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How do firms and workers separate?

o Dismissals are costly for both firms and workers.

While those costs are usually taken as given, both parties can influence them.

[e]

o E.g.: employers decide which reference to provide, workers decide to settle or go to trial.

Interactions during dismissals can range between two cases:

[¢]

@ Cooperation to minimize separation costs (as predicted by efficient bargaining models).

® Conflict: deliberate imposition of costs.

[e]

How interactions actually play out during the separation remains open question.

o Many empirical challenges (coming up)

o

This paper: ask and devise empirical test for:

o Do the employer and the worker minimize costs during a dismissal?

o Does conflict play a (large) role in those decisions?



Real-world dismissals can appear conflictual
“Bossnapping” (e.g., Air France's layoffs in 2015):
Th Goodyear workers jailed for ‘bossnapping’

Sixteen men go on trial for alleged role in chaotic scenes last year
when airline bosses had shirts torn off fleeing angry staff

Air France: Stripping, 'bossnapping’ and
barricades - French workers on the rampage

INTERNATIONAL BUSINESS TIMES™

O Air France human resources chief Xavier Broseta is helped across a fence by security and police



Real-world dismissals can appear conflictual
Think about the last [dismissal, retirement]. If you had to ask a small favor to the worker (a

password, location of a document,...), do you think he would help you?

[Source: our HR director survey, more later]
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Real-world dismissals can appear conflictual

“Bossnapping” (e.g., Air France’s layoffs in 2015)

French employers don't think a dismissed worker would grant them a favor (compared to a,
e.g., retired worker).

In France, 25% of dismissed workers go to labor court.
Employers avoid advance notice, for fear of moral hazard, sabotage (Bewley, 1999, US).

— Anecdotal patterns suggest room for

o Departure from cooperative picture painted by standard models of job separations
(see next slide)

o Additional costs from dismissals



Contrast: “Coasean’ view and separations in workhorse models

o Standard “Coasean” models: workers and firms pick bilaterally efficient actions—find a
way (bargain) to exploit all mutual gains from trade.

o Even at and during the separation stage—and even during dismissals.

o Not much is known about the empirical separation process itself.

o Existing literature: whether and which separations are efficient (jobs with joint surplus < 0).

o Less studied: how do the firm and the worker behave during separations?

o The way separations play out matters:
o To compute the costs of job separations
o Are there missing margins in theory of job separations?

o What factors (EPL policies, HR practices...) facilitate / inhibit conflict and the associated
costs on this margin?



RQ: do firms and workers converge on bilarally efficient,
cost-miniziming actions during a dismissal? (Why not?)

o Empirical challenges:
o Measurement: which actions do/do not maximize joint surplus / minimize costs?
o Regulatory constraints: EPL imposes unilateral sep’s, may preclude Coasean bargains.

o Reform: introduction of "Separations by Mutual Agreements" (SMAs) in France in 2008
o SMA waives employment protection and dismissals costs (but preserves Ul eligibility)
o Requires mutual consent
o Explicitly allows flexible bargaining on terms (e.g., transfer to the worker)
= Designed to facilitate Coasean bargains

o Theory: standard endogenous separation model with flexible bargaining
= Prediction: SMAs are bilaterally efficient choice—should replace 100% of dismissals

o Empirics: estimation of the share of dismissals replaced by SMAs
o Admin & survey data + 3 empirical strategies

o Mechanisms: what prevents firm & worker from converging on the less costly sep. mode?
o Own survey of HR directors + existing data on labor courts, social climate survey



Preview of results

o Only 12% of potential dismissals use the SMA.
o 88% of dismissals end up with the inefficient costly separation mode.
o Dismissals ending up in labor court never substitute.

o Three main reasons explain 65% of the SMA failures:

@ Hostility between employers and workers

— Employment protection and dismissal stigma are used to impose costs on one another.

® Employers use dismissals to incentivize other workers, incentives, implicit contracts,...
(“discipline device)
— Dismissal decisions should be thought of at the firm level and ex ante, not ex post and
bilaterally/at the match level.

© Asymmetric beliefs about the potential labor court outcomes
— Can also explain the puzzle of why workers go to labor court.

o Suggests room for additional distortions and costs from those frictions more generally
during dismissals.



Roadmap

@ Institutional background
@ Theory: choice of separation mode
© Empirics: estimating the share of dismissals replaced by SMAs

@ Mechanisms: factors explaining the failure to bargain an SMA during a dismissal



Dismissals are highly regulated in France

France is ranked the 8" OECD country with the most stringent EPL.
o EPL targets permanent/open-ended contracts (85% of employment)

o 2 types of dismissals of permanent contracts: personal (77%) or economic (23%)*

Rules for personal dismissals—which are our focus:

o Dismissal cause must be serious enough and verifiable
o 3 types: (i) fault by the worker, (ii) professional incompetence, (iii) serious misconduct

o Process: mandatory employer-employee interview + 2 months notice

1

o Worker receives Ul and a severance: 1wage x tenure + = wage x max(tenure - 10,0)

o No experience rating

o 25% of dismissed workers go to labor court to challenge the cause

1Shares in 2003-2006, i.e., pre-reform



Other separation types until 2008

Economic dismissals

o Result from economic difficulties (e.g. firm exit)
o 12 times less likely to go to court than personal ones

o We don't study economic dismissals in this paper

o 23% of dismissals are economic, they are often collective
o They are about the firm's economic conditions (not about a firm-worker match)

Quits
o Worker-initiated, no reason required

o No severance package, worker not eligible for Ul



Introduction of “separations by mutual agreement” (SMAs) in 2008

June 25, 2008: introduction of SMAs (" Ruptures Conventionnelles")
o Result of an agreement between social partners in January 2008

o Aims to relax EPL while maintaining job security

Worker and employer must both agree to terminate the contract.

o Process: firm and worker meet to determine severance and separation date

o Bargain on a severance at least equal to dismissal level
o 1-month notice period

.
o Bottom line: easier/less costly than dismissal.

o Worker is eligible for Ul (as if dismissed)
o SMAs cannot be challenged in labor court

o Ongoing dismissals can be converted to SMAs at any stage



Quick SMA take-up at 16% of separations
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Roadmap

@ Theory: choice of separation mode



Model ingredients: unilateral separations only

Two-period model:
o Period 1: a firm and a worker are in a match, positive surplus to each party, with fixed
wage
o Between 1 and 2: shocks may shift the job or outside option value for the firm or the
worker
o They can separate before period 2 or continue the job

Unilateral separations:

o Dismissal: JF <V -f-c-5
o Firms pays red tape f
W o Worker receives Ul, b
o Transfers: severance 5 & court

Firm Worker

Job continues JF
| Dismissal V-f-c-5 U+b+c+5
Quit % U outcome ¢




Model ingredients: unilateral separations only

Two-period model:

o Period 1: a firm and a worker are in a match, profitable, with fixed wage

o Between 1 and 2: shocks may shift the job value for the firm or the worker
o They can separate before period 2 or continue the job

Unilateral separations:

Firm Worker o Dismissal: Jf <V -f-c-5

o Firms pays red tape f
Job continues JF Jw o Worker receives Ul, b
Dismissal V-f-c-5 U+b+c+5s o Transfers: severance 5 & court

Quit % U outcome ¢
o Quit: JY < U

o No Ul, no transfer, no cost




Baseline model: comparison of SMAs and dismissals

Features of SMA:
o Removes EPL: f =c=0
o Flexible bargaining of a severance, s’ (on top of )

o Requires mutual consent

Values:
SMA Dismissal Condition for preference of SMA
For the firm: V-5-sb V-f-c-5 sb<f+c
b U+b+c+s sP>c

For the worker: U+ b+5+s

= SMAs are bilaterally efficient if positive red tape costs of dismissals: £ >0

= All dismissals should be converted into SMAs.



Predictions of the model

JF
Pre-reform
@ All dismissals are converted into SMAs
o SMAs are the efficient mode of
separation, compared to dismissals

Post-reform  p----—-

Quit Job cont. ' Job cont.

Quit Job cont. 1 Job cont.
V-3 F-mmmm- ® Quits are not replaced by SMAs

Quit Job cont. | Job cont. o Quits induce no direct cost for firms
Quit SMA 3 Jgrb cont. N .
Vo foc ke ! © SMAs generate additional separations
b b ! o Of jobs that were marginal
| Dismissal | Dismissal |
% SMA % SMA %
| |

JW
U U+b+s+c



Roadmap

© Empirics: estimating the share of dismissals replaced by SMAs



Object of interest: Share of dismissals “converted” into SMAs

In more words: Share of dismissals that would have occurred under regime 1 (w/o SMAs),
SP, that are “converted” into SMAs under regime 2 (w/ SMAs), SfMAID’l

Next (quickly): define formally and clarify model analog

Then: present empirical identification



Object of Interest: Formal definition, model analog, identification

Object of interest: o: share of dismissals that would have occurred under regime 1 (w/o SMAs), S,

that are “converted” into SMAs under regime 2 (w/ SMAs), stMAlD’l:

SMA|D,1
SSMA

o= 51D (1)

Since introduction of SMAs shouldn't trigger additional dismissals, S = SZSMA‘D’1 + 52, and hence:
D _ D
5t 2 )
SP
57
=1-—= 3
= (3)
Model analog and prediction: conversion share is equal to share of would-be dismissals w/ f > 0:

=1-FH(0) (4)

where (F5(f) = F (f|]V - f = ¢ =5 < 0): marg. distribution of f among would-be dismissals, i.e.,
dismissals that would occur in regime 1 (w/o SMAEs).

Empirical identification: need to know at least two of dismissals in regime 1 and 2, and SMAs that
convert dismissals (would have been dismissals absent SMA possibility).



Object of interest: o: share of dismissals that would have occurred under regime 1 (w/o SMAs), S,

that that are “converted” into SMAs under regime 2 (w/ SMAs), SZSMA‘D‘I:
§SMAID.1 D
g = 27[) = 1 - % (5)
Sy Sy
=1-FH0)  (FL(f)=F'(f]V—-f-c-5<0): marg. dist. of f among would-be dismissals )
(6)
Dismissals in regime 1 (i.e., regime w/o SMAs) are jobs with negative firm surplus:
SlD:/l(V—f—c—§<JF)dF(.) (7)
Among those, conversions into SMAs are jobs w/ positive firing costs f: (SP = sSMAIDL gDy
SSMAIDL _ f 1(V—f—c—§< V—§—sb|V—f—c—§<JF)dF(.) (8)
:/1(f>O\fo7c—§<JF)dF(.) (used s° > ) (9)
Dismissals that still occur in regime 2 (i.e., regime w/ SMAs) have negative firing costs f:
55:/1(V—f—c—§zv-g—sb|V—f—c—§<JF)dF(.) (10)
=/1(—f—c2—sb|V—f—c—§<JF>dF(.) (11)

:/1(f§0\V—f—c—§<JF)dF(.) (used s° > c) (12)



Measurement of conversions of dismissals into SMAs

o Share of dismissals converted into SMAs:

with PD = PD + CV

===,

o PD: actual number of personal dismissals (observed)
o CV: number of dismissals converted into SMAs (unobserved)
o PD : counterfactual number of dismissals, had SMAs not been introduced (unobserved)

o 3 empirical strategies to estimate o:
@ Extrapolate aggregate time series to build counterfactual
® Difference-in-differences at labor market cell level

© Survey-based counterfactuals



Data: labor flows, labor disputes, social climate and own survey

o Administrative sources:
o Worker flows (MMO): micro-level records, 2003-2014
o Employment records (DADS)

o Labor court cases (Conseils des Prud’hommes)

o Surveys:
o SMA users: 4,500 workers who signed an SMA in 2011 (ran by Ministry of Labor)
o Labor Force Survey

o Survey on labor relations (REPONSE): 40,341 employees and 8,387 managers (ran by
Ministry of Labor in 2011 and 2017)

o Own survey of HR directors (more details in a few slides)



Personal dismissals, times series
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Personal dismissals, time series: o < 1
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Personal dismissals, time series: o < 1
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Overview of our estimation strategies (1/2)

0) We determine an upper bound for o.

o Assuming that ALL observed SMAs replace dismissals, what is the conversion rate?

. . . - AUB _ _SMAs _ _ aro
o In this unlikely scenario, we find 6% = SAPD = 36%

i PD=PD+SMA
I
024 i

SMA
g 3
* o164 }
é ! PD

o I
[} I
g |
*= 008 }
I
I
|
0 1

T T T U T T T
2002 2004 2006 2008 2010 2012 2014



Three strategies: 88% of p. dismissals are not replaced by SMAs
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Overview of our estimation strategies (1/3)

0) We determine an upper bound for o.
o Assuming that ALL observed SMAs replace dismissals, what is the conversion rate?

o In this unlikely scenario, we find 68 = 36%

1) We extrapolate aggregate time series for dismissals.

PDPOst_ ppPre

o Reductions in PD are attributed to SMA conversions: & = —=p55%

2) Difference-in differences across labor market cells. @
o We estimate the change in PD over time associated with higher SMA take-up.
o Estimate is combined with aggregate SMA take-up to predict aggregate conversions.

o 1,500 cells based on: industry, establishment size, occupation, tenure, age.



Overview of our estimation strategies (2/3)

PD growth rate

-2

-1

Slope: -0.887 (0.133)

Const.: ~0.008 (0.024)

2
SMA take-up

k=—4
k0

——e—— Weighted by cell size
---¢--- Unweighted

o
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k=5
|Og(PD;7t) =7tV + Z 5[( X SMA Take—up,. X ]lt=2007+k + Uit



Overview of our estimation strategies (3/3)

3) Survey-based counterfactual.

SMA Survey (2012): Would you still have left the establishment if the separation by mutual
agreement process did not exist?

# %
Yes, | would have quit 1,790 38.76
[ Yes, I would probably have been dismissed 994  22.08 |
No, | would have stayed 1,270 28.21
Other / doesn't know 448  9.95
N 4,502

= CV3 = 0.22 x SMAs



Strategy 1: extrapolate trends in aggregate time series
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Strategy 1: extrapolate trends in aggregate time series, &1 = %
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Strategy 2: panel variation in labor market cells
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Strategy 3: survey-based counterfactual
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Dismissals going to court are not converted into SMAs

o Dismissals with labor court entail larger red tape costs — should be more likely to convert
250000

150000 J\/\

50000
T T T T T T T
2002 2004 2006 2008 2010 2012 2014

Labor court cases following a dismissal

— Again, empirics are inconsistent with model predictions (and policy motivation).



Dismissal red tape costs (f)
To recap, condition for preference of SMA over a dismissal in standard model:

f>0
=o=1-F"(0)

Plausible is it that f < 0 for 88% of French dismissals? Substantial evidence that f is large
and firms try to avoid it:

o Long literature on EPL effects on hiring and separations (incl. in France)
o Policy motivation of SMA introduction

o We find several (observable) proxies for f:

o Spike in firm-initiated separations at the end of the probationary period

o Heavy use of fixed-term contracts of long / legal maximum duration (next slide)



Firms implement strategies to avoid f

o Maximum legal duration of fixed-term contracts is 18, 24 or 36 months.

13 17 21 25 29 33 37 4
Duration of fixed-term contracts (months)

m » Probationary periods

— Since firms usually try to avoid f, why not using SMAs instead of dismissals?



Firms implement strategies to avoid f—heterogeneity by o

o Maximum legal duration of fixed-term contracts is 18, 24 or 36 months.

——=e—— FTCs, o, below median

o
8
—=— FTCs, o, above median
---e--- OECs, c; below median
0 ---6--- OECs, o, above median
z
<
554
»
[fed
o
<
o

25 2
Job duration (months)

m » Probationary periods

— Since firms usually try to avoid f, why not using SMAs instead of dismissals?



Roadmap

@ Mechanisms: factors explaining the failure to bargain an SMA during a dismissal



What can explain the failure to bargain an SMA?

o Mechanisms that would further boost conversions into SMAs:

o Stigma of being dismissed for fault for the worke @
o Red tape cost of labor court for worker

o SMA easy and flexible process

o Factors we sidestep (because of, e.g., institutional context 4+ we ruled out with a survey):
o Limited information about SMAs

o Dismissal threat not credible
o Transaction / bargaining cost of SMA

Narrow down to three plausible factors missing in model:
@ Hostility, fairness, retaliation @
@® Firms using dismissals to incentivize workers @9

© Asymmetric beliefs about labor court outcome @

— We test for these three factors—and quantify relevance in o < 100%—with our own survey.



Own survey of HR directors

o We directly e-mailed HR directors between June and September 2024
o Contact information provided by HeadsOf (from LinkedIn profiles)

o 473 filled (~10% response rate, after 2 reminders sent)—final analysis sample 210

o High quality responses (provide details, pass attention checks,...)

o Sample is highly involved in dismissals:

o They make dismissal decisions (78%), implement them (95%), talk to lawyers (85%)
o 44% participated in >20 dismissals (32% to 5-19 and 19% to 2-5) in the last 10 years

We ask them questions about the last personal dismissal they decided or implemented.

o The SMA is discussed during 54% of dismissals



Own survey of HR directors

o We (Pauline and |) directly e-mailed HR directors between June and September 2024

o Contact information provided by HeadsOf (from LinkedIn profiles; plus secondary business
contact databases)

o 473 filled (10% response rate, after 2 reminders sent)

o Sample is highly involved in dismissals:
o They make dismissal decisions (77%), implement them (95%), talk to lawyers (85%)
o 42% participated in >20 dismissals (33% to 5-19 and 20% to 2-5) in the last 10 years

o High quality responses
o Mean response time: 13 min (median: 10 min)

o Pass attention check + provide many textual details + express interest in results

We ask them questions about the last personal dismissal they decided or implemented.

o Main analysis focused on dismissals that were not for serious misconduct

o Different trade-off for those, as severance and advance notice not required



SMAs do come up as an alternative to dismissals

Was an SMA ever discussed during the last dismissal?

Yes, by the employer 61 29
Yes, by the employee 24 11

Yes, by both 30 14
No 95 45
Doesn’'t know 0 0
N 210

54% of dismissals discussed an SMA:
o People know about the SMAs
o They consider the SMA as a potential substitute to the dismissal

o Since it was discussed, the HR managers are likely aware of the reasons it failed



Three main mechanisms

Do some of these reasons explain why an SMA was not signed with the dismissed worker?

Hostility and conflictual

The situation was too tense or conflictual.
relationship

Eg: Bad relationship, worker wanted to make things difficult

An SMA would have had a negative
Worker discipline | impact on other employees
device
Eg: It would signal the company rewards bad behavior,
or too many workers would ask for SMA

Asymmetric beliefs
about labor court

The employer and the employee had different
opinions on what could happen in labor court

Eg: on the probability that the worker would go to court
or the court outcome

T T
2




Three main mechanisms

Do some of these reasons explain why an SMA was not signed with the dismissed worker?

At least one of the
3 options

Hostility and conflictual
relationship

Worker discipline
device

Asymmetric beliefs
about labor court




Three main mechanisms

Do some of these reasons explain why an SMA was not signed with the dismissed worker?

At least one of the

3 options 9

Hostility and conflictual
relationship

Worker discipline
device

Asymmetric beliefs
about labor court

Yes, a little

I VYes, alot

8 1

L' Mor: other mechaniama J » Hostilty . » Spillovers 3 > Belist )



Counterfactuals

o We ask HR directors about hypothetical situations.

o If everything related to factor Z did not exist, what is the probability the dismissal would
have been an SMA?

o with Z = hostility, incentives, asymmetric beliefs (or all of them)

o We use their responses to deduce counterfactual conversion shares:

g Counterfactual Z _ 12% + 88%  x P(dismissal converted | factor Z removed)
——

——
Already converted Not converted

Estimated with survey



Contributions of the three mechanisms in explaining SMA failures
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Additional evidence 1: cooperative pre-retirement dismissals
Workers with age > 50 are eligible for 3 years of Ul.
——®—— Personal dismissals, 2004-2007

- ——A--- Personal dismissals, 2011-2014
~---@--- SMAs, 2011-2014
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For those less hostile dismissals: §3-Year to retirement _ 370/



Additional evidence 2:

oj = ag + a1 L postile; + €jj

o Hostilej: proxies from
social climate survey

o @gj: conversions into
SMAs
o Worker j in cell i

Results: hostile cells are less

likely to convert into SMAs.

hostility proxies

Worker has no freedom
in how to work (mean: 0.323) 7|

Worker feels his efforts
are not valued (0.180) |

Manager never pays attention
to what worker says (0.103) 7|

Worker not satisfied with
work conditions (0.266) |

Worker took any sick
leave in past year (0.812) 7

Worker disapproves job
content (0.114) 7|

Worker not satisfied
with social climate (0.288) |

Manager does nothing
to solve problems (0.261) 7|

Worker not satisfied
with job (0.215) 7|

Worker participated in
strike (0.162) 7|

Slope of regression of o; on dummy displayed on y-axis
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e
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Recap: dismissals, conflict, and cooperation

HR director survey: Think about the last [separation type]. If you had to ask a small favor to
the worker (a password, location of a document,...), do you think he would help you?

B Retirement Dismissal
14
.8
v
© 0.50
=
%]
A4
0.34 0.32
0.23 0.23
24 0.18
0.07
0.03
0.01 0.00
0. [ 0.00 0.00
Maybe Unlikely No, not at all I don't know/prefer
not to answer

Yes, absolutely Yes, probably



Conclusion
Can firms and workers cooperate to reach efficient outcomes during a dismissal?

o We exploit the choice between a dismissal and an SMA as a test.

— 88% of cases pick the inefficient dismissal, despite large costs.

o 3 mechanisms explain 64% of SMA failures:

@ Hostility between workers and employers.
— EPL, labor courts and dismissal stigma are used to generate costs.

® Employers dismiss workers to incentivize other workers, upload implicit contracts,...
(“discipline device").
— Separation decisions may be bilaterally inefficient ex post, but optimal ex ante and/or at
the firm level.

© Firms and workers have different beliefs about labor court outcomes.

— Can also explain why people go to court and don't settle.

Open Qs: what contexts (management practices, firm organization, policies, ...) may exacerbate or
reduce those factors? How to design EPL to increase bilateral efficiency?
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Process Comparison

Dismissal Can be Transformed into an SMA at Any Point

Figure 3: Personal Dismissal versus SMA Procedures

Dismissal Process

Employer identifies cause for dismissal
Bdence (uimesse, )
+ Consuls experts lawyers,.)

+ Chocks no ather sanclion aready implemenied

Employer schedules interview by letter

Note fme and phee

+ Says he thinks about a dismisal (not the
ressans why)

Employer and employee meet
ol decsion & cause(s)
himsclf

+ Employer decides to dismiss o not

SMA Process

‘Employer and emplayee meet
+ Decides separation date and severance
+ Each can bring 1 additional person

Filling of online SMA form
See Appendix Fig. AT
Fmployer & emploges

Can be done during the abave mecing

[Py ——

[——

Employee leaves the firm
+ Figihle for OT
+ Recieves mandatory severance pay.

v

Lab t
Employee can challenge dismissal cause

‘
‘Appeal court
+ Contest the labor court decion
*+ tniiatd by employer or emplyee

Employee leaves the firm
Cmgbeoro

Recieves mandatory severance pay + potentialy
bargined one.




Literature and contributions

o Large literature on dismissal costs

o For firms: EPL acts as an adjustment cost
o For workers: Davis and von Wachter (2011), Gibbons and Katz (1991)

— We study an opportunity to opt out of dismissals and EPL.

o Separation inefficiencies and wage rigidity: Bewley (2002), Jager, Schoefer, Zweimiiller
(2022), Davis and Krolikowski (2023),

— We consider inframarginal dismissals and the separation process itself.

o Inefficiencies in bargaining process: strikes (Mas, 2006, 2008), pre-trial negotiations
(Loewenstein and Moore, 2004), housing evictions (Rafkin and Soltas, 2023)
— We exploit an institutional framework that facilitates efficient bargaining.
o Two existing papers on SMAs, comparing firms using / not (yet) using SMAs
o Signoretto (2015), Batut and Maurin (WP, 2020)

— Our paper is the first to use SMAs as an efficiency test.



SMA online form (1/3)

Complete and submit a request Logout

Seizure authorized until 03/08/2024

Contact email: pauline.carry@princeton.edu ]

[ Application number: 202407435741P

*feldsare required
# Employer fredsareeau
o Calculation of compensation
2 Employee
Seniority of the employee on the planned termination date @
Calculation of compensation Number of years of seniority Number of months of seniority
B Calendar . 6 yers o month

Last paid month @
Month vears

fefdon July 2024
on avis

stvices.
Fobticss

A\ Edit the previous step

Gross remuneration for the last 12 months @

Gross remuneration for the last N months:

D arEmD



SMA online form (2/3

Gross remuneration for the last N months:

@® same over the last 12 months O Evolutionary over the last 12 months

Gross monthly salary for the last 12 months

400000 €

Including bonuses

4000.00 €0

A Edit the previous step

Average gross monthly salary
Highest average between the last 12 or 3 months*

400000 €0

Gross amount of the specific severance pay proposed
Proposed compensation®

700000 €0

Proposed compenation (n letters): Fifty euros

Result of automatic calculation (average): €4,000.00

This result does not take into account specific situations (in particular
alternation of fulltime and part-time periods, etc.) which lead to a
different calculation of the compensation.

For an employee with the seniority and remuneration indicated above,
the minimum amount corresponding to the legal compensation is (gross
amount): €6,000.00




SMA online form (3/3

Calendar
Interviews

Interview number 1
Date of interview* o e

Employee supported: O Yes @ No Assisted employer: O Yes @ No

Additional remarks @

Additional remarks

Application timeline

o Please enter the date of signature and the address of the employer or

The fc d by the ti »
©rorm s signed by the parties on employee in order to calculate the dates.

Expected date of termination of employment con... (£



All separation types

<
- ———— Total (0.080, 0.076) ——A—— Personal dismissals (0.018, 0.016)
——e—— SMAs (0.00, 0.009) Quits (0.043, 0.035)
o
- ———@—— Economic dismissals (0.006 , 0.004) ———%—— Probationary period ended (0.012 , 0.012)
(Average shares in parentheses: 2003-2006, 2012-2014)
— 4
=)
£
83
g
aQ
@
o
Lw©
<O
gQ
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<
S
o
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Predictions of the model

JF
Pre-reform
@ All dismissals are converted into SMAs
o SMAs are the efficient mode of
separation, compared to dismissals

Post-reform  p----—-

Quit Job cont. ' Job cont.

Quit Job cont. 1 Job cont.
V-3 F-mmmm- ® Quits are not replaced by SMAs

Quit Job cont. | Job cont. o Quits induce no direct cost for firms
Quit SMA 3 Jgrb cont. N .
Vo foc ke ! © SMAs generate additional separations
b b ! o Of jobs that were marginal
| Dismissal | Dismissal |
% SMA % SMA % a
! !

JW
U U+b+s+c



Strategy 2: difference-in-differences
We exploit disaggregated data and observation of SMA take-up.

Implementation:
o We divide the French labor market into cells, /.

o 1,465 cells based on industry, occupation, tenure, age and establishment size

o Estimate the change in dismissals (PD) associated with higher SMA take-up (%):
PD; - PDP"®
Tprel =+ 3 x SMA take-up; + v;
\—/I—/

o
o We combine the estimate 3 with aggregate SMA take-up to compute conversions.

D T



Strategy 2: difference-in-differences

(# Dismissals (Post) — Dismissals (Pre)) / # Dismissals (Pre)

° Slope: -0.887 (0.133)
Const.: -0.008 (0.024)

A 2 3
# SMAs (Post) / # Separations (Post)

o Higher SMA take-up coincides with
reduction in dismissals

o Indicative of conversions

o Without SMAs, PDs remain constant
o Constant »~ 0 supports strategy 1

N

o f=-0.89
= CV, =0.89 x PDP® x SMA take-up

a aD



Strategy 2: check that correlation is specific to post-SMA period

k=5
log(PDi.t) =~i+ve+ Y. B x SMA Take-up; x Le=2007+k + Vit

k=—4
k+0

——— Weighted by cell size
---¢--- Unweighted

. TL o ﬁ
_F I ﬁ\

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014



SMA take-up higher in cells initially using PD

.35
1

3
L

25
Il

Slope: 0.376 (0.039)

Dismissals (Pre) / # Separations (Pre)

T T T T

.2
# SMAs (Post) / # Separations (Post)



Upper bound for o

What would be the value of ¢ if all observed SMAs were conversions of dismissals?

.024+

TET o o Assume that all SMAs are replacing
* //\/\\/\./\ PDS
E_: 016 o PD=PD + SMA
E 012+ .
g o (Implausible) upper bound for o:
2 008 ] ~UB _ SMAs  _
67" = Spias+pp ~0-30
.004+
o
2002 2004 2006 2008 2010 2012 2014

Related: across strategies, CV < SMA. (consistency check)



Heterogeneity in o, at cell level

Median: 0.11

-1




Correlations between o, and cell characteristics

In the data, the share of efficient modes of separations (o;) is higher for:

o Workers who are younger and with short tenure

Smaller establishments

[e]

o

Skilled workers (& =30% for managers and skilled technicians)

[¢]

Manufacturing and IT services



Proxy 1 for f: duration of fixed-term contracts

o .
< —=—— FTCs, o, below median
—— FTCs, c; above median
---e--- OECs, o, below median
) ---6--- OECs, o, above median
e
e
55
»
Yo}
o
<
g gl
o
13 17 21 25 29 33 37

Job duration (months)



Correlation:

FTCs in new hires and o

> 4 months >8 months > 12 months
- . < < .
° [ ]
L ® @ )
° P
L]
h R o
© © 6
- o Slope: 0107 (0.281) - _ Slope: 3.016 (0.728)
° L]
° (=}
°
S .
. ° ® e
1 T ,
0 04 .08 .12 .16 2 24 28 0 04 .08 12 16 2 24 28 0 04 .08 12 16 2 24
Share of FTCs among hires, 2003-2006 Share of FTCs among hires, 2003-2006 Share of P16 among e, 3505-2006
> 16 months > 20 months. > 24 months
L] L] L]
- < <
- %
o ] ole
* °
o L]
13/
— Slope: 3.796 (0.987) 1% Slope: 3.862 (1.090) - Slope: 5.273 (1.498)
L)
° °1 9% o] ¢
L]
L LJ LJ

T T T T T T
0 .04 08 .12 16 2 24 28
Share of FTCs among hires, 2003-2006

S S S S S A S
0 .04 08 12 .16 2 .24 28
Share of FTCs among hires, 2003-2006

T T T T T T
0 .04 08 .12 16 2 .24 28
Share of FTCs among hires, 2003-2006



Proxy 2 for f: separations during probationary period

o If firm terminates job during probationary period, no EPL (f =0)
o Maximum duration of probationary period depends on occupation

L] Mean (low-tenure, post): 0.083

‘\‘ Mean (low-tenure, pre): 0.071

o o
£ Mean (higher tenure, post): 0.006 £
5 15}
‘g ‘i’l \\\ p. \ Mean (higher tenure, pre): 0.004 g_
@ \ L \ [
2] " \ «n
g Mean (low-tenure, post): 0.048 \ g Mean (higher tenure, post): 0.010
s | » . \ <
& © 7| Mean (low-tenure, pre): 0.038 \ 21 N Mean (higher tenure, pre): 0.008
\ S
77777777777777777777
—— —
oA o4
T T T T T T T T
0 5 10 15 0 5 10 15

e AT a

Tenure at separation (months)

[---m--- 2004-2007 —=— 2011-2014]

Tenure at separation (months)

---m--- 2004-2007 —=— 2011-2014




Proxy 2 for f: separations during probationary period

o Correlation between o; and job separations during probationary period

Slope: 0.156 (0.072)

O 4

° Slope: 0.039 (0.017)

2 4 6 8
Share of probationary periods ended, within first year firm-initiated separations

2 3 4 5
Ratio of separation rates before and after probationary period



Low-tenure firm-initiated separations

°
s [
A
8
§ f : b 4 ‘ ° ~q \ Mean (low-tenure, pre): 0.042
L] 1
2 ° \ Mean (low-tenure, post): 0.048
H . |
£ A ° =)
2“7 . © \
?“ . % ‘\‘ Mean (higher tenure, post): 0.010
3« . o \‘ Mean (higher tenure, pre): 0.006
5 A 15} \
& "
B -
5 N '
5 A * °
%o A 4 e 2 2 b 4 4 0
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Tenure at separation (months) 0 5 . 10 15
Tenure at separation (months)
©® Managers 4 Technicians
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Hostility matters for lack of conversions of dismissals into SMAs =3

Manager survey (previous slide: employees)

Workers were relocated as
a form of sanction (mean: 0.025) 7 ®

Workers were suspended as
a form of sanction (0.369) 7
Repeated work _|
accidents (mean: 0.135)
Some employees went
to court (0.454)
Some dismissals were
challended in court (0.351) 7
Conflicts resulted in _| .
bossnapping (0.003) ’

—eo—
= !
[ ]
Bad employer-employee relations
caused conflicts (0.056) 7 —e—
—eo—
—o—

(= ]

Any strike over the
past 3 years (0.149) 7|
Any collective protest over
the past 3 years (0.103)
Several employes had repeated
sick leaves (0.420) 7 o
Some workers caused
troubles repeatedly (0.166) 7 o
e
4
H

T

Absenteeism has been |

an issue (0.206)
Strong tensions between some
employees and their managers (0.331)
Strong tensions between some
employees and their coworkers (0.379) |
Curent social climate |

is tense (0.024)

T

_2 1 0 K

Slope of regression of 6; on dummy displayed on y-axis

JtIJ.J.




Additional potential mechanisms

The employee did not believe that
they would really be dismissed

The taxation of SMAs

The employee was too emotional to
allow for discussion

Poor knowledge of the SMA process

The employer was no longer able to
contact the employee

The SMA would have taken too long

The administrative process was too
complicated

The employee worried about effects
on their coworkers

40

35

32

Yes, a little

I Ves, a lot

T T T

4 .6 .8
Share




More details on hostility

The employee wanted to make things
difficult for the company

The employee was aggressive or
angry

The relationship between the
employee and the employer was very
ba

The employee threatened the company
with going to the labor court

The employer was aggressive or
angry

m » Counterfactuals




More details on incentives

Dismissal shows employees that the
employer reacts to the their
behaviour and efforts

The other employees would have
found the SMA unfair

Too many workers would have asked
for an SMA

0.79

m » Counterfactuals



More details on asymmetric beliefs

The employee overestimated chances
at labor court

The employee wanted to go to labor
court for revenge or pride

Mentioning an SMA was seen as lack
of cause

Threat of labor courts seen as
blackmail

The employee went to labor court
unexpectedly

m » Counterfactuals




Mechanisms: Hostility (Reverse Altruism) a

o Key idea : a party's payoff depends negatively on the counterparty's payoff—with hostility

parameter h'.?
o Consider a hostile worker: h" >0, hf =0. (Analogous results if firm hostile (h" > 0) and

worker red tape cost/stigma.)
Values:
SMA Dismissal Prefer SMA if:

F: V-5-sb V-f-c-35 sP<f+c
W: U+b+5+sP—h"-(V-35) U+b+c+5-h"-(V-Ff-c-3) sP>(1+hn")c+h"f

= Hostility pushes up worker's reservation sev. pay s”
= Worker demands more, the higher f!

Joint surplus test of an SMA over a dismissal under hostility:

f > " (f+c)
— _—
Standard EPL red tape Hostility wedge

2Assume that discretionary sev pay not subject to hostility (reciprocity).



Definition: Incentives a

o Key idea: diverging from costly dismissal to SMA (e.g., stigma for worker or red tape) has
“incentive” costs to firm spread over other workers—e.g., incentive effects, efficiency wage

mechanisms, fairness concerns for poor performance,...

o Model as reduced-form cost to firm, /.

Values:

SMA Dismissal Prefer SMA if:
F. V-5-s"-] V-f-c-5 bec+f-
W: U+b+5+s®P U+b+c+3 sP>c

= Non-bilateral incentive effects | push down firm's reservation sev pay s”.

Joint surplus test of an SMA over a dismissal under incentives:

f>1



Mechanisms: Asymmetric Information/Beliefs aD

o Key idea: parties have divergent opinions about payoffs—specifically post-separation ones
(assume that no room for this during SMA process).
o Consider worker overoptimism about court outcomes: £ and &'; the reverse for the firm

(5. &6).

Values:
SMA Dismissal Prefer SMA if:

F: V-5-sb V-f-(1+&)ec-1+&)ff-5 sP<(1+&)c+(L+EF+f
W: U+b+5+sP U+b+5+(1+&)c—(1+&3)FY sb2(1+£{v)cf(1+§‘2"’)fcw

= Worker overestimation of court outcomes pushes up worker's reservation sev. pay s®.
= Firm underestimation pushes down its reservation sev pay s’.

Joint surplus test of an SMA over a dismissal under asymmetric beliefs:

L £+ 2 (& —€)) e+ Ebfe + &y £



Question for the counterfactual conversion shares

Now suppose that we eliminate everything that falls under the factor "The situation was too
tense or confrontational (on one side or both)". That is to say, the employee and the employer
were on good terms at the time of the dismissal and that no one was hostile. In this case,
would the permanent contract have ended with a dismissal or a contractual termination?

o Most certainly with a dismissal

[e]

Probably with a dismissal

[e]

Equal changes for the dismissal and the SMA
Probably with an SMA

Most certainly with an SMA

| don’t know

[e]

[e]

[e]

In this hypothetical situation, what would have been the probability that the
employment would have ended by mutual termination? @29



Probabilities / text questions

100
3
v
801
]
.
g 607 o Hostility
g 2 4 Worker discipline device
§ . = Asymmetric beliefs
< R * A3
& 40 3
L]
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.
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Most likely PD Probably PD Equal chances Probably SMA  Most likely SMA



Distribution of probabilities for counterfactual scenario (all factors)

60 -
Share who does not know: 3%
I
|
|
Mean: 62.701
40 :
I
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|
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Negative stigma for dismissed workers

Imagine you are recruiting for a position and have 2 potential candidates identical on paper.
One has recently been dismissed and the other has signed an SMA. Which one would you be
more inclined to offer an interview to?

# %
The dismissed worker 0 0
The worker who signed an SMA 97 46
Both identically 100 47
Don't wish to answer 13 6
Total 210
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