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ABSTRACT

Not in My Community:
Social Pressure and the Geography of Dismissals

We investigate the role of local social pressure in shaping the geographical pattern of firms’
firing decisions. Using French linked employer-employee data, we show that social pressure
exerted by the local communities where firms’ headquarters are located induces CEOs to
refrain from dismissing at short distance from their headquarters. More specifically, we find
that, within firms, secondary establishments located further away from headquarters have
higher dismissal rates than those located closer, taking into account the possible endogeneity
of plant location. We also find that the positive effect of distance on dismissals increases with
the visibility of the firm in the local community of its headquarters. These effects are stronger
the greater the degree of selfishness of the community in which the headquarters are
located. This suggests that local social pressure at headquarters is a key determinant of the
positive relationship between distance to headquarters and dismissals. We show that our
results cannot be entirely accounted for by alternative explanations of the distance-dismissal
relationship that are put forward in the literature — e.g. monitoring costs or asymmetric
information.
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I ntroduction

There is growing evidence in the literature thein§ are sensitive to social pressure and that
this affects their decisions. Good examples of ¢his be found in the area of corporate social
responsibility — see e.g. Schmitz and Schrader 3JR0It has been shown that firms
accommodate social pressure in order to maximizgr tmarket value since socially-
responsible actions increase customers’ propeingitpuy their goods and services — see
Baron (2011), Luo and Bhattacharya (2006). Moreogeme scholars argue that, if firm's
stakeholders are philanthropic, they may ask finmsdo good on their behalf. More
specifically, if stakeholders want firms to behaa® good corporate citizens, "delegated
philanthropy” may induce firms to refrain from pdihg, engage in fair-trade activities, etc.
In this case, social pressure affects firms' deossieven if it has no direct impact on their
profits — see Benabou and Tirole (2010).

Social pressure also arises at the local level vdoemmunities try to protect themselves from
projects that would generate a disproportionaté fooshem. One example is the resistance of
local communities against the implantation of piatig infrastructure in their district — the so-
called NIMBY (Not in My Backyard) syndrome (e.g. €yt Oberholzer-Gee and
Eichenberger, 1996). Beyond polluting projects, aatjon that may generate damages to the

local community is likely to give rise to socialgssure opposing it.

Massive dismissals have long been considered asgjar rinreat to local communities, as
shown by their prominence in popular media — seeexample, Michael Moore’s fillRoger
and Me (1989) focusing almost entirely on the consequermiethe massive downsizing
carried out by General Motors in Flint, MichiganoM generally, avoiding the social cost of
dismissals is typically acknowledged as one ofkég reasons justifying firing regulations
(e.g. Cahuc and Zylberberg, 2008; Jung and Kue&@tb5). This suggests that local
communities are likely to put firms under stronggsure in order to limit the number of
dismissals in their surroundings as much as passibiiere is evidence in the literature that
CEOs and top executives are particularly sensitvethe social pressure arising from
individuals with whom they have the most frequertéeiactions (e.g. Cronqvist et al., 2009).

Hence, CEOs should be more sensitive to the spoggsure in the community where they



work every day — and maybe livethan to that arising in communities located furtaeay’
If this is the case, they should refrain from dissmg workers in areas located closer to
headquarters as compared to areas located futlagr a

In this paper, we provide evidence that dismisatds increase with the distance of the plant
to the firm's headquarters and that local sociglsgure at headquarters is a key factor
explaining this relation. Although our contributios essentially empirical, we present a
simple theoretical model with employment adjustmeasts in which social pressure is

perceived by the CEO as an additional dismissal &wsce CEOs are more sensitive to social
pressure arising from their own community and comities oppose more strongly local

dismissals, perceived adjustment costs are higigalénts located closer to the headquarters.
As standard in models with adjustment costs, disafgsare decreasing with adjustment costs

and hence increasing with the distance of the ptatite headquarters.

Our empirical analysis is based on French datakingoat France to study the geographical
dispersion of dismissals is interesting becausetliheshold number of dismissals beyond
which (more expensive) collective dismissal proceduapply is defined at thigm level.
This implies that, since dismissals in a plantciffee cost of dismissals in other plants of the
same firm, the decision to dismiss has to be handighe firm level. By contrast, in many
other countries (e.g. the United States, Switzelatc...), the collective-dismissal threshold
is set at the establishment level, so that ind&lialants may take dismissal decisions in a
more independent way. We match two large plantHeadeninistrative datasets, which also
contain information on workers: i) ti@éclarations Annuelles des Données SociélesDS),
which contains complete social security recordsluiging the geographical location of the
plant and firm’s headquarters, and covers all glamd firms in the non-agricultural business
sector; and ii) th®éclarations des Mouvements de Main d’Oel@®MO-EMMO), which
contains quarterly worker flows for all plants witlore than 50 workers and a 25% random
sample of those between 10 and 50 workers. By nmgjcthese datasets, we obtain
information on the geographical dispersion of worlkiows for over 5,000 multi-
establishment firms and over 29,000 plants forpigod 2003-2007.

Using these data, we investigate the relationsh@fwéen distance to headquarters and
dismissals, and the potential role of social pressu shaping it. We first show that, within

the same firm, secondary establishments locatatieluaway from the headquarters have

Y In fact, D'Aurizio and Romano (2013) provide evide that, during the Great Recession, Italian fafiiins
have faced increasing social pressure to act aaldndfers: confronted with a large negative aggte shock,
they have expanded employment in the region of treadquarters, while reducing it in other regions.



higher dismissal rates than establishments localeser to them. When conducting our
analysis, we take into account the potential endeigye of distance to headquarters. More
specifically, we instrument actual distance withgmbial distance, defined as the distance at
which the establishment would have been from treglgearters had its location been chosen
only to maximize the market potential of the firmgasuring the capacity of the firm to serve
large final markets while minimizing transport ®)stWe discuss in detail why potential
distance is likely to be a valid instrument in therent setup. As a second step, we provide
evidence that the distance-dismissal relationshiptileast partly, due to social pressure in the
local community where the firms' headquarters amated. We first show that the positive
effect of distance on dismissals increases withfitma’s visibility at headquarters. More
precisely, the larger the weight of the firm in tio¢al employment of its headquarters' local
labor market, the stronger the positive effectistahce on dismissals. We then show that the
effect of distance is greater the more selfishltical community where the headquarters are
located. We measure selfishness as the inversealf enerosity and capture the latter with
the share of charitable giving in local GDP andaa®bustness check, as the difference in
turnout rates between national and local electidMs. interpret these results as providing
evidence that managerial decisions regarding dsatssare affected by social pressure
exerted by the local community of the headquarterparticular, our finding on visibility is
consistent with the idea that the incentive thiatra has to engage in a behavior demanded by
stakeholders increases with the firm’s visibilitythwrespect to these stakeholders (Benabou
and Tirole, 2010). In addition, our result on gesdy is consistent with the idea that when
“public spirit” is lower, communities care essefliyiabout themselves and are more prone to

shift the burden of painful adjustments onto otl{ersy et al., 1996).

We are aware of only four other papers pointingataelationship between distance to
headquarters and employment downsizing in secormlangs (Landier, Nair and Wulf, 2009,
Giroud, 2013, Kalnins and Lafontaine, 2013, YonkZ&]13), all using US data. These papers
suggest that the positive relation between distamcedismissals could be due to information
asymmetries, monitoring costs or managerial confiearamployees. Other possible common-
sense explanations have to do either with the reprtif workers and managers or with
altruistic attitudes of socially-concerned top exees. Even though we do not exclude that
these explanations play a role in explaining tHati@ship between distance and dismissals
in our data, we show that they cannot accounttfersignificant interactions between distance

and visibility on the one hand and distance andegesity on the other. We conclude that



local social pressure at headquarters is the omdgiple explanation that can account for all
our empirical findings, thereby showing that itaskey factor shaping the geography of

dismissals.

Our paper also relates to the literature on weagarate governance and entrenchment. As
shown in the literature — e.g. Bertrand and Mubdan (2003), Giroud and Mueller (2010),
and Bach and Serrano-Velarde (2015) — entrenchathgeas look for a "quiet life" and
therefore tend to buy peace with their workers ayipg them higher than profit-maximizing
wages and/or offering them greater job securitpn@vist et al. (2009) show that this effect is
stronger for workers who are closer to the CEQnegitvithin the organizational hierarchy or
because they work in the same municipality. Thiggests that CEOs are sensitive to the
social pressure arising from within the firm. Owppr shows that they are also sensitive to

local social pressure arising from outside the firm

Our paper also speaks to the literature on imagevated altruism and social pressure.
Research in this area shows that individuals waibtetliked and respected by others and that
they seek to gain social approval of their behaysae e.g. Andreoni and Bernheim, 2009).
Of course, the value of image depends on visibilitthas been shown that individuals are
much more altruistic when their actions are madbliputhan when they remain private
information, and that their degree of altruism eages with their visibility (Freeman, 1997,
Andreoni and Petrie, 2004, Ariely, Bracha and Me09, Soetevent, 2011, Della Vigna,
List and Malmendier, 2012, Filiz-Ozbay and Ozbayl4). This suggests that altruism is, at
least partly, image-motivated and that individuale sensitive to the social pressure arising
from their immediate social environment. When \ilgjpis very high, this may even lead
them to make decisions that breach professionatstiGaricano, Palacios-Huerta and
Prendergast (2005) indeed show that soccer refareaalize the preferences of the crowd
attending the matches in their decisions, by syateally favoring the home teamin this
paper, we show that social pressure arising frarctmmunity also impacts human resource

management practices when the firm is highly vesiblits community.

The layout of the rest of the paper is as follo®sction 1 presents a simple model of social
pressure and dismissals. Section 2 describes ttae agtel presents summary statistics. In
Section 3, we explain our empirical strategy. Sectd reports the empirical results.

Alternative explanations are discussed in Sectid®estion 6 concludes.

2 Social pressure has also been shown to play aimaleducing absenteeism of public sector employ@es
Paola, Scoppa and Pupo, 2014)



1. A SimpleModel of Social Pressure and Dismissals

In this section we sketch a highly-stylized modélemployment decisions under social
pressure and derive three testable predictions wieatuse to empirically disentangle the
impact of social pressure from that of other pagmhechanisms explaining the relationship

between distance to headquarters and dismissals.

We assume a continuum of identical firms betweem@ 1. Each firm is composed of two
production plants and the headquarters. Near edamht @nd the headquarters lives a
community. No production occurs at the headquaridies index by 1 the plant which is the
closest to the headquarters and by 2 the planthwikiurther away. Employment decisions
are taken by the CEOwho works in the municipality where the headquartre located.
The CEO maximizes the present discounted valueepiitility, which is affected positively
by profits and negatively by social presstfhe instantaneous utility of the CEO of firmF

at timet is given by:
Upe = gt — SPre

where 1t stands for profits an&P for social pressure. Social pressure is exertedobal
communities who care about dismissals and hencenastsure on CEOs in order to avoid
them. In principle, CEOs could be sensitive toghessure exerted by any community, both at
plant or at headquarters. However, it is quitelyikbat they are more sensitive to that arising
from the community where they work and most oftee.} For the sake of simplicity, we
assume that CEOs are only sensitive to the sosispre exerted in their own community,
i.e. at headquarters, so that their utility is affected by social pressure at plants. When
presenting the results, we will provide evidencat this is actually the case in our data — see
Section 4.2.

Modelling social pressure as a linear function @dndssals, the CEO's utility may be

rewritten as:

¥ We do not model here why a firm has more thanplast, and why plants are located at differentatises
from headquarters.

* Our assumption is that employment decisions aentaentrally at headquarters. For the sake ofliiityp we
represent these decisions as taken by the CEO igvém practice, they may also be taken by othgs to
executives.

® In this framework, social pressure is assumedate fa direct impact on the CEO's utility. Our resutould be
unchanged if, alternatively, we assumed that th® GRly cares about profits and social pressure wergelled
as raising the firm's employment adjustment cdb&seby reducing its profits.

® Data from the European Labour Force Survey inditiaat, in France, 95% of the CEOs work and livéhim
same region.



Upt = tpr — byD1pe — by Dape (1.1)

where D denotes dismissals artd > 0. We assume that the local community particularly
dislikes dismissals when they take place at shigtalce, since this increases the risk that
local people be affected. In addition, the moréidekhe local community is, the less it cares
about dismissals affecting other communities. Timgplies thatb, > b, and that the gap
betweenb, andb, is larger the greater the degree of selfishnesiseofocal community where

the firm's headquarters are located.

Both plants produce final output. For simplicitlyeir production functions are assumed to be
identical and independent from one anoth@hey can be written ag(6;, N;;), wherei =

1,2 indexes plantd) denotes employméhand@is a productivity shock — withincreasing in

@ — taking the form of a Poisson process with twatest good G) and bad B), so that

6; > 0. Shocks are identically distributed across plamnis firms. They are also independent
across firms, although they may be correlated acpdants of the same firm. Let the
instantaneous probability of transition betwé&eandB be denoted by, and the probability

of transition betwee® andG be denoted byl;. We also assume th#tis continuous and
three times differentiable, witlfy > 0, fyny <0 and fyyy = 0, where fy, fyn and fyvn

denote the first, second and third derivatives wettpect td\, respectively.

Plants are wage-takers and firms are price-taketh, the price of output normalized to 1.

Therefore, wages and prices do not vary accordinghether plants are in a good or bad
state. Employment increases with hirings and dseeavith dismissals. Dismissals occur in
the presence of negative shocks — productivitytstirbom the good to the bad state — and
hirings take place with positive shocks — or shiftsn the bad to the good state. We rule out
voluntary quits and churning for the sake of siipfi Therefore, dismissals are equal to the
absolute value of employment changes when the lateenegative, and zero otherwise, and
hirings are equal to the absolute value of employnahanges when positive, and zero
otherwise. Both hirings and dismissals are cogttjjustment costs are assumed to be linear
in employment changes and identical across plamtparticular, hiring costs are given by

HC; = c,H; — withH standing for hirings — and dismissal costs aremyivyDC; = c;D;.

’ Giroud and Mueller (2015) show that idiosyncratiocks affecting one plant have, on average, nadmgn
the level of employment of other plants in the sdima, except if the latter is financially constnad. This
suggests that our assumption of separability igmemtnsistent with empirical evidence. In the cakérm-level

shocks, it can be easily shown that our results laddd in the absence of separability — proof a@é from the
authors upon request.

8 IndexF is omitted hereafter to simplify notations.



Following Cahuc and Zylberberg (2004), we restogt attention to stationary employment

levels. On the basis of these assumptions, weesarite equation (1.1) as follows:
Uy = ?:1 f(8ie, Nie) — 2?:1 weNy — 2?:1 cpHir — Ziz=1(cd+bi)Dit

wherew, denotes the wage rate. By construction, thistytilinction is separable across
plants. Therefore, the CEO’s inter-temporal maxatian problem comes down to
maximizing separately the contribution of each pkanthe present discounted value of her
utility. This corresponds, for each plant, to and&d model with adjustment costs, the
solution of which is well-known (see for exampleh@a and Zylberberg, 2004): optimal
employment fluctuates between two values depenalinghether the plant is in a good or bad

state:

fu (06, NE) =w+ Ag(ca+b) + (r + Ag)cn  if 0 = 6 (1.2)
fn(O5, NB) =w — dgcp, — (r + A5)(ca+b;)  if 0, = O (1.3)

wherer is the discount rate of the CEO and the vaNiesandNZ correspond to the levels of
labor demand in good and bad states, respectiuatyer the assumption that the difference

betweerd, andé; is sufficiently large so tha¥¢ > NB.°

Defining optimal dismissals &' (b;) = N¢ — NP, exploiting the properties of the derivative

of inverse functions and taking into account that < 0, we have:

ap; _ aNg oNEB 26 r+p
ob; 0b; 0b; fun(86NE) * fun(8B.NE)

<0 (1.4)

Therefore,b; > b, implies that the plant that is further away frdme headquarters dismisses
more workers when hit by a negative shock than tleeplant that is closer, thatg (b;) <
D;(b,). This is shown graphically in Figure 1. Adjustmeaists generate a positive (resp.
negative) wedge between labor productivity andnilaeket wage in the good (resp. bad) state
— see equations (1.2) and (1.3). Since this wedggreater in plants that are closer to
headquarters, employment adjustments are smadieg.th

Assuming that the economy is in a stationary elpiilm with a proportiorp of plants in
good state, having a continuum of identical firingttare subject to i.i.d. shocks implies that

at each point in time there goé . plants of both types (1 and 2) whose state sfidta good

° If this assumption does not hold, employment nebanges so that hirings and dismissals are aleqyal to
0.



to bad thereby giving rise to dismissals. Aggregaticross firms and using the law of large

numbers, we obtain for each type of plant:

E(Dire) = [ DipedF = pA D (by).

whereE is the expectation operator. In other words, gt@int in time, aggregate dismissals
in plants of typei are proportional td; and therefore lower in plants located closer to

headquarters than in plants located further away.

This model may be easily generalized to an arlyitrarmber of plants generating an inverse
relation between distance to headquarters and sksisi by assuming that decreases with
the distance of plantto the firm's headquarters. This assumption capttine fact that the
local community of the headquarters is likely toecanore about communities located closer
and with which it has frequent interactichsthan about communities located further away.

Benabou and Tirole (2010) argue that the incenforea firm to engage in a behavior
demanded by stakeholders increases with its \igibiith respect to them. We therefore
expect social pressure to be greater or more eféedhe greater the visibility of the firm in

the community of its headquarters. This implies thaan be re-written as:

b; = ay;

with « increasing in firm visibility at headquarters apdrepresenting the effect of social
pressure for a given level of visibility. Our abewentioned assumption that local
communities particularly dislike dismissals wheeythake place at short distance translates
into y; > y,, with the gap between, andy, being larger the greater the degree of selfishness
of the local community where the headquarters @ratéd. Let us therefore writg = y, /8,
where f > 1 is a measure of the degree of selfishness of dlbal Icommunity of the

headquarters ang measures social pressure at, or close to, headegiar

We show in Appendix Al that, if the degree of s#ifiess is high enough(D; — D7) /d0a >
0. In other words, in the presence of social presstiheadquarters, if the community of the

headquarters is sufficiently selfish, the more blesithe firm is the stronger the effect of

° The Contact entre les personné&Contact between people”) Survey carried out by Erench Statistical
Institute (INSEE) in 1983, provides evidence the intensity of social relations decreases withdlsance
between individuals. Using these data, one can otenihe frequency of encounters of an individuahvtier

parents, in-laws, children and friends. The datadsd provides information on the distance at whichse

relatives and friends live. When using the freqyesicencounters as a proxy of the intensity of ab@lations,

the latter turns out to be negatively correlatethwtlie geographical distance between individualsdfstances
higher than 5 km, involving 17,797 couples of induals, we find that the coefficient of correlatibetween
distance and the frequency of encounters is -0 @i§nificant at the 1% level.



distance on dismissals. It also follows from equafi1l.4) thao(D; — D;)/df > 0, thatis,

an increase in the degree of selfishness at hegdgualso increases the effect of distance on
dismissals. Finally, as shown in Appendix A2, iettegree of selfishness is large enough,
0%(D; — D;)/dadp > 0 for any given level of social pressure at headgusr In other
words, if the community where the headquarterdarated is sufficiently selfish, the effect
of visibility on the steepness of the relationshgtween distance and dismissals increases
with the degree of selfishness.

To sum up, our model shows that local social pressuay generate a positive relationship
between distance to headquarters and dismissatdsdt provides three additional testable
predictions. For a sufficiently high degree of stlhess, the effect of distance on dismissals i)
increases with the firm's visibility in the commtynof its headquarters; ii) increases with the
degree of selfishness of this community; and i) magnified wherever high visibility
combines with a strong degree of selfishness inctramunity of the headquarters. In the
remainder of the paper, we test these predictiadsuge them to disentangle the role of local
social pressure at headquarters from that of atlkpltanations provided in the literature in
accounting for the geography of dismissals.

2. TheData

Since we need to combine information on dismissh$tance of secondary establishments to
headquarters, local generosity and a number ofblestenents’ as well as local areas'

characteristics, our data come from different sesirc

The first data source we use contains social dgcuecords — the DADSDéclarations
Annuelles de Données Social@hiey cover the universe of establishments amdsfim all
sectors except agriculture, part of the food-prsicesindustry and rural financial institutions
(e.g. Crédit Agricole). The DADS are available €997 for, on average, 1,350,739 firms
and 1,594,361 establishments with non-zero emplaymer year* and contain information
on the municipality where each establishment iswled. However, in 2008, a new form of
separation was introduced in France for workerspemmanent contracts: the so-called
"rupture conventionelle(conventional separation), which reduced the ibdgg of filing
complaints in courts in case of mutually voluntagparations, while simultaneously granting

access to unemployment benefits to separating warléere is evidence that in some cases

M These figures show that a wide majority of Frefighs are mono-establishment and hence outsidedbpe
of our analysis.

10



ruptures conventionelleeeplaced dismissals while in some others — foemldorkers for
example — they replaced quits — see Minni (2018gadse of this, the number of dismissals —
and quits — is hardly comparable before and afd@82To avoid this problem, we restrict our
sample to the years prior to 2008. The locatiorvided by the DADS is unique for each
establishment with a given identifier because ifiens change when establishments move.
As a consequence, the location of any establishmadentified by a given identifier — is
time-invariant. The DADS also contain information the establishment's age and industry
and the number of employees excluding apprentindstrainees, as well as, since 2002, the
gender and occupational structure of the workfoBtece this information refers to December
31% of each year and we wish to avoid having conttbig are post-dated with respect to
dismissals, our estimates focus on the period 205~

For each firm in our sample, the DADS provide infation on the identifier of its
headquarters and the municipality where they aratéal. A small proportion of firms in our
sample (8.7%) report changes in headquarters imglshanges in municipalities over time.
However, some of these changes are clearly imgikusior example, some firms change
headquarters several times between 2003 and 2@didg dpack and forth between two
municipalities. To overcome this problem, we selastthe unique headquarters over the
sample period the establishment that is most freiyueeported to be sB.Finally, the DADS
also have information both on the legal categoryhef firm (commercial company, public

administration, charity etc.) and on firm age.

The second source that we use is the DMMO/EMMOdete. The DMMO Déclarations
sur les Mouvements de Main-d’Oeuvhas exhaustive quarterly data on gross workevsfio
(hirings and separations, excluding temporary hatpkers) for establishments with 50
employees or more. The data on separations areerdawn by type of flow (dismissals,
quits, end-of-trial period, end of fixed-term cats and retirement). The EMM@r{quéte
sur les Mouvements de Main-d’Oeuvhas identical information on a representative am
containing 25% of the establishments with 10 toefployees® We compute hiring and
separation rates by type of flow (including disralsates) for each quarter during the period

2003-2007. The hiring rate is defined as the rafi@ll hires during a given quarter to the

12 0ur results are robust to excluding all firms wébgadquarters change municipality over time.
13 We do not have any information on worker flows éstablishments with less than 10 employees.

11



average employment level in that quditemd, for each type of flow, the separation rate is

defined as the sum of all separations of that tipeled by average employment.

Information on the latitude and longitude of mupdlities is provided by th&épertoire
Géographique des CommuriéGreat-circle distances between establishmentsarputed
assuming that each establishment is placed atahgdnter of the municipality to which it
belongs. This is, of course, a simplifying assumptbut given that there are more than
36,000 municipalities in France and that 99% ofrthieve a surface smaller than 70.8 square
kilometers® the error we are making on the actual locatioreiy small*” A consequence of
this assumption is that two establishments locatedhe same municipality are at zero
distance from each other by definition. We alsoehewormation on the 94 mainland French
départementand the 21 mainland administrative regions to tvl@ach municipality belongs.
Furthermore, theBase Communale des Zones d'Emplgrovides information on the
"employment areas" where municipalities are localdakse are travel-to-work zones defined
on the basis of daily commuting patterns as obskentethe beginning of the 1990s. Most
employment areas, which correspond to local labankets, include a city and its catchment
area. There are 341 such areas in mainland Fraiticemwaverage size of 1,420 kmvhich

represents a relatively fine partition of the Fieterritory.

We match these data sources (DADS, DMMO-EMMO arahgephical databases), and keep
all commercial companies registered in France enrtbn-agricultural, non-mining business
sector® We only consider multi-establishment firms and pdrestablishments for which
dismissal rates or some of our establishment-lewvekrols are missing. Since we wish to
compare dismissal rates across the secondary ishtabhts of firms, we only retain
companies with at least two secondary establislenentour dataset. Our final sample

contains 29,508 secondary establishments belongig@19 different firms.

Descriptive statistics for this sample are presemeAppendix Table Al. Quarterly dismissal
rates are on average slightly less than 1% (0.%%)mean distance to headquarters is about
248 km. Blue-collars account for one third of eb&iiment-level employment, while clerks

* The average employment level in a quarter is @efias half of the sum of the employment levelshat t
beginning and the end of the quarter (see e.g.D&aberman and Haltiwanger, 2006).

15 This database is produced by the Freinstitut National de I'lnformation GéographiqueFarestiére(IGN).

1 Only 2 municipalities in France have a surfacgeathan 250 kf

" Most municipalities are no larger than a rectangi@x10 kilometers. Therefore, assuming that distaiments
are located at the barycenter implies that the mami possible error for 99% of French municipaliiesbout
6 kilometers.

18 This database is provided by the French Statldtistitute (INSEE).

¥ This corresponds to sectors 15 to 74 in the NA@EIRc|assification.
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and technicians/supervisors are respectively 27% 26%, and managers 15%. Women
represent 37% of the workforce and 67% of the éstahents belong to the service sector
while 21% are in the manufacturing industry. Averafym and establishment size —
measured as the number of employees per firm 9@reand 136 respectively. Finally, most

establishments are at least 5 years old (63&e)d average firm age is 29 years.

The visibility of a firm in the employment area t§ headquarters is assumed to be an
increasing function of its share of local employmé&lie measure this share as of December
31%, 2002, in order for it to be pre-dated with regpecour sample. As shown in Appendix
Table A2, the distribution of the firm’s share otal employment is quite skewed. Therefore,
in our empirical analysis we capture high visigibith a dummy variable equal to 1 if the
firm belongs to the upper 25% of the distributiod &® otherwise. Symmetrically, we capture
low visibility with a dummy equal to 1 if the firnbelongs to the bottom 75% of the
distribution and 0 otherwisg.

Information on generosity in the area where the'irheadquarters are located is obtained
from the 1890Annuaire Statistique de la Francerhich provides information on local total
charitable giving at thedépartementlevel as measured in 1887. We standardize these
donations bydépartementevel GDP?* The advantage of measuring generosity using data
from more than one century ago is that there igawbt that this measure is exogenous with
respect to dismissals in 2003-203MDescriptive statistics for this variable are po®d in
Appendix Table A2 and its geographical distributisrshown in Appendix Figure Al. As for
visibility, we consider that headquarters are ledain high-generositgépartementsvhen
they belong to the upper 25% of the donation-to-GBiBtribution. Symmetrically,
headquarters are considered to be located in lowrgsitydépartementsvhen they belong

to the bottom 75% of the distribution.

2 Establishment age is often missing in the DADS pfeserve sample size, we construct an age variesing
the presence of the establishment in previous wafidee DADS. Since these are available only frod97
onward, our age variable is truncated at 5 yealsawst establishments are in the oldest age catelgowever,
in our regressions, the coefficient of the dummsialae "5 years or more" is never significantlyfdient from
that of the dummy variable "4 years old". This émsistent with the results of Haltiwanger, Jarnrid Miranda
(2013) who show that most job flows occur in thdiest years of establishments' life.

2L A similar measure of firm visibility is used byArizio and Romano (2013).

22 Départementevel GDP is provided by Fontvieille (1982). Itrizeasured as of 1864, which is the year closest
to 1887 for which such information is available.

2 At the same time, this measure of generosity isetated with current generosity as measured by20GsS-
2010 average ratio of charity donations to taxablme (computed at the level dEpartemen)s The
estimated correlation coefficient is 0.22, statity significant at the 5% level of confidence.eTkource of
charity donations and taxable income is the Frévittistry of Finance.
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3. The Econometric Model
3.1 Dismissals and distance to headquarters

As a first step, we estimate the following relatibatween dismissal rates in secondary

establishments and their distance to the firm'siearters:
DRipe = Bo + B1Dist; + XipeB2 + D¢ + Dp + &1t (3.1)

where DR;r; denotes the dismissal rate in establishmenit firm F at timet, Dist; is the
distance of establishmento the firm's headquartéfsandX;, is a vector of establishment-
level controls.D, and D, are year and firm dummies respectiv@lyin estimating this
relationship, we consider only secondary establesttsnand hence exclude headquarters from
our sample since the latter are functionally défarfrom the former and may then have lower

levels of dismissals for this reason.

Distance to headquarters, however, is most likelye endogenous. Since plants are plausibly
not randomly allocated to locations, the obserauetation between dismissals and distance
could be driven, at least partially, by the coriela between distance and unobserved plant
characteristics. Formally, the error term in equai{3.1) would then writeg;p; = u; + Ujre
wherey; is a plant-specific disturbance potentially catetl withDist; andu;z; is an error
term uncorrelated with the regressors in equaBoh)( For example, as underlined by Kalnins
and Lafontaine (2013), locating an establishmenta@ay from the firm's headquarters
induces various types of costs, in particular imfation asymmetries and monitoring costs.
Rational firms locate establishments in order t@imize costs. So, they open and maintain
them far away from headquarters only if the nevatmns offer advantages which are likely
to compensate for the costs — e.g. reducing thieateerving local demand, getting closer to
inputs, positive agglomeration externalities, orearties reducing the cost of labor. If these

advantages also affect dismissals, OLS estimat¢3.Df are likely to be biased. To address

% \We use time-varying dismissal rates although iktardce of our establishments to their firm's headigrs is
constant over time. We do so because few of oabéishments are present in our sample for all guarbver
2003-2007. The quality of the information that wavé for an establishment increases with the nurober
quarters over which it is observed. Therefore, apsling the data at the establishment level woutpliire
weighing establishments by the number of quartersvhich each of them is observed, in order to ghae
weight to those for which we have better informatidhis would be essentially equivalent to whatdee since
we cluster standard errors at the establishmenl.|l&s a matter of fact, all our results are rokostollapsing
the data at the establishment level.

% We consider linear rather than log distance sB#eof our secondary establishments are locatedersame
municipality as the headquarters and have theré&alistance to headquarters by construction sincengasure
of distance is defined across municipalities. Hosvewe check below that our relationship betweatadice to
headquarters and dismissals still holds when weausg specification.
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the potential endogeneity of distance, we needuta to an instrumental variable (IV)

strategy.

This strategy is based on two building blocks: befimtroducing our instrument, we define
the market potential of a firrk and the contribution of plantto this market potential. In
economic geography, a standard measure of theveelativantage of a location in terms of
access to demand is Harris' market potential (Blat®54). This is defined as the sum of the
purchasing capacities of surrounding local marleggihted by the inverse of their distance —
which typically proxies transportation costs totonsers. By analogy, we define the market

potential of a multi-establishment firfhas:

MPF Z Pl
F — T (N2 )
- I{lelgl{Dlstkl}

where PC stands for the purchasing capacity of local marketnd i indexes the
establishments of the firm, including the headarartin other words, the market potential of
firm F is the sum of the purchasing capacities of eachl lmarket weighted by the inverse of
the distance of these markets to the closest edtai@nt of the firm. As is classical in
economic geography, we capture purchasing caphgityopulatio’® and local markets by
employment area€. Assuming, for simplicity, that two establishmeni® not at the same

distance from a given local market, market potéigF can be rewritten as:

MPE, - z z POP,C\

_ DiStkl’
LeF kE{Distk-< min (Disty )}
iR\ J

wherePOP denotes population arte{i} stands for the set of establishmentd-opexcluding
i

The term in parentheses can be interpreted astitalmution of establishmemtto the market
potential of firmF (CMPF), that is:

CMPF, = Z POP
P Disty,;

ke{Dist i< min_(Dist }
ki jeF\{i}( k])

% In the economic geography literature, purchasiagacity is proxied either by income-based meas(gses

e.g. Combes, Mayer and Thisse, 2008) or by popudiased measures (see e.g. Bottazzi and Peri, 2003
loannides and Overman, 2004 and Briant, Combed afalircade, 2010). We use a population-based measur
insofar as information on aggregate income is maillable at the level of employment areas.

2"We exclude foreign markets for which we have nada
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This contribution can be seen as a proxy of thatike size of the local demand served by

each establishment.

Once defined the contribution to the firm's mangetential, we can present our IV strategy.
We use as an instrument tpetential distancedefined as the distance to headquarters at
which an establishment would have been, had itilme (called thgotential locatiof been
chosen by the firmonly in order to maximize its contribution to markettgaial — i.e.
disregarding any distance-related costs other ttamrsportation costs to customers — taking

the position of the other establishments of thm firs given.

In practice, for each firm in our sample, we pigkane of its secondary establishments and
remove it. We then consider each employment ar&aance and consider what would be the
contribution to the firm market potential if an #@ttthal plant were located there. We take the
employment area that maximizes this contribution ameasure the distance between its
barycenter and the headquarters. We call this patedistance. To qualify as a valid
instrument, this variable must be uncorrelated wahy unobserved plant-specific
characteristics that can affect dismissals beybaceffect going through distance.

To show that this is the case, we need to be muoeeifsc on how we construct potential

distance. Formally, potential locatioBL() is defined as:

PL; = argmax{CMPF,}
h

and potential distance is the distance fidimto the firm's headquarters. Defined in this way,
potential distance is, by construction, unrelatedahy determinant of the plant-specific
disturbanceu; that is not correlated to theMPF, except if local population and dismissals
are correlated — for example if people tend to atgraway from depressed areas. To
overcome this problem, scholars in economic gedyréyave used local terrain ruggedness as
an exogenous predictor of population — see Combabk(2010) and Nunn and Puga (2012).
The idea is that it is more difficult to settle nmore rugged locations. Taking the maximum
value of ruggedness in our data minus the effeatinggedness of the area as an exogenous

proxy of populatiorf® PL can be written as:

% Following Combes et al (2010), local terrain rudygess is defined here as the mode of maximum déstu
across all pixels in an employment area minus thderof minimum altitudes, using pixels of 1km byriLkThe
correlation between ruggedness and population a@oyployment areas is significant at the 1% lemebur
data.
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.f \.
RUGynqx — RUG),
PL; = { Z B ¥ 3.2
' arg}r;nax Distyp J (3:2)

Lke{DiStkh<ng1'i\I{1i}(DiStkj)}
where RUG,, denotes ruggedness of the employment &read RUG,,,,, iS the maximum

ruggedness over all employment areas.

When potential location is given by equation (3tBgre is no reason that potential distance
affects dismissals except through actual distaneieh is one of the conditions for it to be a
valid instrument — or because it could be corrélatéth local demand as measured by the
CMPF. This would be a problem if th€eMPF simultaneously affected actual distance and
dismissals. However, we show below that potenisthdce and’ MPF; are uncorrelated. We

conclude from this that our exclusion restrictietikely to hold.

We compute the contribution of establishmetd the market potential of firfk assuming
that all other establishmentsffare located at the barycenter of their regions Bimplifying
assumption allows us to save substantial compuiatiime, since some of our firms have a
few thousand establishmertsThe first row in Table 1 shows that the correlatlmetween
potential distance and’MPF is virtually zero, independently of whether we uge
population in 1999 or in 2009 to compui& PF.*°

One potential problem with our computationG# PF is that it is heavily underestimated for
the establishments located close to the sea orféoegyn country. For these, local demand
should indeed include nearby areas in border andimrseas countries for which,
unfortunately, we do not have any information. fa&lto account for these areas generates
measurement error, which biases the correlatiowdst theCMPF and potential distance
towards zero. To solve this problem, we computs #orrelation on the subsample of
establishments located mepartementsvhich have no border with the sea or any foreign
country, using the fact that the contribution ofle@amployment area @V PF is weighted by
the inverse of distance — see equation (3.2) —hab the measurement error due to the

omission of foreign markets decreases quickly wimewing away from the sea and borders.

# The largest firm in our sample has 3,216 estalniésits, most of them with fewer than 10 employees.dy/
not have worker flows for plants smaller than 1(pbtayees (see Section 2). Therefore, plants ofdiais are not
included in our regression analysis. However, vike their location into account to compute the dbntion to

the firm's market potential of the plants in oumgde.

%0 Errors are clustered at the region-by-firm levelTiable 1 because, given the procedure we userpute

potential distance, for any firm with many estafreents in a given region potential distance isuaily the

same for all establishments of that firm in thafioa.
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When using this restricted sample, we find veryilsintesults: whatever the population used
to computeCMPF (as of 1999 or as of 2009), the coefficients afr@ation with potential

distance are lower than 0.02 and statisticallygini§icant at conventional levef¥-

One may still worry that potential distance couédabweak instrument. As shown in Figure 2,
this is not the case. For some firms in our samgllegstablishments have the same potential
location so that potential distance in deviatianirthe firm mean is 0 and hence uncorrelated
with actual distance. However, these turn out toabémited number, so that the overall
correlation between potential and actual distaregsite strong.

3.2 The role of social pressure

Once established that distance to headquartersahpssitive impact on dismissals in

secondary establishments, we investigate the rolecal social pressure at headquarters in
generating this relation. As suggested by the snmpbdel proposed in Section 1, if social
pressure is a key determinant of the distance-dsathrelationship, we expect the latter to be
stronger the greater the firm visibility at headders and the lower the generosity of the local

community.

As a first step, we test whether the impact ofastise on dismissals varies according to firm

visibility at headquarters. In order to do so, w#reate the following equation:
DRt = BryDist; * LVy + ByyDist; * HVy + XipeY + Dy + Dr + €ip¢ (3.3)

whereLV; andHV; denote low and high visibility of the firm at hepdrters, respectively. If

more visible firms are more sensitive to socialsptee, we expedfyy to be larger than
32
ﬁLV-

As a second step, we focus on the impact of geitgrd8e investigate whether the positive
relationship between dismissals and distance toddweaters is stronger when firms'
headquarters are located in areas where the looaianity is more selfish (less generous).

We estimate:

31 n contrast, thactual distance to headquarters turns out to be posjtiseirelated withCMPF: whatever the
population used to compute the latter, we find effa@ent of correlation as high as 0.17 and higéilgnificant
at conventional levels — see Appendix Table AdsThiggests that establishments located far away their
headquarters are selected on their contributiomaddket potential. As hypothesized by Kalnins antbhtaine
(2013), this may be due to the fact that they inaigher costs — e.g. monitoring costs — which hevée
compensated by a greater contribution to the fimasket potential.

32 Strictly speaking, our model predicts thg, > B,y only for values of generosity that are sufficigritw.

For higher values of the generosity parameterntbdel yields ambiguous predictions as to the nedatialues

of By andByy.
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DRiFt == ﬁLGDiStl' * LGF + ﬁHGDiStl' * HGF + XiFty + Dt + DF + Eipt (34)

whereLGr andHG respectively denote low and high generosity ofdbemunity in which

the firm's headquarters are located, and wherexpece thas,; > Buc-

We also check whether the impact of firm visibility the positive relationship between
distance to headquarters and dismissals increasdbealocal community of the firm's

headquarters gets less generous. More specifieadigstimate:
DRiFt = lBLG_LVDiSti * LGF * LVF + ﬂLG_HVDiStl' * LGF * HVF + ﬂHG_LVDiSti * HGF * LVF
+PBuc nyDist; * HGg * HVp + Xipey + Dy + Dp + &i5t (3.5)

and expeclB,; yy to be positive and larger than any otffecoefficient and, in particular,

thanfc 1y

4. Results
4.1 Dismissals and distance to headquarters

The impact of distance to headquarters on disnsissake equation (3.1) — is first estimated
by OLS, using a “selection on observables” appropadtich tries to capture plant-specific
effects with a vector of observables. Our baseBbpecification includes time and firm
dummies and the following establishment charadtesis industry and employment-area
dummies, establishment size and age dummies, gemtkroccupational structure of the
workforce, firm size in the establishment's lo@ddr market (i.e. the employment area where
the establishment is located) and time-varying ysleyment rates in the employment area.
We control for employment-area dummies since, togretvith firm dummies, they capture
the relative attractiveness of the establishmdotation. Establishment size is important
because large establishments may be located dioderadquarters and because it may be
easier for them to reallocate workers internallyd drence avoid dismissals. Moreover,
transfers across plants within the same local lafemket are probably not resisted by workers
so that relocating unnecessary workers is easrethtofirm if it is of large size in the area
where the establishment is located. This is why al&@ control for firm size in the
establishment's employment area. Controlling feal@shment age is motivated by the fact
that, as shown by Neumark, Zhang and Ciccarell20g§R0n the case of Wal-Mart,

establishments located further away from headgrsagee likely to be younger and have a
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more volatile activity, **

which generates more dismissals. We control forkfeoce

characteristics because the frequency of dismissay differ across gender and/or
occupation. Local unemployment rates capture thetfat, beyond fixed local labor market
characteristics, establishments located furtheryafn@m headquarters may be affected by

negative temporary shocks and hence dismiss maneeve

The OLS estimates obtained with this specificatiompresented in Table 2 — col (1). We find
that distance to headquarters has a positive agmifisant effect on dismissals: when the
former increases by 100 km, dismissals increase @y percentage points — that is, by 3.33%
as measured at the sample averdgdote that if we add headquarters to our sample and
include a dummy variable for them in the baselipectfication, our results are virtually
unchanged — see Table 2 — col (2).

A problem with “selection on observables” — the agh taken in the first two columns of
Table 2 — is that the omission of plant-specifieefs that are correlated both with distance
and with dismissals may produce biased estimatdsedfue correlation between distance and
dismissals. We deal with this problem using thestkategy described in section 3.1, where
the actual distanceto headquarters is instrumented by flgential distanceat which the
establishment would have been located had its iotdieen chosen by the fironly to

maximize its contribution to market potential.

This instrument, however, is likely to be affectgdsubstantial measurement error for plants
located indépartementghat are on the seaside or have borders withgoreountries. As
discussed in Section 3.2, this is due to the fa&t in these locations the contribution to the
firm market potential CMPF) is heavily underestimated, because local dendapénds to a
larger extent than in other locations on border@nadverseas countries for which we have no

information®> When we regress actual on potential distancedrsttb-sample of locations on

3 0On the relationship between age and volatilitg, also Haltiwanger et al. (2013).

34 Note that this relation does not disappear at lisances: when we re-estimate our baseline equasing a
spline with a kink at 250 km from headquarters @hhis the mean distance in our sample), the slopéise
dismissal-distance relationship before and after kink are not significantly different (p-value 8)1 This is
consistent with the pattern of social relationsawsred when using th@ontact entre les personnsgrvey (see
footnote 10): the intensity of social relations @@ses with distance between individuals and thgathe
correlation gets, if anything, stronger as distanceeases, with a minimum of -0.22 (significantrat 1% level)
for individuals who are more than 800 km apart.stduggests that individuals have fewer contacts reiatives
and friends located further away and that this $iallong as well as at short distances.

%t is useful to illustrate this point further wittn example. Assume that a firm has its headqsand®aris and
two plants, one in the very center of France — €grmont-Ferrand — and the other close to theiBelgorder,
— say, in Lille. If we were to correctly computethotential location associated with the secondtpiae should
consider as relevant local markets not only thenétrebut also the Belgian employment areas borddhieg
French territory. By omitting these densely-popedaBelgian areas, for which we have no data, we identify
a location in the South of France as the potefd@tion, whereas if we had been able to incluésdhareas in
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the seaside or with borders with foreign countries,find that the estimated relation is non-
monotonic>® which violates the monotonicity assumption recuiing the LATE theorem— see
e.g. Angrist and Pischke (2009). In contrast, themeo evidence of any non-monotonicity in
the sub-sample which excludes the plants in thesatibns®’ Therefore, we restrict our IV

estimation to this reduced sample.

We first check that this sample restriction doe$ moadify our baseline OLS results. As
shown in column (3) of Table 2, the impact of dista to headquarters on dismissals is still
positive and significant at the 1% level. The fissage of our IV estimate is provided in
column (4): the effect of potential distance onuattdistance is positive and statistically
significant at the 1% level of confidence. Turnbogthe second stage — col (5) — we find that
the estimated coefficient of distance is very clts¢he coefficient estimated by OLS (0.064
versus 0.062) and statistically significant at @ level. The finding that in our just-
identified model the IV point estimate is almosentical to the OLS estimate suggests that
selection on observables as implemented in colufhjé3) of the table does a reasonably
good job in capturing the causal effect of distancedismissals. This is not surprising,
because including very detailed employment-areafiamddummies enables us to control for
most sources of locational advantage. Using thysr&sult, in the rest of the paper we rely on
our baseline OLS specification and on the broadepée of alldépartementsncluding those
with borders either with foreign countries or witte sea.

Next, we present a number of robustness checksedbdseline specification. So far, we have
used the linear distance to headquarters as kegblarof interest, rather than its log. We
have done so for the following reasons: first, lnseaabout 6% of the establishments in our
sample are located in the same municipality asr theadquarters (and hence have zero
distance to headquarters) — see footnote 25; amuhdebecause we want to capture the fact
that increasing distance from 150 to 300 km fromadugiarters is likely to have a larger
impact on dismissals as compared to increasimgmh fL.5 to 3 km, as would be implied by a
log specification. Last but not least, linear dist& is more consistent with the pattern of

social relations observed in France, i.e. the that the negative correlation between the

our computation, the potential location would haeen close to Lille. In the case of Clermont-Fedranstead,
the choice of the potential location is much lélssly to be affected by the omission of border Baigareas.

% When regressing actual on potential distance nsguare in the sample of plants located in boadersea
départementsand using the same controls as in Table 2, wetfiatl the point estimates for potential distance
and potential distance squared are -0.278 (withdstal error 0.075) and 0.000884 (with standardrerro
0.000125) respectively, suggesting that the ralatipp between potential and actual distance chasigesat
157km.

37 When regressing actual distance on any polynoimipbtential distance up to th& Brder, none of the terms
of order higher than 1 is ever significant at cartianal levels.
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intensity of social relations and the distance leetwindividuals does not decrease as distance
increases (see footnotes 10 and 34). It turnshaitusing the log rather than linear distance

does not affect qualitatively our results, as shawAppendix Table A5 — col (1).

A potential concern is that our results could bevedr by the large proportion of zero
dismissal rates in our sample and the fact thaatemu (3.1) does not account for the
censoring of the distribution of dismissal rate®.aWWe address this problem by estimating a
Tobit model, using the Mundlak transformation tatzol for firm fixed effects. Results,
however, are qualitatively similar to the baselisee Table A5 — col (2). The positive effect
of distance on dismissals is also robust to rengptie Paris region (lle-de-France), where a
large proportion (37.5%) of the headquarters areentrated — see col (3) of the table. All
the results presented in the next subsection &&hlso robust to the specifications used in
Appendix Table A5, i.e. using log instead of linelstance, estimating a tobit model or

removing the lle-de-France region.

The relatively low level of dismissals at short tdikes from headquarters could be
compensated by other types of separations. We @eathe effects of distance on quits,
retirement, trial-period and fixed-term-contractmieations, but find very few significant
results — see Appendix Table A6. On the one hand,df trial period, fixed-term-contract
terminations and retirement do not vary with thstafice to the headquarters. On the other
hand, quits tend to increase with distance buetfext is weakly significant, despite the large
size of our sample, and very small (the point estémis one third of that of dismissals
whereas the average rate of quits is almost twsdarge as that of dismissals — see Appendix
Table A3).

Our model predicts that the effect of social pressn dismissals should also be reflected in
the hiring behavior of firms. We find evidence thating on permanent contracts increase
with the distance to headquarters. When re-estngaéiquation (3.1) with hirings as a

dependent variable, the point estimate on distémdeeadquarters is 0.055 with a standard
error of 0.016. This implies that an increase statice by 100 km is associated with a 1.9 %

increase in the hiring rate.
4.2 Social pressure and dismissals

We have established above that plants locatedeumway from their headquarters have
higher dismissal rates. In this sub-section we stigate the role of social pressure at

headquarters in generating the observed geogrdpattarn of dismissals.
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As shown by our model — at least conditional oruffigent degree of selfishness — if the
positive impact of distance on dismissal rates Itestiom social pressure, it should be
stronger wherever the firm represents a largeresbbemployment in the local labor market
(i.e. the employment area) where its headquarter$oaated. In that case, the firm is indeed
more visible in the community of its headquartevkjch increases the CEQO’s incentive to
avoid painful adjustments in closely-located esshbhents. We test this prediction by
estimating equation (3.3). As shown in Table 3 4 (O, the impact of distance to
headquarters on dismissals is significantly larfger high-visibility than for low-visibility
firms.®® When we test whether the estimated coefficiergsstatistically different, we cannot
reject the null, suggesting that whenever firms @rere visible in the area where their
headquarters are located, they are more reluadmetworkers close to headquarters.

One source of concern, however, is that our resulght be driven by the fact that firms
which are highly visible at headquarters are simplge firms in the local area of their
headquarters (or in France as a whole). If unioasn@ore powerful where firms are larger,
the stronger relationship between distance andisssis for high-visibility firms could be
due to the ability of unions to avoid local disnaissrather than to the visibility of the firm
and local social pressure arising from outsidefihm. Table 3 shows that this alternative
interpretation is not supported by our data, asitt@act of distance on dismissals remains
much larger for firms with high visibility at headarters than for firms with low visibility
even when controlling for the interaction betweeistahce to headquarters and total
(absolute) firm size in the employment area of bleadquarters — see column (2) — or,
alternatively, for the interaction between distatceHQ and total firm size in France as a

whole — see column (3).

Another concern could arise if highly visible firmare also more concentrated at
headquarters. If CEOs dispose of better-qualitprmftion wherever firms' activities are

more concentrated, they may be more able to usenaitreallocations rather than dismissals
to adjust employment at short distances, which mdyce a spurious correlation between
visibility and the slope of the distance-dismissationship. As evidenced in Table 3 — col
(4), this potential adjustment mechanism does mplagn our results, since the distance-
dismissal relationship remains stronger when fiares highly visible at headquarters, even

after controlling for the interaction between dmta and firm concentration in the

% The number of observations is lower in Table JitmTable 2 because, for some firms, the inforaratn
their size at headquarters is missing for 2002.
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employment area of the headquarters — with conagor defined as the ratio of firm

employment in the local labor market of its headtgra to total firm employment in France.

Our hypothesis is that what matters for dismisgaigions is the social pressure borne by the
CEO at headquatrters, i.e. in her local environmienbur model, we have even assumed that
the CEO's utility is not affected by social presswarising from local communities of
secondary establishments. If this is true, onlgnfwisibility at headquartershould matter,
and dismissals should be essentially unaffectefirimyvisibility in the area of the plant. We
test this assumption in two different ways. Fixgg re-estimate equation (3.3) including a
dummy variable indicating high firm visibility irhe employment area of the plant and an
interaction between distance to headquarters asditimmy variable. If social pressure in the
local community of the plant mattered, we would entpit to counterbalance the impact of
social pressure at headquarters. In this casentheaction between distance to headquarters
and high visibility at the plant should have a nagaand significant impact on dismissals.
This is not what we find when estimating our modie& point estimate on the distance*high-
visibility-at-plant interaction turns out to be ast 0 — 0.003 with standard error 0.013.
Moreover, controlling for this interaction does moddify the estimated impact of visibility at
headquarters on the distance-dismissal relatiorishithis suggests that, when taking
dismissal decisions, CEOs are influenced by sqmessure, but only when exerted in their

local environment and not when arising from moragte communities.

We provide additional evidence on this by implenrena placebo test. We define as placebo
headquarter the largest establishment locatederethployment area where the firm is the
most visible (excluding that of the true headquajt® We then estimate equation (3.3) using
these placebo headquarters (and excluding theotnas). We find no significant impact on
dismissals of either distance to the placebo heatiens — see Appendix Table A7, col (1) —
or of distance interacted with firm visibility a&te placebo headquarters — col (2). Results do
not vary if we define as placebo headquarters angkry establishment randomly drawn
from all the establishments of the firm locatedsml# the employment area of the true

headquarters — see Table A7, cols (3) and (4).elke8mates suggest that firm visibility in

% Point estimates comparable to those provided ihleT@ — col (1) are obtained by defining, in this
specification, the interaction between distancéhéadquarters and high visibility at plant in degiatfrom
sample mean. The point estimate on the interadteween distance to headquarters and low (resh) firgn
visibility at headquarters is then 0.026 (resp68)0with standard errors 0.018 (resp. 0.014), hercg similar

to those obtained in Table 3 — col (1).

0 For 56% of our firms, the employment area wheeefitm is the most visible is not that of the heaaiders.
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the local labor market of secondary establishmeldss not affect dismissals whereas

visibility at headquarters does.

These results are supportive of the idea formalineour stylized model that establishments
located further away from headquarters experiemgieen dismissal rates because CEOs find
it more costly to fire workers at short distancesrf headquarters due to the social pressure in
their local environment. One mechanism likely tcamt for this effect is that people living

in the area of the headquarters put pressure ons@B@s to avoid that they dismiss people
living close to this area, considering that thisulWdohave negative social consequences in
their neighborhood. If this is the case, the rel&hip between distance and dismissals hinges
on the fact that people living close to headquaréee selfish so that they value dismissals at
short distance more negatively than dismissalaviay, because the former are more likely to
affect them. To test this assumption, we estimageaton (3.4) using the 1887 ratio of
départementevel charity donations to GDP as an indicatogeherosity. We find that the
positive impact of distance on dismissals is diatily significant for firms with headquarters
located both in low and high-generosifgpartementshut that the effect is significantly

larger for low-generosity than for high-generosigpartement¢ — see Table 4, col (£F.

It has been shown in the literature on charity tihat total amount of charitable giving is
greater in communities with a larger number of khigtome individuals (Card, Hallock and
Moretti, 2010). One potential concern is that owasure of generosity might simply capture
average income, and therefore the relative level eobnomic development of the
départementswhich might be persistent over time. To the eteat economic development
might correlate with dismissals, this could bias msults. In order to dispel this doubt, we
include in our specification the interaction betwelstance and taxable income per capita as
measured in 2004 in trépartementvhere the headquarters are locatedsee Table 4, col
(2). Our results are virtually unchanged, whichgasggs that the ratio of charity donations to

GDP does capture local generosity rather than enandevelopment.

Given that our generosity variable is not as skea®disibility, it may be less legitimate to

dichotomize it into high and low-generosity on thesis of a cut-off point at the third quartile

*! These results are obtained by clustering standemts at the establishment level. However, giveat bur
generosity variable only varies at thépartementevel, one may consider that clustering at thaéllés more
appropriate. When doing so, standard errors ateally unchanged: 0.032 for the interaction betwdistance
and low generosity and 0.009 for that between digand high generosity.

2 The number of observations is lower in Table htmaTable 3 because thrdépartementsvere not part of
France in 1887 and for another two the data on @iMAnissing.

3 Source: French Ministry of Finance.
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of the distribution. So, we may want to re-estimatpiation (3.4) using generosity as a
continuous variable. When we do so, the resultgjaaditatively similar to those displayed in
Table 4 — col (2*

These results are consistent with an interpretaifaie effect of distance as reflecting local
social pressure at headquarters: in areas wherl¢he community is selfish, people care
about dismissals to the extent that they take ptdasge by and threaten them directly. As a
consequence, they put pressure on CEOs to shiftighals away from local areas near the
headquarters. In more altruistic communities, #fiisct is significantly smaller. To make sure
that what matters is generosityrstadquartergather than in the community where the plant
is located, we run the same type of test as foibility. We re-estimate equation (3.4)
including an interaction between distance to headgqts and a dummy variable indicating
low generosity in thelépartemenbdf the plant. If social pressure in the local commity of

the plant mattered, it should counterbalance thgaohof social pressure at headquarters, so
that the interaction between distance to headgsaated low generosity at plant should have
a negative and significant impact on dismissalsreHagain, the point estimate on the
distance*low-generosity-at-plant interaction turost to be insignificant at conventional
levels and carries the wrong sign — 0.023 with daah error 0.019. Moreover, controlling for
this interaction does not modify the estimated iotpz generosity at headquarters on the
distance-dismissal relationsHipThese results confirm that CEOs are influencedsdmjal
pressure in their local environment when decidibgua dismissals, whereas they do not seem

to be affected by social pressure arising from meneote local communities.

Such evidence is confirmed when running a placebbgimilar to that used for visibility. We
first define as placebo headquarters the largeabkshments of the firm located in the least
generousdépartementwhere the firm is present (excluding tdépartementof the true
headquarters). When estimating equation (3.4) usiege placebo headquarters, we find no
significant impact on dismissals of either distatwéhe placebo headquarters — see Appendix
Table A8, col (1) — or of distance interacted wgdmerosity at the placebo headquarters — col

(2). Results are identical if we choose as placebadquarters a secondary establishment

“4 Estimating our most complete specification inchgdincome per capita as a control, yields a paititete of
-11.13 on the interaction term between distancén@éadquarters and generosity with standard errds, 5.
significant at the 5% level. This suggests thatdiséance-dismissal relationship gets stronger vgererosity at
headquarters is lower.

> Point estimates comparable to those provided inléTd — col (2) are obtained by defining the intéicn
between distance to headquarters and low genemtsithant in deviation from sample mean. The pestimate
on the interaction between distance to headquaatedslow (resp. high) generosity at headquarter3.093
(resp. 0.037) with standard errors 0.033 (resfd.X).0
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randomly drawn from all the establishments of tivenf excluding those located in the
départementbof the true headquarters — see Table A8, colsa(@®) (4). As in the case of
visibility, these findings suggest that what mattéor dismissals is indeed generosity at

headquarters rather than in otdépartements

One could worry that charity giving might capturet ronly generosity but also some
dimension of social capital. To address this pnobleve consider an alternative measure of
generosity based on the differential turnout ratiethe national versus local elections. More
specifically, we proxy generosity by the differenoetween thelépartementevel turnout
rates (in % of registered voters) at the first ofhthe 2002 presidential election and the first
round of the 2001 municipal elections — excludimgvris with population below 9,000
inhabitants'® The idea underlying this measure is that lessste{fnore generous) individuals
will be relatively more concerned by national staks compared to only local ones, so that

their relative participation into national electsofas compared to local ones) will be higher.

Here again, in the empirical analysis, we consithat headquarters are located in high-
generositydépartementsvhen the latter belong to the upper 25% of theribigion of
differences in turnout rates at presidential andnicipal elections. Symmetrically,
headquarters are considered to be located in lowrgsity départementavhen the latter
belong to the bottom 75% of the distribution. Letunderline that this measure of generosity
is unlikely to capture social capital since it ssbd on the difference between two indicators
(namely, turnout rates) that are likely to be iefiaed in similar ways by individuals'
involvement in collective issues. When regressiisgnassal rates on distance to headquarters
interacted with this new measure of high and lowegesity at headquarters — along with all
our standard controls — our findings are similathtose obtained with charity — see Table A9
— cols (1) and (2). The positive impact of distancedismissals is positive and significant
only for firms whose headquarters are located lacal labor market characterized by low
generosity. For firms with headquarters locatedrgms with a high turnout rate at presidential
(as compared to municipal) elections, the impaafisfance on dismissals is even negative,
although statistically insignificant at conventibifevels?’ These results confirm that social

pressure is indeed a key factor in accountingHerdistance-dismissal relationship: wherever

“® The data on turnout rates are provided by thederdvinistry of Interior, which does not publish, kever,
turnout rates for smaller municipalities.

*" These results are unchanged if generosity is e@f@s a continuous variable, i.e. as the raw difies
between turnout rates at the presidential and npalielections. If re-estimating e.g. the specifiwa of Table

A9 — col (2), the point estimate on the interactibetween distance to headquarters and generosity at
headquarters is -0.007 with standard error 0.004.
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people are less generous, they put more pressugEQs to fire people far away rather than
closer to headquarters, whereas when local commasi@te more altruistic this effect is much

smaller.

Finally, we interact firm visibility close to headayrters with the generosity of the local
community. If social pressure is an important deteant of dismissals, the positive impact of
distance should be the highest for firms which espnt a large proportion of employment in
the local labor market of their headquartarsl whose headquarters are located in a more
selfish community — see equation (3.5). As showhahle 4, cols (3) and (4), this implication
is borne out by our estimates: we find that, whegh hvisibility combines with low
generosity, the effect of increasing distance by) in on dismissals is largest (0.16
percentage points) and significantly higher thandoy other combination of visibility and
generosity. We interpret these results as indigatmat social pressure arising from the local
community is a key factor explaining why dismissafe fewer at shorter distance from a

firm's headquarters.

5. Discussion of alter native explanations

Aside from local social pressure at headquartbesgetare other candidate explanations of the
positive relationship between distance and disrgs¥¥e discuss them in turn and show that

none of them can account for all our findings.

5.1 Public subsidies

One reason for lower dismissal rates in establisitsnecated closer to headquarters could be
the availability of public subsidies. In France, shéocal subsidies to economic activity are
granted by regional authorities to firms rathernthestablishments — which are not profit
centers. Subsidies may be granted under locallgm@ssure which would be consistent with
our explanation. However, they can also be indumedome form of corruption if politicians
exchange these subsidies for financial support ffioms for their electoral campaigns. If
subsidies reduce the probability of firm downsizitigs could account for our findings. To
disentangle local social pressure from the effdcpublic subsidies, we re-estimate our
empirical models using only the sub-sample of distaiments located outside the region of
the headquartef§.By so doing, we exclude the main catchment arélal politicians. The

results presented in Appendix Table A10 confirntlua subsample that the positive effect of

“8 Each French region encompasses several employreas — see Section 3.
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distance on dismissals is much larger for firmshvaithigh visibility in the local labor market

of their headquarters than for firms with low vistly — see column (1). Similarly, the effect

of distance is stronger for firms with headquartersated in low-generosity areas — see
column (2). We also confirm that the effect of digte on dismissals is much larger for firms
with high visibility and headquarters located invigenerosity areas than for any other type
of firms and local communities — see column (3nc8iour key effects do not disappear
outside the region of the headquarters, we condhakethe political use of public subsidies

cannot be the only mechanism at play.

5.2 Monitoring costs and asymmetric information

If establishments located far away from headqustt@ve higher monitoring costs or suffer
from asymmetric information, this may negativelyfeat their performance and therefore
increase dismissals. Yet, none of these distarlagetecosts can explain why the impact of
distance to headquarters on dismissals is fountttease with the visibility of the firm in the
local community of its headquarters, except if lyghisible firms are more concentrated
close to headquarters and monitoring costs deckeifiseeoncentration. However, the impact
of distance on dismissals increases with visibiéityen after controlling for the interaction
between distance and firm concentration in the egmpént area of the headquarters. In
addition, asymmetric information and monitoring tsosannot explain why the dismissal-
distance relationship is steeper whenever the lomalmunity at headquarters is more selfish.
We therefore rule out that monitoring costs andieymmetric information are the only

driving factor behind the relationship we have wared between distance and dismissals.

5.3 Managerial entrenchment

Fewer dismissals at short distances could also u®e td within-firm social pressure if
entrenched managers refrain from firing people witiom they interact on a regular basis
and if interactions are more frequent at shortadises. In this case, however, the distance
effect should not vary with the firm's visibilityt deadquarters, except if entrenchment
increases with firm size, given that the lattecosrelated with visibility. However, as shown
in Table 3 — col (3) — the finding that the impattdistance on dismissals is stronger when
firms are highly visible at headquarters is robastontrolling for the interaction between

distance to headquarters and overall firm sizeramée.
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5.4 Sorting of workers and/or managers

Good workers may self-select into establishmentseclto headquarters because career
prospects are better. For the same reason, goodgaan may wish to locate close to
headquarters while bad ones may be forced to swdlgeir away. If good workers are less
likely to be dismissed and/or good managers ar¢ebett making their establishments
successful — thereby making dismissals unnecessattyis could account for the distance-
dismissal relationship. In addition, this effect likely to vary with firm visibility at
headquarters if within-firm career prospects artebavhen firms are larger. However, this
cannot be the only determinant since we show thatesults are robust to conditioning on

firm size in the employment area of the headqusirtegeracted with distance.

Good workers and managers may also self-selectentherfirm is more visible if they expect
to have better external job opportunities when egnfrom a firm that is one of the main
actors in its local environment. If this were a legplanation, however, workers should self-
select not only in establishments close to headexsarbut also in all establishments located
in any other area where the firm is highly visibléis would, in turn, generate a positive
relationship between dismissals and the distancantolocation where the firm is highly
visible. The results of our placebo tests indidhtt this is not the case: what matters for
dismissals is visibility at headquarters, whilellwigy in other employment areas turns out to
have no significant effect. Moreover, none of thesging mechanisms can explain why the
effect of distance varies with the degree of gesigyoof the local community where the

headquarters are located.

5.5 Place attachment

The literature in environmental psychology suggdébts individuals are attached to their
place of origin. Building on this argument, YonkK@013) suggests that dismissals may be
less numerous close to the CEQO's place of origmreldver, Yonker (2012) provides evidence
that, even in the USA, CEOs tend to be hired lgcdllithis is the case, dismissals should be
less frequent close to headquarters where CEOsatiglenay come from. However, this effect
should not vary with firm visibility. If anythingt should go in the opposite direction: smaller
firms are indeed more likely to have CEOs with lamagin so that the relationship between

distance and dismissals should be stronger whens fare less visible.
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5.6 Altruistic attitudes of CEOs independent ofi@lgaressure

Socially-concerned CEOs are aware that the negate&l consequences of high dismissal
rates are likely to be stronger wherever their firepresents a larger share of local
employment. This concern may explain why they rmafriom firing workers in the
employment area of the headquarters when their aogngs highly visible. CEOs' attitudes
and concerns do not explain, however, why theioglahip between distance and dismissals
varies according to the generosity of the local wamity of the headquarters. Moreover,
dismissals should be lower wherever the firm actouor a large proportion of local
employment, not just at headquarters, which issugiported by the results of our placebo

test.

5.7 All the above explanations taken together

We have shown that, taken separately, the alt@matiechanisms considered in this section
cannot account for the different facets of the treteship between distance and dismissals
uncovered by our empirical analysis. Can they dmisdly? The answer to this question turns
out to be negative since none of these explanatansaccount for the fact that, even outside
the region of the headquarters, the relationshipéen distance and dismissals is stronger for
high-visibility firms whose headquarters are lodatm areas with more selfish local

communities.

6. Conclusion

In this paper, we have shown that firms are semsito social pressure in the local
environment where their headquarters are locatddchwinduces them to refrain from
dismissing at short distance from headquarters.

Using French linked employer-employee data, we tshwvn that dismissal rates increase
with the distance of secondary establishments teadquarters. This result holds even after
controlling for the endogeneity of the distanceneadquarters. We have also found that the
positive effect of distance on dismissals increagés the firm's share of total employment in
the local labor market of its headquarters. Thiggests that wherever firms are more visible
at headquarters, they are more reluctant to fmeety-located workers, consistently with the
idea that CEOs are under local social pressuréneir tcommunity to reduce as much as

possible dismissals in their area. The estimatdectefof distance on dismissals is also
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stronger the greater the degree of selfishnessheflacal community at headquarters,
suggesting that local social pressure at the heathys is a key determinant of the positive
relationship between distance to headquarters amisbals. We have shown that these
results cannot be entirely accounted for by altiera@explanations of the positive relationship

between distance and dismissals proposed in tratiitre.

Our findings suggest that social pressure exeryethé community of their headquarters has
an important impact on the way firms accommodatgatiee shocks, and in particular on

their dismissal policy. The natural question to askhen: who exactly is affected by social
pressure? Is it the owner of the firm or the CEOPis the CEO, and the CEO is not one of
the main shareholders of the firm, her decisiony n@ be profit maximizing. In this case,

the relationship between distance and dismissdikely to be stronger the weaker the firm's
governance. Whilst our data do not contain inforamabn firm governance, we believe that
understanding how governance affects employmensidaes when the CEO is exposed to

local social pressure is a challenging avenueudhér research.

By focusing on firms registered in France, our pdes nothing to say on the effects of social
pressure on the employment adjustment of multinaticompanies. Do multinational firms
also react to local social pressure in their homentry? Do they tend to shift the burden of
painful employment adjustments onto subsidiarieatied in foreign countries? This question
is of particular relevance given the increasinglesf globalization of advanced economies.
Investigating these effects on an internationallescaould require getting access to
appropriate plant-level data for several countri®ile we are unaware of the existence of
such data, we believe that investigating this isgaeld be of major importance to understand
how the presence of multinational companies magcafthe resilience of countries to

negative economic shocks.
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Figure2
Potential and Actual Distancesto Headquarters

(in deviation from firm-specific means)

| | | |
0 200 400 600

potential distance (deviation from firm mean, in km)

|
-200

T T
00S 0 00S-
(W Ul ‘ueaw w1 WoJl UONBIASP) 8oURISIP [enoe

|
-400

37



Tables

Table 1 - Correlation between potential distance to headquarters and contribution
to market potential CMPF.

(1) (2)
Population Population
1999 2009
Full sample - 0.010 (0.759) - 0.006 (0.855)
Excluding sea & border 0.014 (0.729) 0.018 (0.661)

départements

Notes: CMPF is based on 1999 and 2009 populatitenidaColumns 1 and 2, respectively. Variables in
deviation from the firm average. p-values in paneses. Significance obtained adjusting for clustpst
the region*firm level.

Table 2 Distance to headquarters (HQ) and dismissals in secondary establishments
2003-2007

(1) (2) (3) (4) (5)
Method OLS OLS OLS IV-lstage IV-2°stage
Nosea& Nosea& Noseaé&
Sample Ful Full + HQs border border border
Dependent variable Dismissal Dismissal Dismissal stdice Dismissal
rate rate rate to HQ rate
Distance to headquarters 0.0326***  0.0374*** 0.06%7 0.0639*
(0.0112) (0.0093) (0.0171) (0.0377)
Potential distance to HQ 0.522***
(0.0421)
Headquarters dummy -24.95%**
(3.26)
Observations 272,021 410,484 145,306 145,306 185,30
R-squared 0.114 0.132 0.186 0.811 0.008
F-test on instrument 157.5
Control variables yes yes yes yes yes

Notes: In all columns except col. 4, the dependamtable is the quarterly dismissal rate in peragat
multiplied by 100. Control variables include: firnmdustry, time and employment-area dummies; the
unemployment rate in the employment area of thabishment; the occupational and gender structtitheo
workforce; establishment age and size dummies,damdmies for firm size in the employment area of the
establishment. Robust standard errors clusteretheatestablishment level in parentheses. IV modeds a
estimated with 2SLS estimators. *** p<0.01, ** p€6, * p<0.1
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Table 3: Interactions between distance to headquarters and firm visibility in the
employment ar ea of the headquarters 2003-2007

1) (2) 3) (4)
Specification Baseline Baseline + Baseline + Baseline +
Distance * total Distance * Distance * firm
firm size in overall firm concentration in
HQ'sarea  sizein France HQ's area
. Dismissal Dismissal Dismissal Dismissal
Dependent variable
rate rate rate rate
Distance*Low visibility 0.029*** 0.048* 0.078** 0.28**
(0.011) (0.026) (0.037) (0.011)
Distance*High visibility 0.073*** 0.127*** 0.139*** 0.072%*
(0.013) (0.033) (0.047) (0.013)
Observations 238,605 238,605 238,605 238,605
R-squared 0.110 0.111 0.111 0.110
Dist*High visibility —
Dist*Low visibility 12.87*** 13.13*** 8.80*** 12.90***
(F-stat)
Control variables yes yes yes yes

Notes: Dismissal rates are expressed in percemagiglied by 100. Total firm size in the employnmemea

of the headquarters is divided in 6 classes, edcthem corresponding to a dummy variable in our
specification. Overall firm size in France is diedlin 5 classes. Visibility is measured as the eslodirthe
firm in the headquarters’ employment area expressed percentage of total employment in the aréggh H
visibility is captured by a dummy variable equalltavhen the firm's share of local employment betottg
the upper 25% of the visibility distribution andtherwise. Low visibility is equal to 1 if the firfelongs to
the lower 75% of the distribution and O otherwi§€nntrol variables include: industry, time, firm and
employment-area dummies; the unemployment rateh@ émployment area of the establishment; the
occupational and gender structure of the workfoestablishment age and size dummies and dummies for
firm size in the employment area of the establighimBobust standard errors clustered at the estabént
level in parentheses. *** p<0.01, ** p<0.05, * p40.
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Table 4: Interactions between distance to headquarters and the level of generosity in the
départementf the headquarter s 2003-2007

. Dismissal Dismissal Dismissal Dismissal
Dependent variable

rate rate rate rate
Distance*Low generosity 0.092*** 0.095***
(0.031) (0.031)
Distance*High generosity 0.035*** 0.035***
(0.010) (0.010)

Distance*Low generosity*High visibility 0.155*** (.159***

(0.053) (0.052)
Distance*Low generosity*Low visibility 0.039 0.84

(0.036) (0.036)
Distance*High generosity*High visibility 0.056*** 0.056***

(0.011) (0.011)
Distance*High generosity*Low visibility 0.026**  .026**

(0.011) (0.011)
p-value (High generosity - Low generosity) 0.072 (015 ()
p-value (LowGen*HighVis - LowGen*LowVis) 0.068 @%3
p-value (LowGen *HighVis - HighGen*HighVis) 0.070  0.058
p-value (LowGen *HighVis - HighGen*LowVis) 0.018 0.014
Observations 231,310 231,310 231,310 231,310
R-squared 0.111 0.111 0.111 0.111
Control variables yes yes yes yes
Distance*income per capita in HQdg€partement no yes no yes

Notes: Dismissal rates are expressed in percemudiiplied by 100. Generosity is proxied by theigatf total
charity donations in 1887 tépartementevel GDP. In our regressions, high-generositgaptured by a dummy
variable equal to 1 if thdépartemenbf the headquarters belongs to the upper 25%eo€Miarity distribution and 0
otherwise. Symmetrically, headquarters are constti¢o be located in low-generositi¢partementsf the latter
belong to the bottom 75% of the distribution. Vikik is measured as the share of the firm in teadguarters’
employment area expressed as a percentage oétopbyment in the area. High visibility is captuteda dummy
variable equal to 1 when the firm's share of l@aployment belongs to the upper 25% of the visibdistribution
and 0 otherwise. Low visibility is equal to 1 iktfirm belongs to the lower 75% of the distributeomd O otherwise.
Control variables include: industry, time, firm amgnployment-area dummies; the unemployment ratéhén
employment area of the establishment; the occupatiand gender structure of the workforce; esthbimnt age
and size dummies; dummies for firm size in the aymlent area of the establishment, and taxable iecper
capita as of 2004. Robust standard errors clustrédte establishment level in parentheses. ***.p40** p<0.05,
* p<0.1.
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Appendix

Al. Derivation of the impact of visibility on the effect of distance to headquarters on
dismissals

The derivative oD;" with respect ta yields:

oD}

ke e T+ .
da <fNN(GG'NiG) * fNN(GB.Nf)) Vi (A1)

The effect of visibility on the relationship betwedistance and dismissals is given by the
sign of the following expression:

a(D;-D;) _ ( G r+1g ) ( G T+ )
= + - + A2
da fun(06NE)  Fn(0B.NE) V2 FNN(06NT)  Fun(0B.NF) 1 (A2)

Taking into account thgf,y < 0, the right-hand side of (A2) is positive, if andyif

A N r+ip
G\[|" B
5> \fNN(fGG.Nz)IL\fNNfZNzN (A3)

(e D)) [run(ea )

wheref = y,/y, is the degree of selfishness gudl denotes the absolute valuexofSince

NZ < NB andfyyy =0, |fyn (05, N2)| = |fun (85, NE)|, the above inequality holds if:

AG N r+ip Ag
G\ " B G
8> \fNN(GG'szLgNN("B'NZ)‘ = 1 4 Lled)] ”ﬁ(ﬁgz)' (A4)
‘fNN(gB'Ng)‘ |fNN(HB'N§>|

The fact thatfyyy = 0 implies that|fyy (05, N2)| < |fyn (65, NE)|, whereNE is the value
obtained by solving equation (1.3) féy = 0. Similarly, |fyy(8s, NS = |fyn (g, NEI,
where N§ is the value obtained by solving equation (1.2) Ho= 0. Therefore a sufficient
condition for (A4) to hold is that:
A6
B>1+ %ﬁ:g) (A5)

f NN(HB'Ng)

This implies that a sufficient condition for (A2) be positive is that the degree of selfishness
B = v.1/v2 be large enough.
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A2. Derivation of the effect of selfishness on the impact of visibility on the distance-
dismissal relationship

Since, conditional op;, f does not affedd;, it is straightforward that:

d(D;-D7) _ 0D;
B 9B

This implies tha®?(D; — D;)/dadp = d%D;/dadp. Taking the first derivative of the right-
hand side of equation (A1) with respecfstdor i = 2 and taking into account thpt = y, /8

yields:
62D§ - _ )4 ( e r+Ag ) Y1 (M% (r+}“B)fNNN(eB’NzB) ﬁ)
0f0a B2\fn(06NS) ~ fun(68NE)) B\ [fyn(86NE)]) OB [Fyn(65NE)” OB
; % _ _Acan ONF _ (r+ig)ay
Using TR daﬁ =g we have
9?D; _ _ Y1lg < . 1GaV1fNNN(96,NzG)) ___n(@+ip) < (T+ﬂB)DlV1fNNN(9B,N§)>
opoa Bfun(0cNz) Blrnn(@aN)I ) B un(@sNT) Blrun (05 NE)]"

Given thatfyy < 0, fyny = 0, and the last term in parentheses is positive, éRpression is
positive if B is sufficiently large so thatlgay;funn(@c, N5)/Blfun (06, NS)I? < 1.

Obviously, this represents only a sufficient coiwoaht
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A3. Appendix Figure and Tables

Figure Al. Distribution of the ratio of charity giving to GDP, by quartile in mainland

France.

Notes: départementevel charity giving is measured in 188départementevel GDP is measured in
1864. Quartiles are ordered from the lowest tchibest.Départementsvith missing data are not shown

on the map.

Table Al Descriptive statistics (main sample)

Variables Mean SD. Variables Mean S:D.
Quarterly dismissal rate (%) .97 4.59 Establishnsére 136.43 299.13
Distance to HQ (km) 247.98 216.31 Establishment(hgelass)

Local unemployment rate (%) 8.41 1.96 2 years 10 . .30
Managers (%) 14.78 20.27 3 years .10 .30
Technicians and supervisors (%) 24.81 21.41 eaty .10 .30
Clerks (%) 27.09 31.15 5 years or more .63 48
Blue collars (%) 33.16 32.72

Board members (%) 0.15 1.14

Women (%) 37.48 25.73 Firm size 906.8 4288.12
Manufacturing 21 41 Firm age (years) 28.87 24.74
Services .67 A7
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Table A2 Visibility and Generosity at headquarters

Variables

Firm share of total employment in HQ's employmearag%)

T quartile 0.026
2° quartile 0.090
3% quartile 0.299
Maximum 3.199
Ratio of total charity donations to GDP (%) in HQ's
département
Minimum 0.012
T quartile 0.092
2° quartile 0.128
3% quartile 0.181
Maximum 0.658

Table A3 Separations (except dismissals)
(% of employment)

Variables Mean S:D.
Total separations 1151 64.67
End of fixed-term 573 52 55
contract

End-of-trial period .55 2.55
Retirement .33 2.41
Quits 1.78 4.19

Table A4 - Correation between actual distance to
headquartersand contribution to market potential.

D) ?)
Population Population
1999 2009
0.173*** 0.178***

Notes: CMPF is based on 1999 and 2009 populatitaidaColumns
1 and 2, respectively. Sample excluding sea anddbdépartements.
Variables in deviation from the firm average; pued in parentheses.
Significance obtained adjusting for clusteringteg tegion*firm level.
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Table A5: Distance to headquarters (HQ) and dismissals 2003-2007: robustness
checks

1) (2) (3)
Method oLS Tobit oLS
Sample Full sample  Full sample Rem<|):vmg lle-de-
rance
; - Linear : .
Measure of distance Log distance ~. Linear Distance
Distance
Distance to HQ 0.0796*** 0.0303**
(0.0194) (0.0139)
Log(distance to HQ) 3.980***
(1.120)
Observations 257,747 272,021 120,205
R-squared 0.119 0.020 0.123
Control variables yes yes yes

Notes: The dependent variable is the quarterly idisah rate in percentage multiplied by
100. Control variables include: industry, time aathployment-area dummies; the
unemployment rate in the employment area of thabdishment; the occupational and
gender structure of the workforce; establishmeet agd size dummies and dummies for
firm size in the employment area of the establighm&irm dummies are included

everywhere except in column (2) where they areaegd by firm averages of all

covariates. Robust standard errors clustered astablishment level in parentheses. ***
p<0.01, ** p<0.05, * p<0.1.
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Table A6: Distance to headquarters (HQ) and other types of worker
separ ations 2003-2007

1) @ 3 (4)
Dependent variable Quits End O.f trial Retirement End of fixed-
period term contracts
Distance to HQ 0.0137* 0.0103 0.00194 -0.0472
(0.00798) (0.00801)  (0.00438) (0.0372)
Observations 272,020 272,024 272,024 271,802
R-squared 0.308 0.341 0.076 0.467
Control variables yes yes yes yes

Notes: Rates are expressed in percentage multiplfetil00. Control variables include:
industry, time, firm and employment-area dummidse unemployment rate in the
employment area of the establishment; the occupatiand gender structure of the
workforce; establishment age and size dummies amdndes for firm size in the
employment area of the establishment. Robust stdndarors clustered at the
establishment level in parentheses. *** p<0.01p¥0.05, * p<0.1

Table A7: Placebo tests - Visibility

@ 2) (3 4
Place_bo HQ = Largest Placebo HQ =
plant in the area where randomlv drawn
the firm is most visible y
. Dismissal Dismissal| Dismissal Dismissal
Dependent variable
rate rate rate rate
Distance to headquarters 0.009 -0.002
(0.008) (0.007)
Distance*Low visibility 0.004 -0.005
(0.012) (0.008)
Distance*High visibility 0.013 0.011
(0.009) (0.014)
Observations 228,405 228,40p 228,405 228,405
R-squared 0.106 0.106 0.106 0.106
Control variables yes yes yes yes

Notes: Plants in the same employment area as thard@xcluded from the set where
placebo HQ are drawn from. Dismissal rates areesgad in percentage multiplied by
100. Visibility is measured as the share of thafin the headquarters’ employment area
expressed as a percentage of total employmeneiarta. High visibility is captured by a
dummy variable equal to 1 when the firm's shardoo&l employment belongs to the
upper 25% of the visibility distribution and O otivse. Low visibility is equal to 1 if the
firm belongs to the lower 75% of the distributiondaO otherwise. Control variables
include: industry, time, firm and employment-araaminies; the unemployment rate in
the employment area of the establishment; the attugal and gender structure of the
workforce; establishment age and size dummies amdmdes for firm size in the
employment area of the establishment. Robust stdndarors clustered at the
establishment level in parentheses. *** p<0.01p¥0.05, * p<0.1
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Table A8: Placebo tests - Gener osity

1) 2) 3 4)
PIacebo_HQ = Largest Placebo HQ =
plant in the least
. randomly drawn
generousiépartement
. Dismissal Dismissal| Dismissal Dismissal
Dependent variable
rate rate rate rate
Distance to headquarters 0.012 0.009
(0.012) (0.006)
Distance*Low generosity 0.014 0.014
(0.013) (0.011)
Distance*High generosity -0.0012 0.006
(0.020) (0.007)
Observations 201,004 201,004 223,960 223,960
R-squared 0.101 0.101 0.098 0.098
Control variables yes yes yes yes

Notes: Plants in the same employment area as theatdQ@xcluded from the set where
placebo HQ are drawn from. Dismissal rates areesgad in percentage multiplied by 100.
Generosity is proxied by the ratio of total charitgnations in 1887 talépartementevel
GDP. In our regressions, high-generosity is capitimg a dummy variable equal to 1 if the
départemenbf the headquarters belongs to the upper 25%eotharity distribution and 0
otherwise. Symmetrically, headquarters are consitldo be located in low-generosity
départementsf the latter belong to the bottom 75% of the mlisttion. Control variables
include: industry, time, firm and employment-araaninies; the unemployment rate in the
employment area of the establishment; the occupmadti@nd gender structure of the
workforce; establishment age and size dummies amchndes for firm size in the

employment area of the establishment. Robust stdretaors clustered at the establishment

level in parentheses. *** p<0.01, ** p<0.05, * p40.
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Table A9: Interactions between distanceto headquartersand the level of generosity (based
on turnout rates at local vs national elections) in the départementf the headquarters 2003-
2007

. Dismissal Dismissal Dismissal Dismissal
Dependent variable

rate rate rate rate
Distance*Low generosity 0.068*** 0.068***
(0.014) (0.014)
Distance*High generosity -0.008 -0.008
(0.021) (0.021)

Distance*Low generosity*High visibility 0.093**  (0.093***

(0.016) (0.016)
Distance*Low generosity*Low visibility 0.054***  0.054***

(0.015) (0.015)
Distance*High generosity*High visibility 0.025 0.025

(0.041) (0.041)
Distance*High generosity*Low visibility -0.018 -0.019

(0.024) (0.024)
p-value (High generosity - Low generosity) 0.006 (0004
p-value (LowGen*HighVis - LowGen*LowVis) 0.002 0.002
p-value (LowGen *HighVis - HighGen*HighVis) 189 0.140
p-value (LowGen *HighVis - HighGen*LowVis) a8 0.018
Observations 238,243 238,243 238,243 238,243
R-squared 0.111 0.111 0.111 0.111
Control variables yes yes yes yes
Distance*income per capita in HQ¥gpartement no yes no yes

Notes: Dismissal rates are expressed in percemtadf@plied by 100. Generosity is proxied by thefeliénce
between tha@épartementevel turnout rates (in % of registered votershat first round of the 2002 presidential
election and the first round of the 2001 municiplctions — excluding towns with population beloydC®D
inhabitants. In our regressions, high-generosigajstured by a dummy variable equal to 1 if départemenof
the headquarters belongs to the upper 25% of thiergsity distribution and 0 otherwise. Symmethcal
headquarters are considered to be located in lowergsitydépartement# the latter belong to the bottom 75%
of the distribution. Visibility is measured as tlkbare of the firm in the headquarters’ employmemtaa
expressed as a percentage of total employmeneiargs. High visibility is captured by a dummy abte equal
to 1 when the firm's share of local employment hgtoto the upper 25% of the visibility distributiamd 0
otherwise. Low visibility is equal to 1 if the firtmelongs to the lower 75% of the distribution andtierwise.
Control variables include: industry, time, firm arthployment-area dummies; the unemployment ratien
employment area of the establishment; the occupatind gender structure of the workforce; esthbisnt age
and size dummies; dummies for firm size in the eyplent area of the establishment, and taxable iecoen
capita as of 2004. Robust standard errors clustatdtie establishment level in parentheses. ***.p40 **
p<0.05, * p<0.1.
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Table A10: Excluding establishmentsin the same region as headquarters

1) 2) c (3) .
- . enerosity
Visibility Generosity Visibility
Dependent variable Dismissal rateDismissal rate Dismissal rate
Dist.*Low (visibility or generosity) 0.023 0.098**
(0.018) (0.042)
Dist*High (visibility or generosity) 0.065*** 0.029
(0.019) (0.015)
Dist*Low generosity*High visibility 0.209***
(0.074)
Dist.*Low generosity*Low visibility 0.027
(0.050)
Dist*High generosity*High visibility 0.041**
(0.017)
Dist.*High generosity*Low visibility 0.022
(0.017)
Observations 158,600 154,054 154,054
R-squared 0.129 0.129 0.129
Control variables yes yes yes

Notes: Dismissal rates are expressed in percentatjglied by 100. Generosity is proxied by thaoaif total
charity donations in 1887 tdépartementevel GDP. In our regressions, high-generositcaptured by a
dummy variable equal to 1 if thdépartemenbf the headquarters belongs to the upper 25% eofcHarity
distribution and 0 otherwise. Symmetrically, heaalters are considered to be located in low-gengrosi
départements the latter belong to the bottom 75% of the mlsttion. Visibility is measured as the share of
the firm in the headquarters’ employment area esg@e as a percentage of total employment in tlee Bligh
visibility is captured by a dummy variable equalltavhen the firm's share of local employment betotrgthe
upper 25% of the visibility distribution and 0 othése. Low visibility is equal to 1 if the firm bahgs to the
lower 75% of the distribution and 0 otherwise. Gohvariables include: industry, time, firm and dmpment-
area dummies; the unemployment rate in the emplayraga of the establishment; the occupational and
gender structure of the workforce; establishmemt agd size dummies; and dummies for firm size & th
employment area of the establishment. Robust stdndarors clustered at the establishment level in
parentheses. *** p<0.01, ** p<0.05, * p<0.1.
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