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Introduction 1

　Some of today’s multinational corporations 

(MNCs) include hundreds of affiliates around the 

world. For example, General Electric, the world’s 

largest MNC, has many foreign affiliates and more 

than half of the total assets are located outside the 

United States2, including Europe, Asia, Africa, and 

Latin America. In addition, they have sometimes had 

more than one affi liate in a single country. This huge 

network of foreign affi liates is a typical example of a 

large MNC. 

　As the network of foreign affi liates has expanded, 

cross-border trading and investment within the MNC 

group have increased, which has been a driving force 

behind the creation of “in-house banks”.3  Cross-

border investment within MNC groups has grown 

through the use of in-house banks. Prior to the use 
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1 I conducted interviews with the fi nancial manager of a large Japanese trading company (Sogo Shousha) and 
a person who engages with the cash management system of a bank. I really appreciate their kindness. Any 
mistakes are my own.

2 UNCTAD, WIR 2013, Web table 28.  The world's top 100 non-fi nancial TNCs, ranked by foreign assets, 2012 a
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of in-house banks, foreign affi liates borrowed money 

from local banks, while others with excess capital 

invested their money in the local financial market, 

resulting in ineffi cient fi nancial management. Today, 

in-house banks transfer money from an affi liate with 

a surplus to an affiliate with a shortage of funds, 

thus improving the cash management within the 

MNC.

　The cross-border flow of funds via an in-house 

bank raises the question of the definition of two 

types of foreign investment, namely foreign direct 

investment (FDI) and portfolio investment. The 

distinction between the two investments lies in 

whether an investor controls the foreign company. 

Portfolio investment is intended to generate higher 

interest or capital gains. On the other hand, FDI 

is used to assume control of a foreign company. 

Therefore, FDI has been conducted through 

investment in stock, which means “control,” and 

represents a parent company’s “lasting interest” 
in an affiliate.4  However, today’s cross-border 

fi nancial fl ows within an MNC group are short and 

bi-directional investments because of in-house bank 

and global cash management system. These in-

house foreign investments are included statistically 

in FDI in the balance of payments, even if they are 

short-term or bi-directional investments. In this 

study, I investigate the function of an in-house bank 

and clarify this new dimension of MNCs and FDI.

1. The functions and the history of “in-house 
banks”
1.1 The global cash management system through 
the in-house bank
　Increasingly, in-house banks are being set up in 

response to the growth of foreign affi liate networks 

and in-house trading. The purpose of the in-house 

bank is the optimization of cash within an MNC 

group. The main functions are as follows:

① Netting

② Pooling

③ Centralized management of the risk associated 

with foreign exchange and interest rates

④ Centralized management of financing and 

investment

　Netting is a system used to offset a two-way 

settlement in an MNC group via an in-house bank 

(see Figure 1-1). Figure 1-1 shows the international 

payments within an MNC group without the 

netting system. The total payment of 2,700 USD 

is executed within the MNC group without the 

netting system. There are 12 payments in the group. 

In contrast, Figure 1-2 shows the multi-lateral 

netting system. Here, the total amount of in-house 

settlements decreases to 900 USD, and there only 

four payments. MNCs have to bear the cost of the 

settlements, even if the payments are made within 

the group. Thus, MNCs can reduce these payment 

fees with the netting of the in-house bank. Before 

in-house banks were set up, payments within a 

group were executed through many bank accounts. 

As the number of payments grew, so the number of 

payment errors increased, including paying money 

to incorrect accounts and delays in payments. In 

order to avoid these mistakes, fi nancial offi cers had 

to check all payments within a group. A netting 

system simplifi es in-house payments within a group, 

making this far easier.

　MNCs can also reduce the amount of funding 

required. Consider Affiliate B in the United States 

in Figure 1-1, which has to pay 950 USD. At the 

same time, the affi liate receives 550 USD, but there 

is a risk that it will not receive this amount. Thus, 

Affiliate B must have 950 USD to pay to the other 

3 An “in-house bank” nets out the trading and mediates the fi nancial fl ows within an MNC group, as explained 
later. Some refer to this as a “fi nance company” or “ special purpose entity.” However, I prefer “in-house bank” 
as a more appropriate name.

4 Hymer, S. (1976)
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Figure 1-1  International payments within an MNC group without netting

Here, I calculate the payments assuming the following foreign exchange rates:
USD 1 ＝ ¥100=HKD 10,　　€ 1 ＝ USD 1.5

Without netting, there are 12 payments, totaling USD 2,700.

(Business Research Institute (2004) Collection of cases of cash management systems, in Japanese, p.24-25.)
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Figure 1-2  International payments in an MNC group using multi-lateral netting

With multi-lateral netting, there are only four international payments, totaling USD 900.

(Business Research Institute (2004) Collection of cases of cash management systems, in Japanese, p.24-25.)
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affiliate in the group. However, using an in-house 

bank, the affi liate’s payment is reduced to 400 USD, 

decreasing the amount of funding to be prepared. 

Therefore, an MNC minimizes funds transfers and 

decreases the cost of fi nancing. 

　The second function is pooling. In the fi rst stage, 

in which an MNC has few affiliates, an affiliate 

borrows money from a local bank. However, as the 

number of affiliates increases, local borrowing by 

each affi liate becomes ineffi cient. For example, one 

affiliate may have excess cash, which it invests in 

the local money market, while another affi liate may 

require funding, which it borrows from a local bank. 

Pooling enables an MNC to transfer money within 

the group and centrally manage all affi liates’ cash.

　Figure 2 shows a pooling system called “ cash 

concentration.” The in-house bank and affi liates in 

a group open a master account and sub-accounts in 

the same bank. Then, the in-house bank periodically 

(weekly or daily) transfers money within the group 

among the sub-accounts of the affiliates so that 

there is no money at the end of the period (zero-

balance-account: ZBA). Thus, when an affiliate 

has excess cash at the end of a period, this cash is 

absorbed into the master account of the in-house 

bank. When an affiliate requires money, its sub-

account is funded automatically via the overdraft 

(sweeping), a prepared lending facility. The ZBA 

or the sweeping can adjust the surplus and the 

shortage of money within a group, realizing effi cient 

cash management. In this way, an MNC can reduce 

its borrowing from outside banks.

　There are some difficulties when an MNC 

transfers money internationally owing to the money 

transfer regulations and tax systems in some 

countries. In these countries, most MNCs set up 

in-house banks to manage the financing of local 

affiliates only. However, in other cases, MNCs can 

use a global cash management system, especially 

in Europe with its single currency (euro), and the 

United Kingdom, where payments can be made 

in euros. In addition, in South America, there are 

many cases in which lending and borrowing use US 

dollars, in which case, an MNC can use pooling.5

　Note that, in addition to pooling, transferring 

money within a group includes dividends payments. 

Figure 2  Pooling (Cash Concentration)

The balances of the sub-accounts are always set to zero or a fi xed amount.

(HSBC Tokyo Branch (2003) Cash and Treasury Management in Asia Pacific , in Japanese, To-yo Keizai 

shinpousha, p.29.)
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5 HSBC Tokyo Branch (2003) p.85.
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Daily adjustments are made via pooling, but long-

term surpluses and shortages are transferred 

through dividends payments. Though it is not a 

popular option, some financial managers prefer to 

reduce capital to absorb a surplus.6  On the other 

hand, an MNC can increase an affiliate’s capital in 

the case for a long-term shortage.7  Of course, this 

does not mean that an affiliate with a deficit can 

raise funds unconditionally. The parent will only 

fund an affiliate if the expected rate of return is 

greater than zero. However, with any transfer of the 

funds, capital is transferred from an affiliate with 

a surplus to an affi liate with a shortage, within the 

group. 

　When an MNC adopts netting and pooling using an 

in-house bank, the following new functions of the in-

house bank are added: the centralized management 

of 1) foreign exchange and interest rate risks and 2) 
fi nancing and investment. Many payments are offset 

through the netting system of the in-house bank and 

foreign exchange trading is centralized. Although 

there are several types of netting, most settlements 

between an in-house bank and an affi liate are made 

in the local currency of the affi liate, not the currency 

where the in-house bank resides (see Figure 1-2). 
Thus, affi liates transfer the foreign exchange risk to 

the in-house bank. In Figure 1-2, the in-house bank 

receives 400 USD from the US Affi liate B, and 33.33 

euros from the European Affiliate C. Then, it pays 

35,000 Japanese yen to the Japanese parent and 

10,000 Hong Kong dollars to the Asian Affiliate A. 

Except for the Hong Kong dollar, which is tied to the 

US dollar, the in-house bank has to bear the foreign 

exchange risks. In many cases, they use derivatives, 

such as futures, options and swaps, in order to 

hedge the foreign currency risk. An in-house 

bank manages the foreign exchange risk centrally, 

receiving individual affi liates of this task.

　Once pooling has been adopted, the funds of an 

MNC are centralized in the in-house bank, which 

can then manage the surpluses and shortages of 

funds for the overall group. If there is an overall 

surplus, an in-house bank invests this in the fi nancial 

markets. However, there is an overall shortage of 

funds, the in-house bank must raise funds.

　The operations of in-house banks are just like 

normal “banks”, although their services are limited 

to the affi liates within the MNC group. However, the 

functions of netting, pooling, and risk management 

are just like those of normal banks.

　Note that using in-house banks and a global 

cash management system does not preclude using 

outside banks, which are still needed by the MNC. 

The services of outside banks are crucial to MNCs 

to set up a global cash management system. For 

example, payments are made through the bank 

accounts of the parent and the affiliates in the 

netting system, and the parent and affi liates use the 

master and sub-accounts of the outside banks in the 

pooling system. Moreover, the MNC and the banks 

would sometimes cooperate in order to develop a 

global cash management system. In other cases, the 

MNC would purchase the cash management system 

from the bank. Therefore, it cannot be said that 

MNCs do not have to use bank services, even after a 

global cash management has been implemented.8

1.2 History of the expansion of in-house banks
　MNCs began to set up in-house banks in the 

1970s.9  Here, I investigate how MNCs adopted 

global cash management systems.

　The fi rst MNCs were US corporations that set up 

6 Business Research Institute (2004) p.118-119.
7 From interviews.( Interview with the fi nancial manager of a large Japanese trading company (Sogo Shousha) on 

April 7, 2010.) ( Interview with a person who engages with the cash management system of a bank. On January 
28, 2010.)

8 Tanaka, Soko and Kenji, Iwata edited (2008) chapter 5.
9 Holland, C.P. et al. (1994)



36 駒澤大学経済学論集　第 48 巻　第 1・2・3 号

affiliates or acquired local companies in Europe in 

the 1950s, and continued to expand their affiliate 

network. In the 1980s, Japanese and European fi rms 

made inroads into the US markets and cross FDI 

investments among developed countries became 

a common economic phenomenon. In the 1990s, 

cross-border M&As between US and European 

corporations increased. Since then, the liberalization 

of foreign investments has advanced in many 

countries, and MNCs have enlarged their foreign 

operations. 

　As MNCs have expanded their affiliates around 

the world, intra-company trading has increased. This 

includes trading between parents and their affi liates, 

but also among affiliates. For example, in the 

United States, intra-company trade has increased 

since the 1980s, and in 2007, accounted for 28% 

of total exports and 35% of total imports.10  In 

particular, automobile and electric companies have 

expanded their international production networks. 

It has become popular for production processes to 

procure materials and parts from foreign affiliates, 

which are then assembled at a foreign factory. This 

is an international production network of MNCs. As 

MNCs have expanded their international production 

networks and intra-company trades, payments 

within the group have grown rapidly. In addition, as 

noted earlier, these payments resulted in signifi cant 

fees for MNCs in the form of remittance charges or 

foreign exchange fees. Moreover, as the number of 

affi liates increased, the number of banks and bank 

accounts they have to manage increase as well.11  

Although MNCs have reduced their production and 

distribution costs using “supply chain management” 
or the “just-in-time” production, the costs of 

settlements and foreign exchange trades have 

increased. In-house banks offer a way for MNCs to 

reduce the costs of financial management and to 

establish effi cient systems as their affi liate networks 

expand.

　Information technology (IT) is an indispensable 

part of setting up a global cash management system. 

The fi rst step in using netting and pooling services 

is to centralize the data on affi liates’ bank balances 

and scheduled payments. This includes data on 

payments, how much affiliates have to pay, and 

when, which currencies are needed, which bank 

accounts to use, and affiliates’ bank balances. 

The internet is an essential tool for MNCs wanting 

to unite the payment information of all foreign 

affi liates. Moreover, cash management systems have 

become more effi cient as the internet has advanced 

to include, for example, intranets, internet banking 

systems, connectivity to the SWIFT international 

settlement system, and electronic fund transfers.12  

These services all rely on information technology.

　The liberalization of cross-border capital 

movements and the elimination of foreign exchange 

controls have also been crucial to global cash 

management systems. These systems are the most 

sophisticated in Europe, brought about by the 

introduction of the “euro” and the liberalization 

of international financial flows in order to realize 

a single market in Europe. The United Kingdom 

and the Netherlands started their liberalization 

process earlier. The EU Council adopted the capital 

liberalization directive in 1988 and removed all 

remaining exchange controls in order to realize 

free capital movements, including the short-term 

investments, by 1990.13  The euro was introduced 

in 1999, which accelerated the use of cross-

border cash management systems in Europe. In 

Japan, MNCs were able to start using global cash 

management systems after the liberalization of 

international capital movements in the 1980s with 

the revision of the Foreign Exchange and Foreign 

10 Survey of Current Business, August 2009, p.68,　November 2009, p.55.
11 Bedell, D. (2007)
12 GE Treasury (2006) “GE Cash Management Strategy and SWIFT MaCUG’s” January 24, 2006.
13 Iwata, Kenji (1996)
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Trade Act, as well as the abolition of the rule that 

foreign exchange trading had to be connected with 

registered banks, in 1998.14  In Asia, many countries 

still have controls on foreign exchange and capital 

movements, which mean MNCs in these countries 

cannot adopt global cash management systems. 

However, in advanced countries, especially in 

Europe, cross-border cash management systems 

have become popular forms of fi nancial management 

for MNCs.

2. In-house bank and foreign direct investment
　As noted earlier, in-house banks net out the 

transactions of affiliates (netting) and mediate the 

surpluses and shortages of affi liates’ cash (pooling) 
in an MNC group. Though the services of in-house 

banks are limited to the affiliates in a group, their 

functions resemble those of traditional banks. 

However, from a balance of payments point of 

view, the lending from the in-house bank to foreign 

affiliates is defined as FDI, while the lending from 

an outside bank to the foreign affiliate is defined 

as a portfolio investment. After much discussion, 

the IMF and OECD decided to treat these “pass-

through funds” intermediated by in-house banks 

as FDI, even in the revised edition of the Balance 

of Payments and International Investment Position 

Manual (BPM6).15  In this section, I investigate the 

flow of international funds in an MNC group and 

clarify the new characteristics of MNCs and FDI.

2.1 The reduction of the cost of the flow of 
international funds in an MNC group and the 
Hymer theory
　The clear distinction between FDI and portfolio 

investment is the control of foreign corporations. 

Hymer pointed out that the purpose of FDI is 

to generate excess profit by controlling foreign 

corporations sooner than anybody else.16  Hymer 

focused on the financing of foreign affiliates, in 

which most of the money from a parent is capital, 

but most of the money fi nanced in the local market 

is debt. From this result, Hymer concluded that 

FDI is an investment that aims to control a foreign 

company, and insisted that it was clearly distinct 

from portfolio investment, which requires a higher 

interest rate.

　Why was the debt fi nancing of affi liates fi nanced 

in the local market, and not by the parent company? 

According to Hymer, the reason is barriers to 

international capital flows. These barriers include 

costly foreign exchange fees, little information about 

foreign countries, foreign exchange risk, and so on. 

Thus, even if the interest rate of the home country 

is lower than that of host country, it is better for 

an affiliate to raise debt funds in the local country 

because of the barriers to the fl ows of international 

funds.

　Hymer also made clear that the barriers for the 

capital market and for financial institutions differ 

to the barriers for non-financial corporations. The 

former has a worldwide information network. 

Therefore, the cost of international capital 

movements is not as high for the capital markets 

and financial corporations. However, non-financial 

corporations do not have such an information 

network, so the cost of international capital 

movements is higher. Therefore, if there is a spread 

between the interest rates among countries, 

financial institutions can make a profit on interest 

rates because of the lower barriers to international 

capital movements. However, non-financial 

corporations cannot do earn a profi t because of the 

higher barriers they face.

　Nevertheless, as stated earlier, today’s MNCs have 

set up in-house banks in order to lower the cost of 

international capital movements within the group 

using a global cash management system. MNCs 

14 Kamikawa, Takao edit. (2003)
15 Konishi, Hiromi (2008), IMF (2009) paragraph 6.33―6.34.
16 Hymer, S. (1976)
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can confirm the balances of the bank accounts of 

affi liates using an intranet system and can transfer 

funds from an affi liate with a surplus to an affi liate 

with a shortage of funds, on a daily basis. Before 

MNCs adopted global cash management systems, it 

could take days to check the balances of affi liates’ 
accounts.17  At one time, the cost of cross-border 

capital movements was high, even if the movements 

were within an MNC group, largely because of a 

lack of information on foreign countries and their 

foreign exchange regulations. However, the cost of 

international capital movements has decreased as 

a result of using global cash management systems. 

This has promoted short-term international 

investments within MNC groups.

2.2 In-house banks as international interest-
bearing capital
　Figure 3 shows the centralized management of 

financing and investment of in-house banks. As 

stated earlier, an in-house bank nets out the surplus 

and the deficit of affiliates by pooling, and invests 

the overall surplus capital of the MNC. On the other 

hand, if the MNC has an overall shortage of money, 

the in-house bank raises the funds needed.

　The cost of the funds of the in-house bank is 

17 Treasury & Risk Management, Dec 2005/Jan 2006, Vol.16 Issue 1, p.40-41.

Figure 3  The centralized management of fi nancing and investment
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as low as that of the parent. The operation of the 

in-house bank is treated as a financial division of 

the parent, although separate from the parent. 

Moreover, the credit rating of the in-house bank 

is the same as that of the parent. When the in-

house bank raises funds in the fi nancial market, the 

parent usually guarantees or cooperates to set up 

a medium-term-note (MTN) program. Therefore, 

the in-house bank can raise funds at a lower cost 

than foreign affiliates can. As shown in Figure 3, 

the cost of borrowing for the foreign Affiliate A is 

LIBOR + 4% in the local fi nancial market. However, 

the in-house bank can raise funds with an interest 

cost of LIBOR + 2% in the fi nancial market, where 

the interest rate is the lowest in the world. Then, 

the in-house bank lends to the affi liates that have a 

shortage of capital.

　In an interview, the financial officer of a bank 

stated the following:

“Let’s imagine the case, which a company 

construct a factory in Thailand. There are many 

ways to raise funds. The yen-denominated funds 

borrowed in Japan, the bond issues in Thailand, 

the CP or MTN denominated in dollars and 

convert to Thailand baht, and so on. We make 

choice with the lowest cost at every time.” 
(Interview on April 7, 2010)

　On the other hand, if there is an overall surplus in 

an MNC group, the in-house bank invests the money 

in the fi nancial market, where the interest rate is the 

highest in the world. Moreover, its lending interest 

rate is higher than that of the affi liates in the local 

market. 

　Before in-house banks were set up, parents 

raised funds in the fi nancial market and invested in 

affi liates in terms of the capital. However, today, the 

affiliates are funded by the parent or the in-house 

bank in terms of the capital and debt. After the 

1990s, the worldwide fi nancial liberalization and free 

capital movement meant that the capital and debt 

of affi liates of MNCs are funded from the parent and 

the in-house bank. Figure 4 shows the debt sources 

of funds of US MNC affiliates in Europe18. During 

the fi rst half of the 1990s, 60% of the debt fi nancing 

of affiliates came from local banks or companies. 

However, from the latter half of the 1990s to 2006, 

Figure 4  The debt sources of funds of the affi liates of the US MNCs in Europe
(Current liabilities and long-term debt)
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the share of local borrowings decreased to 40%. In 

contrast, financing from “other foreign persons” 
increased, including borrowings from countries 

other than the parent’s country (in this case, the 

United States) and the local host country. These 

borrowings from third-party countries imply 

fi nancing from an in-house bank, which an MNC set 

up in the Netherlands or Luxembourg.19  The share 

of “other foreign persons” increased from below 

20% during the first half of the 1990s to 30‐40% 

after 2000. If we total the borrowing from the parent 

and from “other foreign persons,” almost half the 

debt of affiliates is financed by companies in the 

same MNC group.

　Hymer focused on the financing of foreign 

affiliates, where the capital is financed by parents, 

but the debt is financed by local banks or local 

companies. As a result, Hymer concluded that the 

purpose of FDI is control, as implied by equity 

capital investment. However, today, the capital and 

debt of foreign affi liates are fi nanced by the group’s 

companies, including in-house banks. Global cash 

management systems have lowered the costs of 

international capital movement within an MNC 

group, and have increased the short-term capital 

fl ows within MNCs. What does this mean? As stated 

earlier, in-house banks net out the multi-lateral 

transactions in a group and lend to affi liates. They 

act like traditional banks. The operations of in-house 

bank show that they are an international interest-

bearing capital. These operations are adjustments of 

surpluses and shortages of cash, and raising funds 

and investments for the affi liates in a group.

　However, note that an in-house bank does not 

seek profit as an independent entity. The purpose 

of in-house bank is to reduce the cost and maximize 

the profit of an MNC group. Therefore, the gap 

between the lending rate and the deposit rate of an 

in-house bank is smaller than that of a traditional 

bank. Figure 5 expresses the rate of interest in an 

MNC group. To create a system in which, an affi liate 

raises funds from the in-house bank and deposits 

money with the in-house bank, an MNC has to set 

an interest rate, as shown in Figure 5. The interest 

rate is set such that it is advantageous for the 

affi liates to use the in-house bank rather than using 

outside banks. If this were not the case, affiliates 

would not use the in-house bank. If the in-house 

bank cannot centralize the money of the group’s 

companies, it serves no purpose. In an interview, the 

fi nancial offi cer of a Japanese trading company (Sogo 

Shousha) stated the following: 

Figure 5  The interest rates of an in-house bank and an outside bank
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Management System, in Japanese, Chuo Keizai Sha, p.92.

18 BEA stopped publishing the sources of funds of the affi liates of the MNCs after 2009.
19 Konishi, Hiromi (2006)
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“In-house banks have the characteristics and 

infrastructure of financial management. They 

don’t seek profit by lending to affiliates. It is 

enough not to lose money. The role of the in-

house bank is group fi nancing.” 

　An MNC sets up an in-house bank, which acts like 

a traditional bank, but its service is limited to the 

corporations within the group. They reduce the cost 

of financing and maximize the profit of the group. 

An MNC uses the in-house bank as international 

interest-bearing capital, and adds the characteristics 

of fi nancial capital to the industrial capital.

Conclusion
　In this study, I  examine the global cash 

management of in-house banks and clarify the new 

dimensions of MNCs and FDI. An in-house bank 

acts like a traditional bank, but within a group, and 

is international interest-bearing capital. As noted 

by Hymer, MNCs have eliminated competition 

and have earned excess profits, giving MNCs the 

characteristics of monopolistic industrial capital.20  

Today’s MNCs earn excess profits as monopolistic 

industrial capital and as international interest-

bearing capital.

　Until recently, many scholars identified the 

aim of FDI as controlling foreign companies via 

industrial capital, while portfolio investment is 

intended to generate profits, for example, through 

the higher interest rate of capital gains. However, 

today’s international capital movements in MNC 

groups by in-house banks show that the FDI and 

portfolio investment are integrated in global cash 

management systems. Future research is required 

to investigate this new type of investment.
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