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Since 1967, all French firms with more than 100 employees have been re- 
quired to share a fraction of their excess profits with their employees. Through 

this scheme, firms with excess profits distribute, on average, 10.5% of their pretax 
income to workers. In 1990, the eligibility threshold was reduced to 50 employees. 
We exploit this regulatory change to identify the effects of mandated profit-sharing 
on firms and their employees. The cost of mandated profit-sharing for firms is ev- 
ident in the significant bunching at the 100-employee threshold observed prior 
to the reform, which completely disappears post-reform. Using a difference-in- 
differences strategy, we find that at the firm level, mandated profit-sharing (i) 
increases the labor share by 1.8 percentage points, (ii) reduces the profit share 
by 1.4 percentage points, and (iii) has small to nonexistent effects on investment 
and productivity. At the employee level, mandated profit-sharing increases lower- 
skilled workers’ total compensation and leaves high-skilled workers’ total compen- 
sation unchanged. Overall, mandated profit-sharing redistributes excess profits to 
lower-skilled workers in the firm without generating significant distortions or pro- 
ductivity effects. JEL codes: J31, J33, M52.
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I. INTRODUCTION 

Public policies favoring profit-sharing between firm owners
and employees are pervasive around the world.1 These schemes
raise two important questions. The first one is an incidence ques-
tion: do they really benefit workers, or are employers simply sub-
stituting fixed wages for profit-sharing? The second one relates to
their economic effects: do they foster firm productivity by aligning
the incentives of owners and employees? Do they reduce corporate
investment by decreasing the returns to capital? 

Answering these questions is challenging. First, profit-
sharing adoption is an endogenous decision, which complicates
causal inference in observational data. For instance, firms expect-
ing large gains may be more likely to introduce profit-sharing,
and workers anticipating future productivity gains may lobby
for its adoption. Both channels would create an upward bias in
the observed relationship between productivity, wages, and profit-
sharing. So far, the literature mostly relies on observational and
cross-sectional evidence (e.g., Blasi et al. 2008 ). Some studies
use firm fixed effects to absorb unobserved heterogeneity (e.g.,
Wadhwani and Wall 1990 ; Kruse 1992 ; Bell and Neumark 1993 ),
and others model adoption explicitly using Tobit selection models
with firm characteristics as instruments (e.g., FitzRoy and Kraft
1987 ; Cahuc and Dormont 1997 ). A notable exception is Knez and
Simester (2001) , which studies Continental Airlines’ introduction
of performance-based bonuses in 1995. 

The second challenge is data availability: information about
profit-sharing has to be combined with firm-level accounting data.
As a result, most studies have relied on small samples, limiting
the quality of inference (e.g., FitzRoy and Kraft 1987 focuses on
65 medium-sized metalworking firms in West Germany). 

This article contributes to our understanding of profit-sharing
by combining a credible identification strategy with large-scale
administrative data. In 1967, France introduced a requirement for
firms with more than 100 employees to redistribute part of their
“excess profits’’—profits above 5% of book equity—to employees.
The goal was to align the interests of workers and shareholders,
thereby raising productivity and reducing labor conflict. The law
introduced a formula, still used today, that determines employees’
profit share based on observable accounting data and effectively
1. For a review of profit-sharing schemes in OECD countries, see OECD (1995) . 
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cts as a substantial tax on profits. Absent behavioral responses,
 firm with a labor share of two-thirds and a return on equity of 
0% has to transfer 10.5% of pretax profits from shareholders to 

orkers. In 1990, the threshold was lowered from 100 to 50 em- 
loyees. We exploit this reform using two administrative sources:
he universe of corporate tax returns, which records annual profit- 
haring payments, and a matched employer-employee panel cov- 
ring about 4% of private-sector workers in France. 

Our empirical analysis proceeds in three steps, corresponding 

o the three main questions of the article. First, we ask whether 
andated profit-sharing is costly for firms and who ultimately 

ears that cost. Whether firms perceive the regulation as a net 
ost or benefit is a priori unclear. Profit-sharing may boost produc- 
ivity, and the scheme also carries tax advantages for both firms 
nd workers. If firms can offset mandated profit-sharing by low- 
ring wages while keeping workers’ net-of-tax compensation un- 
hanged, mandated profit-sharing would benefit firms at the ex- 
ense of the tax authority.2 If wages adjust only partially, however,
andatory profit-sharing raises total compensation and may im- 

ose a net cost on firms, especially if productivity gains are limited.
We study firms’ willingness to pay to avoid mandated profit- 

haring using a bunching analysis. Importantly, profit-sharing is 
he only regulation that starts at 100 employees.3 Before 1991, we 

nd substantial bunching just below 100 employees. This bunch- 
ng disappears quickly after the threshold is lowered to 50 em- 
loyees. Using the post-reform distribution as a counterfactual,
e estimate an excess density of 24.8% between 95 and 99 employ- 

es. We therefore reject the hypothesis that firms perceive profit- 
haring as a net benefit, despite its tax advantages. This interpre- 
ation holds whether bunching reflects real employment reduc- 
ions ( Garicano, Lelarge, and Van Reenen 2016 ; Aghion, Bergeaud,
nd Van Reenen 2021 ) or underreporting ( Askenazy, Breda, and 

echeu 2022 ), as long as underreporting is costly. As we discuss 
n Section IV.B , the evidence suggests that most bunching in our 
2. While French law prevents employers from unilaterally cutting nominal 
ages (Article 1134 of the Civil Code), profit-sharing may slow the growth of real 
ages, especially in a period of positive inflation such as 1991–1997, when inflation 

veraged above 2%. 
3. Many French regulations bind at 50 employees, such as the requirement 

o establish a workers’ council. No comparable regulation starts at 100 employees 
 Garicano, Lelarge, and Van Reenen 2016 ). 

ber 2026
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setting reflects actual employment reductions rather than mis-
reporting. This finding suggests that firms have limited ability to
shift the cost of profit-sharing to workers through lower wages and
that any productivity gains are smaller than the induced cost. 

We confirm this interpretation with a firm-level intent-to-
treat difference-in-differences design. The treatment group con-
sists of firms with 55–85 employees in 1989–1990, which would
become subject to profit-sharing in 1991 absent employment ad-
justments. We exclude firms with 50–55 employees, which can eas-
ily avoid the mandate after the reform, and firms with 85–100
employees, many of which are pre-reform bunchers and may dif-
fer systematically from other firms. We use two control groups:
firms with 120–300 employees, likely covered before and after the
reform, and firms with 35–45 employees, likely never covered.4 

Our identifying assumption is that without the reform, out-
comes such as labor shares and productivity would have evolved
similarly in the treatment and two control groups. Consistent with
this assumption, we show parallel pre-trends for all outcomes. Us-
ing both smaller and larger firms as controls is a key feature of our
design, as it mitigates concerns that our estimates capture differ-
ential sensitivity to aggregate shocks by firm size. 

We find that workers capture the full gain from mandated
profit-sharing and that the cost is borne by firm owners and the
tax authority. Among firms with positive excess profits, the man-
date raises the total compensation share (i.e., wage bill plus profit-
sharing divided by value added) by 1.8 percentage points. We esti-
mate that 77% of this increase comes at the expense of sharehold-
ers, as the profit share falls by 1.38 percentage points. The remain-
der is borne by the tax authority through lower corporate income
tax receipts, as profit-sharing reduces taxable profits. By contrast,
the wage share is unchanged, suggesting that profit-sharing does
not reduce wages. We return to this result later using worker-level
data. 

Second, we study whether mandated profit-sharing affects
firm behavior. We begin with firm-level productivity. Across a wide
range of standard productivity measures, we consistently esti-
mate effects close to zero. For most measures, our intent-to-treat
estimates rule out productivity effects larger than 1% in absolute
value. We also find no effect on “softer” proxies for effort and pro-
4. We exclude firms in the 45–50 employee range because they also bunch 

around the threshold. 
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uctivity, such as sick leave and the probability of working extra 

ours. These results contrast with the existing empirical litera- 
ure, which typically finds productivity gains of 3%–5% from the 

ndogenous adoption of profit-sharing.5 One possible interpreta- 
ion is that profit-sharing payments are too small to meaning- 
ully affect worker incentives. This explanation appears unlikely 

n our setting. The French scheme is sizable: in our data, man- 
ated profit-sharing represents a transfer to employees of about 
0.5% of firms’ pretax profits. In addition, treated firms are rel- 
tively small—55 to 85 employees—which should limit standard 

ree-riding concerns. 
If profit-sharing does not raise productivity, it may still dis- 

ourage investment by lowering the return to capital. We find only 

mall and mostly insignificant negative effects on investment and 

he capital-labor ratio. For example, our baseline estimates rule 

ut an investment rate decline greater than 0.0057. As a simple 

odel makes clear, this finding is not surprising. The formula ap- 
lies to excess profits—earnings above 5% of book equity—rather 
han total profits. As long as a firm’s return on equity (ROE) is 
ot too far from 5%, the implied wedge on the return to capital 
emains small, limiting distortions to investment. Overall, our re- 
ults suggest that mandated profit-sharing, as implemented in 

rance, creates few distortions for firms. 
Third, we examine how the effects of mandated profit-sharing 

re distributed across workers in the firm, using linked employer- 
mployee data covering 4% of private-sector workers in France.
e first replicate our core finding: workers in firms subject to the 

andate do not experience lower base wages, while their total 
ompensation rises by about 3.5%. The absence of wage incidence 

ould reflect either workers’ aversion to risky pay or downward 

age rigidity. We find little support for the risk channel, as profit- 
haring only slightly increases the volatility of workers’ earnings.
nstead, the evidence is more consistent with wage rigidity. Given 

he binding minimum wage and widespread collective bargain- 
ng in France, wages are likely more rigid for low- and middle- 
kill workers (e.g., Gautier, Roux, and Castillo 2022 ). Consis- 
ent with this view, the increase in total compensation is concen- 
rated among workers at the lower end of the skill distribution—
lue-collar workers, clerks, supervisors, and skilled technicians.
5. See FitzRoy and Kraft 1987 ; Wadhwani and Wall 1990 ; Kruse 1992 ; Cahuc 
nd Dormont 1997 ; Prendergast 1999 ; Doucouliagos et al. 2020 . 
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By contrast, among managers, engineers, and executives, profit-
sharing reduces base wages enough to leave total compensation
unchanged. These findings point to wage rigidity as an important
mechanism behind our results and show that mandated profit-
sharing is progressive in firms, primarily benefiting lower-skill
workers. 

Our analysis of a large mandatory profit-sharing scheme is
especially relevant in the current context of rising concern about
distribution. The labor share has fallen in most industrialized
countries ( Karabarbounis and Neiman 2014 ), the share of pre-
tax real income accruing to the bottom 50% in the United States
has stagnated since 1980 ( Piketty, Saez, and Zucman 2018 ), and
recent work points to growing monopsony power in local labor
markets ( Stansbury and Summers 2020 ; Berger, Herkenhoff, and
Mongey 2022 ). Against this backdrop, our findings suggest that
mandated profit-sharing, as implemented in France, can serve as
a redistributive tool with limited efficiency costs, shifting rents
from shareholders to lower-skill workers. This redistribution is
not costless, however: each dollar transferred to workers reduces
corporate tax revenue by about 20 cents.6 It is also uneven, since it
benefits workers in profitable firms, and excess profits are highly
persistent in the data. 

Our quasi-experimental approach contributes to the profit-
sharing literature by identifying the causal effects of mandated
profit-sharing on worker compensation and firm outcomes. It also
relates to the literature on employee stock ownership plans, a
common but voluntary form of profit-sharing in U.S. firms (see
Matsa 2018 for a review). In particular, Kim and Ouimet (2014)
find that employee stock ownership plan adoption raises produc-
tivity in small firms. The difference between their findings and
ours may reflect either selection into voluntary adoption or differ-
ences between voluntary and mandated profit-sharing schemes.
Our article is also related to Tolentino (2022) , who studies man-
dated profit-sharing in Peru by exploiting a 20-employee eligibil-
ity threshold and finds larger effects on investment and produc-
tivity than we do. One possible explanation is that the Peruvian
scheme applies to all posttax profits, whereas the French scheme
applies only to profits above a 5% return on book equity. In ad-
dition, Tolentino (2022) documents bunching at the 20-employee
6. A full fiscal evaluation would also require analyzing the implications for 
personal income tax, which we leave for future work. 
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hreshold even before the reform, suggesting that other regula- 
ions may contribute to the estimated distortions. 

This article also relates to the literature on rent-sharing and 

abor-market institutions. Kline et al. (2019) show that firm-level 
ent shocks are partially passed through to workers, consistent 
ith imperfect competition in labor markets. DiNardo and Lee 

2004) use a regression discontinuity design to study unionization 

nd find small, insignificant effects on wages and productivity.7 

äger, Schoefer, and Heining (2021) study German codetermina- 
ion and find no effect on wages, even in firms with more flexible 

ay setting. Relative to these institutions, the mandated profit- 
haring scheme we study generates a sizable increase in workers’ 
otal compensation and in labor’s share of value added. 

The rest of the article is organized as follows. Section II pro- 
ides institutional details and a conceptual framework. Section III 
escribes the data. Section IV analyzes bunching below the 100- 
mployee threshold before the 1990 reform. Section V presents the 

rm-level difference-in-differences analysis. Section VI studies 
eterogeneity by skill using employer-employee data. Section VII 
oncludes. 

II. INSTITUTIONAL SETTING AND ECONOMIC FRAMEWORK 

We first discuss the institutional details of profit-sharing in 

rance, as well as the 1990 reform that we use for identification.
e develop a simple model to analyze the economic implications 

f profit-sharing. 

I.A. Institutional Details 

On August 17, 1967, Charles de Gaulle signed an executive 

rder mandating all firms with more than 100 employees to dis- 
ribute a share of their profits to their employees. Redistribu- 
ive concerns were at the heart of this decision. Anticipating the 

pening of the common market and the ensuing increase in for- 
ign competition, firms were engaging in massive investment to 

odernize their capital stock ( Lasserre 1968 ). Without external 
nancing, firms had to generate large internal funds to finance 

hese investments, which they partly achieved by limiting work- 
rs’ wage growth. In this context, mandated profit-sharing was 
7. See also Lee and Mas (2012) , who exploit close union elections and find 
egligible effects of union representation on shareholder value. 
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viewed as a way to allow workers to benefit from these invest-
ments without reducing the internal funds available to companies.

In practice, the law requires firms to set aside, every year,
a positive amount $RSP to be distributed to employees.8 This
amount is determined according to the following formula: 

$RSP = 1 
2 

× Wage bill 
Value added 

×

⎛ ⎜ ⎝ 

Net income − 5% Book equity ︸ ︷︷ ︸ 
excess-profits 

⎞ ⎟ ⎠ 

+ 

. (1) 

The formula has a simple intuition. Five percent was the lawmak-
ers’ perception of fair compensation to shareholders. Every addi-
tional dollar of profit above this compensation (what we call excess
profits) should be split between shareholders and their employees.
The sharing rule is scaled by the firm’s labor share to reflect the
contribution of labor in production. 

Note that this scheme redistributes a quantitatively large
fraction of profits. This can be seen from a simple calibration of
equation (1) . The ratio of RSP to pretax income is given by: 

RSP 

Pre-Tax Income 

= 1 

2 

× Wage bill 
Value added 

× (1 − τ ) ×
(

1 − 5% 

ROE 

)
, 

where ROE = Net Income 
Book Equity is the firm’s return on equity and τ is

the corporate income tax rate. For the median firm in our sam-
ple period, with a ROE of 12%, a labor share of 0.56, and given a
corporate income tax rate τ of 37% in 1990, profit-sharing would
amount to approximately 10.2% of pretax income. In the data,
firms with positive excess profits and subject to mandatory profit-
sharing distribute, on average, 10.5% of pretax income after 1991.9 

The distribution of $RSP to each individual employee is typi-
cally proportional to their current wage ( DARES 2008 ). There is a
cap on how much an employee can receive in a given year. In 1990,
this cap was equivalent to 63% of the average net wage in the pri-
vate sector.10 The scheme also has several tax implications. On the
employee side, employees have the option to defer receiving their
8. RSP stands for Réserve Spéciale de Participation, or special profit-sharing 
fund. 

9. This number is higher than our calibration in part because the corporate 
income tax was reduced to 33% after 1993. 

10. Note, however, that when the cap is binding, the firm still has to set aside 
$RSP, but employees only receive their share in later years when the cap is no 
longer binding. 

ber 2026
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rofit-sharing income for five years, in which case it is exempt 
rom personal income tax. On the employer side, profit-sharing 

s exempt from payroll tax, in contrast to regular wages. As a re- 
ult, employers have a fiscal incentive to prefer profit-sharing over 
egular wages. This incentive is a priori quite attractive as payroll 
axes in France are among the highest in the world. Note also that 
ike wages, profit-sharing reduces firms’ corporate income tax: For 
scal purposes, profit-sharing is treated as a cost in firms’ taxable 

ncome. 
A firm is required to implement profit-sharing if, during the 

ast year, there were six months or more during which the end-of- 
onth head count was greater than 100. Firms under this thresh- 

ld could still voluntarily establish a profit-sharing fund and ben- 
fit from the same fiscal advantages. In practice, however, very 

ew firms below the 100 threshold did so.11 On October 17, 1990,
he left-leaning French parliament voted to extend the coverage 

f mandatory profit-sharing by lowering the threshold to 50 em- 
loyees. The law was officially amended on November 9, 1990.12 

mportantly for our identification strategy, while many firm-level 
egulations kick in at 50 employees (most notably, the require- 
ent to establish a council of worker representatives) ( Garicano,
elarge, and Van Reenen 2016 ), profit-sharing was the only regu- 

ation based on the 100-employee threshold before 1990. 
The law still applies today. There have been only a few 

hanges to the scheme, and all these changes happened outside of 
ur sample period (1985–1997). Most notably, the cap limiting how 

uch employees can receive from profit-sharing was increased by 

5% in 2007. Since 2009, firms have been required to pay pay- 
oll taxes on the income paid to workers through profit-sharing.
he rate was set at 2% in 2009 and increased to 20% in 2012. In- 
erestingly, the formula used to compute $RSP ( equation (1) ) is 
till the original formula from the 1967 law. In 2019, 5.3 million 

orkers (about 36% of the workforce) received income from this 
rofit-sharing scheme, for an average annual amount of €1,499 or 
bout 3.8% of recipients’ wages ( Briand 2021 ). 
11. In 1989, among firms in the 35–85 employees range, 6.8% of firms paid 
ome profit-sharing to their workers. 

12. Beyond the change in the eligibility threshold, the only other modification 

ade by the new law was to allow firms to use a floor wage when calculating the 
hare of profits distributed to employees from the RSP ( Journal Officiel 1990 ). 

26
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II.B. Economic Framework 

We develop a simple augmented user cost model to analyze
how mandated profit-sharing affects firm behavior. The objective
is to study how firms’ input choices and outcomes are affected
by profit-sharing, in particular as a function of the incidence of
profit-sharing on workers’ wages. We take this incidence param-
eter as exogenous. The model has two periods and is in partial
equilibrium. In the first period, the company purchases capital k
by borrowing debt d and bringing equity e = k − d. In the second
period, the firm hires l workers and combines them with capital
k to generate revenues y = F (k, l) . In what follows, we assume
that F is Cobb-Douglas with possibly decreasing returns to scale
F (k, l) = (

kαl1 −α
)θ , although our results hold for more generic pro-

duction functions. 
Workers receive wl + RSP, where RSP corresponds to the

total amount of profit-sharing mandated by law and w is their
wage.13 The firm also pays back (1 + rd ) d to debt holders, where rd 
is the interest on debt. After production, the capital stock depreci-
ates and the firm sells it for (1 − δ) k . We assume the price of capital
is the price of the produced good, which we normalize to one. Fi-
nally, the firm faces a tax rate τ on its accounting profits, so that it
pays a corporate income tax of T = τ

(
y − wl − rd d − δk − RSP

)
.14 

Shareholders select the equity they bring, e , and the capi-
tal stock to purchase, k , to maximize the present value of their
cash flow, which they discount at the rate re . Finding the optimal
amount of debt and equity would require a theory of capital struc-
ture. Although interesting, the interplay between capital struc-
ture and profit-sharing is beyond the scope of this exercise. We
thus assume that the firm’s capital structure is fixed and denote
the constant equity-to-assets ratio as φ = e 

k . This assumption of a
fixed capital structure allows us to assume that re and rd are inde-
pendent of k . We define r = (1 − τ ) rd 

d + re 
e , the firm’s weighted
k k 

13. Note that to simplify exposition, we do not model payroll taxes. Because 
RSP is exempt from payroll taxes, mandated profit-sharing could reduce the 
marginal cost of labor and thus increase employment and investment. The model 
neglects this effect and can be seen as an upper bound on the negative effect of 
mandated profit-sharing on employment and investment. 

14. In France, like in the United States, firms benefit from a depreciation tax 
shield and a debt tax shield. Also note that RSP can be deducted from taxable 
income. 

ovem
ber 2026
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verage cost of capital (WACC), which is then also independent 
f k . 

To analyze the effect of profit-sharing, we make three more 

ssumptions. First, we assume that RSP, the amount of shared 

rofits, is determined by a slightly simplified version of equation 

1) : 

RSP = γ
(
(1 − τ )(F (k, l) − wl − δk − rd d) − ρ × e

)
, 2) 

here ρ is the cost of equity in the regulatory formula (5% in 

he French system). The simplification is that γ is assumed con- 
tant, while in the actual regulation, it is half the firm’s labor 
hare: γ = 1 

2 × wl 
y . We ignore such dependence for clarity.15 The 

econd assumption is on the incidence of profit-sharing on the 

ages paid to workers. We assume that w = w∗ − λRSP 
l , where 

∗ is the wage without profit-sharing.16 When λ > 0 , the firm 

an lower workers’ wages to account for the revenue they receive 

rom profit-sharing.17 λ = 1 corresponds to full incidence—profit- 
haring does not increase workers’ total compensation. The third 

ssumption is that profit-sharing does not increase firm produc- 
ivity (i.e., F does not depend on profit-sharing). This assumption 

eparts from traditional analyses of profit-sharing (e.g., Weitzman 

986a , 1986b ), which typically focus on the positive incentives gen- 
rated by profit-sharing. However, it is consistent with our empir- 
cal findings below (see Section V.D ) and clarifies the core message 

f the model. 
We can now derive predictions regarding the effects of profit- 

haring on firm outcomes, input choices, and avoidance. All deriva- 
ions can be found in Online Appendix B . 

REDICTION 1 (TOTAL COMPENSATION, PROFIT, AND TAX 

SHARE). As long as λ < 1 , mandated profit-sharing leads to an 

increase in the share of total compensation over value added 

( wl+ RSP 
F (k,l) ), a decrease in the profit share ( Net Income 

F (k,l) ), and a de- 
15. Extending the model to allow γ to be half the labor share yields similar 
ndings. 

16. The model assumes that workers are homogeneous, so they all receive the 
ame share of profit-sharing, RSP 

l . 
17. In our static setting, we assume that owners might be able to reduce nom- 

nal wages to pass through some of the profit-sharing cost to workers. While the 
rench law prevents employers from decreasing nominal wages unilaterally, they 
an reduce the growth of real wages dynamically, which is what our model cap- 
ures. 

vem
ber 2026

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data


2216 THE QUARTERLY JOURNAL OF ECONOMICS

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

D
ow

nloaded from
 academ

ic.oup.com
/qje/article/141/3/2205/8662148 by U

C
 Berkeley user on 11 N

ovem
ber 2026
crease in the tax share ( T 
F (k,l) ). If λ = 1 , mandated profit-sharing

does not affect these outcomes. 

These predictions are intuitive. Mandated profit-sharing
strictly benefits workers except when firms can pass through its
cost in the form of lower wages (i.e., λ = 1 ). As soon as λ < 1 , work-
ers’ total compensation (wages plus profit-sharing) increases with
mandated profit-sharing. This increase in the total compensation
share comes at the expense of shareholders (through a decrease in
the profit share) and the government (through a decrease in the
tax share). 

The model delivers two simple first-order conditions (FOCs)
for labor and capital: 

Fl (k, l) = w∗ and 

Fk (k, l) = δ + r 
1 − τ︸ ︷︷ ︸ 

standard user cost 

+φ

γ (1 − λ) 

1 − γ (1 − τ ) ︸ ︷︷ ︸ 
distortion 

, (3) 

where 
 = re − ρ is the difference between the firm’s cost of eq-
uity and the cost of equity in the regulatory formula equation (1) .
Our second prediction on the distortive effect of mandated profit-
sharing directly derives from these FOCs. 

PREDICTION 2 (DISTORTIONS INDUCED BY MANDATED PROFIT-
SHARING). 

i. For a given capital stock k , mandated profit-sharing does
not distort labor demand l. 

ii. When re ≈ 5% or λ ≈ 1 , mandated profit-sharing does not
distort investment nor hiring. When re > 5% and λ < 1 ,
mandated profit-sharing increases the firm’s cost of capi-
tal, reduces the firm’s capital stock, and thus employment.

For a reasonable calibration of the model, this distortion to
the cost of capital is small, at about 0.44 percentage points, or
less than 2% of the standard user cost of capital. 

The absence of distortion on labor demand, conditional on k ,
is intuitive: labor expenses are fully deductible from the profit-
sharing base (i.e., excess profits); mandated profit-sharing thus
acts as a linear tax on earnings, preserving marginal incentives.
In contrast, equation (3) clearly highlights the distortion on cap-
ital induced by mandated profit-sharing and how it differs from
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he corporate income tax. Like corporate taxes, profit-sharing in- 
reases the cost of capital, but only when the actual cost of equity 

s greater than the cost of equity in the regulatory formula (i.e.,
hen re > ρ). When re = ρ, regulatory excess profits coincide with 

hareholder profits, so that, as in the new view of dividend taxa- 
ion, investment is undistorted. When there is a distortion ( re > ρ),
t is exacerbated by a limited wage incidence, as mandated profit- 
haring then represents a larger loss of profits for shareholders. 

Quantitatively, we can predict how mandated profit-sharing 

hould affect the cost of capital for treated firms (those with 55–
5 employees in both 1989 and 1990) in the post-reform period. To 

void capturing behavioral responses, we measure treated firms’ 
haracteristics ( φ, γ ) immediately before the reform. We then cal- 
brate the remaining elements of the formula using the post- 
eform economic environment (1991–1997). In the data, over the 

wo years before the reform, treated firms have a median eq- 
ity share φ of 16.6% and a median labor share of 56% so that 
= 1 

2 
wl 
VA 

≈ 0 . 28 .18 During the posttreatment period, the average 

nnual interest rate on Treasury bills in France was 7.3%. As- 
uming a risk premium of 5.5%, a firm with a β of one would have 

 cost of equity re = 12 . 8% . In the post-reform data, the median 

nterest rate paid on treated firms’ debt across all firms is 10.7% 

nd the average corporate income tax rate is 33.1%. As a result,
he calibrated WACC r is 8.1%. We follow Chodorow-Reich et al.
2024) and set the depreciation rate δ to 10%. Finally, we assume 

hat there is no wage incidence of profit-sharing, that is, λ = 0 ,
hich is consistent with our empirical findings below. 

With these assumptions, we find that the pretax user cost of 
apital is 22.1% and the distortion term is 0.44 percentage points,
o that mandated profit-sharing leads to an increase in the cost of 
apital of about 2%. This effect on the cost of capital should lead 

o a small effect on the investment of firms that become subject 
o mandated profit-sharing. For instance, Chodorow-Reich (2025) 
stimates a slope of the investment ratio to the log cost of capital of 
0.424 in the United States (see his Table 2, last row). Using this 

lasticity in our French setting, mandated profit-sharing should 

ead to a decrease in the investment ratio of treated firms of about 
.85 percentage points right after the reform. 
18. We calculate the equity share as the ratio of book equity to net total assets, 
ur measure of capital. 
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PREDICTION 3 (BUNCHING). Mandated profit-sharing imple-
mented above a size threshold will generate bunching below
the threshold whenever λ < 1 . 

When λ < 1 , shareholders’ profits are lower with mandated
profit-sharing. Thus, if profit-sharing is mandated above a size
threshold l , it creates incentives for some firms to remain below
the threshold. The loss from operating below the optimal size is
then outweighed by the gain from avoiding profit-sharing. This
prediction is driven partly by two assumptions we made in the
model. First, we do not model payroll tax. Because profit-sharing
is exempt from payroll tax, firms might strictly benefit from profit-
sharing if wage incidence is high enough (i.e., if λ is close to one).
Second, our model assumes away the possibility that mandated
profit-sharing increases productivity (which is consistent with our
empirical analysis). If either payroll tax exemptions or productiv-
ity gains were strong enough, firms would not bunch but would in-
stead implement voluntary profit-sharing schemes. However, the
substantial bunching below the threshold we uncover in our em-
pirical analysis suggests that these positive effects are dominated
by the direct cost of profit-sharing for shareholders. 

II.C. Comparison of Profit-Sharing and Corporate Income Tax 

This section compares the French mandated profit-sharing
system with the corporate income tax, the other major redistribu-
tive tool transferring resources from shareholders to workers.
While the effects of corporate taxation on wages and firm activity
are well documented, much less is known about the causal effect of
profit-sharing. We show that the two systems differ along several
key dimensions, with important implications for both workers and
firms. 

1. Policy Bases and Distortions. A key difference between
the two policies lies in their respective tax bases. Mandated profit-
sharing targets excess profits, defined as net income in excess of
5% of book equity. In contrast, the corporate income tax applies
to corporate earnings. As a result, these policies generate distinct
distortions on capital investment (see equation (3) ). The corporate
income tax creates a uniform distortion across firms (fixing firms’
WACC), while the distortion induced by mandated profit-sharing
depends on two firm-specific factors: (i) the gap between the firm’s
cost of equity and the regulatory benchmark ( 
 = re − 5% ); and
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ii) the wage incidence of profit-sharing λ. Again, when the actual 
ost of equity corresponds to the regulatory cost ( 
 = 0 ), or when 

here is full incidence ( λ = 1 ), profit-sharing does not distort in- 
estment. Beyond the tax base, the rates also differ: the corporate 

ncome tax is linear in earnings, while the share of excess profits 
o be distributed to workers under profit-sharing is proportional 
o the firm’s labor share. 

2. Wage Incidence and Avoidance. Corporate taxes are col- 
ected by the government and spent through various public poli- 
ies. Mandated profit-sharing is instead directly redistributed to 

orkers inside the firm. This is an important distinction to con- 
ider when evaluating the wage incidence of these policies. The 

orporate income tax affects wages through general equilibrium 

ffects (see Fuest, Peichl, and Siegloch 2018 ). Instead, mandated 

rofit-sharing can directly affect workers’ compensation by grant- 
ng them a share of their firm’s excess profits. 

This difference is also likely to matter in terms of avoidance.
ecause they do not directly receive proceeds from the tax paid 

y their firms, workers have little incentive to monitor corporate 

ax compliance. By contrast, with mandated profit-sharing, each 

uro of excess profit diverted by the firm reduces workers’ col- 
ective income by roughly 10–15 cents, creating a stronger incen- 
ive to scrutinize firm reporting. Anecdotally, workers’ councils do 

ire accountants to verify fiscal statements and, in particular, the 

rofit-sharing formula. This idea is consistent with existing ev- 
dence of corporate income tax avoidance in France (e.g., Bach 

017 ) and the evidence below that firms do not avoid mandated 

rofit-sharing on the intensive margin. 

3. Possible Productivity Effects. Unlike the corporate in- 
ome tax, which primarily serves a redistributive function, profit- 
haring has traditionally been viewed by economists as a mech- 
nism to enhance firm productivity and improve labor relations 
see Kruse, Blasi, and Park 2008 ). These productivity and well- 
eing considerations were a key motivation for the adoption of 
andated profit-sharing in France. We investigate the effects of 

rofit-sharing on total factor productivity and sick days (our proxy 

or well-being and effort) in Section V . 
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III. DATA 

To quantify the impact of profit-sharing on workers and
firms, we combine firms’ balance sheet data with linked employer-
employee data over the period 1985–1997. 

III.A. Financial Statements 

On the firm side, we exploit accounting information from tax
files in the Bénéfices Réels Normaux (BRN) files from 1985 to
1997, the Fichier des Comptes Antérieurs à SUSE (FICAS) data.
These data are made available by the French Statistical Office
through their secured remote server. They contain income state-
ments and balance sheets collected by the Treasury for the uni-
verse of firms in the economy that file under the so-called normal
tax regime. These data are used to determine tax liabilities. They
are audited by the tax authority, with significant penalties applied
for misreporting. The files contain approximately 600,000 firms
per year. Importantly, they provide, as an accounting item, the to-
tal amount of profit-sharing paid by firms to their employees. 

III.B. Wage Data 

Our data on French workers’ employment histories come from
the matched employer-employee DADS (Déclarations Annuelles
de Données Sociales) panel. These data are an extract from the
DADS Fichier Postes, an exhaustive administrative data set that
contains the Social Security records of all salaried employees in
private sector firms. The DADS Panel tracks all workers in the
data set who were born in October of an even year, which amounts
to an overall coverage of slightly more than 4% of the French pop-
ulation working in the private sector. The data set provides infor-
mation on a worker’s employment spell (duration, start and end
date during the year, total gross and net wages, tenure within the
firm, and two-digit occupation). It also contains information about
the worker: age, gender, years of labor market experience, and re-
gion of residence. These data cover 1985–1997 with the exclusion
of 1990, for which the data are not available. 

III.C. Analysis Sample 

We restrict the sample to corporations with a nonmissing
identifying number that operate in the for-profit sector with head-
quarters in mainland France. We use this entire sample to analyze
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unching at the 100-employee threshold over time. Further de- 
ails on the sample construction procedure are described in Online 

ppendix A. 
For our difference-in-differences analysis, we apply the same 

estrictions and focus on firms without a reporting gap. We define 

he treatment status using firm-level employment in 1989 and 

990. Treated firms have 55–85 employees in both 1989 and 1990.
ontrol firms have either 35–45 employees (small control group,

ikely never treated firms) or 120–300 employees (large control 
roup, likely always treated firms) in both 1989 and 1990. This 
efinition leads us to drop firms that (i) have missing employ- 
ent data in 1989 or 1990, (ii) are close to the 50- or 100-employee 

hresholds in 1989 and 1990, or (iii) see their employment counts 
witch across these groups in these two years. The main analy- 
is is run on an unbalanced sample of firms observed at least in 

989 and 1990. We show in Section V.C the robustness of our main 

ndings when estimated on a balanced sample of firms. Because 

he data do not include hours, we restrict the worker-level analy- 
is to employees working full time and focus on their daily wage.
nterestingly, for our analysis, the measure of wage provided in 

he data captures various aspects of compensation, including base 

age, bonuses, and in-kind benefits that are subject to taxes (e.g.,
ompany car, housing, or meal tickets). As a result, our study al- 
ows for many forms of substitution between profit-sharing and 

ther forms of compensation. For the rest of the study, we call 
his measure of compensation (excluding profit-sharing) the base 

age. 
Our final analysis sample contains 11,374 unique firms in 

he firm-level panel and 128,824 unique workers in the matched 

mployer-employee data. Tables I and II provide summary statis- 
ics for our firm-level and individual-level data sets over 1985–
997. Online Appendix Tables A.1 and A.2 provide statistics sep- 
rately for the treated and control groups, as well as the distribu- 
ion of firms across detailed industries. 

IV. BUNCHING ANALYSIS 

V.A. Quantifying Pre-Reform Bunching Around the Threshold 

We start our empirical analysis by focusing on the pre-reform 

eriod. Before 1991, only firms with more than 100 employees 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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were covered by the profit-sharing regulation. After 1991, the el-
igibility threshold was decreased to 50 employees. While the pol-
icy offers substantial tax advantages to income paid through the
profit-sharing scheme (no payroll tax and no personal income tax
for workers), it is likely a net cost for firm owners. In the data,
only a small share of firms below the eligibility threshold volun-
tarily adopt profit-sharing through the scheme (see Section II ).
This fact suggests that the tax advantages and potential produc-
tivity gains from profit-sharing may not be sufficient to compen-
sate firms for the increase in total labor costs it generates. The
distribution of employment around the eligibility threshold of-
fers a revealed-preference approach to investigate the magnitude
of this disincentive. Note that this interpretation holds whether
bunching is real (i.e., firms effectively reduce employment to stay
below the threshold) or results from underreporting ( Askenazy,
Breda, and Pecheu 2022 , as long as such underreporting is costly—
a standard assumption in public finance (e.g., Bachas and Soto
2021 ). 

A caveat to the bunching analysis is that our employment
measure does not perfectly match the regulatory definition. The
tax data report average end-of-quarter head counts over the fiscal
year, whereas the law applies when total head count exceeds 100
for at least six months (see Section II.A ). As a result, bunching in
our measure is expected to be fuzzy. 

Figure I reports the distribution of firm employment pre-
reform (1985–1989) and post-reform (1992–1997).19 We bin the
data in buckets of 5 employees starting at 60 employees until 150.
We use bins of five employees because employment tends to bunch
at multiples of five, likely a reporting error due to rounding. This
binning makes the plot smoother, but it is not responsible for the
main bunching result, as can be seen from the raw data in Online
Appendix Figure D.1 . Figure I shows significant excess mass in the
95–99 bin, with 24.8% more density at this bin than in the coun-
terfactual. There is also marginally significant and quantitatively
smaller excess mass in the 90–94 and 85–89 bins. Overall, if we as-
sume that this bunching is real and not due to underreporting (an
assumption we discuss below), it represents a loss of about 1.67%
19. Since the law was signed in the last quarter of 1990, we exclude 1990 and 
1991 from this bunching analysis. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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FIGURE I 

Excess Mass at the 100-Employee Threshold 

This figure shows the share of firms by employment bins for firms with more 
than 60 employees and strictly less than 150 employees. We use bins of 5 employees 
starting at 60 employees. The solid line corresponds to the pre-reform distribution 

(1985–1989); the dashed line corresponds to the post-reform distribution (1992–
1997). The vertical bars are 95% confidence intervals. They are computed using a 
bootstrap. Firms’ employment count comes from tax files. 
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f the employment in affected firms.20 Using parametric counter- 
actuals (e.g., Pareto or polynomials) leads to similar results.21 

Figure I leaves open the possibility that firms bunch only 

emporarily before crossing the 100-employee threshold, imply- 
ng short-lived distortions from profit-sharing. To test for such dy- 
amic bunching, we adapt the approach of Garbinti et al. (2023) .
20. To calculate the employment loss due to bunching, we consider firms in 

he 85–120 employee range (i.e., firms for which there is significant bunching—see 
igure I ) and calculate the change in total employment for these firms if the size 
istribution for this range was the distribution post-reform (our counterfactual). 
his calculation assumes no extensive-margin response to the policy removal. 

21. Online Appendix Figure D.2 plots the firm-size distribution compared to 
 Pareto distribution. Again, we see the excess mass and the missing mass in the 
re-period, which disappears in the post-period. Interestingly, the Pareto coeffi- 
ient is the same both in the pre- and post-periods, indicating that the firm-size 
istribution is stable over time. 

 N
ovem

ber 2026

art/qjag022_f1.eps
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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We classify firms into four groups based on their year- t employ-
ment: (1) 95–99, (2) 90–94, (3) 85–89, and (4) 80–84 employees.
For each group, we defined the normalized change in head counts,
which corresponds to the three-year change relative to the in-
crease needed to reach 100 employees: 

normalized change t+3 = (Lt+3 − Lt ) ︸ ︷︷ ︸ 
head count change 

− (100 − Lt ) ︸ ︷︷ ︸ 
change needed to cross threshold 

= Lt+3 − 100 . (4) 

For each group of firms, we then build a placebo distribution us-
ing firms well above 100 employees, for which employment growth
should be unconstrained. For example, for the 95–99 group, one
placebo set is firms with 125–129 employees in t, assuming a
placebo threshold at 130. Their placebo normalized change is thus
defined as Lt+3 − 130 . More generally, for treated firms in the [95–
j; 99–j] range (for j = { 0 , 5 , 10 , 15 } ), we construct a placebo distri-
bution using: 

normalized change 

placebo 
t+3 = Lt+3 − (130 + k + j) 

if Lt ∈ [125 + k, 129 + k ] with k ∈ { 0 , 5 , .., 25 } . (5) 

Online Appendix Figure D.3 reports the distribution of nor-
malized change before and after the reform and for each group
relative to their respective placebo. The figure shows that in the
pre-reform period, the 100-employee threshold significantly con-
strained three-year employment growth for firms in the 85–99
range, especially so for firms in the 95–99 range, and, to a lesser
extent, those in the 90–94 range. These results suggest that the
size-based nature of the French profit-sharing scheme creates per-
sistent, rather than temporary, distortions in firm growth. 

IV.B. Bunching or Misreporting? 

The evidence in Figure I shows that firms perceive mandated
profit-sharing as a significant cost despite its tax benefits and
the possible productivity gains it may generate. This conclusion
holds irrespective of whether bunching is real or due to underre-
porting, as long as underreporting is costly. The nature of the ob-
served bunching, however, is crucial to assess whether the regula-
tory threshold generates employment losses. In the context of the
many regulations that kick in at 50 employees, Askenazy, Breda,

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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nd Pecheu (2022) argue that bunching is mainly driven by un- 
erreporting. 

In our institutional context, underreporting is costly to firms,
nd thus, we expect it to be infrequent. Firms around the 100- 
mployee threshold have workers’ councils who actively monitor 
he firm’s true employment count because misreporting may sig- 
ificantly affect their income. Consulting firms offer legal assis- 
ance to workers’ councils to help them verify eligibility and cal- 
ulate the RSP formula.22 There are also examples of employees 
r unions suing firms for trying to misreport employment counts 
o avoid sharing profits.23 

We conduct three tests to determine whether the observed 

unching is real or the result of misreporting. The first test com- 
ares how firms report employment and wages in the tax files.
he head count reported in the tax file is not an accounting 

tem, unlike the wage bill, which—for firms with more than 50 

mployees—must be certified by an external auditor ( Commis- 
aire aux comptes ) and is also reported to Social Security for pay- 
oll tax purposes. Reporting is therefore likely to be more accurate 

or the wage bill than for employment counts. If firms understate 

mployment to avoid profit-sharing while reporting wages truth- 
ully, the reported wage bill per employee should spike just below 

he 100-employee threshold before the reform. Figure II groups 
rms into 5-employee bins starting at 60 employees and reports,
or each bin, the log of average labor costs (wages plus payroll 
axes) per employee, with 95% confidence intervals. Panel A covers 
he pre-reform period (1985–1989) and Panel B the post-reform 

eriod (1992–1997). In both periods, there is no visible discontinu- 
ty in labor cost per employee around the 100-employee threshold.

Our second test uses an employment measure that is harder 
o manipulate. Specifically, we use the DADS Panel, which records 
mployment from payroll tax returns and is therefore more likely 

o be accurately reported ( Askenazy, Breda, and Pecheu 2022 ).24 
22. A list of such firms can be found on https:// www.cse-guide.fr/ fiches- 
ratiques/ assistance-juridique/ (in French). 

23. See for instance the case of Bea Systems at https://www.legifrance.gouv.fr/ 
uri/ id/ JURITEXT000023223011/ (in French). 

24. One of the tests in Askenazy, Breda, and Pecheu (2022) compares employ- 
ent counts from tax files with reconstructed figures from the exhaustive matched 

mployer-employee data set (DADS). We cannot replicate this test because compre- 
ensive data are only available after 1994. This is why we use the panel version 

f the DADS files instead. 

vem
ber 2026

https://www.cse-guide.fr/fiches-pratiques/assistance-juridique/
https://www.legifrance.gouv.fr/juri/id/JURITEXT000023223011/
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FIGURE II 

Wage Bill per Employee and Number of Employees 

For each firm in the sample, we compute the log ratio of firms’ total wage bill to 
their number of employees. The figure reports the average value of this log ratio 
by employment bins, where we use bins of 5 employees starting at 60 employees. 
The sample period is 1985–1989 (Panel A) and 1992–1997 (Panel B). Firm’s em- 
ployment count and wage data come from tax files. The vertical bars correspond to 
95% confidence intervals. 
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Online Appendix Figure D.4 plots, by five-employee bins of our
main employment variable, the average difference between that
variable and the DADS employment measure. If firms under-
reported employment in the accounting data relative to DADS,
we would expect a negative gap just below the 100-employee
threshold—that is, lower employment in the tax files than in
DADS. In practice, the gap is on average positive, though small
(about one to two employees), even just below the threshold: firms
tend to report slightly higher employment in tax files than in
DADS. We observe only a small, statistically insignificant drop of
roughly 0.5 employees to the left of the threshold, too small to shift
a firm from the 100–104 bin to the 95–99 bin. Moreover, the gap
is smaller for firms in the 100–104 bin than for those in the 85–
99 bin, despite the absence of incentives to underreport above the
threshold. These results, in line with our first test, suggest that
firms do not systematically underreport employment at the 100-
employee threshold. 

Our third test examines whether bunching firms differ sys-
tematically in profitability and productivity from firms just above
the threshold.25 Online Appendix Figure D.5 plots the average
25. The pretax profit measure is also pre–profit-sharing, that is, taxable in- 
come before paying profit-sharing and taxes. 

art/qjag022_f2.eps
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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alue added per employee and profit per employee around the 

00-employee threshold, separately for pre-reform years (when 

he eligibility threshold was 100) and post-reform years (after the 

hreshold was decreased to 50 employees). Profit per employee—
nd to a lesser extent, value added per employee—is significantly 

igher just below the 100-employee threshold. This pattern is con- 
istent with more profitable firms having stronger incentives to 

unch below 100 employees to avoid profit-sharing requirements.
In sum, this bunching analysis reveals that (i) despite its 

ax advantage and potential productivity gains, mandatory profit- 
haring creates a significant net cost for firms; and (ii) the pat- 
erns observed are consistent with real employment bunching, in- 
icating that the eligibility threshold creates inefficiencies—up to 

 1.67% employment loss among affected firms. 

V. FIRM-LEVEL EVIDENCE 

.A. Empirical Strategy 

We exploit the decrease in the regulatory threshold from 100 

o 50 employees in 1991 to estimate how mandatory profit-sharing 

ffects firms. We use a simple difference-in-differences strategy 

ith two separate control groups. As described in Section III , we 

ssign a firm to the treatment group if its employment count in 

989 and 1990 is 55–85 employees. We do not use firms closer 
o the 50- and 100-employee thresholds to limit the influence of 
unching firms. This approach corresponds to an intent-to-treat 
esign: firms in the treatment group have a high chance of being 

ubject to mandatory profit-sharing in the years after the reform 

ince they meet the new eligibility criteria in the two years be- 
ore the reform. However, as shown in the previous section, actual 
reatment status is not certain. Firms may adjust employment in 

he post-reform years and fall below the 50-employee eligibility 

hreshold, in which case they would not be mandated to share prof- 
ts. We then turn to the Wald estimator that rescales our reduced- 
orm estimates by the actual probability of paying profit-sharing. 

The empirical design provides two natural control groups: (i) 
mall control firms are firms whose employment count in 1989 

nd 1990 is 35–45 employees, (ii) large control firms are firms with 

20–300 employees in both 1989 and 1990. Small control firms are 

rms with a low likelihood of being subject to mandatory profit- 
haring in both the pre- and post-reform periods. Large control 
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firms are firms with a high likelihood of being subject to manda-
tory profit-sharing in both periods. 

Having two different control groups is an important aspect of
our empirical strategy. France entered a recession in 1992, which
lasted until the end of 1993. If large firms respond differently to
the business cycle, comparing treated firms’ outcomes with only
one of the control groups could lead to spurious inference: what
would be identified as the causal effect of the reform could be
driven by the differential response of firms of different sizes to
macroeconomic shocks. Our identification thus crucially relies on
comparing treated firms—firms that become subject to mandatory
profit-sharing after 1991—to control firms that are either smaller
or larger. In what follows, we present treatment effects relative to
each of these two control groups separately, as well as relative to
the two groups combined. In the Online Appendix , we show the ro-
bustness of our main findings to different definitions of the treat-
ment and control status. 

Figure III shows the actual share of firms formally subject to
the regulation over time as a function of their assignment to the
three different groups: treatment, small control, and large con-
trol. We confirm that actual treatment is highly (although imper-
fectly) correlated with treatment assignment. In 1997, 26.8% of
firms in our treatment group end up having fewer than 50 em-
ployees; 14.4% of the firms in our small control group have more
than 50 employees in 1997 and are thus required to share profits.
Finally, about 13.6% of the firms in our large control group start
in 1985 with fewer than 100 employees and are thus initially not
subject to mandatory profit-sharing. Overall, our intent-to-treat
variable strongly predicts actual treatment status. 

Our regression analysis uses the following specification,
where i is a firm, c is a county,26 s is an industry, and t is a year: 

Yicst = αi + δct + μst + βT 1 { i ∈Treated } × 1 { t� 1991 } + βC 1 { i ∈Control l } 

×1 { t� 1991 } + εicst , (6) 

where αi corresponds to firm fixed effects and absorbs any fixed-
in-time differences across firms. δct and μst corresponds to county-
by-year and industry-by-year fixed effects. These controls ensure
that our results are not driven by industry or county-level shocks
26. A county corresponds to a département . There are 94 départements in main- 
land France, each with an average population of about 700,000 inhabitants. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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FIGURE III 

Treatment Status and Actual Treatment 

This figure plots the share of firms that are actually mandated to have a profit- 
sharing scheme by treatment status. Treated firms have between 55 and 85 em- 
ployees in 1989 and 1990 (dark solid dots). Control ( > 100) are firms with 120 to 
300 employees in 1989 and 1990 (dotted dark gray crosses). Control ( < 50) are firms 
with 35 to 45 employees in 1989 and 1990 (dashed light gray diamonds). The ver- 
tical solid red line corresponds to 1990, the year the reform is voted and imple- 
mented. 
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hat would similarly affect treated and control groups.27 1 { i ∈Treated } 
s a dummy variable equal to one if a firm has 55–85 employees 
n 1989 and 1990. 1 { t� 1991 } is a dummy variable equal to one af- 
er 1990, the introduction of the reform. 1 { i ∈Control l } is a dummy 

ariable equal to one when firm i is in the control group l, with 

 ∈ {small , large } . For each regression, we separately report three 

stimated treatment effects corresponding to the estimated βT 

hen using small firms, large firms, or both as a control group.
27. Time-varying county and industry fixed effects might absorb some varia- 
ions between firms that could be leveraged to estimate the effects of profit-sharing. 
s a robustness check, we reproduced the main results of the article with only time 
nd firm fixed effects. The conclusion remained unchanged. These estimations are 
vailable on request. 

 2026

art/qjag022_f3.eps
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We also trim all variables defined as ratios at the 2.5% and 97.5%
levels.28 

The identifying assumption in our intent-to-treat design is a
standard parallel-trend assumption: in the absence of treatment,
the outcome of interest (e.g., labor share, profit share, investment,
or productivity) for firms in the 35–45 employee group and in the
120–300 employee group would have evolved similarly to those
of firms in the 55–85 employee group. In the following analysis,
we systematically confirm that prior to 1991, firms in the treat-
ment and the two control groups follow parallel trends, indicating
that firms below the 50-employee threshold (resp., above the 100
threshold) provide suitable counterfactuals for firms mandated to
share profits. 

We also report local average treatment effect (LATE) estima-
tors of profit-sharing on various corporate outcomes, using 2SLS.
As discussed already, treated firms’ employment can cross the 50-
employee threshold in the post-period. Despite this noncompli-
ance, we can obtain a LATE of mandatory profit-sharing by using
1 { i ∈Treated } × 1 { t� 1991 } as an instrument for the probability of shar-
ing profits (or the amount of profits shared with employees). More
precisely, we use a 2SLS approach where we first estimate: 

(1 {profit-sharing } )icst = αi + δct + μst + γ T 1 { i ∈Treated } × 1 { t� 1991 } 

+ γC 1 { i ∈Control l } × 1 { t� 1991 } + ηicst . (7) 

We use the predicted value from equation (7) and estimate: 

Yicst = αi + δct + μst + ψ ̂ (1 {profit-sharing } )icst + νicst , (8) 

where ψ is the causal effect of profit-sharing on outcome Y for
compliers, that is, for firms in the treatment group who end up
being required to share profits with their employee through the
scheme. We also run specifications where the main endogenous
variable is the ratio of profit-sharing to value added instead of the
dummy for profit-sharing used in equations (7) and (8) . 

In what follows, we present regression results for various
firm-level outcomes Y , using both reduced-form treatment effects
( equation (6) ) and 2SLS estimates of the effect of mandatory
28. We use a conservative trimming rule given the skewness observed in some 
of the dependent variables used in our analyses. We confirm the robustness of our 
findings to alternative cleaning methods. Online Appendix Table D.1 reproduces 
the main results when the variables are winsorized at the 2.5% and 97.5% instead 
of trimmed. 

6

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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(A) Fraction of firms sharing profits
(unconditional)
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(B) Fraction of firms sharing profits
(conditional on positive excess-profits)
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(C) Profit-sharing as a share of value added
(unconditional)
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(D) Profit-sharing as a share of value added
(conditional on positive excess-profits)
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FIGURE IV 

Firms Sharing Profits over Time, by Treatment Status 

Panel A plots the share of firms in each group that reports a strictly positive 
amount of profit-sharing on their income statement. Panel B conditions on firms 
with positive excess profits. Panel C plots the average ratio of profit-sharing to 
value-added in each group over time. Panel D conditions on firms with positive 
excess profits. Excess profits are defined as accounting net income minus 5% of 
book equity. Treated firms have 55–85 employees in 1989 and 1990 (dark solid 
dots). Control ( > 100) are firms with 120–300 employees in 1989 and 1990 (dotted 
dark gray crosses). Control ( < 50) are firms with 35–45 employees in 1989 and 1990 
(dashed light gray diamonds). 
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rofit-sharing ( equations (7) and (8) ). We also report graphical ver- 
ions of the reduced-form regressions (as well as evidence from 

aw data in the Online Appendix ). 

.B. Profit-Sharing Response 

To document the validity of our approach, we first examine the 

volution of profit-sharing in the three groups. Figure IV , Panel A 

hows the share of firms reporting a strictly positive amount of 
rofit-sharing in their income statement, by treatment status and 

art/qjag022_f4.eps
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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over time. In the treated group, the share rises sharply in 1991—
from about 10% before 1990 to roughly 40% thereafter. In con-
trast, the share in both control groups shows no change around
1990. For small control firms—those unlikely ever to be subject
to the regulation—the share stays below 10% throughout, with
only a slight upward trend, likely reflecting favorable late 1980s
economic conditions that encouraged voluntary profit-sharing, or
the intent-to-treat design (some small control firms cross the 50-
employee threshold after 1990, as shown in Figure III ). Large con-
trol firms also exhibit a gradual increase in the pre-period. This
is intuitive since 14% of these firms had fewer than 100 employ-
ees in 1985 but grew past the 100-employee threshold before 1989,
mechanically raising their probability of sharing profits in the pre-
period. 

Panel B reproduces the same analysis but focuses on firms
with positive “excess profits,” defined according to the regulatory
formula in equation (1) . Firms with negative excess profits are for-
mally subject to the regulation but will not report profit-sharing
in their income statement, as they have no profits to distribute.
A caveat with this approach is that our measure of excess prof-
its does not exactly match the regulatory definition, since some
required items are missing from our data set. In particular, the
regulation is based on fiscal net income, while our data report ac-
counting net income. These two measures can differ because of
nondeductible items (e.g., certain types of compensation) and tax
loss carryforwards.29 

With this caveat in mind, Panel B shows that for treated
firms with positive excess profits, the probability of paying profit-
sharing rises from about 10% before 1990 to about 65% after 1990,
once they become subject to the regulation. The fact that this share
remains below 100% may reflect the intent-to-treat design, mea-
surement error in excess profits, or imperfect compliance.30 In con-
29. Online Appendix Figure D.6 shows that our reconstructed formula is a 
good, though imperfect, proxy for the actual amount of profit-sharing paid. The 
sample includes firms with 50–300 employees in 1992–1997 (post-reform, when 

profit-sharing is mandatory). We divide the reconstructed formula, normalized 
by value added, into 30 bins and plot on the y -axis the actual average ratio of 
profit-sharing to value added. While the R2 is high, the slope is 0.67, significantly 
below 1. 

30. Online Appendix Table D.2 indicates high compliance: among firms above 
the size threshold with a positive reconstructed formula, only 3% report no profit- 
sharing. 

 N
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rast, neither control group experiences a sharp change in the 

robability of paying profit-sharing around 1990. These results 
onfirm that the intent-to-treat design generates large changes in 

he propensity of treated firms to share profits with employees. 
Online Appendix Figure D.7 further confirms the validity of 

ur design by showing how the adoption of profit-sharing evolves 
ver time across the size distribution. For each five-employee bin,
e plot the average share of firms reporting profit-sharing for 
ears before (1985–1987, 1988–1989) and after the reform (1992–
994, 1995–1997). Firms with 55–95 employees see a sharp rise—
rom about 10% to 40%—consistent with the time-series evidence 

n Figure IV . Firms below 45 or above 120 employees show no sig- 
ificant change. 

Figure IV , Panels C and D examine the share of profit-sharing 

n value added rather than the fraction of firms sharing profits.
anel C shows the evolution of the average ratio by treatment sta- 
us, and Panel D restricts the sample to firms with positive excess 
rofits. Among treated firms with positive excess profits, profit- 
haring accounts for less than 0.2% of value added before 1990,
ising to about 1% immediately after they become subject to man- 
ated profit-sharing. No comparable change is observed in either 
ontrol group. In the large control group, the ratio rises gradually 

n the late 1980s, mirroring the pattern in Panel A of Figure IV 

or the same reason—treatment status is based on 1989–1990 em- 
loyment counts. 

Table III estimates equation (6) to quantify the effect of the 

eform on the propensity to share profits with employees. In col- 
mn (1), the dependent variable is a dummy equal to one when 

he firm reports a strictly positive amount of profit-sharing on its 
ncome statement. In column (2), the dependent variable is the 

atio of profit-sharing to value added for firms with positive value 

dded. Panel A provides the estimate of βT relative to firms in the 

arge control group; Panel B uses firms in the small control group 

s reference; Panel C uses both simultaneously. Firms in the treat- 
ent group experience a significant increase in the unconditional 

robability of sharing profits of 25–36 percentage points, consis- 
ent with the graphical evidence in Figure IV . 

Finally, we provide a simple sanity check of our empirical de- 
ign. Treated firms with low or negative excess profits should not 
eport any profit-sharing, even after the reform; thus, in treated 

rms, the ex post increase in mandated profit-sharing should be 

oncentrated among firms with a high regulatory formula. We con- 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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rm this by estimating the following triple-difference model: 

Yicst = γ T πit .1 { i ∈Treated } .1 { t� 1991 } 

+ θT 
1 1 { i ∈Treated } .1 { t� 1991 } + θT 

2 πit .1 { i ∈Treated } 

+ γC πit .1 { i ∈Control l } .1 { t� 1991 } + θC 

1 1 { i ∈Control l } .1 { t� 1991 } 

+ θC 

2 πit .1 { i ∈Control l } + μ1 πit .1 { t� 1991 } 

+ μ2 πit + αi + δct + μst + εicst , 9) 

here πit is our (noisy) reconstruction of the profit-sharing for- 
ula, normalized by value added. γ T captures the effect of 

ecoming eligible for mandated profit-sharing in years when 

xcess profits are large enough to trigger payments. Online 

ppendix Table D.3 , column (1) estimates equation (9) using the 

robability of reporting positive profit-sharing as the dependent 
ariable; column (2) uses the ratio of profit-sharing to value added.
anel A uses large firms as the control group; Panel B uses small 
rms. In all cases, the increase in profit-sharing among treated 

rms is significantly larger for those with higher ex post excess 
rofits. Columns (7) and (8) repeat the analysis after splitting πit 
nto terciles instead and find similar results. 

This exercise provides a useful validity check for our em- 
irical design. If we observed an increase in profit-sharing even 

mong firms with low or negative current excess profits, the design 

ould be flawed. However, this triple-difference cannot be used di- 
ectly to refine our identification of the causal effect of mandated 

rofit-sharing on corporate behavior, since it relies on ex post real- 
zation of excess profits. In Section V.E , we address this limitation 

y splitting the sample based on firms’ average pre-period excess 
rofits, thereby creating an ex ante measure of “exposure to the 

eform.”

.C. Incidence on Workers and Shareholders 

We now look at the incidence of the reform on workers’ com- 
ensation and firm owners’ profits. Table III , columns (3) and (4) 
stimate equation (6) using the wage share and the total compen- 
ation share as dependent variables. We find a precisely estimated 

ero effect of mandatory profit-sharing on the wage share, imply- 
ng that owners do not reduce the cost of profit-sharing by lowering 

ages. In contrast, we find a significant increase in the total com- 
ensation share of treated firms: 0.5 percentage points relative to 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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large control firms and 0.6 percentage points relative to small con-
trol firms. The results are robust to various definitions of the con-
trol groups. Online Appendix Figure D.8 reproduces the analysis
using alternative control groups, including (i) more narrowly de-
fined groups around the thresholds, (ii) groups with smaller lower
bounds and larger upper bounds, and (iii) a larger doughnut hole
around the 50 and 100 thresholds. In all cases, we observe a clear
nonnegative effect on wages and a positive and significant effect
on total compensation. 

We visually confirm the robustness of these findings—and, in
particular, the absence of pre-trends—in Figure V , where we re-
port event-study graphs showing year-by-year treatment effects
relative to each control group separately (relative to large controls
on the left, relative to small controls on the right). Panel A focuses
on wages, and Panel B on total compensation. The results mirror
those reported in Table III . In addition, the figure shows small and
insignificant coefficients in the pre-reform period, consistent with
the parallel-trend assumption. We further assess the validity of
our regression results using raw data in Online Appendix Figure
D.9 . Panel A plots the evolution of the wage share for firms in our
sample (normalized in levels to zero in 1990). This evolution is
strikingly similar for firms in the treatment and control groups.31 

Panel B shows that as a result, the total compensation share—the
fraction of value added that goes to workers in the form of wages
and profit-sharing—increases sharply for treated firms right after
1990. This increase in the total compensation share matches ap-
proximately the increase in the profit-sharing share observed in
Figure IV , Panel C. 

Who pays for this increase in the total compensation share?
Table III , column (5) shows that the profit share of treated firms
falls by about 0.5 percentage points (0.4 percentage points) rel-
ative to large control firms (small control firms). The difference
between the effect on the labor share and the profit share is en-
tirely explained by a reduction in the tax share, that is, the ra-
tio of the corporate income tax to value added ( Table III , column
(6)). Since profit-sharing is deducted from the firm’s taxable in-
come, part of the increase in workers’ compensation comes at the
expense of the government. These findings are confirmed by the
31. As described in Section III , our measure of wages includes not only base 
wages but also bonuses and in-kind benefits, allowing us to take into account var- 
ious substitution patterns with profit-sharing. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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(1) Relative to “large” control firms (2) Relative to “small” control firms

(A) Wage share (Wage bill/Value added) :

−
.0

1
0

.0
1

.0
2

(in
 p

er
ce

nt
ag

e 
po

in
ts

)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

−
.0

1
0

.0
1

.0
2

(in
 p

er
ce

nt
ag

e 
po

in
ts

)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

(B) Total Compensation Share ((Wage bill+Profit-sharing)/Value added) :

−
.0

1
0

.0
1

.0
2

(in
 p

er
ce

nt
ag

e 
po

in
ts

)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

−
.0

1
0

.0
1

.0
2

(in
 p

er
ce

nt
ag

e 
po

in
ts

)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

(C) Profit Share (Net income/Value added) :

−
.0

2
−

.0
1

0
.0

1
(in

 p
er

ce
nt

ag
e 

po
in

ts
)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

−
.0

2
−

.0
1

0
.0

1
(in

 p
er

ce
nt

ag
e 

po
in

ts
)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

(D) Tax Share (Corporate income tax/Value added) :

−
.0

1
−

.0
05

0
.0

05
(in

 p
er

ce
nt

ag
e 

po
in

ts
)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

−
.0

1
−

.0
05

0
.0

05
(in

 p
er

ce
nt

ag
e 

po
in

ts
)

−5 −4 −3 −2 −1 0 1 2 3 4 5 6 7
time to treatment

FIGURE V 

Event Study: Wage Share, Total Compensation Share, Profit Share, and Tax 
Share 

This figure reports event-study plots where we replace the post dummy in 

equation (6) by time-to-treatment dummies. We report the coefficients on the time- 
to-treatment dummies interacted with the treatment dummy, together with their 
95% confidence intervals. The left panels correspond to the treatment effect rela- 
tive to large control firms (firms with 120–300 employees in 1989 and 1990); the 
right panel relative to the small control firms (firms with 35–45 employees in 1989 
and 1990). The dashed gray line reports the difference-in-differences coefficient 
computed over the whole period. 
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event-study plots in Figure V . Panel C focuses on the share of net
income in value added, and Panel D analyzes the share of corpo-
rate tax in value added. These figures shows no evidence of differ-
ential trends before and after the reform. 

Finally, for completeness, we also report raw data on the evo-
lution of profit and tax shares relative to value added for the three
groups in Online Appendix Figure D.10 . Overall, the patterns
align well, both qualitatively and quantitatively, with the regres-
sion results. We note, however, a sharp increase in the profit share
from 1985 to 1990, observed across both treated and control firms.
This rise likely reflects the relatively strong growth of the French
economy in the late 1980s, coupled with the large reduction in the
corporate income tax rate during this period.32 After 1991, by con-
trast, we observe a sharp reduction in the profit share for firms
in the treatment group relative to the two controls. As with em-
ployee compensation and wages, we reproduce this analysis using
alternative control group definitions in Online Appendix Figure
D.8 . Again, our key takeaways remain robust to these changes. 

We run several robustness checks. First, we check that
endogenous attrition is not driving our results. Online
Appendix Table D.4 restricts the sample to firms that are
present every year in our sample. We focus here on columns
(1)–(6), where the outcome variables are profit-sharing, wage
and compensation shares, profit, and tax shares. The findings on
this balanced sample are similar to our baseline results. Firms
in the treatment group do not experience a significant change
in their wage share. Their total compensation share, however,
increases by a significant 0.65 percentage points, and their profit
share decreases by 0.36 percentage points (only significant at
the 10% level) and their tax share by 0.11 percentage points
(only significant at the 10% level relative to the large control
group). The balanced and unbalanced samples produce similar
results in part because exit rates do not differ between our three
groups ( Online Appendix Figure D.11 ). In yet another robustness
check, we redefine our control and treatment groups to compare
firms of more similar size. Online Appendix Table D.5 divides the
treatment group into two subgroups and compares small control
firms to small treated firms (55–69 employees) and large control
32. The statutory corporate income tax rate is 50% in 1985, 45% in 1986 and 
1987, 42% in 1988, 39% in 1989, 37% in 1990, 34% in 1991 and 1992, and 33% after 
1993. This reduction applies uniformly to the firms in our three groups. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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rms to large treated firms (70–85 employees). Again, the results 
emain consistent with our main findings. 

The results presented so far correspond to intent-to-treat ef- 
ects. They do not measure the actual treatment effect on the 

reated. To better quantify the incidence of profit-sharing on base 

age, Table IV presents IV estimates from equations (7) and (8) . In 

olumn (1), we present OLS estimates of a regression of the wage 

hare on a profit-sharing dummy, controlling for firm, industry- 
ear, and county-year fixed effects. Such an OLS regression is in 

he spirit of the empirical literature on profit-sharing adoption 

eviewed in the introduction. We find that profit-sharing is asso- 
iated with a large and significant (5 percentage points) reduction 

n the wage share, suggesting a large incidence of profit-sharing 

n wages. IV results do, however, show that these OLS estimates 
re strongly biased. In column (2), we instrument the probabil- 
ty to share profits using our intent-to-treat design (i.e., using the 

nteraction of a treatment dummy equal to one if a firm has 55–
5 employees in 1989 and 1990 and a post dummy equal to one 

fter 1990). Consistent with the reduced-form findings, the IV re- 
ression estimates a precise zero effect of profit-sharing on the 

age share—a result in sharp contrast with the OLS estimate.
olumn (4) shows that sharing profits leads to an increase in the 

otal compensation share of 1.78 percentage points. Columns (5)–
8) repeat this analysis but use the ratio of profit-sharing to value 

dded as the main independent variable. We find that a 1 percent- 
ge point increase in profit-sharing relative to value added leads 
o an insignificant increase in the wage share and a highly sig- 
ificant 1.5 percentage point increase in the total compensation 

hare. Note that we cannot reject a point estimate of one (i.e., a 

ull pass-through of profit-sharing to employees). One plausible 

xplanation for the discrepancy between OLS and IV estimates 
s that firms voluntarily signing profit-sharing agreements might 
e experiencing productivity shocks that temporarily reduce the 

rm’s labor share (e.g., because of imperfect rent-sharing). 
Online Appendix Table D.6 analyzes profit and tax shares 

nd reports results consistent with analyses of wages and total 
ompensation. Whereas OLS results find that profit-sharing is 
trongly correlated with higher profit and tax shares, IV estimates 
how that these estimates are also biased. Using the reform as an 

nstrument, we find that for actually treated firms, the profit share 

ignificantly decreases by 1.38 percentage points (column (2)) and 

he tax share by 0.41 percentage points (column (4)). As a result,

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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hareholders bear about 77% of the cost and the tax authority pays 
he remaining 23% through lower corporate taxes. 

.D. Real Effects 

1. Productivity. Does mandated profit-sharing raise firm 

roductivity? As emphasized in the literature, profit-sharing may 

aise productivity by encouraging employees to work harder (e.g.,
eading to more effort, reduced sick days, or fewer strikes). This 
as also a motivation for the French reform: the “alignment” of 

hareholders’ and workers’ interests should result in increased 

roductivity and possibly profits. Panel A of Figure VI and Online 

ppendix Figure D.12 show that this is not the case. There is no 

vidence that treated firms’ total factor productivity (TFP) (mea- 
ured using Ackerberg, Caves, and Frazer 2015 ) or their Return 

n Assets (ROA, measured as the ratio of a firm’s EBITDA to net 
sset value) increased after 1991 relative to firms in either con- 
rol group. Table V confirms the absence of an effect on firms’ 
roductivity using various estimation methods to measure pro- 
uctivity (e.g., Olley and Pakes 1996 ; Levinsohn and Petrin 2003 ;
ooldridge 2009 ; Ackerberg, Caves, and Frazer 2015 ). We find a 

recisely estimated zero effect on TFP. For instance, column (1) 
ndicates that we can reject with 95% confidence that mandated 

rofit-sharing increased productivity by more than 0.33%. Note 

hat of the outcomes we study, productivity is perhaps the one for 
hich the external validity of our results is most limited. Volun- 

ary profit-sharing may have more effect on productivity (workers 
ant to reciprocate) than firm compliance with regulation (work- 
rs just take it as given and do not feel compelled to reciprocate). 

Finally, we consider “softer” measures of worker effort, such 

s sick leave days and the probability of working extra hours, as 
eported in the Labor Force Survey. Online Appendix Table D.7 

hows that mandatory profit-sharing does not lead to a reduc- 
ion in sick days or an increase in extra-time work. These findings 
uggest that mandatory profit-sharing does not increase workers’ 
fforts. 

2. Investment. Panel B of Figure VI and Online 

ppendix Figure D.13 plot, respectively, the event-study es- 
imates and the raw data on the evolution of investment by 

reatment group (normalized in levels to zero in 1990). Invest- 
ent is defined as the ratio of capital expenditures in tangible 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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(1) Relative to “large” control firms (2) Relative to “small” control firms

(A) Total Factor Productivity
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FIGURE VI 

Event Study: TFP and Investment Ratio 

This figure reports event-study plots where we replace the Post dummy in 

equation (6) by time-to-treatment dummies. We report the coefficients on the time- 
to-treatment dummies interacted with the treatment dummy, together with their 
95% confidence intervals. The left panels correspond to the treatment effect rel- 
ative to large control firms (firms with 120–300 employees in 1989 and 1990); 
the right panel relative to the small control firms (firms with 35–45 employees 
in 1989 and 1990). Total factor productivity is computed using Ackerberg, Caves,
and Frazer’s (2015) methodology. It is computed separately for each two-digit in- 
dustry using the NAF classification measured in 1990. Investment ratio is defined 
as capital expenditures in tangible assets normalized by the net value of tangible 
assets. The dashed gray line reports the difference-in-differences coefficient com- 
puted over the whole period. 
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ssets to the net value of tangible assets. Both figures reveal no 

iscernible reduction in the investment rate after the introduc- 
ion of mandated profit-sharing. In the raw data, we observe a 

harp decline in investment during the 1991–1993 recession, but 
his downturn affected all firms simultaneously. Table VI , column 

1) confirms that the reform had no effect on firms’ investment 
atio. Column (2) shows a small negative but insignificant effect 

art/qjag022_f6.eps
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TABLE VI 
EFFECTS ON FIRMS’ INVESTMENT 

Investment 
rate Investment 

Capital pre 

Capital 
(log) 

Tangible 
capital (log) log ( Capital 

Labor ) 

(1) (2) (3) (4) (5) 

Panel A: Relative to large control 
Treatment × post 0.0055 −0.0114∗∗ 0.0030 −0.0268∗ −0.0133∗

(0.0036) (0.0046) (0.0106) (0.0159) (0.0080) 
Panel B: Relative to small control 
Treatment × post −0.0046 −0.0012 −0.0248∗∗ −0.0065 −0.0057 

(0.0034) (0.0044) (0.0096) (0.0151) (0.0075) 
Panel C: Relative to both groups 
Treatment × post 0.0000 −0.0059 −0.0124 −0.0155 −0.0091 

(0.0030) (0.0039) (0.0087) (0.0133) (0.0067) 
Firm FEs Yes Yes Yes Yes Yes 
Industry-year FEs Yes Yes Yes Yes Yes 
County-year FEs Yes Yes Yes Yes Yes 
Adjusted R2 0.16 0.15 0.91 0.85 0.88 
Observations 123,811 125,653 125,934 125,929 124,483 

Notes. This table reports intent-to-treat estimates of the effect of mandatory profit-sharing on investment 
at the firm level. The investment rate is defined as capital expenditures in tangible assets normalized by the 
net value of tangible assets. Column (2) normalizes capital expenditures by the average of the net value of 
tangible assets computed over the pre-policy period. Columns (3) and (4) provides the results for the log of the 
net value of total assets and of tangible assets respectively. Finally, the capital-labor ratio is the log of net total 
assets divided by employment. Treatment is a dummy variable equal to one if a firm has 55–85 employees in 
1989 and 1990. Post is a dummy variable equal to one after 1990, the introduction of the reform. We estimate 
the following equation using OLS: 

Yicst = αi + δct + μst + βT 1 { i ∈Treated } × 1 { t� 1991 } + βC 1 { i ∈Control } ×1 { t� 1991 } + εicst . 

αi corresponds to firm fixed effects, δct to county-by-year fixed effects, and μst to industry-by-year fixed effects. 
Panel A reports βT when the large control is the reference group. Panel B reports βT when the small control 
is the reference group. Panel C reports βT when both small and large firms are used as controls. The large 
control group consists of firms with 120–300 employees in 1989 and 1990. The small control group consists 
of firms with 35–45 employees in 1989 and 1990. Standard errors (in parentheses) are clustered by firm. 
∗ p < .10, ∗∗ p < .05, ∗∗∗ p < .01. 
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on investment when normalized by average pre-reform net tan-
gible assets. Columns (3) and (4) similarly find a small, negative
insignificant effect on capital growth, using either the log of net
assets (column (3)) or the log of net tangible assets (column (4))
as the dependent variable. Finally, column (5) finds again a small,
negative, insignificant effect of mandated profit-sharing on firms’
capital-labor ratio, which can also be seen graphically in Online
Appendix Figure D.14 . 

This finding of a small negative investment response is con-
sistent with the simple calibration of the model described in
Section II.B . As shown in this section, the cost of capital of a firm

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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ubject to profit-sharing is given by: 

R = δ + r 
1 − τ︸ ︷︷ ︸ 

standard user cost 

+φ(re − ρ)
γ (1 − λ) 

1 − γ (1 − τ ) ︸ ︷︷ ︸ 
profit-sharing distortion 

, 10) 

nd a simple calibration of the profit-sharing distortion term 

hows that it represents a small 0.44 percentage point wedge in 

he cost of capital, or less than 2% of the calibrated standard user 
ost. Given the typical semi-elasticity of investment rate to the 

ost of capital in the literature ( Chodorow-Reich 2025 ), this in- 
rease in the cost of capital should lead to a decrease in invest- 
ent of 0.85 percentage points or less, which is in line with the 

nding in Table VI of a small, negative, and insignificant effect on 

nvestment. 

3. Robustness. In Online Appendix Table D.4 , columns (7) 
nd (8), we confirm the robustness of our findings on investment 
nd productivity on the balanced sample of firms. In addition,
nline Appendix Figure D.8 and Online Appendix Table D.5 show 

hat our results are robust to various definitions of the control and 

reatment groups. Consistent with the small effect on productivity 

nd investment, we find no systematic effects on firm size, mea- 
ured by value added. Online Appendix Figure D.15 shows that 
reated and control firms followed the same trend in terms of size 

efore and after the 1990 reform. 

.E. Triple-Difference Analysis 

After the 1991 reform, firms with more than 50 employees 
re required to share profits with their employees. Whether this 
equirement is binding in expectation depends on whether the 

rm typically generates excess profits (i.e., fiscal net income above 

% of book equity). In the data, excess profits are highly persis- 
ent: Online Appendix Figure D.16 shows that across all firms and 

ears, there is an 80% chance that a firm generates positive excess 
rofit in year t conditional on generating excess profits in year t 
1. This persistence implies that the requirement to share prof- 

ts bears more on certain firms (the ones that typically generate 

igher excess profits) than others. We can use this finding to fur- 
her refine our identification strategy. 

We define 

Formula pre 

Value added as the firm-level average ratio of the re- 
onstructed regulatory formula for profit-sharing to value added,

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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computed over the pre-reform period. Firms with a higher
Formula pre 

Value added are firms that generated larger excess profits before the
reform. Since excess profits are persistent, we expect firms with

a higher Formula pre 

Value added in the treatment group to be more “exposed”
to the reform. For these firms, mandated profit-sharing is more
likely to lead to actual profit-sharing. We estimate the following
triple-difference model:33 

Yicst = φT 

( 

Formula pre 

Value added 

) 

i 

.1 { i ∈Treated } .1 { t� 1991 } 

+ φC 

( 

Formula pre 

Value added 

) 

i 

.1 { i ∈Control l } .1 { t� 1991 } 

+ ξT 1 { i ∈Treated } .1 { t� 1991 } + ξC 1 { i ∈Control l } .1 { t� 1991 } 

+ ν

( 

Formula pre 

Value added 

) 

i 

.1 { t� 1991 } 

+ αi + δct + μst + ωicst . (11) 

Equation (11) relies on a weaker identifying assumption than our
main specification ( equation (6) ) since it compares, within each
control and treatment group, firms with high versus low aver-
age pre-reform excess profits. This within-size bucket comparison
further alleviates concerns that our main estimates may capture
some size effects. Table VII reports the estimates for φT and ξT .
These results are also presented graphically in event-study for-
mat in Online Appendix Figure D.17 . The discussion below focuses
on the table, but the graphical evidence conveys the same pat-
tern. Column (1) shows that for firms with negative average ex-
cess profits pre-reform, being in the treatment group increases the
probability of profit-sharing by a significant 17 percentage points,
which represents about half of the overall treatment effect (30 per-
centage points in Table III , Panel C, column (1)). Column (1) also
shows that the treatment effect is significantly larger for firms
with higher average pre-reform excess profits. For a firm with
an average pre-reform formula of about 1.3% of its value added,
33. Note that the specification in equation (11) does not include the interaction 

of 
(

Formula pre 
Value added 

)
i 
× 1 { i ∈Treated } and 

(
Formula pre 
Value added 

)
i 
× 1 { i ∈Control l } because these terms 

are absorbed by the firm fixed effects αi . 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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he probability of sharing profits post-reform almost doubles rel- 
tive to firms with negative pre-reform excess profits. Column (2) 
hows even stronger effects on the amount of profit-sharing paid 

y firms. Columns (1) and (2) thus confirm the premise of this 
riple-difference analysis: treated firms with larger pre-reform ex- 
ess profits are more exposed to the policy. 

Columns (3)–(6) reinforce our main findings on incidence.
hey show that relative to control firms, treated firms with larger 
verage pre-reform excess profits experience a significant increase 

n their total compensation share and a significant decrease in 

heir profit and tax shares. By contrast, columns (3)–(6) do not 
how any significant effect for treated firms with negative aver- 
ge pre-reform excess profits. Columns (7) and (8) further sup- 
ort the findings from Section V.D and reveal no significant ef- 
ects on investment or TFP, even for treated firms more heavily ex- 
osed to the reform. Online Appendix Table D.8 estimates a simi- 
ar triple-difference equation but replaces the continuous variable 

Formula pre 

Value added 

)
with a dummy variable equal to one if 

(
Formula pre 

Value added 

)
s above its in-sample median value. The results are qualitatively 

imilar. 

.F. Avoidance 

Because profit-sharing entails a net cost for firm owners, we 

ight expect firms to attempt to avoid it. Avoidance can occur 
long two main dimensions: the extensive and the intensive mar- 
ins. 

First, consistent with our economic framework, we find evi- 
ence of avoidance at the extensive margin. All things equal, firms 
refer not to share profits. As discussed in Section IV , firms re- 
uced their employment below the regulatory threshold (100 em- 
loyees) before 1991 so that they were no longer mandated to 

hare profits. Figure VII shows that this is also the case around 

he 50-employee threshold, after the reform. This figure plots the 

robability that the firm’s employment in t + 1 is strictly below the 

0-employee cutoff as a function of employment in year t . Panel A 

ocuses on the period around the reform. The gray diamonds cor- 
espond to t = 1989, so t + 1 is the last year before the reform.
he dark circles correspond to t = 1990, so firms with more than 

0 employees in t + 1 now have to share profits. Firms around 

he 50-employee threshold (i.e., between 46 and 57 employees) be- 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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(A) Treatment: 1989 vs. 1990
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(B) Placebo: 1988 vs. 1989
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FIGURE VII 

Crossing the 50 Employee Threshold 

This figure shows the average probability that a firm’s employment in year t + 1 
is strictly lower than 50, by employment counts in t . The sample period is 1989 and 
1990 (Panel A) and 1988 and 1989 (Panel B). The vertical bars are 95% confidence 
intervals. 
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come significantly more likely to either go below or remain below
the threshold once the regulation starts to kick in at 50 employ-
ees. There is thus evidence of significant avoidance of the profit-
sharing regulation at the extensive margin. It remains, however, a
“local” phenomenon: there is no significant increase in the proba-
bility of going below/remaining below the threshold for firms with
more than 57 employees or fewer than 45 employees. Panel B
reproduces this exercise on the pretreatment period and, as ex-
pected, finds no effect of this alternative “placebo” treatment. The
absence of an effect in 1988 and 1989 also suggests little anticipa-
tion by firms prior to the reform.34 

Second, we find no evidence of avoidance at the intensive mar-
gin, that is, firms intentionally reducing excess profits. Although
this empirical result may appear surprising, it is consistent with
our economic framework, which predicts limited distortions con-
ditional on being subject to profit-sharing (provided the cost of
equity is not far from 5%). It may also reflect that workers have
strong incentives to monitor profit reporting, since any diversion
of cash flows in this context directly reduces their total compensa-
34. It is worth mentioning that there was already significant bunching around 
the 50-employee threshold before the 1990 reform due to other regulations (see 
Garicano, Lelarge, and Van Reenen 2016 ; Aghion, Bergeaud, and Van Reenen 

2021 ). This implies a large drop in the probability of having fewer than 50 employ- 
ees in t + 1 for firms of size 50 versus 49, both before and after the implementation 

of mandatory profit-sharing. 

026
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(A) Formula
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FIGURE VIII 

Profit-Sharing Formula, by Treatment Status 

Panel A provides the average formula to value added ratio for firms over time by 
treatment status. Panel B shows the probability that the formula is positive (i.e., 
firms have excess profits) by year and treatment status. “Formula” corresponds to 
the regulatory formula used to compute the total dollar amount to be shared with 

employees ( equation (1) ). Treated firms have 55–85 employees in 1989 and 1990 
(dark solid dots). Control ( > 100) are firms with 120–300 employees in 1989 and 
1990 (dotted dark gray crosses). Control ( < 50) are firms with 35–45 employees in 

1989 and 1990 (dashed light gray diamonds). 
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ion (see the discussion in Section II.C ). Figure VIII , Panel A plots 
he average realized (reconstructed) regulatory formula as a share 

f value added for firms in each group. If firms engage in avoid- 
nce, we would expect a significant decline in the regulatory for- 
ula for treated firms after 1991. Instead, the evolution is similar 

cross groups over time. Panel B shows the evolution (normalized 

n levels to zero in 1990) of the probability that the regulatory for- 
ula is positive (and thus that firms are required to share some of 

heir profits). Consistent with Panel A, we do not see any evidence 

f changes suggestive of avoidance. Online Appendix Table D.9 

onfirms these results using our regression framework. Overall,
ur analysis indicates that entrepreneurs did not evade the regu- 
ation by reducing or underreporting excess profits. Instead, avoid- 
nce appears confined to the extensive margin, with firms remain- 
ng just below the regulatory thresholds. 

VI. EMPLOYEE-LEVEL EVIDENCE 

I.A. Effects of Profit-Sharing on Employee-Level Wages 

In the last part of the article, we exploit worker-level data to 

nvestigate how mandated profit-sharing affects workers of differ- 

art/qjag022_f8.eps
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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ent skills. We start by reproducing our estimates of the effect of the
regulation on employees’ compensation using worker-level data. 

The matched employer-employee data do not report the
amount of profit-sharing received by individual workers, so we
impute it. We merge employee-level data with accounting data
(which report aggregate profit-sharing). We assume that individ-
ual profit-sharing is paid proportionally to the employee’s wage
up to a cap determined by law. Formally, we use the following for-
mula: 

Profit-sharing to employee i in firm j 

= min 

( 

min 

( 

wage i 

wage bill j 
,

cap 1 

wage bill j 

) 

× RSP j , cap 2 

) 

. 

The firm’s wage bill and employee’s wage are reported in
the DADS; the total amount of profit-sharing paid to employees
(RSP j ) is reported in the tax file. The formula above accounts for
the facts that (i) the share of profit-sharing that accrues to any
given employee is capped by the law (cap 1 ), and (ii) the total euro
amount of profit-sharing an employee can earn in a given year is
also capped (cap 2 ). 

Our imputation method is justified by the practice of profit-
sharing, which, most of the time, is paid in proportion to wages
( DARES 2008 ).35 We statistically verify that our imputation
method is sensible using employee-level data on profit-sharing
payouts for 2005. The ECMOSS survey provides employee-level
information on wages and profit-sharing payouts for 94,948 em-
ployees in 8,820 firms. In Online Appendix Figure D.18 , we show
the regression result of the individual profit-sharing-to-wage ratio
on the firm-level total profit-sharing payouts-to-total wages ratio
(what we use for imputation). We restrict ourselves to firms with
more than 50 employees with at least 12 employees observed in
the survey. We find a slope coefficient of one and an R2 of 85%,
vindicating our imputation method. 

Using this imputation, Table VIII replicates the firm-level in-
cidence analysis of Section V with employee-level data, allowing
us to control for worker characteristics. We begin with the firm
35. In 2008, 37% of employees received profit-sharing proportionally to their 
wage, 5% proportionally to their tenure in the firm, and 3% uniformly; finally 54% 

of employees received profit-sharing based on a formula including mostly a pro- 
portional component. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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sample from Section V and use the same treatment assignment:
treated if firm employment was 55–85 in both 1989 and 1990;
small control group if 35–45; and large control group if 120–300.
We merge this sample with the employer-employee data set, which
provides wages and characteristics for a 4% random sample of
each firm’s employees. Finally, we estimate the following intent
to treat equation using OLS: 

Yjicst = αi + φ j + ζXjt + δct + μst + βT 1 { i ∈Treated } × 1 { t� 1991 } 

+ βC 1 { i ∈Control } × 1 { t� 1991 } + εicst . (12) 

j indexes employees, i the firm they work for, c the county where
they are employed, s the industry of their establishment and t the
year of observation. In columns (1) and (5), we include αi (firm fixed
effects), δct (county-by-year fixed effects), and μst (industry-by-year
fixed effects). In columns (2) and (6), we add employee-level con-
trols Xjt : gender, age, age 

2 , tenure, tenure 

2 , experience, experi-
ence 

2 , and the employee’s two-digit occupation code. In columns
(3) and (7), we include employee fixed effects φ j but do not include
employee-level controls. Columns (4) and (8) include all controls.
Columns (1)–(4) use log daily gross wage as the dependent vari-
able; columns (5)–(8) use log daily total compensation (the sum of
gross wage and profit-sharing). 

Consistent with the firm-level analysis, we find a null effect on
daily gross wages and a positive, statistically significant effect on
total compensation in all four specifications. Relative to the large
control group, employees working for firms in the treatment group
experience an increase in their total compensation of about 1.3%
to 1.5%, depending on the control variables included. The effect is
smaller and less precisely estimated when estimated against the
small control group (about 0.7%–0.8%). We therefore confirm with
employee-level data that the wage incidence of mandated profit-
sharing is, on average, zero. 

Interestingly, estimates with and without individual-level
controls tend to be very similar. Online Appendix Table D.10 dis-
plays the evolution of workers’ characteristics, such as age, expe-
rience, and occupation, for the three groups of firms. Overall, we
do not find evidence of a change in workers’ observable charac-
teristics in firms sharing their profits after the reform. We con-
clude that the increase in workers’ total compensation found in
Section V is not the result of a change in workforce composi-

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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ion. This confirms that profit-sharing had little incidence on base 

ages. 

I.B. Profit-Sharing and Employee Risk Exposure 

One potential explanation for our finding that mandatory 

rofit-sharing does not affect wages is that profit-sharing might 
ave low value for risk-averse workers. However, the data sug- 
est this explanation is unlikely: Profit-sharing introduces little 

dditional risk to workers’ total compensation. To assess this more 

ormally, we proceed in two steps. 
First, we examine the extent to which profit-sharing con- 

ributes to labor income volatility over time. We construct a panel 
f workers employed in large firms (more than 100 employees) 
n 1989, who were thus exposed to mandatory profit-sharing. We 

stimate that the standard deviation of the growth of total com- 
ensation is, on average, 3.2% higher than for wages. This mod- 
st increase in volatility reflects two factors. First, profit-sharing 

epresents a small fraction of total compensation—around 4% 

n average—so even if profits are significantly more volatile 

han wages, it has limited impact on overall income risk. Sec- 
nd, profit-sharing is persistent over time: as shown in Online 

ppendix Figure D.16 , 80% of firms with excess profits in year 
 − 1 also report excess profits in year t. 

Second, we assess how much workers actually value profit- 
haring. Because our regressions use log compensation as the de- 
endent variable and find a positive effect of mandatory profit- 
haring, the results imply a utility gain for workers under a stan- 
ard constant relative risk aversion (CRRA) utility function with 

elative risk aversion (RRA) of one. In this case, log compensation 

irectly maps to utility, so the increase in expected income out- 
eighs the added risk. To quantify this, we estimate the average 

ertainty equivalent of mandated profit-sharing in our sample, as- 
uming a CRRA utility function. Online Appendix C describes the 

ethodology, and Online Appendix Table D.11 reports the ratio of 
he estimated certainty equivalent to the actual average amount 
f profit-sharing received by workers, across different values of 
elative risk aversion. In a simple log specification (RRA = 1), 1 

uro of profit-sharing is worth 89 cents. Said differently, workers 
ould be ready to pay 11 cents per euro of profit-sharing to elim- 

nate risk. Even under a high RRA of five, the value remains sub- 
tantial: 1 euro of profit-sharing is still worth 62 cents. 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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Overall, these results suggest that the additional risk intro-
duced by profit-sharing is modest and does not materially reduce
its value to workers. This reinforces our conclusion that risk con-
siderations cannot explain the lack of wage incidence from manda-
tory profit-sharing. 

VI.C. Heterogeneity Analysis 

Another interpretation for the low incidence of mandated
profit-sharing on wages is that firms might have a hard time re-
ducing wages (or slowing down their increase). This is especially
relevant in France, where the minimum wage is high and binding
and about 98% of workers are covered by collective agreements
( OECD and AIAS 2021 ). These institutions considerably limit the
ability of firms to reduce wages or wage growth for low- and
middle-skill workers ( Avouyi-Dovi, Fougère, and Gautier 2013 ;
Fougère, Gautier, and Roux 2018 ; Gautier, Roux, and Castillo
2022 ). At the same time, there is more flexibility for high-skill
white collars (the “cadres”).36 To test this hypothesis, we compare
how higher- and lower-skill workers are affected by mandated
profit-sharing.37 

We split employees into three categories based on their oc-
cupation, available in the employer-employee data: (i) lower skill
(clerks and blue-collar workers), our reference group; (ii) interme-
diate skill (supervisor or skilled technicians); and (iii) high skill
(managers, engineers, and executives). We augment equation (12)
by interacting the Treatment and Post dummies with the High
Skill and Intermediate Skill dummies. Table IX reports the base-
line treatment effect (Treatment × Post) and the triple interac-
tions. Columns (1) and (4) reproduce the average results for the
entire workforce (and are thus identical to Table VIII , columns
(1) and (5)). In columns (2) and (4), we estimate the effect by
skill group using only firm, industry-year, and county-year fixed
effects. In columns (3) and (6), we add time-varying employee-
36. Contrary to other workers, the “cadres” are not paid by the hour. They 
typically have more autonomy and responsibility in their work. As a result, there 
is more flexibility in their compensation. 

37. We use occupations, rather than alternative measures based on wages, for 
two main reasons. First, occupations in France are hierarchical and persistent over 
time, providing a good proxy for wages without relying directly on the outcome of 
interest. Second, collective agreements rely heavily on occupations, rather than 

wages, to determine wage floors. 

m
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evel controls (gender, age, age 

2 , tenure, tenure 

2 , experience, ex- 
erience 

2 ).38 

Table IX shows that mandated profit-sharing does not in- 
rease the total compensation of high-skill workers. Relative to 

ower-skill workers in large control firms, the base wage of high- 
kill workers in treated firms decreases significantly by 2.5% once 

heir employers become subject to profit-sharing requirements 
Panel C, columns (2) and (3)). Estimates using small control firms 
re less precise but yield effects of similar magnitude. Overall,
oth control groups yield estimates of similar magnitude.39 

As a result of this adjustment to their base wage, the to- 
al compensation of high-skill workers in treated firms does not 
ncrease following the introduction of mandatory profit-sharing 

columns (5) and (6)). In contrast, we find that the increase in total 
ompensation induced by mandated profit-sharing is concentrated 

mong low- and intermediate-skill workers. 
The estimates in Table IX correspond to intent-to-treat ef- 

ects. We report 2SLS estimates (i.e., estimates of the effect of 
rofit-sharing instrumented by our policy shock) in Table X . To 

enchmark our results, we report in columns (1) and (4) OLS esti- 
ates of profit-sharing on average wages and total compensation.
his specification corresponds to standard cross-sectional regres- 
ions implemented in the literature on profit-sharing. Columns 
2) and (5) present LATE estimates for the whole population (ir- 
espective of skills). Profit-sharing does not affect wages, but in- 
reases total compensation by a highly significant 3.5%. 

We finally explore the LATE estimates by skill level in 

olumns (3) and (6). We find that the response of wages to profit- 
38. We control for a rich set of covariates to account for individual heterogene- 
ty instead of using a worker fixed effect. Given the somewhat limited size of the 
ample, there are relatively few moves across firms, making it difficult to estimate 
 standard two-way fixed effects model. Keeping this caveat in mind, including a 
orker fixed effect yields qualitatively similar results, albeit estimated with less 
recision. 

39. Interestingly, Fuest, Peichl, and Siegloch (2018) find that wages respond 
ignificantly to the corporate income tax in Germany, whereas our empirical anal- 
sis finds no incidence of profit-sharing on wages. Although these results may ap- 
ear contradictory, they likely reflect the differences in labor market institutions 
etween the countries. Wage rigidity is pervasive in the French labor market (see 
autier, Roux, and Castillo 2022 or Fougère, Gautier, and Roux 2018 ), which is also 

haracterized by a high binding minimum wage. In France, the share of workers 
overed by collective agreements exceeds 95%, whereas it is approximately 50% in 

ermany (OECD economic indicators). 
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haring is negative for high-skill workers but zero for lower-skill 
nes. As a result, the effect on total compensation is strongly 

ositive for low- and medium-skill workers but not statistically 

ifferent from zero for the average high-skill worker. In Online 

ppendix Table D.12 , we explore robustness of this finding using 

 continuous transformation of profit-sharing instead of a dummy 

we use a square root transformation to accommodate zeros). This 
lternative specification provides qualitatively similar results. 

Overall, the results in this section depict a consistent pic- 
ure: (i) on average, workers’ base wages remain unchanged when 

heir firm becomes subject to mandatory profit-sharing; (ii) total 
ompensation increases; (iii) the resulting increase in earnings 
olatility is small; and (iv) these effects are concentrated among 

ow- and medium-skill workers, while higher-skill workers ben- 
fit significantly less from mandated profit-sharing. One possi- 
le interpretation is that wage rigidity at the lower end of the 

kill distribution limits firms’ ability to substitute between wages 
nd profit-sharing, making the French mandatory profit-sharing 

cheme more progressive within firms. 

VII. CONCLUSION 

This article evaluates the economic effects of a large man- 
ated profit-sharing scheme in France on workers and firms. This 
cheme requires all firms above a certain size threshold to pay 

bout one-fourth of their excess profits (net income in excess of 5% 

f book equity) to their employees, proportionally to their wages.
e identify the effects of the scheme by exploiting a 1990 reform 

hat reduced the requirement threshold from 100 employees to 

0 employees. Our empirical analysis uncovers several important 
ndings. 

At the firm level, we find that the total compensation share 

wage bill plus profit-sharing over value added) increases by about 
.8 percentage points and that more than three fourths of this in- 
rease in labor cost is borne by firm owners through reduced prof- 
ts. This increase in total compensation at the firm level conceals 
ome heterogeneity. Using worker-level data, we show that high- 
kill workers (managers, engineers, and executives) do experience 

 reduction in fixed wages that matches the average profit-sharing 

hey receive through the scheme. In contrast, lower-skill workers 
ully benefit from firms’ requirement to share profits with no inci- 
ence on their base wage. A possible interpretation is that lower- 

https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
https://academic.oup.com/qje/article-lookup/doi/10.1093/qje/qjag022#supplementary-data
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skill workers’ wages exhibit significant rigidity, which is especially
plausible in an economy with extended collective agreements and
a binding minimum wage. Overall, mandated profit-sharing, de-
spite its tax advantages, represents a net cost for firm owners,
a finding we confirm by showing significant bunching below the
100-employee threshold before 1991. 

We also exploit this setting to analyze the real effects of
profit-sharing. We find that, despite its large magnitude for firm
owners—about 10.5% of pretax income for firms with positive ex-
cess profits—mandated profit-sharing has a very limited effect on
firms’ productivity and investment. Overall, our analysis suggests
that mandated profit-sharing is essentially a redistributive tool,
which acts as a non-distortive tax on owners directly paid to em-
ployees, particularly lower-skilled ones, in the same firms. 

SUPPLEMENTARY MATERIAL 

An Online Appendix for this article can be found at The
Quarterly Journal of Economics online. 

DATA AVAILABILITY 

The data and code underlying this article is available in
Nimier-David, Sraer, and Thesmar (2026) , in the Harvard Data-
verse, https:// doi.org/ 10.7910/ DVN/ 7C8MVB . 
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