
Accepted Manuscript

Title: Diversification and Target Leverage of Financial
Institutions

Authors: Sameh Jouida, Slaheddine Hellara

PII: S1042-444X(18)30067-7
DOI: https://doi.org/10.1016/j.mulfin.2018.06.001
Reference: MULFIN 560

To appear in: J. of Multi. Fin. Manag.

Received date: 9-7-2016
Revised date: 17-6-2018
Accepted date: 28-6-2018

Please cite this article as: Jouida S, Hellara S, Diversification and Target Leverage
of Financial Institutions, Journal of Multinational Financial Management (2018),
https://doi.org/10.1016/j.mulfin.2018.06.001

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.

https://doi.org/10.1016/j.mulfin.2018.06.001
https://doi.org/10.1016/j.mulfin.2018.06.001


1  

 

 

Diversification and Target Leverage of Financial Institutions 1 

Sameh JOUIDA (corresponding author) 

ISG, Sousse University, Tunisia 

E-mail: samehjouida@gmail.com 

ORCID:  0000-0001-8901-4828 

Tel: 0021698982490 

«BESTMOD2» 

Slaheddine Hellara 

ISG, Tunis University, Bardo 2000 Tunis, Tunisia. 

Diversification and Target Leverage 

Highlights 
 Activity and geographic diversification are negatively related to leverage ratio.  

 More-diversified financial institutions have lower leverage ratios.  

 Financial institution’s SOA is higher than US and European bank’s SOA.  

 Diversified financial institution gap's is adjusted within 17 to 18 months. 

 Listed financial institutions that are geographically diversified have higher SOA. 

of Financial Institutions3 

Abstract 

This study examines the relationship between banks corporate strategy (i.e. asset side diversification) 

choices and capital structure decisions. We first estimate financial institutions target debt ratio. The 

partial adjustment model is used to investigate whether the banks actual leverage is related to their 

activity and geographic diversification choices. Jointly, we estimate the speed of adjustment (SOA) to 

target leverage and the effect of diversification on the institutions actual debt ratios. The main results 

suggest a negative relationship between diversification and leverage holds for both activity and 

geographic diversification. Furthermore, the speed of adjustment found for financial institutions is 

higher than those estimated for other US and European banks in the literature. These findings are 

robust after taking into account the alternative method used to assess target leverage and the 

institution’s classification. The listed financial institutions that are geographically diversified have less 

debt than those which diversify their activities.  

Keywords: Geographic Diversification; Activity Diversification; Capital Structure; Target Leverage; Financial 

Institutions. 
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