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Abstract

Dismissals are costly to both firms and workers. Do they bargain to reduce these
costs? We identify negotiation of separation terms by exploiting the introduction of
“separations by mutual agreement” (SMA) in France. Compared to dismissals, the SMA
eliminates red tape, forecloses litigation, allows bargained severance, reduces stigma,
and preserves unemployment insurance eligibility. First, we find that take-up of SMAs
during dismissals is only 11%, despite large gains from trade. Second, take-up is zero
for dismissals headed for litigation, low in adversarial work environments, and 38%
in cooperative dismissals enabling early retirement. Third, surveying HR directors,
we identify three barriers to bargaining: hostility, maintaining discipline among the
remaining workforce, and asymmetric beliefs about litigation outcomes.
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1 Introduction

Dismissals impose large costs on both firms and workers. Firms face procedural require-
ments, mandatory notice periods, just-cause standards, and significant litigation risk.
Workers bear the career stigma of dismissal and the costs of lengthy litigation. In theory,
the parties could jointly gain by negotiating the separation terms to minimize costs and
by sharing the savings through a side payment. Whether such Coasean bargains occur
determines effective separation costs and the bite of employment protection legislation
(EPL). If the parties contract around the dismissal procedure, statutory firing costs can be
undone just as efficient bargaining neutralizes mandated severance pay (Lazear, 1990). If
they do not, dismissal costs bind as written in the law, as assumed in models treating EPL
as a firing tax (e.g., Bentolila and Bertola, 1990; Hopenhayn and Rogerson, 1993).

This paper asks whether workers and firms bargain the separation terms: how often
they do, in which dismissals, and what blocks bargaining in the rest. The question has
remained open for two reasons. First, in many labor markets, there exists no low-cost
mechanism to opt out of the standard dismissal procedure, so the absence of bargaining may
reflect transaction costs. Second, when bargaining does occur, it is typically unobservable.
We provide direct evidence on such bargaining, exploiting a French reform that removed
both obstacles at once: it made bargaining over dismissal costs cheaper for the parties, and
observable in administrative data. We find that bargaining during dismissals largely fails:
only 11% take up the option and it is the rarest in litigated and adversarial cases. Three
factors drive a wedge into the gains from bargaining: hostility between the parties, the use
of dismissals to discipline the remaining workforce, and divergent beliefs about labor court
outcomes. These three mechanisms are usually absent from job separation models. But the
resulting conflict shapes dismissals in practice as well as the effects of EPL and its reforms.

In 2008, France introduced “separations by mutual agreement” (SMAs, ruptures conven-
tionnelles), allowing an employer and a worker to jointly terminate an open-ended contract
outside the standard dismissal procedure. An SMA requires no just cause, involves a
shorter and more flexible process, forecloses litigation, and explicitly enables the parties to
bargain extra severance pay, all while preserving the worker’s eligibility for unemployment
insurance. Because SMAs eliminate procedural costs and litigation risk for both parties and
stigma for the worker, there are, in principle, gains from trade in converting a dismissal into
an SMA. In fact, a core policy motivation of the SMA was to make dismissals more amicable
and to reduce litigation rates. In France, 25% of personal dismissals are challenged in labor
court. Our focus is on personal rather than economic and collective dismissals. Personal

dismissals make up 77% of all dismissals in France and require a just cause.



We find that the incidence of SMAs among dismissals is only 9-11% across three
independent estimation strategies: a time-series comparison of dismissal rates before and
after the reform, a government survey of workers eliciting their counterfactual separation
mode, and variation across labor market cells with high and low SMA take-up. Moreover,
even the implausible assumption that every observed SMA replaces a dismissal would
imply an upper bound of 36%. Hence, 9 out of 10 worker-firm pairs fail to negotiate their
way out of separation costs.

To understand this low incidence of bargaining during dismissals, we start by document-
ing which dismissals end as SMAs. Dismissals headed for labor court, hence particularly
costly to both parties, have a conversion rate close to zero. In contrast to the reform’s
goal, total labor court cases failed to fall. On the other extreme, cooperative dismissals
convert at higher rates: among workers separated three years before retirement, who can
use unemployment insurance as a bridge to their pension, the conversion rate reaches
38%. Using a survey of workers and managers on workplace climate, we further find that
dismissals convert less often in more adversarial environments. Those results suggest that
the nature of the separation, conflictual and adversarial versus cooperative, matters for the
prevalence of bargaining.

Guided by these findings, we build a conceptual framework of bargaining during job
separations. The model first presents the gains from trade that the SMA creates over the
dismissal in a standard bargaining framework: relative to a dismissal, the SMA generates
a joint surplus that the parties can share through bargained severance. We then explore
three mechanisms creating a wedge in the surplus of the SMA over the dismissal that are
motivated by the heterogeneity across dismissal types: hostility between the employer and
the worker, the use of dismissal as a discipline device to incentivize remaining employees,
and asymmetric beliefs about labor court outcomes.

To quantify the contribution of these mechanisms and document interactions during
dismissals more broadly, we design and administer a survey of HR directors. HR directors
are the most likely to know why bargaining fails, as they report deciding and implementing
dismissals. The survey confirms our basic premises: both parties are well informed about
the SMA process, an SMA is discussed as an alternative in close to half of all dismissals,
and it would reduce workers’ stigma. We then elicit counterfactual beliefs about incidence,
asking respondents to report the probability that their last dismissal would have ended
as an SMA had a given mechanism, or all three, been absent. According to HR directors,
removing hostility, the discipline motive, and asymmetric beliefs jointly would raise the
incidence of SMAs among dismissals from 11% to 63%. The survey also rules out several

alternative mechanisms.



Our results have several implications. First, the costs of employment protection
legislation are usually attributed to legal rules, and structural models accordingly represent
them as a statutory firing tax. This paper shows instead that these costs largely persist
because of other mechanisms: asymmetric beliefs, and, in the case of hostility and
disciplining, the deliberate choice of one party to impose costs on the other. These
features explain why a reform with the potential to eliminate much of this legal cost had
limited effects. Deregulating separations without addressing these features therefore need
not improve labor market fluidity. Second, our results are also informative about the
extent of unobserved bargaining before the reform, as the SMA dominates—and should
therefore subsume—such bargaining. That is, at most 11% of dismissals before the reform
reflected a collusive arrangement, despite strong incentives from generous unemployment
insurance and the absence of experience rating. More broadly, we provide direct empirical
evidence on the interactions between workers and employers during separations. These
interactions are usually unobservable, yet they are crucial for understanding the impact of
regulations governing separations beyond the SMA, such as mandatory advance notice
and the litigation process.

Our paper contributes primarily to the literature on bargaining in the labor market.
Empirical evidence on whether individual workers and firms bargain during a separation
remains scarce. Davis and Krolikowski (2025) provide direct survey evidence on whether,
and why not, the parties bargained over the wage to prevent a dismissal. By contrast, we
study bargaining over the terms of the termination to exploit the remaining gains from
trade. An important exception is the literature on collusion for UI access under imperfect
experience rating (see, e.g. Van Doornik, Schoenherr, and Skrastins, 2023; Khoury, 2023; Le
Barbanchon, Schmieder, and Weber, 2024).! While we find similar collusion concentrated
in pre-retirement separations, our research design reveals extremely limited bargaining in
the broader population of dismissals.?

A long literature on separations has focused on whether a given job should end, and
the bilateral inefficiencies, such as wage rigidity, that trigger separations when it should
not (e.g., Hall and Lazear, 1984; Bewley, 1999; Elsby and Solon, 2019; Jager, Schoefer, and
Zweimiiller, 2023; Davis and Krolikowski, 2025; Bertheau, Kudlyak, Larsen, and Bennedsen,
2025; Blanco, Drenik, Moser, and Zaratiegui, 2026). We study the next stage: whether,

By contrast, with experience rating, employers do deter take-up, contesting claims through appeals
(Lachowska, Sorkin, and Woodbury, 2025). Another exception is executive compensation, where discretionary
separation packages for CEOs are well documented (Yermack, 2006). These packages reflect board governance
rather than bilateral bargaining under employment protection.

2Two existing papers (Signoretto, 2016; Batut and Maurin, 2020) have studied this reform. Both compare
turnover in establishments that took on SMAs early on and later.



once the job ends, the parties bargain over how to separate, and on the terms and costs.
The two margins are tightly linked. Costs the parties fail to bargain away raise the price
of dismissing in the first place, so the mechanisms we document feed back into which
separations occur in the first place.?

We also add to a large literature on employment protection. This literature treats
dismissal costs as exogenous to the match (Bentolila and Bertola, 1990; Abowd and
Kramarz, 2003; Autor, Donohue, and Schwab, 2006; Boeri and van Ours, 2008; Martins,
2009). Papers that do model choices within dismissals emphasize efficient bargaining,
whether to minimize red tape (see, e.g., Garibaldi and Violante, 2005; Fella, 2007; Postel-
Vinay and Turon, 2014) or to waive mandatory notice periods in exchange for side payments
(Cederlof et al., 2025). We find such bargaining to be the exception, and the parties’
choices can raise rather than lower these regulatory costs. Our evidence on asymmetric
beliefs about the outcomes of litigation—a central component of these costs—evokes
a labor market analog of the failure to settle pre-trial (see, e.g., Priest and Klein, 1984;
Loewenstein, Issacharoff, Camerer, and Babcock, 1993; Babcock, Farber, Fobian, and Shafir,
1995a; Babcock, Loewenstein, Issacharoff, and Camerer, 1995b; Loewenstein and Moore,
2004; Sadka, Seira, and Woodruff, 2018; Rafkin and Soltas, 2026).* We measure settlements
for the population at risk of a dispute, not only the litigated subset, and moreover assess
the roles of hostility and disciplining therein.

Finally, the disciplining and hostility mechanisms connect our paper to work on
incentives and conflict inside the firm. The disciplining motive echoes efficiency-wage
theory logic (Shapiro and Stiglitz, 1984; Katz, 1986): employers in our survey deliberately
choose the costlier separation mode to incentivize other workers (a spillover logic related
to Lazear, 1989). The hostility motive relates to theories in which aggrieved parties turn
uncooperative (MacLeod and Malcomson, 1993; MacLeod, 2003; Hart and Moore, 2008), to
evidence of retaliation and shirking after unfair treatment (Fehr, Hart, and Zehnder, 2011;
Mas, 2006; Coviello, Deserranno, and Persico, 2022; Akerlof et al., 2022), and antisocial
workplace conduct (Giacalone and Greenberg, 1997; Bies and Tripp, 2005).

The paper proceeds as follows. Section 2 and Section 3 describe the institutional context

and the data. Section 4 estimates the incidence of SMAs among dismissals, and Section 5

3The behaviors we document also have counterparts at the margin of whether a separation occurs. The
account in Bewley (1999) of why firms prefer dismissals over wage cuts already features fear of sabotage and
morale effects, of which the hostility and disciplining motives we quantify are the separation-stage analogs.
Similarly, the asymmetric information that generates inefficient unilateral separations (Hall and Lazear, 1984)
naturally produces the divergent beliefs that block bargaining at separation.

4By contrast, the literature on strikes (Farber, 1986; Kennan, 1986; Fernandez and Glazer, 1991; Kennan
and Wilson, 1993; Krueger and Mas, 2004) studies collective bargaining over wages within continuing
employment relationships, with costs stemming from delay rather than dissolution.



documents which dismissals convert. The bargaining framework in Section 6 rationalizes
these patterns. Section 7 quantifies the mechanisms using our survey of HR directors.
Section 8 concludes.

2 Institutional Context

We start by presenting employment protection and dismissals in France. We then describe

the introduction of separations by mutual agreement (SMAs).
2.1 Employment Protection and Personal Dismissals

We now review the regulations and process of dismissals.

Permanent contracts. About 85% of French wage employment is under open-ended
contracts (OECs). They are characterized by a strong level of employment protection and
can be terminated only under limited circumstances. In the OECD, France was ranked
eighth in terms of the stringency of employment protection in 2007 (the pre-reform year)
for individual dismissals and the indicator has been stable over 1990-2015 (see Appendix
Figure A.1). Permanent contracts start with a probationary period, during which employers
can terminate the job at no cost. Employment protection begins after the probationary
period and defines rules for dismissals.

Dismissal process. A dismissal can be for personal reasons (about the worker) or
economic reasons (about the firm). We first describe the regulation and process of personal
dismissals, which are the focus of our paper and make up 77% of dismissals in France over
2003-2006. Section 2.3 discusses economic dismissals. Every personal dismissal requires a
verifiable and sufficiently serious cause (cause réelle et sérieuse). Three main types of causes
can justify a dismissal: (i) a fault committed by the worker, (ii) professional incompetence,
or (iii) serious misconduct. An employer dismissing a worker has to implement a four-step
process, described in Figure 1. First, she needs to identify a dismissal cause and gather
evidence for this cause (expert statements, witnesses,...). Second, she sends a letter to the
worker to schedule a meeting. This letter must state that the meeting is because she is
considering dismissing the worker, but not why. Third, during the meeting, the employer
explains the reasons for the dismissal and the worker has an opportunity to respond. The
worker is allowed to bring one colleague to this meeting. While this colleague could be
a union member, unions do not have a formal role in personal dismissals. At the end of
that meeting, the employer decides whether or not to proceed with the dismissal. Fourth,
the employer sends the official and final dismissal letter, containing all the reasons for
the personal dismissal. Causes and evidence not included in the letter cannot be used in
court later on, such that workers have all the information about their case at that point.



Figure 1: Procedures for Personal Dismissals versus Separations by Mutual Agreement

Dismissal Separation by Mutual Agreement
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Notes: The figure describes the personal dismissal process (left column) and the SMA process (right column).
The percentages on the dashed arrows are the shares of dismissals challenged in labor court and of court
cases subsequently appealed (Section 2).

Employers cannot dismiss workers immediately: once the dismissal notification is received

by the worker, a mandatory notice period starts. Jobs with tenure below two years have a

one-month notice period, while those above two years require two months’ notice.
Dismissed workers are eligible for unemployment benefits (if employed long enough).



Moreover, for workers with at least a year of tenure, firms must pay severance, s, equal to

-1 2
s = swage X tenure + T5Wage X max(tenure — 10, 0), (1)

where tenure is the number of years and wage is the monthly wage. Below a year of tenure,
the severance pay is not mandatory. Over 2003-2006, 23% of personal dismissals involve a
job with fewer than 12 months of tenure.

Gross or serious misconduct. In a situation in which the cause for the dismissal is
particularly serious (for instance, assaulting a colleague, stopping going to work), there
are specific rules. There are two distinct legal classifications, depending on whether the
employee specifically intended to harm the company, but the separation process is similar
for both. In those cases, the firm has to comply with neither the mandated advance notice
nor the severance pay. These workers are still eligible for unemployment insurance. A
government survey run in 2022 estimates that 17.9% of personal dismissals are for gross or
serious misconduct (Brembilla, Dorothée, and Graindorge, 2023).

Litigation. 25% of workers dismissed for personal reasons challenge the dismissal in
labor court (Fraisse, Kramarz, and Prost, 2015). The contract termination is considered
wrongful by judges if dismissal process regulations were not followed, if the employer
did not adequately prove the just cause, or if the worker was discriminated against or
harassed. The burden of proof of the just cause always lies with the employer. The average
trial duration was 12 months in 2004 and 17 months in 2018 (Ministere de la Justice,
2019). Moreover, between 60% and 67% of court cases are also appealed (Cahuc, Carcillo,
Patault, and Moreau, 2024). Although judges can offer the worker a reinstatement in
the company if the dismissal is determined to be wrongful, workers usually opt for the
monetary compensation, consistent with the fact that court decisions often come long after
the dismissal. The amount of compensation is up to the judge.” Appendix A.2 provides

additional details on the court process and the associated costs.

Pre-existing settlement options. Before SMAs were introduced in 2008, three limited
options allowed parties to avoid litigation. First, employer and worker could reach a private
settlement (transaction) with lawyers, in which the worker confessed to a fault in writing
that would likely secure the firm a victory in any subsequent suit. Second, they could
engage a certified mediator outside the court (médiation extra-judiciaire). Third, the judge
could mandate a legal mediator during the trial (conciliation). In 2004, 10% of trial cases

settled through court mediation, or 2.5% of all dismissals (Desrieux and Espinosa, 2019).

Subsequent reforms in 2015 and 2017 capped the compensation amount but this is outside the period we
study.



All three options required lawyers and therefore substantial costs, so they were used only
in dismissals with a high litigation risk or once a suit had begun. Most such settlements
were confidential, making it impossible to use them to assess the prevalence of bargaining
during dismissals. As we describe below, the incidence of SMAs provides an upper bound
on this prevalence, since SMAs make bargaining easier and cheaper.

2.2 Separations by Mutual Agreement (SMAs)

On June 25, 2008, the French government introduced the possibility for firms and workers
to mutually agree to terminate OECs (Loi 2008-596 portant modernisation du marché du travail).
Separations by mutual agreement (ruptures conventionnelles) are the result of an agreement
between social partners, signed in January 2008, and translated into the labor code in
June 2008 (and effective on that date). The reform aimed at making OECs more flexible
by facilitating their termination, while still providing employment security to workers.
One of the objectives was specifically to facilitate dismissals, making them less conflictual,
and reduce the number of disputes in labor court. The presentation of the law to the
Senate states that “The aim of this measure is to encourage termination of the employment
contract through amicable negotiation, rather than resorting to the dismissal procedure,

which often proves conflictual.”®

Features of the SMA. The SMA allows an employer and an individual employee to mutually
decide to terminate an OEC. They do not have to provide any cause for the separation
and do not formally record one. They bargain on a severance paid to the worker and the
separation date.” The SMA's severance pay has to be at least equal to the one for a dismissal
(computed in Equation (1)), but the parties can flexibly bargain an additional severance.
The worker remains eligible for unemployment benefits exactly as with a dismissal. Since
the SMA does not have a just cause requirement, it cannot be challenged in labor court on
that basis. For that reason, in practice, only about 0.2% of SMAs lead to a labor court case,
compared to about 25% of dismissals (Ray, 2021). The remaining grounds for litigation are
narrow: as for any other contract, either party can still go to court if the SMA was accepted
under pressure or harassment (where the prospect of a dismissal would not qualify as
pressure).

In practice, implementing an SMA requires two steps, described in Figure 1. First,
the worker and the employer have to meet at least once to discuss the parameters of the
separation (separation date and severance pay). Second, they fill out and sign the agreement
together. This is done by filling out a printable form, which requires job information (wage

60Own translation. Source: Sénat, Session Ordinaire de 2007-2008 N. 306.

"The tax treatment of SMA severance payments is discussed in Appendix A.4. In most cases, the severance
pay of dismissals or SMA will not be subject to taxes until 2013.
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and tenure), the separation date, and the severance pay. Appendix Figure A.2 displays the
current online version of the form, which replaced the paper version in 2022. During a
mandatory wait time of 15 days following the signatures, either the worker or the employer
can change their mind. After the wait period, the agreement is sent to the local labor
inspection authority for validation, which takes an additional 15 days but is essentially
guaranteed.® Finally, the worker and the firm separate at the agreed-upon date, the worker
receives the severance pay, and can register with the unemployment agency to claim
benefits. Hence, there is a mandatory minimum delay of one month between agreeing to
separate and the actual separation, but the SMA permits the parties to flexibly set a later
date. Importantly, the law indicates that an ongoing dismissal can be transformed into an
SMA at any stage. That is, after the worker has been notified of a dismissal by letter, the
firm and the worker can still agree to do an SMA.

Dismissals vs. SMAs. Both procedures require employer and employee to meet once.
Unlike a personal dismissal, however, the SMA requires neither a cause nor proof of just
cause, which makes litigation exceedingly rare. The SMA allows the parties to flexibly
bargain an additional severance pay. Its mandatory notice period is shorter, and the
separation date can be set flexibly beyond it. The SMA thus offers a low-cost way to bargain
over a dismissal: parties need no lawyers and no written settlement, only a standard form.
Beyond being cheaper and more flexible than pre-existing settlement options, it has the
further advantage, for our purposes, of being directly observable.

2.3 Other Institutional Features

We now describe economic dismissals, quits, and Ul

Economic dismissals. On top of personal dismissals, firms can dismiss workers for
economic reasons. An economic dismissal is for reasons unrelated to the specific worker
and results from economic difficulties, technological change, a necessary reorganization
to remain competitive, or firm exit. If the economic dismissal is collective, the employer
must additionally first negotiate with a worker committee to create a plan minimizing the
number of dismissals, and send the plan to the labor inspection. Workers receive severance
pay (Equation (1)). The share of workers going to court after an economic dismissal was
twelve times lower than for personal dismissals over 2004-2007 (Ministere de la Justice,
2019). The focus of this paper is on personal dismissals for several reasons: economic
dismissals (i) are less frequent, making up just 23% of dismissals over 2003-2006, (ii) often

have a collective rather than bilateral nature, and (iii) are related to the firm’s economic

80nly 4% of filled SMAs are considered invalid, often because the worker and the firm failed to meet once
or because the bargained severance is below the minimum mandatory one from Equation (1) (Ray, 2021).



difficulties.

Quits. A worker can quit a job; no reason is required. In practice, the worker sends a
letter to the employer, the receipt of which initiates the notice period. The quit entails no
direct cost for firms as no severance package is paid. Importantly, workers are not eligible

for unemployment benefits.

Unemployment insurance. Eligibility for unemployment benefits requires an involuntary
job loss (or an SMA starting in 2008) and depends on work history. Until 2009, workers had
to have worked at least six months during the past 22 months. Since 2009, the requirement
has been four months of the past 28 months. The benefit duration is proportional to work
history. Workers younger (older) than 50 years old can receive up to 24 (36) months of
benefits. The replacement rate is subject to a minimum and a cap and averages 60% of the

previous net wage. There is no experience rating system in place.
24 International Comparisons

Several countries offer separation mechanisms approximating the SMA to varying degrees,
but few are as mutually cost-reducing and flexible as the SMA. Moreover, they typically
are not observed in administrative data. To our knowledge, none of these mechanisms
have been studied empirically before. Mutual agreements in Argentina (extincién por
mutuo acuerdo), Belgium (rupture de commun accord), Brazil (rescisdo por acordo), Germany
(Aufhebungsvertrag), the Netherlands (vaststellingsovereenkomst), Japan (g0i taishoku), Spain
(extincion por mutuo acuerdo), and the United Kingdom (settlement agreement) typically
reduce Ul eligibility, leave residual court risk, or remain costly to implement. The Austrian
einvernehmliche Auflésung comes closest to the French case: it preserves Ul eligibility and
dispenses with the notice requirement, but the Austrian (administrative) data would not
record the separation type.

The French variant we study lends itself to empirical study for various reasons: France
has unusually rich worker turnover microdata with precise separation labels; the SMA
stems from a recent and well-defined reform; and it offers a particularly clean approximation
to the flexible bilateral bargain that allows parties to opt out of dismissal costs.

3 Data and Job Separations in France

We now describe the data, and start by showing simple time series of job separations by

category.
3.1 Data

In this section, we present our datasets, drawing on administrative records and surveys.
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Worker flows (MMO). Our main dataset is micro data on individual worker flow events
from the Mouvements de Main d’Oeuvre (MMO) dataset, collected by the Ministry of Labor.
The MMO data are built from an administrative monthly source for all establishments
larger than 50 employees and a quarterly survey of 50,000 smaller ones. The survey has a
stable response rate of 75% and weights are provided to make the flows from the survey
representative.

The crucial and unique feature of the MMO data is that for each job separation, they
provide demographics of the worker involved, the start and end date of the job, the
contract type, the occupation, and the detailed separation type (e.g., end of fixed-term contract,
personal dismissal of OEC, SMA, quit, probationary period ending,...).

The dataset includes the establishment identifier. Establishments smaller than 10
workers started to be included in the survey in 2007. Hence, our analysis relying on the
MMO data focuses on establishments larger than 10 to have a consistent sample for the
whole period. Since mid-2015, the collection of the MMO records has stopped, and it has
progressively been replaced by a new version of the comprehensive employment records.
The Ministry of Labor reports a lack of reliability and representativeness of the information
on flows at the beginning of the change (i.e., from the second half of 2015). For that reason,
our main analysis period is 2003-2014, for which we have consistent data. We provide

robustness checks for later periods using the Labor Force Survey, described below.

Employment records (DADS). Our establishment-level and aggregate employment
measures are computed using employment records from the Déclarations Annuelles des
Données Sociales (DADS) over 2003-2014. They are built by the French Institute of Statistics
(INSEE) and provide information at the job spell level from firms” annual mandatory fiscal
declarations. While hires and separations are observed in the DADS, the exact separation
type is not recorded. Therefore, we merge those with the MMO.

Labor Force Survey (LFS). We rely on the Labor Force Survey (LFS) to obtain alternative
measures of separations and employment, and to expand the period of analysis beyond
2014. We identify separations as employer or labor force status changes in the quarterly
panel data—events for which the LFS additionally elicits detailed separation type.

SMA administrative records. @~ We have obtained administrative micro data on the
mandatory SMA filings, for 2011 and from 2013 to 2015 (for 94 out of 96 provinces). These
data contain the information from the form depicted in Appendix Figure A.2 and described
in Section 2: on the job (tenure and wage), on the SMA (bargained severance, exact dates

of agreement signature and of separation), as well as the firm identifier.

Worker survey of SMA participants. In 2012, the Ministry of Labor conducted a survey
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on 4,502 workers who separated by mutual agreement in 2011. Topics include the reasons
for separating and for using an SMA. We were able to uniquely match 4,287 observations
of the survey with the corresponding administrative SMA records. Appendix Table B.1
shows that the average characteristics of the 2011 SMAs matched with the survey are
representative of the population of SMAs signed in 2011.

Labor court cases. We use comprehensive administrative records of individual cases
in labor court, collected and provided to us by the statistical department of the Ministry
of Justice. We observe cases for which a decision was rendered and focus on the period
2003-2014. For each case, we know for which reason it was brought to court (e.g., to contest
a personal dismissal), whether it is the worker or the firm that opened the case, the starting
date of the case, and the judgment date.

Worker-manager survey on workplace characteristics (REPONSE). To create measures of
hostile relationships between employees and employers, we rely on the survey Relations
Professionnelles et Négociations d’Entreprise (REPONSE). This survey is conducted every
six years by the Ministry of Labor to study the evolution of management practices, work
organization, and social climate. Establishments surveyed are larger than 10 employees
and operate in the private sector. Managers and employees from the same establishments
are surveyed. We rely on the last two waves of the survey, 2011 and 2017, because several
questions on social climate were not included before. There are 4,023 and 4,364 managers

in the 2011 and 2017 waves, respectively, and 11,378 and 28,963 employees.

Own survey of HR directors. To pin down the mechanisms and to provide evidence on
questions our analysis of existing data would leave open, we have surveyed human resource
directors in a detailed tailored questionnaire, including questions about conversion of
dismissals into SMAs, the separation process, and counterfactuals. We describe the data

collection, sample, and questionnaire in Section 7.1.

3.2 Aggregate Job Separations

Decomposition of separation modes. Figure 2 shows the evolution of OEC separations
by mode. Total separations are no higher under the SMA regime. Over 2003-2006, the
annual OEC separation rate is 8.4%. It rises during the Great Recession and returns to 8.3%
over 2012-2014. Quits are the most common mode, at 4.6% in 2003-2006 and a stable 3.8%
after the introduction of SMAs. Personal dismissals are the second most common, falling
slightly from 2% to 1.8%. Personal dismissals therefore remain prevalent after the reform.
Economic dismissals are less common: 0.6% over 2003-2006 and 0.4% over 2012-2014. All
our empirical strategies exclude the recession period, 2007-2011. Notably, separation rates
are flat within both 2003-2006 and 2012-2014.
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Figure 2: Aggregate Separations over Time
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Notes: This figure depicts the number of open-ended contract separations (total and by type, from MMO)
divided by the number of permanent jobs (from DADS, approximated as the jobs ever existing in the year
times permanent contract share from the Labor Force Survey) by year and for establishments with at least 10
employees. 2003-2006 and 2012-2014 averages are in parentheses. Total separations are the sum of the other
lines.

Figure 3: Take-up of Separations by Mutual Agreement

(a) SMAs Among Total Separations (b) Establishments Ever Using SMAs
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Notes: Panel (a) depicts the share of SMAs in total OEC separations (quits, economic dismissals, personal
dismissals and SMAs) between 2007 and 2019, computed from the MMO for the private sector. Panel (b)
depicts the cumulative share of establishments having used an SMA at least once. The sample for the black
circles is all establishments, and the blue diamonds consider the subset of establishments that ever use a
personal dismissal between 2008 and 2015.
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SMA take-up. The labor market took up SMAs quickly after their 2008 introduction and
settled at a stable 15%-18% of OEC separations by 2011, as shown in Figure 3, Panel (a).
Panel (b) shows that the majority of establishments used an SMA at least once within a
tew years of the reform, suggesting that information about the new procedure diffused
rapidly. We end our main analysis in 2014, the last year for which our worker-flow data are
consistently coded over 2003-2014.

A defining feature of the SMA is that it allows the parties to bargain over the severance
payment. Table B.1 shows that total SMA severance pay averages 1.6 months of wages over
2013-2015: a legal component of 1.1 months plus a discretionary component of 0.5 months.
However, the median discretionary payment is zero, so half of workers receive only the
legal minimum. Consistent with this, half of workers surveyed in 2012 after signing an
SMA report having negotiated the severance pay with their employer (see below in Table 1,
Panel C). A similar fraction indicates having negotiated the separation date.

4 What Share of Dismissals is Bargained into SMAs?

The aggregate evidence presented in Section 3.2 already shows that many personal
dismissals persist after the reform. The objective of this section is to quantify the incidence
of SMAs during personal dismissals for two reasons. First, it measures the fraction of
dismissals in which worker and employer bargain to reduce dismissal costs. Second,
it provides an upper bound on the fraction of dismissals that would have entailed an
unobserved settlement absent the SMA, since the SMA makes such bargaining cheaper
than any pre-existing alternative. We begin by providing an upper bound on the incidence
by assuming that every observed SMA is a converted dismissal. We then implement three
independent strategies that yield three estimates of the incidence. Throughout, our focus

is on personal dismissals.
4.1 Object of Interest

Formally, our goal is to quantify the incidence of SMAs during personal dismissals, o,
defined as the share of potential dismissals that end as an SMA. Potential dismissals,

e~

Dismissals, are jobs that would end in a dismissal absent the SMA option. Incidence is

B Conversions _ Conversions
Dismissals + Conversions

) ()

Dismissals

where Conversions denotes the number of SMAs that would have been dismissals absent
the option, and Dismissals denotes the number of dismissals that occur even when the SMA

is available. By construction, Dismissals = Dismissals + Conversions. Since Dismissals
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is directly observed, the empirical challenge is to estimate Conversions, or equivalently

e~

Dismissals.
4.2 An Upper Bound

The maximum possible number of converted dismissals is the total number of SMAs. We
therefore construct an upper bound on incidence, ¢“2, by assuming that every observed
SMA replaces a dismissal, ignoring the possibility that SMAs substitute for quits or job

continuations:

us _ Conversions!? SMAs
o = = - - .
us Dismissals + SMAs

(3)

Dismissals

We estimate oUYB

2012-2014, shown in Figure 2. We find 648 = 36%, reported in Figure 4, Panel (a): at most
36% of dismissals have been replaced by SMAs. The actual incidence is likely well below

using permanent job separations by SMA and personal dismissal over

this bound: as Panel (a) shows, o close to 648 would imply an implausibly large post-2012
counterfactual increase in dismissals absent the SMA. SMAs are also likely to substitute for
quits rather than dismissals alone and may even generate new separations (see below in
Section 4.4 and Section 5.4).

4.3 Strategy 1: Time Series Analysis

Our first strategy estimates the number of potential dismissals in the post-period using
the pre-reform number of actual dismissals. Panel (b) of Figure 4 plots annual personal
dismissals as a share of OEC employment. Before 2007, about 2% of French OEC workers
experience a personal dismissal each year, and the rate is stable through 2007. We drop the
recession years from the calculation.” From 2012 onward, dismissals settle at an average of
1.8% and remain stable. Strategy 1 attributes the entire decline in dismissals to conversions
into SMAs and rests on the identity

Dismissals = Dismissals?*® — Conversions + €, 4)

where € captures any shift in dismissals between the pre- and post-periods unrelated to
the SMA reform. Strategy 1 assumes € = 0, that is, that average dismissals would have
remained at their pre-reform level absent the reform. We relax this assumption in the two

strategies below. Estimating potential dismissals from the pre-reform mean yields our first

91f additional dismissals during the Great Recession curbed subsequent dismissals through compositional
effects, we would overestimate conversions, so the true ¢ would be even lower.
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Figure 4: Estimation: Incidence of SMAs During Dismissals
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(b) Incidence of SMAs during Dismissals: Three Estimates

1

Averages:

Incidence of SMA: | (2003-2006) (2012-2014)

———— Actual personal dismissals 0.020 0.018
»»»»»»»»»»» Pre-reform counterfactual 9.02 % 0.020
————— o-----  Survey counterfactual 10.87 % 0.020
————— A----- Cell-based counterfactual 10.86 % 0.020
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Notes: Panel (a) illustrates the calculation of an upper bound for conversions of dismissals into SMAs. The
o is obtained assuming that all SMAs replace a dismissal. Panel (b) reports several post-2008
Actual dismissals are the solid black line connecting diamonds. The horizontal gray line
shows the average ratio over 2003-2006, giving a post-reform counterfactual. The dashed line connecting
hollow circles plots the counterfactual computed from the SMA survey (i.e., assuming that 22% of SMAs are
replacing a dismissal). The dashed line with triangles plots the counterfactual computed from the slope of
the labor market cell-level regression of the dismissal growth rate on SMA take-up (-0.81 (Figure 5, Panel
(c)) multiplied with the aggregate SMA time series (Figure 2). The table reports the ¢ estimates from the
three strategies. See note for Figure 2 for details on data.
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estimate of incidence:

_ DismissalsP"® — Dismissals

o DismissalsP™ = 9-02%. ©)
About 9% of personal dismissals have therefore been replaced by SMAs, as shown in Figure
4, Panel (b).

Placebo check. We use firm-initiated separations during the probationary period as a
placebo. These separations require no cause and cannot be litigated, so they are not directly
exposed to the SMA option. Figure 2 shows that their rate is unchanged after 2008, at 1.3%
of jobs per year, suggesting that dismissals would likewise have remained stable absent the

reform.

Robustness. Appendix Figure C.1, Panel (a), extends the analysis to longer windows
using the MMO, normalizing dismissals by total separations to absorb the 2015 break in
the series, and reports counts in levels. Appendix Figure C.2 replicates the exercise with
the Labor Force Survey and finds a similar pattern. Appendix Figure C.3 splits the sample
by tenure above and below one year, the threshold above which severance pay becomes

mandatory.
4.4 Strategy 2: Survey-Based Counterfactuals

Our second estimate of incidence comes from a worker survey that elicits the subjective
counterfactual absent the SMA option. This strategy uses post-reform data only and does
not rely on across-time variation.
We use a 2012 Ministry of Labor survey of 4,502 workers who separated by SMA. Table
1 reports the key information we use from the questionnaire. The central question elicits
the counterfactual separation mode (we quote our English translation throughout):
Would you still have left the establishment if the separation by mutual agreement did
not exist?
- Yes, I would have quit.
- Yes, I would probably have been dismissed.
- No, I would have stayed.
- Something else.
- I don’t know.
Only 22.08% of workers report that they would have been dismissed (Table 1, Panel A).
The remainder split between quitting (39.76%), staying (28.21%), and “other” or “don’t
know” (9.95%).
To estimate aggregate conversions, we multiply the total number of SMAs by the survey
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Table 1: Counterfactual Separation Mode in the 2012 Worker Survey

Multiple answers? Share

A. Counterfactual absent the SMA reform No
Quit 0.40
Job continuation 0.28
Dismissal 0.22
Other / does not know 0.10
B. Overall, the choice to terminate the contract was No
A common choice 0.48
The worker’s choice 0.37
The employer’s choice 0.15
Does not know 0.00
C. Bargained during the employer-employee meeting Yes
Severance 0.53
Separation date 0.51

Notes: This table presents results from the 2012 survey of workers who separated by mutual agreement in
2011. The sample size is 4,502 participants. The first column indicates questions asked and possible answers.
For several questions workers could provide more than one option. The last column indicates the share of
workers who responded yes to each particular option.

share selecting the dismissal counterfactual. The implied counterfactual time series for
dismissals appears in Figure 4, Panel (b). This yields a second estimate of incidence:

5 = 0.22 -SMAs
2= Dismissals + 0.22 - SMAs

=10.87%, (6)

again about 11%.

Moreover, consistent with SMAs replacing few dismissals, only 15% of workers report
that the separation was primarily the employer’s choice (Panel B). Table B.2 reports
additional results supporting this interpretation: 68% of workers cite preserving Ul
eligibility as their reason for choosing an SMA over an alternative mode, which would be
redundant for a counterfactual dismissal since dismissed workers retain Ul eligibility, and
59% report that the employer was accepting a request initiated by the worker.

4.5 Strategy 3: Variation Across Labor Market Cells

Our third estimate of incidence uses joint variation across labor market cells. We split
the labor market into 1,465 cells defined by industry, occupation, tenure, worker age, and
establishment size, using the MMO data (descriptives in Appendix Table D.1).1% We sort

1%We define cutoffs for continuous variables to keep separation counts comparable across groups. We

exclude cells with fewer than 30 separations per year on average over 2003-2006 and cells in the top or bottom
5% of growth in the number of dismissals.
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Figure 5: Take-up of SMA and Evolution of Dismissals Across Labor Market Cells
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Notes: Panels (a) and (b) plot time series of SMAs and personal dismissals by quintile of SMA take-up. SMA
take-up is the share of SMAs among separations, averaged over 2012-2014 at the cell level. There are 1,465
cells based on tenure, worker age, establishment size, industry, and occupation. Annual SMA and dismissal
counts are obtained by summing across all cells in a given quintile, then normalized by total quintile-level
separations in 2003. Panels (c) and (d) report cell-level analyses showing the relationship between SMA
take-up over 2012-2014 and changes in dismissals across cells. Cells with fewer than 30 separations per year
on average are excluded, as are the top and bottom 5% by growth in dismissals. Standard errors are clustered
at the cell level.
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cells by SMA take-up, defined as the share of SMAs among permanent separations over
2012-2014. Figure 5 reports the results.

The strategy proceeds in three steps. First, we document that SMAs were taken up in
cells that were initially dismissal-intensive (Panels (a) and (b), and Appendix Figure D.3),
and that dismissals fell more in those cells after the reform. Panel (a) of Figure 5 plots SMA
time series by take-up quintile, normalized by 2003 separations. By 2014, take-up reaches

35% in the top quintile and is close to zero in the bottom quintile. Panel (b) shows that
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cells with higher SMA take-up reduced dismissals by more, with no differential pre-trends,
consistent with conversions.
Second, we quantify the cell-level relationship between ex-post SMA take-up and

changes in dismissals:

. . . . re
Dismissals; — Dlsmlssalsf

— 56 = a + X SMA Take-up, + v;, (7)
Dismissals;

where SMA Take-up,; is cell i’s SMA share in total separations averaged over 2012-2014,
and Dism:issalsfre and Dismissals; are the 2003-2006 and 2012-2014 cell averages. Panel
(c) of Figure 5 plots the dependent variable against SMA Take-up; with the fitted line.
The relationship is strongly negative, ,@ = —0.811 (SE 0.127), in line with the quintile-level
pattern in Panel (b): a 10 percentage point increase in SMA take-up is associated with an
8.1 percentage point decline in dismissal growth. Panel (d) reports a dynamic event-study
version of Equation (7), showing that the negative effect emerges right after the 2008 reform,
with parallel trajectories beforehand across cells with different ex-post take-up.!!

Third, we combine the estimated slope with aggregate SMA take-up to recover conver-
sions and a third estimate of incidence:

B —f x DismissalsP™ x SMA Take-up
~ Dismissals — § X DismissalsP™ x SMA Take-up

A

03

= 10.86%. 8)

Although SMA take-up is determined ex-post and g is not a causal effect, the relationship
between SMA take-up and dismissals growth, across pre-defined cells, again suggests a
low incidence of about 11%. Finally, the estimated intercept is close to zero (& = —0.022,
SE 0.024), which supports the identifying assumption of Strategy 1 that dismissals would
have been stable absent the SMA.

Taking stock. The three strategies rely on different assumptions yet deliver remarkably
similar estimates: SMA incidence during dismissals lies between 9% and 11%. Around 90%
of dismissals thus proceed without bargaining to eliminate EPL costs. Because the SMA
procedure is more flexible and less costly than dismissal, any dismissal that in fact reflected
a collusive agreement would very likely be converted into an SMA. A collusive dismissal
designed to grant the worker access to UI benefits would have no reason to continue going
through the dismissal procedure. Our result therefore also suggests that, absent the SMA
reform, at most 11% of dismissals would have reflected collusive agreements. We next ask

e estimate In(Dismissals; ;) = yi + v + th Br X SMA Take-up; X 1i=p007+k + Ui -
k+0
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which dismissals display higher incidence, providing a first set of evidence on the drivers
of the failure to bargain.

5 Which Dismissals are Bargained into SMAs?

We now ask which dismissals are more likely to be replaced by SMAs. Unpacking this
heterogeneity offers a first look at why incidence is only 11%. We begin with litigated
dismissals, the costliest to both parties. We then turn to dismissals that likely already
involved bargaining and were more cooperative, namely those that served as collusive
transitions into UL. We then relate SMA incidence to measures of workplace conflict. We

close with SMA incidence among quits and other dimensions of heterogeneity.
5.1 The Case of Labor Disputes

We first ask whether SMA incidence is high among the most litigious, and therefore most
costly, dismissals. A dispute involves lawyers and lengthy delays, both of which an SMA
eliminates. Figure 6, Panel (a) plots the time series of worker-initiated court cases over
personal dismissals, constructed from our micro administrative court data. While personal
dismissals decline slightly after the introduction of SMAs, the number of court cases does
not. If anything, disputes are somewhat more frequent over 2012-2014 than over 2003-2006.
This finding directly implies that a main goal of SMAs, to reduce court cases following
dismissals, was not achieved. (We end the analysis in 2014 because a labor court reform
took effect in 2015.) The implied SMA incidence among the kind of dismissals headed for
litigation pre-reform is therefore zero. Since the most costly and litigious dismissals do not
take advantage of the bargaining margin opened by SMAs, we next turn to the opposite
end of the spectrum: dismissals that are likely cooperative.

5.2 Cooperative Dismissals

We now assess SMA incidence among dismissals that plausibly involve bargaining and
are more cooperative to begin with: separations that likely reflect collusion to access
unemployment insurance.

We focus on dismissals that allow workers to use Ul benefits as a bridge to retirement.
Starting at age 50, workers receive up to three years of benefits over the period we study.
The standard retirement age is 61 over 2004-2007 and 62 over 2011-2014, with the exact
age depending on labor market experience (see, e.g., Le Barbanchon, Rathelot, and Roulet,
2019, for a detailed description of UI generosity rules). A worker dismissed or separated by
SMA at 58 (or 59) can therefore retire early using Ul as a bridge. This boost in the worker’s
outside option generates a spike in separations at those ages, as we show below. This spike

reflects likely more cooperative separations for two reasons: either it masks a collusive

21



Figure 6: Conflictual Versus Cooperative Dismissals
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Notes: Panel (a) depicts the number of judgments of labor court cases about personal dismissals (from
Ministry of Justice data). Panel (b) shows separations by age from retirement age, pre- and post-reform.
Over 2004-2007 (2011-2014), retirement age is considered 61 (62, to account for average retirement age shifts).
The vertical line at -3 approximates the “bridge” age from which on three years of UI permits workers to
effectively retire early. The solid (dashed) lines with diamonds show the dismissal shares, in 2004-2007
(2011-2014). The dashed line with circles plots the share of workers separated under SMA, over 2011-2014.
Excess separation shares are the difference between the 3-year average separation rate from -4 to -2 and the
corresponding average from -10 to -8, and are cumulated. The diamonds and circles mark the years entering
the calculation of excess separations. The conversion share for excess dismissals, Ggxcess, is computed using
Equation (5). Appendix Figure E.1 replicates this analysis for total separations and shows time series of
separations by type.
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separation into Ul, or it reflects a firm minimizing dismissal costs for the worker.

Figure 6, Panel (b) plots annual shares of personal dismissals and SMAs by age at
separation in the MMO data, separately for pre- and post-reform years, with age normalized
to distance from the regular retirement age. Pre-reform, the dismissal share is 1.3% between
13 and 6 years before retirement, and it rises to 3.4% between two and four years before
retirement. We quantify the cumulative excess dismissals attributable to this incentive
using a bunching design (as in Saez, Schoefer, and Seim, forthcoming). Defining treatment
as years two to four before retirement and the control as younger ages (-10 to —8), we
estimate an excess dismissal share of 5.3% pre-reform (2004-2007). Post-reform (2011-2014),
the excess dismissal share falls to 3.3%, while a spike in SMAs emerges. The excess SMA
share is 2.15% in 20112014, accounting for the 2 percentage point decline in dismissals. 2

Applying Equation (5) from Strategy 1 to the excess dismissals at the early-retirement
margin yields Ggxcess = % = 37.9%, far above the economy-wide average of 11%
(see Figure 6 for the details). We draw two conclusions: SMA incidence is much higher
in cooperative contexts, and SMAs are more likely used where bargaining was already
plausibly occurring before the introduction of SMAs.

5.3 Workplace Conflict

The two cases of litigated dismissals and pre-retirement collusion suggest that SMA
incidence is much higher in cooperative contexts than in conflictual ones. We now define
many more proxies for a conflictual employer-employee environment and assess how SMA
incidence correlates with them. We measure these correlations across the labor market
cells defined in Section 4.5, and we construct the conflict proxies from the REPONSE
survey. Described in Section 3, this survey asks employees and managers about the social
climate in their company, along with firm and worker characteristics. We build proxies
for adversarial situations separately from employee and manager responses. Employees
report on their relationship with their manager and colleagues and on working conditions
in general. From ten employee questions, we build indicators for a poor workplace climate:
for instance, that an employee feels her efforts are not valued, or that her manager does
not listen to her. From fifteen manager questions, we code indicators such as whether
sanctions were taken against workers, whether poor relationships caused conflicts, or
whether workers took repeated sick leave.
We then match each respondent to their labor market cell. For each cell i, we again
construct its SMA incidence, o;. In the matched sample, we obtain 17,354 employee
12Appendix Figure E.1, Panel (a), confirms that SMA take-up is higher among workers aged 58-62 than in

the population, and that dismissals fell more for this group after the reform. Panel (b) replicates the excess
separations analysis for total separations.
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Figure 7: Relationship between Workplace Contflict and Incidence using Survey Proxies
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Notes: This figure plots results of regressions of ¢;(j) (the cell-level incidence) on a dummy variable for the
conflict proxy defined in the left column, with the regression model given by Equation (9). The regression is
estimated at the respondent level. The average of the variable is reported in parentheses. For each worker or
manager, the conflict dummy is obtained from the Enquéte Reponse (2011 and 2017 survey waves pooled). The
corresponding o;(j) is the one of the cell i, to which the employee or manager j belongs, computed from the
MMO. Each estimate is obtained from a separate regression. 95% confidence intervals are reported.

observations and 5,765 manager observations. We estimate the following regression at the
respondent level (j), separately for each proxy survey question X, which we code as an
indicator variable ]l(Conﬂict]X):

oi(j) = yX + qbXIL(Conﬂict]X) + e]X, )

where 0;(;) is the incidence of SMA during dismissals in cell i to which respondent j
belongs. ¢* captures the relationship between conflict, proxied by question X, and the
conversion of dismissals into SMAs.

Figure 7 reports our estimates of ¢ across all proxies. Most estimates are negative
and significant, consistent with lower incidence in conflict-prone cells. For instance, a

10 percentage point higher share of workers who feel their manager does not value their
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efforts is associated with a 1.2 percentage point lower SMA incidence. Similarly, workers
who feel their manager does not listen to them fall in cells with lower average incidence.
Proxies capturing sanctions against workers are also strong predictors of low incidence.
We will explore—and find substantial evidence for—the idea that employers refuse to sign
the SMA because they use costly dismissals as discipline devices to incentivize the remaining
employees. While these estimates are correlational rather than causal, they indicate that, on
average, more conflictual and adversarial labor market cells prone to sanctioning workers

feature lower take-up of the option to bargain to reduce dismissal costs.
5.4 Quits

Although our focus is on dismissals, we briefly examine SMA incidence during worker-
initiated separations (details in Appendix F). The incentives are asymmetric: workers gain
Ul eligibility by switching from a quit to an SMA, while firms face severance costs with
nothing in return absent experience rating. Quits should therefore convert only when firms
receive something in exchange.

The data are consistent with substantial substitution. Quit rates fall sharply between
2003-2006 and 2012-2014, by an amount consistent with the scale of SMAs (Figure 2),
and 40% of SMA workers report in the 2012 survey that they would have quit absent the
option (see Table 1, Panel A). In Appendix F, we find that the quit decline is concentrated
in transitions to non-employment: nearly all SMA workers register for UI, and 80% remain
unemployed for at least three weeks (Appendix Figure F.1). What firms receive in exchange
appears to be a smoother transition. SMA workers stay two weeks beyond the mandatory
notice on average, and each additional day is associated with higher bargained severance
(Appendix Figure F.2).

5.5 Heterogeneity Across Firms and Cells

This section presents correlates of the incidence of SMAs during dismissals.

Labor market cells. Cell-level incidence 6; is highly dispersed (Appendix Figure D.2b):
no cell relies exclusively on SMAs, and none avoids them entirely. Conversions occur in
smaller establishments and for higher-skilled workers, including managers (Appendix
Table D.1). Take-up is also higher in cells that were more dismissal-intensive before the
reform (Appendix Figure D.3).

Establishments. We find no evidence of “specialization” across establishments either
(Appendix Figures D.1 and D.2a). An establishment-level predictor of SMA use is a
tendency to avoid firing costs through other means. In Appendix G we construct a proxy
for such avoidance, the use of long fixed-term contracts, and show that establishments
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employing this strategy also appear more likely to convert dismissals into SMAs to bargain

down dismissal costs.

Taking stock. Measuring heterogeneity in SMA incidence points to potential mechanisms
that foster or prevent bargaining during dismissals. Bargaining during dismissals is rare,
with an incidence around 11%. It is essentially zero among dismissals headed for litigation
absent the SMA option, and it falls with proxies for workplace conflict and for the use of
sanctions against workers. It is highest where the separation was cooperative to begin with,
reaching 38% among pre-retirement separations that plausibly reflect collusion over UL
These patterns point to adversarial relationships and the possibility of litigation as central
to the failure to bargain. We next lay out a stylized model that formalizes those channels,
before implementing direct tests in a dedicated survey.

6 Conceptual Framework of Bargaining During Dismissals

To interpret the empirical patterns, we present a simple model of bargaining, which we

augment with sources of conflict that can curb conversions of dismissals into SMAs.
6.1 Benchmark: The Gains from Trade from the SMA

The model focuses on a set of existing jobs over two periods. In period 1, jobs are both
jointly viable and individually viable for the worker (W) and firm (F). At the beginning of
period 2, the value of the job or of an outside option may shift for either party, potentially
triggering a separation. The wage is fixed for the duration of the job, an assumption that

facilitates defining unilateral dismissals.'?

Payoffs. Table 2, Panel A, summarizes the payoffs in the four possible outcomes at the
beginning of period 2. Appendix Figure H.1 plots the cases. If the job continues, the firm
and the worker obtain J¥ and J", respectively.

If the firm dismisses the worker, it receives the value of a vacancy V and pays the red
tape cost ff of the dismissal—proving fault, legal fees, procedural steps. It also pays
the statutory severance 5 and the expected court compensation c, the transfer the worker
obtains through litigation, weighted by the probability of going to court and winning.!4

The dismissed worker receives the value of unemployment U, the value b of unemploy-

13 Assumptions on wage rigidity affect which jobs, and how many of them, end up in the dismissal
proceeding, but not what happens once they do: the choice between the dismissal and the SMA, conditional
on separating, is unaffected. A fully specified model with endogenous wages (see, e.g. Fella, 2007; Postel-Vinay
and Turon, 2014) would yield the same prediction of conversion of all dismissals.

4The dismissals modeled are personal ones, excluding cases of serious misconduct and low-seniority
workers, for which the advance notice and severance requirements differ. c also captures post-separation,

pre-trial settlements; any such settlement still incurs the red tape the SMA economizes on, so the conversion
prediction below would hold either way. Non-transfer court costs can be viewed as folded into ff and f".
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Table 2: Payoffs and Bargaining Conditions in the Model

Firm Worker
A. Baseline
Job continues JE v
Quit v u
Dismissal V-fF-c-53 U+b+c+5—fW
SMA V-5-st U+b+5+s"
SMA chosen over dismissal if fF+f" >0
B. Hostility (1", hT)
Dismissal V—fF—c—5+nf(fW-c) U+b+c+5-fV+E"V(fF+0)
SMA chosen over dismissal if FE+ Y > W+ o)+ hE(fY - ¢)
C. Discipline device (d)
Dismissal V-fF-c-5+d U+b+c+5-fW
SMA chosen over dismissal if fF+fW >d
D. Asymmetric beliefs (", &F)
Dismissal V- fF-(1-&)c-53 U+b+(1+EW)e+5-fW
SMA chosen over dismissal if fF+ Y > (EW+&he

Notes: The table reports the firm’s and the worker’s period-2 payoffs under each outcome of the model of
Section 6 and the resulting conversion condition from comparing the SMA to the dismissal and assuming a
side payment through the extra severance pay s’. Panel A is the baseline; Panels B-D each add one conflict
feature and report only the rows that change, with the job-continuation, quit, and SMA payoffs as in Panel A
throughout. f7 is the firm’s red tape cost of a dismissal, f" the worker’s cost of a dismissal relative to an
SMA, 5 the statutory severance, st the bargained severance, and ¢ the expected court compensation. ht is the
weight party i places on the net loss the dismissal imposes on the other, d the firm’s incremental disciplining
value from a dismissal over an SMA, and £" and &F optimism shifters on the court outcome. Every panel
states the condition in the common form of Equation (11), the bilateral saving ff + f" against a conflict
wedge, which is zero in the baseline.

ment insurance eligibility, the severance pay 5, and the expected court compensation c.
She also bears a dismissal cost f" (e.g., stigma, legal fees), the worker-side counterpart to
the firm’s red tape cost fF. The dismissal is therefore costly to both parties.

If the worker quits, she forgoes unemployment benefits and obtains U. The firm obtains

V, with no severance pay, red tape, or court risk.

The SMA. The SMA has four features. It eliminates red tape and forecloses litigation, setting
fF =0and ¢ = 0, and it spares the worker the dismissal cost f"¥—stigma (documented in
Section 7.2), procedural costs, and the hassle of any subsequent litigation. It preserves full
Ul eligibility b. It facilitates a bargained severance pay s’ > 0—the Coasean transfer built
into the SMA blueprint—on top of the mandated minimum 5. And it requires mutual
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consent: both parties must prefer it to their outside option.

Benchmark without conflict frictions.  We focus on potential dismissals, defined by
V — ff —c -5 > JF, so that the job would end in a dismissal absent the SMA and
continuation is not the relevant comparison.!”> Firms prefer the SMA whenever the
bargained severance stays below the costs they avoid, s” < fF + c. Workers prefer the
SMA whenever the extra bargained payment, together with the dismissal cost they avoid,
compensates them for forgoing the court value (s* > ¢ — f"). Hence, a transfer satisfying

both—and with it a bargaining set ensuring bilateral efficiency—exists whenever:
fF+ Y >o. (10)

Since implementing a dismissal is costly to the firm and being dismissed is costly to the
worker, both terms are strictly positive, and the parties split a joint surplus equal to fF + f".
The court compensation c is a pure transfer and folds into s’.

Other factors. Several omitted features would further strengthen the case for conversion.
SMAs permit flexibly structuring the terms of the separation, such as ending the job at the
most convenient time, ensuring overlap to train the replacement hire, or avoiding a vacancy.
Risk aversion or borrowing constraints would also reinforce the prediction, as the certain
and immediate severance pay s’ is valued more than the uncertain and delayed court
outcome c (as in arbitration in collective bargaining, see Farber and Katz, 1979). Similar
implications arise from workers being more impatient than firms. Finally, knowledge of
the SMA option is not a constraint (see Sections 3.2 and 7.3).

Additional separations and pre-existing collusion. =~ SMAs may also shift turnover
outcomes besides dismissals. None of these changes the prediction for dismissals. Marginal
jobs that neither party would end unilaterally may now separate by SMA (see Appendix
Figure H.1). In this simple framework, quits should not get replaced by SMA (due to 5),
except if the firm receives a payoff in exchange (see Section 5.4 and Appendix F). Lastly,
dismissals that were already collusive should convert into SMAs, as they deliver the same

outcome at lower cost (see Section 5.2).
6.2 Three Conflict Wedges That Can Cause Bargaining to Fail

Three plausible mechanisms can pull the parties towards the dismissal and away from the
SMA: hostility, the use of dismissals as a discipline device, and asymmetric beliefs. Panels

B-D of Table 2 report the payoffs and the resulting conversion conditions.

15Both parties know the job will end, and they bargain only over the legal vehicle. The law allows
conversion at any stage, even once the dismissal is under way, so the dismissal threat is credible.
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The conflict wedge. We write every conversion condition in the same form:

ffef™ oz x (11)
—_— ——
gains from trade conflict wedge
where the left-hand side is the bilateral gains of an SMA over a dismissal in a standard
bargaining model, and the « are conflict wedges, defined below, that may prevent the SMA

choice. We consider one channel at a time, but note that they may interact if jointly present.

Hostility. Hostility and retaliation may shape the interaction during a dismissal, with
either party refusing to sign off on the SMA precisely because the other stands to lose
from the dismissal (for evidence on retaliation at the workplace in other contexts, see also
Giacalone and Greenberg, 1997; Bies and Tripp, 2005; Mas, 2006). Indeed, empirically,
incidence is lower in more adversarial workplaces (Section 5.3). The simplest way to capture
such hostility adjusts preferences directly, as in Becker (1974): the costs the dismissal
imposes on the counterparty enter a party’s own payoff, scaled by a hostility parameter
h' >0 (h' < 0 would capture altruism).!® The dismissal yields conventional costs ff + ¢
and fW — ¢, for the firm and the worker respectively. Bargaining an SMA removes both,
so a hostile worker gives up #"(ff + ¢) and a hostile firm gives up hf(f"V - ¢). Panel
B of Table 2 adds these terms to the dismissal payoffs: the conflict wedge is equal to
WY(fF +c)+ hF(fW - ¢). Hence, hostility narrows the bargaining set and breaks the
neutrality of the court compensation c. Severe hostility, "Y' > 1, even reverses which
dismissals convert, with high- f¥ ones now less likely to do so.

Discipline device. = Beyond a bilateral view of the match, firms may prefer costly
dismissals—rather than SMAs that leave the worker better off—to discipline their other
employees (echoing efficiency wage theory logic, see Shapiro and Stiglitz, 1984; Katz,
1986).!7 In the data, proxies for sanctions against workers are strong predictors of low
incidence (Section 5.3). Writing d for the disciplining value the firm forgoes by converting,
the firm’s values of the SMA and of the dismissal are V -5 —s’and V — ff —c -5 +4, so
that its participation constraint tightens to s” < fF + ¢ — d while the worker’s is unchanged

1In our model, hostility does not apply to s, plausibly because s’ is a voluntary transfer within a
cooperative SMA context; if it did, it would not push towards the dismissal. The court compensation remains
subject to it, so a hostile firm would rather route a transfer through s? than through the court, and a hostile
worker the other way round. Were c also exempt, it would drop out of the conversion condition. Nor does
hostility apply to the disciplining value d below.

7The firm may also refuse an SMA in a given dismissal to establish a policy against future requests
from other workers, analogous to committing not to renegotiate wages individually in response to pay
transparency (Cullen and Pakzad-Hurson, 2023); and a spillover logic related to within-firm comparisons
(Lazear, 1989). Section 7.3 tests the worker-side analog, in which the worker refuses the SMA to avoid
weakening her colleagues’ job security, and finds no support for it.
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ats? > ¢ — f". The wedge curbing the use of SMAs is then equal to d.

Asymmetric beliefs. Finally, the parties may disagree about what would happen in labor
court. Indeed, in the data, among dismissals that would have ended up in litigation absent
the SMA option, incidence is zero (Section 5.1). Such disagreement is the classic source of
bargaining breakdown under asymmetric information (Myerson and Satterthwaite, 1983;
Hall and Lazear, 1984), and it is the mechanism the literature on the failure to settle pre-trial
emphasizes (Loewenstein, Issacharoff, Camerer, and Babcock, 1993; Babcock, Loewenstein,
Issacharoff, and Camerer, 1995b; Rafkin and Soltas, 2026). Disagreement may concern the
probability that the worker sues, the probability that she prevails, or the award amount—all
captured by c. With symmetric beliefs—implicitly assumed so far—c folds into s’ and is
irrelevant. With asymmetric beliefs it need not. To see this, let the worker expect (1 + &")c
and the firm expect to pay (1 — &F)c, with " > 0and 0 < &F < 1. EW + &F corresponds to
the belief gap, and the resulting conflict wedge is (" + &F)c. Higher-c dismissals may
therefore be less likely to use the SMA, consistent with zero-incidence of SMA for litigated

cases.

Taking stock. Together, the three conflict wedges can rationalize both the low incidence

of bargaining and its observed heterogeneity. We empirically quantify their roles next.

7 Survey Evidence on the Mechanisms Preventing Bargaining: Hostility,
Discipline, and Asymmetric Beliefs

This section investigates the mechanisms that could explain the 11% incidence of SMAs
during dismissals and quantifies their role. The main candidate mechanisms follow from
our heterogeneity results (Section 5) and our framework (Section 6): hostility, the use
of dismissals as a discipline device, and asymmetric beliefs about labor court. We test
them, along with many alternatives, in a survey of HR directors that we designed and
administered for this purpose.

7.1 HR Director Survey

Data collection. We surveyed human resource (HR) directors at French firms between June
and September 2024 (details in Appendix I). HR directors are the natural respondents: they
report both deciding and implementing dismissals in their companies, and, as we document
below, they are well informed about SMAs. We proceeded in two steps. First, we emailed
potential participants to ask whether they would answer an online survey about their
experience as HR practitioners, offering the option to register separately for the results.!®
We obtained the email addresses from B2B contact data providers (HeadsOf, BookyourData,

18We focus on individuals with the job title Directrice ou directeur des ressources humaines.
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and Apollo), which cover HR directors with a LinkedIn profile, and complemented this
strategy with direct LinkedIn messages to directors with public accounts not already
emailed. Second, we sent the Qualtrics questionnaire to those who accepted, with two
reminders. Among all directors emailed initially, 12.0% filled out the survey—a lower
bound on the response rate, since some emails were flagged as spam, undelivered, or
reached people on leave. In total, we obtained 473 respondents.!”

The questionnaire has four parts. The first asks about the company and the respondent’s
involvement in dismissals. The second, and main, block anchors all questions on the last
personal dismissal the respondent decided or implemented—an anchor that limits speculation
and selection and aids recall—and asks about the choice between the dismissal and the
SMA. The third block elicits, for that same dismissal, counterfactual SMA probabilities
under scenarios that shut off specific factors. The fourth contrasts dismissals with other

separation types.

Sample. Of the 473 HR directors who began the questionnaire, 84% completed it. We
keep respondents employed in a private-sector company (95%) and involved in at least
one dismissal in the past ten years (93%). We then screen low-quality responses using an
attention check, total response time, and excessive picking of the first option. Appendix I.1
lists every filter and the observations it removes, and Appendix Table 1.1 describes the full
and final samples. These restrictions leave 316 observations. Our moments of interest are
sample means, which we estimate precisely (see the note to Figure 8).

Response quality is high. Among all respondents, 91% pass the attention check and
93% answer consistently across questions, for instance ranking mechanisms coherently.
Directors in the analysis sample spent 13 minutes on average completing the survey
(median 15). Many expressed interest in the results, sent follow-up emails, and offered to
talk by phone.

The sample is deeply experienced with dismissals (Table 1.2): 41% of respondents
took part in more than 20 personal dismissals over the past ten years and 34% in five to
twenty. Most both decide and implement: 77% have decided to dismiss a worker, 92% have
implemented a dismissal, 82% have negotiated with a dismissed worker, and 84% have
consulted an expert such as a lawyer. These directors therefore both choose the separation

mode and manage the interaction with the worker.

Representativeness. The survey does not represent all French firms, since it requires
a company with an HR director (and a LinkedIn profile). We therefore assess how the
surveyed dismissals differ from those in the population (Appendix Table I.1). Respondents

YThe full survey questionnaire, in French with an English translation, is available at
https:/ /drive.google.com/file/d/1NuG5GVCN8UrQqSRX941LP385xNdKS-su / view?usp=sharing.
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Table 3: HR Director Survey: Views on Dismissals and SMAs

Multiple answers?  Share

A. Knowledge of SMA

How familiar are you with SMAs? No
I have already negotiated or implemented some 0.98
I have never directly implemented but I know it 0.01
I don’t know what it is 0.00
Don’t wish to answer 0.00
B. Recruiting Stigma
Whom would you be more likely to interview: No
Both identically 0.51
The worker who signed an SMA 0.43
The dismissed worker 0.00
Don’t wish to answer 0.06
C. Last Dismissal
Was an SMA mentioned? No
No 0.56
Yes, by the employer 0.23
Yes, by both the employer and employee 0.11
Yes, by the employee 0.10
Don’t wish to answer 0.00

Notes: This table presents responses to our 2024 survey of HR directors, for our main analysis sample. Panel
A reports on knowledge of SMAs (asked at the beginning), Panel B on recruiting stigma, and Panel C on
the last dismissal experience. “Multiple Answers?” indicates whether multiple responses were permitted.
“Share” is share of respondents who picked a given option.

skew toward large firms: 47% work in companies with more than 500 employees, against
39% of dismissals in the MMO, and firms with fewer than 10 employees are essentially
absent (1% of the analysis sample against 8% of dismissals nationally). Because incidence
is lower in larger firms (Appendix Table D.1), the survey focuses on firms that still rely on
dismissals, a relevant population for explaining non-conversion. The tenure and occupation

distribution of these last dismissals is similar to that of the universe of dismissals.2’

7.2 Evidence on the Three Mechanisms
All questions in this section refer to the last personal dismissal the respondent decided or

implemented. We first establish that the SMA was an actual option in these dismissals, then
present the evidence on the mechanisms, moving from unprompted open-text accounts to

counterfactual estimations.

Was the SMA relevant to the last dismissal? An SMA was explicitly discussed as
an alternative in 44% of last dismissals: it was raised by the employer in 23% of cases,
by the employee in 10%, and by both in 11% (Table 3). Moreover, awareness is not the
constraint: 98% of directors have implemented or negotiated SMAs. These facts have three

20We have also found similar results if we exclude responses in which the last dismissal was for serious
misconduct. Hence, we use the fuller sample in our HR director survey analysis.
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implications: (i) the parties know the SMA and it comes up explicitly in about half of
dismissals, (ii) non-conversion therefore often reflects a failed attempt to negotiate rather
than an unconsidered option, and (iii) HR directors likely know why the negotiation failed

or was not attempted.

Stigma from the SMA. Moreover, the survey also confirms the stigma asymmetry that
should make workers prefer the SMA: asked whom they would rather interview for a job,
all else equal, 43% of directors pick a candidate who signed an SMA over a dismissed one,

51% are indifferent, and none pick the dismissed worker.

Unprompted accounts. Before suggesting any mechanism, we ask directors to explain in
their own words why no SMA was signed with the last dismissed worker. Some responses
simply record the absence of an agreement. Several, however, point to hostility:

Because it was not an amicable break-up.

Communication too tense.

Because I do not want to establish [an SMA] when we are already in a tense situation.

Do not “please” an offending employee.
Others describe the dismissal as a discipline device:

It was signed in one case—in the other, it was a case of a low performer and we did not

want to send a message of possible SMA in this case in the company.

Because the SMA should not be perceived as a right as soon as an employee performs

less well or has a bad attitude. Otherwise, all the other employees could adopt the same

behavior to obtain an SMA. SMAs must be an exceptional device.

I am against the use of SMAs in most cases: [...] if the employee put himself at fault

with the employer, there is a disciplinary measure.

Each mechanism plays a large role. We then present the three mechanisms of Section 6
and ask, for each, whether it played a large role, a small role, or no role in preventing an
SMA during the last dismissal:

Take your time to answer the following three questions. In your opinion, could the
reasons for not signing an SMA with the dismissed employee fall into these categories?
Hostility is described as: “The situation was too tense or conflictual (on one side or both). For
instance, the employer and the worker were on bad terms or the worker wanted to make things
difficult for the company.” The discipline device as: “Signing an SMA would have had a negative
impact on other employees. For instance, to avoid having too many people ask for an SMA, or
to avoid giving the impression that the company rewards employees creating problems.” And
asymmetric beliefs as: “The company and the employee had different opinions on what might
have happened in labor court. For instance, on the probability that the worker would go to court or
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Figure 8: Mechanisms and Counterfactuals for the Incidence, o

(a) Mechanisms Preventing the SMA (b) Stated Counterfactual Beliefs
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Notes: Panel (a) reports the responses to the question “Iake your time to answer the following three questions. In
your opinion, could the reasons for not signing an SMA with the dismissed employee fall into these categories?” Section
7.2 details how those three factors are introduced in the survey. Separately for each factor, respondents can
indicate how important the mechanism was. The printed numbers show the cumulative shares. For instance,
63% of respondents indicate that hostility played a role in preventing the SMA (29% picked a small role and
34% a large role), 2% say they don’'t know if hostility played a role, and 36% indicate it played no role. Panel
(b) depicts several estimates for the counterfactual incidence of SMAs during dismissals according to HR
directors, o, under alternative scenarios. The four bars plot counterfactual estimates for ¢ obtained from the
survey, relying on asking HR directors to assume that hostility (or discipline device, or asymmetric beliefs)
was completely absent during the last dismissal, and to estimate the conversion probability in that case.
The last counterfactual assumes all three factors were absent. We then obtain these stated counterfactual
estimates from the following estimation: 6N°% = & + (1 - 8) X § X; P;(SMANZ = 1|SMA = 0). Here, 6 is
the actual incidence estimated in Section 4, 11%. For the term % > i IPj(SMANOZ = 1|SMA = 0), we find
(standard errors in parentheses) 47.71% (2.00%) for Z=hostility, 40.76% (1.99%) for Z=discipline device, and
40.34% (1.97%) for Z=asymmetric beliefs. For all three mechanisms jointly absent, the average conversion
probability is 58.30% (2.11%).

on the amount decided by the judge.”

Figure 8, Panel (a), reports the results and documents substantial roles of the three
mechanisms. 91% of respondents indicate that at least one of the three played a role, and
62% that at least one played a large role in preventing an SMA. Hostility played a role in
63% of dismissals (a large role in 34%), the discipline device in 58% (36%), and asymmetric
beliefs in 44% (19%).

Details on each mechanism. We next ask which mechanism played the largest role and,
conditional on the answer, what exactly happened. This step shows how respondents
understand each mechanism as we define it. The discipline device is ranked first by 43% of
respondents, hostility by 39%, and asymmetric beliefs by 18% (Table 4). Among directors
ranking hostility first, 52% report that the employee wanted to make things difficult for the
company, 52% that the employee was aggressive, and 51% that the relationship was bad.
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Table 4: Details on the Role of Hostility, Discipline Device, and Asymmetric Beliefs

Selected First Share

A. Hostility and conflictual relationship 0.39
The employee wanted to make things difficult for the company 0.52
The employee was aggressive or angry 0.52
The relationship between the worker and the employer was very bad 0.51
The employee threatened the company with going to court, 0.21
which was perceived as blackmail
Someone in the company wanted to make things difficult for the employee 0.05
The employer was aggressive or angry 0.03
B. Worker discipline device 0.43
The dismissal shows other employees that the employer responds 0.80
to the behavior and efforts of employees
The other employees would have found the SMA unfair 0.44
The dismissal discourages other employees from requesting SMAs 0.18
C. Asymmetric beliefs about labor court 0.18
The worker overestimated his chances in labor court 0.60
The worker wanted to go to labor court to take revenge or out of pride 0.26
Mentioning the SMA would have been interpreted 0.40
as a lack of cause for the dismissal
The threat of labor court was interpreted as blackmail 0.14
The employee went to labor court and it was unexpected 0.00

Notes: This table provides details behind the three main mechanisms under study (hostility, discipline device,
asymmetric beliefs). Estimates are obtained using our 2024 HR director survey. First, survey respondents are
asked to pick the mechanism that played the largest role in preventing the SMA during the last dismissal.
Panels A, B, and C show the share of HR directors ranking each mechanism first. Second, conditional on
the mechanism picked first, the respondent is asked to provide details explaining what happened exactly.
The table depicts all the potential detailed situations presented to them. For instance, 43% of respondents
picked the discipline device mechanism as the most important one, and among those, 80% indicate that the
dismissal was not converted because dismissing the worker shows other employees that the employer is
reacting to behavior and efforts.

Because we survey employers, we cannot establish which side initiates the hostility and
answers may be subject to social desirability bias; still, 8% of respondents attribute it to
the firm. Among those ranking the discipline device first, 80% report that the dismissal
demonstrates to the remaining employees that the employer reacts to poor effort and
behavior. Among those ranking asymmetric beliefs first, 60% report that the worker

overestimated her chances in labor court.
7.3 Alternative Mechanisms

The survey also asks about a battery of other candidate explanations (Appendix Figure 1.4).
These find either no support or considerably less than our main factors.
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Mechanisms that find no support. First, transaction costs are not a relevant factor. The
SMA is not a new legal contract but a boilerplate form requiring only the separation date
and the severance pay, so its ease should if anything raise conversions. Consistent with
this, only 4% of directors cite a complicated process as even a minor factor. Second, more
than 60% of establishments had used an SMA within three years of the reform, and above
80% by 2015 (Figure 3, Panel (b)). Only 15% of directors cite poor knowledge of the process
as a factor in their last dismissal, and just 2% assign it a large role. Lack of awareness
is therefore not an explanation. Third, we test for a worker-side analog of the discipline
device where the worker refuses the SMA to avoid lowering dismissal costs and thereby
weakening colleagues’ job security.?! It finds no support: 95% of respondents report that
concern for coworkers played no role. Fourth, a 2013 reform introduced an employer tax
on SMA severance pay (Appendix A.4). The tax cannot explain the lack of conversion over
2009-2012, and hence over our main sample period (with moreover no dramatic effects on
conversions upon introduction); as of 2024, 30% of directors report that it plays some role
in preventing conversions and 10% a strong one.

Miscoordination. Two frictions do lower incidence, though both are smaller than the
three main mechanisms. First, the worker may realize too late that the dismissal is real:
39% of directors report that this played some role (14% a large one), and a further 12% cite
an inability to reach the worker at all, for instance after a sick leave following the dismissal
notification. The regulation allows an ongoing dismissal to convert into an SMA at any
stage, but the parties do not always use this option. Second, 26% report that the worker
was too emotional to discuss an SMA (11% a large role), which may reflect the shock of the
announcement or hostility when the emotion turns aggressive.

Finally, an open text box at the end of the survey asks whether we missed any factor
that could explain why the last dismissal was not bargained as an SMA. No additional
factor emerged.

7.4 Stated Counterfactual Beliefs

The evidence so far establishes which mechanisms operate. We now elicit HR directors’
views on the magnitude of each. For each of the three mechanisms, and for all three jointly,
we present a counterfactual scenario that removes the factor, all else equal, and elicit the
belief of the probability that the last dismissal would have converted into an SMA. For the
discipline device, for instance, the scenario reads:

ZThough unions play no role in personal dismissals, social pressure could sustain quasi-collective action
(as in Breza, Kaur, and Krishnaswamy, 2019) to preserve job security (Abreu and Gul, 2000), whether through

social preferences for colleagues (Bandiera, Barankay, and Rasul, 2005; Ashraf and Bandiera, 2018) or altruistic
punishment (Fehr and Géchter, 2002).
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Now suppose that we eliminate everything related to the factor “Signing an SMA would

have had an impact on other employees.” That is, it would have been possible to sign an

SMA but no one would know. In this case, would the permanent contract have ended

with a dismissal or an SMA?
We elicit this in two steps. Respondents first select the most likely outcome on a five-point
scale, from “Very likely still a dismissal” to “Very likely an SMA.” They then report the exact
probability of conversion by moving a slider between 0 and 100.22 A “don’t know/do not want
to answer” option is always available. The two measures align remarkably well (Appendix
Figure 1.3), and the reported probabilities span the full support rather than bunching at
focal points (Appendix Figure 1.2).

We convert these probabilities into a stated counterfactual belief. Shutting off factor

Z € {hostility, discipline device, asymmetric beliefs, all three}, the incidence becomes

1 7
~No Z A A i No —
o =6+(1-06)X N E]. ]P](SMA =1|SMA =0), (12)

where ¢ is the actual incidence estimated in Section 4, 11%, and the second term adds the
dismissals not converted at baseline—true of every dismissal in our sample by construction—
but would have absent Z, averaging the probabilities across the N respondents.

The average belief of conversion probability absent hostility is 47.71% (SE 2.00); absent
the discipline device, 40.76% (1.99); absent asymmetric beliefs, 40.34% (1.97); and absent
all three jointly, 58.30% (2.11).2> Applying Equation (12), Figure 8, Panel (b), reports the
implied stated counterfactual incidences. In the view of HR directors, removing hostility
alone would raise the incidence of SMAs during dismissals from 11% to 53%. Removing
the discipline device or asymmetric beliefs would raise it to 47% in each case. Removing

all three would raise it to 63%.

Taking stock. Our survey of HR directors suggests that three mechanisms—hostility, the
use of dismissals to discipline the remaining workforce, and asymmetric beliefs about labor
courts—largely explain the low incidence of SMAs during dismissals. These factors are
sidestepped in standard models of job separations and employment protection. They also
rationalize the heterogeneity documented in Section 5: such behavior is more prevalent in

22The question eliciting the subjective conversion probability is: “In this hypothetical situation, what would
have been the probability that the employment would end by SMA? (You can choose any number between 0 and 100.
For example, 100 means that an SMA would have been signed, 0 means that it would always have been a dismissal, and
50 indicates that both modes of separation would have had equal chances.)”

BThe sum of the three individual estimates exceeds 100% because, for a given dismissal, more than one

factor is usually relevant, and the factors are positively correlated (Appendix Table 1.3). Shutting off one
factor alone can therefore be enough to make both parties prefer the SMA.
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Figure 9: Share of HR Directors Reporting a Former Employee Would Help with a Favor

.6-
Bl Last retiree Last dismissed employee
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—
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Notes: This figure depicts the likelihood that a former employee of the company would help with a small
low-cost favor. In the 2024 HR director survey, we ask “If you now had to ask this [last] dismissed worker for a
favor (information, a password, the location of a document,...), do you think he would help you?” We then ask about
the same situation with the last retiree. For instance, 50% of the directors think that the last retiree would
absolutely help, while 4% say that the last dismissed worker would absolutely help with the favor.

adversarial contexts and specifically litigious ones, where incidence collapses to zero, and
absent in plausibly collusive separations, where it reaches 38%.

Our HR director survey also confirms that these factors are specific to dismissals rather
than to separations in general: only 4% of HR directors believe that the last dismissed
worker would “absolutely” help with a small favor, compared to 50% for the last retiree
(Figure 9).

Finally, by preventing settlements during the separation, hostility and asymmetric

beliefs mechanisms help explain high rates of dismissal litigation in the first place.

8 Conclusion

Dismissals impose large, joint costs on firms and workers, and economic logic suggests
the parties should bargain their way out of them. This paper provides, to our knowledge,
the first empirical test of whether they do. Our test uses a French reform that made
such bargaining low-cost, universally available, and observable: a separation by mutual
agreement that eliminates red tape, forecloses litigation, and preserves the worker’s
unemployment insurance eligibility. We find that the incidence is low: only 11% of
dismissals convert into SMAs. Incidence is zero among would-be-litigated dismissals—

costly separations the SMA could settle—and reaches 38% in collusive (pre-retirement)
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separations. Surveying the HR directors who decide and implement dismissals, we find
three factors rationalizing low incidence: hostility between the parties, the use of dismissals
to discipline the remaining workforce, and asymmetric beliefs about labor court outcomes.

These findings shift the interpretation of the costs of employment protection. Structural
models represent these costs as a statutory firing tax, exogenous to the parties. Our
results show that they largely persist because of endogenous choices—and, in the case
of hostility and disciplining, because one party deliberately chooses to impose costs on
the other. As a result, while the SMA reform had the potential to eliminate much of the
cost of employment protection through a formal opt-out into a flexible bargain, it had
limited impact on dismissals because these underlying factors remained unaddressed.
Hence, deregulating separations may not, by itself, yield the gains to labor market fluidity
that standard models predict. Moreover, these same factors that we uncover—usually
unobservable—plausibly operate on other margins where firms and workers must negotiate
under conflict, from advance notice to litigation and settlement.

The mechanisms we identify also point to remedies. Third-party mediation during the
separation process, rather than only at the litigation stage, could defuse the hostility that
direct interactions may generate. Neutral legal advice or more predictable court outcomes
could align the parties” beliefs. Our heterogeneity results suggest a complementary, longer-
run margin: the quality of manager-worker relations mediates conflict, raising the question
of which management practices curb it. We close by noting that our setting is France,
where the quality of employer-employee relations ranks low internationally (OECD, 2017),
a factor our results show amplifies the cost of labor adjustment. Whether dismissals are
less conflictual, and separation costs correspondingly lower, in more cooperative industrial

relations systems is a natural question for future research.
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A Institutions: Additional Details
A.1 EPL Stringency (OECD Indicator)

Figure A.1: EPL Stringency

(b) EPL Stringency for Personal Dismissals in France
(a) Stringency of EPL in OECD Countries (2007)  over Time
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Notes: This figure depicts the country-level OECD indicators for the stringency of EPL regarding individual
dismissals. The higher the value of the indicator, the more stringent the regulations for dismissals. Panel (a)
compares France to other OECD countries in 2007. Panel (b) shows the value of the indicator for France from
1990 to 2019.

A.2 Labor Court Process and Pre-Trial Settlements

We summarize the main steps of a trial about a dismissal and the potential costs involved
for the employee and the employer. More details on the process are provided in Cahuc,
Carcillo, Patault, and Moreau (2024) and Desrieux and Espinosa (2019).

First instance. A worker considering suing her employer for wrongful dismissal will first
make a case at the Prud’hommes council, which is the first instance labor court in France. At
this stage, the judges are a mix of employers and employees, not professional lawyers. Both
the worker and the employer can go to the first instance trial without a lawyer. Desrieux
and Espinosa (2019) estimate that in 62% of Prud’hommes cases between 1998 and 2012, the
dismissal was ruled as wrongful by the judges. In that case, judges can offer the worker
the possibility to decide between a reinstatement in the firm and a severance. Because
of delays of judgment or for other reasons, the reinstatement option is rarely taken by
workers. Judges will also decide if the firm has to reimburse the unemployment benefits
that were paid to the worker after the dismissal, as well as the legal fees incurred by the
worker. When the worker loses her case, the judges decide if she has to pay the employer’s

legal fees.
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Appeal process. Both the employer and the employee can appeal the case, independently
of who won in first instance. Cahuc, Carcillo, Patault, and Moreau (2024) find that about
60% to 67% of cases were appealed between 2004 and 2013 and that only 44% of the first
instance decisions are confirmed by appeal courts. Contrary to the first instance, judges in
appeal court are magistrates. During the appeal process, the firm and the worker must
have a lawyer representing them. When a case is appealed, the decision of first instance is
suspended until the appeal decision is made. Cahuc, Carcillo, Patault, and Moreau (2024)
have analyzed decisions in appeal courts and find that, on average, firms have to pay the
worker 29,260.39 Euros (equivalent to 10.58 months of salary) at the end of the appeal

process.

Pre-trial settlements. During the trial process, the employee and the employer have to
meet with a court mediator, to try to negotiate a pre-trial settlement. This happens before
the first instance decision is reached. Desrieux and Espinosa (2019) document that the share
of court cases that reaches this kind of settlement is low: it is equal to 10% of trial cases
in 2004 and 5.5% in 2013. Most of the decrease in the success rate of pre-trial settlements
took place between 2009 and 2011, which coincides with the introduction of SMAs. This
suggests that the few dismissal cases that were initially able to reach a settlement are more
likely to use an SMA instead, but we have not studied this aspect in detail because of the

vast majority of dismissals that fail to reach an SMA (or a pre-trial settlement).

2017 labor court reform. In September 2017, the French government introduced a scale
for dismissals judged as wrongful in labor court. This means that, if a judge considers the
dismissal wrongful, the amount of money the employer has to pay the worker has to comply
with a minimum and a maximum (that depend on the monthly wage and tenure). This
reform was introduced to reduce the uncertainty associated with labor court cases (hence
it might increase information and align beliefs about court outcomes). However, as shown
by Cahuc, Carcillo, Carry, Moreau, and Patault (2024a), this reform had the unintended
effects of increasing total compensation in court, as well as the variance of compensation.
This is because the 2017 reform only regulated the compensation for wrongful dismissals.
But the law does not regulate the compensation for a dismissal that is associated with
harassment or discrimination, for instance. As a result, workers are more likely to challenge
the dismissal on additional grounds after the reform, and they appear to have received
higher and more variable total compensation payments, potentially due to continued judge

discretion.
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A.3 SMA Online Form

To sign a separation by mutual agreement (SMA), the employer and the employee have to
fill out a form. Since 2022, the paper form has been replaced by a similar online form on a
dedicated SMA platform (TéléRC website).?* Figure A.2 shows screenshots of all the steps
of the SMA online form (translated into English by the authors). The form is composed of
four parts. The first part regards firm information (establishment identification number,
email of contact person, phone number,...). The second part is about the employee (name,
occupation, contact information). The third part determines the severance pay. The form
requires filling in monthly earnings and tenure, and the form automatically calculates and
fills in the legal minimum severance, which is equal to the one in the dismissal case (and it
is impossible to move to the next step of the form if the bargained severance is not at least
the legal minimum). The last part is about the separation date. The required fields are the
date of the meeting and the separation date (again, the online platform will automatically
check that the mandatory one month notice period is satisfied).

A.4 Fiscal Regime of Severance Payments
We now describe the tax treatment of severance pay, which differed across the years.

2008-2012. Between the introduction of SMAs in 2008 and the end of 2012, severance
payments of personal dismissals and SMAs are subject to similar fiscal regimes. In both
cases, the severance pay is usually exempt from income taxes and most payroll taxes.
The reason is that most separations fall below the annual cutoff for exemption for such
payments. We describe those cutoffs below.

Payments received by workers on top of their wage can be subject to three kinds of
taxes or contributions: (i) income tax, (ii) social security contributions, and (iii) generalized
social contributions (CSG).

(i) The worker has to pay the income tax only on the part of the severance that is above
the maximum of (a) twice the annual gross earnings (over the 12 months before the
separation) and (b) half the amount of the total severance pay. This exemption from
income tax is at most equal to 199,659 euros in 2009 and 263,952 euros in 2023.

(ii) The exemption from social security contributions is the same as the one from income
tax, described in (i). It is at most equal to 66,553 euros in 2009 and 87,984 euros in
2023.

(iii) The part of the severance pay exempt from the CSG is the minimum between (a)

the amount exempted from social security contributions, defined in (ii) and (b) the

Xnttps://www.telerc.travail.gouv. fr/accueil.
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mandatory legal severance in case of a dismissal. Over that period, the CSG tax rate
is about 7.5%.

Severance payments are entirely subject to (ii) and (iii) when the amount is above
343,080 euros in 2009 and above 439,920 euros in 2023.

Consider an example. Table B.1 indicates that the median mandatory severance pay is
0.6 of the monthly wage and the median discretionary severance is 0, over 2013-2015. The
median monthly wage is equal to 1,834.90 euros. For a worker with this severance and this
wage, we can compute:

¢ The maximum amount of severance with no income tax:

max(2x12x1834.9, 0.5x0.6x1834.9) = 44,037.6 euros.

* The maximum amount of severance with no social security contributions: 44,037.6

euros.

¢ The maximum amount of severance with no CSG: 1100.94 (i.e., the mandatory

severance payment, 0.6 of the monthly wage).
Hence, this median worker will pay neither tax nor social contributions.

2013-2022. Starting in 2013, the severance pay in case of an SMA becomes subject to an
additional tax, paid by employers. This tax, called the “forfait social,” covers payments
that are not subject to social contributions, made from firms to workers. The tax rate is
20%. Hence, from 2013, employers must pay this tax on the share of the severance that is
exempt from social security contributions. This tax does not apply to severance payments
for dismissals. (Since we do not see a break in conversions after 2013, and since this
asymmetric treatment was not present before, we find it unlikely that this factor contributes
significantly to the absence of conversions.)

As an example, the median SMA severance over 2013-2015 is equal to 1,100.94 euros
(Table B.1). For this median SMA, the employer has to pay 220.19 euros in taxes.

The 20% employer tax covers all SMAs in which the worker does not go directly into

retirement. For an SMA signed with a worker retiring, the tax rate is 50%.

2023 onward. In 2023, the French government has harmonized the tax paid by employers
on severance packages between workers going into retirement and workers not going into
retirement. Starting in 2023, the tax rate is 30% for all workers. It is still paid only on the

share of the severance that is exempt from social contributions.
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B SMA Survey: Additional Results

Table B.1: Severance Pay and Job Characteristics in SMA Records

2011 2012 survey  2013-2015
A. Minimum legal severance

Mean 1.2 1.2 1.1
Standard deviation 1.7 1.7 1.7
25th percentile 0.3 0.3 0.3
Median 0.6 0.6 0.6
75th percentile 1.2 1.3 1.2
B. Discretionary severance
Mean 0.7 0.8 0.5
Standard deviation 2.4 2.8 1.9
25th percentile 0.0 0.0 0.0
Median 0.0 0.0 0.0
75th percentile 0.3 0.4 0.2
C. Total severance
Mean 1.8 1.9 1.6
Standard deviation 3.3 3.6 2.8
25th percentile 0.3 0.4 0.3
Median 0.8 0.8 0.7
75th percentile 1.8 1.9 1.6
D. Tenure
Mean 61.0 62.7 59.4
Median 36.0 38.0 34.0
E. Monthly wage
Mean 2014.9 2081.5 2039.3
Median 1750.0 1791.0 1834.9
N 164843 4287 854469

Notes: This table presents moments from the distribution of severance pays for separations by mutual
agreements. The severance pay is in share of the gross monthly wage. Panel A indicates the mandatory
minimum severance that firms have to pay, computed from Equation (1). Panel B shows the severance pay
that workers get on top of the mandatory minimum. Panel C indicates the total severance (Panel A + Panel
B). The first column is for SMAs signed in 2011. The second column corresponds to the SMAs signed in 2011
that were matched with the 2012 worker survey. The last column combines administrative records of SMAs
from 2013, 2014, and 2015.
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Table B.2: Reasons for Choosing the SMA in the 2012 Worker Survey

Multiple answers? Share

A. Reason to choose SMA over other separations Yes
Unemployment benefits 0.68
Avoid a conflictual situation 0.58
Framework (interview,...) 0.53
Image for future employers 0.46
Severance 0.37
No choice 0.32
Other 0.03

B. Reason why employer chose SMA over other separations Yes
Find a common solution 0.84
Accepted worker’s request 0.59
Easy process 0.54
Avoid labor court 0.47
Preserve the reputation 0.36
Reduce number of dismissals 0.17
Other / does not know 0.05

Notes: This table presents additional results from the 2012 survey of workers who separated by mutual
agreement in 2011. The sample size is 4,502 participants. The first column indicates questions asked and
possible answers. For those questions, workers could provide more than one option. The last column
indicates the share of workers who said yes to each particular option.

C Additional Facts, Results, and Robustness Checks

Figure C.1: Time Series Robustness, Mouvements de Main d’Oeuvre

(a) Separation Shares, Longer Period (b) Separation Counts
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Notes: This figure depicts the evolution of separations, by type. Panel (a) shows, for each separation type,
the share among total separations until 2019. Starting 2015, a change in the data collection mode affects the
total volume of separations measured. Panel (b) plots the number of separations per year and per type, until
2014. It is the counterpart of Figure 2, except that separations are now not divided by employment. Both
panels are computed in the MMO. Results are presented for establishments with at least 10 workers.
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Figure C.2: Time Series Robustness, Labor Force Survey
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Notes: This figure plots the ratio between separations (by mode of separation) and employment, every year,
computed from the Labor Force Survey. Separations are identified from the panel nature of the data. Workers
who indicate a change in situation between two waves of the survey are asked the separation mode for the
last job. This question is absent in 2013.

Figure C.3: Personal Dismissals by Tenure

(a) Share of Dismissals with Tenure Below One

Year (b) Number of Personal Dismissals
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Notes: This figure shows the evolution of personal dismissals by tenure. Panel (a) depicts the share of
personal dismissals for workers with tenure below 1 year, among all personal dismissals. Panel (b) shows the
number of personal dismissals, separately for tenure below and above 1 year. Both panels are computed in
the MMO. Results are presented for establishments with at least 10 workers.
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D Additional Heterogeneity Results

Figure D.1: Take-up and Diffusion of Separations by Mutual Agreement

(a) Establishments for Which (b) Establishments for Which
SMA+Dismissals >5 in 2011-2014 SMA+Dismissals >20 in 2011-2014

4 -6 4 -6
SMAs/(SMAs+PDs) SMAs/(SMAs+PDs)

Notes: This figure shows the distribution of the establishment-level ratio between the number of SMAs
and the sum of SMAs and personal dismissals (Dismissals), over 2011-2014. It does so separately for
establishments for which the sum of SMAs and Dismissals for 2011-2014 is at least equal to 5 (Panel (a)) and
for establishments for which this number is at least equal to 20 (Panel (b)). Those ratios are computed in the
MMO on private sector establishments.

Figure D.2: Distribution of Incidence, o

(a) Establishment Level (b) Market Level

Median: 0.11

.8 -1

4 6
Establishment-level o (normalized)

Notes: Panel (a) plots the distribution of the within-establishment share of dismissals converted into SMA,
estimated from Equation (5). Dismissal use at each period is normalized by employment in that period
(measured as the reference size, provided in the MMO). The pre-period is 2003-2006 and the post-period is
2011-2014. Panel (b) plots the distribution of o; at the cell level. There are 1,465 cells based on tenure, worker
age, establishment size, industry, and occupation. Cells with fewer than 30 separations on average per year
are excluded, as well as observations in the top and bottom 5% in terms of growth of dismissals.
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Table D.1: Characteristics of Dismissals and SMAs

Dismissals pre (#) Dismissal take-up pre Dismissals post (#) Dismissals growth SMAs (#) SMA take-up

(=0i)
A. Age
<27 50,362 0.18 43,246 -0.14 19,420 0.08
27-33 44,430 0.25 36,723 -0.17 27,221 0.15
33-43 61,279 0.30 52,835 -0.14 35,689 0.17
>43 71,077 0.42 77,796 0.09 34,734 0.16
B. Tenure
<12 months 53,271 0.22 44,092 -0.17 16,466 0.08
12-31 months 57,256 0.29 51,696 -0.10 30,561 0.15
31-74 months 56,293 0.29 50,950 -0.09 35,161 0.17
>74 months 55,524 0.37 62,093 0.12 34,031 0.18
C. Establishment size
<73 109,540 0.24 97,940 -0.11 76,262 0.16
73-150 37,287 0.30 36,125 -0.03 17,269 0.13
150-339 39,897 0.33 37,255 -0.07 13,360 0.12
>339 40,424 0.34 39,280 -0.03 10,173 0.08
D. Industry
Construction 18,598 0.28 19,298 0.04 12,401 0.18
Finance, insurance, housing 8,848 0.27 8,009 -0.09 5,782 0.17
Food and accommodation 13,875 0.13 18,498 0.33 7,047 0.07
Info. and communication 10,929 0.27 7,008 -0.36 8,055 0.17
Manufacturing 48,781 0.30 31,611 -0.35 21,874 0.17
Other services 4,929 0.22 5,529 0.12 6,099 0.18
Retail 48,982 0.28 44,501 -0.09 26,206 0.15
Transport 18,024 0.29 19,772 0.10 6,356 0.11
E. Occupation
HS blue collar 53,494 0.27 53,384 0.00 22,179 0.13
LS blue collar 36,126 0.35 38,268 0.06 7,772 0.08
LS white collar 63,737 0.23 67,655 0.06 34,222 0.12
Managers 37,603 0.30 26,225 -0.30 29,451 0.19
Technicians 36,189 0.28 25,068 -0.31 23,441 0.19

Notes: The table presents turnover statistics by characteristics of workers and firms, using the groupings we
cross when constructing labor market cells. The first, third, and fifth columns present numbers of separations
(personal dismissals or SMAs) on average per year. All columns for the pre-reform period are averages over
2003-2006 and the columns for the post-reform are for 2012-2014. “Dismissal take-up pre" indicates the share
of personal dismissals among total separations in 2003-2006. “SMA take-up" is the share of SMAs among
total separations in 2012-2014. “Dismissals growth" is the growth rate of the number of personal dismissals
between 2003-2006 and 2012-2014, which is also an estimate of the negative of o;, as defined by Equation (5).
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Figure D.3: Pre-Reform Use of Personal Dismissals and Post-Reform SMA Take-Up
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Notes: This figure presents a binned scatterplot of the share of personal dismissals among separations
in 2003-2006 on the share of SMAs among separations in 2012-2014, at the labor market cell level (here
binned into 20 groups). There are 1,465 cells based on tenure, worker age, establishment size, industry, and
occupation. Cells with fewer than 30 separations on average per year are excluded, as well as top and bottom
5% growth of dismissals. The estimated slope of a regression of the dismissal share on SMA take-up is
reported, with robust standard errors in parentheses.

E Additional Results Collusive Pre-Retirement Dismissals

Figure E.1: Dismissals, SMAs and Separations around Early Retirement Age Discontinuity

(a) Time Series: Personal Dismissals and
SMAs by Age Groups (b) Age Gradients: Total Separations
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Notes: This figure studies how cooperative dismissals near early retirement convert into SMAs. Panel (a)
shows the share of workers separated by personal dismissal and mutual agreement, separately for workers
younger than 57 and older than 57. Workers older than 62 are excluded. The flows are computed in the
MMO and employment by age from the DADS. Results are presented for establishments with at least 10
workers. Panel (b) replicates Figure 6 Panel (b) for total separations.

F Beyond Dismissals: Quits and Collusion for UI

Quits. Among the large share of SMAs that are unaccounted for, quits are likely a large
share (besides substitutions for job continuations, i.e., generating additional separations).
Indeed, 40% of the workers who separated by mutual agreement in 2011 (see Table 1) state
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that they would have quit absent the SMA. 37% of workers say that it was they, rather than
the employers, who initiated the SMA. Moreover, the aggregate time series of quits (see
Figure 2) show a decrease post-SMA introduction. Quits (as a share of employment) are
17.4% lower over 2012-2014, compared to 2003-2006.

The UI motive. The main motivation behind conversions of quits into SMAs is likely
the SMA keeping the worker eligible for UI, which is forgone with a quit. To gauge
the potential relevance of Ul, we check post-separation outcomes of workers separated
in an SMA. Indeed, Figure F.1 Panel (a) shows that nearly all SMAs are followed by UI
collection—a property that therefore plausibly holds for the subset that converted quits as
well. The figure plots the time series of registrations with the unemployment agency (Pole
Emploi) following an SMA along with total SMAs.

Panel (b) draws on the LFS and shows the share of individuals that are nonemployed
following a quit, dismissal, and SMA, with the caveat that the panel is quarterly. At about
80%, SMAs are essentially just as likely to go into nonemployment as dismissals (90%),
and much more likely than quits—whose nonemployment share indeed fell from about
40% to 20% following the introduction of the SMAs. To improve on the quarterly nature of
the LFS, Panel (c) provides spell-level data on unemployment (UI) duration, showing that
SMAs feature similar survival curves as dismissals (computed from the FH-DADS). Table
B.2 clarifies that indeed 68% of workers report Ul eligibility as a reason to choose the SMA
over another separation (presumably mostly a quit, as eligibility for Ul is already granted
with the dismissal). Overall, the fact that most SMAs go into nonemployment (and UI)
opens the door to Ul eligibility underlying the conversion of quits to SMAs. This fact also
rejects the idea (part of the original policy motivation, see Section 2.2) that SMAs would
facilitate job-to-job transitions, with workers either having lined up or lining up a job.

Cooperation at the quit margin. In most cases in the model in Section 6 and as illustrated
specifically Figure H.1, the firm should refuse to sign off on an SMA when the worker
would otherwise quit. UI b > 0 generates joint surplus b from the SMA over the quit,
but the severance pay floor 5§ would inefficiently block the bilaterally efficient conversion.
However, quit conversions into SMAs can occur if the worker can make side payments
to the firm (i.e., st < 0), e.g., to offset the mandatory severance pay 5. (There is no Ul
experience rating in France, see Section 2.) This payment can be monetary, or it can run
through other, unmodeled margins of adjustment: quasi-transfers such as unpaid labor,
or the productivity gains an SMA can facilitate, such as the worker agreeing to train the
replacement worker, staying on call, or adjusting the termination date. Our result on the

positive correlation between additional days and extra severance pay, depicted in Figure F.2
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Figure F.1: Unemployment after SMAs

(a) Number of SMAs and Post-SMA Ul Registration  (b) Non-employment Probability after Separation
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Notes: The figure highlights the prevalence of unemployment receipt following SMAs. Panel (a) depicts
the quarterly number of SMAs as well as the number of registrations to the unemployment agency (Pole
Emploi) following an SMA. Numbers are computed from DARES and FH data. Panel (b) shows the share of
workers who are not employed in the quarter following a separation, by separation type (computed in the
Labor Force Survey). Each line plots the share of workers unemployed or out of the labor force among all
workers separated through a given separation type. For example, in 2009, 80% of workers separated with a
mutual agreement are not employed in the following quarter. Panel (c) plots the survival curve of Ul spells,
after a dismissal or an SMA. This graph has been computed using the FH-DADS from 2008 to 2012. We do
not detail data sources in Panels (a) and (c) in the main text data section.

(obtained from SMA administrative records), suggests that such patterns may be important.
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Figure F.2: Number of Additional Days Between End of Notice Period and Separation, for
SMAs

(a) Distribution of the Number of Days (b) Correlation with Discretionary Severance
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Notes: Panel (a) depicts the distribution in the number of days the job continues after reaching the end
of the notice period. The notice period is equal to 1 month (15 days to retract the SMA + 15 days for the
local authority to approve). The exact end date of the notice period and the exact end date of the job are
reported in the SMA administrative records. Panel (b) plots the correlation between the number of additional
days, shown on Panel (a), and the discretionary severance. The discretionary severance is as a share of gross
monthly wage and is equal to 0 if the worker receives exactly the legal minimum severance. The slope of a
regression of the discretionary severance on the number of additional days is 2.31, meaning that one more
day in the firm is associated with a severance higher by 2.31% of the monthly wage. Robust standard errors
are reported in parentheses. Both panels are computed from the administrative SMA records for 2013, 2014,
and 2015.

G Additional Results on Dismissal Red Tape Costs

A specific dimension of interest is whether dismissals that are plausibly costlier for the
tirm are more likely to convert, using a suggestive revealed-preference proxies from the
avoidance of protected OECs: firms’ use of fixed-term contracts (FICs) for jobs with long
duration. We find some support for this prediction—which indicates that indeed, f*
appears positive, but conversions remain low in all cells.

The maximum FTC durations are 18, 24, and 36 months (see Section 2.3). Figure G.1
Panel (a) plots the pre-reform (2003-2006) distribution of the duration of FICs, separately
for labor market cells having a conversion share above and below the median. There is
striking bunching at the maximum legal duration levels, indicating that firms create FTCs
as long as possible to avoid EPL on permanent jobs. Moreover, this pre-reform bunching is
much stronger in cells then exhibiting a post-reform conversion share above the median.
The panel also reports, as a placebo, the distribution of the duration of OECs, which do not
exhibit such bunching. Figure G.2 confirms this result by plotting the correlation between
the pre-reform share of FTCs among hires (by duration) and the conversion share.
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Figure G.1: The Role of Dismissal Costs: Indirect Proxies from Firms’ Avoidance Behavior
of EPL
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Notes: This figure studies the relationship between proxies for dismissal red tape costs, based on firms’
avoidance of EPL in open-ended contracts, and the share of dismissals converted into SMAs. Panel (a)
studies the use of fixed-term contracts (FTCs). It plots the distribution of the duration of fixed-term and
open-ended contracts, in 2003-2006, i.e., pre-reform. It does so separately for labor market cells in which
the o; (the conversion of dismissals into SMA) is below or above median. FTCs" maximum duration is 18
months for most cases, with some exceptions at 24 and 36 months. Panel (b) uses variation from separations
during the probationary period (after which EPL applies in open-ended contracts). It presents a binned
scatter plot of the cell-level ¢ and the use of terminations of probationary periods over 2003-2006 (defined as
the share of permanent jobs terminated by end of the probationary period, among all firm-initiated, i.e.,
non-quit, separations within the first year). The estimated slope is reported, with robust standard errors in
parentheses.
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Figure G.2: Fixed-Term Contracts Duration and Incidence
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Notes: This figure presents binned scatterplots of o; (the estimated share of dismissals converted into SMAs)
on the share of fixed-term contracts among total hires (measured in 2003-2006) at the labor cell level (binned
into 20 groups). Each panel reports this relationship for fixed-term contracts of varying durations. Estimates
of the slope of a regression of o; on the FTC share are reported, with robust standard errors in parentheses.
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H Conceptual Framework: Details

Figure H.1: Job Outcomes Pre-reform and Post-reform in the Baseline Framework
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Notes: This figure depicts the potential turnover outcomes of a job depending on the firm and worker values,
for the baseline model presented in Section 6. The x-axis is the value of the job to the worker, and the cutoffs
presented show the values of the outside options (unemployment without benefits, or unemployment with
benefits, severance pay, and labor court transfer, net of the worker’s dismissal cost). The y-axis shows the
value of the job to the firm. The intersections of cutoff values on those two axis define several areas, associated
with outcomes pre- (in red) and post-reform (in blue, underlined). The bottom left zone is crossed because
we assume for tractability that only one shock at a time can happen (hence, the firm and the workers cannot
both unilaterally decide to separate at the same time).
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I Additional Details: Survey of HR Directors
I.1 Sample

This appendix provides additional details on our survey of HR directors, which we ran

between June and September 2024.

Survey completion. Respondents who did not complete the full survey are excluded
from the analysis sample. See Figure 1.1 for the evolution of completion rates by question.
Of the 473 initial respondents, 74 (15.6%) did not finish the survey. 399 remain.

Quality. To improve the quality of our sample, we exclude responses that are likely
to have been completed inaccurately or inattentively. In addition to implementing a
standard attention check question administered two thirds into the survey, we exclude
respondents who complete the survey overly quickly, respondents with obvious patterns
in their responses (always selecting the first, last, or “don’t know” option), and those with
internally inconsistent responses. Of the 399 participants who completed the survey, 70
(18%) fail at least one quality check, leaving 329.

Below, we describe step by step how each of these filters was implemented:

¢ Attention check: two thirds through the survey, respondents were asked in a
relatively lengthy question to respond “333” when asked their favorite number.?> 44
respondents not passing this attention check are excluded from the analysis, leaving
355.

* Internal consistency: respondents were at one point asked to identify which of
the three mechanisms they found most important. At another point, they were
asked to rank the importance of all three mechanisms from not at all important to
very important. If the mechanism indicated as the single most important question
(one-choice only) does not weakly dominate the other two in the ranking question,
the respondent is excluded from the analysis. Of the 355 responses remaining, 26
(7.5%) have such inconsistent responses. 329 remain.

* Systematic response patterns: respondents exhibiting systematic response patterns
(i.e., consistently selecting the first, last, or “don’t know") are excluded. We define
those systematic patterns as responding first, last, or don’t know more than 15 times
out of the 23 questions. Of the 329 remaining respondents, none meet this definition.

* Survey completion time: respondents taking less than 2 minutes to complete the
survey are excluded from the analysis. Of the 329 responses remaining, none meet
this definition.

BGee the full survey questionnaire, in French with an English translation, available at
https:/ /drive.google.com/file/d/1NuG5GVCN8UrQqSRX941LP385xNdKS-su / view?usp=sharing.
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Figure I.1: Survey Completion Rate by Question
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Notes: This figure depicts the survival curve throughout the 2024 HR director questionnaire. Each
dot provides the share of responders to the question numbered on the x-axis, among those starting the
questionnaire. The sample includes private sector HR directors who have been involved in at least one
dismissal.

Targeting. We also employ several filters to identify the population of interest. Specifically,
we exclude respondents not directly involved in dismissals, and those from the public
sector. Of the 329 responses left, 13 (4%) fall outside the target population. This leaves the
final sample of 316.
Details on these exclusions are provided below:
¢ Implemented dismissal: only participants who have directly participated in imple-
menting a dismissal over the past ten years are included in the sample. Of the 329
participants remaining, none are excluded for this reason.
¢ Private sector employment: respondents were asked to indicate whether their
company is public or private. Only respondents indicating they work in the private
sector are included in the analysis. Of the 329 participants remaining, 13 (4%) are
excluded for this reason. 316 remain.

Restricting our sample on these filters leaves us with an analysis sample of 316 observations.
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Table I.1: HR Director Survey - Summary Statistics

Full Sample  Analysis Sample =~ Admin Data

A. Respondent information
Employer sector

In the private sector 0.95 1.00
In the public sector 0.05 0.00
Don’t wish to answer 0.01 0.00

Firm size
1-9 employees 0.02 0.01 0.08
10-49 employees 0.10 0.09 0.20
50-500 employees 0.43 0.43 0.33
More than 500 employees 0.44 0.47 0.39
Don’t wish to answer 0.00 0.00

Participated in (non-economic) dismissal in the last 10 years
Yes 0.93 1.00
No 0.06 0.00
Don’t wish to answer 0.01 0.00

B. Last dismissal
Dismissal was for serious misconduct or gross misconduct

No 0.67 0.66
Yes 0.33 0.33
Don’t wish to answer 0.01 0.00

Employee tenure at the time of dismissal
Less than 1 year 0.06 0.07 0.08
Between 1 and 3 years 0.38 0.39 0.37
Between 3 and 10 years 0.35 0.34 0.41
Over 10 years 0.19 0.19 0.23
Don’t wish to answer 0.02 0.02

Employee’s occupation
Managers and higher intellectual professions 0.62 0.63 0.40
Employees 0.20 0.20 0.33
Intermediate professions 0.09 0.08 0.13
Workers 0.09 0.08 0.15
Don’t wish to answer 0.01 0.01

Dismissed employee went to labor court
No, it’s unlikely to happen 0.63 0.65
Yes 0.16 0.16
No, but it will likely happen 0.17 0.15
Don't wish to answer 0.04 0.04

C. Quality Checks

Partial completion 0.16 0.00

Took less than 2 minutes to respond 0.08 0.00

Failed attention check 0.09 0.00

Logically inconsistent responses 0.07 0.00

Excessive first responses 0.00 0.00

Excessive don’t know responses 0.00 0.00

N 473 316

Notes: This table reports on the main characteristics of the respondents in our 2024 survey of HR directors.
We provide information on the survey respondents (the type of company they work at and involvement
in dismissals) and on the last dismissal they implemented. This is because several of our results will be
based on the reason for not using an SMA during the last dismissal. Table 1.2 provides more details on the
respondents’ involvement in separations. The column “Full sample” shows the statistics for all directors
who started filling our questionnaire, independently from completion or any characteristics. The column
‘Analysis Sample’ is the subset of HR directors we kept for our analysis, based on filters described above
(Appendix I.1). Finally, the column “Admin data” shows the distribution of characteristics in the population
of dismissals, computed in the MMO on average over 2012-2014. The exact questions asked are presented in
the full questionnaire, on the authors” website.
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I.2 Additional Survey Evidence

Table 1.2: HR Director Survey: Involvement in Dismissals

Multiple answers? ~ Share
A. Participation in Dismissals
In how many dismissals have you participated? No
1 0.03
2to5 0.20
5 to 20 0.34
More than 20 0.41
Don’t wish to answer 0.01
How did you participate in the dismissal? Yes
I implemented the dismissal 0.92
I spoke with an expert (lawyer,...) 0.84
I negotiated with the employee 0.82
I decided the dismissal 0.77
Other, but I was familiar with the case 0.04
Other, but I heard of the case from afar 0.01
Don’t wish to answer 0.00
B. Last Dismissal
Was the relationship tense? No
Yes, even before the dismissal 0.60
Yes, it came up during the dismissal 0.11
No 0.28
Don’t wish to answer 0.00
C. Last SMA
What would have happened if SMAs did not exist? No
The employee would have been dismissed 0.53"
The employee would have quit 0.29
The employee would have remained at the firm 0.15
Don’t wish to answer 0.03

Notes: This table presents responses to our 2024 survey of HR directors, for our main analysis sample,
organized by survey block. Panel A reports on involvement in dismissals (asked at the beginning), Panel B on
the relationship in that dismissal, and Panel C on the last SMA (which comes at the end). “Multiple Answers?”
indicates whether multiple responses were permitted. “Share” is share of respondents who picked a given
option. t: 53% of HR directors report that their last SMA replaced a dismissal, about 2.4 times the 22% share
in the primary representative worker survey (Table 1). Using Equation (2), which divides conversions by
potential dismissals (observed dismissals plus conversions), the 22% share maps to an incidence of about

11%. Applying the same equation to the HR figure implies an incidence of 23%.
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Table 1.3: Correlation Between the Probabilities of Conversion Across the Four Counterfac-
tual Scenarios

Hostility Discipline device Asymmetric beliefs All three
Hostility ~ 1.00

Discipline  0.56 1.00
Beliefs 0.73 0.65 1.00
All three 0.80 0.66 0.69 1.00

Notes: This table shows the correlations between the probabilities of conversion of the last dismissal into
an SMA, for different counterfactual scenarios. The probabilities are individual-level responses given by
HR directors in the 2024 survey. We present them with counterfactual situations (for instance, hostility
being absent in the last dismissal), and ask about the probability the job would have ended with an SMA.
We then compute the average of those, for all four scenarios, % > j IP]-(SMANOZ = 1|SMA = 0), to obtain
four counterfactual estimates of ¢. For instance, the second row indicates a correlation of 0.56 between the
probability of conversion if hostility were absent during the last dismissal, and the probability of conversion
if the discipline device mechanism were absent. The last row shows correlations between the conversion
probability if all three factors were absent, and scenarios in which one factor at a time is removed.

Figure 1.2: Distribution of Conversion Probabilities in the Four Scenarios
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(c) Asymmetric Beliefs (d) All Three Factors
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Notes: This figure depicts the distribution of the subjective probabilities the last dismissal would have
ended as an SMA, in four counterfactual situations, P(SMAN°Z = 1|SMA = 0). In the first three panels,
respondents are asked what would be the probability that the last dismissal would have ended with the
SMA, if a given factor were absent. The last one corresponds to a scenario in which all three factors are
absent. These probability responses are obtained from the 2024 HR director survey. The exact phrasing of
the alternative scenarios is presented in the full questionnaire, on the authors” website.
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Figure 1.3: Correlation Between Categories and Numerical Conversion Probabilities in the
Survey
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Notes: This figure reports the correlation between categories and numerical probabilities of conversion, for
the four counterfactual scenarios presented to HR directors in the 2024 survey. Respondents are presented
with situations in which they are asked to assume that one of the factors (or all three) were absent during
the last dismissal. They are asked what would have been the outcome (SMA or personal dismissal), with
possible answers summarized on the x-axis. We then ask them, for each of those scenarios, what is the
probability that an SMA would have been signed with the dismissed worker. For this second question, they
can move a slider between 0 and 100% (or tick a box “I don’t know”). They are presented with four scenarios.
The exact description is provided in the full questionnaire, on the authors” website.

Figure I.4: Role of Other Potential Mechanisms in Preventing Conversions into SMAs
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Notes: This figure depicts response to the question “Did any of those factors explain why an SMA was not signed
with the last dismissed worker?” for additional mechanisms on top of the three main ones we study. Separately
for each, respondents can indicate whether the mechanism played a strong role, a small role, no role, or if
they do not know. The printed numbers show the cumulative shares. For instance, 39% of respondents
indicate that the fact the employee did not believe in the dismissal played a role (a strong role in 14%, and a
small one in 25%). Answers are obtained in the HR director survey in 2024. The analysis sample contains 316
respondents.
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