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This project examines whether firms’ use of alternative work arrangements,
particularly temporary agency workers, affects their cost of capital. Exploiting a major
labor-market deregulation in Japan that induced manufacturing firms to increase their employment of
temporary agency workers, my analysis shows that the cost of capital decreased in manufacturing
firms, relative to nonmanufacturing firms, after the deregulation. Further analysis using variations

within manufacturing firms provides corroborating evidence. The rigidity in labor expenses also
decreased in manufacturing firms. Overall, alternative work arrangements increase the flexibility in
labor costs, leading to lower operating leverage and cost of capital.
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