
 

Accepted Manuscript

Employee representation and financial leverage

Chen Lin, Thomas Schmid, Yuhai Xuan

PII: S0304-405X(17)30313-6
DOI: 10.1016/j.jfineco.2017.12.003
Reference: FINEC 2836

To appear in: Journal of Financial Economics

Received date: 6 July 2016
Revised date: 12 September 2016
Accepted date: 11 October 2016

Please cite this article as: Chen Lin, Thomas Schmid, Yuhai Xuan, Employee representation and fi-
nancial leverage, Journal of Financial Economics (2017), doi: 10.1016/j.jfineco.2017.12.003

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

https://doi.org/10.1016/j.jfineco.2017.12.003
https://doi.org/10.1016/j.jfineco.2017.12.003


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Employee representation and financial leverageI

Chen Lina, Thomas Schmida, Yuhai Xuanb,∗

aFaculty of Business and Economics, University of Hong Kong
bDepartment of Finance, University of Illinois at Urbana-Champaign

Abstract

We analyze how direct employee voice affects financial leverage. German law man-

dates that firms’ supervisory boards consist of an equal number of employees’ and

owners’ representatives. This requirement, however, applies only to firms with more

than two thousand domestic employees. We exploit this discontinuity and the law’s

introduction in 1976 for identification and find that direct employee power increases

financial leverage. This is explained by a supply side effect: as banks’ interests are

similar to those of employees, higher employee power reduces agency conflicts with

debt providers, leading to better financing conditions. These findings reveal a novel

mechanism of direct employee influence.
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