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1. Introduction

We use the pandemic in 2020 as a natural experiment to investigate whether CEO po-
litical ideology affected the way CEOs of S&P 500 firms reacted to this event, which might
have caused a substantial drop in their firm’s earnings. While the financial crisis of 2008 was
preceded by a number of early warning signs (e.g., |[Pettifor, |2006)), the pandemic was unex-
pected and the contraction of the global economy was anticipated to be much more sudden
and severe (IMF)| 2020)). Did S&P 500 CEOs prioritize employee interests over investor in-
terests, or was the converse the case? CEQOs that prioritized the interests of their employees
would have fallen short of the expected dividend whereas CEOs that prioritized investors
over shareholders would have met dividend expectations by downsizing their workforce. In
line with extant literature, we argue that CEO political ideology explains whether the CEO
gave preference to employee interests or shareholder interests.

We build on an extensive literature, which suggests that CEO political ideology affects
the CEO’s management style as well as corporate decision-making more generally. In de-
tail, Republican CEOs have been shown to adopt more conservative corporate strategies as
evidenced by less leverage, lower research and development (R&D) expenditures, and less
risky investments (Hutton et al.| |2014). They also undertake fewer mergers and acquisitions
(M&As). Further, those M&A transactions that they make tend to target firms in the same
industry and the transactions are paid for mainly by cash (Elnahas and Kim)| 2017). Nev-
ertheless, conservative CEOs have been found to engage more in tax avoidance than liberal
CEOs (Francis et al., 2016). Importantly, CEO political ideology also explains how CEOs
allocate resources across their organization (Gupta et al., [2018): Conservative CEOs have
been reported to allocate a greater proportion of resources to divisions they consider to be
more efficient whereas liberal CEOs tend to favor a more equitable resource allocation across
the various divisions of their organization.

Closer to the core of our study, (Chin et al.| (2013) find that CEO political ideology

explains the CEQ’s attitude toward stakeholders other than the shareholders, including



the employees[] Notably, they also find that the initiatives of liberal CEOs targeted at
stakeholders are less affected by recent firm performance than the initiatives of conservative
CEOs.

How would CEOs have reacted to the economic fallout from the Covid-19 pandemic?
One potential reaction would consist of reducing the dividend in the wake of financial losses
caused by the pandemic. Even firms that would not have been pushed into the red by the
pandemic may have reduced their dividend to keep cash within the firm, thereby creating a
cushion softening the further impact of the pandemic. However, Lintner/s (1956) survey of
US managers suggests that dividends are sticky, i.e., managers will only change dividends
if they perceive that such changes are warranted by fairly permanent changes in earnings
and that these changes therefore do not need to be reversed in the near future. This implies
that managers do not cut dividends if profits are only depressed temporarily as this would
be the case for the pandemic. This reluctance to cut dividends can be easily justified by the
penalties that managers face following dividend cuts. Indeed, dividend cuts tend to cause a
drop in the share price (Healy and Palepu, [1988; [Michaely et al., 1995; |Benartzi et al., 1997}
Jensen et al.| 2010). They are also typically followed by institutional investors voting with
their feet as reflected by reductions in their share ownership (Parrino et al., 2003)). More
importantly, dividend cuts directly affect the career of the CEO in question as they increase
the likelihood of the CEO being dismissed (Parrino et al.; 2003} |Schaeck et al., 2011)) as well
as the likelihood of the CEO holding fewer seats on other firms’ boards in the future (Kaplan
and Reishus, [1990)).

The penalties associated with dividend cuts may give rise to two consequences. On the
one hand, CEOs may prefer to downsize their workforce rather than to cut the dividend.
Still, losses caused by the pandemic may be perceived differently than losses that can be
attributed to the CEQO’s decision making. Put differently, investors may react differently to

lower dividends caused by an exogenous event — such as the Covid-19 pandemic — compared

1See also |[Hafenbriidl and Waeger| (2017)).



to lower dividend that may have been caused by the CEQO’s bad decisions. We argue that
even though lower dividend during the pandemic may not have given rise to their usual hefty
penalties, conservative CEOs may nevertheless have been reluctant to reduce dividends. We
conjecture that, by removing the penalties associated with dividend cuts, the pandemic
would have forced the CEOs of firms that made a loss due to the pandemic to choose
between dividend cuts and downsizing of the workforce. We argue that this choice would —
at least to some extend — have depended on CEO political ideology.

Finally, when it comes to the type of downsizing, we expect conservative CEOs to be less
reluctant to engage in more severe forms of downsizing than other CEOs. In other words,
they should be less reluctant to use permanent downsizing while other CEOs may prefer to
opt for temporary, i.e, reversible, downsizing. On the other hand, an alternative to cutting
the dividend per share would be to pay out a dividend to the shareholders, which while not
being below the dividend for the previous period, falls below expectations. While before the
start of the pandemic the market may have have expected the dividend to increase in 2020,
possibly due the CEO promising a higher dividend for that year, CEOs may have decided
not to meet market expectations. In what follows, we consider both actual dividend cuts as
well as dividends that fall below the expected dividend levels, and may or may not coincide
with an actual dividend cut.

What do we find? While we do not observe that the likelihood of an actual dividend
cut depends on the CEQO’s political ideology, we find that conservative CEOs are more likely
to meet — or possibly exceed — dividend expectations while at the same time resorting to
downsizing their workforce. In other words, conservative CEOs are more likely to choose
actions that result in the employees bearing all the pain from the shock caused by the
pandemic. In contrast, the remaining CEOs are more likely to opt for reactions to the
pandemic that either share the pain between the shareholders and the employees or limit
the pain to the employees. We also find evidence that conservative CEOs are more likely

to use temporary downsizing of their workforce to avoid negative earnings per share, which



in turn enables them to meet dividend expectations made prior to the pandemic. However,
we do not find evidence that conservative CEOs are more likely to engage in permanent
downsizing.

Our paper makes three major contributions to the literature. First, we find strong ev-
idence that conservative CEOs are more likely to let the employees bear the cost of the
exogenous shock to their firm’s earnings than the shareholders. What is novel is that our
empirical evidence suggests that conservative CEOs as a group are different from all other
CEOs. In contrast, extant research typically finds differences in behavior between conser-
vative CEOs and liberal CEOs. Hence, the paper contributes to extant literature on how
CEO characteristics more generally (e.g.; |(Cain and McKeon, 2016; Crongvist et al., 2012;
Malmendier and Tate, 2005 |Benmelech and Frydman, 2015; |Malmendier and Tate|, [2005;
Malmendier et al., 2011; Banerjee et al., 2015; Malmendier et al., 2011; Graham et al., 2013])
and the CEO’s political leaning more specifically (e.g.; Hutton et al. 2014; |[Elnahas and
Kim, 2017; Unsal et al., |2016; Francis et al.,|2016; Kim et al., 2013} |Gupta et al., 2018) affect
corporate policies and behavior. Second, we also find some evidence that conservative CEOs
are more likely to use temporary measures to reduce labor costs in order to meet dividend
expectations. Last but not least, the paper makes a major contribution to the dividend
literature by highlighting that CEOs use the pre-crisis dividend forecasts to inform their
dividend decision in times of crisis. In contrast, existing dividend models (see e.g., Lintner),
1956) predict that CEOs use the last dividend per share as the benchmark to guide their
dividend decision.

The remainder of this paper is organized as follows. The next section summarizes the
main events around the Covid 19 pandemic, including the economic shortfall. This is followed
by Section 3 on the sample selection and methodology. Section 4 then focuses on the empirical

analysis, including robustness tests and further analysis. Finally, Section 5 concludes.



2. The Covid-19 Pandemic

While China reported the first identified Covid-19 case, i.e., the first case of the severe
acute respiratory syndrome coronavirus 2 (SARS-CoV-2), which can be traced back to De-
cember 20197, the first American case was reported on January 20, 2020. Shortly thereafter,
i.e., on January 31, the Health and Human Services Secretary Alex M. Azar declared a public
health emergencyﬂ The pandemic hit the USA particularly hard as it had the highest num-
ber of Covid-19 cases and Covid-19 related deathsf] The economic fallout from the pandemic
was not only fast but also substantial (Bartik et al., 2020) as evidenced by a drop in the S&P
500 index from 3225 on January 31, 2020, to 2237 on March, 23, 202(ﬂ This was combined
with an increase in the unemployment rate from 3.5% in January and February 2020 to
14.8% in April, while in July 2020 the rate was still at 10.2%] Finally, the effects of the
pandemic varied across industries, with the retail, leisure, hospitality, and travel industries
suffering the most (Chetty et al., 2020; Bartik et al.| QOZO)E

In contrast to the financial crisis of 2008, which was preceded by a number of warning
signs (e.g., [Pettifor, 2006) and only gradually developed into a major economic recession,
the pandemic as well as its economic fallout was much more sudden and unexpected. For
example, in April 2020 the International Monetary Fund expected the global economy to
contract by 3% in 2020, much more than it did during the 2008 financial crisis (IMF} [2020]).
Given the suddenness and the severity of the pandemic’s economic consequences, it required a
relatively quick and decisive reaction from the economic actors, including the US government

and S&P 500 companies.

2See [WHO, (2021)).

3See https://www.hhs.gov/about/news/2020/01/31 /secretary-azar-declares-public-health-emergency-us-
2019-novel-coronavirus.html, accessed on February 26, 2021.

4Johns Hopkins Whiting School of Engineering — Center for Systems Science and Engineering, JIU CSSE
Covid-19 Project, https://systems.jhu.edu/research/public-health /ncov/, accessed on February 26, 2021.

5See https://fred.stlouisfed.org/series/SP500, accessed on February 26, 2021.

6See https://fred.stlouisfed.org/series/UNRATE, accessed on February 26, 2021.

"See|Chetty et al.| (2020) for a detailed study on the effects of the pandemic on consumer spending and the
revenues and employment for small businesses. This study finds that consumer spending dropped the most
in the In-Person Services industry sector, with the Hotels & Food and Transportation industry sub-sectors
being hit particularly hard. See also Bartik et al.| (2020)).



The US government’s response to the pandemic was the Coronavirus Aid, Relief, and Eco-
nomic Security Act (CARES Act), which became effective on March 27, 2020. The CARES
Act introduced a number of measures targeting individuals and small businesses but also
corporations to help them with the economic consequences of the Covid-19 pandemic. More
specifically, the Act focused on relief measures targeting healthcare providers, manufactur-
ers, and distributors. More generally, it provided loans, tax credits, tax deductions, and tax
deferrals to affected businesses and organizations. Such measures included steps making it
easier for corporations to avoid downsizing, such as the deferral of the employers’ share of

social security tax for up to two years and a refundable employee retention tax credit.

3. Sample Selection and Methodology

We focus on S&P 500 firms as these firms are more likely to be dividend payers. Given
the focus of this paper, it is important that firms pay a dividend before the 2020 pandemic as
we investigate whether CEO political ideology explains whether in response to the pandemic
companies cut their dividend or downsized their workforce. We collect CEO data from

ExecuComp and match it with firm financial data obtained from Compustat.

3.1. Sample Selection and Data Collection

We obtain the list of the S&P 500 firms from Bloomberg for the year 2020. We exclude
19 companies whose headquarters are not located in the USA. Hence, the initial sample
consists of 481 S&P 500 firms. After merging the financial data, political donation data, and
the downsizing data, as well as discarding missing observations, we finally obtain 440 firms.
This number equates to the number of observations used in the regression analysis. Further
details about the sample selection process can be found in Appendix [A]

We measure CEO political ideology with the help of the political donations made by

the CEOs during their lifetime and up to and including calendar year 2020. To obtain the



political donation data for each CEQO, we follow a methodology similar to that adopted by
previous work (see e.g., Bayat and Goergen, 2020): For each CEO, we obtain political do-
nation data from the Federal Election Commission (FEC). We use a matching algorithm,
combined with a manual check, to filter out CEOs from other donors with similar names,
using information about donor occupation, employer, and address. For each year, we aggre-
gate the donations to obtain the dollar value of the total contributions to each party made by
each CEO. We only consider CEOs’ direct contributions to the Republican and Democratic
parties, and exclude the indirect donations made via a Political Action Committee (PAC) as
CEOs themselves are not fully in control of the choice of recipients for the donations made
by a PAC (Hutton et all |2014)). Hence, the donations made by a PAC are more likely to
be a reflection of the political ideology of a firm’s workforce rather than the reflection of its
CEQ’s political leaning.

Quarterly accounting and financial data is sourced from Compustat. We collected the
quarterly rather than the annual accounting data as the former provides us with more gran-
ularity. Indeed, a dividend falling below the expected levels in one quarter of 2020 could
have been reversed — or even cancelled out — in a subsequent quarter. While such temporary
changes are reflected in the quarterly data, this may not necessarily be the case with the
annual data.

The data on downsizing is obtained from the Form 8-K’s published by the S&P 500 firms
during the four quarters of calendar year 2020 (i.e., 7,577 reports in total). Form 8-K is
the form firms have to file with the Securities and Exchange Commission (SEC) to disclose
events — in accordance with Section 409 of the Sarbanes-Oxley Act of 2002 — that are likely
to be material events. Using the Form 8-K’s enables us to collect much more granular data,
including data on the way the downsizing was performed (e.g., temporary versus permanent
downsizing), than what could have been deduced by collecting data on annual employment
figures.

The collection of data on downsizing was performed via a two-step process. The first step



consisted of a fuzzy searchﬂ to identify those Form 8-K’s that contained at least one keyword
related to Covid-19 as well as a number of keywords possibly referring to downsizing and
applications made under the CARES Act. The Covid-19 downsizing and CARES keywords

that were used are listed below.

e Covid-19 keywords: Couvid-19, coronavirus, pandemic, epidemic, and health crisis.

e Downsizing keywords: workforce, headcount, staff, employees, personnel, labor force,
response, downsizing, furlough, shutdown, close, redundancy, compulsory, voluntary,
temporary, shorten, early leave, forgo, and reduce.

e CARES keywords: Coronavirus aid, CARES act, relief, assistance, payroll support,

loan, treasury department, and economic securityﬂ

The second step consisted of manually checking all the Form 8-K’s that had been identi-
fied for the presence of the above keywords. We also cross-checked the information pertaining
to applications under the CARES Act provided in the Form 8-K’s with information on the

website of the US Treasury Department to ensure data Consistencyﬂ

3.2.  Methodology
3.2.1.  The Regression Models and Key Variables

To test the validity of our hypothesis that CEO political ideology affects the way a CEO
reacted to the 2020 pandemic, we estimate multinomial logits. While the full details about
the multinomial logits can be found in Appendix [B] in a nutshell the various multinomial
logits enable us to estimate the likelihood of a (more) conservative CEO adopting a (more)
shareholder-friendly reaction to the pandemic compared to a (more) employee-friendly reac-

tion. We consider reactions that prioritize safeguarding the dividend — or meeting dividend

8 A fuzzy search is a text mining technique of approximate string matching that may be less than 100%
perfect when finding correspondences between keywords and words in a paragraph of text (Levenshtein,
1966).

9For each keyword, the search also uses variations of the keyword, such as ‘reducing’, ‘reduction’, and
‘reduced’ for ‘reduce’.

Ohttps://home.treasury.gov/policy-issues/cares, accessed on February 28, 2021.



expectations — over maintaining employee numbers as shareholder-friendly while reactions
that avoid downsizing are considered to be employee-friendly.

The question arises as to the comparator that should be used for the quarterly dividends
in calendar year 2020. On the one hand, it can be argued that the comparator should be
the dividend per share for the equivalent quarter from the previous year, i.e., year 2019.
For example, the dividend for the second quarter of 2020 should then be compared with
the dividend for the second quarter of 2019. If the former happens to be lower than the
latter, this would qualify as a dividend cut. On the other hand, it can be argued that the
counterfactual for the pandemic is not the year 2019 as before the pandemic started investors
might have expected the dividend in 2020 to increase in line with earnings per share that were
also expected to increase. Hence, we opted for comparing each of the quarterly dividends
per share (DPS) in 2020 to the expected dividend per share for that quarter. For the latter,
we use the difference between the actual DPS in a given quarter of 2020 and the arithmetic
mean of analysts’ forecast for the DPS in 2019 This data is obtained from I/B/E/S.
Taking a slightly different perspective, in quarter g of year ¢, i.e., qt, the actual change in

the dividend is equal to:

DIV, — DIV,

whereas we compare the actual dividend to the expected dividend, that is:

DIV, — E,_1[DIV,,)].

Note that this is equivalent to comparing the actual change in the dividend to the ex-

pected change in the dividend, that is:

DIV, — DIV, — {E,_1[DIVy] — DIV, }.

1See also |Amin et al.| (2015) who call this measure the ‘dividend surprise’.



Again, to test the validity of our main hypothesis that conservative CEOs are more
likely to choose shareholder-friendly reactions to the fallout from the pandemic, we distin-
guish between entirely shareholder-friendly reactions, entirely employee-friendly reactions,
and reactions that favor neither of the two. In what follows, we refer to these reactions as

“employee pain”, “shareholder pain”, and “shared pain” or “no pain”, respectively:

e “Employee pain”: downsizing while maintaining the dividend, i.e., meeting the ex-
pected dividend, which means that the employees are bearing all the pain;

e “Shareholder pain”: no downsizing and paying out a dividend below the expected
dividend, which means that the shareholders are bearing all the pain;

e “Shared pain”: downsizing and a dividend below the expected dividend; and

e “No pain”: no downsizing and paying out the expected dividendm

In detail, with the help of multinomial logits we estimate the likelihood of five different
shareholder-friendly reactions relative to three employee-friendly reactions, as shown in Table
[l Note that for each pair, the alternative that is listed in the first column is the (more)
shareholder-friendly reaction, whereas the alternative that is listed in the second column is

the (more) employee-friendly reaction.

Insert Table 1 about here.

To estimate the likelihood of the reactions to the pandemic depending on CEO political

ideology, we estimate multinomial logits based on Eq. [1| below. The dependent variable of

12The reader should note that we also consider the reaction “employee pain and shareholder joy” in our
analysis (see Appendix B for further details). This reaction consists of downsizing the workforce while
exceeding dividend expectations. In Section [I.4] we then merge this type of reaction with the “no pain”
reaction. Our results do not change qualitatively.

10



the multinomial logits is explained in detail in Appendix [B]

Prob(Reaction type to pandemic) = a + f; * CEO political ideology + Po * Loss
+ B3 * Loss * CEO political ideology (1)

+ B4 x Control variables + €

We run three different multinomial logits as the above pairs of alternatives require three
different base cases (i.e., “shareholder pain”, “shared pain”, and “no pain”). Unless otherwise
stated, all variables are based on the calendar year 2020. Again, note that while the quarterly
data for 2020 are aggregated, we still retain the granularity of the quarterly data. Indeed,
the dividend falling below expectations is defined as a DPS in any of the four quarters of the
2020 calendar year, which falls below the expected DPS for the equivalent quarter. In turn,
a dividend exceeding expectations is defined as a DPS for any of the four quarters of 2020,
which exceeds the expected DPS for the equivalent quarter. For firms with both dividends
falling below expectations in some quarters and dividends exceeding expectations in other
quarters of 2020, we class such firms as firms whose dividend fell below expectations in 2020.
Given the context of the pandemic, this approach takes into account that firms may not
have met dividend expectations during the first two or three quarters of 2020, and then met
dividend expectations from 2019 once their earnings had recovered sufficiently.

Note that the dependent variable in Eq. [1|takes into account whether the firm downsized
or not. However, it does not distinguish between the various types of headcount reductions.
The different types of downsizing include temporary or permanent downsizing, voluntary
or compulsory downsizing, and/or putting in place a shortened work week program during
at least one of the quarters of 2020. We also considered a reduction in the working week
and salary reduction to be types of downsizing. Note that some firms may have engaged in
more than one type of downsizing in the same quarter, including combinations of voluntary
and compulsory redundancies. As mentioned in Section 3.1} after identifying the Form 8-

K’s containing some or all of the downsizing keywords, we encode the following indicator

11



variables to capture the occurrence of different types of downsizing: Downsizing (any of
the following types of downsizing), Temporary (temporary downsizing such as furloughing),
Permanent (permanent downsizing such as early retirement), Voluntary (voluntary leave),
Compulsory (compulsory leave), Shortened (shortened work week program), Reduced salary
(a salary cut for all staff), and Reduced salary board (a salary cut for the board only). E
We then aggregate these indicator variables at the annual level for the calendar year 2020.
As stated in Section [2] the retail, leisure, hospitality, and travel industries suffered sub-
stantially as they were unable to operate during part of 2020 due to lockdowns and travel
restrictions ((Chetty et al., [2020; Bartik et al.; 2020)). Firms in these industries typically did
not have the option to avoid downsizing. Nevertheless, the CEOs of such firms still had a
choice between different types of downsizing. Having data on the different types of downsiz-
ing then enables us to identify the severity of the downsizing. More specifically, employees
should prefer temporary downsizing over permanent downsizing. They should also prefer
voluntary redundancies over compulsory redundancies. Finally, they should prefer salary
reductions for the staff as well the board directors to salary reductions for the staff only.
In line with our main hypothesis, we expect that conservative CEOs opt for more severe
forms of downsizing. To test whether the CEO’s political ideology affected the severity of
downsizing for those firms engaging in downsizing, we rerun Eq. [1| by distinguishing between
firms that engage in permanent downsizing and those that engage in temporary downsizing.
For both versions of Eq. [I], our key variable of interest is C EO political ideology. CEO
political ideology is measured in two ways. First, we use CEO conservatism. Considering
the lifetime political donations of the CEO up to and including calendar year 2020 but

ignoring the donations made one year before U.S. presidential electionsﬂ this alternative

13The encoding of the various downsizing variables was conducted by two individuals of the data-encoding
team. Any discrepancies in the encoding between the two individuals were then resolved by the third member
of the team. We cross-checked this information with the 2019 and 2020 employee numbers from Compustat.
I3Earlier versions of the paper also included a variable, i.e., Downsizing date for each quarter, which
indicates the earliest date when downsizing occurred in 2020. This date is compared with the date when
the dividend per share changed. For only a few firms, the dividend (downsizing) decision preceded the
downsizing (dividend) decision. Hence, in general there was no timing difference between the two decisions.
Donations made the year prior to presidential elections tend to be driven by opportunism rather than

12



measure is based on the total amount the CEO donates to the Conservative party divided
by the sum of the total amounts donated to both the Republican party and the Democratic
party. Second, we use a set of four indicator variables measuring the political leaning of the
CEOQO: Conservatives who donated to the Republican party only, Liberals who donated to the
Democratic party only, Nonpartisans who donated to both the Democratic and Republican
parties, and ZeroDonations who made no donations to any political party. Note that we do
not remove the donations made the year prior to presidential elections while constructing our
political ideology indicator variables, as these variables are not prone to such opportunistic
donations (e.g., a liberal CEO is a CEO that has been making donations to the Democratic
party only). Also, note that there limitations to these indicator variables. First, we end up
with very few liberal CEQOs, i.e., only 28 such CEOs. Second, a CEO who might have donated
$100,000 to the GOP and $500 to the Democrats would be categorized as nonpartisan,
similar to another CEO who might have donated $200,000 to the Democrats and $1,000 to
the Republicans. Given these limitations, the descriptive tables that follow use the index
rather than four CEO categories to identify subsamples based on CEO political ideology.
Nevertheless, in the regression analysis we use both and find similar results.

While not a key variable of interest, we nevertheless consider the fact whether the firm
makes a loss in any of the four quarters of 2020 as a key determinant of the type of its
reaction to the pandemic. This is in line with [DeAngelo et al| (1992) who find that a loss
is a necessary condition for firms on the New York Stock Exchange (NYSE) to reduce their
dividend during 1980-1985. The majority of firms on NYSE with a loss during that period
reduced their dividend compared to only 1% of firms without a loss during the same period.
Interestingly, their study also implies that the proportion of firms that did not cut their
dividend in the wake of a loss is just below a majority. Hence, while a loss is a necessary
condition to cut the dividend, it does not seem to be a sufficient condition. We also interact

CEO political ideology with the Loss indicator variable (set to one if earnings per share in

ideology. For details, see |[Bayat and Goergen| (2020)).
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at least one of the four quarters of 2020 are negative, and zero otherwise).

3.2.2.  The Control Variables

Our first set of control variables includes measures, which have been shown to explain
changes in dividends. In line with DeAngelo et al. (1992)), we include Loss as mentioned
above. We also control for EPS and AEPS, which are earnings per share (EPS) for calendar
year 2020, and the difference between EPS for calendar year 2020 and EPS for calendar year
2019, respectively. Although the following variable has not yet been used to explain changes
in dividends, given the way we measure dividend changes (i.e., by comparing the actual DPS
in 2020 with the expected DPS), we also include EPSsurprise, i.e., the difference between
the actual EPS for the fiscal year 2020 and the expected E'PS for the same year). We also
consider stock repurchase behavior during the calendar years ¢ (¢ = 2019, 2020). Hence, we
calculate the following three variables: Repurchases; is an indicator variable set to one if
there were stock repurchases in calendar year t, and zero otherwise; Shares repurchased; is
the ratio of total shares repurchased in year ¢t to common shares outstanding in year ¢ — 1;
and Value shares repurchased, is the product of total shares repurchased in year ¢ and the
average price per repurchased share from the same year.

Our next two control variables are measures that could affect the likelihood of downsizing.
We include the two key variables that are included in the typical labor demand equation
(see Nickell (1984))). They are the wage costs and labor productivity. Wage costsagg is
the natural logarithm of wages, and Productivitysgg is measured by the natural logarithm
of sales, both measured for the fiscal year 2019. One limitation of the Compustat dataset
is the lack of data for labor expenses. More specifically, total labor expense data is scarce
in Compustat, covering only 12% of the firm-year observations in our sample. To deal
with this lack of data, we complement the firm-year observations available in Compustat
with data obtained from the Annual Survey of Manufactures (ASM) conducted by the U.S.

Census Bureau. Following Donangelo et al.| (2019), we estimate the total labor costs to the
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employer, using data for the U.S. at the two-digit NAICS level, as the sum of salaries and
wages plus additional costs (for more details see Appendix . In other words, we assume
that firms with missing labor costs have the same labor costs as their industry.

In addition, we include Institutional ownership ratiosgg, i.e., the ratio of institutional
ownership to the total number of shares outstanding, based on the calendar year end for 2019.
Furthermore, the indicator variable CARFES is set to one if the firm applied for assistance
under the CARES Act during the calendar year 2020, and zero otherwise. Finally, Red state
is an indicator variable that is set to one if the firm’s headquarters are located in a state
where a majority voted for the Republicans in the 2019 elections[?] All variable definitions

can be found in Appendix [C|

4. Empirical Analysis

4.1.  Descriptive Statistics

Table[2] reports summary statistics for the variables used in this study. Table[3|documents
the correlation coefficients between these variables. Both tables are based on observations
for the calendar year 2020, unless otherwise specified.

Table 2 suggests that for 43.1% of the firms at least one of the actual quarterly dividends
per share in calendar year 2020 is below the expected quarterly dividend. The percentage
of firms conducting downsizing is lower with 28.2%. In addition, most downsizing tends to
be of the compulsory type. Further, 8.3% of firms also reduced the salaries of the entire
workforce and 13.7% of the firms reduced the remuneration of the board of directors. Just
under 14% of firms have a CEO classed as conservative whereas 6.8% of firms have a liberal
CEO. Nonpartisans, i.e., CEOs who donated to both the Democratic and Republican parties,

make up 24.3% of the observations. At first sight, the low percentage of conservative CEOs

15Tt would not make sense to base this indicator variable on the 2020 Presidential Elections as the way
voters voted may reflect their satisfaction with how the US Government managed the pandemic.
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might appear surprising. However, the reader should remember that the definition of a con-
servative CEQO, which underlies the C'onservatives indicator variable, is extremely stringent.
Indeed, we only consider a CEO to be conservative if the CEO has only ever donated to
the Conservative party. This would exclude a CEO whose donations mainly targeted the
Republican party, with the exceptional, smaller donation to the Democrats. Furthermore,
in line with expectations, C EO conservatism is above 0.5 with 0.563, suggesting that the
average CEOQ is conservative. Still, the median is exactly 0.5. Further, 34.4% of the firms
reported a loss, whereas on average actual earnings per share are greater than the expected
ones (see EPS surprise). Importantly, while we use two very different sets of measures for
CEO political ideology, resulting in distinct distributions of conservative CEOs and other
CEOs, our regression results in what follows are not materially different. This confirms the
robustness of our key results. Finally, there was a drop in the ratio of shares repurchased in
2020 compared to 2019. The same pattern applies to the value of shares repurchased. About
10% of the firms applied under the CARES Act and received support for the effects from
the pandemic.

Table [3]documents a positive association between C EO conservatism and the actual div-
idend being above the expectation. The same pattern is observed for the indicator variable
Conservatives. In contrast, the correlation between the dividend exceeding expectations
on the one side and the indicator variables Liberals and Zerodonations is negative. In-
terestingly, the indicator variable ZeroDonation also suggests that CEOs without political
donations are more likely to pay a dividend, which is below the expected one. Nevertheless,
no association between the measures of political ideology and downsizing is found. The
results also suggest that nonpartisan CEOs tend to opt for permanent downsizing while
CEO conservatism is negatively associated with the softer form of downsizing, i.e., a short-
ened work week. Finally, we do not find a strong correlation between the CARFES indicator
variable on the one side and C'EO conservatism or any of the four indicator variables of

CEO political ideology on the other side. Hence, there is no evidence that CEO political
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ideology affected the likelihood of a firm applying for assistance under the CARES Act.

Insert Table 2 about here.

Insert Table 3 about here.

4.2.  Univariate Analysis

Table [4] focuses on the types of reaction of the S&P 500 firms to the pandemic. The level
of the observation is the firm. The table distinguishes between firms that downsize their
workforce during the calendar year 2020 and those that do not. In terms of the dividend
reaction, the table distinguishes between firms whose actual dividend is below the expected
dividend, those whose actual dividend meets the target, and those whose actual dividend
exceeds the expected dividend. Further, it distinguishes between conservative CEOs, i.e,
those CEOs for which CEO conservatism exceeds 0.5, and other CEOs, i.e., those CEOs
for which CEO conservatism equals or is below 0.5. The main numbers in the table are
the numbers of firms for a given combination of downsizing and dividend reaction to the
pandemic. Finally, the numbers in parentheses are the numbers of firms adopting a specific
combination of downsizing and dividend decision expressed as a percentage of the total
number of firms with a CEO with the given level of C'EO conservatism.

Table[d]suggests that conservative CEOs are no more likely to engage in downsizing: Both
the percentage of firms with a conservative CEO engaging in downsizing and the equivalent
percentage for all other CEOs amount to about 28%. However, the percentage of firms with
conservative CEOs that opt for “shareholder pain” is only 23% compared to 31% for firms
with nonconservative CEOs; i.e., they are less likely to avoid downsizing while paying out
a dividend, which is below investor expectations. In turn, there is a greater percentage of

firms with conservative CEOs, i.e., 16% (= 8.76% + 7.30%), opting for “employee pain”
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compared to the equivalent percentage of firms with nonconservative CEOs (12.5% = 5.94%
+ 6.56%).

Table |p| reports the percentages of firms that do and do not downsize, including the
different types of downsizing, while distinguishing between conservative CEOs, i.e., CEOs
for which CEO conservatism exceeds 0.5, and all other CEOs. Note that, as firms might
engage in more than one type of downsizing, the percentages of firms engaging in the various
types of downsizing exceeds 100%. While temporary downsizing includes mostly furloughing
and voluntary leaves from work, we also considered shortened working hours and salary
reductions to consist of temporary and compulsory downsizing.

The table suggests that the percentage of firms with conservative CEOs that engage in
permanent downsizing is greater with about 51% whereas this percentage is only 41% for
the remaining firms. In a similar vein, firms with conservative CEOs are less likely to adopt
temporary measures to reduce their workforce (i.e., the percentage being 72%) than the
remaining firms (i.e., 83% of the firms). Also in line with our main hypothesis, we find a
greater percentage of firms with nonconservative CEOs to adopt such forms of downsizing. Of
particular notice is the large difference in the percentage of firms with nonconservative CEOs
that reduce the working hours, i.e., 20%, compared to only 10% of firms with conservative

CEOs.

Insert Table 4 about here.

Insert Table 5 about here.

4.3.  Regression Analysis

Table [6] reports the results from the estimation of Eq. [l While in Panel A the political

ideology of the CEO is measured by C'EO conservatism, Panel B uses the CEO indicator
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variables, i.e., Conservative, Liberal, Nonpartisan, and Zerodonations, with the latter one
being dropped to avoid perfect multicollinearity. While we ran multinomial logits covering
all of the five pairs of alternatives listed in Table [I} the table reports only the first three
pairs (i.e., pairs A, B, and C). Indeed, we did not find that CEO political ideology matters
when it comes to the last two pairs of alternatives, i.e., pair D or “shareholder joy” versus
“shared pain”, and pair E or “shared pain” versus “shareholder pain”.

Panel A of Table [6] provides consistent evidence in favor of our main hypothesis. In
detail, the first column suggests that greater CEO conservatism increases the likelihood
that a firm opts for “employee pain”, i.e., it downsizes while meeting dividend expectations,
as compared to opting for “shareholder pain”, i.e., paying out a dividend that is below
the expected dividend while avoiding downsizing. Similarly, the second column suggests
that CEO conservatism also increases the likelihood of “employee pain” as compared to
“shared pain”. In other words, a more conservative CEQO is more likely to opt for paying
out a dividend that meets the expected dividend while downsizing the workforce compared
to failing to meet the expected dividend while also downsizing. Finally, the last column
of Panel A suggests that firms with more conservative CEOs are more likely to opt for
“employee pain” as compared to “no pain”, which would consists of maintaining employee
numbers while paying out a dividend equal to the expected dividend.

As discussed in Section 2, the CARES Act provided assistance such as loans and tax
support for businesses affected by the COVID-19 pandemic. E Firms may not be permitted
to conduct involuntary terminations or furloughs to be eligible to apply under the CARES
Act. For example, the Payroll Support Program to Air Carriers and Contractors published
in March 2020 required applicant firms to refrain from conducting involuntary layoffs or
furloughs for six monthsm While the CARES Act typically limited compulsory downsizing,
Panel A of Table [6] suggests that the CARES indicator variable increased the likelihood of

the firm to engage in “employee pain” compared to “shareholder pain” at the 10% significance

https:/ /home.treasury.gov/policy-issues/coronavirus
Thttps:/ /home.treasury.gov/system /files /136 /Payroll-Support-Procedures-Form-FINAL.pdf
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level. This counterintuitive relation can be explained by the observation that firms received
support via the CARES Act while still conducting downsizing. There are several possible
reasons for this. Some firms conducted downsizing in an earlier quarter and then applied
under the CARES Act and received support in later quarters. Some firms initially had
obtained support via the CARES Act, but due to the absence of additional support had
to conduct downsizing. For example, American Airlines Group proceeded with furloughs
to reduce its headcount absent an extension of the CARES Act Payroll Support Program
(PsP) [

When it comes to Panel B of Table [0, we find confirmation of the results from Panel A.
First, the indicator variable for conservative CEOs is consistently positive and significant (at
the 5% level or better) across all three columns of the panel. This suggests that conservative
CEOs are more likely to make the employees bear the negative consequences of the pandemic
than the shareholders. In detail, such CEOs tend to opt for “employee pain” rather than the
alternatives of “shareholder pain”, “shared pain”, and “no pain”. In contrast, none of the
other two indicator variables of the CEQ’s political ideology, i.e., Liberal and Nonpartisan,
are significant.

Finally, in both panels the indicator variable Loss is consistently positive and significant
(at the 5% level or better). This suggests that firms with negative earnings per share are
more likely to downsize their workforce. More interestingly, the coefficient on the interaction
between Loss and CEO conservatism in Panel A and the coefficient on the interaction
between Loss and the indicator variable C'onservatives tend to be negative and significant.
This would suggest that conservative CEOs may downsize to avoid an earnings loss, which
in turn would then enable them to pay a dividend that meets investor expectations pre-

pandemic.

Insert Table 6 about here.

8https://www.sec.gov/Archives/edgar/data/4515/000000620120000100/a8kerexhibit991q3-20.htm
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Figures (a) to (f) in Appendix D show the marginal effects of the Conservative indicator
variable on the predicted probability for (a) “shareholder pain” and (b) “employee pain” for
the entire sample. Figures (c) and (d) show the equivalent effects for the firms that made
an earnings loss in at least one of the quarters of calendar year 2020 whereas figures (e) and
(f) show the equivalent effects for the firms that did not make an earnings loss in any of the
quarters of calendar year 2020. The marginal effects confirm the results from Table [6] In
particular, conservative CEQOs are less likely to engage in more employee-friendly reactions
to the pandemic and more likely to engage in “employee pain”. These patterns are more
pronounced for the loss-making firms.

Table [7| revisits the reaction labeled ”employee pain” by distinguishing between tempo-
rary and permanent downsizing. First, we investigate whether (more) conservative CEOs
are more likely use temporary downsizing in order to meet dividend expectations as com-
pared to maintaining employee numbers while payout a dividend per share that falls below
expectation. Second, we investigate whether conservative CEOs are more likely to resort
to permanent downsizing than to temporary downsizing as compared to all other CEOs.
Table [7| uses C'EO conservatism to measure CEO political ideology. Note that the use of
the four indicator variables as an alternative resulted in huge standard errors on some of
the coefficients, likely reflecting the relatively small number of observations for firms using
temporary downsizing and permanent downsizing while meeting dividend expectations.

The first column of Table 7| supports the argument that (more) conservative CEOs use
temporary downsizing to avoid negative earnings per share, enabling them to meet dividend
expectations. Indeed, the coefficient on CEO conservatism is positive and significant at the
10% level. Importantly, the coefficient the indicator variable Loss is positive whereas the co-
efficient on the interaction between Loss and C'EO conservatism is negative. This suggests
that, while firms with nonconservative CEO are more likely to use temporary downsizing
when there is a loss, firms with conservative CEOs do the opposite. Putting everything

together, this confirms the argument that conservative CEOs temporarily reduce labor costs
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to meet dividend expectations. Still, the second column of Table [7] fails to provide evidence
that conservative CEOs are more likely to use permanent rather than temporary downsizing.
Similarly, the last column does not suggest that conservative CEOs are more likely to use
permanent downsizing when compared to the likelihood of avoiding downsizing while paying

out a dividend that does not meet investor expectations.

Insert Table 7 about here.

4.4. Robustness Tests

We perform the following robustness tests. First, we re-estimate the multinomial logits
from Table [6] while merging “employee pain and shareholder joy” with “employee pain”
(see Appendix . In other words, we no longer make a distinction for firms that downsize
between firms meeting dividend expectations and firms exceeding dividend expectations.
The results, which are not tabulated, confirm those from Table [6] and Table [7]

Second, we re-estimate the regressions from both Table [f]and Table[7] by dropping the 46
firms that applied under the CARES Act for support from the government. We find qualita-
tively similar results (not tabulated), albeit with the interaction between CEO conservatism
and Loss being less signiﬁcanﬂ and one regression (i.e., the second regression of Table (7))
struggling with high standard errors due to the substantial drop in observations.

Third, we include leverage, defined as the book value long-term debt over the book value
of total assets, as an additional control variable in our regression analysis. Indeed, one
could argue that firms with more debt might be subject to more stringent debt covenants,
which may limit the dividend per share to a maximum percentage of earnings per share.
The results, which are not tabulated, are qualitatively similar to the results from our main

regression analysis.

9This result can be easily explained by the positive correlation between the CARES indicator variable
and the Loss indicator variable. See Table
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Fourth, 20 of the 481 sample firms operate in Investment Banking and Securities Dealing
and Commercial Banking. As the US government imposed caps on dividends and suspended
stock repurchases for bank holding companies during the pandemic (Federal Reserve, 2020)),
we rerun the regressions from Table [6] and Table [7] by excluding these 20 firms from our
sample. We find qualitatively similar results to those in our main analysis.

Finally, we recode C'EO conservatism by setting values of the index between 0.4 and 0.6
to 0.5. The rationale behind this is that CEOs with values close to 0.5 do not have strong
political leanings. When we reestimate the multinomial logits in Panel A of Table |§] (the
results are not tabulated for the sake of brevity), we still find results that are qualitatively

identical to our main results.

4.5.  Further Analysis

The question arises whether firms that downsized during the year of the pandemic, i.e.,
the year 2020, did so to maintain their stock repurchase programs. Figure 1 shows the
percentages of sample firms with stock repurchases during calendar years 2019, 2020, and
2021. While Figure 1 (a) is based on the entire sample, Figures 1 (b) and 1 (c¢) focus on
the subsample of firms with C'EO conservatism > 0.5 and the subsample of firms with
CEO conservatism < 0.5, respectively. Figure 2 is the equivalent figure for the (sub)sample
average value of the stock repurchases in 2019, 2020, and 2021.

While Figure 1 suggests that the percentage of sample firms repurchasing their stock
dropped in both 2020 and 2021, neither was the drop in the percentage substantial nor
is there evidence suggesting that the drop was driven by CEO conservatism. Similarly,
Figure 2 does not provide any evidence that firms with conservative CEOs were more likely
to downsize their workforce to maintain their stock repurchase program.

Finally, we do not find a spike in stock repurchases during the second quarter of calendar
year 2020 when stock prices were low. Conversely, we find that the total value of stock

repurchases in the second quarter of 2020 was 3.6 times smaller than in the first quarter of
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the same year. Note that in 2019 there was also a drop in the total value of stock repurchases
from the first to the second quarter. However, the drop only amounted to 11%. In turn, the
total value of stock repurchases in the second quarter of 2020 was 2.9 times smaller than in
the equivalent quarter of the previous year. Hence, there is no evidence that CEOs of S&P
500 firms — whatever their political ideology — benefited from the relatively low stock prices

to buy back their firm’s shares.

Insert Fig. 1 about here.

Insert Fig. 2 about here.

5. Discussion and Conclusion

This paper studies how the CEOs of S&P 500 firms reacted to the Covid-19 pandemic.
The paper distinguishes between shareholder-friendly reactions and employee-friendly re-
actions. shareholder-friendly reactions are those reactions that prioritize maintaining the
dividend per share — or meeting dividend expectations — over safeguarding jobs in the firm.
In contrast, employee-friendly reactions prioritize safeguarding jobs. We hypothesize that
the CEQO’s political ideology affects the choice between shareholder-friendly reactions and
employee-friendly reactions. We argue that conservative CEOs are more likely to prioritize
the interests of the shareholder over those of the workers during the height of the pandemic
(i.e., during calendar year 2020).

We use political donations made by the CEOs as a measure for their political ideology.
Benefiting from granular data on downsizing obtained from Form 8-K’s and quarterly data
on actual dividends per share and expected dividends per share, we find the following. First,
we consistently find that conservative CEOs favor shareholders over workers during the pan-

demic. Second, when deciding on the quarterly dividends for 2020, CEOs use the consensus
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dividend per share for the various quarters of 2020 as forecasted by financial analysts in
2019 rather than the actual quarterly dividends per share as their target dividends. Put dif-
ferently, ceteris paribus conservative CEOs are more likely to pay out a dividend per share
equal to the expected dividend per share at the cost of possible downsizing. Finally, we
also find evidence that conservative CEOs use temporary downsizing to reduce labor costs,
thereby avoiding negative earnings per share, which in turn enable them to meet dividend
expectations.

Our paper makes an important contribution to the growing literature that suggests that
CEO characteristics, including CEOs’ political orientation, affect firm strategy and decision
making. In contrast, to most previous studies on the subject our paper makes use of the
Covid-19 pandemic as an exogenous, temporary shock to firms’ profitability, forcing CEOs

to choose between prioritizing the interests of their shareholder and those of their employees.
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Table 1: Potential reactions to pandemic

Pair Shareholder-friendly Reaction vs. Employee-friendly Reaction
A Shareholder pain
B Employee pain Shared pain
C No pain
D Wealth transfer from the employ- Shared pain

ees to the shareholders (‘“share-
holder joy”)
E Shared pain Shareholder pain

For each pair, the alternative that is listed in the first column is the (more) shareholder-friendly reaction,
whereas the alternative that is listed in the second column is the (more) employee-friendly reaction.
Please refer to Appendix |E| for a detailed definition of each alternative.
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Table 2: Summary statistics

Statistic Mean Median ~ St. Dev. No. Obs.
Actual Div. Above Expectation 0.315 0 0.465 457
Actual Div. Below Expectation 0.431 0 0.495 457
Actual Div. Equals Expectation 0.254 0 0.436 457
Downsizing 0.282 0 0.450 481
Temporary 0.147 0 0.355 481
Permanent 0.126 0 0.333 481
Voluntary 0.062 0 0.242 448
Compulsory 0.254 0 0.435 468
Shortened 0.049 0 0.217 481
Reduced Salary 0.083 0 0.276 481
Reduced Salary Board 0.137 0 0.344 481
Conservatives 0.139 0 0.346 481
Liberals 0.068 0 0.253 481
Nonpartisans 0.243 0 0.429 481
Zerodonations 0.548 1 0.498 481
CEO Conservatism 0.563 0.500 0.273 481
EPS 1.386 0.857 11.50 479
A EPS -0.222 0.010 2.592 481
Loss 0.344 0 0.475 479
EPS Surprise 0.698 0.396 1.673 481
Repurchasessgig 0.844 1 0.363 481
Repurchasessgag 0.804 1 0.396 481
Shares Repurchasedsgig 0.027 0.016 0.033 481
Shares Repurchasedsgog 0.014 0.007 0.023 479
Value Shares Repurchasedsgig 1933.634  365.461 5972.825 481
Value Shares Repurchasedsgoq 1383.461  150.032  10550.810 479
CARES 0.099 0 0.300 481
Institutional Ownership Ratiosgig 2.406 2.441 0.544 463
Productivitysgig 8.070 7.922 1.263 481
Wage Costsagig 5.079 0 8.516 481
Red State 0.419 0 0.494 481

This table reports the mean, median, and standard deviation for the S&P500 firms over the Covid-
19 period, i.e., the calendar year 2020. The rightmost column reports the number of observations
for each of the variables in our sample. We also report the repurchases indicator, the shares
repurchased, the value of shares repurchased, productivity, and wage costs for 2019.
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Table 5: Forms of downsizing by CEO conservatism

Firms with CEO Conservatism > 0.5 Firms with CEO Conservatism < 0.5

No Downsizing 72.54 70.80
(103) (240)

Downsizing 27.46 29.20
(39) (99)

Temporary 71.79 82.83
(28) (82)

Permanent 51.28 41.41
(20) (41)

Voluntary 28.21 17.17
(11) (17)

Compulsory 89.74 84.85
(35) (84)

Shortened Working Hours 10.26 20.20
(4) (20)

Reduced Salary 25.64 30.30
(10) (30)

Reduced Salary Board 53.85 44.45
(21) (45)

The table divides the sample firms into two subsamples, i.e., the subsample of firms with CEO conservatism
> 0.5 and the subsample of firms with CEO conservatism < 0.5 during calendar year 2020. It reports the
percentages of firms with and without downsizing for each subsample. In addition, it reports the number
of firms in each subsample that engaged in a particular type of downsizing expressed as a percentage of the
total number of subsample firms that engaged in downsizing. Note that as firms may engage in more than
one type of downsizing the sum of the percentages exceeds 100%. The numbers in parentheses in the table
refer to the actual numbers of firms. There are some small differences in the percentages of firms that do
and do not downsize between this table and the previous table. These differences are due to missing data
on the dividend decision.
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Table 6: Likelihood of a shareholder-friendly reaction compared to (more) employee-friendly

reactions

Panel A: Using CEO Conservatism

Pemployee pain
Pshareholde'r pain

Pemployee pain
Pshared pain

Pemployee pain

Pno pain

)

Intercept —5.246** —3.648 —4.481*
(0.047) (0.187) (0.104)
CEO Conservatism 3.659** 3.704** 4.172**
(0.038) (0.047) (0.020)
Loss * CEO Conservatism —3.821* —2.129 —4.709**
(0.072) (0.335) (0.035)
Loss 5.095%** 2.943** 5.124***
(0.002) (0.074) (0.002)
EPS —0.132 —0.112 —0.148*
(0.148) (0.285) (0.102)
A EPS —0.043 —-0.123 —0.084
(0.670) (0.306) (0.510)
EPS Surprise —0.145 —0.206 —0.422**
(0.485) (0.341) (0.050)
Repurchasessgag 1.024 0.828 1.156
(0.236) (0.357) (0.206)
Repurchasessgig 0.011 —0.225 —0.900
(0.991) (0.821) (0.384)
Productivityagig —0.316 —0.297 —0.185
(0.150) (0.193) (0.417)
Wage Costsagrg 0.019 0.025 0.0152
(0.581) (0.499) (0.680)
Institutional Ownership Ratioggig 0.248 0.193 0.190
(0.544) (0.648) (0.665)
CARES 1.165* 0.366 0.854
(0.094) (0.576) (0.243)
Red State 0.236 0.053 09.964
(0.632) (0.918) (0.902)
Consumer 0.598 0.428 0.810
(0.405) (0.558) (0.295)
Manufacturing 0.208 0.270 0.848
(0.768) (0.712) (0.278)
HiTec 2.708*** 2.832%* 1.394*
(0.000) (0.001) (0.064)
Health 0.017 —0.246 —1.021
(0.990) (0.858) (0.447)
Pseudo R? 0.130 0.130 0.130
Observations 440 440 440
Likelihood Ratio X2 191.230 191.230 191.230
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Table |§| Cont’d

Panel B: Using Political Ideology CEO Types

ln ( Pemployee pain > ln <Pemployee pain) ln (Pemployee pain)

Pshareholde'r pain Pshcw‘ed pain Pno pain

Intercept —3.710 —2.237 —2.639
(0.127) (0.381) (0.305)
Liberals —11.657 —11.362 —11.637
(0.987) (0.987) (0.987)
Conservatives 2.510** 3.890*** 3.106***
(0.017) (0.007) (0.006)
Nonpartisans 1.028 0.771 0.665
(0.427) (0.564) (0.609)
Loss * Liberals 26.425 11.332 11.504
(0.983) (0.987) (0.987)
Loss * Conservatives —2.439* —3.634** —4.192%**
(0.081) (0.038) (0.006)
Loss * Nonpartisans —0.414 —1.346 —1.492
(0.783) (0.372) (0.328)
Loss 3.233*** 2.536*** 3.426***
(0.000) (0.010) (0.001)
EPS —0.160* —0.133 —0.176*
(0.086) (0.213) (0.055)
A EPS —0.020 —0.097 —0.075
(0.842) (0.432) (0.572)
EPS Surprise —0.109 —0.198 —0.399*
(0.603) (0.364) (0.065)
Repurchasessgag 0.995 0.883 1.177
(0.264) (0.336) (0.212)
Repurchasessgg 0.118 —0.258 —0.908
(0.906) (0.801) (0.403)
PI'OdllCtiVityZOlg —0.334 —0.283 —0.182
(0.140) (0.225) (0.436)
Wage Costsagrg 0.025 0.034 0.021
(0.470) (0.361) (0.565)
Institutional Ownership Ratioggig 0.271 0.198 0.197
(0.495) (0.639) (0.655)
CARES 1.055 0.206 0.752
(0.136) (0.758) (0.311)
Red State 0.238 0.031 —0.089
(0.635) (0.952) (0.866)
Consumer 0.564 0.178 0.555
(0.444) (0.812) (0.488)
Manufacturing 0.155 0.229 0.756
(0.831) (0.761) (0.347)
HiTec 2.693*** 2.769*** 1.326*
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Table |§| Cont’d

(0.001) (0.001) (0.090)
Health —0.211 —0.478 —1.172

(0.876) (0.731) (0.388)
Pseudo R? 0.147 0.147 0.147
Observations 440 440 440
Likelihood Ratio X2 216.450 216.450 216.450

This table reports the coefficients from estimating various multinomial logits explaining the likelihood of the
firm adopting a (more) shareholder-friendly reaction to the pandemic relative to a (more) employee-friendly
reaction to the pandemic. Panel A uses CEO conservatism as the key variable of interest whereas Panel
B uses the indicator variables for CEO political ideology, i.e., Conservatives, Liberals, Nonpartisans, and
Zerosonations. FEmployee pain refers to the firm downsizing its workforce while paying out the expected
dividend in each quarter of calendar year 2020. Shareholder pain refers to the firm avoiding downsizing while
paying out a dividend, which is below the 2020 dividend as expected in 2019. Shared pain refers to the firm
downsizing its workforce while paying out a dividend, which is below the 2020 dividend as expected in 2019.
Finally, No pain refers to the firm avoiding downsizing while paying out the expected dividend in each quarter
of calendar year 2020. The numbers in parentheses are the p-values.*, ** and *** refer to statistical significance
at the 10%, 5%, and 1% level, respectively.
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Table 7: Likelihood of less employee-friendly reactions compared to more employee-friendly
reactions

Piem ) P, . P, i
cmporary downsizing permanent downsizing permanent downsizing
In (— In ( Rermanent downsizing In ( —pepmanent downsizing

PshaTeholdeT pain Ptemporm‘y downsizing PshaTeholdeT pain

Intercept —4.607 —3.303 —7.911*
(0.121) (0.517) (0.076)
CEO Conservatism 3.382* 0.259 3.641
(0.104) (0.940) (0.208)
Loss * CEO Conservatism —4.945** 2.813 —2.132
(0.049) (0.471) (0.521)
Loss 5.970*** —2.326 3.644
(0.002) (0.448) (0.166)
EPS 0.020 —0.284** —0.263**
(0.684) (0.024) (0.030)
A EPS —0.081 0.093 0.011
(0.449) (0.457) (0.925)
EPS Surprise —0.047 —0.192 —0.239
(0.854) (0.562) (0.355)
Repurchasessgzg 0.882 0.483 1.366
(0.249) (0.724) (0.265)
Productivitysgig —0.383 0.296 —0.086
(0.149) (0.454) (0.792)
Wage Costsaorg 0.0181 —0.020 —0.002
(0.609) (0.772) (0.975)
Institutional Ownership Ratiogig 0.203 —0.070 0.132
(0.634) (0.936) (0.872)
CARES 0.786 0.899 1.685*
(0.356) (0.393) (0.062)
Red State 0.418 —0.427 —0.009
(0.475) (0.633) (0.990)
Manufacturing —0.527 0.861 0.334
(0.544) (0.468) (0.713)
HiTec 2.174%* 0.772 2.947*
(0.005) (0.491) (0.004)
Pseudo R? 0.122 0.122 0.122
Observations 440 440 440
Likelihood Ratio y? 184.870 184.870 184.870

This table reports the coefficients from estimating two multinomial logits with two different base cases. The first column
estimates the likelihood of the firm using temporary downsizing to meet the expected dividend (“temporary downsizing”)
compared to avoiding downsizing while paying out a dividend below the expected dividend (“shareholder pain”). The second
column estimates the likelihood of permanent downsizing while meeting the expected dividend (“permanent downsizing”)
compared to “temporary downsizing”. The last column estimates the likelihood of “permanent downsizing” compared to
“shareholder pain”. The table uses CEO conservatism as the key variable of interest. Temporary downsizing refers to the firm
downsizing its workforce temporarily (e.g., via furloughing) in at least one of the four quarters of the 2020 calendar year whereas
Permanent downsizing refers to the firm downsizing its workforce permanently in at least one of the four quarters of the 2020
calendar year. Shareholder pain refers to the firm avoiding downsizing while paying out a dividend, which is below the 2020
dividend as expected in 2019 in at least one of the 2020 quarters. The numbers in parentheses are the p-values. *, ** and ***
refer to statistical significance at the 10%, 5%, and 1% level, respectively.
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Appendix A. Sample Selection Process

The number of firm-year observations lost during the sample selection of the S&P firms
for the period of the Covid-19 pandemic only (i.e., calendar year 2020) is:

1. We excluded firms whose headquarters are not located in the USA. The remaining
number of firms is 481 out of the S&P 500 firms. We downloaded Form 8-K for each of those
firms during the four quarters of calendar year 2020 and coded their downsizing variables.

2. Fourty-one firms were lost after merging the data from ExecuComp, I/B/E/S, and
the downsizing data with the data from Compustat. The final sample includes 440 firms.
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Appendix B. Multinomial Logit

The first multinomial logit uses the absence of downsizing and the actual dividend being
equivalent to the expected dividend as the base case. In detail, the values the dependent
variable of this multinomial logit can take range from 0 to 5, and their corresponding reaction
type is defined in the following table:

Dependent  Reaction label Reaction type

variable

(value)

0 No pain The firm does not downsize in 2020 and pays out

the 2020 dividend as expected in 2019 in each quar-
ter of calendar year 2020.

1 Shareholder pain The firm does not downsize and its actual dividend
is below the expected dividend in at least one of
the quarters of 2020.

2 No employee pain and The firm does not downsize and its actual dividend
shareholder joy is above the expected dividend in at least one of
the quarters of 2020.

3 Employee pain The firm downsizes but it pays out the expected
dividend in each quarter of 2020.

4 Shared pain The firm downsizes and its actual dividend is be-
low the expected dividend in at least one of the
quarters of 2020.

5 Employee pain and The firm downsizes and its actual dividend is
shareholder joy above the expected dividend in at least one of the
quarters of 2020. This reaction is also referred
to as “wealth transfer from the employees to the
shareholders”.

We estimate various multinomial logits varying according to their base case, i.e, base case 0, base case 1,
and base case 4, respectively.
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Appendix C. The Definition of Variables

Dependent Variables
See Appendix [B| for our main dependent variable.

Dividend measures

e Dividend exceeds expectations: An indicator variable that is set to one if the DPS for
at least one of the four quarters of the 2020 calendar year is higher than the expected DPS
for that quarter, and zero otherwise (Source: Compustat and I/B/E/S).

e Dividend meets expectations: An indicator variable that is set to one if the DPS for
at least one of the four quarters of the 2020 calendar year is equal to the expected DPS for
that quarter, and zero otherwise (Source: Compustat and I/B/E/S).

e Dividend below expectations: An indicator variable that is set to one if the DPS for at

least one of the four quarters of the 2020 calendar year is lower than the expected DPS for
that quarter, and zero otherwise (Source: Compustat and I/B/E/S).

Downsizing measures

e Downsizing: An indicator variable that is set to one if there was any following type of
downsizing in at least one of the four quarters of the 2020 calendar year, and zero otherwise.
Salary reduction is viewed as a variation of downsizing here. (Source: Form 8-K).

— Temporary: An indicator variable that is set to one if there was temporary downsizing
(e.g., furloughing) in at least one of the four quarters of the 2020 calendar year, and
zero otherwise (Source: Form 8-K).

— Permanent: An indicator variable that is set to one if there was permanent downsizing
in at least one of the four quarters of the 2020 calendar year, and zero otherwise
(Source: Form 8-K).

— Voluntary: An indicator variable that is set to one if employees were offered voluntary
leave in at least one of the four quarters of the 2020 calendar year, and zero otherwise
(Source: Form 8-K).

— Compulsory: An indicator variable that is set to one if there were compulsory
redundancies in at least one of the four quarters of the 2020 calendar year, and zero
otherwise (Source: Form 8-K and Compustat).

— Shortened: An indicator variable that is set to one if the firm applied a shortened

work week in at least one of the four quarters of the 2020 calendar year, and zero
otherwise (Source: Form 8-K).
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— Reduced salary: An indicator variable that is set to one if the firm reduced salaries

for all staff in at least one of the four quarters of the 2020 calendar year, and zero
otherwise (Source: Form 8-K).

— Reduced salary board: An indicator variable that is set to one if the firm reduced

the salaries for the board only in at least one of the four quarters of the 2020 calendar
year, and zero otherwise (Source: Form 8-K).

Key Variables

e Political ideology (CEO types): A set of indicator variables based on the following four

types of CEOs:

Conservatives: An indicator variable taking the value of one for CEOs whose
donations were to the Republican party only, and zero otherwise (Source: Federal
Election Commission (FEC)).

Liberals: An indicator variable taking the value of one for CEOs whose donations
were to the Democratic party only, and zero otherwise (Source: FEC).

Nonpartisans: An indicator variable taking the value of one for CEOs whose donations
were to both the Democratic and Republican parties, and zero otherwise (Source: FEC).

Zerodonations: An indicator variable taking the value of one for CEOs who made no
donations to any political party, and zero otherwise (Source: FEC).

CEO conservatism: Considering all the donations made by a CEO during his entire
lifetime up to and including calendar year 2020, but excluding the donations made one
year before the U.S. presidential elections, CEO conservatism is measured as the total
amount donated to the Conservative party divided by the sum of the total amounts
donated to the Republican party and Democratic party. For CEOs who did not make
any donations, this variable is set to 0.5 (Source: FEC).

Control Variables

EPS: Earnings per share (EPS) for fiscal year 2020 (Source: Compustat).
A EPS: EPSop20 — EPSg019 (Source: Compustat and own calculations).

EPS surprise: The difference between EPS for fiscal year 2020 and the expected EPS for
the same year (Source: Compustat, I/B/E/S, and own calculations).

Loss: An indicator variable that is set to one if EPS in at least one of the four quarters of
calendar year 2020 is negative, and zero otherwise (Source: Compustat).
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Repurchases;: An indicator variable that is set to one if there were stock repurchases in
calendar year t (t= 2019, 2020), and zero otherwise (Source: Compustat).

Shares repurchased;: The ratio of total shares repurchased in calendar year ¢t to common
shares outstanding in year ¢ — 1 (Source: Compustat).

Value shares repurchased;: The product of total shares repurchased in calendar year t
and the average price paid for the repurchased shares (Source: Compustat).

Wage costsagig: The natural logarithm of wages in fiscal year 2019. If the data is missing
in Compustat, we use data from the Annual Survey of Manufactures (ASM) conducted
by the U.S. Census Bureau. More specifically, we estimate the total cost to the employer,
using data for the U.S. at the two-digit NAICS level, as the sum of salaries and wages plus
additional costs. That is the sum of the annual payroll, total fringe benefits, the employer’s
cost for health insurance, the employer’s cost for defined benefit pension plans and the
employer’s cost for other fringe benefits (Source: Compustat and U.S. Census Bureau).

Productivityspig: The natural logarithm of net sales turnover in calendar year 2019
(Source: Compustat).

Institutional ownership ratioggg: The ratio of institutional ownership at the end of
calendar year 2019 to the total shares outstanding at the end of the same calendar year
(Source: Thomson Reuters Institutional (13f) Holdings).

CARES: An indicator variable that is set to one if the firm applied for assistance under the
CARES Act during calendar year 2020, and zero otherwise (Source: Form 8-K and the U.S.
Department of The Treasury website).

Industry indicator variables: We assign each firm to an industry based on its four-digit
SIC code in 2020 based on the Fama and French 5 industries. The industries are Consumer,
Manufacturing, HiTec, Health, and Other (Source: Compustat and Kenneth French’s data
library at http://mba.tuck.dartmouth.edu/pages/faculty /ken.french/data_library.html).

Red state: An indicator variable that is set to one if the firm’s headquarters are located
in a state where a majority voted for the Republicans in the 2019 elections, and zero otherwise.
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Appendix D. Marginal Effects

Figure D: Marginal effects for conservative CEOs
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This set of figures reports the marginal effects for the Conservative indicator variable. Figures (a) and (b) show the
marginal effect of Conservative switching from a zero to a one on the likelihood of “shareholder pain” and the likelihood
of “employee pain”, respectively, for the entire sample. Figures (c) and (d) are the equivalent figures for the subsample
of firms with an earnings loss in at least one quarter during calendar year 2020 and figures (e) and (f) are the equivalent
figures for the subsample of firms without an earnings loss during calendar year 2020.
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