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Was mass privatization responsible for the incréasertality in postcommunist societies during
the 1990s? This claim appears in a recent aitictbe British medical journdlancet, and has
been subsequently reported in many newspdpefse article documents a robust correlation
between the extent of privatization and the adwalenmortality rate using country-level data for
about 24 economies of Eastern Europe and the foBueiet Union. A storm of controversy
among defenders and attackers of “shock theraplitipe has ensued. While much of the
discussion is ideological, legitimate questions dan raised about various aspects of the
methodology of the article, including the use oficiwy-level data to study death and ownership
— phenomena that are inherently micro. Relategesgoncern possible confounding effects —
alternative explanations for the correlation —@ligph theLancet analysis does control for a large
number of variables and considers a variety ofssiedl approaches.

What requires more attention is the question okabty: how could changing ownership from
state to private have raised mortality? Tlaecet authors theorize that privatized firms cut
employment, and then refer to the extensive evidancthe negative impact of unemployment
on health to link job loss to mortality. But isetliirst step valid, that is, does privatization
systematically lead to substantial job loss? Thacet article provides no evidence on this
guestion.

In a recent study forthcoming in thl&eonomic Journal | have written with David Brown and
Almos Telegdy, we find that the answer is a clea.” Our analysis is not at the country level,
as in theLancet article. The problem with such aggregated dathas a variety of confounding
influences may explain the results — just the sbissues that have heated up the blogosphere,
but that may never be resolved simply because ¢hapot be measured. Instead, our analysis
uses data on nearly every manufacturing firm iribérirom the socialist period in four major
transition economies: Hungary, Romania, Russid, dkraine. The firm is the level at which
decisions on employment are made, and with our detadirectly observe ownership,
employment, and many other variables. Equally irtgra, we observe firms for many years (up
to 20 years in these databases), so we can follevpath of employment and other variables for
long periods both before and after privatizatidtetaplace. We also observe firms that are never
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privatized, which together with those that are yedtt privatized (but will be) can form a control
group in examining the effect of privatization omgoyment within a particular industry and
year. The ability to compare firms within industiand years — apples with apples, rather than
apples with oranges — is another benefit of anatyzlata at the level of the decision-maker,
rather than the aggregate.

Analyzing these data with several statistical mdghdo control for possible biases due to
selection of firms for privatization, we find noidence that privatization systematically lowers
firm-level employment. Figure 1 contains resultsthwtwo alternative methods: one
incorporates firm fixed effects to control for s&len bias in the level of employment, and the
other adds firm-specific trends to control for sélen bias in the growth of employment (labeled
“without trends” and “with trends” in the figuregspectively). The estimated effects of
privatization to domestic owners are generally fposi and where they are negative the
magnitudes are very small and usually statisticatjstinguishable from zero. The estimated
effects of foreign privatization are almost alwgyssitive, large, and statistically significant,
generally implying a 10-30% expansion of employmi@ibwing the foreign acquisition. The
estimated foreign privatization effect in Romarsathe largest negative value, but it is only -
7.1%, and it statistically insignificantly differerirom zero. In the country with the most
(infamous mass privatization, Russia, the domesiiatization effects are positive, and when
estimated with trends the effect is the largestrof of these four countries. Analysis of the long
time series in data shows that the absence of imeganployment effects of privatization is the
consequence neither of delayed restructuring skewerars after privatization nor of pre-
privatization downsizing, which is negligible inetbe economies.

Figure 1. Estimated Privatization Effect on Employment
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Source: Brown, J. David, John S. Earle, and Almetddy, “Employment and Wage Effects of Privatisati
Evidence from Hungary, Romania, Russia, and Ukrafoethcoming inEconomic Journal.

These empirical results strongly contradict thaeamtfrequently assumed but little investigated,
that large job cuts follow privatization. Why ikig assumption empirically incorrect? One
possibility is that privatization simply mattersrydittle for firm behavior: new private owners
do not restructure and therefore do not lay offkeos. Our research investigates this possibility
by decomposing the employment effects of privairainto two components, which we label



“productivity” and “scale” effects. Holding therfin’s scale — its level of production — constant,
an increase in productivity tends to lower emplogine Holding constant the level of
productivity, an increase in scale tends to rdise i

Our empirical analysis of these mechanisms findst thrivatization tends to raise both
productivity and scale; results are displayed iguFe 2. Both effects are much larger in firms
privatized to foreign investors, with 10-25% incges in productivity, and 15-40% increases in
scale. The dominance of the scale over the prodfiyceffect implies the positive impact of
privatization that we observe on employment. Rization to new domestic owners in Hungary
and Romania also yields positive productivity acdls effects, but they are smaller (6-10%)
than the corresponding foreign effects, and thelyebvity effects slightly dominate the scale
effects, resulting in the very small negative intpaof privatization on employment in these
cases. The productivity and scale effects of doimesivatization are also positive but very
small in Ukraine, and they nearly exactly canaghving a tiny positive impact on employment.
Domestic privatization in Russia is the outlier,ttwinegative estimated effects on both
productivity and scale, but the drop in produclivéxceeds the fall in scale, resulting in a
positive net employment impact.

Figure 2: Decomposition of the Employment Effect
into Scale and Productivity Effects (estimates with trends)
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In no case, therefore, do we observe substantiatiyds due to privatization. The causal link
hypothesized in theancet article is not supported by the firm-level datdor is it supported by
other studies we have carried out of layoffs andkeoturnover in privatized firm$. Of course,

it is possible that some other link, not suggedigdhe article and unrelated to employment
outcomes, could explain the observed privatizatr@rtality correlation at the country level.
Our analysis suggests that further progress ongiestion would benefit from analysis of data
at the level where the action occurs: individuafadin the case of death, and firm data in the
case of privatization.
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