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1. INTRODUCTION
Bank lines of credit and corporate cash holdings taro main forms of corporate
liquidity. Bates, Kahle and Stulz (2009) find thhé average cash-to-assets ratio for
US firms was 23.2% in 2006. Sufi (2009) finds thaink lines of credit have an
average magnitude of 16% of assets in a sample Sffitths. In this paper, we
examine how the presence of labor unions affecfgnals choice of corporate
liquidity between bank lines of credit and corpereash holdings.

Corporate cash holdings are a firm’s intenegburces, while bank lines of credit
are an external source of financing. Previous rekeia the literature (e.g., Baldwin,
1983; Bronars and Deere, 1991) argues that det#dses a firm’s bargaining power
over labor. Because a firm obtains a certain amotidebt capacity when it receives
bank lines of credit, the firm can increase the am®f debt by drawing down the
lines of credit if it anticipates that bargainingtiwlabor unions will take place.
Moreover, while cash is a form of realized liguglithe availability of bank lines of
credit is usually subject to a firm’s compliancegwtovenants (e.g., Sufi, 2009; Yun,
2009). A firm can make a more credible case that risk associated with the
unavailability of bank lines of credit can threatsacompetitive viability, a situation
that would be exacerbated by granting additionakessions to the union. Therefore,
a firm can use more bank lines of credit as a sofccorporate liquidity to gain a
better bargaining position against labor unions.

We hypothesize that a firm holds a higher tfoac of corporate liquidity in the
form of bank lines of credit when unionization satge higher. Moreover, we develop
hypotheses on how right-to-work legislation andafioial constraints affect the

relation between unionization rates and forms opamate liquidity.



In our empirical tests, we use industry unionizattates, defined as the fraction
of workers in an industry who are covered by lalnwions in collective bargaining, as
our measure of the bargaining power of labor uni¥vis use the ratio of bank lines of
credit to the sum of bank lines of credit and coap® cash holdings as our measure of
a firm’s choice of the forms of corporate liquiditBecause endogeneity can be a
potential concern, we use instrumental variablesh wivo-stage least squares
estimation.

We find that firms hold a higher fraction of corpte liquidity in the form of bank
lines of credit in the presence of stronger laboions. The data show that a one
standard deviation increase in the fraction of \eeskcovered by labor unions leads to
a 14.48% increase in the fraction of corporateiditqy held in the form of unused
lines of credit. This corresponds to an increasennsed lines of credit with a dollar
value of 37.20 million dollars. Moreover, we fingat the level of bank lines of credit
increases with unionization rates.

We divide the firms into sub-groups and find thapasitive relation between
unionization rates and the fraction of corporageitiity held in the form of bank lines
of credit exists in the sub-group of firms that aua in a state with right-to-work
legislation. We conduct the analysis for a sub-dangf firms whose state of
operation is the same as the state of incorporatnehfind similar results. Moreover,
we use the Heckman two-stage estimation to coftrod firm’s self-section of the
state of incorporation/operation and find similesults. In addition, we examine labor
costs and operating profitability. We find thatrhés a negative relation (no relation)
between the fraction of corporate liquidity helde form of bank lines of credit and
labor costs for firms that are not in (are in) atestwith right-to-work legislation and

that there is a positive relation (no relation)Aztn the fraction of corporate liquidity



held in the form of bank lines of credit and ope@tprofitability for firms that are
not in (are in) a state with right-to-work legistat.

We also divide the firms into sub-groups and findtta positive relation between
unionization rates and the fraction of corporageillity held in the form of bank lines
of credit exists in firms that are financially ctmagsned. We conduct robustness
checks and find similar results when we controll&door intensity and when we use
union membership as an alternative measure ofdhgatming power of labor unions.
We conclude that our findings are consistent whig tiypothesis that a firm chooses
the forms of corporate liquidity to take advantage the bargaining benefits
associated with bank lines of credit.

Our study makes two main contributions. First, mgearch extends the literature
by providing evidence on how labor, as a type akesholder, affects a firm’s choice
of corporate liquidity. While the literature rev@a&arious reasons why a firm chooses
corporate liquidity between bank lines of creditl@ash holding$to our knowledge,
no previous research documents the relation betvedsem and a firm’s choice of the
forms of corporate liquidity. For example, Sufi ) shows that high cash flows are
an important determinant of the forms of corpotapeidity because they allow firms
to comply with cash flow-based covenants associaféid bank lines of credit. Yun
(2009) finds that firms increase cash relative ited of credit after a change in
takeover legislation that weakens the threat oédakr. Lins, Servaes and Tufano

(2010) find that lines of credit are strongly refldtto a firm’'s need for external

! Besides a firm's choice of the forms of corportdeidity, various determinants of corporate cash
holdings have been examined in the literature. &s@mple, Opler, Pinkowitz, Stulz and Williamson
(1999) argue that corporate cash holdings can Ipdai@ed by the tradeoff theory, the financing
hierarchy theory and the agency theory. Dittmarhi&mith and Servaes (2003) find that the level of
corporate cash holdings is determined by the degfeshareholder protection in different countries.
Tong (2010) finds that firms with higher CEO risicéntives have less cash holdings. Neamtiu, Shroff,
White and Williams (2014) find that macroeconomimbaguity is positively associated with cash
holdings.



financing to fund future investment opportunitieeldhat cash is primarily held as a
general buffer against future cash flow shortfalampello, Graham and Harvey
(2010) show that small, private, junk-rated, angrofitable firms have larger credit
lines and that firms with high internal liquiditynfl lines of credit less valuable.
Acharya, Almeida and Campello (2009) examine hdina's exposure to aggregate
risk affects its management of liquidity throughmkdines of credit and cash holdings.
Tong (2012) finds that diversified firms hold a lhéy fraction of corporate liquidity in
the form of bank lines of credit due to the coiaswe effect. Therefore, we extend
the literature by disclosing a new dimension tH#gcts a firm’s choice of the forms
of corporate liquidity.

Second, we add to the literature on how gjrateonsiderations that arise in
bargaining between firms and labor unions affecporate decisions. Specifically, we
provide evidence that the bargaining power of lalmoions affects a firm’s choice
between bank lines of credit and cash holdingseviBus research in the corporate
finance literature focuses on the impact of lab@pas on leverage (e.g., Bronars and
Deere, 1991; Hanka, 1998; Matsa, 2010), earnings&agement (e.g., DeAngelo and
DeAngelo, 1991; D’'Souza, Jacob and Ramesh, 2001),tlze cost of equity (e.g.,
Chen, Kacperczyk and Ortiz-Molina, 2012). Moreovagrawal (2012) finds that
labor union pension funds have preferences thadlypa&flect union worker interests
rather than equity value maximization alone. A pras study related to our research
is Klasa, Maxwell and Ortiz-Molina (2009), who syuldow the bargaining power of
labor unions affects a firm’'s management of corfreash holdings. Our study
differs from Klasa, Maxwell and Ortiz-Molina (2009h that they only study
corporate cash holdings, while we examine a firafisice of the forms of corporate

liquidity between bank lines of credit and corpereash holdings.



The paper is organized as follows. Section 2 dggetbe hypotheses. Section 3
describes the data and the variables. Sectiomuglrdites the methodology. Section 5

presents the results. Section 6 concludes the paper

2.HYPOTHESISDEVELOPMENT
Corporate cash holdings are a firm’s internal reses; while bank lines of credit are
an external source of financing. A firm obtains eatain amount of debt capacity
when it receives bank lines of credit. Used linésci@dit are recorded as a debt
obligation, while unused lines remain off balanbeet. We analyze the bargaining
benefits associated with bank lines of credit re¢ato corporate cash holdings from

the perspectives of debt capacity and the possideailability of bank lines of credit.

(i) Debt Capacity
There is a body of literature on how a firm’s udedebt can affect the bargaining
between the firm and labor (e.g., Baldwin, 1983riars and Deere, 1991; Dasgupta
and Sengupta, 1993; Perotti and Spier, 1993; SEHRS; Hanka, 1998; Matsa, 2010).
The essential rationale in this literature is tifia firm has a substantial amount of
debt, employees can accept a lower wage, provitedankruptcy is costly for them.
Consequently, debt increases a firm’s bargainirsitiom against labof.

This feature implies that a firm can increttse amount of debt by drawing down
bank lines of credit if the firm anticipates thatrgaining with labor unions will take

place. This will result in an increase in the figrbargaining position against labor

2 For example, Bronars and Deere (1991) developdehin which firms use debt to protect the wealth
of shareholders from the threat of unionization.i8suing debt, firms can credibly reduce the funds
that are available to a potential union when bapikayis costly. Bronars and Deere show that theee i
cooperative Nash solution where the union modeiitdedemand in the face of outstanding debt, and
that there is a negative relation between the uwiage and debt.



due to the increase in debts. For example, MyedsSaretto (2011) find that unions
are less likely to strike when a firm increaseslage prior to a contract negotiation.
Previous research (e.g., Sufi, 2009; Yun, 2009)dithat bank lines of credit have an
average magnitude of 16% of total assets. Givem su¢arge magnitude of debt
capacity, the increase in a firm’'s bargaining posit against labor can be
economically significant if the firm draws down abstantial number of lines of
credit before the negotiation with labor takes plac

Therefore, as a source of debt capacity, iaek of credit enable a firm to gain a
better bargaining position against labor. Thisdeatis not shared by corporate cash

holdings as an alternative source of corporateditu

(if) The Possible Unavailability of Bank Lines of Credit

While cash is a realized form of corporate liquidithe availability of bank lines of

credit is usually conditional and subject to a fsrmompliance with covenants (e.qg.,
Sufi, 2009; Yun, 2009). By implementing a policyhaflding more corporate liquidity

in the form of bank lines of credit rather thankcasldings, a firm can make a more
credible case that the risk associated with theaifebility of bank lines of credit can

threaten its competitive viability, a situation thaould be exacerbated by granting
additional concessions to the union. This enabl@srato obtain a better bargaining

position against labor.

(i) Hypotheses
We hypothesize that a firm chooses the forms gba@@te liquidity to take advantage

of the bargaining benefits associated with banédiaf credit.



(a) Unionization Rates
If the unionization rate is higher, labor unionsvéastronger bargaining powers.
Consequently, the benefits of holding more corpgotajuidity in the form of bank
links of credit are larger for a firm. We expecatla firm will hold more corporate
liquidity in the form of bank lines of credit ine&hpresence of stronger labor unions.
Therefore, we have the following hypothesis.

Hypothesis 1: A firm holds a higher fraction of corporate liguigin the form of

bank lines of credit if the unionization rate ig/er.

(b) Right-to-work Legislation
Several recent papers on labor and finance havaafgd their research setting based
on various laws. For example, Agrawal and Matsd 82@&xamine changes in state
unemployment insurance laws and find that highesmyployment benefits lead to
increased corporate leverage. Simintzi, Vig andpwol(2012) investigate inter-
temporal variations in employment protection lawsoas 21 countries and find that
labor-friendly reforms are associated with a rewunctin firm leverage. John,
Knyazeva and Knyazeva (2013) examine the statati@miin labor rights laws and
find that acquirers with stronger labor rights exg@ece lower announcement returns.
We also take advantage of the difference atestabor laws and develop another
hypothesis based on right-to-work legislation. Tlador-Management Relations Act
(the Taft-Hartley Act) passed in 1947 granted tlages in the US the power to enact
right-to-work legislation. Right-to-work legislaticoutlaws provisions in employment
contracts that require employees to join or finalhgisupport labor unions. Previous
research has found that the bargaining power adrlanions is lower in states with

right-to-work legislation (e.g., Ellwood and FinE987; Holmes, 1998). We expect



that a firm that is not in a state with right-toskdegislation is more motivated to
take advantage of the bargaining benefits assaciaii bank lines of credit than a
firm that is in a state with such legislation besauight-to-work legislation weakens
the bargaining power of labor unions. Therefore haree the following hypothesis.
Hypothesis 2: The positive relation between the fraction of cogbe liquidity
held in the form of bank lines of credit and theommzation rate is
stronger (weaker) for firms that are not in (arg anstate with

right-to-work legislation.

(c) Financial Constraints

If a firm is financially constrained, the risk afuidity shortage stemming from the

possible unavailability of bank lines of creditnmore credible. If a firm is financially

unconstrained, labor will tend to believe that fine can obtain alternative resources

when bank lines of credit become unavailable. Weeek that a financially

constrained firm is more motivated to take advamtaf the bargaining benefits

associated with bank lines of credit than a finaltgiunconstrained firm. Therefore,

we have the following hypothesis.

Hypothesis 3: The positive relation between the fraction of cogbe liquidity

held in the form of bank lines of credit and theommzation rate is

stronger (weaker) for financially constrained (unstoained) firms.



3. DATA AND VARIABLES

We describe the data and the variables in thisosect

(i) Data

We use U.S. data obtained from the following sosird®e use the data of bank lines
of credit in Sufi (2009§.The original sample in Sufi (2009) includes 308d@mly
selected non-financial firms with complete dataliogs of credit from 1996 to 2003.
We use the Compustat database as the data sourteefdinancial variables. We
obtain data on unionization rates for 3-digit Censndustry Classification (CIC)
industries from the Union Membership and Coveragéabasé. We merge the data
by matching CIC industry codes with SIC industryes. We exclude observations
with incomplete data. The final sample consist®©1 firms with 1773 firm-year

observations.

(i) Variables

We describe the variables in this section.

(a) Bargaining Power of Labor Unions

We use the variable Union Coverage as a measutedfargaining power of labor
unions. Union Coverage is defined as the fractioto@al workers in an industry who
are covered by labor unions in collective barganid higher union coverage

indicates that the labor unions have a higher hairggapower.

% The data were publicly available from Sufi's wegpdhttp://faculty.chicagogsb.edu/amir.sufi/) when
we wrote the first draft of the paper. Sufi (20@@)lects the data for both a random sample with
complete data and a larger sample with only a dumamiable indicating whether a firm has lines of
credit.

* The database is maintained by Barry Hirsch anddiacpherson and was publicly available at the
website www.unionstats.com when we wrote the @raft of the paper.
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(b) The Forms of Corporate Liquidity

We use the ratio of bank lines of credit to the soimbank lines of credit and
corporate cash holdings as a measure of a firmiscehof the forms of corporate
liquidity (e.g., Sufi, 2009; Yun, 2009). Unusednei(Unused Line + Cash) is the
ratio of unused lines of credit to the sum of uusees of credit and corporate cash
holdings, where corporate cash holdings are defasechsh plus marketable securities
(e.q., Opler et al., 1999). Total Line/(Total LimeCash) is the ratio of total lines of

credit to the sum of total lines of credit and @ogie cash holdings.

(c) Control Variables

We use the following control variables in the resgiens (e.g., Sufi, 2009). Size is the
logarithm of non-cash assets, where non-cash aasettotal assets less corporate
cash holdings. M/B is defined as the book valuaai-cash assets minus the book
value of equity plus the market value of equityidied by the book value of non-cash
assets. Net Worth is defined as assets minusli@idities divided by non-cash assets.
Tangibility is the ratio of plant, property and gguent to non-cash assets. Cash Flow
is the ratio of income before extraordinary itermsnbn-cash assets. Leverage is the
ratio of long-term debts to non-cash assets. Cdstv Kolatility is the standard
deviation of Cash Flow in the prior 20 yeahsdustry Cash Flow Volatility is the
standard deviation of the median of Cash Flow imdnstry classified by 2-digit SIC
codes in the prior 20 yeai®ver the Counter Dummy is a dummy variable thaaéxqu
one if a firm’s equity trades only over the courdad equals zero otherwise. Not in
an S&P Index Dummy is a dummy variable that eqaaksif a firm is not included in

one of the main S&P indices and equals zero otlsenvidirm Age is approximated by

11



the number of years a firm is available on Comgusiable 1presents univariate

statistics. We winsorize the data to reduce theachpf outliers.

4 METHODOLOGY
In this section, we discuss the methodologies usedaddress the potential

endogeneity problem.

(i) The Potential Endogeneity Problem

One may construct an argument that reverse causadists, resulting in a potential
endogeneity problem. For example, suppose a firfdsh@a higher fraction of
corporate liquidity in the form of bank lines okdit. The workers may be concerned
that when these bank lines of credit become uraail(e.g., during an economic
downturn), the firm will have a shortage of corgerkquidity and will fire workers to
reduce expenditures. Consequently, more worketgoinl the labor unions to protect
themselves, resulting in a higher bargaining pogfdabor unions. In this argument,

the causality is the other way around.

(i) Instrumental Variables

We use the instrumental variables approach (emgerie, 1997) with two-stage least
squares estimation (2SLS) to address the poteatidbgeneity problem.In our
research setting, instrumental variables are th@sgbles that directly affect the
bargaining power of labor unions but do not dingatffect a firm’s choice of the

forms of corporate liquidity.

® The instrumental variables approach can also addiee potential endogeneity problem stemming
from the omitted variables when one cannot exhallihe control variables in a regression.
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The labor economics literature has shown that trattgender (e.g., Hirsch, 1980;
Hirsch, 1982) and age (e.g., Scoville, 1971) ofkeos affect the demand for union
services. We follow the literature (e.g., Chen, peczyk and Ortiz-Molina, 2011)

and use these two variables as instrumental vasgabl

(a) The Gender of the Workers
The workers’ gender variable is called FractiorFefale Workers and is defined as
the fraction of female workers in the industry rnfibelongs to, where the industry is

classified by the 3-digit Census Industry Clasatiien (CIC) codes

(b) The Age of the Workers
The workers’ age variable is called Average Ag¢hefWorkers and is defined as the
average age of the workers in the industry a fireboihgs to, where industry is
classified by 3-digit Census Industry Classificat{€IC) codes.

We collect the data on gender and age from thee@uRopulation Survey. To our
knowledge, no theory has been proposed in thalues to directly link the gender or

age of workers to a firm’s choice of the forms ofporate liquidity.

(i) The Validity of the Instruments and the Specification
After we choose these instrumental variables, veeauseries of tests to examine the

validity of our instrumental variables and the speation.

(a) The Relevance of the Instruments

We examine the relevance of the instruments torahéte whether they are weak.

One way to detect weak instruments is to condufitsgstage F-test on the null

13



hypothesis that the instruments are jointly zemoa(gartial F-test in the presence of
other control variables). Stock, Wright and Yog0@2) develop the benchmarks for
the necessary size of the F-statistic. If the-Btage F-statistic (or partial F-statistic)
is below these critical values, the instrumentatialdes are regarded as weak
instruments.

We also examine the first-stage partid ®hich measures the strength of the
instrumental variables (e.g., Shea, 1997). A higbartial R represents stronger

instrumental variables, although there is no forandical value for this test statistic.

(b) The Exogeneity of the Instruments

A common critique of the instrumental variablesrapgh is that the instruments can
be correlated with omitted variables. For examfiie, gender or age of the workers
can be correlated with some omitted firm or indpsinaracteristics, while the latter
can affect a firm’s choice of the forms of corperdiguidity. In this case, these
omitted variables are at the root of the link betwehe unionization rate and the
forms of corporate liquidity.

This type of critique questions whether thetimments are endogenous. One way
to address this concern is to conduct the overtiiyarg restrictions test to examine
the exogeneity of the instruments. The null hypsthds that the instrumental
variables are valid. Large p-values (i.e., an ingigant test statistic) indicate that the

instrumental variables are exogendus.

® Although we have conducted the over-identifyingtrietions test, we recognize that our instrumental
variables might be related to the industry to wradirm belongs, and given that unionization i®&as
industry-level object, this might obscure the idfication. This is a potential limitation of ounugty. In
Section 5.(vi), we conduct the analysis based ghtio-work legislation. This can provide some
remedy for the identification.

14



(c) The Existence of the Endogeneity Problem

We also conduct the Hausman (1978) test. The Hausteat examines the
differences between the OLS estimates and the 2Sti®ates. A low p-value (i.e., a
significant test statistic) suggests that the eededy problem exists and that the

2SLS estimates are more consistent than the Olifates.

5.RESULTS
We report the results in this section. We begindaynonstrating the univariate
analysis. We then report the regressions and ilpagstthe difference in the relation

between the unionization rate and the forms of @@te liquidity in the sub-groups.

(1) Univariate Analysis

Table 2 shows the univariate analysis. We sortdimto quartiles according to the
level of Union Coverage in year t-1 and report thean of the variables Unused
Line/(Unused Line + Cash) and Total Line/(Total &iti Cash) in each quartile. We
find that the mean of Unused Line/(Unused Line slas 0.5673 in the 1st quartile,
which includes observations with the highest urdomerage. This mean is 0.3585 in
the 4th quartile, which includes observations witie lowest union coverage.

Moreover, there is a decreasing trend for the béi&nused Line/(Unused Line +
Cash) from the 1st quartile to the 4th quartile. ¥deduct a t-test on the difference
between the means of the 1st and 4th quartiles femad that the difference is

significant at the 1% level. Table 2 also showsalar pattern for the variable Total

Line/(Total Line + Cash).
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The results in Table 2 imply that firms witlgler union coverage hold a higher
fraction of corporate liquidity in the form of batikes of credit. This is consistent
with Hypothesis 1, which predicts a positive relatibetween the unionization rate

and the fraction of corporate liquidity held in tioem of bank lines of credit.

(i) First-stage Regression

Table 3 shows the first-stage regression of the 2®ktimation. The dependent
variable is Union Coverage in year t-1. The indejgeh variables are two
instrumental variables and other control varialifegear t-1’ We follow Sufi (2009)
and include industry dummy variables defined byidit&I1C codes in the regression.
We also include year dummy variables to controltiore effects. We find that the
coefficient of the instrumental variable FractiohFemale Workers is -0.159 and
that the coefficient of the instrumental variableefage Age of the Workersis
0.018. Both are significant at the 1% level. TheiphF-statistic is 65.79 (p = 0.01),
indicating that the instruments are not weak. Theigl R is 0.15, indicating that the

instrumental variables have a reasonable strength.

(iii) Labor Unions and the Forms of Corporate Liquidity
Table 4 shows the regressions for the relation éetwabor unions and the forms of
corporate liquidity. We follow Sufi (2009) and usme-year lagged variables as
independent variables in the regressions. We staitv the OLS regressions and the
second stage of the 2SLS estimation in this table.

The dependent variable is Unused Line/(Unused ti@ash) in Columns 1 and 2.

Column 1 shows that the coefficient of Union Cogera is 0.167 (p = 0.05) in the

"There is no lagging in Table 3 because both tiperigent variable and the independent variables are
in year t-1. We run the first-stage regression wfith variables in year t-1, because we will use the
lagged independent variables in the second statfe &SLS estimation.
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OLS estimation. Column 2 shows that this coeffitien1.208 (p = 0.01) in the
second stage of the 2SLS estimation. We conduaivbeidentifying restrictions test
and find that the F-statistic is 0.49, with an gmsficant p-value of 0.48, which
implies that the instrumental variables are exogenand valid. We conduct the
Hausman test and find that the F-statistic is 1Qp/3 0.01), which means there is a
significant difference between the OLS estimatebthe 2SLS estimates and that it is
more proper to draw implications based on the 2&&i8nates due to the existence of
the endogeneity problem.

We take the coefficients in Column 2 to illustréte economic magnitude of the
results. Column 2 shows that the coefficient of dtnCoveraga is 1.208 and is
statistically significant (p = 0.01). Table 1 slwothat the standard deviation of the
variable Union Coverage is 0.1196, which implies that a one standard dena
increase in the variable Union Coveragéeads to a 14.48% increase (= 1.208 *
0.1196) in the fraction of corporate liquidity hefdthe form of unused lines of credit.
In our sample, the mean of the sum of unused lofesredit and corporate cash
holdings is 256.92 million dollars. Therefore, th4.48% increase in the fraction of
corporate liquidity held in the form of unused Bnef credit corresponds to a dollar
value of 37.20 million dollars (= 14.48% * 256.92This implies that the impact of
union coverage on a firm’s choice of the forms afporate liquidity is economically
significant.

We find a similar pattern in the results in Colun&hand 4, where the dependent
variable is Total Line/(Total Line + Cash). Colurinshows that the coefficient of
Union Coverage is 0.169 (p = 0.08) in the OLS eatiom. Column 4 shows that this

coefficient is 1.407 (p = 0.01) in the second stafjthe 2SLS estimation. The over-
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identifying restrictions test and the Hausman $éstw that it is more proper to draw
implications based on the 2SLS estimates.

Therefore, the results in Table 4 are consistétit the interpretation that firms
hold more corporate liquidity in the form of bankds of credit in the presence of

stronger labor unions. The results support Hypshe.

(iv) Union Coverage and the Level of Bank Lines of Credit

Klasa et al. (2009) find that firms with strongabdbr unions have lower corporate
cash holdings. Our use of Unused Line/(Unused Hirgash) and Total Line/(Total
Line + Cash) as the measures of the forms of catpdiquidity allows an alternative
explanation that the findings are driven by theundidn in corporate cash holdings
instead of the increase in bank lines of crediabee corporate cash holdings appear
in the denominator of the measures. To examine alénative interpretation, we
investigate whether the unionization rate direetffects the level of bank lines of
credit.

Table 5 shows the results. We report the secomgesdf the 2SLS estimation.
The dependent variables in this table are the letddank lines of credit. Unused
Lines of Credit is the ratio of unused lines ofditd¢o assets, and Total Lines of
Credit is the ratio of total lines of credit to ass Column 1 shows that the coefficient
of Union Coveragg is 0.170 (p = 0.07), which implies that firms havaigher level
of unused lines of credit in the presence of steorigbor unions. We find a similar
pattern in Column 2, which shows the regressiomtaal Lines of Credit.

We examine whether the economic magnitudenefdoefficients in Table 5 is
consistent with the economic magnitude of the ¢oefits in Table 4. We take the

coefficient in Column 1 of Table 5 as an exampl€olumn 1 shows that the
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coefficient of Union Coverage is 0.170 and is statistically significant (p = 1.0
which implies that a one standard deviation inaaaghe variable Union Coverage
leads to a 2.03% increase (= 0.170 * 0.1196) indkel of unused lines of credit. In
our sample, the mean of total assets is 1516.2t%omidlollars. Therefore, the 2.03%
increase in the level of unused lines of crediresponds to a dollar value of 30.78
million dollars (= 2.03% * 1516.25). This implidsat the coefficients in Table 5 have
a similar economic magnitude as the coefficientEahle 4.

Therefore, the results in Table 5 are consiswgth the interpretation that the
unionization rate directly increases a firm's hofgliof bank lines of credit. This is

consistent with Hypothesis 1.

(V) Industry-level Analysis

Because our unionization data are at the industrgl] industries with more firms will
receive a larger weight in the regressions in TahléWVe therefore conduct an
industry-level analysis by giving each industryezjual weight. We convert all firm-
level variables into industry-level variables eadar by taking the average of the
variables across the industries classified by &dignsus Industry Classification
(CIC) codes. We exclude observations where a fatné only firm in an industry in
our sample to avoid mixing industry-level data witm-level data.

Table 6 shows the results. We report the secomgkstagressions of the 2SLS
estimation. Column 1 shows that the coefficienUoiion Coveragg is 1.012 (p =
0.01) in the regression for Unused Line/(UnusedelLi Cash). We find a similar
pattern in Column 2, which shows the regressiomtual Line/(Total Line + Cash).

Therefore, the results of the industry-level analys Table 6 are similar to those

of the firm-level analysis in Table 4 and thus supplypothesis 1, which predicts a
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positive relation between the unionization rate Hrafraction of corporate liquidity

held in the form of bank lines of credit.

(vi) Right-to-work Legislation

We investigate how right-to-work legislation affecthe relation between the
unionization rate and the fraction of corporateiildity held in the form of bank lines
of credit. We obtain the data on the status dfitrtg-work legislation in each state
from the website of the United States Departmentatior® The state in which
employees work determines whether right-to-work iskiegion governs their
employment We use the “State” variable in Compustat to deirenn which state a
firm has the majority of its operations (e.g., KlasMaxwell and Ortiz-Molina,
2009)!° We divide the sample into two sub-groups dependimgvhether a firm is in
a state with right-to-work legislation. We estim#éte regressions separately for these
two sub-groups.

Table 7 shows the results. We report the secorgk siththe 2SLS estimation in
Panel A. Columns 1 and 2 show the regressions farsed Line/(Unused Line +
Cash). Column 1 shows that the coefficient of Un@overage; is 1.170 (p = 0.01)
for the sub-group of firms that are not in a statiéh right-to-work legislation.
Column 2 shows that this coefficient is 0.203 (90.#8) for the sub-group of firms
that are in a state with right-to-work legislatidie conduct a t-test of the difference

in the coefficients of Union Coveragebetween the two sub-groups separated by the

8 The information on the status of right-to-work igtion in each state is publicly available at the
website of the United States Department of Labtip{fiwww.dol.gov).

° For example, the Constitution of the State of iflrstates that “The right of persons to work shall
not be denied or abridged on account of membemshipon-membership in any labor union or labor
organization.” (Article I, Section 6). And the Hda Statues states that “The term “labor orgaroréti
means any organization of employees or local odisigion thereof, having within its membership
residents of the state, whether incorporated or not. shall be included in this definition ...... K
(Chapter 447.02). See the website of the Floridgidlature (http://www.leg.state.fl.us).

1 See Klasa, Maxwell and Ortiz-Molina (2009), p42728.
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status of right-to-work legislation, and report tiesults in Panel B. We find that the
difference is significant (p = 0.01). We find a dam pattern in Columns 3 and 4 for
the regressions for Total Line/(Total Line + Cash).

Therefore, the results in Table 7 imply thedre is a positive relation (no relation)
between the unionization rate and the fractionasporate liquidity held in the form
of bank lines of credit for firms that are not iar€ in) a state with right-to-work

legislation. These results are consistent with Hiyesis 2.

(a) Robustness Check

A potential limitation of the analysis on right-teerk legislation is that the variable
“State” in Compustat is measured with noise (Ktasa, Maxwell and Ortiz-Molina,
2009). Because a firm's state of operation can be diffefieom its state of
incorporation, it is possible that some employedethe firm do not work in the state
as identified by the “State” variable in Compustitis can reduce the power of the
analysis based on right-to-work legislation.

We conduct the robustness check in this sectioncllect data on a firm’s state
of incorporation from Compustat. Then, we obtasua-sample of firms whose state
of operation is the same as the state of incorfwaratThis sub-sample includes 532
firm-year observations. Because the state of ojeras the same as the state of
incorporation for the firms in this sub-sample,jstmore likely that most of their
employees work in the state identified by the “Statariable in Compustat. This can
mitigate concern over the potential limitation.

In the second-stage regressions of the 2Stifason for Unused Line/(Unused

Line + Cash), the coefficient of Union Coverages 1.149 (p = 0.03) for the sub-

1 See Klasa, Maxwell and Ortiz-Molina (2009), p428.
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group of firms that are not in a state with rigbtvtork legislation, and this coefficient
is -0.058 (p = 0.96) for the sub-group of firmstthae in a state with right-to-work
legislation. A t-test shows a significant differenfp = 0.01) in these coefficients
between the two sub-groups separated by the sthtught-to-work legislation. We

find a similar pattern in the regressions for Tafiale/(Total Line + Cash). Therefore,
we find similar results when we use a sub-sampli&mk whose state of operation is

the same as the state of incorporatién.

(b) Heckman Two-stage Estimation

Because a firm may choose the state of operatiainenistate of incorporation, we
apply the Heckman (1979) two-stage estimation tdigate this self-selection
problem. We conduct the analysis for the sub-sangfldirms whose state of
operation is the same as the state of incorporétgmause using this sub-sample can
mitigate the potential limitation regarding thefeience in the state of operation and
the state of incorporation as discussed above.

In the first stage, we estimate a probit regi@n to model a firm’s decision on
whether to incorporate/operate in a state withtrighwork legislation. The dependent
variable is a dummy variable that equals one ifra fs incorporated and operated in
a state with right-to-work legislation and equakraz otherwise. The independent
variables are motivated by Bebchuk and Cohen (2@@d)include the logarithm of
sales, market-to-book ratio, ROA, the logarithmtlod number of employees, two
dummy variables indicating when a firm went publicjustry dummy variables for

industries defined by 2-digit SIC codds Because we focus on labor law while

2 These results are not tabulated but are avaiablequest.

13 See the specification in Table 8 of Bebchuk andé®o(2003, p403). Because we conduct the
analysis for the sub-sample of firms whose statep&fration is the same as the state of incorparatio
we do not include the state dummy variables irpttodit regression.

22



Bebchuk and Cohen (2003) focus on corporate law,ade labor intensity as an
additional independent variable in the regressidloreover, we include all the
second-stage variables (except for Lambda) initse dtage as a standard procedure
of the Heckman two-stage estimation.

We obtain Lambda from the probit estimatese Thlculation of Lambda follows
the standard Heckman methodology. Among the indigr@nvariables, we find that a
firm is more likely to incorporate/operate in atstavith right-to-work legislation if
the firm has more employees or a higher labor BitgnThis is consistent with the
interpretation that a firm is more motivated to gakdvantage of right-to-work
legislation to weaken the bargaining power of lalbtine firm has more employees or
a higher labor intensity.

In the second stage, we estimate the regressuith Lambda as an additional
control variable. This provides the treatment foe self-selection problem. In the
second-stage regressions of the 2SLS estimatiodJiused Line/(Unused Line +
Cash), the coefficient of Union Coveragés 1.275 (p = 0.01) for the sub-group of
firms that are not in a state with right-to-worlgiation, and this coefficient is 0.015
(p = 0.98) for the sub-group of firms that are istate with right-to-work legislation.
A t-test shows a significant difference (p = 0.01)hese coefficients between the two
sub-groups separated by status of right-to-workslagion. We find a similar pattern
in the regressions for Total Line/(Total Line + @as Therefore, we find similar
results after we use the Heckman two-stage esométi control for the self-selection

problem®*

4 These results are not tabulated but are avaitablequest.

23



(c) Labor Costs and Operating Profitability

In this section, we examine whether there is adkfiice in the impact of the forms of
corporate liquidity on labor costs and operatingfipability between the states with or
without right-to-work legislation. This can providéurther evidence on the

consequence of the bargaining effect associatddhaibk lines of credit.

We first examine labor costs. If a firm holdkigher fraction of corporate liquidity
in the form of bank lines of credit (i.e., a lowfeaiction of corporate liquidity in the
form of corporate cash holdings), then the firnalbdr costs will be lower because of
the bargaining benefits associated with bank lioesredit. We expect that the
negative relation between the fraction of corpotapeidity held in the form of bank
lines of credit and labor costs is stronger (wepkar firms that are not in (are in) a
state with right-to-work legislation.

We obtain a sub-sample of firms whose datalafior costs are available in
Compustat. This sub-sample includes 133 firm-yelaservations> We follow
Chemmanur, Cheng and Zhang (2013) and define lebstis as average employee
pay, which is calculated as staff expenses divliethe number of employees. In the
regressions, the dependent variable is the logarith average employee pay. The
independent variables include the fraction of coap liquidity held in the form of
bank lines of credit and other control variablese Tontrol variables are motivated by
Chemmanur, Cheng and Zhang (2013) and include lezerage, average sales per

employee, market-to-book ratio, and tangibility.

> The size of this sub-sample is much smaller becamsthe US the disclosure of labor costs is
voluntary (e.g., Lajili and Zeghal, 2005), and thea are only available for a small fraction ofrf#.
For example, Chemmanur, Cheng and Zhang (2013) #tat “Compustat provides “labor and related
expenses” (data item 42) ...... About 10% of firms rdead in Compustat have valid information on
data item 42". See Chemmanur, Cheng and Zhang J20482.
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In the regressions for the logarithm of averagnployee pay, the coefficient of
Unused Line/(Unused Line + Cash) is -0.510 (p #pf0r the sub-group of firms
that are not in a state with right-to-work legigdat and this coefficient is 0.006 (p =
0.97) for the sub-group of firms that are in aestatth right-to-work legislation. A t-
test shows a significant difference (p = 0.03) hese coefficientbetween the two
sub-groups separated by status of right-to-workslagion. We find a similar pattern
when we use Total Line/(Total Line + Cash) as theasoare of the fraction of
corporate liquidity held in the form of bank linekcredit. Therefore, the results are
consistent with the interpretation that there msegative relation (no relation) between
the fraction of corporate liquidity held in the forof bank lines of credit and labor
costs for firms that are not in (are in) a statthwight-to-work legislatiort®

Next, we examine operating profitability. If fam holds a higher fraction of
corporate liquidity in the form of bank lines ofedit (i.e., a lower fraction of
corporate liquidity in the form of corporate casbidings), then the firm’s operating
profitability will be higher because of the bargam benefits associated with bank
lines of credit. We expect that the positive relatbetween the fraction of corporate
liquidity held in the form of bank lines of credihd operating profitability is stronger
(weaker) for firms that are not in (are in) a statth right-to-work legislation.

We use ROA as the measure of operating philfitta We define ROA as the ratio
of EBIT to non-cash asset§.The independent variables include the fraction of
corporate liquidity held in the form of bank linekcredit and other control variables.
The control variables include size, market-to-boo&tio, leverage, capital
expenditures, tangibility, and lagged ROA in yedr These variables are commonly

used in the literature as determinants of ROA.

% These results are not tabulated but are avaitablequest.
" We obtain similar results when we define ROA asrttio of EBIT to assets. We also obtain similar
results when we use the ratio of EBIT to salehasiieasure of operating profitability.
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In the regressions for ROA, the coefficientsfused Line/(Unused Line + Cash)
is 0.055 (p = 0.01) for the sub-group of firms the¢ not in a state with right-to-work
legislation, and this coefficient is 0.016 (p =%.3or the sub-group of firms that are
in a state with right-to-work legislation. A t-testhows a significant difference (p =
0.03) in these coefficients between the two suhxgscseparated by status of right-to-
work legislation. We find a similar pattern when wse Total Line/(Total Line +
Cash) as the measure of the fraction of corporgtedity held in the form of bank
lines of credit. Therefore, the results are cdastswith the interpretation that there is
a positive relation (no relation) between the f@ciof corporate liquidity held in the
form of bank lines of credit and operating profitia for firms that are not in (are in)

a state with right-to-work legislatiof.

(vii) Financial Constraints

We investigate how financial constraints affect tekation between the unionization
rate and the fraction of corporate liquidity hehtcthe form of bank lines of credit. We
follow the literature and use two measures of fai@nconstraints. First, we use
payout defined as the ratio of the sum of divideadd stock repurchases to total
assets. We divide the sample into two sub-groupsmt#ing on the level of payout. A
firm is financially constrained (unconstrained)afjged payout is below (above) the
median. Second, we divide the sample into two sobygs depending on whether a
firm has credit ratings. We obtain credit ratingstadfrom Compustat. A firm is

financially unconstrained (constrained) if the fihas either (neither) a bond rating or
(nor) a commercial paper rating. We estimate thgressions separately for the

financially unconstrained and constrained sub-gsoup

18 These results are not tabulated but are avaitablequest.
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Table 8 shows the results. Panel A shows the reigres when we separate the
sample by payout. We report the second stage #3h&S estimation. Columns 1 and
2 show the regressions for Unused Line/(Unused ti@ash). Column 1 shows that
the coefficient of Union Coverageis 1.763 (p = 0.04) for the sub-group of
financially constrained firms. Column 2 shows ttias$ coefficient is 0.430 (p = 0.20)
for the sub-group of financially unconstrained f&nA t-test reported in Panel B
shows a significant difference (p = 0.05) in thesefficients between the two sub-
groups separated by payout. We find a similar patte Columns 3 and 4 for the
regressions for Total Line/(Total Line + Cash).

Panel C shows the regressions when we separasari@e by whether a firm has
credit ratings. We report the second stage of BleS2estimation. Columns 1 and 2
show the regressions for Unused Line/(Unused Lir@ash). Column 1 shows that
the coefficient of Union Coverageis 2.082 (p = 0.01) for the sub-group of
financially constrained firms. Column 2 shows ttia$ coefficient is -0.077 (p = 0.78)
for the sub-group of financially unconstrained f&mA t-test reported in Panel D
shows a significant difference (p = 0.01) in thesefficients between the two sub-
groups separated by the availability of creditmgtiWe find a similar pattern in
Columns 3 and 4 for the regressions for Total (ihetal Line + Cash).

Therefore, the results in Table 8 imply thedre is a positive relation (no relation)
between the unionization rate and the fractionaspaorate liquidity held in the form
of bank lines of credit for financially constrain@ghconstrained) firms. These results

are consistent with Hypothesis 3.
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(viii) Robustness Checks
We conduct robustness checks in this section. Vdenae an alternative explanation
related to labor intensity. Then, we conduct thalgsis using union membership as

an alternative measure of the bargaining powealadd unions.

(a) Labor Intensity

Klasa et al. (2009) argue that a lower union coyeraan indicate lower labor
intensity instead of less union bargaining powesame industries. A firm with lower
labor intensity may have higher asset tangibilégduse the firm can be in a capital-
intensive rather than a labor-intensive industrhisTcan facilitate the firm in
obtaining more bank lines of credit. Therefore, aternative explanation is that
because unionization rate may proxy for labor isitgn the observed effect of the
unionization rate on the forms of corporate ligtyidian stem from the impact of labor
intensity instead of collective bargaining.

We examine this alternative explanation by dividihg sample into two sub-
groups based on the level of a firm’s labor intgnsind we investigate whether there
is a difference in the impact of unionization rate the forms of corporate liquidity
between these two sub-groups. We use the ra@ofioin’s number of employees to
assets as the measure of labor intensity. We alithd sample into two sub-groups
depending on whether labor intensity in year t-betow or above the median. We
estimate the regressions separately for theseutvgsoups. If the observed impact of
unionization rate on the forms of corporate ligtyidis (is not) solely due to the
impact of labor intensity, we should not (shoulsidfa significant impact of union

coverage on the forms of corporate liquidity attentrolling for the labor intensity.
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Table 9 shows the results. We report the secomy sihthe 2SLS estimation in
Panel A. Column 1 shows that the coefficient ofdsnCoveragg is 1.147 (p = 0.01)
for the sub-group of firms with lower labor intetysiand Column 2 shows that this
coefficient is 1.043 (p = 0.04) for the sub-groddions with higher labor intensity.
A t-test reported in Panel B shows an insignificdifterence (p = 0.78) in the
coefficients of Union Coveraggebetween the two sub-groups separated by the labor
intensity. We find a similar pattern in Columnsr&lad for the regressions for Total
Line/(Total Line + Cash).

Therefore, after controlling for the labor integgsitve still find a significant
impact of unionization rate on a firm’s choice bketforms of corporate liquidity,

which implies that our findings are not driven lapdr intensity.

(b) Union Membership

We repeat the analysis, using union membershipnaaltarnative measure of the
bargaining power of labor unions. Union memberssifhe fraction of total workers

in an industry who are members of labor unionsbl&4 shows that union coverage
is higher than union membership, indicating thdtective bargaining covers some
workers who are not members of labor unions. Wethsesame specification as in
Table 4 and replace the union coverage with therumembership. The results are
consistent with the interpretation that firms holdre corporate liquidity in the form

of bank lines of credit in the presence of strongéor unions. Therefore, we find

similar results when we use union membership asltrnative measure of the

bargaining power of labor unions.
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6. CONCLUSION
We examine how the presence of labor unions affediisn’s choice of the forms of
corporate liquidity between bank lines of creditd aorporate cash holdings. We use
the unionization rate to measure the bargaininggna labor unions, and we use the
ratio of bank lines of credit to the sum of bankeb of credit and corporate cash
holdings as a measure of a firm’s choice of thenfoof corporate liquidity. We use
instrumental variables with two-stage least squastisnation.

We find that firms in industries with higher uniaation rates hold a higher
fraction of corporate liquidity in the form of batikes of credit. We divide the firms
into sub-groups and find that this positive relasioip holds for firms that are not in a
state with right-to-work legislation and for firntisat are financially constrained. We
conduct robustness checks and find similar resdten we control for labor intensity
and when we use the union membership as an altermatasure of the bargaining
power of labor unions.

Therefore, our findings are consistent with thedtiipsis that a firm chooses the
forms of corporate liquidity to take advantage loé bargaining benefits associated

with bank lines of credit.
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Tablel
Univariate Statistics

Variable Mean Median 25th . 75th . Std. Dev.
Percentile  Percentile
Unused Line/(Unused Line + Cash) 0.4559 0.4665 @000 0.8297 0.3750
Total Line/(Total Line + Cash) 0.5170 0.5886 0.0000 0.9033 0.3894
Unused Lines of Credit 0.1030 0.0697 0.0000 0.1515 .1258B
Total Lines of Credit 0.1577 0.1138 0.0000 0.2453 1581
Corporate Cash Holdings 0.1894 0.0803 0.0208 0.2822 .231@
Union Coverage; 0.1167 0.0800 0.0330 0.1500 0.1196
Union Membership 0.1077 0.0740 0.0280 0.1380 0.1163
Sizey, 18.7380 18.7468 17.1287 20.2452 2.3309
M/B 1 3.6161 1.5033 1.0700 2.7319 7.1529
Net Worth, ; 0.4361 0.4544 0.2868 0.6365 0.2856
Tangibility . 0.6310 0.5357 0.2963 0.8450 0.4864
Cash Flow; 0.0618 0.1261 0.0420 0.1951 0.2886
Leverage., 0.1677 0.1067 0.0006 0.2925 0.1827
Cash Flow Volatility;. ; 0.2624 0.0859 0.0424 0.2143 0.4753
Industry Cash Flow Volatility,; 0.0490 0.0446 0.0297 0.0576 0.0260
Over the Counter Dummy 0.1562 0.0000 0.0000 0.0000 0.3632
Not in an S&P Index Dummy; 0.6887 1.0000 0.0000 1.0000 0.4632
Firm Age, 15.5742 10.0000 5.0000 24.0000 13.6507
Fraction of Female Workegs 0.3595 0.3420 0.2410 0.4470 0.1582
Average Age of the Workegs 39.5563 40.0924 39.8021 40.3123 1.5047

Notes:

This table shows the univariate statistics. Weaisample of 1773 firm-year observations from 199&Q03.
Unused Line/(Unused Line + Cash) is the ratio of unused lines of credit to the safmnused lines of credit and
corporate cash holdings, where corporate cashrgddare the sum of cash and marketable securitial.
Line/(Total Line + Cash) is the ratio of total lines of credit to the suirt@tal lines of credit and corporate cash
holdings.Unused Lines of Credit is the ratio of unused lines of credit to asséttal Lines of Credit is the ratio

of total lines of credit to asset€orporate Cash Holdings is defined as the ratio of the sum of cash and
marketable securities to assdtfion Coverage is the fraction of total workers in an industryavare covered
by labor unions in the collective bargaining, whémne industries are based on the 3-digit Censussing
Classification (CIC).Union Membership is the fraction of total workers in an industry avere members of
labor unionsSze is the logarithm of non-cash assets, where noh-aasets are total assets less corporate cash
holdings.M/B is defined as the book value of non-cash assetsarthe book value of equity plus the market
value of equity divided by the book value of nomttaassetsNet Worth is defined as assets minus total
liabilities divided by non-cash assetangibility is the ratio of plant, property and equipmentdo-+cash assets.
Cash Flow is the ratio of income before extraordinary itetmsion-cash assetseverage is the ratio of long-
term debts to non-cash ass&lash Flow Volatility is the standard deviation Gash Flow in the prior 20 years
Industry Cash Flow Volatility is the standard deviation of the mediarCagh Flow in an industry classified by
2-digit SIC codes in the prior 20 yea@ver the Counter Dummy is a dummy variable that equals one if a
firm’s equity trades only over the counter and ésjzaro otherwiseNot in an S&P Index Dummy is a dummy
variable that equals one if a firm is not include@ne of the main S&P indices and equals zerorailse. Firm
Age is approximated by the number of years a firmvigilable on CompustaEraction of Female Workers is

the fraction of female workers in the industry rarfibelongs toAverage Age of the Workers is the average age
of the workers in the industry a firm belongs to.
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Table2
Univariate Analysis of Union Coverage and the FoohCorporate Liquidity

Union Coverage;
1st Quartile 2nd Quartile  3rd Quartile 4th Quartile Difference between the 1s
Quartile and the 4th Quartile

(p-value of the mean test)

Unused Line/(Unused Line + Cash) 0.5673 0.4850 0.4151 0.3585 0.2088***
(0.01)
Total Line/(Total Line + Cash) 0.6218 0.5452 0.4729 0.4299 0.1919**
(0.01)
Notes:

This table shows the univariate analysis of uniometage and the forms of corporate liquidity. We assample of 1773
firm-year observations from 1996 to 20@Bion Coverage is the fraction of total workers in an industryaaére covered by
labor unions in the collective bargaining, where iidustries are based on the 3-digit Census Ind@assification (CIC).
We divide the observations into quartiles basedthen level of union coverage in year tIst Quartile includes the
observations with the highest union coveratjle Quartile includes the observations with the lowest uniovecage Unused
Line/(Unused Line + Cash) is the ratio of unused lines of credit to the sofrunused lines of credit and corporate cash
holdings, where corporate cash holdings is the stioash and marketable securiti€etal Line/(Total Line + Cash) is the
ratio of total lines of credit to the sum of toliakes of credit and corporate cash holdings. Wentghe mean of the variables
and the p-value of the mean test in the table.**and * denote significance at the 0.01, 0.05] &0 level, respectively.
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Table3
First-stage Regression

Model: Union Coveragg;= a + h * Fraction of Female Workers; + b, * Average Age of the Workerg; + b; * Sizg 1+ by * M/B; 14
+ bs * Net Worth ; + bg * Tangibility; ., + b; * Cash Flow,+ bg * Leverage, + by * Cash Flow Volatility
+ byo * Industry Cash Flow Volatility,.; + b;; * Over the Counter Dummy.; + by, * Not in an S&P Index Dummy;
138 Firm Age, .1 + Industry Dummy Variables: Year Dummy Variables &; ;1

Union Coverage;

Intercept -0.592***
(0.01)
Fraction of Female Workers -0.159***
(0.01)
Average Age of the Workers 0.018***
(0.01)
Sizey, 0.003**
(0.04)
M/B 1 -0.001***
(0.01)
Net Worth, 4 -0.034#**
(0.01)
Tangibility ;.1 -0.001
(0.90)
Cash Flow., -0.012
(0.17)
Leverage.; 0.004
(0.75)
Cash Flow Volatility, ; 0.001
(0.95)
Industry Cash Flow Volatility; -1.070***
(0.01)
Over the Counter Dummy 0.033***
(0.01)
Not in an S&P Index Dummy; -0.012**
(0.02)
Firm Age:.. 0.001***
(0.01)
Industry Dummy Variables Yes
Year Dummy Variables Yes
Observations 1773
Adjusted R 0.56
Partial F-statistic F=65.79 (p=0.01)
Partial R 0.15

Notes:

This table shows the first-stage regression of28ES estimation. We use a sample of 1773 firm-ydmervations from 1996 to
2003.Union Coverage is the fraction of total workers in an industry avare covered by labor unions in the collectivegharing,
where the industries are based on the 3-digit Gehmlustry Classification (CIC)raction of Female Workers is the fraction of
female workers in the industry a firm belongs tbewe the industry is classified by the 3-digit Genkdustry Classification (CIC)
codes Average Age of the Workers is the average age of the workers in the industfiyna belongs to, where the industry is
classified by the 3-digit Census Industry Clasatfizn (CIC) codesSze is the logarithm of non-cash assets, where noh-aasets
are total assets less corporate cash holdWf3is defined as the book value of non-cash assetesthe book value of equity plus
the market value of equity divided by the book eatdi non-cash assetdet Worth is defined as assets minus total liabilities dedd
by non-cash asset$angibility is the ratio of plant, property and equipment tm+cash asset€ash Flow is the ratio of income
before extraordinary items to non-cash assetgerage is the ratio of long-term debts to non-cash as&ash Flow Volatility is the
standard deviation dash Flow in the prior 20 yeardndustry Cash Flow Volatility is the standard deviation of the mediarCash
Flow in an industry classified by 2-digit SIC codeghe prior 20 yearOver the Counter Dummy is a dummy variable that equals
one if a firm’s equity trades only over the courdad equals zero otherwiddot in an S& P Index Dummy is a dummy variable that
equals one if a firm is not included in one of thain S&P indices and equals zero otherwiSem Age is approximated by the
number of years that a firm is available on Comgpiuktdustry Dummy Variables are the dummy variables for industries defined by
1-digit SIC codes and are not reported in the ta¥#ar Dummy Variables are the dummy variables for the years in the saraptl
are not reported in the table. The p-value is ireptheses. ***** and * denote significance at t&1, 0.05, and 0.10 level,
respectively.
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Table4

Second-stage Regressions: Union Coverage andthesfof Corporate Liquidity

Model 1: Unused Line/(Unused Line + Cash) a +  * Union Coveragg,.; + b, * Sizg 1,1+ bs * M/B; 1 + by * Net Worth

+ bs * Tangibility; +; + bg * Cash Flow,+ b; * Leverage.;

+gl§ Cash Flow Volatility ., + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy;

+p* Firm Age .1 + Industry Dummy Variables Year Dummy Variables 4, ,

Model 2: Total Line/(Total Line + Cash)= a +  * Union Coveragg,.; + b, * Sizg .1+ bs * M/B; .1 + by * Net Worth 4

+ bs * Tangibility; ., + bg * Cash Flow., + b; * Leverage .,

+ §* Cash Flow Volatility +.; + by * Industry Cash Flow Volatility;.;
+ by * Over the Counter Dummy;; + by; * Not in an S&P Index Dummy;
+ 4§ * Firm Agsg, ., + Industry Dummy Variables Year Dummy Variables & ;

Unused Line/(Unused Line + Cash)

Total Line/(Totmd + Cash)

Model 1: Model 1: Model 2: Model 2:
OoLS Second Stage of the 2SL OoLS Second Stage of the 2SLS
Intercept -0.533*** -0.457** -0.447%* -0.488***
(0.01) (0.01) (0.01) (0.01)
Union Coverage; 0.167** 1.208*** 0.169* 1.407***
(0.05) (0.01) (0.08) (0.01)
Sizey, 0.043**=* 0.040%** 0.040%*** 0.037***
(0.01) (0.01) (0.01) (0.01)
M/B 1 -0.005*** -0.004*** -0.007*** -0.005***
(0.01) (0.01) (0.01) (0.01)
Net Worth, 4 0.043 0.087*** 0.028 0.078**
(0.16) (0.01) (0.37) (0.03)
Tangibility .4 0.044%*** 0.048*** 0.037** 0.041**
(0.01) (0.01) (0.03) (0.02)
Cash Flow, 0.037 0.052 0.045 0.061*
(0.25) (0.12) (0.17) (0.08)
Leveragg.; 0.319*** 0.333**=* 0.429%*= 0.445%**
(0.01) (0.01) (0.01) (0.01)
Cash Flow Volatility; ; -0.108*** -0.108*** -0.122%** -0.120***
(0.01) (0.01) (0.01) (0.01)
Industry Cash Flow Volatility; -1.986*** -0.785 -2.369*** -0.906
(0.01) (0.16) (0.01) (0.12)
Over the Counter Dummy -0.028 -0.067*** 0.003 -0.040
(0.20) (0.01) (0.89) (0.13)
Not in an S&P Index Dummy; 0.030 0.043** 0.053*** 0.068***
(0.12) (0.03) (0.01) (0.01)
Firm Age. 0.001 -0.001 -0.001 -0.001**
(0.56) (0.42) (0.61) (0.05)
Industry Dummy Variables Yes Yes Yes Yes
Year Dummy Variables Yes Yes Yes Yes
Observations 1773 1773 1773 1773
Adjusted R 0.38 0.36 0.42 0.39
Over-identifying Restrictions Test F =0.49 (p 48). F=0.37 (p =0.54)
Hausman Test F=10.73 (p = 0.01) F =15.57 Qp02)
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Table 4 (Continued)

Notes:

This table shows the OLS estimation and the sewtade of the 2SLS estimation of the relation
between the unionization rate and the forms of @a@ie liquidity. We use a sample of 1773 firm-year
observations from 1996 to 2008nused Line/(Unused Line + Cash) is the ratio of unused lines of
credit to the sum of unused lines of credit ancoate cash holdings, where corporate cash holdings
are the sum of cash and marketable securifietsl Line/(Total Line + Cash) is the ratio of total lines
of credit to the sum of total lines of credit armorate cash holdingklnion Coverage is the fraction

of total workers in an industry who are covereddiyor unions in the collective bargaining, where th
industries are based on the 3-digit Census Ind@@lagsification (CIC)Sze is the logarithm of non-
cash assets, where non-cash assets are total lesset®rporate cash holdind4/B is defined as the
book value of non-cash assets minus the book \alequity plus the market value of equity divided b
the book value of non-cash assétet Worth is defined as assets minus total liabilities deddy non-
cash assetdangibility is the ratio of plant, property and equipment tm-cash asset€ash Flow is
the ratio of income before extraordinary items tm{tash asset&everage is the ratio of long-term
debts to non-cash asse@ash Flow Volatility is the standard deviation @ash Flow in the prior 20
years Industry Cash Flow Volatility is the standard deviation of the mediarCash Flow in an industry
classified by 2-digit SIC codes in the prior 20 nge@®ver the Counter Dummy is a dummy variable that
equals one if a firm’'s equity trades only over ttmunter and equals zero otherwib®t in an S&P
Index Dummy is a dummy variable that equals one if a firm ¢ imcluded in one of the main S&P
indices and equals zero otherwigérm Age is approximated by the number of years that a fsm
available on Compustaltindustry Dummy Variables are the dummy variables for industries defined by
1-digit SIC codes and are not reported in the tatdar Dummy Variables are the dummy variables for
the years in the sample and are not reported intathle. The p-value is in parentheses. ***** ahd
denote significance at the 0.01, 0.05, and 0.16l legspectively.
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Table5
Union Coverage and the Level of Bank Lines of @red

Over-identifying Restrictions Test
Hausman Test

F=1.72 (p =9).1

F =3.57 (p = 0.05)

F=0.24 (p=0.62)
F=4.21(p=)0.04

Model 1: Unused Lines of Cregit= a + j * Union Coveragg.; + b, * Sizg 1+ by * M/Bj ., + by * Net Worth
+ bs * Tangibility; +; + bs * Cash Flow, + b; * Leverage.;
+ R * Cash Flow Volatility .; + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy.;
+ R, * Firm Age 1, + Industry Dummy Variables Year Dummy Variables 4; ,
Model 2: Total Lines of Creqit = a + i * Union Coveragg,.; + b, * Sizg .1+ bs * M/B; 1.1 + by * Net Worth 4
+ bs * Tangibility; ., + bg * Cash Flow., + b; * Leverage.,
+ Iy * Cash Flow Volatility ., + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy;
+ h, * Firm Ageg, «; + Industry Dummy Variables Year Dummy Variables & ;
Unused Lines of Credit Total Lines of Credit
Model 1 Model 2
Second Stage of the 2SLS Second Stage of the 2SLS
Intercept 0.096** 0.141%**
(0.02) (0.01)
Union Coverage; 0.170* 0.283*
(0.07) (0.06)
Sizey, 0.001 0.001
(0.62) (0.58)
M/B 4 -0.001*** -0.002%**
(0.01) (0.02)
Net Worth,; 0.008 -0.004
(0.52) (0.77)
Tangibility .1 -0.007 0.003
(0.27) (0.76)
Cash Flow; 0.030** 0.047***
(0.02) (0.02)
Leverage.; 0.030 0.140***
(0.14) (0.01)
Cash Flow Volatility., -0.037*** -0.054***
(0.01) (0.01)
Industry Cash Flow Volatility,; -0.161 -0.574%*
(0.34) (0.01)
Over the Counter Dummy -0.042*** -0.029***
(0.01) (0.01)
Not in an S&P Index Dummy; 0.009 0.028***
(0.23) (0.02)
Firm Age.. -0.001*** -0.002%**
(0.01) (0.01)
Industry Dummy Variables Yes Yes
Year Dummy Variables Yes Yes
Observations 1773 1773
Adjusted R 0.12 0.20
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Table 5 (Continued)

Notes:

This table shows the second-stage regressionseoR8LS estimation of the relation between the
unionization rate and the level of bank lines @&fdit. We use a sample of 1773 firm-year observation
from 1996 to 2003Unused Lines of Credit is the ratio of unused lines of credit to assétal Lines of
Credit is the ratio of total lines of credit to asséigsion Coverage is the fraction of total workers in an
industry who are covered by labor unions in thdective bargaining, where the industries are based
the 3-digit Census Industry Classification (ClGze is the logarithm of non-cash assets, where non-
cash assets are total assets less corporate claléihgkdMVI/B is defined as the book value of non-cash
assets minus the book value of equity plus the etar&lue of equity divided by the book value of non
cash asset®let Worth is defined as assets minus total liabilities ddddy non-cash assefangibility

is the ratio of plant, property and equipment to-cash asset€ash Flow is the ratio of income before
extraordinary items to non-cash asskeserage is the ratio of long-term debts to non-cash asS&sh
Flow Volatility is the standard deviation @ash Flow in the prior 20 yearsindustry Cash Flow
Volatility is the standard deviation of the mediarCash Flow in an industry classified by 2-digit SIC
codes in the prior 20 year®ver the Counter Dummy is a dummy variable that equals one if a firm's
equity trades only over the counter and equals at#rerwise Not in an S& P Index Dummy is a dummy
variable that equals one if a firm is not includedone of the main S&P indices and equals zero
otherwise.Firm Age is approximated by the number of years that a fsmavailable on Compustat.
Industry Dummy Variables are the dummy variables for industries defined figit SIC codes and are
not reported in the tabl&ear Dummy Variables are the dummy variables for the years in the sampl
and are not reported in the table. The p-value jzarentheses. ***** and * denote significancettas
0.01, 0.05, and 0.10 level, respectively.
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Table6
Union Coverage and the Forms of Corporate Liguiditdustry-Level Analysis

Model 1: Industry Unused Line/(Unused Line + Cashk)a + i * Union Coveragg,.; + b, * Industry Size..; + b; * Industry M/B; .
+ by * Industry Net Worth; + bs * Industry Tangibility 1.
+ b * Industry Cash Floy.; + b; * Industry Leverage, ;
4 bindustry Cash Flow Volatility;.;
+ bg * Industry Over the Counter Dummy;
+ byo * Industry Not in an S&P Index Dummy; + by; * Industry Firm Age ;.
+ Industry Dummy Variables Year Dummy Variables 4 ,

Model 2: Industry Total Line/(Total Line + Cash¥ a + i * Union Coveragg,.; + b, * Industry Size,+ by * Industry M/B, 11
+ by * Industry Net Worth; + bs * Industry Tangibility .,
+ bs * Industry Cash Floy.; + b; * Industry Leveragg. ;
4B Industry Cash Flow Volatility;.;
+ bg * Industry Over the Counter Dummmny;
+ byo * Industry Not in an S&P Index Dummy; + by; * Industry Firm Age 4
+ Industry Dummy Variables Year Dummy Variables 4 ;

Industry Unused Line/(Unused Line + Cash) Industyal Line/(Total Line + Cash)

Model 1 Model 2
Second Stage of the 2SLS Second Stage of the 2SLS
Intercept -1.276%** -1.030***
(0.01) (0.01)
Union Coverage; 1.012*** 1.441***
(0.01) (0.01)
Industry Sizg_; 0.081*** 0.076***
(0.01) (0.01)
Industry M/By., -0.006 -0.004
(0.19) (0.45)
Industry Net Worth., 0.345*** 0.417**
(0.01) (0.01)
Industry Tangibility;., 0.066 0.083*
(0.14) (0.08)
Industry Cash Flow; 0.167* 0.254***
(0.03) (0.01)
Industry Leverage; 0.386*** 0.646***
(0.01) (0.01)
Industry Cash Flow Volatility,; -2.149%** -1.759**
(0.01) (0.02)
Industry Over the Counter Dummy 0.054 0.075
(0.35) (0.24)
Industry Not in an S&P Index Dummy 0.001 0.082
(0.99) (0.13)
Industry Firm Age.; -0.004*** -0.006***
(0.01) (0.01)
Industry Dummy Variables Yes Yes
Year Dummy Variables Yes Yes
Observations 360 360
Adjusted R 0.46 0.46
Over-identifying Restrictions Test F=1.48 (p=3).2 F=0.13 (p =0.72)
Hausman Test F =26.07 (p = 0.01) F=33.73 (p = 0.01)

41



Table 6 (Continued)

Notes:

This table shows the second-stage regressionsec23h S estimation on the industry-level analysige ®énvert all firm-
level variables into industry-level variables bxitey the average of the variables across the inégstlassified by the
3-digit Census Industry Classification (CIC) codéke sample includes 360 industry-year observatimom 1996 to 2003.
Unused Line/(Unused Line + Cash) is the ratio of unused lines of credit to the sofrunused lines of credit and corporate
cash holdings, where corporate cash holdings &reuim of cash and marketable securifiesal Line/(Total Line + Cash)

is the ratio of total lines of credit to the sumtofal lines of credit and corporate cash holdirgdsion Coverage is the
fraction of total workers in an industry who arevered by labor unions in the collective bargainwgere the industries are
based on the 3-digit Census Industry ClassificaffoIC). Sze is the logarithm of non-cash assets, where noh-aasets are
total assets less corporate cash holdiMyB. is defined as the book value of non-cash assetasthe book value of equity
plus the market value of equity divided by the baakue of non-cash assetdet Worth is defined as assets minus total
liabilities divided by non-cash assetangibility is the ratio of plant, property and equipment éo4cash asset€ash Flow

is the ratio of income before extraordinary itermsnbn-cash assetkeverage is the ratio of long-term debts to non-cash
assetsCash Flow Volatility is the standard deviation @fash Flow in the prior 20 yearsOver the Counter Dummy is a
dummy variable that equals one if a firm’s equitydies only over the counter and equals zero otkeriot in an S&P
Index Dummy is a dummy variable that equals one if a firmas imcluded in one of the main S&P indices and éxjmaro
otherwise.Firm Age is approximated by the number of years that a fisnavailable on Compustatndustry Dummy
Variables are the dummy variables for industries defined fligit SIC codes and are not reported in the taldar Dummy
Variables are the dummy variables for the years in the sarapt are not reported in the table. The p-value grentheses.
*x xx and * denote significance at the 0.01, 0,0&nd 0.10 level, respectively.
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Table7

Sub-groups Separated by Right-to-Work Legislation

Model 1: Unused Line/(Unused Line + Cash) a + i * Union Coveragg,.; + b, * Sizg 1.1+ b3 * M/B; .1 + by * Net Worth .,
+ bs * Tangibility; 1 + bg * Cash Flow,+ b; * Leverage.,
+gl§ Cash Flow Volatility .., + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy;
+p* Firm Age ., + Industry Dummy Variables Year Dummy Variables 4 ,

Model 2: Total Line/(Total Line + Cash)= a + ki * Union Coveragg,.; + b, * Sizg .1+ bs * M/B .1 + by * Net Worth 4
+ bs * Tangibility; ., + bg * Cash Flow., + b; * Leverage
+§* Cash Flow Volatility .; + by * Industry Cash Flow Volatility;.;
+ by * Over the Counter Dummy,; + by; * Not in an S&P Index Dummy;
+ 4§ * Firm Agsg, .1 + Industry Dummy Variables- Year Dummy Variables &; ;

Panel A. Regressions

Unused Line/(Unused Line + Cash)

Total Line/(Totmd + Cash)

Model 1:
Second Stage of the 2SLS

Model 2:
Second Stage of the 2SLS

No RTW RTW No RTW RTW
Intercept -0.392** -0.776*** -0.322* -0.856***
(0.03) (0.01) (0.06) (0.01)
Union Coverage; 1.170*** 0.203 1.284*** -0.068
(0.01) (0.78) (0.01) (0.90)
Size, 0.039*** 0.056*** 0.032%** 0.063***
(0.01) (0.01) (0.01) (0.01)
M/B 1 -0.006*** -0.001 -0.006*** -0.004
(0.01) (0.90) (0.01) (0.12)
Net Worth, 4 0.001 0.206*** 0.028 0.152**
(0.99) (0.01) (0.44) (0.04)
Tangibility .4 0.030 0.001 0.004 -0.007
(0.24) (0.97) (0.87) (0.82)
Cash Flow, 0.026 0.087 0.032 0.096
(0.50) (0.25) (0.40) (0.22)
Leveragg.; 0.242%** 0.387*** 0.411%*=* 0.465%**
(0.01) (0.01) (0.01) (0.01)
Cash Flow Volatility; ; -0.116*** -0.040 -0.120%** -0.083*
(0.01) (0.37) (0.01) (0.06)
Industry Cash Flow Volatility; -1.196** -1.495 -1.233** -2.804***
(0.05) (0.15) (0.05) (0.01)
Over the Counter Dummy -0.058** -0.019 -0.068** 0.115*
(0.04) (0.69) (0.02) (0.02)
Not in an S&P Index Dummy; 0.023 0.088** 0.043* 0.083**
(0.31) (0.05) (0.06) (0.05)
Firm Age. -0.001 0.001 -0.001 -0.002
(0.25) (0.71) (0.18) (0.35)
Industry Dummy Variables Yes Yes Yes Yes
Year Dummy Variables Yes Yes Yes Yes
Observations 1252 521 1252 521
Adjusted R 0.40 0.30 0.43 0.35
Over-identifying Restrictions Test F=0.09 (p =0.7 F=0.99 (p =0.32) F=0.26 (p =0.61) F=0p%0.41)
Hausman Test F=13.13 (p = 0.01) F=0.01(p#%0.9 F=1599 (p=0.01) F =0.06 (p =0.80)

Panel B. Difference in the Coefficients of Union Coverage, ;

Unused Line/(Unused Line + Cash)

Total Line/(Tafalke + Cash)

Difference 0.967***
(p-value) (0.01)

1.352%%
(0.01)
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Table 7 (Continued)

Notes:

This table shows the second-stage regressionsec23h S estimation for the sub-groups separatechéystatus of right-to-
work legislation. We use a sample of 1773 firm-yebservations from 1996 to 2003. Panel A showséelgeessionsUnused
Line/(Unused Line + Cash) is the ratio of unused lines of credit to the safranused lines of credit and corporate cash hgidin
where corporate cash holdings are the sum of aagimarketable securitiefotal Line/(Total Line + Cash) is the ratio of total
lines of credit to the sum of total lines of crealitd corporate cash holdingdo RTW (RTW) indicates that a firm is not in (is in)
a state with right-to-work legislatiotunion Coverage is the fraction of total workers in an industry avare covered by labor
unions in the collective bargaining, where the stdes are based on the 3-digit Census Industrgs@ieation (CIC).Sze is
the logarithm of non-cash assets, where non-casfisaare total assets less corporate cash holditigss defined as the book
value of non-cash assets minus the book value wfyeglus the market value of equity divided by th@ok value of non-cash
assetsNet Worth is defined as assets minus total liabilities ddddy non-cash assefangibility is the ratio of plant, property
and equipment to non-cash ass€ash Flow is the ratio of income before extraordinary iteimsion-cash assetiseverage is
the ratio of long-term debts to non-cash as€edsh Flow Volatility is the standard deviation 6ash Flow in the prior 20 years
Industry Cash Flow Volatility is the standard deviation of the medianGash Flow in an industry classified by 2-digit SIC
codes in the prior 20 yeaGver the Counter Dummy is a dummy variable that equals one if a firm’siggtrades only over the
counter and equals zero otherwillet in an S&P Index Dummy is a dummy variable that equals one if a firmasincluded in
one of the main S&P indices and equals zero otlserwiirm Age is approximated by the number of years that a fsm
available on Compustalndustry Dummy Variables are the dummy variables for industries definedLiigit SIC codes and
are not reported in the tabMear Dummy Variables are the dummy variables for the years in the sarapt are not reported in
the table. The p-value is in parentheses. PanéloB/s the difference in the coefficients of UnionvE€mge; between the two
sub-groups separated by the status of right-to-weglslation and reports the p-value of the t-teghe parentheses. *****,
and * denote significance at the 0.01, 0.05, at@ (vel, respectively.
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Table8
Sub-groups Separated by Financial Constraints

Model 1: Unused Line/(Unused Line + Cash) a + i * Union Coveragg,.; + b, * Sizg 11+ bs * M/B; 1 + by * Net Worth
+ bs * Tangibility; +; + bg * Cash Flow,+ b; * Leverage.;
+gl§ Cash Flow Volatility ., + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy;
+p* Firm Age 1 + Industry Dummy Variables Year Dummy Variables 4, ,
Model 2: Total Line/(Total Line + Cash)= a + h * Union Coveragg,.; + b, * Sizg .1+ b3 * M/B; .1 + by * Net Worth 4
+ bs * Tangibility; ., + bg * Cash Flow., + b; * Leverage .,
+§* Cash Flow Volatility .; + by * Industry Cash Flow Volatility;.;
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy;
+ 4§ * Firm Agsg, ., + Industry Dummy Variables- Year Dummy Variables & ;
Panel A. Sub-groups Separated by Payout
Unused Line/(Unused Line + Cash) Total Line/(Totiald + Cash)
Model 1: Model 2:
Second Stage of the 2SLS Second Stage of the 2SLS
Payout ; < Median Payouyt; > Median Payouyt; < Median Payouyt; > Median
Intercept -0.616** -0.152 -0.506*** 0.053
(0.02) (0.32) (0.01) (0.72)
Union Coverage; 1.763** 0.430 1.637** 0.446
(0.04) (0.20) (0.03) (0.21)
Size, 0.044*** 0.030*** 0.046*** 0.025***
(0.01) (0.01) (0.01) (0.01)
M/B 1 -0.003* -0.007* -0.004*** -0.009***
(0.06) (0.06) (0.01) (0.01)
Net Worth,. 4 0.047 0.117** 0.039 0.076
(0.29) (0.04) (0.38) (0.16)
Tangibility .4 0.047* 0.029 0.048* 0.010
(0.07) (0.26) (0.07) (0.68)
Cash Flow, 0.133*** -0.095 0.154%** -0.115*
(0.01) (0.12) (0.01) (0.05)
Leveragg.; 0.143* 0.592%** 0.252%** 0.660***
(0.06) (0.01) (0.01) (0.01)
Cash Flow Volatility; ; -0.055** -0.183*** -0.070%** -0.200%**
(0.04) (0.01) (0.01) (0.01)
Industry Cash Flow Volatility; 0.008 -1.603** -0.602 -2.044%*
(0.99) (0.02) (0.54) (0.01)
Over the Counter Dummy -0.087** 0.001 -0.035 -0.001
(0.02) (0.98) (0.34) (0.99)
Not in an S&P Index Dummy; 0.101%** -0.014 0.124#*=*= 0.002
(0.01) (0.57) (0.01) (0.94)
Firm Age. -0.003** 0.001 -0.003** -0.001
(0.04) (0.90) (0.02) (0.59)
Industry Dummy Variables Yes Yes Yes Yes
Year Dummy Variables Yes Yes Yes Yes
Observations 887 886 887 886
Adjusted R 0.29 0.36 0.34 0.42
Over-identifying Restrictions Test F=0.57 (p=9).4 F=0.26 (p =0.61) F=0.94 (p=0.42) F=1{A% 0.32)
Hausman Test F=4.89 (p =0.03) F=1.38 (p=)0.24 F=5.54 (p =0.02) F=1.02 (p =0.38)

Panel B. Difference in the Coefficients of Union Coverage,;

Unused Line/(Unused Line + Cash) Total Line/(Totald + Cash)
Difference 1.333* 1.191*
(p-value) (0.05) (0.06)
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Table 8 (Continued)

Panel C. Sub-groups Separated by the Availability of Credit Ratings

Unused Line/(Unused Line + Cash) Total Line/(Totald+ Cash)
Model 1: Model 2:
Second Stage of the 2SLS Second Stage of the 2SLS
No Credit Ratings  With Credit Ratings No Credit Ratings With Credit Ratings
Intercept -0.356 -0.381%* -0.489** -0.153
(0.11) (0.01) (0.03) (0.26)
Union Coverage; 2.082*** -0.077 1.902*** 0.038
(0.01) (0.78) (0.01) (0.88)
Sizey, 0.041*** 0.039*** 0.048*** 0.031***
(0.01) (0.01) (0.01) (0.01)
M/B 1 -0.002* -0.015%** -0.003* -0.018***
(0.10) (0.01) (0.09) (0.01)
Net Worth,, 0.057 0.119* 0.030 0.105*
(0.19) (0.06) (0.49) (0.08)
Tangibility .4 0.042* 0.057** 0.036 0.044*
(0.10) (0.04) (0.18) (0.10)
Cash Flow; 0.144%** -0.021 0.115** -0.054
(0.01) (0.72) (0.02) (0.34)
Leveragg.; 0.204** 0.431%** 0.357*** 0.501%**
(0.02) (0.01) (0.01) (0.01)
Cash Flow Volatility;. ; -0.063* 0.066* -0.050 0.061*
(0.07) (0.07) (0.22) (0.08)
Industry Cash Flow Volatility; -0.057** -0.168*** -0.070*** -0.165***
(0.04) (0.01) (0.01) (0.01)
Over the Counter Dummy 1.034 -2.619%** -1.293** -3.073***
(0.33) (0.01) (0.05) (0.01)
Not in an S&P Index Dummy; 0.022 0.004 0.090*** 0.003
(0.54) (0.86) (0.01) (0.90)
Firm Age., -0.016*** 0.002** -0.008*** 0.001*
(0.01) (0.04) (0.01) (0.09)
Industry Dummy Variables Yes Yes Yes Yes
Year Dummy Variables Yes Yes Yes Yes
Observations 814 959 814 959
Adjusted R 0.30 0.38 0.35 0.42
Over-identifying Restrictions Test F=0.67 (p =0.5 F=1.44(p=0.22) F=152(p=0.21) F =0R8& 0.84)
Hausman Test F=13.29(p=0.01) F=0.66(p20.4 F=10.72 (p =0.01) F=0.01 (p=0.98)

Panel D. Differencein the Coefficients of Union Coverage, ;

Unused Line/(Unused Line + Cash)

Total Line/(Tafake + Cash)

2.159%%
(0.01)

Difference
(p-value)

1.864%*
(0.01)
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Table 8 (Continued)

Notes:

This table shows the second-stage regressions eof28LS estimation for the sub-groups separated ifgndial
constraints. We use a sample of 1773 firm-year mbsens from 1996 to 2003. Panel A reports theasgjons for the
sub-groups separated by payduhused Line/(Unused Line + Cash) is the ratio of unused lines of credit to the sofm
unused lines of credit and corporate cash holdindggre corporate cash holdings are the sum of aadhmarketable
securities.Total Line/(Total Line + Cash) is the ratio of total lines of credit to the surtotal lines of credit and
corporate cash holdingBayout is the ratio of the sum of dividends and stockurepases to assetsnion Coverage is
the fraction of total workers in an industry whae arovered by labor unions in the collective barg@nwhere the
industries are based on the 3-digit Census Ind@agsification (CIC)Sze is the logarithm of non-cash assets, where
non-cash assets are total assets less corporéidalaings.M/B is defined as the book value of non-cash assetaani
the book value of equity plus the market value @iy divided by the book value of non-cash assees.Worth is
defined as assets minus total liabilities divided non-cash asset§angibility is the ratio of plant, property and
equipment to non-cash assd&fash Flow is the ratio of income before extraordinary iteimsion-cash assetseverage is
the ratio of long-term debts to non-cash as$edsh Flow Volatility is the standard deviation 6ash Flow in the prior 20
years Industry Cash Flow Volatility is the standard deviation of the mediarCagh Flow in an industry classified by 2-
digit SIC codes in the prior 20 yeafver the Counter Dummy is a dummy variable that equals one if a firm'siigg
trades only over the counter and equals zero otheriNot in an S&P Index Dummy is a dummy variable that equals one
if a firm is not included in one of the main S&RJices and equals zero otherwisé&m Age is approximated by the
number of years that a firm is available on Comgiuttdustry Dummy Variables are the dummy variables for industries
defined by 1-digit SIC codes and are not reportethé tableYear Dummy Variables are the dummy variables for the
years in the sample and are not reported in tHe.talhe p-value is in parentheses. Panel B shoeslifference in the
coefficients of Union Coveraggbetween the two sub-groups separated by payoutegnadts the p-value of the t-test in
the parentheses. Panel C reports the regressiotisefeub-groups separated by the availabilityreflit ratings. The p-
value is in parentheses. Panel D shows the difteranthe coefficients of Union Coveragéetween the two sub-groups
separated by the availability of credit rating aadorts the p-value of the t-test in the parenthesé,**, and * denote
significance at the 0.01, 0.05, and 0.10 leveheetvely.
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Table9

Union Coverage and the Forms of Corporate Liguidiabor Intensity

Model 1: Unused Line/(Unused Line + Cashy a + i * Union Coveragg,.; + b, * Sizg 1+ b3 * M/B; 11 + by * Net Worth

+ bs * Tangibility; ., + bg * Cash Flow., + b; * Leverage
+gl¥ Cash Flow Volatility +.; + by * Industry Cash Flow Volatility;.;

+ by * Over the Counter Dummny; + by; * Not in an S&P Index Dummy.;
+p* Firm Age ., + Industry Dummy Variables Year Dummy Variables 4; ,

Model 2: Total Line/(Total Line + Cash)= a + i * Union Coveragg,.; + b, * Sizg .1+ bs * M/B; .1 + by * Net Worth 4
+ bs * Tangibility; +; + bs * Cash Flow,+ b; * Leverage.,
+§* Cash Flow Volatility 1., + by * Industry Cash Flow Volatility;.,
+ by * Over the Counter Dummy; + by; * Not in an S&P Index Dummy.;
+ 4§ * Firm Agg, +.; + Industry Dummy Variables: Year Dummy Variables & ;

Panel A. Regressions

Unused Line/(Unused Line + Cash)

Total Line/(Totald_+ Cash)

Model 1:
Second Stage of the 2SLS
Labor Intensity., Labor Intensity.,

Model 2:
Second Stage of the 2SLS
Labor Intensity., Labor Intensity.,

< Median > Median < Median > Median
Intercept -0.676*** -0.226 -0.686*** -0.066
(0.01) (0.19) (0.01) (0.82)
Union Coverage; 1.147*** 1.043* 1.390%*** 1.261*
(0.01) (0.04) (0.01) (0.06)
Sizeyq 0.040*** 0.038*** 0.042%** 0.031***
(0.01) (0.01) (0.01) (0.01)
M/B 1 -0.002* -0.010%** -0.003** -0.013%*
(0.07) (0.01) (0.03) (0.01)
Net Worth, 4 0.069* 0.120** 0.064 0.138***
(0.08) (0.02) (0.12) (0.01)
Tangibility .4 0.102*** -0.130*** 0.105*** -0.152%**
(0.01) (0.01) (0.01) (0.01)
Cash Flow; 0.005 0.143*** 0.022 0.157***
(0.91) (0.01) (0.62) (0.01)
Leverage.; 0.416*** 0.340*** 0.462%** 0.588***
(0.01) (0.01) (0.01) (0.01)
Cash Flow Volatility;. ; -0.086*** -0.011 -0.086*** -0.048
(0.01) (0.84) (0.01) (0.39)
Industry Cash Flow Volatility; 0.114 -1.119* 0.256 -0.594
(0.88) (0.10) (0.75) (0.53)
Over the Counter Dummy -0.082** -0.023 -0.057 -0.001
(0.02) (0.52) (0.12) (0.99)
Not in an S&P Index Dummy; 0.058** -0.020 0.077*** 0.020
(0.04) (0.45) (0.01) (0.45)
Firm Age., -0.002** 0.001 -0.002** -0.001*
(0.04) (0.95) (0.03) (0.10)
Industry Dummy Variables Yes Yes Yes Yes
Year Dummy Variables Yes Yes Yes Yes
Observations 886 887 886 887
Adjusted R 0.42 0.36 0.44 0.39
Over-identifying Restrictions Test F=0.29 F=0.49 F=0.86 F=0.45
(p = 0.59) (p = 0.48) (p =0.35) (p=0.71)
Hausman Test F =10.56 F=341 F=17.69 F=5.50
(p = 0.01) (p = 0.06) (p =0.01) (p =0.02)

Panel B. Differencein the Coefficients of Union Coverage,;

Unused Line/(Unused Line + Cash)

Total Line/(Totald_ + Cash)

Difference
(p-value)

0.104
(0.78)

0.129
(0.74)
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Table 9 (Continued)

Notes:

This table shows the second-stage regressiong @3hS estimation for the sub-groups separatetidiabor intensity. We use
a sample of 1773 firm-year observations from 1@98103. Panel A reports the regressidsmaused Line/(Unused Line + Cash)

is the ratio of unused lines of credit to the suhoused lines of credit and corporate cash hokjinghere corporate cash
holdings are the sum of cash and marketable sexsuibtal Line/(Total Line + Cash) is the ratio of total lines of credit to the
sum of total lines of credit and corporate casldimgjs.Labor Intensity is the ratio of the number of employees to as&himon
Coverage is the fraction of total workers in an industryavére covered by labor unions in the collectivegharing, where the
industries are based on the 3-digit Census Ind@aysification (CIC)Sze is the logarithm of non-cash assets, where noh-cas
assets are total assets less corporate cash hmlMifig)is defined as the book value of non-cash assetastthe book value of
equity plus the market value of equity divided hg book value of non-cash ass®et Worth is defined as assets minus total
liabilities divided by non-cash assetangibility is the ratio of plant, property and equipment ¢m+cash asset€ash Flow is
the ratio of income before extraordinary items tm4tash assetteverage is the ratio of long-term debts to non-cash assets
Cash Flow Volatility is the standard deviation @&sh Flow in the prior 20 yeardndustry Cash Flow Volatility is the standard
deviation of the median dfash Flow in an industry classified by 2-digit SIC codestfie prior 20 yearsOver the Counter
Dummy is a dummy variable that equals one if a firm'siggtrades only over the counter and equals zéreraise.Not in an
S& P Index Dummy is a dummy variable that equals one if a firmas included in one of the main S&P indices and éjmaro
otherwise Firm Age is approximated by the number of years that a feravailable on Compustdndustry Dummy Variables
are the dummy variables for industries defined {uligit SIC codes and are not reported in the tatdar Dummy Variables are
the dummy variables for the years in the sampleardot reported in the table. The p-value isdareptheses. Panel B shows
the difference in the coefficients of Union Covexgdoetween the two sub-groups separated by the labtensity and reports
the p-value of the t-test in the parentheses. **and * denote significance at the 0.01, 0.05, @rid level, respectively.
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