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This paper investigates the employment effects of foreign acquisitions in acquired firms in
Swedish manufacturing during the 1990s; a period characterized by a dramatic increase in
foreign ownership. We find some evidence of positive employment effects in acquired firms
and it seems that the employment of skilled labor increases more than that of less-skilled labor.
Our results indicate that the positive employment effects are more pronounced in acquired
non-MNEs than in Swedish MNEs. Furthermore, we observe shifts in skill intensities toward
higher shares of skilled labor in non-MNEs taken over by foreign MNEs, but not in acquired
Swedish MNEs.
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1. Introduction

During the last two decades, many countries havewitnessed a dramatic increase in foreign ownershipmainly driven by foreign
acquisition of national firms. In the public debate such a development has given rise to mixed feelings. Some fear that foreign
acquisitions lead to job losses in acquired firms because foreign owners would be less committed to the host economy. Moreover,
multinational enterprises (MNEs) are more footloose owing to their possibilities to relocate production and employment between
their affiliates in different countries.1 Others maintain that foreign acquisitions strengthen the competitiveness of the acquired
firms due to transfers of technology, knowledge and skills from the acquiring foreign MNE which, in turn, improve the
performance in target firms which may involve higher employment.

The purpose of this paper is to contribute to this discussion by carrying out a systematic investigation of the effects of foreign
acquisitions on employment in acquired firms. To this end, we use a panel of Swedish manufacturing firms between 1993 and 2002.
Sweden is an interesting case to study in this context. Ever since 1990s, Sweden has experienced a rapid increase of foreign ownership
mainly through mergers and acquisitions (M&As). Well-known former Swedish owned firms, such as Astra, Pharmacia, Volvo Car and
SaabAutomobile, changed ownership in the 1990s and are nowadays foreign owned. This has entailed that at the beginning of the 2000s,
the employment share in foreign-owned firms in Swedishmanufacturingwas around 40%,whichwas among the highest in OECD.2
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1 See Álvarez and Görg (2009).
2 As compared to 21 other OECD countries in 2002, only Ireland, Luxembourg and Hungary had larger employment shares than Sweden in foreign owned firms

in manufacturing. Moreover, in the service sector, where the prevalence of foreign ownership is generally lower than in manufacturing, the employment share in
foreign owned firms is high in Sweden (Hansson et al., 2007).
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Economic theory on M&A in general does not give any explicit answer to questions related to employment effects in acquired
firms. Theories on M&As originate from the industrial economics (IO) and theories for international trade and foreign direct
investments. The IO literature is mainly limited to national M&As and gives no special attention to foreign acquisitions of national
firms.3 Theories on FDI emphasize comparative advantages, Dunning (1977), Markusen and Venables (1998). A firm needs to
possess ownership advantages, like a better product, a strong brand, or a more efficient production etc. in order to become a
multinational firm. These ownership advantages may then be exploited in affiliates abroad, Caves (1974). According to this theory
increasing presence of FDI in an industry is associatedwithmore advanced technology and an increasing demand for skilled labor.4

The theory on multinational firms doesn't separate between national and foreign MNEs with respect to demand for technology
and skilled labor. The skilled labor demand in a Swedish MNE may have been high pre-acquisition and the motives as well as
effects on employment may be quite different from acquisitions of Swedish non-MNEs. If so, we might expect significant
restructurings of the labor force in acquired non-multinational firms. Separating between foreign acquisition of SwedishMNEs and
Swedish non-MNEs is thus a main contribution to the empirical literature on international M&As.

A number of papers have examined the impact of domestic acquisitions on employment and the results are ambiguous.5 Other,
more recent studies for the UK have focused on employment effects of foreign acquisitions. Girma and Görg (2004) provide some
evidence of reduced employment growth in domestic plants taken over by foreigners in the electronics sector but not in the food
sector. Girma (2005) finds, on average, no impact of foreign acquisitions on employment in acquired domestic firms. Huttunen
(2007) for Finland finds that foreign acquisition has a negative effect on the share of highly educated workers among the plant's
employees. In another study for Finland, Eero and Böckerman (2008) find that cross-border M&As lead to downsizing in
manufacturing employment, whereas the results for the cross-border M&As in nonmanufacturing are weaker.6 For Indonesia
Arnold and Javorcik (2009) and for Italy Piscitello and Rabbiosi (2005) find that foreign direct investments increase productivity,
employment and wages in acquired plants. A closely related strand of literature deals with effects of offshoring on labor demand.
The empirical evidence suggest that there is small but negative effects on labor demand in the home country, see Görg and Hanley
(2005), Andersson and Karpaty (2007).

We extend and improve upon these earlier papers in a number of ways. First, we focus on acquisitions by foreign MNEs and by
using detailed and unique data for Sweden we are able to separate the acquired firms into domestic MNEs and non-MNEs before a
foreign takeover. Hence, we analyze whether the impact of foreign acquisition on employment differs between takeovers of
domestic MNEs and non-MNEs. This is an important dimension to the analysis since the acquisition effect on firm performance, i.e.
employment, may differ whether the target firms are multinationals or not due to their ex-ante different characteristics as
highlighted by, for example Helpman, Melitz, and Yeaple (2004). Second, we use different econometric approaches to evaluate the
causal effect of foreign acquisition on targeted firm's employment and to take account of the potential endogeneity of the
acquisition decision (for example due to “cherry picking”).7 Specifically, we use an extended version of thematched difference-in-
difference (DiD)method suggested by e.g. Blundell and Costas Dias (2000) by in the first step matching, on a yearly basis, the non-
acquired and acquired firms with similar propensity scores and in the next step estimate DiD on the matched sample. This
methodology allows for different vectors of covariates xt in the matching and difference-in-difference estimations.8 As an
alternative estimation strategy we estimate a growth rate model taking account of the potential endogeneity of the acquisition
decision by implementing an instrument variable approach.

To preview our results, we find some evidence of positive employment effects in firms taken over by foreigners. If we, like
Girma and Görg (2004), divide employment into skilled and less-skilled labor, it appears that employment of skilled labor
increases more than employment of less-skilled labor.9 In Girma and Görg (2004), there is a reduction in employment of
unskilled labor, whereas in plants acquired by foreign firms in the electronics industry, the employment of skilled labor is
unaffected.

Finally, we postulate that the impact on employment of foreign ownership differs depending on whether a SwedishMNE or a
non-MNE is taken over. We expect the scope for restructuring and changes in employment to be larger in acquired non-MNEs
than in more productive Swedish MNEs acquired by foreign firms. Moreover, we anticipate larger potentials for technology
transfer from foreign MNEs to acquired non-MNEs than to acquired MNEs. If technological changes are skilled-biased we expect

3 In this literature M&As are either motivated by increasing market power by limiting competition or efficiency gains from different economies of scale. The IO
literature also points at the benefits from centralization to fewer plants in terms of lower administrative overhead costs and a more efficient management,
Carlton and Perloff (1994).

4 See also Ethier (2005).
5 See e.g. Brown and Medoff (1988), Lichtenberg and Siegel (1990), McGuckin and Nguyen (2001) for the US and Conyon, Girma, Thompson, and Wright

(2001) and Conyon, Girma, Thompson, and Wright (2002) for the UK.
6 Brännlund, Nordström, and Svedin (2004) is the only study of which we are aware that examines the effects of foreign ownership on employment using

Swedish data. As a theoretical framework, they utilize a model where trade unions and employers bargain over wages and employment. Their empirical analysis
is based on a panel of around 200 firms in Swedish manufacturing spanning over the period 1980–1994. They find no effect on employment of foreign
ownership.

7 Domestic firms taken over by foreign firms are not randomly acquired, rather their characteristics differ systematically from those of non-acquired firms.
Foreign investors may, for instance, cherry pick firms with good proprieties, such as firms with high productivity and high wages. Biased estimates on the
employment effect will then arise if these characteristics also influence post-acquisition employment trajectories and are not controlled for. The difference-in-
difference estimator, which compares the difference in employment before and after the acquisition of acquired firms with the difference in employment of non-
acquired firms in the same period, allows for the existence of time-invariant factors that affect the selection.

8 Karpaty (2007) uses this extended matched DiD method and he finds a positive effect on productivity in Swedish firms acquired by foreign owners.
9 Our definition of skilled and less-skilled labor is based on educational attainment, whereas in Girma and Görg (2004) non-production workers are supposed

to be skilled and production workers to be unskilled.
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