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  “Does the firm‘s employee rela:ons relate to bondholder risk?“ 

•  )'-?$5-(
–  H&'C9&.C)*$*</B$')I2G;).3$2//&+<2A)C$=<A9$)EF.&3))$*).2G&'/$
–  JEF.&3))$*).2G&'/$</$')I2G;).3$*).2A)C$A&$3<).C$/F*)2C/$2'C$+*)C<A$*2G'I/$
–  >)I2G;)$*).2G&'$=<A9$'&'?/3/A)E2G+$/A&+B$*</BK$')I2G;)$L-A$'&'?/<I'<@+2'A$

*).2G&'$=<A9$/3/A)E2G+$*</B$2'C$+2/9$M&=$*</B$

4$



"&.) $&($JEF.&3))$").2G&'/N$1&G;2G&'$

•  "</)$&($9-E2'$+2F<A2.$<'$A&C23O/$L-/<')// $)';<*&'E)'A $
–  %92'I<'I $'2A-*) $&($A9)$@*E$
–  P)QIQ6$R<'I2.)/6$4777S$

•  T<A)*2A-*)$92/$*)2+9)C$'& $+&'/)'/-/ $2L&-A$*).);2'+) $&($)EF.&3E)'A $<//-)/ $A&$
@'2'+<2.$/A2B)9&.C)*/$

•  JEF.&3))$*).2G&'/N$$“firm’s policies and prac:ces aimed at resolving the conflicts 
inherent in the employment rela:onship and gaining the commitment of 
employees, in order to achieve organiza:onal goals and objec:ves” 
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“External” “Internal”: employee relations 
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PAGANO & Volpin (Journal of Finance, 2005) 

“… even when…long-term labor contract an ineffective takeover 
deterrent…management can count on employees to act in their 
defense against raiders.”… 

” workers can take industrial or political action to oppose 
takeovers. Employees’ lobbying against a change in control is 
complementary to long-term contracts as a takeover deterrent.” 



").2A)C$/A-C<)/$

–  %&/A.3$+2F<A2.$+92'I)/ $2'C$.23&d/6$/G+B3$=2I)/ 6$*)C-+)C$&F)*2G'I$M)`<L.<A3Q$
D2/$L))' $A)/A)C$=<A9$-'<&'/ $P%9)'$)A$2.Q6$4775S$

–  12'2I)*? )EF.&3)) $*).2G&'$kl$<EF.<+<A$A2B)&;)*$C)()'/) $Pm2I2'&$f$̂ &.F<'6$
nc477bSQ$,9)&*3$L3$/A-C3$&'$)EF.&3)) $/A&+B$&FG&'$F.2'/ $P"2-96$477ZS$

–  12'2I)*/$ 92;) $<'+)'G;) $A&$F*&;<C)$)`+)// $F23$A&$=&*B)*/$A&$)`A*2+A$'&'?
F)+-'<2*3$L)')@A/$P%*&'o;</A$)A$2.Q6$4778S6$/-+9$2/$.&32.A3$A&=2*C/$E2'2I)* Q$

–  %&/A.3$+2F<A2.$+92'I) $2'C$&F)*2G'I$<'M)`L<.<A3$92;)$L))'$.<'B)C$A&$*</B$L&*') $
L3$<';)/A&*/$P)QIQ6$"-L<'/A)<'6$Y8gWK$H&&A96$Y88YK$%&&F)*$)A$2.Q6$477ZS$

–  H&'C9&.C)*$*</BV$

8$



Y7$

Employee Relations for Work Motivation and Risk Reduction 
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Monetary : extrinsic motivator Non-pecuniary: intrinsic motivator 
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 "Losses arising from acts inconsistent with employment, health or safety laws 
or agreements, from payment of personal injury claims, or from diversity / 
discrimina:on events." 
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Types of civil rights complaints (involving private suits) filed in U.S. district courts, 1990-2006a 
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Plaintiff Winners and Awards in Civil Rights Complaints 
Terminated by Trial in U.S. District Courts, 1990-2000a 
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Faleye & Trahan (2006) 
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•  KLD STATS 
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  Employee Rela0ons Index (ERI) = Strengths ‐ concerns 
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–  !A-C3<'I$A2B)&;)*$F*&L2L<.<A3$

4_$



O##',.2;(

4b$



pTX$m)*(&*E2'+)$h!A*)'IA9i$#'C<+2A&*/$

4Z$

Union Relations The company has taken exceptional steps to treat its unionized workforce fairly. 

No-Layoff Policy The company has maintained a consistent no-layoff policy. KLD has not assigned 
strengths for this issue since 1994. 

Cash Profit Sharing The company has a cash profit-sharing program through which it has recently made 
distributions to a majority of its workforce. 

Employee Involvement The company strongly encourages worker involvement and/or ownership through stock 
options available to a majority of its employees; gain sharing, stock ownership, sharing of 
financial information, or participation in management decisionmaking. 

Retirement Benefits Strength The company has a notably strong retirement benefits program. 

Health and Safety Strength The company has strong health and safety programs. 

Other Employee Relations Strength The company has strong employee relations initiatives not covered by other KLD ratings. 
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CEO The company's chief executive officer is a woman or a member of a minority group. 

Promotion The company has made notable progress in the promotion of women and minorities, 
particularly to line positions with profit-and-loss responsibilities in the corporation. 

Board of Directors Women, minorities, and/or the disabled hold four seats or more (with no double 
counting) on the board of directors, or one-third or more of the board seats if the 
board numbers less than 12. 

Work/Life Benefits The company has outstanding employee benefits or other programs addressing work/
life concerns, e.g., childcare, elder care, or flextime. 

Women & Minority Contracting The company does at least 5% of its subcontracting, or otherwise has a demonstrably 
strong record on purchasing or contracting, with women and/or minority-owned 
businesses. 

Employment of Disabled The company has implemented innovative hiring programs; other innovative human 
resource programs for the disabled, or otherwise has a superior reputation as an 
employer of the disabled. 

Gay & Lesbian Policies The company has implemented notably progressive policies toward its gay and 
lesbian employees. In particular, it provides benefits to the domestic partners of its 
employees. 

Other Diversity Management Strengths The company has made a notable commitment to diversity that is not covered by 
other KLD ratings. 
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Union Relations The company has a history of notably poor union relations. 

Workforce Reductions The company has made significant reductions in its workforce in recent years. 

Retirement Benefits Concern The company has either a substantially under funded defined benefit pension plan, or an 
inadequate retirement benefits program. 

Health and Safety Concern The company recently has either paid substantial fines or civil penalties for willful 
violations of employee health and safety standards, or has been otherwise involved in 
major health and safety controversies. 

Other Employee Relations Concerns 

Controversies 

Non-Representation 

Other Diversity Management Concerns 

The company is involved in an employee relations controversy that is not covered by 
other KLD ratings. 

The company has either paid substantial fines or civil penalties as a result of affirmative 
action controversies, or has otherwise been involved in major controversies related to 
affirmative action issues. 

The company has no women on its board of directors or among its senior line managers. 

The company is involved in diversity controversies not covered by other KLD ratings. 
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Bond ratings Issuer ratings 
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 * Transla:ng logarithmic yield spread: 
–  ERI Coefficient {‐0.0165 ; ‐0.0322} 
–  Equivalent to a 1.65% ‐ 3.22% change in yield spread 
–  Median yield spread 120 bp 

 ** Median bond issue size = $300 mio.; Median interest payable in excess of Treasury rate = $3.6 mio. 
–  Median :me‐to‐maturity = 10 years 

 *** ERI range {‐4 ; 8} 
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