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Abstract

How does political uncertainty affect firms’ saving? We incorporate election uncer-
tainty into a dynamic model of firm investment and saving. Our model predicts that
firms build up pre-election cash balances and, because cost of capital is high when
uncertainty is high, begin to rely on this cash before elections resolve uncertainty. We
find strong support for our predictions in our data and show that firms save an extra
quarter’s worth of cash before elections. This saving reflects substantial heterogeneity
in firms’ available sources of funding, so that changes to no one source of cash explains
firms’ aggregate pre-election saving. Firms that can cheaply raise internal funds by,
for example, retaining cash flow or decreasing payout do so. Other firms that rely on
external equity markets to raise cash adjust the timing and magnitude of issuances to
avoid higher financing costs around elections. Their willingness to rely on expensive
equity issuance before elections is evidence of the importance of political uncertainty
to firms’ saving decisions.
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Internet Appendix

Auxiliary tables and figures

e Expanded results:

— Table [A.1 provides coefficient estimates on controls for the regressions reported
in Table 2.

e Tables with coefficient estimates presented in Figures 5, 6, and 7 in the main text:

— Table [A.2 reports saving-income sensitivity results in subsamples.
— Table [A.3 reports payout results in subsamples.

— Table A .4 reports leverage results in subsamples.

— Table [A.5 reports SEO incidence results in subsamples.

— Table [A.6 reports SEO size results in subsamples.

e Auxiliary results to Figures 5, 6, and 7, reporting repurchases and dividend results in
addition to payout results and debt raised and retired results in addition to leverage
results:

— Figure [A.1 shows results for small and large firm subsamples.
— Figure [A.2 shows results for subsamples of firms with and without lines of credit.
— Figure [A.3 shows results for subsamples of firms with and without bond ratings.

e Auxiliary repurchases, dividends, debt raised, and debt retired results and coefficients
plotted in Figures [A.1, [A.2, and [A.3:

— Table [A.7 provides coefficient estimates for repurchases regressions in the whole
sample and subsamples.

— Table TA.8 provides coefficient estimates for dividend regressions in the whole
sample and subsamples.

— Table [A.9 provides coefficient estimates for debt raised and debt retired regres-
sions in subsamples.

e Auxiliary results:

— Table [A.10 provides coefficient estimates for ROA regressions in subsamples.

— Table TA.11 shows leverage results for: firms with and without lagged dividends,
firms with and without lagged payout, and firms with and without lagged repur-
chases.

— Table TA.12 shows estimates for leverage and long-term debt raised and retired
for the whole sample.

— Table IA.13 reports results for saving and dividends for firms with positive divi-
dends in the previous year.

— Table [A.14 provides results for an alternate definition of SEQO size.

— Table [A.15 re-estimates the main cash holdings results from Table 2 including
firm fixed effects.

— Table [A.16 re-estimates the main cash holdings results for subsamples of seasonal
and non-seasonal firms as Fairhurst (2019) defines.



Table IA.1: Expanded table for cash holdings regression results. This table reports regression coeflicients for regressions with quarterly cash holdings
(cash scaled by total assets) multiplied by 100 as a dependent variable (summarized in Table 2). The estimation is described in the caption of Table 2.

—4 -3 -2 -1 election +1 +2 +3 +4
quarter interaction 0.347*** 0.131* 0.257*** —0.068 —0.319*** —0.375*** —0.296*** 0.190** 0.480***
(0.101) (0.077) (0.075) (0.064) (0.117) (0.114) (0.091) (0.082) (0.122)
yearbefore —0.122 0.057 0.057 0.057 0.057 0.168 0.167 0.167 0.168
(0.149) (0.146) (0.146) (0.146) (0.146) (0.163) (0.163) (0.163) (0.163)
election —0.088 0.120 0.088 0.170 0.233 —0.243 —0.244 —0.244 —0.244
(0.217) (0.175) (0.167) (0.170) (0.171) (0.205) (0.205) (0.205) (0.206)
yearafter —0.032 0.062 0.062 0.062 0.062 0.135 0.109 —0.010 —0.083
(0.185) (0.176) (0.176) (0.176) (0.176) (0.165) (0.160) (0.154) (0.162)
yearbefore pres. 0.228 - - - - - - - -
(0.269)
pres. election - —2.67** —2.48*** —2.41%** —2.37** - - - -
(0.654) (0.633) (0.633) (0.619)
yearafter pres. - - - - - —1.98%* —1.76*** —1.87* —2.02%**
(0.539) (0.513) (0.516) (0.522)
yearbefore pres. x Q4 0.446*** - - - - - - - -
(0.118)
pres. election - 0.446*** 0.263*** —0.225*** —0.481*** - - - -
quarter interaction (0.126) (0.068) (0.065) (0.150)
yearafter pres. - - - - - —0.103* —0.302*** —0.086 0.489***
quarter interaction (0.061) (0.080) (0.071) (0.085)
yearbefore pres. xelection 0.044 - - - — - — — -
(0.366)
pres. election xelection - —0.715%** —0.591%** —0.752%** —0.801*** - - - -
(0.204) (0.180) (0.212) (0.222)
yearafter pres. xelection - - - - - 1.093*** 1.055%** 0.998*** 0.940***
(0.298) (0.332) (0.316) (0.313)
yearbefore pres. xelection x Q4 0.202 - - - - - - - -
(0.164)
pres. election xelection - —0.001 —0.491%** 0.147 0.344 - - - -
quarter interaction (0.271) (0.190) (0.316) (0.308)
yearafter pres. xelection - - - - - —0.276** —0.141 0.091 0.324***
quarter interaction (0.136) (0.135) (0.085) (0.098)

Continued on next page.




Continued from previous page.

Q1 0.080 —0.070 0.017 0.079 0.079 0.198*** 0.016 0.079 0.078
(0.055) (0.071) (0.056) (0.055) (0.055) (0.057) (0.056) (0.055) (0.055)
Q2 - - —0.186"** - - - 0.087 - -
(0.048) (0.058)
Q3 0.061 0.062 - 0.134** 0.061 0.062 - 0.037 0.062
(0.044) (0.044) (0.055) (0.044) (0.044) (0.046) (0.044)
Q4 0.524"** 0.714"* 0.653"** 0.714"** 0.914"** 0.714"* 0.652"** 0.715*** 0.469***
(0.058) (0.047) (0.058) (0.047) (0.077) (0.047) (0.058) (0.047) (0.054)
recession —0.5297  —0.473***  —0.492°*  —0.483**  —0.509°"*  —0.472"*  —0.472°*  —0.497*  —(.463***
(0.096) (0.088) (0.089) (0.088) (0.092) (0.088) (0.091) (0.089) (0.092)
unemp 10.558 10.694 10.728 10.697 10.702 10.668 10.796 10.803 10.547
(12.703) (12.694) (12.699) (12.712) (12.682) (12.706) (12.692) (12.703) (12.691)
leverage —46.112°%  —46.114%  —46.114**  —46.115"*  —46.112°*  —46.112"**  —46.112"* —46.113"** —46.110***
(2.752) (2.752) (2.752) (2.752) (2.752) (2.751) (2.752) (2.752) (2.752)
size —1.653°*  —1.653***  —1.653"*  —1.653"**  —1.653*"*  —1.653"**  —1.653*"*  —1.653**  —1.652***
(0.201) (0.201) (0.201) (0.201) (0.201) (0.201) (0.201) (0.201) (0.201)
capital expenditures —15.080*** —15.062*** —15.073"* —15.063*** —15.078"** —15.070** —15.076"* —15.067*** —15.085*"*
(3.219) (3.216) (3.216) (3.217) (3.215) (3.221) (3.217) (3.220) (3.218)
market-to-book 0.022"* 0.022"** 0.022"** 0.022"** 0.022"* 0.022"** 0.022"* 0.022"** 0.022"*
(0.005) (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) (0.005) (0.005)
ROA —2.1967  —2.197**  —2195%*  —2196***  —2.196"*  —2.196***  —2.196*"*  —2.196*** = —2.197***
(0.362) (0.362) (0.362) (0.362) (0.362) (0.362) (0.363) (0.363) (0.362)
no bond rating —0.099 —0.100 —0.100 —0.100 —0.099 —0.100 —0.099 —0.100 —0.097
(0.867) (0.867) (0.867) (0.867) (0.867) (0.867) (0.867) (0.867) (0.867)
working capital —44.952°%  —44.952%F  —44.952°F  —44.953%F  —44.951%F  —44.952%F  _44.953*"*  —44.953%F  _44.951*"
(3.895) (3.896) (3.896) (3.896) (3.895) (3.896) (3.896) (3.896) (3.895)
Observations 275,515 275,515 275,515 275,515 275,515 275,515 275,515 275,515 275,515
R2 0.510 0.510 0.510 0.510 0.510 0.510 0.510 0.510 0.510

Note: *p<0.1; **p<0.05; ***p<0.01
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Figure TA.1: Small vs. large firm auxiliary results.
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Figure IA.1: Continued from previous page.
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Figure IA.2: Firms with and without lines of credit auxiliary results.
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Figure IA.2: Continued from previous page.
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Figure IA.3: Rated vs. unrated firm auxiliary results.

Payout

0.2 1
0.14 l{] ] } %
MEBEREREE
0.1
S T S S S S

Quarters from election

Repurchases
0.2 A1
0.14

I }
ek it g op
-0.1 A
S R A A R S

Quarters from election

Dividends
0.104
0.054
- i S TS T {
0.00 {EIJ *EIJ I ¥ i i }ql
—-0.05 A
[ e N R T T

Quarters from election

® Ratedfirms 0O Unrated firms

13



1.0+

0.54

0.0

_0.5-

-1.0 A

Figure IA.3: Continued from previous page.

Leverage

-4 -3 -2 -1 0 1 2 3 4
Quarters from election

Debt raised

t b b " {%

1.0 1

0.5+

0.0 1

_0.5-

_10 -

-4 -3 -2 -1 0 1 2 3 4
Quarters from election

Debt retired

-4 -3 -2 -1 0 1 2 3 4
Quarters from election

® Ratedfirms 0O Unrated firms

14




(610°0) (1700 (600°0) (910°0) (810°0) (rt00)  (#10°0) (¥10°0) (¥10°0)
800 FO00—  wsl€00—  FIO0—  4€80°0—  wuPSO0 6000  «0€00—  T10°0— Suryelr puoq MOYIA
(¢cz00)  (€20°0) (1£0°0) (¥20°0) (0£0°0) (820°0)  (820°0) (8€0°0) (¢e00)
200 0T00—  S00°0— e100— 000°0— €200 910°0 8€0'0—  LTI00— Suryer puoq YA
w@.ﬁ.ﬁ@L EQDQ H;DQES ﬁ@@ Q“:S %E&.ﬁm Q NM‘R@QN
(6100)  (¥10°0) (110°0) (910°0) (810°0) (¢ct00)  (¥10°0) (¥10°0) (910°0) suLy [[e
8900 9T0°0—  «810°0—  +080°0—  wxGG0°0—  wlGO0 G000 600°0—  €10°0—  — 9IPaId JO 9UI[ IMOYIA
(820'0)  (2z200) (610°0) (920°0) (0£0°0) (920'0)  (820°0) (L20°0) (£20°0)  ATuo weos[ed(] Ul suLy
6800 920°0—  920°0— €00~  «u880°0— G800 91070 GI0'0—  SI00—  — 9IPAId JO UL INOYIIAN
(¢z0'0)  (810°0) (020°0) (220°0) (¥20°0) (¥20'0)  (2200) (220°0) (¥€0°0)
z€0°0 G000 G20°0— €10°0— z00°0— +060°0 €800 ws6L00—  E€TI0°0— JIPOID JO OUI] [IAN
w.&umiu \Q %mﬁ.& wﬁQQwNS ﬁ@@ QES mS&.@ﬁN b Nmﬁdm
(620°0)  (2100)  (S20°0) (¢20°0) (L£0°0) (F20'0)  (¢200) (2z00)  (0F0°0)
800 €100—  G80°0— 960°0— v 0— #8600 LFF00  «9G0°0—  T000— suwty o3rer|
(0z0'0)  (c10°0) (610°0) (910°0) (810°0) (21000)  (910°0) (710°0) (110°0)
7000 200°0— z00°0 700°0— 100°0— L10°0 G000 020°0—  100°0— suLIy [rewg
opoLay 9218 fiq wayf fo sajdwnsqng g joung
cr0°0 G700 GH0°0 cr0°0 GT0°0 G700 G700 G700 GH0°0 e |
CYS'OVe  CFROVE  €F8'OTT S eI e S eI e CYS'OVE  CFROFC  €FROVE  EFR'9FC SUOTYRAIOS( ()
(2100)  (600°0) (010°0) (€10°0) (810°0) (6000)  (210°0) (210°0) (910°0)
€800 FO00—  «820°0—  SI00—  LI€0°0—  wlPO0  FIO0  «0€0°0—  900°0— TOT)ORINUT 10)TeNY)
&&E@m &Q@\S — MESESQ wﬁwﬁﬁw&mﬁ D SD %wm@QULSQMMN v\ Nmﬁﬁm
7+ e+ o+ I+ RURRIE I— c— e— 7—

‘[9AST-99R)S 91} IR PAISISN]D 9IR SIOLIS PIEpUR)S

‘So[qrLIeA I9)IenD pue o[quRLIeA UOI109[® [RIIUSPISOId 97} U0oM]Id( SUOIIORIDIUI PUR IBOA UOIJIS[0 [RIJUSPISSId ST Iead ' JI oUO 03 [enbo o[qerIea
Areurq e M SUOTR ‘UOIRUI)SO [ORD UI POPN[OUL oI€ SO[(RLIRA I0JRIIPUI Jojrenb pur ‘A1isnpur ‘0ye)s ‘1eox ‘T o[qr], Jo uorjded o) Ul pouyep Os[e
9I® S[OIUO0D DIWOUOIOIIR] "dWIUN PUR UO0ISSIIAL DI8 S[OIFUO0D JTWOUO0IDOIIRW PIPN[OUT T S[qR], JO uoryded o1} Ul pouyop dIe S9[]elIeA [0IU0D
I Cseanjipuadxe ejided pue ‘YO ‘TeIdes Sursiom ‘98eIasd] PeSSe] ‘O1pel J0O(-01-1a3 Il PaF3e| ‘Sjosse [B)0} JO SO[ Pad3dr| :oIr S[OIJU0D ULIY
popnou] ‘pojusseld oIe u013IDLIUL 4274DND IO0] POYRUIIISO SJUSIONJR0D oy ATu() (00T Aq pordiynuu st o[qerrea juopuadop o1} ‘uoryelpidiojur jo
9sed 10, "IROA DO Ul 519SSk (810 JO ‘A[oA100dsol ‘O10I0) 1so[[ewus pue 1s0831q oY) Ul oIe ({ [oue) SULIY [[RWS pUR 98IRT 'SIOPRSN POZII[e)T
o} Aq porrejep ([ ysnoiyy g spued) sejduresqns pue (y [pued) ojdures o[oym oY) ul [) [oued IoJ ¢ 9[qr], Jo uolpded oy} ul peyroads JIomourel)
UOISSOIZOI o) JUISN S1asse [R)0} JO oFejuoorod e se soseypindal Jo suorssol1doy] ‘sojduresqns ul s}[nsad uoissoxdol soseypandoy :4°VI °lqeL

15



(¥00°0) (r000)  (e00'0)  (F00°0)  (S00°0) (¥00°0) (600'0)  (700°0) (€00°0)
L00°0— +60000  200'0—  000°0— 0000  «CI00— 80070 €00°0 31070~ Suryes puoq INOYIA
(€00°0) (900'0)  (v00°0)  (G000)  (800°0) (900°0) (800°0)  (800°0) (600°0)
9200— G000 ~010°0 w0100  .F10°0 G00'0—  L000—  2000—  600°0— Suryer puoq Y
w%t.ﬁ@& %QDQ wﬁQQES ﬁ@d QﬁS %E&.ﬁm Q NM‘R@QN
(€00°0) (€00'0)  (F00°0)  (¥000)  (900°0) (900°0) (L000)  (00°0) (L00°0) suLy [[e
L00°0 10000 200°0—  9000—  L00°0— 800°0— 010°0 €000 000°0 — JIPOID JO OUI[ JNOYIIAN
(800°0) (900'0)  (g00°0)  (g000)  (110°0) (800°0) (o10°0)  (110°0) (L00°0)  ATuo weos[ed(] Ul suLy
z10°0 7000—  F00°0—  $000—  TI00— 10000—  €000—  ST0°0 €00°0— — JIPOID JO 9UI[ MOYIIAN
(€¢00°0) (oo'0)  (g00°0)  (¥000)  (S00°0) (¥00°0) (6000)  (900°0) (L00°0)
900°0— +C10°0 T000  «20000—  wBI00  wall00—  €00°0—  F000—  L00°0— JIPOID JO OUI] [IAN
2P0 [0 UL INOYPUN PUD YPM SWLAL] 1) 19UDJ
(900°0) (€000)  (c00°0)  (90000)  (L00°0) (900°0) (900'0)  (800°0) (800°0)
«0200—  WIT00 7000 700°0 LT00  w9T00—  T000— €000 +xs€20°0— suwy o8rer|
(900°0) (v000)  (F00'0)  (c00'0)  (200°0) (L00°0) (6000)  (L00°0) (800°0)
000°0— 9000  T000—  S00°0—  800°0— 000°0— G100 L000—  €00°0— suLIy [rewg
opoLay 9218 fiq wayf fo sajdwnsqng g joung
601°0 601°0 601°0 601°0 601°0 601°0 601°0 601°0 601°0 e |
L08'89¢ L08°89Z  L08'89¢  L0R'89C  L0S'S9T L08°89¢  L08'89¢  L08'89¢  L0S'S9T SUOTYRAIOS( ()
(£00°0) (€000)  (zoo0)  (g00'0)  (¥00°0) (€00°0) (600'0)  (£00°0) (€00°0)
+L0000— 8000 T00°0—  T00°0— 0000  «0100— 9000 €00°0 L600°0— TOT)ORINUT 10)TeNY)
&&Sd% &QQ\S — wzﬁ.ﬁﬁa w@&%@@&mﬁ D SD mﬁﬁmﬁ.ﬁgg v\ Nmﬁﬁm
v+ e+ o+ I+ TOTOTd - c— e— p—

‘[9AST-99R)S 91} IR PAISISN]D 9IR SIOLIS PIEpUR)S

‘So[qrLIeA I9)IenD pue o[quRLIeA UOI109[® [RIIUSPISOId 97} U0oM]Id( SUOIIORIDIUI PUR IBOA UOIJIS[0 [RIJUSPISSId ST Iead ' JI oUO 03 [enbo o[qerIea
Areurq e M SUOTR ‘UOIRUI)SO [ORD UI POPN[OUL oI€ SO[(RLIRA I0JRIIPUI Jojrenb pur ‘A1isnpur ‘0ye)s ‘1eox ‘T o[qr], Jo uorjded o) Ul pouyep Os[e
9I® S[OIUO0D DIWOUOIOIIR] "dWIUN PUR UO0ISSIIAL DI8 S[OIFUO0D JTWOUO0IDOIIRW PIPN[OUT T S[qR], JO uoryded o1} Ul pouyop dIe S9[]elIeA [0IU0D
I Cseanjipuadxe ejided pue ‘YO ‘TeIdes Sursiom ‘98eIasd] PeSSe] ‘O1pel J0O(-01-1a3 Il PaF3e| ‘Sjosse [B)0} JO SO[ Pad3dr| :oIr S[OIJU0D ULIY
popnou] ‘pojusseld oIe u013IDLIUL 4274DND IO0] POYRUIIISO SJUSIONJR0D oy ATu() (00T Aq pordiynuu st o[qerrea juopuadop o1} ‘uoryelpidiojur jo
9sed 10, "IROA DO Ul 519SSk (810 JO ‘A[oA100dsol ‘O10I0) 1so[[ewus pue 1s0831q oY) Ul oIe ({ [oue) SULIY [[RWS pUR 98IRT 'SIOPRSN POZII[e)T
o} Aq porrejep ([ ysnoiyy g spued) sejduresqns pue (y [pued) ojdures o[oym oyj ul [) [oued IoJ ¢ 9[qr], Jo uolpded oy} ul peyroads JIomoure)

UOISSOIFOI o) SUISN $)osse )0} JO d3ejusdrod © Se SPUSPIAIP JO SUOISSOISIY

‘sojduresqns ur s)[NSdI UOISS2I30I PUSPIAI(] :8°VI °IqeL

16



10°0>d, *60'0>d,, T'0>d, 270N

(6L000)  (L¥00)  (650°0) (2%0°0) (L90°0) (L80°0) (¢s00)  (zvo0)  (980°0)
LEO0  wmSET0  630°0—  w8ET0—  w993°0—  L20°0— wPCT0  w0ST'0 w8LT°0  POINeI 39 Suryer puoq oy
(cgz0)  (180°0)  (c0T°0) (e¥1°0) (€91°0) (er1°0) (rro)  (1ero) (1210
T6C'0  WILT'0  LELT0—  .GGT0— TLO0—  wadTE0— L8070 ~V8T0  9Z1'0—  Ppastel jqo( Surjer puoq Moy
(est0)  (gv10)  (SPT°0) (621°0) (861°0) (ev1°0) (c1r0)  (e¥r'0)  (6L1°0)
61T°0 120°0 110°0— 0ET0—  wOLF0—  0ST0—  «uBSE0  LGET0 €870  POIOI IGO(J Suryer puoq Yy
(eze0)  (162°0)  (L£2°0) (vez0) (L92°0) (8¢£°0) (Log0)  (061°0)  (cve0)
90T°0— 86070 coT0 70T 0— 28T 0— 962°0— 062°0 ¢eT0 »CGGL'0  PasTe1 4qa( Suryer puoq Yy
mm.ﬁ.swsk %:0@ NS\QQ@S %ﬁ@ QNSS\ msg.sr& D Nmﬁsm
(£90°0)  (€700)  (F70°0) (L¥0°0) (280°0) (#90°0) (8¢0°0)  (z90'0)  (roT0) suuy [[e
910'0—  S€0°0 670°0 890°0—  w6LT0—  €00°0— SSIT0  wWIPT0 w20T0  POIRIIqe  — JIPOId JO oIl JNOYIAN
(ogz'0)  (980°0)  (F0T1°0) (¢21°0) (¥12°0) (611°0) (czr'0)  (zero)  (¥S1°0) sy [[e
LST°0 900 €00°0—  .T9T0— 0£1°0— H6820—  9L0°0 920  TCO'0—  POSIRI QR — HIPOID JO U JNOUYIAN
(Foro)  (0L00)  (990°0) (L60°0) (980°0) (890°0) (180°0)  (£2000)  (10T0) ATuo weds[ea(] Ul SwIY
71070 090°0 G600 PCI0—  waQ0€0—  LFIT0— €IT'0  wPlT0  GGT'0  POIIDI QR — HIPOID JO AU MMOYIAN
(1zz’0)  (9¢10)  (22T0) (1€1°0) (¥sz'0) (L8T°0) (1¢r0)  (Fer°0)  (FL1°0) Aquo weds[es(] ul suLy
681°0  ¥00°0—  S00°0— z9T'0— Ve 0— L81°0— 180°0 ~OTE0 €800 POSIRI QO] — }IPAID JO UL JNOUYIAN
(ctto)  (0g10)  (WST0) (¢11°0) (¥51°0) (e11°0) (cor'0)  (211°0)  (8¥T0)
TIT0  wllT0  GLOO—  wuTI€0—  w8LE0—  w8ET0—  F0T0  welSE0  4u8GP'0  POINOI AQR( JIPOID JO OUI] YA
(z8z0)  (2920)  (g6T°0) (20z°0) (81€°0) (0€2°0) (e9z'0)  (¥12°0)  (L¥T0)
980°0 JE0 €1380— PIE0— TCT0— HOFG0—  0FT0 LIF0  WLPF0 Pestel yqa JIPOID JO SUI] YITAN
Eﬁw&u KQ mwiﬁ ﬁ;o@tg E‘t\c QES wE&.ﬁm m NQQSHN
(0z1°0)  (S2000)  (¥I1°0) (860°0) (660°0) (720°0) (or10)  (960°0)  (611°0)
0£0°0—  ¥€0°0 ¥€0°0 P00~  welGE0—  G80°0— w00 w0020 GOS0  POINRI 39 suwy o8xer
(v61°0)  (0g2°0)  (£21°0) (8L1°0) (021°0) (861°0) (ev1'0)  (0gT'0)  (291°0)
7L0°0 120°0 L¥0°0 1€1°0— +89€°0— 801°0— GLOO  «u8GE0  I0F0  postelige( suwy ogrer]
(680°0)  (890°0)  (880°0) (280°0) (811°0) (e11°0) (¥80'0)  (g01°0)  (L60°0)
090°0—  FOT'0  ¥00°0— 00—  wu9Z€0— 6L0°0 =861°0 200 ~EFT0 PO 19 suLy [[ewg
(eve0)  (9z1°0)  (F9T°0) (7L2°0) (ze€0) (¢81°0) (L¥10)  (Fego)  (zeeo)
7670 €600 eI 0— 8LE0— €92°0— 761 0— 2900 L9080 66C°0—  POSIRI g SULIY [[eUIg
110497 2215 fig wyf Jo sapdwnsqng [y joung
7+ o4 7+ 1+ 0119979 1— — o— 7— Tea dop oduresqns

‘[oA9[-01B])S 91} J& POISISN[D oIe SIOLID PIRPUR)S "Iedk [Ded Ul S)osse
230} Jo ‘A[oarpoadsor ‘o[IoI10) 1so[[ewIS puR 1s9381q oY} UL oIe (Y [oURJ) SULIY [[eWIS pue o3I ‘Pojuesold oIe u0ion.Lojul 4934nnb I10] POYeTIIISo
SIUSTIOIO0D o) ATU() "SIOpPeaY PazdI[eIl o) Aq pofrelop sojdwresqns ur ¢ o[qr], Jo uonided o) ul poyads YIOMOUIRI] UOISSOIZ0I oY) Sulsn ()T Aq
pordiynu pue ‘sjosse Aq po[ess ‘palijel 10 pastel 1qop AfIerrenb Jo suoisso1doy] sejduresqns Ul s3NsaI UOISS2ISaI pPasTel/padiley 6°VI °1qelL

17



(sov'0) (Fsc0)  (ggvo)  (90e0)  (Lee0) (¢pe0)  (12p0)  (e8¢0)  (62€0)
¥I00—  GLT0 SVT0 e1e’0— TP o—  TIS0  TI€0— CVT0  wnnl6S°0 Suryer puoq JnOYIA
(960°0)  (g200)  (8¢00)  (g90°0)  (0L0°0)  (2900)  (Lv0'0)  (2%0°0)  (850°0)
ZIT0  8L0°0— 0000 Ge0'0—  ST00  «29T'0  «L600— ¥800— @200 Suryer puoq YA
wmﬁ.ﬁ@L EQDQ wﬁQQES EQ@ Q“SS %S&.ﬁm Q Nw\gﬁm
(9v¢'0) (ggL0)  (Fps0)  (9gv'0)  (89¢'0)  (zov'0)  (91¢°0)  (FFFO)  (S9%°0) suLy [re
8GF'0—  6ST0 12€°0 00— 0800  .F9L°0  6FE€0—  CGIF0—  .€GC'T  — YIPOID JO SUI TNOYITA\
(9¢z'0) (g6170)  (891°0)  (0810) (281°0) (061°0)  (0FT°0)  (6€1°0) (922°0)  Aquo uweos[es(] ur suuy
6L1°0  LVLE0  .L8T0—  8ST0—  9L10—  0ZT0— 2600 6610  «ELC0  — YIPAID JO OUI[ MMOYIIM
(e81°0)  (08000)  (L900)  (¢1T0) (€2000) (1900)  (12000)  (£2000)  (901°0)
€600 TG00~  wsllT0—  LTT0 9000  £50°0— L¥0°0 100°0 QLT HPOID JO Ol YHAN
1paLd 0 soUL) JNOYPM PUD YN SULLL] & 19UDJ
(0L00)  (0g00)  (¥e00)  (Lvo0)  (PC00)  (2¥00)  (9€0°0)  (2%0°0)  (950°0)
8600  080°0—  GS00— ¥€0°0 0100  «90T°0  .F900— SV00—  6£0°0 suay ofrer]
(og6'0) (Lez1)  (266°0)  (o¥80)  (6cL0) (L¥80)  (gg6'0)  (820'T)  (L6L0)
0£2°0—  €T10°0— 99.°0 9e¢'0—  02E€0—  G8€'T 6T 1— SVT0 L¥8°0 SULIY [[ewg
apo407 9218 fiq wuyf Jo sajdwnsqng [y jound
7+ o+ o+ T+ LEIEREIE I— z— e— v—

"[0AS[-01R)S 91} B POISISNI[D Ik SIOLID PIRPUR}S "IROA [ORD Ul $)osse (8107 Jo ‘A[oArjoodsor
‘910109 Jso[[eWS pue 1s0831q oY) Ul oIe (y [oURJ) SULIY [[eWS pue a8Ie] ‘pajussold ole ©0%j0DLojul 42740ND I0J POJRI)Se SJUSIOIE0d oY) ATU()
‘SIopeey poazIdI[e)l 8y} Aq pofrejep sojduresqns ul ¢ o[qr], Jo uorpdes oy Ul peyads JIomourel UOISSaISel oY) Suisn (O] Aq pordinu (sjesse
[e101 Aq pereos uorjealdep aI0joq awodul Surpeiado) YOy Al1911enb jo suolsserSey -sojduresqns ul sjnsal uoissaidal yOY :0T°VI °9eL

18



100>, :60°0>d,, (T0>d, 930N
(g600)  (gero) (8rro) (9r0) (0gr0) (6010)  (88000)  (6V1°0)  (221°0)
wBOV0— 1800 T600 L6820  L63€0 0900  LE9T0—  82T0—  .63C0— soserpandor pasSey oN
(r1r0)  (e0r0)  (280°0)  (o1r0) (19T°0)  (60T°0)  (62000)  (1€T°0)  (€PT°0)

wxOVE 0 8¥1°0 9110 680°0 x990 GTT'0— 4060 0— «VCC 0— «0670—  soseypandar pagde 9AT)ISO]
saspyounda.l pabb) gnoypm/ypm swayf fo sojdwnsqng ) jpung

(6v1°0)  (1¥1°0) (8¢1'0)  (981°0)  (2210)  (111T°0)  (960°0) (08T°0) (¢¥1°0)

w9V 0—  890°0 951°0 aall G810 1900  w€380— 020°0— 020°0— nofed pagSey oN
(1600)  (801°0) (c00) (£800) (621°0) (9010)  (290°0) (LTT1°0) (e11°0)
wIVE0— 6810 660°0 CCT0 w0190 00T°0—  wGST0—  4s0LE0—  44x89G°0— mnofed paSde] oA1IsO]

mofind pabb) gnoypm/ypm sw.yf fo so)dwnsqng g jpung

(Fer0)  (101°0) (0eT'0) (82T°0)  (€FT0)  (8L00)  (880°0) (6e1°0) (F21°0)

w1970~ T60°0 6LT°0 2810 wF8C0 €900  .ICT0—  €60°0— 0€1°0— puapIAIp pagSey oN
(0z10)  (cp10)  (16000) (g11°0)  (2¥1'0)  (1¥1°0)  (080°0) (ze1°0) (ce1°0)
82€°0—  TLTO €800 €600 9290 C6T0—  9IT0— wO8E0—  eel8G0— PUOPIAIP poS3e] 0A1}ISO]

spuapuarp pabbo) mnoynm/ypm swayf fo sojdwnsqng 1y 1pung

s e+ ¢t I+ Uo1}99[9 - ¢— €= =

‘[PA9[-09R)S B[} B POIAISN[D
9IR SIOLID PIRpUR)S G ©IN3I JO uorided o} Ul USAIS dIR S[OIIUO)) Pojuasold oI U01IDLIIUL LIPLDTD I0] POYRUIIISO SJUDIOJO0D o) A[U() "SIOPeIY
pazmdIe) oY) Aq porejep sejduresqns ur ¢ o[qr], Jo uorydeo a1} Ul peymeds yIomourel] uolssalder a1y Sutsn O] Aq parydimur (sjesse [ejo} Aq
PO[eds 1(OP ULISY-1IONS PUR ULIDI-UO] JO WINS 9Y}) a8vIdAd] A[1011enb Jo suolsso1doy] ‘sojduresqns ul s3nsal UOISsa1301 93eI9A9T IT'VI °IqeL

19



100>, €0 0>d,, ‘T0>d, 270N
9L0°0 900 9200 900 900 900 9200 900 9£0°0 |
cee'1se  TTe'lee  cee'1se  Toe'lse Gee'1se cee 14T coe'1se Toe'lSe  Tee'1se SUOIYRAIOS( ()

(280°0) (600)  (cco0)  (150°0) (890°0) (8%0°0) (¥50°0) (050°0) (620°0)
2]1qD1DO, JUIPUIAIP D SV PALLAL 1QIP WLLI-DUOT ) [PUDJ

€90°0 €90°0 €90°0 €900 €90°0 £90°0 £90°0 €90°0 €90°0 el
Ce1'eve CeT'She  €CI'SPe  €eI'SHe Ce1'ehe Ce1'eve Ce1'eve Ce1'ehe s e e SUOTYRAIOS( ()

(L81°0) (¢60'0)  (2600)  (T0T'0) (8¢T°0) F11°0) (9e1°0) (€0T°0) (6T1°0)
2120 VG0 LIT0—  wF830—  TET0—  .eGTE0— 0ST°0 6,20 2800 UOT)ORIONUT 10)TRNY)
21QDIUDA JUIPUIAIP D SD PISIDL 1QIP WAIT-BUOT & [oUDJ

6720 6720 6720 6720 6720 6720 6720 6720 6720 el
GIG'GLT GIG'GLT  GIC'GLT  GIS'GLT GIG'GLT GIG'GLT GIG'GLT GIG'GLT GIG'GLT SUOTJRATIS ()

(880°0) (¢80'0)  (880°0)  (260°0) (¥1T°0) (2L0°0) (cc0°0) (e11°0) (¥60°0)
21QDLIDA JUIPUIAIP D §D IDDUIIT [ JUDJ

iZan et ¢t 1+ U099 I— ¢— € =

‘[9AS]-99RY)S 9} IR POIDISNID OIR SIOLI® PIRPUR]G "G 2INSI  JO uoljded o) Ul USAIS 9IR SUOISSIISAI 9FRIOAI]
I0J S[OIU0)) ‘pojuasald oIe U01IDLIUL LIPLDND O] POJRTIISS SJUSIOIPO0D oY) ATU() *¢ 9[qe], JOo uoryded o) ul poyrads JIOMOUIRI] UOISSOIZOI 1)
Sursn (0T Aq perdinu (sjesse [e10) Aq po[ess) palrjel 1gop WLIe)-3uo] 1o ‘(sjosse [e10} A( Pajeds) pesrel Jap ULIe)-3uo] ‘(sjosse [ej0) Aq poyeods
1gep ULI9)-1I0YS PUR ULI)-3UO] JO WNS 9Y}) 93evIoAd] A[Ielrenb jo suolsseidoy -ajdures a[oym UI S3NSOI UOISSaIZaI a3eIoAS :ZI'VI °lqelL

20



7200 9500  ¥E00  ¥G00 w00 ve00 1800 ve00  1E00 o
LL9T8 L1918 LL9'T8 LL9'T8 LL9T8 L1918 LL9°T8 L1918 L1918 SUOIeATIOS ()

(ooz0)  (1¢170) (9v10) (zer0) (06T0)  (671T°0)  (¥€T'0) (121°0)  (08T°0)
861°0— 9¢0°0 0€1°0 6€0°0 ¥8¢°0 «GLC0— 72000 L80°0— 6¥0°0 TOT}ORIDIUT 10)TRN()
4D2fi sn01a4d UL SpUIPLALY 2013150d YN SWAY — 9)qDIIDA JUIPUIdIP D D sbuang (g ]PUDJ

W10 wiro  Iwro  IvI0 710 wio wiro 1o 1o ot
¢GL'08  TGL'08  GSL0S  TSL'08  TGL08 cGL'08  TGL08  ESL08  TSL'08 SUOI}RAIOS(()

(1t00)  (oto0)  (8000)  (6000)  (210°0) (so0'0)  (¢r00) (g10°0)  (200°0)

UV %S\Q.@am&& Ut spuapup MQ.S.@%QQ ym %Ec&u\. — 9]QDLLDO w@uﬁﬁ\m&wﬁ D SO Spuapl(] 'y pPuvd

an et ¢t I+ 013999 I— ¢— € =

‘[PA9[-01R)S B[} )€ POISISTI[D oIk SIOLID PIRPUR]S "SO[(RLIRA IojIenb pue o[qRLIRA U090 [RIIUSPISEId oY) UMooM)O(] STUOIIORISIUIL
pue Iesd mo1o9e [eIIULpPIseId ' ST IeaA ® JT ouo 09 [enbo o[qerres Areurq e [irm SUO[R ‘UOIJRWI)SO OB UL POPNOUL oI SS[(RLIBA I0JRIIpUl Iojrenb
pue ‘A1isnpur ‘oye)s ‘Ieox T o[qe], Jo uorjded oY} Ul POUloP OS[B 9I8 S[OIU0D JTWOUOII0IIRN dwWaUn PUR U01SSIIAL DI€ S[OIFUO0D ITWOUO0ID0IIRT
popnoul ‘T o[qe], Jo uorided oy} Ul PouUyIp oI SO[qeLIBA [0IJU0D WLIL] ‘seinjipuadxe [ejides pue ‘YO ‘Teided Sunjiom ‘0Felord] podde] ‘orjel
00(-0}-1o3[ Tt PaG3e ‘sjosse [B)0) JO 30 paSTe] :9Iv S[OIFUO0D WLIY POPN[OU] "Pojuesald oIe U0oDLaUL L9LIDND 0] POIRUIIISS SHUSIOIJO0D o) A[U()
‘00T Aq pordiynu st a[qerrea juopuadop o3 ‘uoryejordiojur Jo osed 10 "Ik snoradid oty url syuowided puopralp aAisod yjm suLIy I0J ¢ 9[qR], JO
uorpded o) Ul poyroads JI0MoTIRI] UOISSeI391 oY) SuIsn ( [ourJ) sjosse (8109 Jo agejueotod v se s3urars pue (y [oued) sjosse @409 Jo a8ejuadiod e
SB SPUSPIAID JO SUOISSaISaY ‘sjuamidAed pusplalp 9A13Isod snorasad [}Im SULIY J0J SI[NSSI UOISSaI3a1 SSUIARS pPUR PUSPIAI(] €T°VI 29&L

21



100>, :60°0>d,, (T 0>d, 970N

Fv9'0)  (z820)  (£02°0) (187°0) (¥92°0) (6L£70)  (L920)  (99g70)  (80€°0)
el T 0890 wFCG0— w69 T~ 4skl86°0— w080~  wGFO0  wenlG0T  ws€TOT Suryer puoq Moy
(go1°0) (zv1'0)  (¥6T°0) (e€1°0) (z0z°0) (voro)  (6¥10)  (600)  (L¥T°0)
e100—  gIT0— 1220 860°0— LG00— 100°0 900'0— 190°0 L8T°0 Suryer puoq YA
mmﬁ.ﬁﬁ& EQQQ w@QQwNS EQ\B Qw.ﬁz mﬁgﬁ&h& b EQ@&
(0gc'0)  (tee'0)  (8L2°0) (09¢°0) (99¢°0) (66€°0)  (ove0)  (g9g70)  (68€°0) suLLy [[e
w8V0T  wF8L0 w9890~  wmOC6T—  wIlL0—  .90L°0—  FOG0  4x688°0  4xx880'T  —IPOID JO SOUI MMOTITAN
(cog0) (98z°0)  (szT0) (86€°0) (vse0) (evz0)  (1gz0)  (9¥20)  (292°0)  Auo weos[es(] ul suwiIy
wCCTT TGP0 T9€°0—  wGCTT—  TIE0—  wllG0—  €CT°0  wbIL0 PG00 —2IPOId JO SOUT MNOTIA
(zgr0)  (FeT0)  (69T°0) (0£1°0) (8¢1°0) (FLro)  (8L10)  (L1T°0)  (P0T0)
G000 z6T0 P70 0— 8GT'0— C0E0—  L6E€0—  w8LF0  EFT0 €850 JIPAID JO OUI YHA
.\Rﬁm&w KQ %wﬁ.@ wﬁcﬁw.@s N:.Sw s\wsS mS&,@r& m Nmﬁ@ﬁw
(0L00)  (g¢80°0)  (91T°0) (£80°0) (L1T°0) (9900)  (¢600)  (6500)  (080°0)
ze0'0—  TIF00 LS00 €90°0— 690°0 STT0—  T100— LS00 z60°0 suLy ogrer|
(9.90)  (902°0)  (g67°0) (¢z8°0) (059°0) (cve0)  (¢190)  (0%9°0)  (609°0)
8LET  wmlGLT  wB6TT— w089C—  wWPEET— 00T T— OFL0  wIPOT  «unlES'T sy [rewg
op10497 9218 fiq wuyf fo sajduinsqng [y jouDJ
v+ e+ o+ T+ LGUREIE T— z— e— v—

"[0A9[-03B)S 91} )& POIIIST[D IR SIOLID PIRPUR)S 'SO[qRLIRA IojIenb pue o[qrLIeA U090 [RIJUSPISAId oY) U0oM)9(q SUOIJORIIIUL PUR I8IA UOTI}II[D
reryuopisald & ST I1BOA & JT 9UO 03 [enbo o[qrLIeA ATRUI] © M SUO[R ‘UOIYRWI)SO [YOBO Ul POPN[OUI oI S9[eLIRA I0)RIIPUI I9jIenb pue ‘A1jsnpur ‘oje)s
‘Teax T o[qr], Jo uoryded o} UI pouUYeP OS[e oIk S[OIJUOD JTWOUOIDOIIRIN "dUaUN PUR U0ISSIIAL DIR S[OIJU0D ITWOUOII0INRW POPN[OUT ‘T 9[qR], JO
uoryded oY) UT Pouyep oIv S9[(RLIRA [0IJU0D WL ‘soInjrpuadxe [ejrdes pue ‘y(OY ‘Teirded SUIom ‘9FeIoAd] Posse[ ‘Oljel J00(q-01-10 IRl PoFse]
‘sposse 1830} Jo S0] paSTe] :oqe S[OIJU0D ULIY POPN[OU] PIUasaId oI U0IDLIIUL L274DND 10] POYETIIISd SJUSIOJe0d 9y} AJu() 00T Aq pordmynur st
a[qerrea juspuadap o) ‘Uo1yeIaIdIoqUI JO 9SRS 10 "SIdPRSY POZIDI[RI 9} Aq paqrejap sejduresqns ut g o[qry, Jo uorpded oy ur paywads Jromourery
UOISS9I30 91} SUISn S}asse [B10) JO 98rjuadoiod € se }0o0)s Jo J[es Jo suolssaidoy] *sojduresqns Ul s)[Nsod UOISS2I39.1 }20IS JO o[eS :FI°'VI 2IqeL

22



10°0>d,.. :G0°0>d,. ‘1°0>d, 270N
L6L°0 L6L°0 L6L°0 L6L°0 L6L°0 L6L°0 L6L°0 L6L°0 L6L°0 |
§1G'6LE  GTS'GLG  G1G'6LC ST1G°6LT §1G'6LE  GTS'GLG  GTIS'Gle  GIS'GLE  STS'6LT SUOIYATIS ()

(@e10)  (2800) (£80°0) (¢eT°0) (Ler0)  (F200)  (g80°0)  (6600)  (F1T°0)

7+ e+ ¢t 1+ UOT}09[0 1— 7— o p—

‘uoryesy1oads o1} UO S[TRIdP I0J g d[qe], Jo uoryded o1} 990G "POPNIIUI OS[€ dIe S1I0JJ POXY IedX 'SIO9JJo POXT AIISNPUI PUR 9)e)S JO PrIISUI
S109]Jo POXY pue WY [IM g 9[RBT, Ul S}NSSI 97} JO UOIJRWIIS9-91 | *SIO9JJO POXI ULIY [IIM S}[NSJI uoissaaSod sSuIp[oy yse) :S1°VI °IqeL

23



(90N

10°0>4 s 160°0>d,, T°0>d,
81¢°0 81¢°0 81¢°0 81S°0 81S°0 81S°0 81S°0 81S°0 81S°0 |
LI6TST  LI6'IST LT6°TST LT6°T8T LT6°181 LI6TST  LIG'IRT  AIGTST  LIG'ISIT SUOTYRAISS( ()

(2eT0)  (0T1°0) (tot°0) (821°0) (0ST°0) (880°0)  (zor0)  (€80°0)  (ceT0)

w1 LGV 0 «6LT°0 #9866 0— «6LC0— #9068 0— 760°0— #+0G6S 0 «0LT°0 =678 0 uorjoeajur H@ahdﬁ@
[PUOSDISUOU & [9UDJ

LLV0 LLV0 LLV0 LLV0 LLV0 LLV0 LLV0 LLV0 LLV0 e |
10G°L¥ 10S°L¥ 10S°L¥ 10G°L¥ 105°L¥ 105°L¥ 10G°L¥ 10G°L¥ 10G°L¥ SUOIYRAISS( ()
(¢or'0)  (680°0) (921°0) (621°0) (091°0) (Fer0)  (cer0)  (991°0)  (80T°0)
860°0 100°0 1ST°0 962 0— 031°0— LT00  80T'0— 6180 G630  UOIORIOIUI I0jIeny)
NSQQ%Gm% ﬁ\ Nwism
v+ o+ - I+ LSRRI I— z— e— v—

‘uoryesyyroads oY) UO S[Iejap

10] g o[qel, Jo uorpdeo o1y 099G "SSUIP[OT T[SRD [RUOSLIS-UOU PUR [RUOSLIS [HIM SULIY JO UOTHUYDP (GT0Z) ISINIR,] o) Suisn paugep sojduresqns

I0J ¢ °[qe], Ul sjmnsad oy} JO UOoNjeWI}So-ol Y ‘SWLIL [eUOSeas-uouU pue [BUOSEIS J0J S)ISad QOmwmw.ﬂmwh mwgm—“:OQ gse) :91°VI 2l9&8L

24



Identification using close elections

We use U.S. gubernatorial election timing as a measure of uncertainty. Election closeness
seems, prima facie, a useful measure of uncertainty that could be used alongside or instead of
election timing. Election closeness provides gradation in uncertainty, allowing researchers to
examine how various levels of uncertainty affect firms. However, elections do not happen in
a vacuum. Gubernatorial election closeness is correlated with both the presidential election
cycle and state economic conditions. Thus, examining election closeness must be carefully
undertaken. For brevity, we leave this discussion to our appendix.

This appendix has three parts. First, we detail the endogeneity issues associated with
examining election closeness. This discussion provides important context for our second
part, in which we present robustness results examining how election closeness affects firm
cash holdings. Consistent with our model predictions and main results, we find that higher
uncertainty related to closer elections is associated with stronger evidence of savings behav-
ior. However, because of inherent endogeneity issues, we discuss these results cautiously.
Finally, we weigh the benefits of examining election closeness against the costs that come
with more complicated identification. While examining close elections may provide more
nuanced results than solely examining election timing, we argue that the growing political
uncertainty literature has reduced the benefits of examining closeness by rendering such tests
and findings redundant across studies.

U.S. gubernatorial election timing is an exogenous measure of uncertainty. Gubernatorial
elections are pre-scheduled, rather than brought on by political or economic conditions as
can occur in parliamentary systems, so election timing is orthogonal to the business cycle.
The exogenous nature of gubernatorial election timing combined with variation in election
cycles—at least some elections occur in every year—sets up an ideal difference-in-difference
(DD) framework for causal inference.

In contrast, election closeness is correlated with several confounders, including presi-

dential elections and election cycles. Presidential and gubernatorial election outcomes are
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intertwined in complex ways. Carsey and Wright (1998) show presidential approval ratings
affect gubernatorial election voting patterns. Similarly, Simon (1989) concludes evaluations
of the president can affect individuals’ voting patterns and gubernatorial election outcomes,
calling the phenomenon by which all lower-level elections to varying degrees reflect an evalu-
ation of the president, “electoral retribution”. Peltzman (1987) notes gubernatorial elections
in the year or two following the presidential election gives “voters the opportunity to ‘settle
up’ with the president...” Erikson, Folke, and Snyder Jr. (2015) examine a story with re-
versed causality and find that gubernatorial elections affect subsequent presidential elections
by showing that states that narrowly elected a Republican governor are more likely to be won
by a Democratic presidential candidate, and vise versa. Results from these studies suggest
gubernatorial election closeness is correlated with evaluations of presidential performance,
the closeness of presidential elections, and the presidential election cycle.

The interconnectedness of presidential and gubernatorial election outcomes presents a
challenge to using gubernatorial election closeness as a measure of state-level uncertainty.
This interconnectedness suggests a serious measurement error problem with gubernatorial
election closeness, as closeness also likely reflects voters’ degree of satisfaction with the presi-
dent and his or her party and the timing of the gubernatorial election within the presidential
election cycle. It is unclear whether or how the effects of gubernatorial election closeness
can be disentangled from these presidential election factors.

The same literature that suggests presidential cycles are endogenous with gubernatorial
election closeness also examines how state economic conditions affect gubernatorial election
outcomes. To study the effects of state economic conditions on gubernatorial elections, a re-
searcher must control for confounders related to the president and presidential elections, and
vice versa. Peltzman (1987) and Carsey and Wright (1998) show incumbent governors per-
form less well when state economic conditions are worse. These studies suggest a correlation
between gubernatorial election closeness and state economic conditions.

The correlation between state economic conditions and gubernatorial election closeness is
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a more serious challenge to identification than the mismeasurement problem related to pres-
idential approval and election cycles. Correlation between state economic conditions and
gubernatorial election closeness results in the need to control for potential reverse causality.
State economic conditions, which can be reflected in firms’” higher (or lower) cash balances,
can result in closer gubernatorial elections. Whereas mismeasurement attenuates coefficient
estimates, reverse causality unpredictably biases estimates. Indeed, one reason we use elec-
tion timing as an exogenous measure of uncertainty is because other measures of uncertainty,
like the Baker, Bloom, and Davis (2016) economic policy uncertainty index, are correlated
with the business cycle. Including election closeness in our study effectively re-introduces
this endogeneity problem via a different route.

Our data reflect the same correlations between gubernatorial election closeness, the pres-
idential election cycle, and state economic conditions previous literature documents. The
top panel of Fig. IA.2.1 shows the number of gubernatorial elections (height of the blue bars)
for each year from 1981 to 2016. The number of close elections within each year is indicated
by the height of the red bars. We define close elections following Jens (2017), as elections
with vote differentials—the difference in percentage of votes received by the first and sec-
ond place candidates—in the bottom tercile of the sample. The top panel of Fig. TA.2.1
shows variation in election closeness over time. The bottom panel of Fig. [A.2.1 shows the
average vote differential for each year from 1981 to 2016. Consistent with the predictions in
Peltzman (1987), there is a rise in election closeness, seen in the figure as a drop in average
vote differential, in most years following presidential elections (1981, 1985, 1989, 1993, 1997,
2001, 2005, 2009, and 2013). With the exception of 1985, vote differential in these years is at
or below the average vote differential in the sample, indicated by the dashed horizontal line.
The results in Fig. IA.2.1 show a clustering in elections by closeness in the years directly
following presidential elections.

Fig. IA.2.2 shows a histogram of the number of elections in bins of election closeness.

The height of the bars shows the number of elections in each range of vote differential. Also
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indicated are the number of these elections that are in years following presidential elections
(height of black bar sections) and years with low GDP (height of dark blue bar sections),
which are defined as years in which the change in state GDP was in the bottom 15" percentile
of the sample. The figure shows close elections are more likely to occur in years with low
GDPs and years following presidential elections. The relation between close elections and
these potential confounders also appears to be nonlinear.

Table TA.2.1 provides summary statistics of vote differential, our binary election close-
ness variable, change in state GDP, and a binary variable for whether a year is the year
after a presidential election. We examine three subsamples: the most competitive tercile of
elections (Panel A), for which our binary closeness variable is equal to 1, the middle tercile of
elections by closeness (Panel B), and the least competitive tercile of elections (Panel C). The
percentage of the sample that is a post-presidential election year drops from 5.70% to 3.80%
to 1.89% moving from Panel A to Panel B to Panel C. These results show a correlation
between the timing of the presidential election cycle and gubernatorial election closeness.
Additionally, change in state GDP is lowest in the closest election tercile, with an average
of 4.27% (median of 4.63%), compared with averages of 5.58% and 5.44%, respectively, (me-
dians of 5.44% and 5.29%, respectively) in the middle and least competitive terciles. The
nonlinear relation between change in state GDP and election closeness is also apparent in
these results.

We do not make any kind of a causal statement based on our results in Figs. [A.2.1
and [A.2.2 and Table TA.2.1. It is sufficient for our discussion of the problems associated
with close elections that these correlations exist. No causal statements are necessary to
demonstrate these issues.

Despite the endogeneity issues inherent in examining election closeness, robustness checks
examining closeness are commonly requested and performed in the political uncertainty
literature. In Table TA.2.2, we follow suit and examine whether firms headquartered in

states with close elections have higher cash balances than firms headquartered in states with
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non-close elections. In our main results, we show firms hold higher cash balances up to four
quarters before elections, or starting in Q4 of years before elections. Before close elections,
we expect a stronger effect of uncertainty on firm cash holdings. Firms could begin to build
up cash balances even earlier than Q4 of years before elections and could build up larger
balances than are seen, on average, in election years, or both. Additionally, as uncertainty
related to close elections should resolve more slowly than uncertainty related to non-close
elections, we could see a more pronounced drawdown in cash following elections, both in
magnitude and duration.

To measure the effects of close elections on firm cash holdings, we use the same regression
framework as for Table 2 but with a binary election closeness, rather than timing, variable.
Following Jens (2017), we define close elections as elections with a vote differential—the
difference in percentage of vote received by the first and second place candidate—in the
bottom tercile of election closeness. In Panels A, B, and C, we limit our sample to years
before elections, years with elections, and years following elections, respectively. This setup
decreases sample size and power but allows us to measure an incremental effect of election
closeness on cash holdings. We interpret these coefficients as the difference between cash
holdings in firms headquartered in close-election states relative to cash holdings of firms
headquartered in non-close-election states.

Results in Table TA.2.2 show evidence of an earlier build-up in cash before elections.
Estimated coefficients for quarter interactions for Q1, Q2, and Q3 in the year before the
election are positive, indicating relatively higher cash balances in firms headquartered in close
election states relative to firms headquartered in non-close election states. In these quarters,
we estimate cash holdings of firms headquartered in states with upcoming close elections are
0.134%, 0.067%, and 0.009% higher than the cash holdings of firms headquartered in states
with upcoming non-close elections. Although these estimates are not statistically different
from zero, they are positive, as predicted, and suggestive of higher cash holdings before close

elections than before non-close elections. Generally, we see smaller t-statistics for estimates
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of pre-election cash buildup in Table [A.2.2 than in Table 2, likely related to the fact that
our sample was reduced by approximately 75% to focus on close elections.

Results in Table [A.2.2 also show evidence that close-election firms rely more on stored
cash following elections than non-close-election firms. Differences between the cash holdings
of close-election and non-close-election firms are small in election years. However, we find
that two quarters after the election, firms in close election states have, on average, 0.423% less
cash holdings than firms in non-close election states. This finding is consistent with slower
resolution of uncertainty, on average, following close elections than non-close elections, so
firms rely more on stored cash following close elections. Taken together, these results show
that examining close elections provide some evidence of stronger cycles in firm cash holdings
when uncertainty is relatively higher. However, given the large economic magnitude of cash
savings and dissavings around elections, on average, and that close elections are an imperfect
proxy for higher uncertainty, we are not surprised that the marginal effect of examining close
elections is small.

The one benefit of examining election closeness as an additional measure of uncertainty
is arguably outweighed by the cost of an extra hurdle to identification, particularly given
recent advances in the political uncertainty literature. Jens (2017) discusses the importance
of examining election closeness, noting that, “...if I do not look at some measure of gradation
of political uncertainty above the baseline level of political uncertainty created by elections,
I am unable to determine whether my effects are caused by higher political uncertainty as-
sociated with elections or the elections themselves.” However, there are now a number of
papers, including Julio and Yook (2012), Jens (2017), Chen, Cihan, Jens, and Page (2019),
and Atanassov, Julio, and Leng (2016), who use election timing as an exogenous measure
of political uncertainty. In contrast, no study exists using elections to study the effects of
elections themselves on firm decisions or clearly identifies any alternative story whereby elec-
tions themselves may affect firms. Additionally, there is evidence that volatility, a measure

of uncertainty, spikes around elections (Boutchkova, Doshi, Durnev, and Molchanov, 2012;
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Biatkowski, Gottschalk, and Wisniewski, 2008). The fast-growing literature on political un-
certainty now contains overwhelming evidence that elections measure political uncertainty,
so examining election closeness constitutes a robustness check that is increasingly unneces-
sary to demonstrate in empirical studies. Should such a robustness test be required, our
placebo analysis effectively demonstrates our results are not driven by spurious correlations
without requiring relying on identifying effects from close elections.

In sum, while election timing is a useful, exogenous measure of political uncertainty, the
incremental benefits of examining election closeness are less clear. An important concern in
examining the effects of any type of uncertainty is controlling for correlation between the
uncertainty measure and business cycle. Gubernatorial election timing is orthogonal to the
business cycle. While examining election closeness in addition to timing may provide addi-
tional information, election closeness is endogenous. Thus, incorporating tests with election
closeness as a variable of interest must be carefully designed and conducted. Ultimately,
in a study of political uncertainty proxied by election timing, endogeneity issues outweigh
the potential for stronger identification using election closeness, leaving little marginal value

from using closeness even as a robustness check.
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Table IA.2.1: Election closeness summary statistics. Summary statistics for vote differential (dif-
ference in percentage of votes received by the first and second place candidates), a binary election
closeness variable, change in state GDP, and a binary variable if a year is the year after a presidential
election. Samples are defined in the italicized headers. Gubernatorial election data are from 1981 to

2016.
Variable Min Q1 Median  Mean Q3 Max
Panel A: Most competitive (closest) tercile of elections
vote differential 0.006%  1.79%  3.53% 3.49% 5.14% 6.78%
close (binary) 1 1 1 1 1 1
change GDP -30.96% 2.73%  4.63% 4.27% 6.33% 12.87%
yearafter president (binary) 0 0 0 5.70% 0 1
Panel B: Middle tercile of election closeness
vote differential 6.78%  897% 12.09% 12.29% 15.21% 18.91%
close (binary) 0 0 0 0 0 0
change GDP —14.84%  3.56%  5.44% 5.58%  7.45% 12.87%
yearafter president (binary) 0 0 0 3.80% 0 1
Panel C: Least competitive tercile of elections
vote differential 19.09% 23.49% 30.79% 32.44% 39.93% 64.74%
close (binary) 0 0 0 0 0 0
change GDP —6.81%  3.97%  529%  5.44% 7.27% 19.70%
yearafter president (binary) 0 0 0 1.89% 0 1
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Table IA.2.2: Re-estimation of main cash holdings results with election closeness. Results
from re-estimations of the regressions in Table 2 with a binary treatment variable for election closeness,
rather than election timing. An election is close if the vote differential—the difference in percentage
vote received by the first and second place candidates—is in the bottom tercile of the sample. Sample is
limited to observations in years before election years, years with elections, and years after election years
in Panels A, B, and C, respectively. The quarter interaction variable is an interaction of yearbefore,
election, and yearafter in Panels A, B, and C, respectively, with the quarter indicated in the column
header. Standard errors are clustered at the state-level and given in parentheses below coefficient
estimates.

Ql Q2 Q3 Q4

Panel A: year-before-election observations only
Quarter interaction 0.134 0.067 0.009 —0.213
(0.230) (0.140) (0.138)  (0.190)

Observations 93,622 53,622 53,622 53,622
R? 0.508 0.508 0.508 0.508

Panel B: election-year observations only
Quarter interaction 0.005 —0.095 0.134 —0.044
(0.184) (0.126) (0.131)  (0.214)

Observations 61,654 61,654 61,604 61,654
R? 0.516 0.516 0.516 0.516

Panel C: year-after-election observations only
Quarter interaction 0.340 —0.423**  —0.008 0.077
(0.321) (0.146) (0.186)  (0.266)

Observations 56,322 56,322 56,322 56,322
R? 0.506 0.506 0.506 0.506

Note: *p<0.1; *p<0.05; **p<0.01
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