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Non-technical Summary

Foreign Direct Investment (FDI) is likely to be one of the key channels of economic
development for the post-communist economies of Central Europe. Foreign-owned
companies are consistently more productive than domestically owned firms. Taking the
productivity advantage of FDI as a given, a large literature therefore studies its indirect
impacts on domestic companies -- productivity spillovers within and across industries.
However, there is less work available measuring the direct causal productivity effects of
foreign takeovers of domestic companies, even though such measurements are important for
evaluating the benefits of greenfield vs. brownfield FDI support and for understanding the
nature of FDI flows. Although there is a large literature studying the effects of early-transition
privatization in post-communist economies, large FDI inflows into these economies often
started only after the mass privatization programs were completed. The Czech Republic is a
case in point as it received a massive inflow of foreign capital only after 1997.

In this paper, we therefore assess the effects of over three hundred cases of foreign takeovers
observed in a sample of Czech firms between 1997 and 2005. Unlike most of the work on
foreign takeovers, we analyze not only manufacturing companies, but also the service sector.
We contrast the takeover effects across not only the services/manufacturing divide, but also
across the groups of exporting and non-exporting manufacturing industries as these are likely
to differ in terms of the strategies that multinationals use when entering a given sector. While
acquiring a domestic company in a non-exporting sector eliminates a potential domestic
competitor, acquiring a local company in an internationally competitive industry is more
likely to be motivated mainly by high domestic-company performance and may therefore lead
to smaller takeover productivity improvements. Further, we study not only the productivity
effects of ownership changes, but also the effects on workers. Specifically, we ask whether
foreign takeovers affect the wage bill of the company, i.e., the total earnings of employees.

A fundamental problem with the identification of these causal effects is that multinational
companies are likely to select the best domestic firms as acquisition targets. To solve it, we
apply the matched difference-in-differences approach to our sample of Czech manufacturing
and service firms, effectively comparing the change in performance of companies taken over
by foreign investors between the moment of acquisition and one to three years later with the
corresponding change in performance of matched domestic companies.

Using several performance indicators, we find the impact of foreign investors on domestic
acquisitions to vary across types of target industries. Based on data covering the experience of
Czech firms around the moment of the Czech Republic's entry into the EU, we uncover
significant effects of foreign takeovers only in the non-exporting manufacturing sector,
consistent with the argument that firms in exporting manufacturing industries successfully
face direct international competition and do not need to be "disciplined' by foreign owners.



Non-technical Summary

Priame zahranicné investicie (PZI) su pravdepodobne jednym 2z hlavnych kanalov
hospodarskeho rozvoja post-komunistickych ekonomik strednej Eurdpy. Podniky so
zahrani¢nym vlastnikom st produktivnejSie nez domace firmy. Mnoho Studii, vychadzajic z
predpokladu vyssej produktivity priamych zahrani¢nych investicii preto skima ich nepriame
vplyvy na domace firmy - spillovers v ramci a naprie¢ sektormi. AvSak $tadii zaoberajicich
sa priamymi pri¢innymi vplyvmi zahrani¢nych akvizicii domacich firiem je menej, hoci tieto
st dolezité pre posudenie vyhod podpory greenfields oproti brownfields a pre pochopenie
charakteru tokov priamych zahrani¢nych investicii. Aj ked velkd cast' literatury sktima
ucinky privatizacie v zaciatkoch transformacie post-komunistickych ekonomik, hlavny priliv
priamych zahrani¢nych investicii do tychto ekonomik sa Casto zacal az po ukonceni masove;j
privatizacie. Ceska republika je dobrym prikladom, pretoze masivny priliv zahrani¢ného
kapitalu tu nastal az po roku 1997.

V tomto ¢lanku preto skiimame vplyv viac nez tristo pripadov zahrani¢nych akvizicii na
vzorke Ceskych firiem v rokoch 1997 a 2005. Na rozdiel od vacSiny prac tykajacich sa
zahrani¢nych akvizicii my analyzujeme nielen vyrobné podniky, ale aj sektor sluzieb. Navyse,
popri konfrontacii vyrobného sektoru a sektoru sluzieb sa sustredime aj na rozliSenie
podsektorov v ramci vyrobného odvetvia podla orienticie na domadci a zahrani¢ny trh,
nakol’ko je pravdepodobné, Ze tieto sa liSia z hladiska stratégii nadnarodnych spolocnosti,
ktoré sa maju pouzit pri vstupe do dané¢ho podsektoru. Kym ziskanie tuzemskej spolo¢nosti v
neexportujicom odvetvi eliminuje potencial domdceho konkurenta, ziskanie lokalnej
spolo¢nosti v medzindrodne konkurencie schopnom odvetvi je pravdepodobne motivované
predovsetkym jej vysokou vykonnostou, a moze preto Casto viest' iba k mensiemu zlepSeniu
produktivity. Dalej sme $tudovali aj Gi¢inok vlastnickych zmien na zamestnancov. Konkrétne
nas zaujima, ¢i prichod zahrani¢ného vlastnika ovplyvituje mzdové naklady spoloc¢nosti, t.j.
celkové prijmy zamestnancov.

Zasadny problém s identifikaciou tychto kauzalnych ucinkov je, Ze nadndrodné spolocnosti
maju tendenciu si vyberat’ ako akvizi¢né ciele najma najlepSie domace firmy. Na jeho rieSenie
aplikujeme metodu matched difference-in-differences, ucinne porovnavajlicu zmeny v
produktivite firiem prevzatych zahranicnymi investormi, medzi okamihom nadobudnutia
aobdobim jeden az tri roky neskor, oproti zodpovedajicim zmenam v produktivite
sparovanych domacich spolo¢nosti.

Pomocou niekol’kych ukazovatel'ov vykonnosti mozeme vyhlasit, ze vplyv zahrani¢nych
investorov na domace akvizicie sa moézu lisit’ v roznych typoch cielovych odvetvi. Na zaklade
tidajov tykajucich sa sktsenosti ¢eskych firiem v obdobi vstupu do EU sme odhalili, Ze
vyznamny vplyv je najmé v neexportujucich odvetviach spracovatel'ského priemyslu, ¢o je v
sulade s argumentom, Ze podniky z exportujucich sektorov spracovatel'ského priemyslu
dokazu aj sami uspesne Celit’ priamej medzinarodnej konkurencii a nemusia byt usmernené
zahrani¢nymi vlastnikmi.



