marketing
network of parent company/TNC as a
whole 96.0

Amortization of R&D expenses 77.3 Exploitation of low production costs 56.8
Profit maximization of parent
company/TNC as a whole 68.9
Know-how protection against
competition 65.0
Quality control of intermediate inputs 59.9
Accounting motives (e.g. avoidance of
tax payments) 25.1

Source: Field research (following the multiple-response analysis procedure)

Table III.
Reasons for intra-firm
trade
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(59.9 percent of firms, Table III)[15]. Moreover, 25.1 percent of the subsidiaries are
envisaging intra-firm trade in order to develop accounting techniques for tax-avoidance
purposes (Table III). Adoption of transfer pricing policies in the high-tech industries has
long been detected by Roumeliotis (1977).

In turn, it is worth noting that the majority of affiliates without intra-firm trade do
not make their imports at pure arm’s length relationships. More specifically 77 percent
of those affiliates reported that their imports were made after intervention of the parent
company which recommended supply sources. In this way, competitive prices and
quality of the inputs of the subsidiary units are ensured.

At intra-firm export level, this survey showed that the global marketing and sales
network of a TNC plays a major supportive role in the promotion of the affiliate units
finished products (96 percent of firms, Table III). In turn, parent companies exploiting
differences of factor endowments take advantage of the low-production cost of the
country and enhance their international competitiveness (56.8 percent of firms, Table III).

The above analysis presented the characteristics of intra-firm trade and provided a
way to separate subsidiaries with intra-firm trade from those who mainly realize arm’s
length transactions. As a result, there emerged two types of subsidiaries: on one
extreme of the spectrum, there are affiliates that transact (buy or sell) only, or largely,
with outsiders. On the other extreme, there are affiliates with (primarily) internal
transactions. We will now examine empirically whether there are statistically
significant differences, in these two groups of subsidiaries, regarding profitability and
earnings management policy.

4. Econometric results
4.1 Testing hypothesis 1 (H1)
4.1.1 Variables. Financial ratios, although they have been heavily criticized in the
accounting literature, provide a meaningful quantitative representation of the results
of internal decisions and external conditions for a given firm. Therefore, over the last
years, a considerable amount of research has been devoted in analyzing the predictive
power of financial ratios as measures of corporate performance and viability.

Following the financial ratio categorization framework proposed by Courtis (1978),
nine financial ratios along with an accounting measure indicative of firm size and a
manually calculated variable (total accruals) were selected for each company when
applicable (Table IV)[16].

Category Independent variables Variable description

Profitability variables GRI/SAL Gross income divided by net sales
OPI/SAL Operating income divided by net sales
EBT/SAL Net income pre tax divided by net sales

Liquidity variables CA/CL Current assets to current liabilities
TAC Total Accruals

Leverage variables TL/EQ Total liabilities to Shareholder’s equity
EQ/CE Shareholder’s equity to capital employed

Asset management variables RECDAY (accounts receivable £ 365)/sales
PAYDAY (accounts payable £ 365)/purchases
INVDAY (inventories £ 365)/cost of sales

Table IV.
Ratios definitions
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The selection of variables was also based on prior evidence with emphasis on the
Greek-related literature (Voulgaris et al., 2000). This process yielded a total of
11 (yearly) data-observations per company for the years 1999-2002. In order to avoid
the well-recorded fluctuations of financial data due to business cycles, the mean of each
financial variable for the period 1999-2002 was constructed.

Table V shows descriptive statistics for the whole sample (Panel A) and its three
different specifications according to the research design of the study: affiliates with:

. intra-firm total trade (intra-firm imports þ intra-firm exports);

. intra-firm imports; and

. intra-firm exports (Panels B, C and D, respectively).

Unlike what one might expect, no great variations are shown among subgroups for
most of the variables considered. An interesting point, as it emerges from the mean
values of total assets for the whole sample (e83 millions) and for the sub-samples
(around e55 millions or even less at e37 millions), is that larger affiliates tend to
disregard intra-firm trade. For the whole sample gross margin is on average
26.3 percent of total sales while the median is 24.9 percent. The average net profit pre
tax is 5.04 percent not far from the mean operating income (5.49 percent) highlighting
the weak contribution of extraordinary items in those firms’ overall performance. It is
worth noting that affiliates with intra-firm exports orientation are compared favorable
to all others in terms of their operating profitability (mean value 5.71 percent). In terms
of financial leverage sample firms seem not to rely heavily on external financing
(total liabilities to shareholder’s equity 2.3 percent) while at the same time they operate
at good liquidity conditions (mean current ratio is 1.58 percent). Foreign affiliates,
in general, receive payment on sales after an average of 126 days (the median is
107.5 days). It takes on average 88 days to sell inventory (median is 80 days) and there
is an average waiting period of 81 days to pay their purchases (median is 65 days)
thus creating a positive average cash conversion cycle of 133 days (number of days
accounts receivable þ number of days inventory 2 number of days accounts
payable). Finally, with the only exception being affiliates with intra-firm exports,
sample firms report positive mean accruals (e1.2 millions).

4.1.2 Econometric model. In order to test the validity of the H1 and to identify
possible differential profitability characteristics between the two groups of foreign
affiliates, a binary choice model is used.

Logistic regression models are conceptually similar to linear regression models;
however, unlike the latter, their response variable is discrete, the distribution of both
variables and residuals is non-normal whereas the relationship between the response
variable and the regressors is S-shaped rather than linear.

Logistic regression uses as link function of dependent (dichotomous) with
independent variables the model:

ln
PðY ¼ 1Þ

1 2 PðY ¼ 1Þ

� �
¼ b0 þ b1X1 þ · · · þ bnXn:

This type of model is used to explain a phenomenon represented by a response or
dichotomous variable y (which in this case has two categories[17]: 1 for affiliates with
intra-firm trade .25 percent and 0 for affiliates with intra-firm trade #25 percent)
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using a series of independent or explanatory variables. The ith parameter of bi
represents the effects of a unitary variation of Xi on the odds, all other repressors Xj
being assumed constant.

In this sense, a common set of independent[18] variables (financial ratios) is utilized
in the following three successive combinations of sample firms, for each of the years
1999 to 2002. Thus, under a common model design, we have a set of three separate
regressions with ten explanatory variables run for each of the four sample years:

(1) foreign affiliates with a high-degree of intra-firm total trade (n ¼ 50) vs foreign
affiliates with a low-degree of intra-firm total trade (n ¼ 32) – Model 1;

(2) foreign affiliates with a high-degree of intra-firm imports (n ¼ 53) vs foreign
affiliates with a low-degree of intra-firm imports (n ¼ 29) – Model 2; and

(3) foreign affiliates with a high-degree of intra-firm exports (n ¼ 16) vs foreign
affiliates with a low-degree of intra-firm exports (n ¼ 66) – Model 3.

The sequential logistic regression results for H1 are shown in Table VI.
Separate tests examining the null hypothesis that individual coefficients are zero

can be calculated by analogy with the t-test of the conventional multiple regression
model. A joint test of the null hypothesis that all the parameters associated with the
explanatory variables are equal to zero is a x 2 statistic G-based on the maximized
likelihood ratio. This hypothesis is rejected at level 5 or 10 percent in five out of 12
models implying that some models do not provide a statistically significant
explanation of an affiliate’s intra-firm trade policy orientation.

Indeed, Models 1, 2 and 3 (at every panel) indicate that there is no association
between the intensity of various kinds of intra-firm trade and the majority of
accounting measures used in this study. More specifically, the indicative of
profitability variables do not exert a statistical significant impact, even if, the negative
sign of the non-significant coefficients reveals that the more profitable the affiliate is
the more the probabilities that it will not rely on intra-firm trade. The variable of total
liabilities to shareholder’s equity (TL/EQ) proved statistically significant with a
positive sign in almost all cases (Models 1 and 2)[19] indicating that higher leverage
tends to represent intra-firm trade schemes adopters. In many cases, the sign of the
firm’s size coefficient (LGSIZE) despite its relatively small effect is surprising.

To summarize, H1 – within the group of foreign affiliates the strategy of realizing
intra-firm trade affects profitability – did not receive empirical support.

4.2 Testing hypothesis 2 (H2)
Empirical testing of the H2 necessitates a measurement of the degree of earnings
management adoption for the sample of foreign subsidiaries.

The main approaches that have been used in the literature to evaluate the existence
of earnings management can be broadly classified into three categories. First, a study
of aggregate accruals and the use of regression models to calculate expected and
unexpected or discretionary accruals (Healy, 1985; Jones, 1991; Dechow et al., 1995).
Second, a focus on specific accruals, such as the provision for bad debts, or on accruals
in specific sectors, such as the claim loss reserve in the insurance industry (McNichols
and Wilson, 1988; Petroni, 1992; Beaver and Engel, 1996). Third, an investigation of
discontinuities in the distribution of earnings (Burgstahler and Dichev, 1997; Degeorge
et al., 1999; Holland and Ramsay, 2003).
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Variables
Model 1 (n ¼ 82)

FTNC-IF-T
Model 2 (n ¼ 82)

FTNC-IF-I
Model 3 (n ¼ 82)

FTNC-IF-E

Panel A – 2002
Constant 1.115 3.812 20.405
LGSIZE 2.64 £ 1028 6.26 £ 1029 24.32 £ 1029

OPI/SAL 20.0240 0.1264 20.047
EBT/SAL 20.0564 20.2732 0.0548
TL/EQ 20.0003 0.7314 * 20.0563
EQ/CE 22.131 * 24.561 20.796
CA/CL 20.3697 0.306 0.4134
RECDAY 20.00708 20.00373 20.01249 *

PAYDAY 0.003874 0.004973 0.000752
INVDAY 20.00419 20.00192 0.009935
TAC 5.14 £ 1028 4.92 £ 1028 6.72 £ 1028

G ¼ 18.778 G ¼ 22.316 G ¼ 15.132
p-value ¼ 0.043 p-value ¼ 0.014 p-value ¼ 0.127

Panel B – 2001
Constant 2.618 1.989 1.208
LGSIZE 3.23 £ 1029 3.64 £ 10211 22.4 £ 1027

OPI/SAL 20.0022 0.0671 20.0052
EBT/SAL 20.1575 20.5504 0.369
TL/EQ 0.7788 * 0.4789 * 21.43341
EQ/CE 21.428 23.1251 20.767 *

CA/CL 20.2017 0.7619 20.0310
RECDAY 0.09090 20.0384 20.0098
PAYDAY 0.00044 0.05494 0.1879
INVDAY 20.0176 20.00065 0.0834
TAC 3.42 £ 1029 2.63 £ 1029 1.52 £ 1029

G ¼ 21.666 G ¼ 21.991 G ¼ 19.325
p-value ¼ 0.154 p-value ¼ 0.088 p-value ¼ 0.127

Panel C – 2000
Constant 1.537 2.637 * 1.792
LGSIZE 1.11 £ 10211 6.51 £ 1028 24.51 £ 10210

OPI/SAL 20.2330 20.0065 21.9192
EBT/SAL 20.01496 20.4012 0.0567
TL/EQ 1.3154 * 0.4789 * 21.5996 *

EQ/CE 20.0941 20.4689 20.03341
CA/CL 0.0006 1.7910 20.3791
RECDAY 0.00050 20.0020 20.0439
PAYDAY 0.4807 0.3947 0.5506
INVDAY 20.6039 20.05824 0.8701
TAC 9.91 £ 10210 5.10 £ 1028 6.37 £ 1027

G ¼ 16.037 G ¼ 22.851 G ¼ 13.112
p-value ¼ 0.228 p-value ¼ 0.092 p-value ¼ 0.159

Panel D – 1999
Constant 4.463 3.808 5.541 *

LGSIZE 1.32 £ 10211 2.20 £ 10211 21.57 £ 1028

OPI/SAL 20.0111 20.682 20.0001
EBT/SAL 20.874 20.9015 20.057
TL/EQ 0.0796 * 0.0707 * 21.2976
EQ/CE 21.573 21.571 20.457

(continued )

Table VI.
Results of logit analysis
for the period 1999-2002
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The standard model used by prior research in attempting to identify discretionary or
abnormal accruals is based on Jones (1991). Total accruals are regressed on variables,
which are expected to vary with non-discretionary accruals while the unexplained
portion (i.e. the residuals) is interpreted as discretionary accruals. Many Jones-style
models have been used either in a time-series firm-specific framework, or estimated in
the cross-section for each industry.

This paper, which applies the level of discretionary accruals to proxy for the extent
of earnings management, uses a cross-sectional modified Jones model (Dechow et al.,
1995), belonging to the first out of the three categories mentioned above. The model
assumes that the change in revenues less the change in accounts receivable is free from
managerial discretion (i.e. credit sales are assumed to be discretionary). To estimate
discretionary accruals, we first need to compute total accruals (TAC) as:

ðDInventory þ DDebtors þ DOther current assetsÞ

2 ðDCreditors þ DOther current liabilitiesÞ2 Depreciation

Having already calculated (TAC) our model is specified as:

TAC

At21
¼ a

1

At21

� �
þ b1

DREV 2 DREC

At21

� �
þ b2

PPE

At21

� �
þ e ð1Þ

where TAC ¼ total accruals for firm i in year t ¼ (range from 1999 through 2002);
At21 ¼ total assets for firm i in year t 2 1; DREV ¼ change in net revenues for firm i
in year t; DREC ¼ change in accounts receivables firm i in year t; PPE ¼ gross
property, plant and equipment for firm i and year t; e ¼ error term in year t for firm i;
i ¼ 1 . . . N, firm index; and t ¼ 1 . . . T, year index (ranges from 1999 to 2002).

Following the industry NACE classification (Table I) all firms are classified into ten
industries. To obtain meaningful cross-sectional estimates of regression parameters,
we require that at least eight firms exist for each industry and foreign affiliate in each
of the years 1999-2002. Then, for each of the years and industries, we estimate
regression parameters in equation (1) using cross-sectional observations from a sample
of 847 independent domestic firms which operate in Greece. Discretionary or abnormal
accruals are determined as the prediction error terms that are the difference between
the predicted accruals using the parameter estimates from equation (1), and reported

Variables
Model 1 (n ¼ 82)

FTNC-IF-T
Model 2 (n ¼ 82)

FTNC-IF-I
Model 3 (n ¼ 82)

FTNC-IF-E

CA/CL 22.054 * 1.029 20.0507
RECDAY 0.09090 20.005 20.254
PAYDAY 0.00044 0.0097 0.2992
INVDAY 0.00003 20.0671 0.34697
TAC 6.73 £ 1029 4.83 £ 1029 4.64 £ 1029

G ¼ 45.397 G ¼ 20.638 G ¼ 25.946
p-value ¼ 0.095 p-value ¼ 0.157 p-value ¼ 0.264

Notes: *significance at 5 percent; * *significance at 1 percent. FTNC: dummy variable for foreign
affiliates of TNCs. FTNC-IF-T: dummy variable for foreign affiliates of TNCs with a high degree
of intra-firm total trade. FTNC-IF-I: dummy variable for foreign affiliates of TNCs with a high
degree of intra-firm imports. FTNC-IF-E: dummy variable for foreign affiliates of TNCs with a
high degree of intra-firm exports Table VI.
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accruals for each test sample of foreign affiliates following industries’ categorization.
Specifically, discretionary accruals are the prediction errors of the above accrual model
where a, b1, b2 are parameter estimates of a, b1, b2 in equation (2):

DACitj j ¼
TAC

At21
2 a

1

At21

� �
þ b1

DREV 2 DREC

At21

� �
þ b2

PPE

At21

� �
ð2Þ

The estimation results (not reported here) show that the coefficients are generally in the
expected sign[20].

Following prior research, we use the absolute value of unexpected accruals equation
as a proxy for financial reporting quality. According to Reynolds and Francis (2000),
the magnitude of absolute value of unexpected accruals measures a company’s success
in managing earnings either up or down, depending on year specific situations.
A significant value of absolute DAC is considered as earnings management.

Table VII reports on the mean, median, standard deviation, maximum and
minimum of absolute discretionary accruals of various sub-samples of foreign
affiliates according to their intra-firm trade pattern for the entire sample period.

Absolute discretionary accruals 2002 2001 2000 1999

Panel A – all foreign affiliates, N ¼ 82
Mean 0.032 0.496 1.003 0.467
t-test 1.51 1.17 1.48 0.96
Median 0.044 0.354 1.184 0.519
Standard deviation 13.54 20.04 11.79 22.46
Minimum 0.001 0.002 0.023 0.007
Maximum 24.17 21.55 18.37 16.09
Panel B – foreign affiliates with a high degree of intra firm total trade, N ¼ 50
Mean 0.145 0.387 0.841 0.228
t-test 1.11 0.85 1.31 0.99
Median 0.084 0.396 0.755 0.211
Standard deviation 9.74 18.36 14.50 19.07
Minimum 0.001 0.001 0.002 0.009
Maximum 16.78 20.21 20.09 31.14
Panel C – foreign affiliates with a high degree of intra firm imports, N ¼ 53
Mean 0.234 0.291 0.665 1.338
t-test 1.62 0.76 0.95 0.88
Median 0.304 0.335 0.467 1.215
Standard deviation 11.03 16.71 15.67 17.56
Minimum 0.006 0.017 0.002 0.009
Maximum 19.35 24.29 25.79 26.92
Panel D – foreign affiliates with a high degree of intra firm exports, N ¼ 16
Mean 0.307 0.668 1.514 0.885
t-test 1.37 0.79 1.53 0.85
Median 0.283 0.791 1.387 0.787
Standard deviation 11.06 18.45 19.22 20.67
Minimum 0.050 0.001 0.006 0.003
Maximum 13.12 15.66 40.09 17.43

Notes: This table reports on the mean, median standard deviation, maximum and minimum of
absolute discretionary accruals. All values are expressed as a percentage of lagged total assets;
*significance at 5 percent; * *significance at 1 percent

Table VII.
Absolute value of DAC
for foreign affiliates over
time
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Contrary to our hypothesis, the model indicates a statistically insignificant level of
abnormal accruals for all (four) specifications tested in all years in question. More
specifically, the mean absolute DAC for the whole sample (Panel A) seem to fluctuate
from an insignificant level of 0.467 percent in 1999 to a roughly significant (t-test
value 1.51) level of 0.032 percent by 2002. The time-series pattern of median absolute
DAC exhibits a similar trend with a peak in the year 2000 and a subsequent fluctuation
by 2002. The situation is slightly different in the case of affiliates with intra-firm
imports (Panel C) where the mean absolute DAC decline monotonically over time to
reach the level of 0.234 percent at the end of the study period. These results could be
viewed as evidence that no association between the intra-firm trade and earnings
management policies is found to exist. Unfortunately the results are not directly
comparable with those of other similar studies since this is the first empirical study
which combines intra-firm trade to earnings management.

Nevertheless, from a different perspective, these results could be attributed to either
of the following two factors:

(1) either the tax-avoidance motivation cannot mitigate affiliates managers’ efforts
to enhance the performance of their division (thus acting at the expense of the
overall TNC performance); or

(2) domestic companies which constitute the control (independent) sample are
managing their earnings in a comparable to foreign affiliates extent and as a
consequence the results of the model are biased.

This last point can be easily supported with results provided by studies undertaken by
Leuz et al. (2003) and Bhattacharya et al. (2003) documenting Greece’s “championship”
in earnings management adoption.

In any case, more reliable results in testing H2 could be obtained by applying
an alternative famous approach in detecting earnings management as proposed
by Burgstahler and Dichev (1997): the investigation of discontinuities (particularly
around zero) in the frequency distribution of earnings for all tested firms[21].
This approach overcomes major problems inherent in measuring unexpected accruals.
Specifically, Guay et al. (1996) demonstrate that accruals derived from five alternative
models reflect considerable imprecision while Bernard and Skinner (1996) argue that
abnormal accruals estimated using Jones-type models reflect measurement error due,
in part, to the systematic misclassification of normal accruals as abnormal accruals.
In this conjunction, Dechow et al. (1995) show that these types of expected accrual
models (including the popular “modified Jones” method) are poorly specified when the
earnings management event is associated with unusual performance.

Finally, the results of this study might have been affected by the specific nature of
intra-firm organization of foreign subsidiaries located in Greece. This organization is
rather geographically limited, concerned with a few European countries, and one-sided
since the greatest bulk of internal transactions take place with the parent company.
However, a new quality of the intra-firm integration requires the growth of efficiency
seeking FDI which aim to rationalize the TNC activities by optimizing the intra-firm
division of labor and by establishing the organizational framework in which a large
number of semi-finished products at different degrees of processing, technological
intensity and added value are exchanged internally between related subsidiary units
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(“worldwide sourcing” strategy). Such a strategy could clearly set new terms for the
shaping of the performance of the corresponding subsidiary units.

5. Conclusion
By utilizing an original sample of 82 subsidiaries of foreign TNCs located in Greece, the
possibility of accounting-based performance differences and differentiated earnings
management policies for the period 1999-2002 being attributed to intra-firm
organization of production and exchange was investigated. Undertaking such a
research in the Greek context was tempting given that Greece as an insider country
with relatively concentrated ownership, weak investor protection, and less developed
stock market exhibits higher levels of earnings management than other countries. The
TNC internalization theory, according to which a TNC develops in response to
imperfections in the goods and factor markets and constitutes a device for the
formation and exploitation of internal markets and in particular of commodity
markets, was used as a theoretical background.

Based on a combination of field interviews and a survey instrument for identifying
possible intra-firm trade patterns leading foreign affiliates to differential performance,
we document weak empirical support of intra-firm trade impact on profitability
(H1 rejected). A possible explanation for this latest inference could be the fact that from
all foreign affiliates constituting the sample only 25 percent of the respondents stressed
the role of accounting motives (e.g. avoidance of tax payments) as a reason for
intra-firm trade evolution whereas the majority of them underlined the significance of
non-accounting motives such as specialization of production and economies of scale at
the European level (Table III). Moreover, the fact that in affiliates without intra-firm
trade imports are made after intervention of the parent company, which has
established long-term cooperation with particular external suppliers, leaves space for
the development of transfer pricing policies and more specifically for policies related to
overpricing of imports. This element is in accordance with Roumeliotis’s (1977)
findings according to which the overwhelming majority of multinational firms in
Greece adopt transfer pricing policies.

It should also be noted that the results of the survey might have been different if the
foreign subsidiaries located in Greece had developed a wider and more advanced, in
terms of quality, intra-firm organization scheme. In this case, different terms would
probably apply regarding the shaping of their performance.

With reference to the H2 and unlike our predictions no association was found
between differential degrees of intra-firm trade and earnings manipulation
(H2 rejected). A probable interpretation for this finding can be provided by the fact
that firms active in Greece, according to international literature (Leuz et al., 2003;
Bhattacharya et al., 2003), come first in applying earnings management, a fact that
most probably affects both the firms constituting the main sample (affiliates) and the
ones constituting the neuter sample (domestic) and as result no statistically significant
differences seem to exist between them. However, future research could re-examine this
issue by employing more suitable econometric methods for detecting earnings
manipulation through the use of an extended list of variables.

Nevertheless, to our knowledge, this study was the first to analyze accounting
aspects of intra-firm organization so contributing to the body of existing literature
(e.g. earnings management literature). Moreover, it provides original information
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regarding intra-firm trade, a subject there are not many empirical studies focus on.
Furthermore, this study may constitute a valuable tool for international investors and
tax regulators, as they want to know the factors performance is shaped by, inside
TNCs. Finally, findings may also be applicable to countries which resemble the Greek
setting.

Notes

1. We use the term TNC as does the United Nations Organization for multinational enterprises,
even for enterprises from emerging economies (www.unctad.org/wir).

2. According to the industrial organization theory (Hymer, 1960; Dunning, 2000), specific
advantages such as specific knowledge in production, distribution, marketing, etc. and the
ability to supply differential products combine to the firm’s core abilities, and altogether help
to create monopolistic market positions nationally and internationally.

3. The possession of firm-specific advantages alone would not explain why a firm should
engage in foreign production, since it could exploit its unique advantages by, say, licensing a
foreign producer (i.e. externalization). To clarify this, theorists of international business
have turned to the ideas of Coase (1937), who introduced the concept of internalization.
It means, since the market is costly and inefficient for undertaking certain types of
transactions, companies may reject the market and organize these transactions within the
firm itself.

4. These transactions are recorded at prices, which can be arbitrarily established and do not
necessarily have anything to do with market prices (transfer pricing).

5. For instance, a TNC which uses a few subsidiaries for the supply of the regional European
market, instead of a small production unit in each national market, takes advantage of a
reduction in fixed costs and rise in profitability.

6. Because TNCs operate in multiple locations, they are likely more sensitive to differential tax
policies.

7. These departures from perfect competition may occur, firstly, in goods markets and include
product differentiation, brand names, special marketing skills, etc. Secondly, there may be
departures from competition in factor markets, taking the form of special managerial skills,
differences in access to capital markets and technology protected by patents and copyrights.
Thirdly, imperfect competition may be reflected in the existence of internal or external
economies of scale. Finally, government policies concerning taxes, tariffs, interest rates,
exchange rates, etc. may also create imperfect markets.

8. The “Coase economies” of information and knowledge advantages which occur under
vertical integration can be contrasted with the “Cave economies” of product differentiation
advantages.

9. A part of this trade is composed of intermediate inputs leading to backward integration and
the rest part of it is trade in final products causing forward integration.

10. This global accounting reporting policy may contribute to a reduction of the global tax
burden of the TNC and improve control over the performance of and to coordinate cash and
income flows from its foreign affiliates.

11. These companies were identified after an extensive research carried out in the foreign
commercial-industrial chambers.

12. Intra firm imports are characterized by a small industrial differentiation (chemistry, basic
metals and electric appliances represent 76.0 percent of the total activity – column 1)
comparable to that of intra firm exports (electric appliances, textile and garments
representing 76.6 percent of the total exports – column 4).
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13. It is important to underline that after the Greek economy was integrated into the European
Union (as of 1981), “the new generation of FDI” which occurred through acquisitions, has
enhanced the local market orientation of foreign affiliates (Georgopoulos and Preusse, 2006).

14. Also, Buckley and Casson (1976) have shown that internalization advantages tend to be
greatest in technology intensive sectors. Lall (1978) found that an important factor which
affects the pattern of intra firm imports of US-affiliates abroad is the technological intensity
of semi-finished products.

15. Intra-firm inputs are very costly and highly specific. That is, the more specific is an
intermediate input to the firm concerned, the more will it tends to rely on internal rather than
external supplies.

16. As shown, besides profitability variables, measures of liquidity, leverage and asset
management were also included since it is likely to enhance our understanding of sample
firms’ overall performance.

17. This model may be extended further to the case in which the response variable has more
than two categories. In this case we have an example of multinomial logistic regression
(Hosmer and Lemeshow, 2000).

18. The Pearson correlation results show that the gross margin ratio is highly correlated with
the operating margin (correlation coefficient 0.833) and, therefore, were excluded from the
econometric analysis.

19. Contradictory results are those of Model 3 where, for all years considered, the negative signs
of the coefficients indicate that intra-firm exporters do not rely heavily on external financing.

20. The expected sign for property, plant and equipment is a priori negative, the expected sign
for change in revenue or change in revenue net of accounts receivable is more difficult to
establish a priori (Jones, 1991) while the expected sign for performance is positive.

21. However, the application of this method necessitates a vast amount of data not available here.

References

Andersson, T. and Fredriksson, T. (2000), “Distinction between intermediate and finished
products in intra-firm trade”, International Journal of Industrial Organization, Vol. 18,
pp. 773-992.

Armstrong, M.A. (1998), “The political economy of international transfer pricing, 1945-1994:
state, capital and the decomposition of class”, Critical Perspectives on Accounting, Vol. 8,
pp. 391-432.

Avila, M. and Ronen, J. (1999), “Transfer-pricing mechanisms: an experimental investigation”,
International Journal of Industrial Organization, Vol. 17, pp. 689-715.

Beaver, W.H. and Engel, E.E. (1996), “Discretionary behaviour with respect to allowances for
loan losses and the behaviour of security prices”, Journal of Accounting and Economics,
Vol. 22 No. 1, pp. 177-206.

Bernard, V.L. and Skinner, D.J. (1996), “What motivates managers’ choice of discretionary
accruals?”, Journal of Accounting and Economics, Vol. 22, pp. 313-25.

Bhattacharya, U., Daouk, H. and Welker, M. (2003), “The world price of earnings opacity”,
The Accounting Review, Vol. 78, pp. 641-78.

Borkowski, S.C. (1997), “Factors motivating transfer pricing choices of Japanese and United
States transnational corporations”, Journal of International Accounting, Auditing &
Taxation, Vol. 6 No. 1, pp. 25-47.

Borkowski, S.C. (2001), “Transfer pricing of intangible property, harmony and discord across
five countries”, The International Journal of Accounting, Vol. 36, pp. 349-74.

JAOC
3,1

64



www.manaraa.com

Buckley, P.J. and Casson, M. (1976), The Future of the Multinational Enterprise, Macmillan,
London.

Burgstahler, D. and Dichev, I. (1997), “Earnings management to avoid earnings decreases and
losses”, Journal of Accounting and Economics, Vol. 24, pp. 99-126.

Clausing, K.A. (2003), “Tax-motivated transfer pricing and US intrafirm trade prices”, Journal of
Public Economics, Vol. 87, pp. 2207-23.

Coase, R.H. (1937), “The nature of the firm”, Economica, Vol. 4, pp. 386-405.

Courtis, K.J. (1978), “Modeling a financial ratio categoric framework”, Journal of Finance and
Accounting, Summer, pp. 219-23.

Cravens, K.S. (1997), “Examining the role of transfer pricing as a strategy for multinational
firms”, International Business Review, Vol. 6 No. 2, pp. 127-45.

Dechow, P.M., Sloan, R.G. and Sweeney, A.P. (1995), “Detecting earnings management”, The
Accounting Review, Vol. 70, pp. 193-225.

Degeorge, F., Patel, J. and Zeckhauser, R. (1999), “Earnings management to exceed thresholds”,
Journal of Business, Vol. 72, pp. 1-33.

Dunning, J.H. (2000), “The eclectic paradigm as an envelop for economic and business theories of
MNE activity”, International Business Review, Vol. 9, pp. 163-90.

Dunning, J.H. and Rugman, A.M. (1985), “The influence of Hymer’s dissertation on the theory of
foreign direct investment”, American Economic Review Papers and Proceedings, Vol. 75
No. 2, pp. 228-32.

Georgopoulos, A. and Preusse, H.G. (2006), “European integration and the dynamic process of
investments and divestments of foreign TNCs in Greece”, European Business Review,
Vol. 18 No. 1, pp. 50-9.

Grossman, G.M. and Helpman, E. (2004), “Managerial incentives and the international
organization of production”, Journal of International Economics, Vol. 63, pp. 237-62.

Guay, W., Kothari, S.P. and Watts, R. (1996), “A market-based evaluation of
discretionary-accrual models”, Journal of Accounting Research, Vol. 34, pp. 83-105.

Healy, P.M. (1985), “The effect of bonus schemes on accounting decisions”, Journal of Accounting
and Economics, Vol. 7, pp. 85-107.

Helleiner, G.K. and Lavergne, R. (1979), “Intra-firm trade and industrial exports to the United
States”, Oxford Bulletin of Economics and Statistics, Vol. 41, pp. 297-312.

Holland, D. and Ramsay, A. (2003), “Do Australian companies manage earnings to meet simple
earnings benchmarks?”, Accounting and Finance, Vol. 43 No. 1, pp. 41-62.

Hosmer, D.W. and Lemeshow, S. (2000), Applied Logistic Regression, Wiley, New York, NY.

Hymer, S.H. (1960), “The international operations of national firms: a study of direct investment”,
PhD thesis, MIT Press, Cambridge, MA.

Jones, J. (1991), “Earnings management during import relief investigations”, Journal of
Accounting Research, Vol. 29, pp. 193-228.

Kimura, F. and Ando, M. (2005), “Two-dimensional fragmentation in East Asia: conceptual
framework and empirics”, International Review of Economics and Finance, Vol. 14, pp. 315-48.

Kind, H.J., Midelfart, K.H. and Schjelderup, G. (2005), “Corporate tax systems,
multinational enterprises, and economic integration”, Journal of International Economics,
Vol. 65, pp. 507-21.

Lall, S. (1978), “The pattern of intra firm exports by US multinationals”, Oxford Bulletin of
Economics and Statistics, Vol. 40, pp. 209-22.

Intra-firm
organization and

profitability

65



www.manaraa.com

Leuz, C., Nanda, D. and Wysocki, P. (2003), “Earnings management and investor protection:
an international comparison”, Journal of Financial Economics, Vol. 69, pp. 505-27.

McNichols, M. and Wilson, G.P. (1988), “Evidence of earnings management from the provision of
bad debts”, Journal of Accounting Research, Vol. 26, pp. 1-31.

Ma, Y., Morikawa, K. and Shone, R. (2000), “A macroeconomic model of direct investment in
foreign affiliates of Japanese firms”, Japan and the World Economy, Vol. 12, pp. 311-35.

Oyelere, P.B. and Emmanuel, C.R. (1998), “International transfer pricing and income shifting:
evidence from the UK”, The European Accounting Review, Vol. 7 No. 4, pp. 623-35.

Petroni, K. (1992), “Optimistic reporting in the property-casualty insurance industry”, Journal
of Accounting and Economics, Vol. 15 No. 4, pp. 485-508.

Reynolds, K. and Francis, J. (2000), “Does size matter? The influence of large clients on office level
auditor reporting decisions”, Journal of Accounting and Economics, Vol. 30, pp. 375-400.

Roumeliotis, P. (1977), “La politique des prix d’importation exportation des enterprises
multinationales en Greece”, Revue Tı́ers Monde, Vol. 18, pp. 353-65.

Rugman, A.M. (1980), “Internalization as a general theory of foreign direct investment – a
reappraisal of the literature”, Weltwirtschaftlı́ches Archiv, Vol. 116 No. 2, pp. 365-79.

Sazanami, Y. (1996), “Globalization and regionalization: Japanese multinational enterprises in the
Asia-Pacific”, Journal of Asian Economics, Vol. 8 No. 1, pp. 1-13.

United Nations Publication (2005), World Investment Report: Transnational Corporations and
the Internationalization of R&D, United Nations Publications, New York, NY.

Voulgaris, F., Doumpos, M. and Zopounidis, C. (2000), “On the evaluation of Greek industrial
SMEs’ performance via multicriteria analysis of financial ratios”, Small Business
Economics, Vol. 15, pp. 127-36.

Williamson, O.E. (1975), Markets and Hierarchies: Analysis and Antitrust Implications, The Free
Press, New York, NY.

Appendix. Questionnaire
Company name: No.

A. Exports
1. Please fill in the percentage of your company’s exports towards:

. European Union (approximately) . . .. . .. . . percent

. East Europe and Balkans (approximately) . . .. . .. . . percent

. Middle East kai N. Africa (approximately) . . .. . .. . . percent

. Other countries/regions (approximately) . . .. . .. . . percent
_____________

100 percent
2. Please fill in the percentage of your company’s exports (for year 2003) towards:

. Parent company (approximately) . . .. . .. . . percent

. Subsidies (approximately) . . .. . .. . . percent

. Other companies (approximately) . . .. . .. . . percent
_____________

100 percent
3. To how many subsidiaries (if any) is your company exporting? . . .. . .. . . (number)

Are these subsidiaries operating within European Union? . . .. . .. . . (Yes/No)
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B. Imports
4. Please fill in the percentage of your company’s imports from:

. European Union (approximately) . . .. . .. . . percent

. East Europe and Balkans (approximately) . . .. . .. . . percent

. USA (approximately) . . .. . .. . . percent

. Other countries/regions (approximately) . . .. . .. . . percent
_____________

100 percent
5. Please fill in the percentage of your company’s imports (for year 2003) from:

. Parent company (approximately) . . .. . .. . . percent

. Subsidies (approximately) . . .. . .. . . percent

. Other companies (approximately) . . .. . .. . . percent
_____________

100 percent
6. From how many subsidiaries (if any) is your company importing? . . .. . .. . . (number)

Are these subsidiaries operating within European Union? . . .. . .. . . (Yes/No)
7. Which factors are you considering as crucial for the implementation of intra-firm imports?
8. Which factors are you considering as crucial for the implementation of intra-firm exports?
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