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The Relationship between Bargaining Power
of Labor Union and Cost of Capital

Sohn, Pando(Dong-A University)

E-mail: pdsohn@donga.ac.kr

Abstract

This paper examines the impact of operating flexibility on firms’ costs of equity by focusing
on the constraints that labor unions impose on firms’ operations using non-financial firms
listed KSE from 1981 to 2012. It finds that the cost of equity is higher for firms in more
unionized industries in portfolio analysis. The effect holds after we control for a host of
industry- and firm-level characteristics, and is stronger when unions face amore favorable
bargaining power. Findings in this paper are consistent with the view that labor unions
increase firms’ costs of equity by decreasing firms’ operating flexibility.

Keyword: Labor Union, Collective Bargaining Power, Operating Flexibility, Cost of Capital
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01IA1 O] ®==0| t7}0| 3912M 1%+=FO|M Ho| FolXMol ANE Ho|1 ULt = EfQIXEHE
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201|A1£ sgot A0tE ol QUCL F CHE H=E ST union coverage 2|FHA | 442 Q|
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Pooled OLS Fixed Effect Model

Model 1 Model 2 Model 3 Model 4

Intercept 0.0423*** -0.0015 0.0568*** 0.3686***
(18.80) (-0.14) (22.34)*** (5.70)

Union Coverage 0.0082*** 0.0064*** 0.0352*** 0.028***
(3.91) (3.27) (3.27) (2.81)

Leverage 1.6317*** 0.0536***
(20.81) (12.60)

Size -0.7790*** -0.0189***
(11.38) (-5.72)

ROA -0.0031 0.0208***
(-1.03) (2.96)
Interest Coverage 0.0000 0.0000
(-1.02) (0.90)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.025 0.266 0.024 0.478

F-Value 25.65*** 104.81*** 10.73*** 41,16***
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Pooled OLS Fixed Effect Model
Model 1 Model 2 Model 3 Model 4
Intercept 0.0421*** 0.0014 0.0281*** 0.3592***
(18.66) (0.12) (5.25) (5.45)
Union Coverage 0.0460*** 0.0320*** 0.0307 0.0273**
(3.99) (3.18) (2.80)*** (2.51)
Union Coverage X EarningV 0.1126*** 0.0181*** 0.1792*** 0.0698***
(3.94) (2.68) (3.07) (2.63)
Leverage 0.0636*** 0.0525***
(20.76) (12.14)
Size 0.7954*** -0.0184***
(8.04) (-5.46)
ROA -0.0063 0.0197***
(-0.89) (2.77)
Interest Coverage 0.0000 0.0000
(0.26) (0.34)
Earning Volatility -0.0789* 0.0111
(-1.72) (0.21)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.037 0.2645 0.042 0.479
F-Value 3.71%** 5.41*** 10.33*** 29.24*%**

ZR) w0, v 242 1%, 5%, 10% #EUM folH

<E 7>00MEs 74 19 =EA% CHHudEE0| FYRFALES EOEZ ZF X|XEHIES
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<E 7> =axg JtYES 08¢ 7t 19| AHU|AH2H|E0| Cigt Zut
Pooled OLS Fixed Effect Model
Model 1 Model 2 Model 3 Model 4
Intercept 0.1220 6.7327*** -3.0889** 28.4383***
(0.28) (2.65) (-2.32) (16.52)
Union Coverage 0.9226** 0.4225** 5.6359** 4.7959*
(2.11) (2.31) (2.09) (1.85)
MB -0.5493 -0.5169
(-1.01) (-0.72)
Leverage -5.1549*** -11.6949***
(-7.06) (-10.66)
Beta 0.9280 0.0337
(1.49) (0.04)
Size -0.2236* -1.2761*
(-1.65) (-1.51)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.026 0.151 0.008 0.0146
F-Value 3.24%*** 16.42*** 4.36*** 29.18
), e 242t 1%, 5%, 10% SFEOA R2X Y
<E 8>0|ME 7MY 28 BT ZME BOIFD UCh 07| Pooled OLSFH o)A
Model 11} Model 29| =X 7I€1} O|9dHZ 7ol ATEE FAE LIEIL|= union
coverage X EarningV 2| A= f2 1%+=T0|M Fe| FolFQl ¢t2 B0l ot I1F¥2NEY
of AMUME SYSHA 1%sE0AM Fel |olHQ ZANE Ho|1 Utk ozt A=
Matsa(2012)7t HMAlgh Z48iQt S =aXxe gt o|9HEd d4=%80| HYURHA
d2 daAFA 23 A7|XEH[8S S7HAIZICh= Aot YX|THt

<H 8 Lz=Xx%

tdES 0lE

—

7t 29| Xt7|A+=H|E0 et Zat

Pooled OLS Fixed Effect Model

Model 1 Model 2 Model 3 Model 4
Intercept 0.1425 5.1770** -3.1220** 23.6524
(0.32) (2.01) (-2.31) (1.41)

Union Coverage 0.6558** 2.8125** 5.5001** 7.7608***
(1.73) (2.30) (1.98) (2.78)

Union Coverage X EarningV 8.4817*** 7.5768*** 5.4172%** 7.6065***
(3.75) (3.41) (3.37) (2.69)
Leverage -0.6850 -0.5239
(-1.26) (-0.73)

Size -5.2484*** -12.0683***
(-7.22) (-10.88)
ROA 1.0502* 0.0219
(1.69) (0.03)
Interest Coverage -0.2279* -1.1209
(-1.68) (-1.30)

Earning Volatility 38.8923*** 48.6742***
(3.82) (3.67)
Year Effect Yes Yes
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Firm Effect

Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.001 0.058 0.001 0.051
F-Value 0.9 13.92%** 2.21 22.82%**
7() *kk%k *kx *
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<® 9> IUCIZ 0|83 7H4 19| EFQIXFEH| B0 Cf3t Zat

Pooled OLS Fixed Effect Model

Model 1 Model 2 Model 3 Model 4

Intercept 0.0520*** -0.0013 0.0592*** 0.4026***
(29.51) (-0.11) (9.38) (6.32)

IUCI 0.0023*** 0.0013** 0.0053*** 0.0007**

(3.73) (2.36) (2.68) (2.28)

Leverage 0.0624*** 0.0537***
(20.51) (12.47)

Size 0.0010* -0.0198***
(1.73) (-6.00)

ROA -0.0082 0.0219***
(-1.17) (3.11)
Interest Coverage 0.0000 0.0000
(-0.93) (0.19)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.088 0.2667 0.082 0.408
F-Value 13.91*** 106.3*** 4.32 38.35

)+, re 242 1%, 5%, 10% SE0IM f2lK g

<#>IUCIE 0| 8¢t 7td 29| EtQIAI=H| &0 et At

Pooled OLS Fixed Effect Model
Model 1 Model 2 Model 3 Model 4
Intercept 0.0496*** 0.0148 0.0541*** 0.3883***
(24.92) (1.31) (8.33) (5.96)
IUCI 0.0023*** 0.0017*** 0.0046*** 0.0004**
(3.76) (3.02) (2.85) (2.15)
(1TUCI) X (EaringV) 0.1372%** 0.0654** 0.2001** 0.1680*
(2.58) (2.35) (2.47) (1.81)
Leverage 0.0617*** 0.0528***
(20.34) (12.10)
Size -0.0007** -0.0192***
(-2.11) (-5.69)
ROA 0.0223*** 0.0209***
(3.52) (2.93)
Interest Coverage 0.0000 0.0000
(-0.56) (0.37)
Earning Volatility -0.0296 0.0316*
(-0.86) (1.84)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.0127 0.2812 0.018 0.424
F-Value 10.32%** 71.82%** 2.19%* 3.58***

) we, o rs 22 1%, 5%, 10% SE0IM KoK Y
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<® 10> IUCIZ 0|2

ot 7ha

19 Xt7|At=2H|E0| CHet 21t

Pooled OLS Fixed Effect Model
Model 1 Model 2 Model 3 Model 4
Intercept -0.2862 6.8091*** -0.1967 0.3223
(-0.83) (2.69) (-0.12) (1.94)*
IUCI 0.0178** 0.0136** 0.1269** 0.0761**
(2.15) (2.12) (2.20) (2.23)
MB -0.5244 -0.6359
(-0.97) (-0.88)
Leverage -5.2685*** -12.0864***
(-7.28) (-10.08)
Beta 1.0256 0.0201
(1.63) (0.03)
Size -0.2220* -1.1661**
(-1.65) (-2.36)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? -0.0007 0.0512 0.0003 0.0413
F-Value 0.02 16.63*** 0.27 28.89***
Z) Wik, wx ks ZEZE 106, 5%, 10% +FEOIM ROIH Y
<®# 11> IUCIZ O|&%t 7t 29| X7|XH2H|&0| CHet Zat
Pooled OLS Fixed Effect Model
Model 1 Model 2 Model 3 Model 4
Intercept -0.0799 6.0146** -0.1967 32.2344**
(-0.20) (2.34) (-0.12) (1.94)
IUCI 0.0165** 0.0658*** 0.1270** 0.7606**
(2.14) (2.53) (2.21) (2.23)
(TUCh) X (EaringV) 1.7437** 3.9724** 1.0810** 4.9291**
(1.93) (2.42) (2.12) (1.80)
MB -0.7863 -0.7143
(-1.44) (-0.99)
Leverage -5.0935*** -12.0753***
(-7.01) (-10.8)
Beta 1.1082 0.0589
(1.76) (0.07)
Size -0.1959 -1.2649
(-1.45) (-1.47)
Earning Volatility 2.2262%** 3.6092***
(2.90) (2.85)
Year Effect Yes Yes
Firm Effect Yes Yes
Industry Effect Yes Yes Yes Yes
Adj. R? 0.005 0.0555 0.003 0.0469
F-Value 2.64 13.16*** 2.27 21.81****
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