

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Corporate Post-Retirement Benefit Plans and Leverage

	
    
        
            
            







    
    










    
    
    
    











			
                    Review of Finance, June 2015, 1-55.
 
                    WBS Finance Group Research Paper No. 174
 
        

    
	

	
	
		
		
			70 Pages
		
		

		Posted: 15 Mar 2012
		
			Last revised: 26 Dec 2019
		
		
	

	
		
			
			




	See all articles by Söhnke M. BartramSöhnke M. Bartram
University of Warwick; Centre for Economic Policy Research (CEPR)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 3 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Corporate Post-Retirement Benefit Plans and Leverage
									

								
							
							
							
								Review of Finance, June 2015, 1-55., WBS Finance Group Research Paper No. 149
							

							
							
								
									Number of pages: 70
								
								
									Posted: 11 Jan 2011
								
								
									Last Revised: 23 Dec 2019
								
							

							
						

						
							
							Downloads
							  361
							
						

					

					
					

					
						
							
						

						
							
								
									Corporate Post-Retirement Benefit Plans and Leverage

								
							
							
							
								Review of Finance, June 2015, 1-55., WBS Finance Group Research Paper No. 174
							

							
							
								
									Number of pages: 70
								
								
									Posted: 15 Mar 2012
								
								
									Last Revised: 26 Dec 2019
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   87
							
						

					

					
					

					
						
							
						

						
							
								
									Corporate Post-Retirement Benefit Plans and Leverage
									

								
							
							
							
								Review of Finance, June 2015, 1-55., WBS Finance Group Research Paper No. 154
							

							
							
								
									Number of pages: 70
								
								
									Posted: 15 Mar 2011
								
								
									Last Revised: 26 Dec 2019
								
							

							
						

						
							
							Downloads
							   83
							
						

					

					
				

			

		

	

	


	
	
	
	
		
	
	
		
			Date Written: February 18, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper shows that defined benefit pension and health care plans are important for firm leverage around the world. While consolidating off-balance sheet post-retirement plans typically increases effective leverage by 32%, firms reduce their level of regular debt by only 22 cents for every dollar of projected benefit obligation, yielding overall 23% higher total leverage of plan sponsors compared to similar firms without post-retirement plans. The most important driver of substitution rates between regular debt and post-retirement obligations is rule of law, followed by labor market freedom and taxes, where countries with a better rule of law, less labor market freedom and higher marginal corporate tax rates show higher substitution rates. In contrast, pension guarantee funds and priority of unfunded pension obligations are less important for substitution rates. 
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