
Finance Working Paper N°. 268/2009

October 2009 

Elisa Luciano
Università di Torino, Collegio Carlo Alberto and 

ICER 

Giovanna Nicodano
Università di Torino, Collegio Carlo Alberto and 

ECGI 

© Elisa Luciano and Giovanna Nicodano 2009. All 

rights reserved. Short sections of text, not to exceed 

two paragraphs, may be quoted without explicit 

permission provided that full credit, including © 

notice, is given to the source.

This paper can be downloaded without charge from:

http://ssrn.com/abstract_id=1520422

www.ecgi.org/wp

Leverage and Value Creation in
Holding-Subsidiary Structures



ECGI Working Paper Series in Finance

Working Paper N°. 268/2009

October 2009 

Elisa Luciano

Giovanna Nicodano
 

 

Leverage and Value Creation in

Holding-Subsidiary Structures

We thank Marc Deloof, Bernard Dumas, Helmut Elsinger, Julia Hirsch, Jochen Lawrenz, Hayne 

Leland, Claudio Loderer, Arie Melnik, Fausto Panunzi, Fabio Privileggi, Rafael Repullo, Jean 

Tirole and Yishay Yafeh for helpful suggestions, as well as participants to the European Winter 

Finance Conference 2008, the European Winter Finance Summit 2009, ESSFM2008 at Studien- 

zentrum Gerzensee, the Internal Capital Market Workshop (Antwerp), MoFiR Conference 2009 

(Ancona), the RICAFE2 Conference (BICEPS Riga), to seminars at Collegio Carlo Alberto, the 

Norwegian School of Management, OeNB and University of Freiburg and Lausanne for comments. 

Alessandro Dovis and Luca Regis provided us with excellent research assistance. Financial support 

from MIUR 2006132713 to Elisa Luciano and from MIUR (PRIN07) and European Commission 

(grant CIT5-CT-2006-028942 RICAFE2 ) to Giovanna Nicodano is gratefully acknowledged.

© Elisa Luciano and Giovanna Nicodano 2009. All rights reserved. Short sections of text, not 

to exceed two paragraphs, may be quoted without explicit permission provided that full credit, 

including © notice, is given to the source.



Abstract

This paper determines optimal capital structure and value of Holding-Subsidiary 

structures (HS), when there is a trade-off between bankruptcy costs and taxation. HS have 

higher fi rm value than their stand alone counterparts, as the holding provides a guarantee 

to its subsidiary’s lenders which lowers expected bankruptcy costs, at a given debt level. 

HS may also reach higher debt capacity, which further increases their value by reducing 

the tax burden below that of stand alone fi rms. Optimal debt in the holding and in the 

subsidiary are respectively lower and higher than in their stand-alone counterparts. Such 

debt diversity preserves the holding ability to rescue its subsidiary, hence value creation 

by HS, even with perfect cash fl ow correlation. 
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