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a b s t r a c t
Following the adoption of state laws that increase ﬁring costs, there is an immediate and persistent 30%
reduction in total mergers and acquisitions (M&A) dollar volume and average M&A size as well as an
immediate increase in withdrawn deals. Firing costs do not affect M&A announcement returns, but there
are negative returns surrounding the announcement of state laws that increase ﬁring frictions, especially
for future M&A targets. These ﬁndings suggest that post-merger employee turnover is a ﬁrst-order source
of value for U.S. mergers.
© 2021 Elsevier B.V. All rights reserved.

1. Introduction
The U.S. is unique in that it contains one of the largest markets for corporate control in combination with one of the developed world’s most ﬂuid labor markets. For instance, Dessaint, Golubov, and Volpin (2017) document that the U.S. houses the largest
mergers and acquisition (M&A) market in absolute terms and the
second largest when scaled by gross domestic product, and the
U.S. has the fewest employment protections among the 21 developed nations they examine. The link between acquisitions and labor markets is often cited by U.S. companies as a primary source
of deal synergies, with signiﬁcant cost savings resulting from employee consolidation. This intuitive link between U.S. M&A activity and employee turnover has been examined extensively in
the literature, but the evidence that does exist is mixed and focuses on post-M&A outcomes (i.e., the intensive margin).1 Concerns over endogeneity when examining this question on the intensive margin present empirical obstacles that can be challenging
to address. In particular, the M&A decision is often correlated with
many drivers of employee turnover, which can make realized postmerger changes in headcount diﬃcult to interpret. It is also hard
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to conclude that post-merger employee turnover is an important
source of value even if it does occur because of the long list of
competing M&A motives, such as industry shocks, diversiﬁcation,
empire building, market discipline, or increased market power. To
overcome these concerns, we focus on the extensive margin and
estimate how variations in ﬁring costs affect subsequent M&A activity in the United States. In so doing, we provide new evidence
on the extent to which post-merger employee turnover is a ﬁrstorder source of value for U.S. mergers and acquisitions.
In order to identify the role of ﬁring costs in the U.S. M&A market, we exploit intertemporal and interstate variation in state-level
ﬁring costs. The idea behind our empirical approach is to examine
how arguably exogenous changes in ﬁring costs affect M&A quantity, composition, and the potential gains from synergy. Evidence
that such changes do impact the M&A market would support postmerger employee turnover as a ﬁrst-order source of M&A value.
We use variation in ﬁring costs stemming from the introduction of
state-level wrongful discharge laws (WDLs), which are exceptions
to the at-will status of employees. WDLs increase ﬁring costs because they increase the incidence and success rate of wrongful termination lawsuits. For example, Kelly (1997) documents that there
are over ten thousand wrongful termination lawsuits each year,
while Jung (1997) shows that approximately half of these lawsuits
are successful and yield average payouts of $1.29 million.
There are three general categories of WDL, commonly referred
to as the Public Policy exception, the Implied Contract exception,
and the Covenant of Good Faith and Fair Dealing exception. In
this paper, we focus on the Covenant of Good Faith and Fair Dealing exception (henceforth abbreviated as GF), which Dertouzos and
Karoly (1992), Kugler and Saint-Paul (2004), and Serﬂing (2016) ar-
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gue is the most far reaching WDL. The GF exception deems ﬁring
wrongful if it prevents an employee from reaping the beneﬁts of
their labor. Over the course of our sample, ten states add and one
state repeals a GF exception. Since changes in GF status are judicial
decisions and no economic factors (including preexisting M&A activity) are cited as motivations by the courts that recognize these
laws, we consider the adoption of a GF exception to be an exogenous shock to labor markets within the adopting state. This supposition is further supported by the evidence we observe from a
survival analysis on adoption, and thus this setting lends itself to a
difference-in-differences analysis.
When employing this methodology, we begin with a static
model where the dependent variable is a measure of state-level
M&A activity and the explanatory variable of interest is an indicator for a state-year with a GF exception in place. Consistent with
ﬁring frictions meaningfully impacting the M&A market, we ﬁnd
that GF exceptions are associated with a 31% decrease in both the
percentage of ﬁrms acquired within a state and the M&A dollar
volume that takes place within a state. We conﬁrm these ﬁndings with a dynamic speciﬁcation, showing that while M&A activity
does not differ in the years leading up to GF adoption, M&A activity is signiﬁcantly lower in state-years with contemporaneous, one
year ago, and more distant passages of GF exceptions relative to
state-years with no GF exception present.
We next investigate the effect of GF adoptions on the completion rate of mergers. If GF adoption is a partial surprise – as both
the evidence from our event study and that in Serﬂing (2016) suggests – and the GF exception makes M&A activity less desirable,
then we expect a signiﬁcant increase in M&A withdrawals in the
years surrounding GF adoption. We ﬁnd evidence of this as there
is a signiﬁcant increase in the percentage of withdrawn mergers
in the year of and the year following a GF exception’s adoption.
Mergers targeting a ﬁrm in a state during the year of and year after a GF adoption are approximately 47% and 31% less likely to be
completed. In contrast, there is no signiﬁcant change in the percentage of M&As that are completed in the years leading up to a
GF adoption compared to state-years without a GF exception.
The results thus far suggest that ﬁring frictions lead to an immediate decrease in M&A activity. This is consistent with postmerger employee turnover being a ﬁrst-order source of value for
the average U.S. merger. However, it is possible that indirect effects
of GF adoptions also contribute to our ﬁndings. Additional analyses
mitigate the possibility that the GF effect on M&A activity operates through a reduced attraction to leverage or a shrinking of the
pool of M&A targets. Despite these robustness tests and the immediacy of the effect of GF adoption on M&A activity, it remains
possible that ﬁrms’ expectation of future indirect effects inﬂuences
their behavior in the M&A market immediately. Future research is
needed to provide more panoramic evidence on whether GF adoption has meaningful indirect effects on M&A activity.
To further investigate the relationship between ﬁring frictions
and M&A activity, we examine the impact of GF adoption on
M&A size to provide evidence on whether post-merger employee
turnover is a more important source of value for large or small U.S.
mergers. This empirical question is investigated both at the transaction level and after splitting the sample by deal size. We ﬁnd
that average deal value declines by 31% following GF adoption, and
that an increase in ﬁring frictions reduces M&A activity for all but
the smallest deals. This latter ﬁnding is consistent with existing literature that suggests other motives drive the acquisition of small
targets (Phillips and Zhdanov, 2013; Bena and Li, 2014).
In our ﬁnal set of tests, we examine the extent to which U.S. investors price the effect of ﬁring frictions on M&A activity. We begin
by regressing target, acquirer, and combined M&A announcement
period returns on recent and distant GF adoptions. We ﬁnd no evidence that ﬁring frictions affect returns surrounding U.S. M&A an-

nouncements. However, event study tests suggest that the reason
for this is that the U.S. market has already impounded the reduced
value of M&A targets into prices. Speciﬁcally, we ﬁnd that there
is a negative market reaction to the announcement of GF exceptions and that this negative reaction is larger for ﬁrms that end
up becoming targets within a year. During the ﬁve days surrounding GF adoption, ﬁrms that end up being targeted in an M&A in
the next six months (one year) experience 1% (0.8%) lower daily
returns compared to days outside the event window. Although this
price decline is economically signiﬁcant, it accounts for only 15% of
the magnitude of the reduction in average M&A size that we observe. Thus, the decline in M&A dollar volume following increased
ﬁring frictions is not primarily due to M&A targets becoming less
valuable.
Our ﬁndings contribute to two primary streams of literature.
First, in a broader sense, the evidence we present in this paper
relates to the existing literature examining the economic effects of
WDLs. A large economics literature links WDLs to outcomes such
as establishment entry and exit, rates of employment, and a transition to temporary employees (see e.g., Autor, 2003; Autor, Donahue, Schwab, 20 06; Bird, Knopf, 20 09). More recently, the ﬁnance literature has extended the effects of WDLs on corporate
behavior. Acharya, Baghai, and Subramanian (2013) demonstrate
that GF adoption enhances innovative activity, Serﬂing (2016) ﬁnds
that GF adoption predicts lower debt levels, while Bai, Fairhurst,
and Serﬂing (2020) and Dang, De Cesari, and Phan (2019) ﬁnd effects on investment and payout policies. We add to this literature by demonstrating that merger activity is another important
channel through which wrongful discharge laws impact economic
activity.
In a more speciﬁc sense, our paper adds to the literature investigating the effect of labor force characteristics on the corporate outcomes of U.S. ﬁrms. For example, labor market characteristics have been shown to be important determinants of
leverage (Serﬂing, 2016; Agrawal and Matsa, 2013; Matsa, 2010)
and the cost of capital (Chen, Kacperczyk, and Ortiz-Molina,
2011; Chen, Kacperczyk, and Ortiz-Molina, 2012). Two of the
most related papers in this literature are John, Knyazeva, and
Knyazeva (2015) and Tian and Wang (2020) who provide evidence
that shareholder-employee conﬂicts adversely affect M&A returns.
These studies exploit arguably exogenous variation in unionization
to show that unionized acquirers and targets experience less favorable M&A period returns and make ﬁrms less likely to be acquired.
Although this evidence suggests that the labor market structure is
an important determinant of M&A activity, it says little about the
value of post-merger employee turnover because a labor organization can reduce M&A value in a variety of ways. For instance,
organized labor may ally with management to resist acquisition,
threaten to resist post-merger integration, or use shareholder proposals opportunistically as bargaining chips to extract side payments (see e.g., Matsusaka, Ozbas, and Yi, 2019).
This paper is most closely related to that of Dessaint, Golubov, and Volpin (2017), who investigate the impact of ﬁring frictions on international mergers and acquisitions and document a
14-27% decrease in takeover activity. However, these authors also
note that the U.S. has by far the fewest employment protections
among the 21 developed nations they examine. As Gugler and
Yurtoglu (2004) note, the abnormally low ﬁring frictions in the
U.S. may dramatically reduce (or negate) the value of post-merger
employee value for U.S. ﬁrms, as M&A transactions are not (or
are less) necessary to optimally adjust to shocks. Additionally, the
cross-country nature of the study by Dessaint et al. (2017) makes
inferences regarding M&A activity within speciﬁc countries challenging. To compound this effect, their study makes use of only
a single change in ﬁring frictions in the U.S. – the passage of
the 1989 WARN Act – which coincides with several other changes
2
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in the economic environment. 2 Therefore, it is diﬃcult to determine from their analysis whether the observed declines in M&A
activity extend to the United States. By utilizing a difference-indifferences analysis at the state level, we enjoy several advantages
over the cross-country setting (as discussed in Jens (2017) and
Serﬂing (2016)) and we are able to address the unanswered empirical question regarding the importance of headcount reduction
to U.S. M&A activity.
Our ﬁndings suggest that some, but not all, of Dessaint, Golubov, and Volpin (2017)’s ﬁndings extend to the U.S. Increased ﬁring costs do lead to a reduction in U.S. M&A activity, but do not appear to affect synergies among the mergers that do occur. We also
show that post-merger employee turnover is a ﬁrst-order source
of value when acquiring all but the smallest targets, resulting in
a 30% reduction in average M&A size. Finally, we provide the ﬁrst
evidence that M&A withdrawals spike by approximately 30% in the
year of and year following increases in ﬁring costs. This result both
highlights the speed with which the M&A market responds to elevated ﬁring costs and lends credibility to our claim that we isolate
the causal effect of ﬁring costs on U.S. M&A activity.

actions. For example, ﬁrms rarely need two CFOs, and many other
salaried positions can become redundant as well, providing for potentially large cost savings. Despite this, the existing evidence in
direct support of the notion that terminating employees is a ﬁrstorder source of value when considering a merger or acquisition is
limited and mixed.3 This is likely the result of several empirical
challenges that arise when trying to assess this question directly.
As we note in the introduction, the correlation between M&A
and subsequent employee turnover could be the result of other
factors that drive the decision to acquire a ﬁrm (e.g. poorly performing ﬁrms may be more likely to become targets because they
present greater value opportunities, and replacing the workforce
following the merger may be necessary to improve performance).
Furthermore, the extensive list of alternative motives to undertake
a merger makes it diﬃcult to isolate the importance of headcount
reduction synergies in M&A decisions. Limitations in the availability of employment data also make a direct test diﬃcult, as employment count is typically only reported annually which is insuﬃciently granular. But even a more frequent release of this data may
not be helpful, because theoretical support for which ﬁrings are for
synergistic gains following a merger and which are due simply to
the ordinary course of business, as well as the correct time frame
in which to examine these ﬁrings, is scarce.
To overcome these empirical diﬃculties, we investigate this
question in an indirect sense. By examining how subsequent M&A
activity changes following a plausibly exogenous shock to ﬁring
frictions, we are able to estimate the importance of headcount reduction to ﬁrms considering undertaking a merger. In so doing,
we provide new evidence on the extent to which post-merger employee turnover is a ﬁrst-order source of value for U.S. mergers.
To identify the effect of ﬁring frictions on U.S. M&A activity, it is
necessary to have variation in ﬁring frictions that is otherwise unrelated to the M&A market. Such variation is rare because changes
in U.S. ﬁring frictions are uncommon and are often correlated with
other aspects of the economy, which may inﬂuence M&A activity.
We exploit changes in state-level ﬁring frictions to identify the
effect of ﬁring costs on M&A activity. A distinct advantage of this
approach is that different states experience changes in ﬁring frictions at different times, but are otherwise similar in terms of their
legal environment and infrastructure. Thus, our analysis beneﬁts
from a homogeneous control group of states that experience no
change in ﬁring frictions, and are subject to arguably the same economic landscape. This allows us to make inferences regarding the
value of headcount reduction to M&A activity within the U.S. that
cross-country studies may not.

2. Perception of ﬁring costs and mergers and acquisitions value
Synergistic gains from headcount reduction are widely held as
an integral source of M&A value. For instance, in their 2007 article, Lam et al. suggest that eliminating employees is the primary driver of M&A, as these transactions are “undertaken with
the promise of signiﬁcant cost savings through workforce reduction.” They also note that reducing headcount is a commonly used
approach to achieve eﬃciency targets in the post-merger setting.
And they are not alone in identifying headcount reduction as a
ﬁrst-order source of M&A value. The Corporate Finance Institute
(CF, 2021) lists the elimination of staff redundancies as an important source of M&A synergies, while the Institute for Mergers,
Acquisitions and Alliances (IMAA) highlights reducing headcount
as one of many potential synergies from cost cutting following a
merger (Kengelbach et al. 2013).
These beliefs seem born out in practice as well. In the announcement of the blockbuster merger between Kraft and Heinz
in 2015, the companies cited three sources of increased value:
economies of scale, shifts to best practices, and cost reductions.
Analysts and industry experts were quick to express their beliefs
that the value increase expected from cost savings was driven
by the termination of employees. Sam Ro from Business Insider
estimated that nearly 5,0 0 0 employees would lose their jobs to
meet synergy targets (Ro 2015), while Euromonitor research analyst Raphael Moreau announced in a podcast, “What we can probably see with the nature of the deal is that the priority for the group
is not to make synergies between the two groups but instead to
cut costs” (Moreau 2015). Moreau’s expectation was that 3G Capital would continue to “aggressively” cut jobs in the joint ﬁrm as
it had as a major stakeholder in Heinz. And indeed, in the ﬁve
months that followed the announcement of the deal, Kraft eliminated 400 positions from its headquarters and the joint company
announced that it expected to cut 2,500 jobs in total, amounting
to more than 5% of its total global workforce (Gasparro 2015).
From an intuitive standpoint, synergistic gains from headcount
reduction appear to be an important source of value in M&A trans-

3. Wrongful discharge laws: state-level variation in ﬁring
frictions
3.1. Institutional background
Historically, ﬁring frictions in the U.S. have been relatively constant over time. Throughout the ﬁrst half of the 20th Century, all
U.S. states strictly adhered to the doctrine of at-will employment.4
This concept allows for either the employer or employee to terminate the contract at any point in time for any reason. In subsequent decades, changes to a number of socio-economic factors,
such as the decline in the number of employees covered by the
protections of collective bargaining agreements and the increase
in the power of employers in the employment relationship, led

2
Critics of the WARN Act debate the extent to which the WARN act serves as
a barrier to ﬁring employees. These critics highlight the notice time of 60 days in
advance of ﬁring as insuﬃcient to give employees time to adjust, and that the required threshold of employees ﬁred for the law to apply (100) is too high and enables ﬁrms to circumvent the law too easily. A FOREWARN Act was even introduced
in 2012 by then-Senator Sherrod Brown in an attempt to address these concerns
and provide a more effective set of protections to employees, but the proposed bill
did not come out of committee.

3

See Footnote 1.
The doctrine was based on ideas from a legal treatise called Master and Servant
by Horace C. Wood, and redeﬁned the typical relationship between employer and
employee from 1 year contracts to an ongoing term at-will.
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states to revisit the notion of at-will employment.5 During a series
of landmark decisions, states established new exceptions to at-will
employment that were designed to protect employees from unfair
discharge. These exceptions are generally grouped into one of three
categories: Public Policy (PP) exceptions, Implied Contract (IC) exceptions, and exceptions based on a Covenant of Good Faith and
Fair Dealing (GF). Collectively these laws are known as Wrongful
Discharge Laws (WDLs).
Unlike statutory laws, which are passed through legislative action, WDLs are common law exceptions to at-will employment,
meaning they are adopted through judicial proceedings. The existing literature acknowledges a state as recognizing a speciﬁc WDL
following a state appeals’ or state supreme court’s aﬃrmation of a
lower court’s decision to honor the exception. Once adopted, the
law applies at the employee level rather than the ﬁrm level. Thus,
employees working in a state that has acknowledged a WDL enjoy the protection of that law regardless of their employer’s headquarters location or state of incorporation. Similarly, ﬁrms operating across multiple states are only at risk of litigation from the
fraction of their workforce that is located within a state that recognizes a particular WDL. Thus, in cross-state M&A transactions, the
state(s) of location for both the target and the acquirer are relevant, as employees are protected by the laws of the state in which
they physically work.
Each of the three laws protects employees from a different aspect of potential mistreatment by employers, and it is less common for states to recognize all three exceptions to at-will employment, meaning the level of protection enjoyed by employees
varies from state to state. Dertouzos and Karoly (1992), Kugler and
Saint-Paul (2004), and Serﬂing (2016) all argue that the Covenant
of Good Faith and Fair Dealing exception (commonly referred to as
the Good Faith exception), which deems ﬁring wrongful if it prevents an employee from reaping the beneﬁts of their labor, is the
most far-reaching of the three exceptions and so we focus on it as
our primary explanatory variable of interest.6
In its narrowest interpretation, the Good Faith (GF) exception
prevents employers from releasing employees for bad cause, such
as ﬁring a worker just prior to retirement to avoid paying pension beneﬁts or just prior to the closing of a sale to deny an employee commissions. In its broadest interpretation, the GF exception requires employers to have “just cause” before terminating
employees. Though no exact legal deﬁnition of “just cause” exists,
a checklist of seven items was established in Enterprise Wire Co.
(46 LA 359, 1966) to assess if the employer had “just cause.”7 Examples of “just cause” for termination, such as excessive absence,
insubordination, or illegal acts by the employee, highlight the restrictions that a broad interpretation of the GF exception places on
employers. The nebulous nature of the “just cause” provision, as
well as the fact that the GF exception allows for both contract and
tort causes of action, make litigation potentially more expensive for
employers.8
Though states vary in their interpretation, the presence of the
GF exception in any form represents a potential increase to ﬁring costs for ﬁrms operating within that state. In a direct sense,
this exception increases the likelihood of litigation against ﬁrms

following the discharge of an employee, exposing the ﬁrm to legal fees, settlement costs, and time lost while ﬁghting lawsuits.
The indirect impacts of GF adoption can be substantial as well,
as Dertouzos and Karoly (1992) note that ﬁrms undertake costly
actions to avoid litigation. They suggest that this preventative behavior is driven, at least in part, by career concerns of managers
who are looking to avoid the negative consequences of litigation
as noted in Lewin (1987) – namely that managers implicated by
wrongful discharge complaints experience negative shocks to their
rates of promotion, performance reviews, and job security.
Moreover, existing evidence suggests the magnitude of the increase in ﬁring costs is economically meaningful. Using data from
California, Dertouzos, Holland, and Ebener (1988) ﬁnd that in
68% of cases the jury reaches a verdict in favor of the plaintiff and awards an average individual payout of $0.66 million.
Jung (1997) examines a cross section of data from 1996 and ﬁnds
a plaintiff victory in 46.5% of cases with an average award of $1.29
million. In a more recent study, Boxold (2008) ﬁnds awards average a payout of $0.59 million and have a maximum of $5.4 million. Boxold also notes a 260% increase in the number of wrongful termination suits that ﬁrms faced following WDL adoption.
This is consistent with the evidence presented in Dertouzos and
Karoly (1992), who note that while wrongful termination suits
were “virtually nonexistent” prior to the 1980s, there were more
than 20,0 0 0 wrongful termination cases on court dockets by the
early 1990s. Taken together, this evidence suggests that the potential costs faced by ﬁrms can be substantial.
These costs are also likely to be orders of magnitude
larger when considering the post-merger setting, where large
number of employees are likely to be laid off together. As
Serﬂing (2016) notes, ﬁrms laying off large numbers of employees simultaneously may be subject to multiple cases at one time.
Importantly, this is true even if the ﬁrm cites economic reasons
as justiﬁcation for the layoffs, as Coelho v. Posi-Seal International,
Inc., 208 Conn. 106, 544 A.2d 504 (1989) and Ewers v. Stroh Brewery Company, 178 Mich. App. 371, 443 N.W.2d 504 (1989) set the
precedent that individuals within a mass layoff can still successfully sue for wrongful termination. For example, in Andrews, et al.
v. Lawrence Livermore National Security, LLC., case No. RG09453596,
over 400 employees were laid off all at once for economic reasons.
However, 130 of these employees successfully sued the company
under the GF exception, costing the company over $37 million, or
roughly 2.5% of their annual budget. Thus, increased ﬁring frictions
present a dramatic potential increase in costs for acquiring ﬁrms.
3.2. Frequency and determinants of wrongful discharge law adoption
As stated in the previous section, the adoption of WDLs is based
on decisions made by the state’s judicial system, rather than its
legislature, meaning that the aﬃrmation of a WDL is based on an
interpretation of a state court’s ruling. This results in small discrepancies in how the existing literature deﬁnes WDL adoption. We
follow the methodology of Autor, Donohue, and Schwab (2006) to
identify the precedent-setting court case for recognition of a particular WDL.9 Following these authors, we use indicator variables
to signal a state as recognizing a WDL beginning in the year when
a state appellate or state supreme court upholds the decision of a
lower state court to acknowledge the exception.
Table 1 provides descriptive statistics on WDL adoption in 5
year intervals over our sample period. Since 1959, when California
recognized the ﬁrst Public Policy exception, 47 states have adopted
at least one WDL – Florida, Georgia, and Rhode Island are the only

5
See Dertouzos and Karoly (1992) and Muhl (2001) for a more in-depth discussion of cited adoption reasons.
6
See Appendix A for a detailed description of the PP and IC exceptions.
7
The seven tests are as follows: the employer informed and gave the employee
advanced notice of disciplinary consequences, the enforced rule is reasonable, the
employer conducted a timely, thorough, and fair investigation of the employee’s
conduct, the employer has proof of guilt, the employer has applied its rules and
discipline evenly to all employees, and the penalty is fair given the offense.
8
See Dertouzos and Karoly (1992), Kugler and Saint-Paul (2004), and
Serﬂing (2016) for an extended description of why the GF exception is likely to
be the biggest increase in ﬁring costs faced by employers.

9
We follow Serﬂing (2016), Walsh and Schwarz (1995), and Littler (2009) in acknowledging Utah as having the good faith exception beginning in 1989.
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Table 1
Distribution of adoption of wrongful discharge laws by state. This table
describes the adoption of employee rights laws by states over our sample
period. Each column represents the total number of states to have adopted
a given law in ﬁve year increments. Wrongful Discharge - Any is an indicator equal to one if a state has adopted any one of the three exceptions
to at-will employment (good faith, implied contract, and/or public policy).
Good Faith, Implied Contract, and Public Policy are indicators equal to one
if a state has adopted that particular exception by a given year.
State Law Indicators

1980

1985

1990

1995

20 0 0

Wrongful Discharge - Any
Good Faith
Implied Contract
Public Policy

19
4
9
15

42
7
31
31

45
9
40
42

46
11
41
43

47
12
41
43

trols for these variables in all subsequent tests in the paper where
appropriate. This evidence, combined with stated motivations for
WDL adoption, helps mitigate concerns that economic factors related to the M&A market are signiﬁcant predictors of WDL adoption.
4. Data and empirical methods
This section details the combination of the cross-state variation
in ﬁring frictions with M&A data to identify the effect of ﬁring frictions on U.S. M&A activity.
4.1. Sample description
We obtain data on M&A activity from Thomson One’s SDC
database. Our initial sample contains all M&A deals completed in
the United States between 1981 and 1999. We select this date
range because data in SDC is sparsely populated prior to 1981 (see
Barnes, Harp, and Oler, 2014) and because there is no variation in
the states that recognize the GF exception after 1999.11 We limit
the sample to U.S.-based targets where the acquirer was seeking to
obtain a controlling stake in the target and further exclude share
repurchases, privatizations, recapitalizations, and exchange offers.12
To make our deal value and M&A count tests comparable, we also
exclude deals without reported values in SDC.13 For our main set
of analyses, we then determine the state of the M&A using the target’s headquarter state, as reported by SDC, and measure M&A activity on the state-year level. This state-level analysis allows for a
more comprehensive view of the M&A landscape than is possible
when restricting the sample to publicly traded ﬁrms.
It is important to note that the location of a ﬁrm’s headquarters is a noisy measure of where the employees of a ﬁrm are located. While we expect an appreciable portion of employees to
work within a state where the ﬁrm’s headquarters is located, there
are surely ﬁrms with employees working in more than one state.
Data limitations regarding employee-location-level at target ﬁrms
preclude us from using a more exact measure. However, we expect
that because our measure overstates the proportion of employees
subject to these protections, using it should tend to attenuate our
results and result in an underestimation of the magnitude of the
impact of ﬁring frictions on M&A activity.
Using this sample, we construct two primary state-year measures of M&A activity. Our ﬁrst measure is the total number of
M&A targets in a given state-year multiplied by 10,0 0 0, scaled by
the number of ﬁrms with over 20 employees at the beginning of
the year according to the U.S. Census Bureau’s Business Dynamics Statistics database. This measure, denoted Mergers / Firms, can
be approximately interpreted as 100 times the percentage of ﬁrms

three that have not. The PP and IC exceptions are most common,
with 43 and 41 states having adopted by the end of our sample period, respectively. The GF exception is comparatively less frequent,
as only 14 states adopt GF exceptions – two of which subsequently
repeal it. Notably, the adoption of GF exceptions is far less clustered than either the IC or PP exceptions, with three adoptions in
the ﬁrst ﬁve years of our sample, four adoptions over the following
decade, and one adoption in the last ﬁve years.10
Our identiﬁcation relies on the assumption that the changes in
WDLs represent an exogenous shock to the state’s M&A market.
This assumption may be violated if we do not appropriately control for factors that are correlated with both WDL adoption and
state-level M&A activity. Because WDLs are common laws, meaning they are derived from judicial precedent rather than legislative
measure, an important ﬁrst step in assessing their exogeneity is
to understand the motivation behind the court’s decision to adopt.
Walsh and Schwarz (1995) identify rationales given by courts from
the precedent setting cases in each state, and note the commonality of three justiﬁcations for adoption: 1) the exception helps restore balance in the employee-employer relationship, 2) the exception is consistent with existing contract principles, and 3) the exception has been recognized by other state courts. These reasons
provide initial evidence that judges were not adopting WDLs in an
attempt to inﬂuence the market for corporate control.
However, Walsh and Schwarz also note that it would be naïve
to believe these rationales represent the complete set. Though
WDLs are common law decisions and are more likely based on the
merits of the case, it is possible that political and economic factors also impact judges’ decisions. Prior literature suggests a number of potentially inﬂuential factors; declines in the proportion of
union workers in a state that beneﬁt from the protection of collective bargaining agreements, the status of a state as Right-to-Work,
the unemployment level within the state, per capita state GDP,
whether a state has previously adopted an exception to at-will employment, the fraction of the State’s Congressional Representative
that identify as Democrats, and the decisions of neighboring states
on the adoption of a speciﬁc WDL.
Using a Cox proportional hazard model, Serﬂing (2016) tests
these factors and concludes that only the proportion of neighboring states with a WDL has any relation to adoption. We follow a
similar methodology and present the results in Table 2. Our ﬁrst
three columns replicate the model in the same manner as Serﬂing
but are restricted to our sample time period. Columns 4-7 introduce our measures of lagged M&A activity to investigate whether
these affect the probability that a court adopts a GF exception.
We ﬁnd no statistically signiﬁcant relation amongst our M&A control variables, but do ﬁnd signiﬁcance for both Circuit States’ Good
Faith and Circuit States’ Implied Contract and so we include con-

11
Our main results are robust to extended date ranges. Expanding the sample to
include what little data is available from 1980, as well as including deals from 20 0 0,
has no material impact on our results.
12
Importantly, we include both spinoffs and divestitures in our sample, as we
expect these types of transactions to be similarly impacted compared to transactions involving the entirety of a target ﬁrm. Acquirers face increased ﬁring costs so
long as the employees being acquired work in a state that recognizes the GF exception, irrespective of the nature of the segment being acquired. Evidence from
Bai, Fairhurst, and Serﬂing (2020) supports this, as they ﬁnd that ﬁrms in GF states
are less likely to divest following a negative industry cash ﬂow shock.
13
While much of the other literature investigating mergers and acquisitions frequently opts to drop deals with values less than $1M, we do not. When dividing
the sample by size bin, we ﬁnd that only 20% of all deals ﬁt into our smallest
size bin ($0-5M), and that deals in this bin are the only ones unaffected by an
increase in ﬁring frictions (see Table 9), alleviating concerns that the inclusion of
small transactions is driving our results. Additionally, Netter, Stegemoller, and Wintoki (2011) note the importance of retaining small mergers when examining M&A
activity. We drop deals with unreported values because SDC does not include these
deals until 1992, and we did not wish to bias the sample.

10
See Appendix C for a full list of adoption dates of wrongful discharge laws by
state.
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Table 2
Determinants of good faith exception adoption . This table presents results from a Cox proportional hazard model. The hazard is the risk a state court will adopt the good faith exception, with a “failure
event” occurring in the year of adoption. A state is excluded from the analysis upon adoption. The sample includes data from 1981-1999, and covers 10 of the 14 good faith adoption events. We follow Table
II in Serﬂing (2016) when deﬁning all explanatory variables, and standardize all independent variables that are not indicators so that the mean is 0 and the standard deviation is 1. All variables are measured
as of t-1 relative to the state-year observation, and are deﬁned in Appendix B. Columns 1-3 recreate the model using Serﬂing’s controls and our sample period, while columns 4-7 introduce M&A measures
to assess their potential impact on Good Faith adoption. Standard errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and
10% (∗ ) levels.
(1)

6

(3)

Dependent Variable: Good Faith Adoption Indicator
-0.358 (-0.66)
-0.202 (-0.34)
-0.793 (-1.03)
-0.018 (-0.05)
0.023 (0.05)
0.203 (0.94)
0.790∗ (1.80)
0.901∗ (1.86)
0.910∗ ∗ (2.36)
-0.115 (-0.33)
-0.119 (-0.31)
0.159 (0.49)
0.651 (0.73)
0.896 (0.93)
0.963 (0.85)
0.603 (0.66)
0.541 (0.56)
-0.112 (-0.11)
-0.789 (-0.94)
-0.905 (-1.06)
-1.301 (-1.04)
-0.634 (-1.49)
-0.445 (-1.39)
-0.531 (-0.98)
-0.088 (-0.20)
0.221 (0.56)
0.150 (0.48)
0.586∗ ∗ (2.44)
0.949∗ (1.89)
1.072 (1.64)

NO
0.135
768

NO
0.199
768

NO
0.299
768

(4)

(5)

(6)

(7)

-0.908 (-1.13)
0.323 (1.19)
1.021∗ (1.68)
0.188 (0.55)
1.043 (1.00)
-0.083 (-0.08)
-1.283 (-1.03)
-0.461 (-1.35)
0.003 (0.01)
0.172 (0.54)
0.610∗ ∗ (2.37)
1.138∗ ∗ (2.22)
0.938∗ (1.70)
0.607 (0.95)

-0.918 (-1.12)
0.278 (1.16)
0.885∗ (1.69)
0.195 (0.54)
1.081 (1.04)
-0.201 (-0.18)
-1.151 (-0.93)
-0.431 (-1.31)
-0.053 (-0.11)
0.172 (0.55)
0.679∗ ∗ ∗ (2.58)
1.083∗ ∗ (2.29)
0.984 (1.57)

-0.944 (-1.14)
0.324 (1.15)
0.946 (1.58)
0.202 (0.56)
1.088 (1.06)
-0.162 (-0.15)
-1.175 (-0.96)
-0.442 (-1.30)
-0.025 (-0.05)
0.177 (0.56)
0.669∗ ∗ (2.58)
1.136∗ ∗ (2.38)
0.934 (1.63)
0.302 (0.56)
0.517 (0.97)
NO
0.315
768

-0.944 (-1.14)
0.324 (1.15)
0.946 (1.58)
0.202 (0.56)
1.088 (1.06)
-0.162 (-0.15)
-1.175 (-0.96)
-0.442 (-1.30)
-0.025 (-0.05)
0.177 (0.56)
0.669∗ ∗ (2.58)
1.136∗ ∗ (2.38)
0.934 (1.63)
0.302 (0.56)
0.517 (0.97)
YES
0.315
768

NO
0.310
768

0.697 (1.24)
NO
0.313
768
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State Union Membership
Unemployment Rate
Log(State Per Capita GDP)
Political Balance
Right-to-Work
IC
PP
 Union Membership
 Unemployment Rate
State GDP Growth
Circuit States’ Good Faith
Circuit States’ Implied Contract
Circuit States’ Public Policy
Ln(M&A Dollar Volume / Real GDP)
Mergers / Firms
Year Fixed Effects
Pseudo R-squared
Observations

(2)
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with over 20 employees that are acquired in a given state-year.14
Our second measure is 100 times the total M&A Dollar Volume in a
state-year divided by the state’s one-year lagged GDP as measured
in year 20 0 0 dollars. This measure, M&A Dollar Volume / Real GDP,
is the fraction of state GDP dedicated to M&As. We ﬁnd similar results scaling M&A dollar volume by population or not scaling at all.
In our regression analysis we use the natural log of one plus M&A
Dollar Volume / Real GDP.15 We winsorize all dependent variables
at the 1% and 99% levels (except for cumulative abnormal returns
used in later regressions), although our ﬁndings are similar without this adjustment.
Panel A of Table 3 provides descriptive statistics on M&A activity for the 950 state-years in our sample period. Mergers / Firms
has an average value of approximately 25, corresponding to 0.25%
of ﬁrms with over 20 employees being acquired each year. Average
M&A Dollar Volume / Real GDP is 3.59 percent, while 14.32 (15.86)
percent of mergers that are announced are ultimately withdrawn
(incomplete). The remainder of Panel A provides similar measures
for the primary control variables, including our explanatory variable of interest (an indicator for GF). A GF exception is present in
approximately 17% of the state-year observations in our panel.
Panel B of Table 3 presents similar statistics to those in Panel A,
but splits the sample by whether or not a state ultimately adopts
a GF exception The third and fourth columns of Panel B present
the differences and p-values from a t-test for the differences in
means, and denotes signiﬁcance at the 10% (∗ ), 5% (∗∗ ), and 1%
(∗∗∗ ) levels. Across the four dependent variables, we observe a signiﬁcant difference in means and note that our dependent variables
are higher on average in states that have adopted GF exceptions
relative to states that have not. In Table 4, we present the breakdown of the averages of our two main dependent variables by year.
Panel A presents these averages for the entire sample, while Panel
B presents averages just for states that adopt the GF exception. In
both cases, we observe a generally positive trend for both measures of M&A activity, and our main takeaway is that M&A activity
has increased substantially over our sample period.
Over the course of the 19 years in our sample, 10 states have
a precedent setting case that acknowledges the GF exception, and
one state subsequently repeals it. These states are Alaska (1983),
Arizona (1985), Delaware (1992), Idaho (1989), Louisiana (1998),
Montana (1982), Nevada (1087), Oklahoma (1985), Utah (1989),
and Wyoming (1994), with Oklahoma as the lone repeal in 1989.16
During the timeframe of our sample, these states represent more
than 2,500 M&A transactions valued at more than $290B. Deals
from these states comprise 7% of total deals, and nearly a quarter of all deals that take place in states that have adopted GF exceptions to at-will employment (which represent nearly a third of
all US deals). So while deals from our treatment states represent
a relatively small amount of all U.S. M&A activity, they still represent a sizeable number of deals and dollar volume, and account
for an appreciable percentage of all M&A activity taking place in
GF states. As such, we believe that our results are representative of
the impact of GF adoption on M&A activity in the U.S.17

As an initial attempt at assessing the impact of GF adoption on
M&A activity, we construct Fig. 1 which plots M&A activity in event
time surrounding GF passages. In Panel A, the red line plots average M&A dollar volume scaled by real GDP for states adopting the
GF exception at time 0. The black line presents the average M&A
activity for all non-GF states in the same year. Panel B represents
similar averages for the number of mergers scaled by the number
of ﬁrms with 20 employees in the state. There are seven states in
the treatment group for each panel, since we require data from
years minus 3 through plus 5. Thus, each point on the red line
is the average of 7 state-year observations and each point on the
black line is an average of 7 observations, each of which is itself
the average of all non-GF states’ M&A activity in the corresponding
year. In both panels, the black line reﬂects the trend toward more
M&A during our sample period, which we display in Table 4. The
red line shows that the passage of GF exceptions breaks that trend.
Panel A shows that states acknowledging the GF exception experience reduced M&A activity (measured by scaled dollar volume) on
average in the time frame of 0 to 5 years after adoption compared
to pre-adoption levels. The evidence from Panel B similarly shows
a decline in the scaled number of mergers taking place in GF states
in the year of and year after adoption relative to states that do not
adopt GF – though a longer-term reversal back to pre-GF levels is
also present. Panels C and D of Fig. 1 present the difference between the red and black lines from Panels A and B (respectively)
to clearly show that GF-treated states experience reduced M&A activity relative to other states in the years following GF adoptions.
To develop a more rigorous speciﬁcation that controls for factors omitted from the descriptive results in Fig. 1, we follow the
methodology employed in Fig. 2 from Serﬂing (2016). Speciﬁcally,
we obtain point estimates from a simpliﬁed model that regresses
M&A Dollar Volume / Real GDP (Panel A) and Mergers / Firms
(Panel B) on year ﬁxed effects, dummy variables for the other two
Wrongful Discharge Laws (IC and PP), and dummy variables indicating the year relative to GF adoption. The resulting point estimates are displayed in Fig. 2 as the relation between GF adoption
in year 0 and M&A activity in the year indicated on the x-axis. The
red lines represent 90% conﬁdence bands on these estimates. The
results of Fig. 2 reveal a pattern resembling that in Fig. 1 – there is
an immediate and persistent decline in scaled M&A dollar volume
and a temporary decline in scaled merger count in the year of and
year following adoption. The conﬁdence intervals in Fig. 2 denote
that these reductions are signiﬁcant.
Though the descriptive evidence in these ﬁgures suggests that
the passage of GF exceptions to at-will employment reduces M&A
activity within a state, there are many possible interpretations due
to the variety of factors that are omitted from these analyses. In
the coming sections, we discuss a more formal approach to estimating the effect of GF adoption on M&A activity.
4.2. Controls for other laws affecting M&A activity
Throughout the course of our sample, states adopted a number
of other laws that have been shown to affect M&A activity. We add
these variables as a vector of controls to reduce the possibility that
these laws drive our main results. A brief overview of these laws
and the relevant literature is discussed below.
Though the existing literature we follow argues that the GF exception to at-will employment represents the largest potential increase in ﬁring ﬁrms, it is still possible that the other two exceptions to at-will employment, known as the Implied Contract (IC)
exception and Public Policy (PP) exception, may impact ﬁring frictions and subsequent M&A activity, and so we include these variables.
Additionally, Right-to-Work (RTW) laws, which prevent labor
unions from entering into contractual agreements with employ-

14
We choose a 20-employee cutoff for our scaling variable to eliminate extremely
small ﬁrms, which are less likely to be M&A targets that appear in the SDC
database. Table A1 shows that our results are qualitatively similar when scaling by
the number of ﬁrms with 10+ or 50+ employees.
15
We take the natural log of this variable because of the skewed nature of its
distribution. We ﬁnd qualitatively similar results using unlogged M&A dollar volume
scaled by real GDP.
16
Four states adopt prior to the beginning of our sample period (CA, CT, MA, NH).
These states are part of our sample, but are not considered treatment states.
17
This supposition is further supported by the fact that states adopting during our
sample period span the spectrum of interpretations of the GF exception, and so our
sample should be representative of the four states that adopt GF exceptions outside
our sample period – CA, CT, MA, NH.
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Table 3
Sample Summary Statistics. This table presents summary statistics for the variables used in our main regressions.
Panel A presents summary statistics for our full sample of 950 state-year observations, including data on our
main dependent variables, our main explanatory variable of interest, and our primary control variables. Panel B
presents similar results, split on whether a state ever adopted the Good Faith exception to at-will employment.
For Panel B, the ﬁrst two columns present means and standard deviations in parentheses, while the third column
presents the differences in means and the p-values resulting from a difference in means test in parentheses. Stars
are assigned to differences such that ∗ , ∗ ∗ , and ∗ ∗ ∗ represent signiﬁcance at the 10%, 5%, and 1% levels respectively.
In both panels, our dependent variables are: Mergers / Firms, deﬁned as 10,0 0 0 times the number of mergers
divided by the number of ﬁrms within the state that had 20 or more employees; M&A Dollar Volume / Real GDP,
deﬁned as 100 times the total value of all deals completed within a state divided by statewide GDP lagged one
year; and Percent Withdrawn, deﬁned as the number of deals announced that are ultimately not completed in
a state divided by the total number of deals announced. All dependent variables are winsorized at the 1st and
99th percentiles and are reported in year 20 0 0’s dollars (where applicable). All control variables are deﬁned in
Appendix B.
Panel A: Summary Statistics for Full Sample (Obs. = 950)
Mean

Std. Dev.

P25

Median

P75

Dependent Variables
Mergers / Firms
M&A Dollar Volume / Real GDP
Percent Withdrawn
Percent Incomplete

25.02
3.59
14.32
15.86

17.96
4.63
13.83
15.69

11.95
0.80
0.00
1.45

20.58
2.00
11.11
12.50

33.64
4.48
22.73
25.00

Main Explanatory Variable
GF

0.17

0.38

0.00

0.00

0.00

Control Variables
IC
PP
Right-to-Work
Business Combination
Fair Price Law
Control Share Acquisition
Directors’ Duties
Poison Pill
Inevitable Disclosure Doctrine
Lag Unemployment Rate
Lag Ln(Real GDP)
Lag Ln(Population)
 Unemployment Rate
 Real GDP
 Population
Circuit States’ Good Faith
Circuit States’ Implied Contract
RS Index
Net Establishment Entry

0.70
0.72
0.32
0.37
0.34
0.33
0.38
0.29
0.20
6.34
25.08
14.94
0.00
0.03
0.01
0.27
0.54
0.49
0.02

0.46
0.45
0.47
0.48
0.47
0.47
0.49
0.45
0.40
2.17
1.04
1.01
0.19
0.04
0.01
1.12
0.85
1.15
0.02

0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
4.80
24.22
14.03
-0.11
0.01
0.00
-0.55
0.11
0.00
0.01

1.00
1.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
6.00
25.14
15.01
-0.04
0.04
0.01
-0.55
0.93
0.00
0.02

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
0.00
7.50
25.80
15.57
0.08
0.06
0.01
1.57
1.26
0.00
0.03

Panel B: Summary Statistics Split by GF Treatment (Obs. = 950)

Dependent Variables
Mergers / Firms
M&A Dollar Volume / Real GDP
Percent Withdrawn
Percent Incomplete
Control Variables
IC
PP
Right-to-Work
Business Combination
Fair Price Law
Control Share Acquisition
Directors’ Duties
Poison Pill
Inevitable Disclosure Doctrine
Lag Unemployment Rate
Lag Ln(Real GDP)
Lag Ln(Population)
 Unemployment Rate
 Real GDP
 Population
Circuit States’ Good Faith
Circuit States’ Implied Contract
RS Index
Net Establishment Entry
Observations

Non-Good Faith Sample
Mean

Good Faith Sample
Mean

Difference

P-Val

23.14
3.42
13.89
15.30

34.12
4.40
16.42
18.57

-10.99
-0.98
-2.54
-3.28

0.00∗∗∗
0.03∗
0.06
0.05∗

0.69
0.68
0.32
0.36
0.35
0.30
0.38
0.29
0.21
6.39
25.10
14.99
0.01
0.03
0.01
0.10
0.46
0.41
0.02
787

0.75
0.94
0.36
0.42
0.26
0.44
0.39
0.27
0.12
6.08
24.99
14.67
-0.01
0.04
0.02
1.08
0.93
0.85
0.03
163

-0.06
-0.27
-0.04
-0.06
0.10
-0.14
-0.02
0.02
0.09
0.31
0.12
0.32
0.02
-0.00
-0.01
-0.98
-0.46
-0.44
-0.01
950

0.10
0.00∗∗∗
0.34
0.15
0.01∗
0.00∗∗
0.72
0.54
0.00∗∗
0.04∗
0.25
0.00∗∗
0.13
0.54
0.00∗∗∗
0.00∗∗∗
0.00∗∗∗
0.00∗∗∗
0.00∗∗
950
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Table 4
Summary Statistics for M&A Activity by Year. This table presents summary statistics for
the main dependent variables used in the regressions throughout our paper. Panel A
presents means and standard deviations for our two primary dependent variables, Mergers / Firms and M&A Dollar Volume / Real GDP over the course of all years in our sample.
Panel B presents similar results, but is restricted to states that have adopted the Good
Faith exception to at-will employment.
Panel A: Full Sample M&A Activity Through Time
Year

Mergers / Firms
Mean

M&A Dollar Volume / Real GDP
Std. Dev

Mean

Std. Dev.

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

7.34
12.42
18.07
21.94
11.93
13.29
11.98
17.97
18.89
19.39
18.39
23.87
28.26
33.68
37.14
40.70
48.47
50.12
41.57

5.73
7.27
8.59
12.10
7.72
8.68
7.94
8.58
10.59
11.48
11.44
11.35
12.06
13.69
15.51
16.07
19.32
20.17
19.58

2.26
1.39
1.71
2.55
2.30
3.13
2.69
3.95
3.69
2.28
1.50
1.65
2.14
3.00
4.42
5.18
5.88
9.35
9.09

4.57
1.91
1.76
3.38
2.75
3.16
3.05
3.24
4.61
2.67
1.54
2.08
1.76
2.78
4.12
5.50
4.65
7.78
8.00

Panel B: Good Faith States’ M&A Activity Through Time
Year
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

Mergers / Firms
Mean

M&A Dollar Volume / Real GDP
Std. Dev

Mean

Std. Dev.

9.82
13.80
19.54
24.15
14.54
13.26
13.55
21.17
22.26
24.29
23.61
29.89
33.34
39.59
42.77
51.51
58.51
57.56
51.19

7.66
7.34
10.17
13.92
11.35
11.94
10.47
12.16
14.84
18.30
14.25
12.07
10.37
13.51
22.32
15.77
16.08
20.31
21.38

3.00
1.93
1.67
3.21
2.92
4.24
3.09
4.06
3.26
2.48
0.87
1.66
2.50
3.04
4.22
6.17
6.02
9.67
11.22

1.79
2.06
1.53
4.08
3.31
4.57
4.30
3.73
3.40
2.27
0.88
1.84
1.79
2.55
4.48
6.04
5.15
9.81
8.97

ers that require union membership as a condition of employment
(known as union security agreements), may proxy for labor rights
(Matsa, 2010) which have been shown to affect announcement returns (John, Knyazeva, and Knyazeva, 2015). Business Combination
(BC) laws may be signiﬁcant predictors of M&A activity because
they delay transactions (including mergers) between the ﬁrm and
a large shareholder for 3-5 years, unless the board of directors
votes otherwise (Atanassov, 2013). Other studies note that laws for
Control Share Acquisitions (CSA), Directors’ Duties (DD), Fair Price
(FP), Inevitable Disclosure Doctrine (IDD), and Poison Pills (PPill)
can impact ﬁrm value and M&A activity (Garvey and Hanka, 1999;
Bertrand and Mullainathan, 2003; Gompers, Ishii, Metrick, 2003;
John, Knyazeva, Knyazeva, 2015; Chen, Gao, Ma, 2018; Karpoff and
Wittry, 2018). Cornaggia, Mao, Tian, and Wolfe (2015) use the RS
Index from Rice and Strahan (2010) and document the impact of
banking deregulation on the likelihood of M&A activity. Thus, we
include controls for these laws in our speciﬁcations as well to ensure that these factors are not driving our results.

4.3. Main empirical speciﬁcations
The state-by-state variation in the adoption of WDLs allows us
to investigate the impact of increased ﬁring costs on M&A activity
via a difference-in-differences analysis. We use panel data to estimate a number of different speciﬁcations. To assess the general
relation between WDLs and M&A activity, we begin with the following levels speciﬁcations:

Mergers/Firmsst = α1 GFst + Lst Y + Xst β + CSst θ + ys + zrt + est
(1a)
M&ADollarVolume/RealGDPst = α1 GFst
+Lst Y + Xst β + CSst θ
+ys + zrt + est

(1b)

where Mergers / Firmsst and M&A Dollar Volume / Real GDPst
are deﬁned as in Section 4.1. GFst indicates whether state s has
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Fig. 1. Descriptive evidence on M&A evidence surrounding Good Faith passage. This ﬁgure plots the averages of our two dependent variables of interest - M&A Dollar Volume
/ Real GDP and Mergers / Firms – in event time surrounding states’ GF adoption. Panels A and C plot treatment and non-treatment states across event time [-3, +5] for M&A
Dollar Volume / Real GDP and Mergers / Firms respectively. Treatment states are those that adopt a GF exception to at-will employment. Non-treatment states are computed as
the average of all other states in the event year corresponding to each treated state. Panels B and D plot the difference between the averages of treated vs. non-treated states
from Panels A and C, respectively. In all panels, the sample for treatment states is restricted to the 7 states for which we have merger data for years -3 to +5 surrounding
GF adoption. These states are AZ, DE, ID, NV, OK, UT, and WY.

adopted the good faith exception to at-will employment by the end
of year t. Lst is a vector to control for the additional state-level laws
described in the previous section which may impact M&A activity. To account for economic conditions, we include a vector (Xst )
that contains controls for state-level economic conditions, including: lagged levels and recent changes in state unemployment, GDP,
and population, as well as lagged net establishment entry to control for underlying shifts in states’ potential M&A pool. The results
from Table 2 suggest that both Circuit States’ Good Faith and Circuit States’ Implied Contract impact a state’s decision to adopt a
GF exception, and so CSst represents a vector to control for these
variables.

We also employ two different ﬁxed effects speciﬁcations. Following the existing literature (Acharya, Baghai, Subramanian, 2013;
Dang, De, Cesari, Phan, 2019), we include state (ys ) and region-year
(zrt ) ﬁxed effects to control for regional differences in M&A activity. We also present our main ﬁndings using a simpler ﬁxed effects structure similar to that used in Autor (2003). In this simpler
speciﬁcation, we include ﬁxed effects for state (ys ) and year (zt ), as
well as interacting the four census region ﬁxed effects with a linear time trend. A beneﬁt to this approach is that it absorbs fewer
degrees of freedom, which is especially important when replacing
the single GF indicator with year-relative-to-adoption indicators as
in Eq. (2a) and (2b) below.
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Fig. 1. Continued

Following our levels regressions, we include the following
change speciﬁcation to separate the immediate and long-run effects of GF adoption:

if a state adopted the GF exception more than two years ago, between t-2 and t-1, between t-1 and t, or will adopt within two
years, respectively. Past changes allow us to assess if changes are
permanent or transitory, and the leading change variable determines if these laws are anticipated or spuriously correlated with
future M&A activity. The remaining control variables are as deﬁned
in Eq. (1a) and (1b).
The primary coeﬃcient of interest is α 3 , which measures M&A
activity in the year immediately following GF adoption compared
to state-years with no GF exception in place or on the immediate
horizon. Although strictly speaking this coeﬃcient measures the
aggregate effect of ﬁring frictions on M&A activity, we argue that
it plausibly identiﬁes the extent to which post-merger employee
turnover is an important source of M&A value. This is less true for

Mergers/Firmsst = α1 GFt−2+ + α2 GFt −2,t −1 + α3 GFt−1,t + α4 GFt ,t +2
+Lst Y + Xst β + CSst θ + ys + zt + est
(2a)
M&A Dollar Volume/Real GDPst = α1 GFt−2+ + α2 GFt −2,t −1
+α3 GFt−1,t + α4 GFt ,t +2 + Lst Y + Xst β
+CSst θ + ys + zt + est

(2b)

where the dependent variables are identical to the levels regressions above. The four GF variables are indicator variables to signal
11
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Fig. 2. Year-by-year estimates of the effect of Good Faith passage on M&A activity. This ﬁgure presents an alternative way for examining the effect of the adoption of the
Good Faith exception (GF) to at-will employment on merger and acquisition activity, and represents a more rigorous version of Fig. 1. Panels A and B of the ﬁgure presents
the results of regressions of the our dependent variables – the natural log of M&A Dollar Volume / Real GDP and Mergers / Firms, respectively – on dummy variable indicators
for years relative to a state’s adoption of the Good Faith exception to at will employment. Following Serﬂing (2016), regressions include year ﬁxed effects and standard errors
are clustered at the state level. The solid line in each panel represents coeﬃcient estimates, while the dotted lines represent the 90% conﬁdence interval. The sample consists
of the 950 state-year observations in our sample.

α 1 and α 2 , which may be inﬂuenced by longer-run effect of ﬁring

In addition, to ensure that our ﬁndings are driven by economically
meaningful variation in M&A activity, we weight each state-year
observation by the number of ﬁrms with 20 or more employees in
the state as of 1981 divided by the cross-sectional state average
number of ﬁrms with 20 or more employees in 1981. Introducing weights based on the potential M&A market in each state ensures that our ﬁndings are not driven by state-years with relatively
small pools of M&A targets. As an unreported robustness check, we

frictions on M&A activity. The reason for this is that ﬁring frictions
affect many aspects of the economy, some of which may generate
feedback effects that impact the M&A market. The short window
between GF adoption and the estimation period of α 3 mitigates
the role of such feedback effects.
To control for the likely possibility of within-state correlations
in M&A activity we cluster our standard errors at the state level.
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Table 5
Baseline relation between ﬁring frictions and M&A activity. This table presents results from difference-in-differences regressions of M&A activity on state and
time variation in wrongful discharge laws. The sample includes state-year aggregate merger data from 1981-1999. Our dependent variables include measures
of M&A activity by state-year. The dependent variable in columns 1 and 3, Mergers / Firms, is 10 0 0 0 times the total number of mergers involving targets in
the state-year divided by the total number of ﬁrms in the state with more than 20 employees. The dependent variable in columns 2 and 4, Ln (M&A Dollar
Volume/Real GDP), is the natural log of one plus 100 times the sum of all merger deal values for mergers involving targets in the state-year scaled by the state’s
lagged real GDP. Both dependent variables are winsorized at the 1% level. Our explanatory variable of interest, GF, indicates a state-year with the GF exception
to at-will employment in place. All other variables are deﬁned in Appendix B. Regressions are weighted based on the size of the potential M&A market at the
beginning of the sample. Speciﬁcally, the weight is calculated as the number of ﬁrms (with 20+ employees) in the state in 1981 divided by the cross-sectional
state average in 1981. Standard errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ),
5% (∗ ∗ ), and 10% (∗ ) levels.

GF
IC
PP
Right-to-Work
Business Combination
Fair Price Law
Control Share Acquisition
Directors’ Duties
Poison Pill
Inevitable Disclosure Doctrine
Lag Unemployment Rate
Lag Ln(Real GDP)
Lag Ln(Population)
 Unemployment Rate
 Real GDP
 Population
Circuit States’ Good Faith
Circuit States’ Implied Contract
RS Index
Lag Net Establishment Entry
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

(1)

(2)

(3)

(4)

Mergers / Firms
-5.646∗ ∗ ∗ (-2.91)
-1.261 (-1.03)
-1.739 (-1.47)
0.221 (0.07)
-0.666 (-0.54)
-0.412 (-0.24)
0.356 (0.27)
-1.916∗ (-1.82)
1.389 (1.29)
4.259∗ ∗ (2.08)
1.497∗ ∗ ∗ (2.98)
-26.045∗ ∗ ∗ (-2.66)
76.447∗ ∗ ∗ (3.92)
-5.559∗ (-1.88)
64.778∗ ∗ ∗ (5.00)
35.130 (0.34)
-1.028 (-1.09)
0.175 (0.32)
-0.007 (-0.01)
30.185 (1.56)
YES
NO
YES
NO
0.901
950

Ln(M&A Dollar Volume / Real GDP)
-0.298∗ ∗ ∗ (-3.34)
0.029 (0.37)
-0.037 (-0.39)
-0.028 (-0.20)
0.076 (0.74)
0.072 (0.78)
-0.002 (-0.03)
0.008 (0.11)
-0.023 (-0.30)
0.063 (0.71)
0.024 (0.88)
-0.205 (-0.47)
0.340 (0.44)
-0.084 (-0.45)
0.491 (0.63)
7.806∗ (1.87)
-0.080∗ (-1.88)
0.003 (0.07)
0.010 (0.31)
0.215 (0.20)
YES
NO
YES
NO
0.659
950

Mergers / Firms
-7.748∗ ∗ ∗ (-3.76)
-0.926 (-0.75)
-1.743 (-1.60)
0.781 (0.28)
-0.678 (-0.48)
-0.244 (-0.13)
0.597 (0.44)
-0.931 (-0.95)
1.515 (1.26)
4.365∗ ∗ (2.19)
1.127∗ ∗ (2.48)
-32.099∗ ∗ ∗ (-4.46)
82.694∗ ∗ ∗ (4.77)
-4.971∗ (-1.75)
66.405∗ ∗ ∗ (5.82)
39.050 (0.43)
-1.747∗ (-1.92)
0.468 (0.72)
-0.014 (-0.03)
36.548∗ ∗ (2.02)
YES
YES
NO
YES
0.899
950

Ln(M&A Dollar Volume / Real GDP)
-0.312∗ ∗ ∗ (-3.38)
0.026 (0.32)
-0.019 (-0.20)
-0.055 (-0.42)
0.020 (0.20)
0.091 (1.00)
0.009 (0.11)
-0.009 (-0.12)
-0.002 (-0.02)
0.071 (0.72)
0.025 (0.98)
-0.208 (-0.48)
0.442 (0.60)
-0.173 (-1.00)
0.576 (0.69)
5.604 (1.41)
-0.063 (-1.38)
-0.015 (-0.38)
-0.006 (-0.20)
1.438 (1.18)
YES
YES
NO
YES
0.646
950

ﬁnd qualitatively similar results when weighting by 1981 real GDP,
1981 M&A dollar volume, as well as when we use no weighting
scheme at all.

Scaling by the average of approximately 25 (presented in Table 3)
shows that this amounts to a roughly 22.5% reduction in the number of mergers that take place in states following GF adoption.
Column 2 indicates that GF provisions have a similar negative
relation with the dollar volume of M&A activity (scaled by real
state GDP). Since the dependent variable is logged, the GF coefﬁcient of -0.298 in Column 2 indicates that the dollar volume of
M&A Dollar Volume is approximately 29.8% lower in states with
GF exceptions. Additionally, in contrast to the large effect of GF exceptions on M&A activity, we ﬁnd little evidence that the IC or PP
exceptions signiﬁcantly affect M&A activity. Columns 3 and 4 replicate this analysis using our alternative ﬁxed effects (state, year, and
region-time trend), and observe results that are similar in terms of
magnitude, direction, and signiﬁcance. Speciﬁcally, these columns
document a 31% decline in the number of mergers and a 31.2% decline in M&A volume, and still no signiﬁcant effects for either IC
or PP laws. This is consistent with Autor, Kerr, and Kugler (2007),
Serﬂing (2016), and Acharya, Baghai, and Subramanian (2013) who
ﬁnd that only the GF exception signiﬁcantly affects ﬁrm behavior.
One challenge when interpreting the results in Table 5 is that
only ten states adopt GF exceptions during our sample period. To
mitigate the possibility that small sample biases generate a spurious correlation between GF adoption and M&A activity, we conduct
a placebo test in which we maintain the distribution of the years in
which GF exceptions are adopted, but randomly assign these adoptions to different states. Fig. 3 presents the coeﬃcients estimates
for each column of Table 5 using the average coeﬃcient across
ten thousand of these simulated GF distributions. In each ﬁgure,
the dashed line presents the actual estimate we obtain in Table 5.
We note that, respectively, only 1.55%, 0.69%, 0.29%, and 0.55% of

5. Empirical results
In this section, we examine the various effects increased ﬁring
frictions have on mergers and acquisitions.
5.1. Effect of ﬁring frictions on M&A activity
We begin by estimating Equation 1 as outlined in Section 4.3.
The explanatory variable of interest is GF. A negative GF coeﬃcient
suggests that ﬁring frictions are associated with reduced M&A activity, which would support the idea that post-merger labor restructuring is a ﬁrst-order source of M&A value. Alternatively, a
positive coeﬃcient would suggest that the net effect of ﬁring frictions is to increase M&A activity. This may occur if the M&A market is an important channel through which ﬁrms reorganize to mitigate the consequences of increased ﬁring frictions.
Column 1 of Table 5 presents the results from estimating Eq. 1a,
using Mergers / Firms as the dependent variable. The results indicate that states with GF exceptions have less active M&A markets18 . The coeﬃcient in Column 1 of negative 5.646 indicates that
state-years with GF exceptions have 0.057 percentage points fewer
of their ﬁrms with greater than 20 employees acquired each year.
18
All analyses presented are from the perspective of the target. When repeating
this analysis with respect to acquirers, we observe similar declines in M&A activity by acquirers located in states that adopt GF exceptions. Results available upon
request.
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Table 6
GF Effect on M&A Activity Relative to Adoption Year. This table presents results from difference-in-differences regressions of M&A activity on state and
time variation in wrongful discharge laws. The sample includes state-year aggregate merger data from 1981-1999. Our dependent variables include
measures of M&A activity by state-year. The dependent variable in columns 1 and 3, Mergers / Firms, is 10 0 0 0 times the total number of mergers
involving targets in the state-year divided by the total number of ﬁrms in the state with more than 20 employees. The dependent variable in columns
2 and 4, Ln (M&A Dollar Volume / Real GDP), is the natural log of one plus 100 times the sum of all merger deal values for mergers involving targets
in the state-year scaled by the state’s lagged real GDP. All dependent variables are winsorized at the 1% level. Our explanatory variables of interest,
GF Change > 2 years, GF Change Last Year, and GF Change This Year, are indicators for time relative to a state’s adoption of the GF exception to at-will
employment. Respectively, they represent state-years in which a GF exception has been in place for greater than two years, between one and two
years, and less than one year. Upcoming GF Change is an indicator representing state-years for which a GF exception will be adopted within the next
two years. All other variables are deﬁned in Appendix B. Regressions are weighted based on the size of the potential M&A market at the beginning
of the sample. Speciﬁcally, the weight is calculated as the number of ﬁrms (with 20+ employees) in the state in 1981 divided by the cross-sectional
state average in 1981. Standard errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the
1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.

GF > 2 Years Ago
GF Last Year
GF This Year
Upcoming GF Change
Table 5 Controls
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

(1)

(2)

(3)

(4)

Mergers / Firms
-3.459 (-1.57)
-8.235∗ ∗ ∗ (-4.11)
-2.321 (-1.50)
3.649 (1.26)
YES
YES
NO
YES
NO
0.902
950

Ln(M&A Dollar Volume / Real GDP)
-0.247∗ ∗ (-2.03)
-0.072 (-0.42)
-0.143 (-1.18)
0.155 (1.34)
YES
YES
NO
YES
NO
0.658
950

Mergers / Firms
-6.109∗ ∗ (-2.32)
-10.328∗ ∗ ∗ (-4.90)
-3.103∗ ∗ ∗ (-2.65)
2.908 (1.09)
YES
YES
YES
NO
YES
0.900
950

Ln(M&A Dollar Volume / Real GDP)
-0.283∗ ∗ (-2.13)
-0.073 (-0.50)
-0.194∗ (-1.88)
0.130 (0.94)
YES
YES
YES
NO
YES
0.645
950

It is also important to note that the coeﬃcients for Upcoming GF
Change in this table are not statistically different from zero in any
speciﬁcation. All signiﬁcant changes in M&A activity occur after GF
adoption. This suggests that the correlation between the passage
of the GF provision and M&A activity we observe is not spurious
and that there is not any signiﬁcant anticipation of GF adoption.
To further establish a causal relation between the GF adoptions
and M&A activity, we investigate merger withdrawals. If GF exceptions signiﬁcantly increase ﬁring frictions, and if layoffs are a
signiﬁcant source of value during mergers, then we expect an increase in merger withdrawals the year of and the year after GF
adoption as acquirers begin to realize the implications of these
laws and thus back out of deals that have become more costly. In
Columns 1 and 3 of Table 7, the dependent variable equals the percentage of announced mergers that are withdrawn in a state-year.
Columns 2 and 4 replicate the analysis using a broader measure of
deal completion as the dependent variable, which sums the percentage of deals without either a completion or withdrawn date
with the percentage of withdrawn deals (i.e. all deals that are announced but ultimately not completed). The ﬁrst column in each
grouping uses our preferred ﬁxed effects, and the second includes
alternative ﬁxed effects to account for power issues. For both measures of merger completion, and across both sets of ﬁxed effects,
we ﬁnd that the passage of GF exceptions is associated with signiﬁcant increases in the percent of withdrawn mergers in states
during both the year these laws are passed and the year that follows. In the year of and year following GF adoption, approximately
6.8 and 4.4 percentage points more withdrawals occur in mergers targeting ﬁrms headquartered in a GF adopting state compared
to mergers targeting ﬁrms in non-GF states. This represents increases of approximately 47% and 31% in the percentage of withdrawn mergers relative to the sample average of 14.3%. The results
using our alternative ﬁxed effects are qualitatively similar and give
us additional conﬁdence that the impact of GF adoption on M&A
activity is immediate. We ﬁnd no signiﬁcant anticipation effect as
the years prior to GF adoption have similar withdrawal rates compared to states without GF exceptions in place.
When interpreting these results, it is important to recognize
that WDLs have been shown to affect many aspects of the economy. Thus, it is possible that WDLs impact M&A activity through

the coeﬃcient estimates from these simulations were smaller than
those estimated in our baseline regressions in Table 5. This gives us
conﬁdence that our ﬁndings are not driven by the general trends
surrounding the timing of GF adoption.19 Of course, this analysis
does not rule out the possibility that there are differences in states
at the time of GF adoption, which are related to both GF adoptions
and the M&A market.
In our next set of tests, we address this possibility by employing
a change speciﬁcation. Speciﬁcally, we estimate the speciﬁcation
detailed in Eq. 2a and 2b to test how WDLs affect merger activity
in the year of, year after, and in the long run following adoption.
Columns 1 and 2 present our results when using our preferred
ﬁxed effects. Notably, our coeﬃcients on GF This Year, GF Last Year,
and GF > 2 Years Ago are large in magnitude and negative in sign,
suggesting that there is an immediate decline in M&A activity following GF adoption. However, only GF Last Year in our regression
on merger count and GF > 2 Years Ago in our regression on merger
dollar volume are statistically signiﬁcant. As previously discussed,
we are concerned that our ﬁxed effects speciﬁcation here is too
demanding, as state and region-year controls absorb too many degrees of freedom in such a short sample period.20 Thus, in columns
3 and 4 we utilize the alternative ﬁxed effects speciﬁcation (state
ﬁxed effects, year ﬁxed effects, and a region time trend), which absorbs fewer degrees of freedom, and document signiﬁcant declines
in our two measures of M&A activity in both a short- and longterm sense. While the consistent negative point estimates and the
similarity between the coeﬃcient estimates in Columns 1 and 2
compared to 3 and 4 suggests that there is immediate and lasting decline in the number and dollar volume of M&A transaction
following a state’s adoption of the GF exception, the lack of signiﬁcance in our preferred speciﬁcation leads us to interpret these
results with caution.

19
This approach of using simulated “pseudo shocks” is similar to that used by
Heider and Ljungqvist (2015) and Gao, Hsu, Li, and Zhang (2020) who also examine
the impact of changes in state-level laws.
20
In Figure A1 we observe something similar when replicating Figure 2 with this
region-year FE structure. The point estimates are consistently negative from the
year of adoption through at least ﬁve years after adoption. However, large standard
errors preclude drawing ﬁrm inferences.
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Fig. 3. Placebo Tests. This ﬁgure plots the distribution of coeﬃcient estimates from placebo regressions of the impact of GF adoption on M&A activity. For the placebo tests,
we maintain the empirical distribution of adoption years ﬁxed but randomly assign states into these adoption years without replacement. We then estimate the same four
regression models from our baseline test (Table 5) and this process is repeated 10,0 0 0 times. Figures 3a, 3b, 3c, and 3d report the distribution of estimated coeﬃents from
these placebo regressions under the models estimated in columns 1, 2, 3, and 4 of our baseline regressions, respectively. The dotted line indicates the coeﬃcient estimate
from the baseline regressions reported in our baseline regression (Table 5).

indirect channels. For instance, WDLs affect innovation, ﬁnancing, investment, and payout policies (see e.g., Acharya, Baghai,
Subramanian, 2013; Serﬂing, 2016; Bai, Fairhurst, Serﬂing, 2020;
Dang, De Cesari, Phan, 2019). We cannot completely rule out that
our results are driven by these indirect effects, however we conduct several tests to examine two compelling potential manifestations of these indirect effects – the possibility that GF adoption
affects the pool of available M&A targets, and a leverage channel
whereby declines in leverage (a la Serﬂing, 2016) make M&A less
attractive.
At a ﬁrst approximation we already control for the pool of eligible M&A targets because we scale M&A activity by the number
of ﬁrms in the state-year. In Table A1 we further show that our
results are robust to adjustments in these scalers (scaling by the
number of ﬁrms with 10, 20, or 50 employees yields qualitatively
similar results) or adding the number of available targets as a control variable. Finally, we control for net establishment entry and in
unreported tests ﬁnd no evidence that GF adoption affects either
net establishment entry or ﬁrm death rates. This evidence makes it
unlikely that our ﬁndings are due to effects of GF adoption on the

pool of M&A-eligible ﬁrms. We also examine whether GF adoption
affects cash-ﬁnanced M&As (our proxy for debt-ﬁnanced mergers)
differently than stock-ﬁnanced mergers. Table A2 reports results
from regressions of the impact of GF adoption on the proportion
of cash-ﬁnanced and stock-ﬁnanced mergers. We ﬁnd no relation
between GF adoption and the percentage of deals that are cashﬁnanced. This makes it unlikely that our ﬁndings are due to GF
adoption making leverage, another source of M&A value, less attractive. There may be other stories as to how the indirect effect
of GF adoption may contribute to our ﬁndings, which we cannot
entirely rule out.
Perhaps the most compelling evidence suggesting that these alternatives (or other indirect effects) are not the primary driver of
our ﬁndings is the immediacy of the effect of GF adoption on M&A
volume. The effect is instant as M&A withdrawals spike in the year
of adoption, reducing the number and dollar volume of mergers
that take place relative to states that do not adopt GF exceptions.
This supports the idea that our ﬁndings are at least in part due
to a direct effect of GF adoption on M&A activity, suggesting that
post-M&A employee turnover is a ﬁrst-order source of M&A value.
15
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Table 7
GF Effect on M&A Completion Relative to Adoption Year. This table presents results from difference-in-differences regressions of M&A completion on state and time variation in wrongful discharge laws. The sample includes state-year
aggregate merger data from 1981-1999. Our dependent variables include measures of M&A completion by state-year.
The dependent variable in column 1 and 3 (2 and 4) is the number of mergers involving targets in a state-year that
are ultimately withdrawn (incomplete, deﬁned as either withdrawn or without either a withdrawal or completion date)
divided by the total number of announced mergers involving targets in that state-year. All dependent variables are winsorized at the 1% level. Our explanatory variables of interest, GF Change > 2 years, GF Change Last Year, and GF Change
This Year, are indicators for time relative to a state’s adoption of the GF exception to at-will employment. Respectively,
they represent state-years in which a GF exception has been in place for greater than two years, between one and two
years, and less than one year. Upcoming GF Change is an indicator representing state-years for which a GF exception will
be adopted within the next two years. All other variables are deﬁned in Appendix B. Regressions are weighted based on
the size of the potential M&A market at the beginning of the sample. Speciﬁcally, the weight is calculated as the number
of ﬁrms (with 20+ employees) in the state in 1981 divided by the cross-sectional state average in 1981. Standard errors
are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ),
5% (∗ ∗ ), and 10% (∗ ) levels.

GF > 2 Years Ago
GF Last Year
GF This Year
Upcoming GF Change
Table 5 Controls
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

(1)

(2)

(3)

(4)

Percent Withdrawn
1.434 (0.99)
4.410∗ ∗ (2.41)
6.780∗ ∗ (2.36)
1.824 (1.15)
YES
YES
NO
YES
NO
0.622
920

Percent Incomplete
1.889 (1.17)
4.969∗ ∗ ∗ (2.73)
6.773∗ ∗ (2.23)
1.735 (1.17)
YES
YES
NO
YES
NO
0.671
920

Percent Withdrawn
1.670 (0.95)
5.037∗ ∗ ∗ (2.94)
6.210∗ ∗ (2.33)
1.249 (0.68)
YES
YES
YES
NO
YES
0.612
920

Percent Incomplete
2.101 (1.21)
5.956∗ ∗ ∗ (3.57)
6.519∗ ∗ (2.34)
1.106 (0.60)
YES
YES
YES
NO
YES
0.663
920

However, even with this we cannot rule out the possibility that
ﬁrms are expecting future indirect effects and this immediately
inﬂuences their behavior with respect to M&As. Further study is
needed to address this possibility.

Because the distribution of deal values at the transaction level is
highly skewed, we also run this analysis using the natural log of
deal value as the dependent variable. These results are contained
in Column 3 and are similar to the unlogged results, suggesting a
decline in average transaction size of approximately 31%.22
It is possible that GF adoption is impacting other deal characteristics, which in turn is causing a decline in deal value. We test
for whether GF affects a number of these factors in Table A3, and
thus include these variables as controls in columns 2 and 4 to ensure we are identifying the true impact of GF on deal value.23 Our
results are robust to the inclusion of these variables, as the coefﬁcients on GF are qualitatively similar to those from regressions
where these controls are omitted.
At face value, the decline in average deal value suggests that
larger deals may experience the largest impact of an increase in
ﬁring frictions. However, this result could instead be due to acquirers reducing their willingness to pay in light of GF exceptions
to at-will employment. Given the magnitude of the effect (a 31%
reduction in deal size) we ﬁnd this alternative to be an unlikely
explanation for the entire effect.
To more precisely examine the size of M&A deals that are most
affected by GF adoption, we split our sample into four bins based
on the size of the transaction and regress the number of deals in
each bin on the passage of a GF exception by state-year. Table 9
presents the results of these regressions; Columns 1-4 represent
size bins for deals with values $0-5M, $5-25M, $25-100M, and

5.2. Firing frictions and M&A size
The evidence presented thus far suggests that GF adoptions
are followed by immediate and long-run decreases in M&A count
and a long-run decrease in M&A dollar volume, which is consistent with post-merger labor restructuring being an important
source of value for U.S. M&As. All else equal, large M&As result
in larger economies of scale, while small ﬁrms may be more likely
to be acquired for other reasons, such as their innovative capital
(Phillips and Zhdanov, 2013; Bena and Li, 2014). Moreover, small
mergers may have less redundancy within their employee base.
This logic suggests that post-merger employee turnover will be a
more important source of value for large mergers. However, postmerger employee turnover may be less important for large mergers because large ﬁrms are less reliant on external labor markets to
optimally allocate labor (see e.g., Papageorgiou, 2018). Thus, it is an
unanswered empirical question whether large or small M&As derive more value from post-merger employee turnover, compared to
other value sources, such as diversiﬁcation, empire building, market discipline, or attempts to create market power.
We address this empirical question in two ways. First, we examine how GF adoption affects M&A deal size. Table 8 contains results from regressions of deal size at the transaction level following
GF adoption.21 Column 1 of Table 8 presents the results from regressions of raw deal value measured in millions on our primary
control of interest (i.e. an indicator for the presence of a GF exception in a state-year observation). The negative and signiﬁcant
coeﬃcient on our variable of interest suggests that the presence of
a GF exception reduces deal values by an average value of $70.6M.

22
While the regressions in Table 8 are at the transactional level, we are unable
to include ﬁrm-speciﬁc controls because our data include both public and private
targets, and ﬁrm level data is unavailable for the latter of these two groups.
23
The factors we assess the impact of GF on are whether or not the merger
was between ﬁrms in the same state, same 2-digit SIC code, and whether either
the acquirer or target was in a labor-intensive industry in the year of announcement, where labor intensive industries are identiﬁed as those with above median employees-to-assets ratios, following Dewenter and Malatesta (2001). While
GF does not appear to signiﬁcantly affect our measure of labor intensity for target
ﬁrms, we feel that the inclusion of this variable as a control in Table 8 is important
because all of our regressions are from the target’s perspective. Importantly, exclusion of this variable from the regressions in Table 8 does not materially change our
results.

21
As all results in Tables 8-10 involve examining GF as in our main speciﬁcation in
Table 5, and so our concerns regarding potential power issues are lessened (because
we are not employing the year-relative-to-adoption speciﬁcations), we make use of
just our preferred ﬁxed effects speciﬁcation.
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Table 8
Effect of Firing Frictions on Deal Value. This table presents results from difference-in-differences regressions of
M&A size on state and time variation in wrongful discharge laws. The sample includes merger data from 19811999. The dependent variable in Columns 1 and 2 is the inﬂation-adjusted dollar value of M&A transactions
(in millions), unlogged. In Columns 3 and 4, the dependent variable is the natural log of the inﬂation-adjusted
dollar value of M&A transactions (in millions). Our explanatory variable of interest, GF, indicates a state-year in
which a GF exception is in effect. Regressions are unweighted. All other variables are deﬁned in Appendix B.
Standard errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is
denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.
Transaction Level
Deal Value
(1)
GF
Same State
Same Industry
Acq. Labor Intensive
Tar. Labor Intensive
Table 5 Controls
State FE
Region-Year FE
Adj. R-squared
Observations

-70.580

YES
YES
YES
0.030
28,175

Natural Log of Deal Value

(2)
∗∗∗

(-4.09)

(3)
∗∗∗

-67.760
(-3.79)
-52.416∗ ∗ ∗ (-6.75)
∗∗∗
(4.05)
22.425
-53.998∗ ∗ ∗ (-7.74)
-12.630 (-1.47)
YES
YES
YES
0.038
28,175

-0.313

(4)
∗∗∗

YES
YES
YES
0.095
28,175

(-5.16)

-0.296∗ ∗ ∗ (-4.89)
-0.398∗ ∗ ∗ (-10.13)
0.135∗ ∗ ∗ (6.97)
-0.396∗ ∗ ∗ (-11.20)
-0.072∗ (-1.96)
YES
YES
YES
0.120
28,175

Table 9
Effect of Firing Frictions on M&A Activity by Size. This table presents results from difference-in-differences regressions of M&A activity on state and time variation in wrongful
discharge laws for different subsamples based on deal size. The sample includes merger data from 1981-1999. The dependent variable, Mergers / Firms, is 10 0 0 0 times the
total number of mergers involving targets in the state-year divided by the total number of ﬁrms in the state with more than 20 employees; the dependent variable is
winsorized at the 1% level. Our explanatory variable of interest, GF, indicates a state-year with the GF exception to at-will employment in place. All other variables are
deﬁned in Appendix B. Regressions are weighted based on the size of the potential M&A market at the beginning of the sample. Speciﬁcally, the weight is calculated as the
number of ﬁrms (with 20+ employees) in the state in 1981 divided by the cross-sectional state average in 1981. Standard errors are clustered at the state level. T-stats are
reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.

GF
IC
PP
Table 5 Controls
State FE
Region-Year FE
Adj. R-squared
Observations

(1)

(2)

(3)

(4)

Mergers / Firms: Deals $0-5mm
-0.459 (-0.89)
-0.480 (-1.40)
-0.363 (-1.12)
YES
YES
YES
0.826
950

Mergers / Firms: Deals $5-25mm
-3.115∗ ∗ ∗ (-3.51)
-1.291∗ ∗ (-2.35)
-0.557 (-0.90)
YES
YES
YES
0.824
950

Mergers / Firms: Deals $25-100mm
-1.951∗ ∗ (-2.13)
0.268 (0.53)
-0.848 (-1.55)
YES
YES
YES
0.735
950

Mergers / Firms: Deals $100mm+
-2.197∗ ∗ ∗ (-2.62)
0.187 (0.43)
-0.705 (-1.30)
YES
YES
YES
0.780
950

$100M+, respectively. The coeﬃcients observed on the presence of
a Good Faith exception are negative and signiﬁcant for size bins
$5-25M, $25M-100M, and $100M+. These ﬁndings suggest that
post-M&A headcount reduction is a ﬁrst-order source of value for
all but the smallest deals.

ter, Stegemoller, 2002; Makadok and Barney, 2001; Ragozzino and
Reuer, 2007), and their selection as targets by ﬁrms with poor governance (Chatt, 2017). In Table A4, we split our sample into deals
for public and private targets and replicate our methodology from
Table 5 (our main results) for both. The evidence from Panel A suggests a signiﬁcant decline in both the number of mergers and the
dollar volume of mergers for deals involving public targets, while
Panel B shows only a signiﬁcant decline in the number of mergers
for deals involving private targets. Thus, we extend any conclusions
from this analysis of public ﬁrms to private ﬁrms with more caution.
To test the impact on M&A value, we investigate how stock
returns in the days surrounding M&A announcements are related
to ﬁring frictions. Column 1 (2) of Table 10 regresses the target’s
(acquirer’s) cumulative abnormal returns from days -1 to +1 surrounding a merger announcement on an indicator for the presence of a GF exception in the target’s state. We ﬁnd no evidence
that the presence of GF exceptions signiﬁcantly affects M&A period returns. Column 3 conducts a similar analysis using the market capitalization-weighted combined M&A period returns as the
dependent variable. Again, we ﬁnd no evidence of a link between
ﬁring frictions and M&A period returns. In unreported tests, we
also ﬁnd no signiﬁcant relation between GF exceptions and either
target returns in the months leading up to M&A announcement or
returns measures that are winsorized at the 1% and 99% levels.

5.3. Firing frictions and the value of Public M&As
Thus far we have focused on how ﬁring frictions affect M&A
volume, size, and composition. As we mention in Section 5.2, it
is possible that our results are driven by a reduction in values of
ﬁrms in the potential pool of targets following GF adoption. Thus,
in this section, we investigate this question by examining the impact of GF on the value of M&As that do occur and the impact of
GF on the market value of ﬁrms within the adopting state.
By necessity, this analysis requires us to restrict our sample to
public targets, as market value data for private targets is unavailable. We expect the effects of ﬁring frictions to be similar between
public and private targets, because the labor protections that GF
exceptions bestow apply to employees regardless of the public status of their employers, and so our ﬁndings with respect to deals involving public targets may extend to deals involving private targets.
However, a number of other studies have shown unanticipated differential impacts to M&A activity between public and private targets, speciﬁcally in terms of their response to banking deregulation (Cornaggia, Mao, Tian, and Wolfe, 2015), the announcement
returns to acquiring ﬁrms (Capron and Shen, 2007; Fuller, Net17
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Table 10
Effect of ﬁring frictions on M&A Returns. This table presents results from differencein-differences regressions of M&A announcement period returns on state and time
variation in wrongful discharge laws. The sample includes M&A transactions from
1981 to 1999. The dependent variables are 3-day Fama-French adjusted M&A announcement period returns. Columns 1 (2) computes these returns for targets (acquirers), while Column 3 does the same for the market capitalization weighted
combined entity. Column 1 is restricted to publicly traded targets, Column 2 is restricted to publicly traded acquirers, and Column 3 is restricted to M&A transactions in which both the target and acquirer are public. Our explanatory variable of
interest, GF, indicates a state-year with the GF exception to at-will employment in
place. Regressions are unweighted. All variables are deﬁned in Appendix B; Deal-,
Acquirer-, and Target-speciﬁc controls are deﬁned in Appendix B, Panel C. Standard
errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.

On average, future M&A targets outperform by approximately 0.5%
per day. However, Columns 2 and 3 also show that the future M&A
targets underperform in the days surrounding GF adoption. During
the ﬁve days surrounding GF adoption, ﬁrms that end up being targeted in an M&A in the next six months (one year) experience a 5%
(4%) price decline. Under the assumption that the market expects
ﬁrms that are ultimately acquired within the year to be more likely
acquisition targets, this evidence is consistent with the market understanding that GF exceptions reduce the value of M&A targets.
Although this value reduction is economically signiﬁcant, it is far
smaller than the 30% reduction in average M&A deal size documented in Table 8. Thus, the effect of ﬁring frictions on average
M&A size and dollar volume is not primarily due to ﬁring frictions
reducing the value of ﬁrms in the pool of potential M&A targets.
To assess the robustness of these results, we repeat the analysis while altering a number of parameters. We ﬁnd that the results are qualitatively insensitive to both increases and decreases
in the number of days classiﬁed as being in the event window,
the number of abnormal daily returns included in the regressions,
and the number of months used in the beta estimation period. The
results also remain signiﬁcant, albeit slightly less so, when clustering by day in an effort to alleviate concerns over correlated
shocks. Overall, the evidence in this section suggests that ﬁring
frictions reduce ﬁrm value. In contrast to what Dessaint, Golubov,
and Volpin (2017) ﬁnd in international markets, the U.S. market
appears to incorporate this value reduction into prices before the
M&A announcement.

Transaction Level

GF
Deal Value
Same State
Same Industry
Acq. Labor Intensive
Tar. Labor Intensive
Table 5 Controls
Deal-Speciﬁc Controls
Acquirer-Speciﬁc Controls
Target-Speciﬁc Controls
State FE
Region-Year FE
Adj. R-squared
Observations

(1)
Target CAR
0.007 (0.14)
0.004 (0.50)
-0.010 (-0.86)
-0.006 (-0.52)
0.039 (1.42)
0.037 (0.98)
YES
YES
NO
YES
YES
YES
0.090
1,784

(2)
Acquirer CAR
-0.002 (-0.20)
0.002 (0.88)
0.002 (1.18)
-0.000 (-0.25)
0.004∗ (1.80)
0.001 (0.23)
YES
YES
YES
NO
YES
YES
0.033
9,606

(3)
Combined CAR
-0.029 (-0.99)
0.009 (1.64)
-0.001 (-0.11)
-0.004 (-0.63)
0.014 (1.67)
-0.004 (-0.41)
YES
YES
YES
YES
YES
YES
0.086
966

6. Conclusions and future research
To examine whether this null result is due to the U.S. market
anticipating the negative effect of ﬁring costs on potential M&A
targets, we conduct an event study surrounding states’ adoptions
of GF exceptions and present these results in Table 11. The sample includes all ﬁrms headquartered in a state around the time of
GF adoption during our sample period. The dependent variable in
Table 11 equals the daily abnormal returns in the approximately
50 trading days surrounding a state’s GF adoption, where abnormal returns are computed by subtracting Fama-French three factor
expected returns from realized returns.24 In Column 1, the explanatory variable of interest is an indicator for days in our event window, which we follow Serﬂing (2016) in deﬁning as days minus 1
to plus 3 surrounding a state’s adoption of the GF exception by a
state appellate or supreme court. The results suggest that returns
are 0.2% lower each day of the event window compared to surrounding days. This ﬁnding is in line with Serﬂing (2016) who ﬁnds
that a similar sample of ﬁrms underperform by approximately 1%
over the course of the 5-day event window.25
If increased M&A costs are a meaningful component to the costs
associated with GF adoption, then the returns experienced surrounding GF adoption should be more negative for ﬁrms expected
to experience employee turnover as a result of M&As. To test this
prediction, we interact the event window indicator with indicators
for ﬁrms that are ultimately acquired within the next 6 months or
1 year. Given the stylized fact that M&A targets experience price
run-ups in the months prior to their acquisition, it is not surprising
that the coeﬃcient on M&A targets is positive in Columns 2 and 3.

We investigate how ﬁring frictions affect the U.S. M&A market. In doing so, we provide new evidence on whether post-merger
employee turnover is a ﬁrst-order source of M&A value for the average U.S. merger. We ﬁnd that increased ﬁring frictions result in
an immediate and persistent decline in M&A dollar volume and
average M&A size, and an immediate increase in the percentage of
withdrawn mergers. Since these changes in M&A activity occur immediately, they are unlikely to be driven by other indirect effects
of increased ﬁring frictions. Thus, we interpret these results as evidence that post-merger employee turnover is a ﬁrst-order source
for value for large U.S. M&As.
Our ﬁndings raise several questions for future research. For example, our framework does not easily identify the welfare implications either at the state or country level. The arguments in
Maksimovic and Phillips (2001) and Rossi and Volpin (2004) support the idea that high M&A volume is value enhancing, suggesting that reduced state-level M&A activity may reduce state-level
welfare. Event study analyses provide some support for this idea
as the adoption of laws that increase ﬁring frictions reduce ﬁrm
value most for ﬁrms that are active in the M&A market. Nevertheless, we cannot rule out the possibility that some of the M&A activity that is precluded by increased ﬁring costs would have been
value destroying. Even more challenging is identifying the welfare
implications at the country (or global) level. Certainly some of the
value lost due to a merger reduction in one state shifts to another
state (or country). Quantifying this substitution effect would not
only have important policy implications, but would also provide
new evidence on how easily substitutable M&A targets are.

24
We compute the Fama-French factors in the 189 trading days prior to the beginning of our sample.
25
Our point estimates should be approached with some caution. The equal
weighted market return includes ﬁrms from both states that adopt GF and states
that do not, meaning that we do not have an isolated counterfactual. However, at
adoption, the number of ﬁrms being treated represents fewer than 1% of the existing ﬁrms in CRSP. The resulting change of excluding ﬁrms from GF states from
the equal weighted portfolio is therefore unlikely to be signiﬁcant, and so we feel
conﬁdent that our point estimates are reasonable approximations.
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Table 11
CARs for Public Firms in GF Adopting States based on M&A Targeting. This table presents results from an event study. The dependent variable is daily abnormal returns computed using
the Fama-French three-factor model (with parameters calculated over the 9 months prior to
the beginning of the sample) and CRSP equal weighted market returns. The ﬁrst explanatory variable of interest is an indicator for a day within the 5-day Window beginning on
t-1 and continuing to t+3 surrounding a state’s adoption of the Good Faith exception to at
will employment by a state appellate or state supreme court. We consider a state as having
adopted the Good Faith exception on the ruling date (t=0) when the court issues its decision
to adopt. Targeted within 6 Months and Targeted within 1 Year are dummy variables that indicate whether a ﬁrm was targeted within 6 months or 1 year of a state’s adoption of the GF
exception, respectively. These variables are interacted with our event window to form Window x Target 6m and Window x Target 1y. Our regressions include the 5-day event window as
well as the 21 trading days both preceding [-22, -2] and following [4, 24] the event window.
The availability of M&A data restricts our sample to the 1981-1999 period, during which
the following states adopt the GF exception: AL, AZ, DE, ID, LA, MT, NV, OK, UT, and WY.
The sample includes all public ﬁrms in these states that have positive, non-missing assets
and sales data. Standard errors for all regressions are clustered at the state level using the
wild bootstrap correction for a small number of clusters as described in Cameron, Gelbach,
and Miller (2008), with 1000 repetitions. Regressions are unweighted. T-stats are reported in
parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.
(1)
5 Day Window
Targeted within 6 Months
Window x Target 6m
Targeted within 1 Year
Window x Target 1y
Adj. R-squared
Observations

(2)

-0.002∗ ∗ (-2.00)

0.000
14,352

(3)

GF Announcement CAR
-0.002∗ (-1.81)
-0.001 (-1.64)
0.005 (1.44)
-0.010∗ ∗ ∗ (-3.09)
0.004 (1.21)
-0.008∗ ∗ ∗ (-3.09)
0.000
0.000
14,352
14,352
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Appendix A: Public Policy and Implied Contract Exceptions
The PP exception protects employees against discharge when this would violate a state’s public policy doctrine. For instance, employers
may not ﬁre employees for reporting to jury duty, ﬁling worker’s compensation claims, reporting illegal business practices, or for refusing
to partake in actions that violate a state’s public policy such as destroying evidence or committing perjury.
The IC exception prevents employers from releasing employees without good cause when an implied contract exists between the two.
Courts ruled that such a contract exists if statements made by company representatives or an employee handbook indicated that the
employee would not be terminated without cause. Company policies that create a speciﬁc procedure for employee discipline or termination
also have been found to create an implied contract. Additionally, Serﬂing (2016) notes that “employee tenure, a history of promotions
or salary raises, general company policies, and typical industry practices can constitute an implied promise of ongoing employment.”
The effectiveness of this exception may be limited, however, as some state courts have ruled that ﬁrms may sidestep its protection of
employees by including a disclaimer in their handbook that no statements therein constitute an implied contact.
Fig. A1
Table A1-A4

Table A1
Robustness of baseline results to dependent variable deﬂator. This table presents results from difference-indifferences regressions of M&A activity on state and time variation in wrongful discharge laws. The sample
includes state-year aggregate merger data from 1981-1999. The dependent variable, Mergers / Firms, is 10 0 0 0
times the total number of mergers involving targets in the state-year divided by the total number of ﬁrms
in the state-year with more than n employees. In columns 1 and 2, n=20 (same as in our baseline results);
In columns 3 and 4, n=10; In columns 5 and 6, n=50. Columns 1, 3, and 5 replicate the baseline speciﬁcation from Table 5 (column1). Columns 2, 4, and 6 additionally introduce the denominator as a control in the
regressions. All dependent variables are winsorized at the 1% level. Our explanatory variable of interest, GF,
indicates a state-year with the GF exception to at-will employment in place. All other variables are deﬁned in
Appendix B. Regressions are weighted based on the size of the potential M&A market at the beginning of the
sample. Speciﬁcally, the weight is calculated as the number of ﬁrms (with 20+ employees) in the state in 1981
divided by the cross-sectional state average in 1981. Standard errors are clustered at the state level. T-stats are
reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.

GF
IC
PP
Firms w/
20+ Emp.
Firms w/
10+ Emp.
Firms w/
50+ Emp.
Table 5
Controls
State FE
Year FE
Region
Time Trend
Adj.
R-squared

(1)

(2)

(3)

(4)

(5)

(6)

Mergers /
Firms w/
20+
Employees

Mergers /
Firms w/
20+
Employees

Mergers /
Firms w/
10+
Employees

Mergers /
Firms w/
10+
Employees

Mergers /
Firms w/
50+
Employees

Mergers /
Firms w/
50+
Employees

-7.748∗ ∗ ∗
(-3.76)
-0.926
(-0.75)
-1.743
(-1.60)

-5.971∗ ∗ ∗
(-2.84)
-0.308
(-0.23)
-0.926
(-0.87)
0.000∗ ∗ ∗
(2.61)

-4.040∗ ∗ ∗
(-3.12)
-0.466
(-0.69)
-0.911
(-1.51)

-3.155∗ ∗
(-2.38)
-0.178
(-0.24)
-0.521
(-0.89)

-19.013∗ ∗ ∗
(-4.62)
-2.900
(-1.07)
-4.483∗
(-1.79)

-13.057∗ ∗ ∗
(-3.31)
-0.741
(-0.25)
-1.768
(-0.80)

0.000∗ ∗
(2.43)

YES

YES

YES

YES

YES

0.004∗ ∗ ∗
(4.00)
YES

YES
YES
YES

YES
YES
YES

YES
YES
YES

YES
YES
YES

YES
YES
YES

YES
YES
YES

0.899

0.901

0.897

0.899

0.902

0.906

950

950

950

950

950

950

Observations
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Fig. A1. Year-by-year estimates of the effect of Good Faith passage on M&A activity. This ﬁgure replicates the analysis performed in Fig. 2, but instead makes use of the
preferred set of ﬁxed effects from our main results. Panel A and B of this ﬁgure again represent the results of regressions of the natural log of M&A Dollar Volume / Real
GDP and Mergers / Firms, respectively, on dummy variable indicators for years relative to a state’s adoption of the Good Faith exception to at will employment. However,
regressions now include state and region-year ﬁxed effects, and standard errors are clustered at the state level. The solid line in each panel represents coeﬃcient estimates,
while the dotted lines represent the 90% conﬁdence interval. The sample consists of the 950 state-year observations in our sample.
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Table A2
Impact of GF on Payment Method in M&A. This table presents results from difference-in-differences regressions of the source of M&A ﬁnancing on state and time
variation in wrongful discharge laws. The sample includes state-year aggregate merger data from 1981-1999. The dependent variable in columns 1 and 3 is the
proportion of deals ﬁnanced 100% by cash in the state-year. The dependent variable in columns 2 and 4 is the proportion of deals ﬁnanced 100% by stock in the
state-year. Our explanatory variable of interest, GF, indicates a state-year with the GF exception to at-will employment in place. All other variables are deﬁned in
Appendix B. Regressions are weighted based on the size of the potential M&A market at the beginning of the sample. Speciﬁcally, the weight is calculated as the
number of ﬁrms (with 20+ employees) in the state in 1981 divided by the cross-sectional state average in 1981. Standard errors are clustered at the state level.
T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.

GF
IC
PP
Table 5 Controls
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

(1)

(2)

(3)

(4)

Proportion of 100% Cash Deals
0.025 (0.73)
-0.001 (-0.05)
-0.002 (-0.12)
YES
YES
YES
NO
YES
0.245
950

Proportion of 100% Stock Deals
0.003 (0.12)
-0.003 (-0.18)
-0.020 (-1.35)
YES
YES
YES
NO
YES
0.206
950

Proportion of 100% Cash Deals
0.018 (0.51)
0.001 (0.03)
-0.000 (-0.01)
YES
YES
NO
YES
NO
0.236
950

Proportion of 100% Stock Deals
0.007 (0.27)
-0.006 (-0.36)
-0.016 (-0.97)
YES
YES
NO
YES
NO
0.184
950

Table A3
Effect of ﬁring frictions on Cross-state and Cross-industry M&As. This table presents results from difference-indifferences regressions of M&A characteristics on state and time variation in wrongful discharge laws. The sample
includes M&A transactions from 1981 to 1999. The dependent variables across the four columns are (1) an indicator
equal to 1 for deals in which the target and acquirer are headquartered in the same state, and equal to zero otherwise, (2) an indicator equal to 1 for deals in which the target and acquirer are in the same 2-digit SIC industry, and
equal to zero otherwise, (3) an indicator equal to 1 for deals in which the acquirer is in a labor intensive industry
(i.e., in a 2-digit SIC industry-year with above-median employees-to-assets ratios), and equal to zero otherwise, and
(4) an indicator equal to 1 for deals in which the target is in a labor intensive industry, and equal to zero otherwise.
Our explanatory variable of interest, GF, indicates a state-year with the GF exception to at-will employment in place.
Regressions are unweighted. All other variables are deﬁned in Appendix B. Standard errors are clustered at the state
level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the 1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ )
levels.
Transaction Level

GF
Deal Value
Same State
Same Industry
Acq. Labor Intensive
Tar. Labor Intensive
Table 5 Controls
State FE
Region-Year FE
Adj. R-squared
Observations

(1)
Same State
-0.046∗ ∗ (-2.08)
-0.064∗ ∗ ∗ (-5.13)
0.058∗ ∗ ∗ (6.39)
-0.085∗ ∗ ∗ (-6.74)
-0.062∗ ∗ ∗ (-4.60)
YES
YES
YES
0.064
28,175

(2)
Same Industry
-0.064∗ (-1.93)
0.031∗ ∗ ∗ (3.82)
0.067∗ ∗ ∗ (6.48)
0.137∗ ∗ ∗ (9.64)
-0.199∗ ∗ ∗ (-21.71)
YES
YES
YES
0.048
28,175
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(3)
Acq. Labor Intensive
0.041∗ ∗ (2.60)
-0.047∗ ∗ ∗ (-7.32)
-0.061∗ ∗ ∗ (-6.33)
0.086∗ ∗ ∗ (9.18)
0.620∗ ∗ ∗ (88.51)
YES
YES
YES
0.406
28,175

(4)
Tar. Labor Intensive
-0.012 (-0.67)
-0.011 (-1.51)
-0.043∗ ∗ ∗ (-4.20)
-0.123∗ ∗ ∗ (-20.95)
0.607∗ ∗ ∗ (87.31)
YES
YES
YES
0.416
28,175
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Table A4
Public vs. Private Targets. This table replicates the difference-in-differences regressions of M&A activity on state and time variation in wrongful discharge laws
from Table 5 after splitting the sample into public and private targets. Panel A contains the results for public targets, while Panel B contains the results for
private targets. The sample selection is otherwise identical to that in Table 5. Our dependent variables include measures of M&A activity by state-year. The
dependent variable in columns 1 and 3, Mergers / Firms, is 10 0 0 0 times the total number of mergers involving targets in the state-year divided by the total
number of ﬁrms in the state with more than 20 employees. The dependent variable in columns 2 and 4, Ln(M&A Dollar Volume / Real GDP), is the natural log
of 1 plus 100 times the sum of all merger deal values for mergers involving targets in the state-year scaled by the state’s lagged real GDP. Both dependent
variables are winsorized at the 1% level. Our explanatory variable of interest, GF, indicates a state-year with the GF exception to at-will employment in place.
All other controls are identical to those in Table 5, and are deﬁned in Appendix B. Regressions are weighted based on the size of the potential M&A market
at the beginning of the sample. Speciﬁcally, the weight is calculated as the number of ﬁrms (with 20+ employees) in the state in 1981 divided by the crosssectional state average in 1981. Standard errors are clustered at the state level. T-stats are reported in parentheses and statistical signiﬁcance is denoted at the
1% (∗ ∗ ∗ ), 5% (∗ ∗ ), and 10% (∗ ) levels.
Panel A: The Impact of Good Faith Adoption on Public Targets

GF
IC
PP
Table 5 Controls
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

(1) Mergers / Firms

(2) Ln(M&A Dollar Volume / Real GDP)

(3) Mergers / Firms

(4) Ln(M&A Dollar Volume / Real GDP)

-2.790∗ ∗ ∗ (-2.79)
0.254 (0.83)
-0.525 (-1.16)
YES
YES
YES
NO
YES
0.664
950

-0.465∗ ∗ ∗ (-3.54)
0.038 (0.44)
-0.097 (-0.83)
YES
YES
YES
NO
YES
0.534
950

-2.525∗ ∗ ∗ (-3.08)
0.335 (1.08)
-0.604 (-1.27)
YES
YES
NO
YES
NO
0.673
950

-0.446∗ ∗ ∗ (-3.29)
0.035 (0.40)
-0.094 (-0.82)
YES
YES
NO
YES
NO
0.562
950

(3) Mergers / Firms

(4) Ln(M&A Dollar Volume / Real GDP)

Panel B: The Impact of Good Faith Adoption on Private Targets
(1) Mergers / Firms
GF
IC
PP
Table 5 Controls
State FE
Year FE
Region-Year FE
Region Time Trend
Adj. R-squared
Observations

∗∗∗

-8.272
(-3.21)
-1.033 (-0.87)
∗
-1.929 (-1.68)
YES
YES
YES
NO
YES
0.885
950

(2) Ln(M&A Dollar Volume / Real GDP)

∗∗∗

-0.058 (-0.95)
-0.005 (-0.09)
0.050 (1.05)
YES
YES
YES
NO
YES
0.575
950

-5.198
(-2.81)
-1.651 (-1.40)
-1.869 (-1.64)
YES
YES
NO
YES
NO
0.890
950
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-0.050 (-0.88)
0.005 (0.09)
0.028 (0.59)
YES
YES
NO
YES
NO
0.576
950
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Appendix B: Variable Deﬁnitions

Panel A: Dependent variables
Variables
Mergers / Firms

Ln(M&A Dollar Volume
/ Real GDP)
Percent Withdrawn
Percent Incomplete

Deal Value

Acquirer (Target) CAR

Combined CAR

GF Announcement CAR

Mergers / Firms w/ n+
Employees
Proportion of 100%
Cash Deals
Proportion of 100%
Stock Deals

Deﬁnition and Sources
The total number of completed mergers involving targets in the state in year t divided by the total
number of ﬁrms in the state in year t-1 with 20 or more employees, multiplied by 10000. Source:
SDC; U. S. Census Bureau’s Business Dynamics Statistics.
The natural log of one plus 100 times the sum of all merger deal values from all completed mergers
involving targets in the state in year t and divided by the state’s real GDP for the previous year.
Source: SDC; U.S. Bureau of Economic Analysis.
The number of mergers involving targets in the state in year t that were ultimately withdrawn
divided by the number of completed mergers plus the number of withdrawn mergers. Source: SDC.
The number of mergers involving targets in the state in year t that were incomplete (i.e., either
withdrawn or have no withdrawal or completion date) divided by the number of completed
mergers plus the number of incomplete mergers. Source: SDC.
Deal size of mergers in year 2000 millions of dollars during a state-year. The inﬂation adjustment is
based on the annual consumer price index. In some speciﬁcations, Deal Value is aggregated to the
average in a state-year. Source: SDC; U.S. Bureau of Economic Analysis.
Acquirer (target) cumulative abnormal returns (relative to a Fama-French 3-factor model estimated
over the previous year) from days -1 to +1 surrounding a merger announcement in percentage
terms. Source: CRSP, Ken French’s website.
The value weighted combination of target and acquirer cumulative abnormal returns (relative to a
Fama-French 3-factor model estimated over the previous year) from days -1 to +1 surrounding a
merger announcement in percentage terms. Source: CRSP, Ken French’s website.
The daily cumulative abnormal return around GF adoption for ﬁrms in states that adopt a GF
exception, relative to the Fame French three factor model with an equal weighted market portfolio.
Source: CRSP, Ken French’s website.
The total number of completed mergers involving targets in the state in year t divided by the total
number of ﬁrms in the state in year t-1 with n or more employees, multiplied by 10000. Source:
SDC; U. S. Census Bureau’s Business Dynamics Statistics.
The percentage of deals that were ﬁnanced entirely by cash, as indicated in the SDC database.
Source: SDC
The percentage of deals that were ﬁnanced entirely by stock, as indicated in the SDC database.
Source: SDC

Panel B: Main Explanatory Variables
Variable
Deﬁnition and Sources
An indicator for an M&A in which the acquirer is in a labor intensive industry (i.e., 2-digit SIC
Acq. Labor-Intensive†
industry-years with above median employees-to-assets ratios according to Compustat). Source: SDC,
Compustat.
Business Combination
Indicator variable equal to one if a business combination law is in effect in the state in year t and
zero otherwise. Source: Bertrand and Mullainathan (2003).
Circuit States’ Good
The fraction of other states in state i’s federal circuit court district that have recognized the Good
Faith
Faith exception to at-will employment as of time t.
Circuit States’ Implied
The fraction of other states in state i’s federal circuit court district that have recognized the Implied
Contract exception to at-will employment as of time t.
Contract
Circuit States’ Public
The fraction of other states in state i’s federal circuit court district that have recognized the Public
Policy
Policy exception to at-will employment as of time t.
Control Share
Indicator variable equal to one if a control share acquisition law is in effect in the state in year t
Acquisition
and zero otherwise. Source: Bertrand and Mullainathan (2003).
Directors’ Duties
Indicator variable equal to one if a directors’ duties law is in effect in the state in year t and zero
otherwise. Source: Chan, Gao, Ma (2018).
Fair Price Law
Indicator variable equal to one if a fair price law was in effect in the state in year t and zero
otherwise. Source: Bertrand and Mullainathan (2003).
GF
Indicator variable equal to one if a covenant of good faith exception to at-will employment was in
effect in the state in year t and zero otherwise. Source: Autor, Donohue, Schwab (2006).
GF Change Last (This)
Indicator variable equal to one if a covenant of good faith exception to at-will employment was ﬁrst
adopted in the state in year t-1 (t) and zero otherwise. Source: Autor, Donohue, Schwab (2006).
Year
GF Change > 2 Years
Indicator variable equal to one if a covenant of good faith exception to at-will employment was ﬁrst
adopted in the state in year t-2 or earlier and zero otherwise. Source: Autor, Donohue,
Schwab (2006).
IC
Indicator variable equal to one if an implied contract exception to at-will employment was in effect
in the state in year t and zero otherwise. Source: Autor, Donohue, Schwab (2006).
Inevitable Disclosure
Indicator variable equal to one if a state recognizes the inevitable disclosure doctrine in year t and
zero otherwise. Source: Chan, Gao, Ma (2018).
Doctrine
Lag Ln(Population)
The natural log of a state’s population for year t-1. Source: U.S. Census Bureau’s Intercensal
Estimates.
Lag Ln(Real GDP)
The log of the real GDP (measured in millions) of the state for year t-1. Source: U.S. Department of
Commerce’s Bureau of Economic Analysis.
(continued on next page)
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The one year lagged value of Net Establishment Entry. Source: U.S. Census Bureau’s Business
Dynamics Statistics
The unemployment rate in a state for year t-1. Source: U.S. Bureau of Labor Statistics.

The percentage change in establishments in the state in year t relative to the prior year, t-1. Source:
U.S. Census Bureau’s Business Dynamics Statistics
Indicator variable equal to one if a poison pill law is in effect in the state in year t and zero
otherwise. Source: Karpoff and Wittry (2018)
Political Balance
The proportion of a state’s Congresspersons in the House of Representatives that are members of
the Democratic party in year t.
 Population
The one year growth rate in the population estimate for a state over the period t-1 to t. Source: U.S.
Census Bureau’s Intercensal Estimates.
PP
Indicator variable equal to one if a public policy exception to at-will employment was in effect in
the state in year t and zero otherwise. Source: Autor, Donohue, Schwab (2006).
 Real GDP
The one year growth rate in real gross domestic product over the period t-1 to t. Source: U.S.
Department of Commerce’s Bureau of Economic Analysis.
Right-to-Work
Indicator variable equal to one if a right-to-work law was passed in a state during or prior to year t
and zero otherwise. Source: National Conference of State Legislatures.
RS Index
Rice-Strahan index of interstate banking deregulation based on Rice and Strahan (2010); ranges
from zero (deregulated) to four (highly regulated) based on regulation changes in a state.
An indicator for a merger in which the target and acquirer are in the same 2-digit SIC industry.
Same Industry†
Source: SDC.
An indicator for a merger in which the target and acquirer are headquartered in the same state.
Same State†
Source: SDC.
State GDP Growth
The growth rate in the state’s GDP from t-1 to t.
State Per Capita GDP
The natural log of a state’s real gross domestic product (in thousands of year 2000 dollars) divided
by the state’s population.
State Union
The fraction of each state’s non-agricultural wage and salary employees that are covered by a
Membership
collective bargaining agreement at time t.
An indicator for an M&A in which the target is in a labor intensive industry (i.e., 2-digit SIC
Tar. Labor-Intensive†
industry-years with above median employees-to-assets ratios according to Compustat). Source: SDC,
Compustat.
Unemployment Rate
The fraction of workers in a state that are a part of the labor force but are unemployed as of the
current year. Source: U.S. Bureau of Labor Statistics.
 Unemployment Rate
The one year change in the Unemployment Rate over the period t-1 to t for state i. Source: U.S.
Bureau of Labor Statistics.
 Union Membership
The one year change in State Union Membership over the period t-1 to t for state i.
Upcoming GF Change
Indicator variable equal to one if a covenant of good faith exception to at-will employment was ﬁrst
adopted in a state in year t+1 or year t+2, and zero otherwise. Source: Autor, Donohue,
Schwab (2006).
†
Indicative of a variable that is also used as a dependent variable in the appendix.
Panel C: CAR Control Variables
Variable
Deﬁnition and Sources
Deal-Speciﬁc Controls
Relative Deal Size

Multiple Bidders

Deal value as reported by Thomson One SDC Platinum divided by the market value of equity of the
acquirer.
An indicator variable equal to 1 if the offer is ﬁnanced only by cash and/or liabilities and zero
otherwise.
An indicator variable equal to 1 if the offer is ﬁnanced only by stock, zero otherwise.
An indicator variable equal to 1 if a target termination provision is present and zero otherwise.
An indicator variable equal to 1 if an acquirer termination provision is present and zero otherwise.
An indicator variable equal to 1 if the deal includes a lockup of target or acquirer shares and zero
otherwise.
An indicator variable equal to 1 if the acquirer owns a non-zero fraction of the target’s shares prior
to bidding and zero otherwise.
An indicator variable equal to 1 if the deal is classiﬁed as a tender offer by Thomson One and zero
otherwise.
An indicator variable equal to 1 if the deal is classiﬁed as hostile by Thomson One and zero
otherwise.
An indicator variable equal to 1 if the deal is classiﬁed as a merger of equals by Thomson One and
zero otherwise.
An indicator variable equal to 1 if more than one offer was made for the target and 0 otherwise

Acquirer-Speciﬁc Controls
Firm Size
Market to Book
Leverage
Cash Ratio

The
The
The
The

Target-Speciﬁc Controls
Leverage
Return on Assets

The target’s book value of debt divided by market value of total assets
The target’s return on assets as reported by SDC

Cash Deal
Stock Deal
Target Term Fee
Acquirer Term. Fee
Lockup
Toehold
Tender
Hostile
Merger of Equals

natural log of the total assets of the acquirer
acquirer’s market value of equity divided by the book value of equity
acquirer’s book value of debt divided by market value of total assets
acquirer’s cash as reported by SDC divided by the market value of total assets

(continued on next page)
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Market-to-Book
Cash Ratio

The target’s market value of equity divided by the book value of equity
The target’s cash as reported by SDC divided by the market value of total assets

GF Adoption Controls
5 Day Window
Targeted within 6
Months
Window x Target 6m
Targeted within 1 Year
Window x Target 1y

The 5 day window beginning on t-1 and continuing to t+3 surrounding a state’s adoption of a Good
Faith exception to at will employment.
An indicator variable that shows when a ﬁrm is selected as an acquisition target within 6 months of
Good Faith adoption.
The interaction of 5 Day Window and Targeted within 6 Months.
An indicator variable that shows when a ﬁrm is selected as an acquisition target within 1 year of
Good Faith adoption.
The interaction of 5 Day Window and Targeted within 1 Year.

Appendix C: Month and year of adoption of wrongful discharge laws by state

State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Good Faith

Implied Contract
7/1987
5/1983
6/1983 (Reversed 4/1984)
6/1984
3/1972
10/1983
10/1985

5/1983
6/1985
10/1980
6/1980
4/1992

8/1989

Public Policy
2/1986
6/1985
3/1980
9/1959
9/1985
1/1980
3/1992

8/1986
4/1977
12/1974
8/1987
11/1987
8/1984
8/1983

10/1982
4/1977
12/1978
5/1973
7/1985
6/1981
11/1983

11/1977
1/1985
5/1988
6/1980
4/1983
6/1992
1/1983 (Reversed 2/1988)
6/1987
11/1983
8/1983
8/1988
5/1985
2/1980
11/1982

7/1981
5/1980
6/1976
11/1986
7/1987
11/1985
1/1980
11/1987
1/1984
2/1974
7/1980
7/1983

2/1984
4/1982
12/1976
3/1978

5/1985
11/1987
3/1990
2/1989
6/1975
3/1974

6/1987
4/1983
11/1981
4/1985
5/1986
8/1985
9/1983
8/1977
4/1986
6/1985
8/1985

11/1985
12/1988
8/1984
6/1984
3/1989
9/1986
6/1985
7/1984
7/1978
1/1980
7/1989

1/1998

7/1977

1/1982
2/1987
2/1974 (Reversed 5/1980)

5/1985 (Reversed 2/1989)

3/1989

1/1994
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