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The greatest opposition to privatizing a firm usually comes from the
firm’s own workers, fearful of wage cuts and job losses. The fears are
consistent with standard economic analyses of privatization, whereby new
private owners reduce costs in response to harder budget constraints and
stronger profit-related incentives [1]. Discussions ofthis “efficiency effect”
of privatization, however, implicitly assume that the firm’s output remains
constant or at least does not increase. But lower costs may increase the
firm’s market share as well as total quantity demanded for the industry.
Moreover, the new private owners may be more entreprencurial in
marketing, innovation, and entering new markets [2]. In such cases, the
firm’s output may tend to rise, and ifthis “scale effect” dominates then
privatization could cause a net employment rise.

The implications of privatization for wages are also ambiguous. New
owners may reduce wages as part ofa general cost-cutting policy, and they
may expropriate workers’ rents, similar to a hostile takeover [3]. On the
other hand, ifthe firm expands, it may have to o ffer higher wages to attract
new workers. New private owners may also be more likely to adopt skill-
biased technologies, resulting in a compositional shifi toward higher-paid
workers. Privatized firms are freer to use incentive pay, which could raise
wages if for example, some form ofefficiency wages would reduce quits or
enhance effort. Wages may also rise if privatization permits the firm to
exercise market power and rents are shared with workers. Depending on the
relative strength ofthese factors, wages may either rise or fall as a result of
privatization.

Not only does theoretical analysis fail to provide definitive
predictions on the wage and employment effects of privatization, but also
the existing empirical evidence is quite scant.

Research has been hampered by small sample sizes, short time
series, and the difficult problem ofdefining a comparison group of firms. In
the first study of effects of privatization on employment and wages, for
example, Haskel and Szymanski [4] analyze 14 British publicly owned
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companies, of which only four were actually privatized (the others
experienced liberalization).

Kikeri [5] summarizes a number of case studies, mostly carried out
by the World Bank, of privatization effects on labor in several developing
economies. The largest sample in the existing literature is found in La Porta
and Lopez-de-Silanes’ [6] analysis of 170 privatized firms in Mexico,
although the post-privatization information is limited to a single year. Other
studies have sometimes included employment as a possible indicator of firm
performance, but only one also examines wages.

Overall, the results from this previous research are inconclusive,
containing both negative and positive estimates.

In this paper, we undertake an empirical analysis of the effects of
privatization on the wage bill, employment, and wage rates of firms in
Hungary, Romania, Russia, and Ukraine — where thousands of businesses
were privatized in a relatively short period of time during the 1990s. These
four countries span the range of transition economies in terms of
evaluations of their reforms, with Hungary considered one of the most
success ful, Russia and Ukraine among the least successful, and Romania
somewhere in the middle.

Our basic aim in this paper is to provide robust estimates of the wage
bill, employment, and wage effects of privatization using much larger and
longer panels than were available to earlier researchers, but we also exploit
the advantages of our data in several ways. The first concerns the relative
effects of foreign and domestic ownership. Workers appear to fear foreign
much more than domestic investors, but there is little evidence whether this
perception is warranted. Second, we investigate the dynamics of
employment and wages before and afier privatization. Estimates

of pre-privatization effects are useful for taking into account possible
biases in the selection of firms to be privatized and for assessing the extent
to which anticipation of privatization may affect employment and wage
determination; indeed, some previous studies [7] find that employment
tends to decline in firms awaiting privatization. The post-privatization
dynamics shed light on the speed of the changes and the long-term
consequences experienced by employees.

Finally, we apply econometric methods developed for dealing with
selection bias in labor market program evaluations. The long time series in
our firm-level data permit us to estimate regression models including not
only firm fixed effects but also firm-specific time trends, sometimes
referred to as “random trend models.”

Applied to the privatization context, these models control not only
for fixed differences among firms but also differing trend productivity
growth rates that may affect the probability of privatization and whether the
new owners are domestic or foreign investors. We compare alternative
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estimators using several specification tests, including the Heckman-Hotz [8]
“pre-program” test which measures selection bias under an estimator as the
difference in the dependent variable prior to treatment between the treated
and comparison groups. In the privatization context, this test must be
evaluated before the privatization year to avoid possible contamination
through anticipatory effects.

This paper has analyzed the effects ofprivatization on the wage bill,
employment, and wages using comprehensive data on manu facturing firms
in four economies, with long time series of annual observations both before
and affer privatization.

The data contain comparable measurement concepts for the key
variables, and we have applied consistent econometric methods to obtain
comparabl e estimates across countries. The analysis is subject to a number
of caveats we have discussed, including possibilities of measurement error,
incomplete longitudinal links, function misspecification, and remaining
simultaneity bias. To grapple with these issues, we have made great efforts
to clean the data and improve the longitudinal links, investigated a variety
of estimation and measurement methods, and have carried out extensions to
the basic analysis that shed light on the gravity of the potential problems.
While the caveats should be borne in mind when considering our findings,
we believe that the results nonetheless provide important new evidence on
the impact of privatization.

Contrary to the aggregate correlations between privatization and the
wage bill, and the expectations of workers and many specialists, our firm-
level regression results show a clear negative effect of privatization on
workers only in Russian domestic privatization, and the effect even there is
quite small. This demonstrates the danger ofdrawing conclusions about the
effects of particular reforms using only aggregated data, especially when
multiple economic changes take place at the same time.

At the beginning of'the privatization process, workers feared foreign
privatization most of all, assuming that new foreign owners would
implement massive layoffs and wage cuts in their efforts to enhance
efficiency. What has actually happened, however, is that privatization to
foreign owners produced positive wage bill gains, at least compared to
unprivatized and domestically privatized firms. They achieved this by
having expanded scale to an even greater extent, than cutting employment
cost for efficiency reasons, producing an overall increase in demand for
labor. Regarding domestic ownership, the patterns in Hungary and Romania
are quite different from those in Russia and Ukraine. The former have
substantially enhanced efficiency, if not quite as much as their foreign
counterparts, while the latter have not. The overall effect on workers has
been similar in all four countries, however, due to a compensating increase
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in scale in Hungarian and Romanian domestically-privatized firms and no
change in Russia and Ukraine.

Some economists theorized that managers would begin cutting
employment and wages in anticipation of privatization in order to enhance
their reputation as profit maximizers, and a few previous studies have found
patterns consistent with this story. The evidence presented here, however,
shows that workers tended to enjoy positive effects even in the year or two
leading up to privatization.

Though the average effects on workers tend to be negligible or
positive, worker opposition could still be justified if privatization reduces
employment or wage security. No such evidence is found in Hungary or
Romania. In fact, foreign privatization in those countries unambiguously
improves worker welfare, not only increasing the average level, but also
reducing downside risk. In Russia and Ukraine, though, privatization
reduces security.

These cross-country and domestic vs. foreign patterns suggest that
the tradeo ff between efficiency enhancement and worker wel fare assumed
by Aghion and Blanchard (1998) and others is questionable: efficiency-
enhancing owners appear to be good for workers. Greater efficiency helps
firms gain market share and reduces the likelihood of severe distress or exit,
hence raising labor demand. Their workers’ wages and employment
prospects improve as a result, both on average and through minimization of
downside risk.
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OBJIAYHBI ®PEHOMEH OH-JIAMH-BYXTAJITEPUA

O.H. Pwi16un, kaun. ¢us.-Mar. HayK, JOIL.
JL.B. I'mpunoBa, accucr.

Ha nanHoMm srane pa3BUTUS WH(OPMALMOHHBIX W KOMIIbIOT €PHBIX
TEXHOJIOT Mi CJI0K HO NpEZi CTaBHUTh cebe 6ecnepeboitHoe
(YHKIIO HIPOBAaHHE COBPEMEHHOTO OM3Heca ©0€3 COOTBETCTBYIOLIErO
nporpaMmMHoOro obecriedeHus. Peur mzer, B nepBylo ouepeb, O PasIMIHBIX
OyxranTepckux  aBTOMaTM3MpoBaHHBIX  cucremMax (AC).  IlepBeie
Oyxranrepckre AC cTamm HacTOSIIMM CHAaCeHHEM H UII OM3HEeca, W LI
TeX, KTO 3aHMMaeTcs ero yueroM. CHauana HOSIBUWINCh MPOCTBIE CHCTEMbI
JUIsl HECHIOKHBIX oOllepanuil. BrocnencTsuy, pasBUTHE KOMIIbIOTEP HOM
TEXHHUKH TOITOJIKHYJIO pa3paboTdukoB mporpammuoro oodecneuerus (I10)
K CO3JIaHHMIO II00 AIbHBIX aBTOMATU3UPOBAHHBIX CUCTEM YyYeTa.

CoBpemennoe Oyxrantepckoe IO mo3Bosser HE TONBKO XPaHUTHh
HeoOXoquMyr0 MHG(OpMalMIo B  CIPYKTYPHPOBAaHHOM BHAE, HO H
ABTOMATHYECKH CO3/aBarh IO Hed Oyxramrepckue oTdersl. Ha
CErOJHAIIHUN AEHb CYIIECTBY €T MHOKECTBO MOAOOHBIX MPOTpamMM, B TOM
YHCI€ JOCTATOYHO Y3KOCIEHATN3UPOBAHHBIX, HANPHMEpP, IPOTPaMMBI,
MO3BOJISIOIIME COCTABJISATH CMETHI M0 KOHKPETHOMY BHJy NESTEIbHOCTH B
KOHKpeTHO# otpaciu. B crpanax CHI' cambIiM momynsipHbIM SIBIISET CS
nmaker "1C: Byxrantepus". Hcnonb3yrorcs U Apyrue MeHee MNOIyJspHbIE
nakers!, Hanpumep, «bOCC» n «BOCT», mporpammer « Mado-Byxramrep»
n «Typ6o-byxrantep». D¢dexTBHOE BemeHHE ydYera B TaKHMX «Mera-
mporpammax» TpedyeT mpo (ec CHo HATbHBIX HaBBIKOB B [T -Oyxrantepuu.

Pa3ButHe Manoro O6m3Heca BBI3BaO pe3kuil crpoc Ha [10, xoTopoe
peuiacT JOKAJIbHBIC 3a1a4u. Ctanu MosiBJISATHCS IporpaMmbl JIjI4 MaJioro
OmzHeca —  y3KompowibHBIE, C  XOpOWIMM  (by HKIMOH &JIbHBIMU
BO3MOXKHOCTAMU. CpeayM HHMX OJHHM TpeIHAa3HAYEHbl Ui IOJTrOTOBKH
OTYETOB, JPyTHE — IS UX CAauu. YKpanHa XOTb M 1IUIa B (hapBaTepe 3TOro
mpolecca, HO ToOpagoBajla II0JIb30Barelied CBOMMH  COOCTBEHHBIMH
anexTpoHHEIMA HOBarusimu OPZ, M.E. Jloc, Murmncodr, 1C:Toproems mmt
UIl, Apr3Bur.

Hoctwkenuss kommannii Apple u Microsoff B o6mactu IT-
WHAYCTPUM TPUBEIM K TOSBJICHWIO TEXHOJOTW HOBOTO YPOBHS —
00JIaYHBIX TEXHOJIOT Ui MK SaaS TEeXHOJIO THi.
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