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The effect  of severance pay on management behavior during a takeover batt le is generally ambi-
guous. Yet , the severance payment  completely rest raining all influence act ivit ies always const i-
t u t es a Ôg o ld en  p arach u t eÕ.  Th e m an ag er  leavin g  o f f i ce st i l l  b en ef i t s f rom  t h e
increase in the merged firmÕs total value. M oreover, given that  managers are compensated
according to an ident ical scheme, the opt imal shareholder policy always entails a corner
solut ion. M anagers w il l  eit her receive no severance pay, or t he payment  w il l  be chosen
such that  t heir influence act ivit ies equal zero. Relat ively st rong incent ive intensit ies and
low synergy gains then imply that offering no severance pay dominates.
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The effect  of severance pay on management behavior during a takeover batt le is generally ambi-
guous. Yet , the severance payment  completely rest raining all influence act ivit ies always const i-
t u t es a Ôg o ld en  p arach u t eÕ.  Th e m an ag er  leavin g  o f f i ce st i l l  b en ef i t s f rom  t h e
increase in the merged firmÕs total value. M oreover, given that  managers are compensated
according to an ident ical scheme, the opt imal shareholder policy always entails a corner
solut ion. M anagers w il l  eit her receive no severance pay, or t he payment  w il l  be chosen
such that  t heir influence act ivit ies equal zero. Relat ively st rong incent ive intensit ies and
low synergy gains then imply that offering no severance pay dominates.
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