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This appendix details the construction of the aggregate and the �rm-level datasets and discusses some robust-
ness exercises.
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1 Aggregate Data

1.1 Corporate Cash and Employment Comovement

Data description The corporate liquidity measure is built from the Table B.103 of the Flow-of-Funds Accounts.
We de�ne cash as the sum of private foreign deposits, checkable deposits and currency, total time and savings
deposits and money market mutual fund shares. Corporate employment (in logarithm) is drawn from the Bureau
of Labor Statistics. We consider the sample 1980Q1-2015Q3. Figure 1 displays the log of employment and the
cash ratio, both in level and HP-�ltered.

Figure 1: Employment (in log) and Cash Ratio
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Employment and cash ratio correlation As shown in the paper, the correlation between the HP-�ltered
series of employment and the cash ratio is �0:43 and signi�cant at 1%. Table 1 provides some robustness exercises
to check the validity of this correlation. It is worth noticing that the correlation between the HP-�ltered series
of employment and the ratio between liquidity and the one-quarter lagged value of total assets is �0:35 and
signi�cant. In addition, the correlation between the share of liquidity to total �nancial assets (in contrast with
total assets) and employment, both HP �ltered, is �0:26 and signi�cant. Finally, the correlation when we abstract
from the Great Recession is lower (�0:19) but still signi�cant.

Table 1. Robustness Analysis

Liquidity ratio measure Sample: Quarterly data Correlation with employment�
Liquidity
Total assets

�
t

1980q1-2015q3 �0:43���
Liquidityt

Total assetst�1

�
1980q1-2015q3 �0:35���

Liquidity
Total �nancial assets

�
t

1980q1-2015q3 �0:26��

Note: The table reports correlation between the liquidity ratio and the log of employment. Both are
detrended using HP �lter. A */** next to the correlation coe¢ cient indicates signi�cance at the 10/5
percent level
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Alternative Sample In the manuscript, aggregate and �rm-level stylized facts are computed over a sample
starting from 1980. Since Flow-of-Funds Accounts provide data from 1962Q1, we show in Figure 2 the cash ratio
and employment (in log, HP-�ltered) over a longer period (1962Q1-2015Q3). The unconditional correlation is �0:27
and signi�cant, which is slightly lower than in our benchmark calibration. This suggests that the correlation has
been more negative post 1980.

Figure 2: Cash Ratio and Employment, alternative sample
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Employment and cash level correlation Figure 3 displays the log of employment and the in�ation-adjusted
cash level, both in level and HP-�ltered. We obtain a correlation of -0.12, insigni�cant.

Figure 3: Cash Level and Employment (both in log and HP detrended)
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2 Firm-Level Data

2.1 Data description

The annual �rm-level dataset is extracted from Compustat (Compustat North America, Fundamental Annual).
We focus on balance sheet data of non-�nancial �rms during the period 1980-2014 We exclude �nancial and utilities
�rms (6000<SIC<6999 and 4900<SIC<4949), and �rms engaged in major mergers (sale_fn = "AB"). This is
justi�ed by the fact that part of the stock of cash holding is a¤ected by acquisition. We also exclude �rms which
are not incorporated in US market (curcd != "USD"). We select �rms which are active at least 10 years over the
sample.

Total assets, AT, is the book value of assets (Compustat data item #6). Employment, EMP, is the number of
employees per �rm multiplied by 100 (Compustat data item #29). Cash, CHE, is cash and short-term investments
(Compustat data item #1). It includes cash, certi�cates of deposit, commercial paper, marketable securities,
money market fund, time deposits, treasury bills listed as short-term. Sales correspond to Compustat data item
#117. Capital expenditure, CAPX, corresponds to Compustat data item #128. We de�ne debt as the sum of
long-term debt (Compustat data item #9) and debt in current liabilities (Compustat data item #34). We de�ne
cash �ow, CFLOW, as the ratio between income before extraordinary items (Compustat data item #118) +
depreciation and amortization (Compustat data item #133) and the book value of assets. We de�ne the leverage
ratio, LEV, as the ratio between debt and the book value of assets. The market-to-book value of the �rm captures
the Tobin�s q and it is measured as in Covas and den Haan (2011).1

Our sample consists in 18 052 �rms. The cash ratio is de�ned as CHE divided to AT. Table 2 provides �rm-level
moments.

Table 2. Summary Statistics

N Mean St. Dev 1st quartile Median 3rd quartile

EMP (#) 185 555 8 288 35 885 94 572 3 500

AT ($m) 204 480 2 179 13 596 14 86 542

SALE ($) 203 675 1 818 10 411 11 81 525

CHE
AT 203 547 0.19 0.24 0.02 0.09 0.27

2.2 Employment and Cash Ratio Correlation

Table 3 reports the unconditional correlation and some robustness analysis.

1The market-to-book ratio is measured as

MTB =
(csho� prcc_c+ pstkl + dvp+ lt)

at
;

where csho is common shares outstanding (Compustat data idem #25), prcc_c is the stock price at the close of the �rm�s �scal year
(Compustat data idem #199), pstkl is liquidating value of preferred stock (Compustat data idem #10), dvp is dividends on preferred
stock (Compustat data idem #19), and lt is total liability.
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Table 3. Robustness Analysis

Sample Correlation

Overall correlation 1980-2014 �0:22���

Year-by-year correlation 1980-2014 �0:22���
Firm-by-�rm correlation 1980-2014 �0:19���
Exclude 10% largest �rms 1980-2014 �0:21���
Exclude crisis 1980-2007 �0:22���

Note: The table reports correlation between the cash ratio and the log of employment. Both are �rm-
speci�c detrended using linear trend. A */**/*** next to the correlation coe¢ cient indicates signi�cance at
the 10/5/1 percent level.

Employment and cash ratio relationship We show that the negative correlation between employment and
cash ratio is robust when we use OLS with �rms-�xed e¤ects, years-�xed e¤ects, and standard control variables.

Benchmark relationship. We estimate the benchmark equation

log(EMP )it = �1 + �2

�
CHE

AT

�
it

+ �3Xit + �yt + �zi + "it; (1)

where log(EMP )it is the log of the number of employees, CHEAT it
is the cash ratio, Xit is a vector of �rm-speci�c

control variables. We control for unobservable heterogeneity at the �rm level by introducing �rms �xed e¤ects,
given by zi. The regression also includes year �xed e¤ects through yt to account for macroeconomic �uctuations.
All variables are �rm-speci�c linearly detrended.

Table 4 reports the results. Each column displays a separate regression. In Column (1), we do not introduce
any control variables in the vector Xit. In Column (2), we control for the size of the �rm �which is also to the
denominator of the cash ratio �by introducing the book value of assets (log(AT)it). In Column (3), we control
for both the size of the �rm and its cash �ow at di¤erent horizons (CFLOWit), the latter capturing �rms�internal
funds. In Column (4), we also introduce the leverage ratio (LEVit) capturing the relative demand for credit and the
log of capital expenditures (log(CAPX)it) capturing the investment policy of the �rm. We observe a negative and
signi�cant relation between the cash ratio and the number of employees. Interestingly, the coe¢ cient is signi�cant
for both the current cash ratio and the lag of the cash ratio.

Lagged relationship. We proceed to the same exercise by investigating the lagged relationship between employ-
ment and cash ratio, such that we estimate (see Table 5)

log(EMP )it = �1 + �2

�
CHE

AT

�
it�1

+ �3Xit�1 + �yt + �zi + "it: (2)

Variables in di¤erence. We also perform the benchmark regression by taking the �rst di¤erences of the variables
(log of employment, cash ratio and control variables) instead of the deviation from their linear trend such that we
estimate

� log(EMP )it = �1 + �2�

�
CHE

AT

�
it�1

+ �3�Xit�1 + �yt + �zi + "it: (3)

We can see from Table 6 that our results are robust to this transformation.
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Table 4. Benchmark estimation: Employment and Cash Ratio

Dependent Variable: log(EMPit)

(1) (2) (3) (4)�
CHE
AT

�
it

�0:975
(0:039)

** �0:880
(0:030)

** �0:866
(0:029)

** � 0:818
(0::024)

**

log(AT)it 0:573
(0:008)

** 0:572
(0:008)

** 0:523
(0:007)

**

CFLOWit �0:000
(0:000)

�0:000
(0:000)

**

LEVit �0:001
(0:002)

log(CAPX)it 0:009
(0:003)

**

R-squared 0:06 0:44 0:44 0:49

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 140 705 140 705 139 967 133 217

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level

Table 5. Lagged relationship: Employment and Cash Ratio

Dependent Variable: log(EMPit)

(1) (2) (3) (4)�
CHE
AT

�
it�1 �0:374

(0:030)
** �0:348

(0:028)
** �0:346

(0:027)
** �0:349

(0:023)
**

log(AT)it�1 0:414
(0:008)

** 0:416
(0:008)

** 0:391
(0:007)

**

CFLOWit�1 �0:000
(0:000)

�0:000
(0:000)

**

LEVit�1 �0:008
(0:002)

**

log(CAPX)it�1 0:078
(0:003)

**

R-squared 0:02 0:24 0:24 0:29

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 134 885 134 885 134 135 127 829

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level
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Table 6. Variables in di¤erences: Employment and Cash Ratio

Dependent Variable: �log(EMPit)

(1) (2) (3) (4)

�
�
CHE
AT

�
it

�0:434
(0:059)

** �0:569
(0:087)

** �0:556
(0:087)

** �0:553
(0:088)

**

�log(AT)it 0:428
(0:008)

** 0:429
(0:008)

** 0:432
(0:008)

**

�CFLOWit �0:001
(0:001)

�0:001
(0:001)

�LEVit 0:001
(0:000)

**

�log(CAPX)it 0:000
(0:000)

**

R-squared 0:02 0:26 0:27 0:27

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 162 364 162 364 161 395 158 564

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level

2.3 Additional Results

In this section, we present additional regressions to assess the validity of our main result.

2.3.1 Alternative Measure of Firm�s Size

In Table 4, the size of the �rm is captured by the log of total assets. Alternatively, we can control for the size
using the sales (in log). The results of the benchmark estimation are unchanged, as shown by Table 7.

2.3.2 Exclusion of the 10% Largest Firms

In Table 4, even the very large �rms are included. However, the largest �rms may make speci�c �nancing decisions
(see Covas and den Haan, 2011) or the cash holding of multinational companies might be driven by foreign tax
incentives (see Foley et al., 2007). Table 8 show that the results are unchanged when the 10% largest �rms are
dropped from the sample (i.e for 10 458 �rms).

2.3.3 Employment versus Inventories

Inventories, INVT, are available in Compustat (Compustat data item #3). The unconditional correlation between
the cash ratio and the log of this variable over the sample 1980-2014 is �0:20 and it is signi�cant at 1%. Notice
that the correlation between employment and inventories is 0:57. Table 9 shows the benchmark regression where
the dependant variable is the inventories rather than employment. The results are robust con�rming that cash is
used as for working capital �nancing.
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Table 7. Alternative measure of �rm�s size

Dependent Variable: log(EMPit)

(1) (2) (3) (4)�
CHE
AT

�
it

�0:975
(0:040)

** �0:358
(0:026)

** �0:355
(0:026)

** � 0:349
(0::023)

**

log(SALE)it 0:495
(0:009)

** 0:494
(0:009)

** 0:407
(0:009)

**

CFLOWit �0:000
(0:000)

** �0:000
(0:000)

**

LEVit �0:009
(0:002)

**

log(CAPX)it 0:141
(0:003)

**

R-squared 0:06 0:40 0:40 0:46

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 140 705 136 720 136 420 131 327

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level

2.3.4 Short-term Debt versus Cash

The total debt is denominated by DLC in Compustat (Compustat data item #34) and it represents the total
amount of short-term notes and the current portion of long-term debt that is due in one year. We de�ne the
short-term debt as the total debt, DLC, minus the long-term debt denominated by DLTT (Compustat data item
#142), which represents debt obligations due in more than one year. We �nd that the cash ratio is signi�cantly
negatively correlated with the share of short-term debt (�0:13) con�rming the negative relationship between cash
holding decisions and short-term debt. To do further, Table 10 shows the benchmark regression where the cash
ratio is replaced by the short-term debt ratio. The results coincides with our intuition since they highlight a
positive and signi�cant relationship between employment and the short-term debt ratio.

2.3.5 Financing Constraints

We use the debt to sales ratio as a measure of �nancing constraints. We de�ne debt as the sum of long-term debt
(Compustat data item #9) and debt in current liabilities (Compustat data item #34). We split the sample by
extracting �rms from the top-25% and the bottom-25% debt-to-sale ratio distribution. Firms with low level of
debt-to-sale ratio are interpreted as less more to be credit constrained.

We �nd that the unconditional correlation between the cash ratio and employment is �0:23 for those �rms
while the sample including only those which are less likely to be credit constrained yields a correlation of �0:19.
The test of equality of these two coe¢ cients gives that H0 (equality between the two) is rejected, suggesting that
the two correlation are signi�cantly di¤erent. This result is con�rmed when we estimate the benchmark regression
(1) on these two sub-sample, as shown in Table 11. The �rst column shows the results for the bottom-25% of the
debt-to-sale distribution and the second column shows the results for the top-25% of the debt-to-sale distribution.
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Table 8. Exclusion of 10% largest �rms

Dependent Variable: log(EMPit)

(1) (2) (3) (4)�
CHE
AT

�
it

�0:920
(0:040)

** �0:886
(0:027)

** �0:873
(0:031)

** �0:826
(0:026)

**

log(AT)it 0:558
(0:009)

** 0:558
(0:009)

** 0:514
(0:008)

**

CFLOWit �0:000
(0:001)

�0:000
(0:001)

LEVit 0:000
(0:002)

log(CAPX)it 0:084
(0:003)

**

R-squared 0:06 0:40 0:41 0:45

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 105 483 105 483 104 981 99 371

Table 9. Inventories and Cash Ratio

Dependent Variable: log(INVTit)

(1) (2) (3) (4)�
CHE
AT

�
it

�1:181
(0:044)

** �1:273
(0:035)

** �1:275
(0:035)

** � 1:255
(0::034)

**

log(AT)it 0:771
(0:009)

** 0:772
(0:010)

** 0:746
(0:011)

**

CFLOWit �0:000
(0:000)

** �0:000
(0:000)

*

LEVit �0:014
(0:005)

*

log(CAPX)it 0:035
(0:004)

**

R-squared 0:06 0:43 0:43 0:44

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 121 084 121 084 120 442 116 532

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level
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Table 10. Employment and short-term Debt

Dependent Variable: log(EMPit)

(1) (2) (3) (4)�
ST Debt
Total Debt

�
it

0:037
(0:031)

0:142
(0:023)

** 0:140
(0:022)

** 0:122
(0::020)

**

log(AT)it 0:580
(0:008)

** 0:578
(0:008)

** 0:513
(0:008)

**

CFLOWit �0:000
(0:000)

�0:000
(0:000)

**

LEVit �0:001
(0:002)

log(CAPX)it 0:100
(0:003)

**

R-squared 0:01 0:39 0:39 0:45

Firm �xed e¤ects yes yes yes yes

Time �xed e¤ects yes yes yes yes

Observations 137 132 137 007 136 416 130 544

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level

Table 11. Employment and Financing Constraint

Dependent Variable: log(EMPit)

low debt-to-sale high debt-to-sale�
CHE
AT

�
it

� 0:785
(0::037)

** � 0:755
(0::050)

**

log(AT)it 0:518
(0:014)

** 0:474
(0:016)

**

CFLOWit �0:043
(0:014)

** �0:000
(0:000)

**

LEVit �0:068
(0:027)

* �0:001
(0:003)

log(CAPX)it 0:082
(0:006)

** 0:104
(0:007)

**

R-squared 0:48 0:42

Firm �xed e¤ects yes yes

Time �xed e¤ects yes yes

Observations 33 782 25 017

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level
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2.4 Cash Level and Wage Relationship

We show that corporate cash and wages are positively correlated, which goes in favor of the working capital
assumption made in the theoretical model.

Firm-level analysis Compustat provides data about �sta¤ expense�, denoted by XLR (Compustat data item
#42) which includes salaries, wages, pension costs, pro�t sharing and incentive compensation, payroll taxes and
other employee bene�ts. The sample consists in 2 224 �rms. Table 12 provides �rm-level moments of a set of
variables. Compared to the benchmark sample, see Table 2, we observe that �rms are on average larger in terms
of number of employees (29 443 rather than 9322 in the benchmark) and the average cash ratio is lower (0:15
rather than 0:19 in the benchmark). Notice that the overall correlation between the log of employment and the
cash ratio (both �rm-speci�c detrended) is �0:18 and still signi�cant.

Table 12. Summary Statistics

N Mean St. Dev 1st quartile Median 3rd quartile

EMP (#) 20 467 26 754 65 695 313 4 200 24 154

AT ($m) 22 204 7 669 26 102 29 403 3 957

CHE
AT 22 166 0.15 0.24 0.03 0.08 0.19

Table 13 shows that there is a positive relationship the amount of sta¤ expense in t+ 1 and the cash holding
in t (both expressed in log). Column (1) shows the conditional correlation between og(XLR)it+1 and log(CHE)it
without including any control variables but �rm �xed e¤ects and sector-year �xed e¤ects. In Column (2), we
control for the current value of the amount of sta¤ expense and the size of the �rm measured by the log of total
assets (log(AT)it) the estimation regression being estimated by OLS. Alternatively in Column (3), the size of
the �rm is measured by the log of sales (log(SALEit)). Finally in Column (4), we use the typical Arellano�Bond
estimation to take into account the Nickell bias.

Industry-level analysis To check the validity of our results, we use NBER-CES Manufacturing Industry Data-
base which provides the �Total Payroll�by industry from 1958 to 2009. In compustat database, we consider at the
industry level (by SIC) the median (for each year) of: the total amount of cash, the sta¤ expenses and the total
asset value. This allows us to merge the two databases such that the merged dataset is made up of the amount of
cash and sta¤ expenses at the industry level. Notice that the number of observations is drastically reduced (1608
observations, 103 industries), the sample consists in industries with larger �rms than previous while the cash ratio
is similar.

As previously, we analyze the relationship between cash holding (log(CHE)) in t and the sta¤ expenses
(log(XLR)) in t + 1 (both expressed in log) for these two types of industries. To capture how labor share af-
fect the correlation, we interact labor share with the level of cash. Table 14 provides the results. Despite the low
number of observations, we can see that the interaction term is signi�cant, meaning that the correlation is stronger
for high-labor-share industries.
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Table 13. Wages and Cash

Dependent Variable: log(XLR)it+1
(1) (2) (3) (4)

log(CHE)it 0:165
(0::010)

** 0:015
(0:004)

** 0:041
(0:004)

** 0:021
(0:00)

**

log(XLR)it 0:530
(0:023)

** 0:627
(0:03)

** 0:728
(0:01)

**

log(AT)it 0:239
(0:012)

**

log(SALE)it 0:110
(0:01)

** 0:180
(0:00)

**

R-squared 0:30 0:97 0:97

Sector-year �xed e¤ects yes yes yes no

Firm �xed e¤ects yes yes yes no

Estimation OLS OLS OLS SYS-GMM

Hansen test (p-value) � � � 0:70

Arellano-Bond test (p-value), AR(2) � � � 0:22

Observations 18 644 18 642 18 100 18 133

Notes: Robust standard errors are in brackets. A */** next to the coe¢ cient indicates signi�cance
at the 10/5 percent level. In Column (4), the estimation is by two-step system GMM. All explanatory
variables dated in t-2 and longer are used as instruments.

Table 14. Wages and Cash (industry level)

Dependent Variable: log(XLR)it+1

log(CHE)it �0:139
(0:072)

**

LABSHAREit �1:520
(0:873)

**

log(CHE)it+1�LABSHAREit 0:438
(0:166)

**

log(AT)it 0:719
(0:048)

**

R-squared 0:85

Firm �xed e¤ects yes

Time �xed e¤ects yes

Observations 1 533
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2.5 Model-based Shocks to Technology, Credit and Liquidity

In this section, we describe the construction of technology, credit and liquidity series, see Figure 5 in the manuscript.

Data construction All data are expressed in a quarterly frequency and the sample period is 1980Q1-2015Q3.
Capital stock series (Kt) is built by using the equation

Kt+1 = Kt �Depreciationt + Investmentt; (4)

where Depreciation is measured as �Consumption of Fixed Capital� in non-�nancial corporate business sector
(Flow of Funds, Table F8, line 14). Investment is measured as �Total Capital Expenditures� in non-�nancial
corporate business sector (Flow of Funds, Table F102, line 11). Both variables are de�ated by Pt, the �Price
Indexes for Gross Value Added� in the Business sector (NIPA table 1.3.4, line 2).. We start the recursion in
1952Q1 and the initial value K0 is chosen so that the capital-output ratio does not display any trend during
the sample 1952-2004 (in line with Jermann and Quadrini, 2012). The wage bill (wt`t) is measured by �Hourly
Compensation Index�multiplied by �Hours Worked� in the nonfarm business sector from BLS (PRS85006103
and PRS85006033, respectively), de�ated by Pt. Series Mt is the sum of �Private Foreign Deposits�, �Checkable
Deposits and Currency�, �Total Time and Savings Deposits�, �Money Market Mutual Fund Shares�, from the non-
�nancial corporate business sector (Flow of Funds, Table B102, lines 9-12, respectively). Output, Yt, is measured
as the Gross Value Added of the Business sector (NIPA Table 1.3.5). The series is de�ated by Pt. Debt series
(Dt) is measured by credit market instruments (liabilities) from the non-�nancial corporate business sector (Flow
of Funds, Table D3). The long-term interest rate, r̂t, is measured by the 10-year treasury constant maturity rate
(mnemonic DGS10 in Fred Economic Data). In the following, all hatted variables are detrended series, using the
HP �lter. TFP, credit and liquidity series are build based on Equations (29)-(31) in the manuscript. Notice that
� is set to 0:025, � = 0:30, while K=Y = 6:46, M=Y = 0:23, wl=Y = 0:68, and � = 0:075 are calibrated using the
baseline model�s steady-state.

Figure 4: Contribution of model-based shocks to output volatility: Robustness
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Column Y is output, l is labor and M/(M+K) is cash ratio.
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