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Abstract

I examine whether firms™ use of alternative work arrangements, particularly temporary
agency workers, affects their cost of equity. Exploiting a major labor-market deregula-
tion in Japan that induced manufacturing firms o increase their employvment of temporary
agency workers, I show that the cost of equity decreased in manufacturing firms, relative
to nonmanufacturing firms, after the deregulation. Further analysis using variations within
manufacturing firms provides corroborating evidence. The rigidity in labor expenses and
the cost of debt also decreased in manufacturing firms. Owverall, alternative work arrange-
meents increase the Aexibility in labor costs, leading to lower operating leverage and cost of
capital.

|. Introduction

Alternative work arrangements, or nonregular workers, such as temporary
agency workers or fixed-term contract workers, have become increasingly preva-
lent in many countnies. The QECD Emplovment Qutlook (Organization for Eco-
nomic Cooperation and Development (OECD (2014), Figure 4.1, p. 150)) shows
that the incidence of nonregular employment increased in many countries over
the 5-year period around the 2008 financial crisis. Katz and Krueger (2016) also
document a sharp increase in alternative work arrangements in the U.S. labor
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