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Abstract 

This thesis studies the changes in profitability and employment during a three-year period 
for 71 Swedish firms that were targets of acquisitions in the years 1998-2001. The aim is to 
test whether foreign-owned firms are better in generating profitability and employment 
than domestically-owned firms. The results show that there is a relationship between the 
nationality of the acquirer and profitability. Foreign ownership has a positive relationship 
to profitability in general and also account for the highest profitability increases in the pe-
riod studied. Domestically-owned firms have a positive relationship to decreased profitabil-
ity which means that the domestically-owned firms have a greater tendency to generate 
lower profitability than foreign-owned firms in the period studied. No statistically signifi-
cant results were attained when testing the relationship between nationality of acquirer and 
change in employment. Nevertheless the figures show a pattern of positive relationships 
between foreign ownership and increased employment. Tests were made to see if there is 
any relationship between nationality of acquirer and the economic performance of target 
firms at the time of acquisition. The results show that foreign acquirers tend to acquire tar-
gets with a negative profitability while domestic investors tend to acquire firms with a posi-
tive profitability.  
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Sammanfattning 

I den här uppsatsen studeras skillnaderna i lönsamhet och sysselsättning under en treårspe-
riod för 71 svenska företag som var mål för förvärv under perioden 1998-2001. Syftet är att 
undersöka om utlandsägda företag är bättre på att generera lönsamhet och sysselsättning än 
företag med inhemska ägare. Resultaten visar att det finns ett samband mellan nationalitet 
på uppköparen och lönsamhet. Utländskt ägande har ett positivt samband till lönsamhet i 
allmänhet och också till de högsta lönsamhetsökningarna i tidsperioden som studerats. Fö-
retag med inhemska ägare har ett positivt samband till minskad lönsamhet vilket betyder att 
företag med inhemska ägare har en högre tendens att generera en lägre lönsamhet under 
den tidsperiod som studerats. Inga statistiskt signifikanta resultat fanns för sambandet mel-
lan nationalitet på uppköparen och skillnad i sysselsättning. Siffrorna visar dock på ett posi-
tivt samband mellan utländskt ägande och ökad sysselsättning. Tester gjordes också för att 
se om det finns något samband mellan nationalitet på uppköpare och den ekonomiska pre-
stationen på målföretaget vid tiden för uppköpet. Resultaten visar att utländska uppköpare 
har en tendens att köpa målföretag som har en negativ lönsamhet medan inhemska uppkö-
pare tenderar att köpa företag med en positiv lönsamhet. 
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1 Introduction  

 

The Swedish economy has been exposed to fast internationalization over the past two dec-
ades, not least of all through the increasing amount of foreign ownership of Swedish firms 
through mergers and acquisitions. A company is considered to be foreign-owned if more 
than half of the voting rights in the company are controlled by foreign investors. In the 
year 2000, foreign-owned Swedish companies accounted for more than 40 per cent of the 
Swedish exports, more than 30 per cent of R&D and almost 25 per cent of the total turn-
over in the Swedish industry (ITPS, 2001).  

It is a general belief that foreign direct investments generate positive effects for the world 
economy in the form of spillovers of knowledge, capital, technology and management 
(Karpaty, 2005). Qualifications of foreign investors are mixed with local competencies 
which may lead to efficiency gains and higher profitability. Fölster (1999) says that theoreti-
cally there are positive experiences from increased internationalized ownership. Profits will 
rise when larger companies with better technology take over smaller less economically suc-
cessful firms. A larger market for ownership also provides better chances for successful 
matches between acquirers and targets.  

There is however a possibility in all kinds of acquisitions, foreign as well as domestic, that 
the struggle for efficiency gains leads to dismissals and closures. This risk is even more evi-
dent when it comes to foreign acquirers as reduced national control and unemployment is 
unavoidable if the new owners decide to move production abroad. This leads to discus-
sions about whether foreign take-overs are good or bad for the Swedish economy. This in-
teresting and important question is widely discussed in the Swedish society, not only by 
economists and politicians but by the general public. This thesis will try to contribute to the 
discussion by studying whether foreign-owned Swedish firms are better at generating prof-
its and employment compared to domestically-owned firms. The thesis does not deal with 
the question of whether foreign firms move the production of acquired Swedish firms 
abroad, but focuses on acquisitions where the target firms have stayed positioned in Swe-
den. The purpose is to investigate whether foreign ownership has a positive relationship to 
profitability and employment measured as the change in profitability and employment over 
a three-year period starting from the year of acquisition. The study will include 71 Swedish 
firms that have been targets of acquisitions during the years 1998-2001. The time period is 
chosen to match the last big wave of mergers and acquisitions that started in the late 1990s. 

Many studies on the effects on productivity of foreign compared to domestic ownership 
show that foreign ownership seems to be more efficient, e.g., example Navaretti and 
Venables (2004); Kim and Lyn (1986). Two studies made on the Swedish market show 
similar results; Karpaty concludes that “foreign-owned firms in Swedish manufacturing have a higher 
productivity compared to Swedish domestic firms even after controlling for other variables affecting productiv-
ity” (Karpaty, 2005., page 4). Modén (1998) found that foreign-owned firms are more pro-
ductive and use more capital intensive technology than domestically-owned Swedish firms. 
Fölster (1999) warns us against drawing quick conclusions from these studies and says that 
we can not conclude that foreign ownership would be suitable for all companies. He says 
that the positive effects from these acquisitions may be a result of Sweden losing its com-
parative advantage in owner specific operations rather than a positive effect of internation-
alized ownership. He also claims that the companies that have been acquired by foreign in-
vestors are perfectly designed to engage in a foreign group which may not be the case for 
all firms.  
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The outline of this is thesis is as follows: Section 2 provides the reader with some back-
ground information about mergers and acquisitions; the chapter gives the reader informa-
tion about the situation in Sweden, determinants behind mergers and acquisitions, why they 
sometimes fail and a discussion about the research problem based on economic theories 
and the author’s own thoughts. Section 3 demonstrates the data and method and section 4 
the empirical results. Section 5 presents the analysis and suggestions for future studies and 
section 6 contains the conclusion.  
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2 Background 

This section will give the reader some background information about mergers and acquisi-
tions and explain some of the determinants behind such actions.  

Mergers and acquisitions (M&As) have been a common business phenomenon during dif-
ferent periods in the 20th century. According to Weston and Weaver (2001), there have 
been five major waves of M&As in the world with the first one starting in the late 19th cen-
tury and the fifth and most recent beginning in the last years of the 1990s. This last wave is 
often said to be the effect of increased globalization and deregulations of markets. Global-
ization brings increased international competition and force companies to take different 
measures to be able to compete on the international market. One such measure is mergers 
and acquisitions, both between domestic firms but also to an increasing extent across bor-
ders. Improved integration and deregulations have opened up markets and made it possible 
for companies to operate across borders. The increased dependence on knowledge and 
R&D has made companies dependent on cooperation.  

The last wave of M&As resulted in an increase in foreign ownership of Swedish firms and a 
rise in the amount of Swedish companies moving their main offices abroad. The amount of 
foreign employees in Swedish-owned companies declined during the 1990s while the num-
ber of Swedish employees in foreign-owned firms increased dramatically during the same 
time period (ITPS, 2002).  

Foreign-owned companies in Sweden increased their share of total industry exports of 
goods and services during the 1990s and the beginning of the 21st century. The export in-
tensity in foreign-owned companies was twice as high as that of Swedish-owned firms in 
the year 2000. In the pharmaceutical industry and the wholesaling of household goods, the 
foreign-owned companies accounted for more than 90 per cent of total exports. In con-
struction and service sectors the foreign-owned companies were responsible for more than 
50 per cent. The US was the leading origin country of ownership in Sweden considering 
share of employees, net turnover, value added, exports investments, salary costs and R&D; 
other important countries sin terms of foreign ownership were Great Britain, the Nether-
lands and Finland. The EU as an ownership group dominated in terms of employees; 58 
per cent of Swedish employees hired in foreign-owned companies worked for a company 
owned by an EU investor (ITPS, 2002).  

The wage level in foreign-owned companies were 12 per cent higher than in domestically-
owned firms in the year 2000 and the value added per employee were higher in foreign-
owned companies than in the industry in general (ITPS, 2002). During 2004, the number of 
Swedish employees in foreign-owned firms decreased for the first time since the mid 1990s. 
The decrease happened  in both the service, construction and manufacturing industries but 
was most evident in the service industry (ITPS, 2005).  

 

2.1 Mergers and Acquisitions 

The differences between mergers and acquisitions (M&As) are not always easy to discern. 
An acquisition is when a company takes over another firm and declares itself the new 
owner. It does not have to be a mutual choice made by two equal firms but is often a pur-
chase of a small company by a larger one. The acquiring firm offers a cash price per share 
or shares in their company to the shareholders of the target company. The price offered is 
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usually higher than the market price. The acquirer may pay different prices to different 
holders of shares. Owners of control blocs of shares often demand a premium paid for 
their shares in order to give up their position in the company.  

A merger is a joint choice from two companies to come together into one entity, usually 
through the exchange of shares. The companies can be considered two equals who to-
gether realize that their companies will do better as a single entity than they will do apart 
(Sherman, 1998). In a merger, the acquiring part is always a corporation. Means of payment 
to buy control are usually shares in the acquiring company. Mergers by equals are not very 
common however. Sometimes a company that buys another allows the acquired company 
to call the deal a merger of equals even if it really is an acquisition. So, whether a takeover is 
called a merger or an acquisition depends on how it is publicized and understood by the 
board of directors, employees and shareholders of the target company. 

There are three different types of mergers and acquisitions. Horizontal M&As take place 
between competitors that share the same product lines and markets. They are products of a 
search to gain economies of scale and a try to increase market shares and market domi-
nance towards other firms in the industry. A merger or an acquisition that replaces several 
competitors in an industry with a single firm would most likely increase the price and prof-
its of the remaining firms, especially if it creates a monopoly (Mueller, 2003).  

Vertical M&As involve firms that are in a buyer-seller relationship that is, between firms in 
different links in the production chain. A vertical acquisition can increase the acquiring 
firm’s market power through higher barriers to entry. If a firm owns several companies in 
the production chain, it can choose to sell inputs needed in the production of a certain 
product at very high prices. Its rivals find themselves in a situation where they are forced to 
buy the inputs from the firm if there are no other suppliers on the market. The firm ex-
tends its market position and other companies in the industry find it hard to compete with 
it. The pricing strategy creates barriers to new entrants on the market (Comanor, 1967). 
Vertical M&As may also imply economies of scope through the elimination of steps in the 
production process and the reduction of transportation costs. Such deals may also decrease 
transaction costs in the form of bargaining costs (Mueller, 2003). 

Conglomerate M&As are made by companies in different areas of business and originates 
from a wish to diversify into new products and geographic markets (Sherman, 1998). A 
firm that wants to broaden its activities may buy a firm in a market where some of its rivals 
already exist (Mueller, 2003).  

 

2.2 Determinants Behind Mergers and Acquisitions 

The neoclassical profit maximization theory says that “competitive market forces motivate firms to 
maximize shareholder wealth” (Firth, 1980 page 236). Companies will make takeovers as long 
as they result in wealth increases for the shareholders of the acquirer. This is likely to hap-
pen if the profit of the acquirer increases after the takeover. Studies have shown that target 
companies usually have low profitability and shareholder value before a takeover (e.g., 
Firth, 1976; Kuehn 1975). Acquirers are drawn to such companies as they believe they can 
improve the economic performance and shareholder wealth of the target company (Firth, 
1980). Mueller (2003) says that it is the economic performance of acquiring firms that de-
termine takeovers. Acquiring firms tend to outperform the market for some time before 
acquisitions and use the profits to finance takeover deals.  
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Mergers and acquisitions are a way to improve the economic performance of a company 
and to increase shareholder value in the long run. It is also the fastest way for a firm to 
grow and diversify (Mueller, 2003). The size of a company is of significance for its abilities 
to affect costs. When two firms merge, operations like marketing and accounting can be 
performed by a single department and by less people than when the companies were single 
units. A larger firm has greater opportunities to influence prices from its suppliers and to 
reduce production and transaction costs through economies of scale or scope. A larger 
firm may also have better opportunities to raise capital (Mueller, 2003). Companies that de-
cide upon a merger or an acquisition see the possibilities of increasing their market share or 
getting access to new markets and customers. An acquisition of a competitor increases the 
market power of the acquiring firm. Merger and acquisition deals can also be a way for 
firms to try to change a negative identity after a crisis (Sherman, 1998). 

Furthermore, mergers and acquisitions can be a way for companies to spread risks and 
costs. This may be important when it comes to the development of new technologies, re-
search into new discoveries or getting access to new sources of energy. Another reason can 
be access to new unique technology or competence available inside another firm. Access to 
knowledge can be a primary motive for a deal. If a company cannot entice key employees 
from another firm, an alternative can be an acquisition of that firm (Sherman, 1998).  

Mergers and acquisitions can also be the result of companies’ fear of being an acquisition 
target themselves. They want to acquire the other company before being acquired or they 
may merge with another firm for defensive causes. It is not always the case however that 
mergers and acquisitions are based on strategic business decisions and the results may not 
always be as expected; this will be discussed in Section 2.3. 

Sellers have different motives for selling their companies to acquiring firms. Sometimes, 
the owners may not have the resources necessary needed in order for their company to 
perform well, the competition in the industry may have been harsh or the demand lower 
than expected. Acquisitions can also be the result of companies’ wish to deal only with 
their core competencies; they sell off subsidiaries that produce and work in other related 
markets (Sherman, 1998).     

2.2.1 The Economic Disturbance Hypothesis 

Different investors have different beliefs of how a company will perform. This is illustrated 
in Figure 2-1. The expected profits of firm B (E (πB)) is followed by a price, PB that the 
investor would be willing to pay for shares of firm B. 
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Figure 2-1, A possible distribution of E(πB) and PBs at a particular point in time.  

Source: Mueller (2003) page 166. 

 

PB adjusts to P*B, the area under the curve to the right equals the number of shares of 
Firm B, NB. All investors that have expectations on the profit of firm B to the right of P*B 
are holders of Firm B’s shares. If a group of investors, who do not hold any B shares, all of 
a sudden believe that the profit of firm B will rise in the future, this will shift the curve to 
the right. If some of these non-holders think that the price of firm B’s shares are far below 
what they are worth they might decide to buy all the shares in the company which will re-
sult in an acquisition (Mueller, 2003).  

2.2.2 The Market for Corporate Control Hypothesis 

Every firm has a bundle of assets which include physical assets and intangible capital stocks 
which comes from past advertising and R&D. This bundle of assets is called Kt. Managers 
who run the firm in the interests of their owners want to make the most out of these assets 
to maximize the market value of the firm, Mt. When Mt is larger than Kt, the market value 
of the firm is greater than the sum of the assets. If there are no barriers to entry, other 
people will try to imitate the business of the firm, to be able to earn the difference between 
Mt and Kt. Under perfect competition Mt will equal Kt; Mt/Kt is called the valuation ratio 
(Vt) or the Tobin’s q. If managers’ goal is growth rather than increased shareholder value 
they invest more than what is needed to maximize Vt,  Vt falls from its top value and the 
firm becomes an interesting target for someone who thinks that he or she can implement 
strategies that would raise Vt.  This hypothesis claims that firms always will be in the hands 
of the most competent managers with the aim of maximizing shareholder wealth(Mueller, 
2003). 

2.2.3 The Life-Cycle-Growth-Maximization Hypothesis 

A merger or an acquisition is a quick way for managers to increase the growth of and diver-
sify a firm. Diversification mergers are made by mature firms; an old firm in a slow-
growing market must diversify unless it wants to follow the course of its market. Even if 
managers expect that share prices after an announced merger or acquisition may fall, they 
will go through with it as their main interest is the growth of the company (Mueller, 2003). 
Managers have a tendency to announce a merger or acquisition when the company is the 

NB 

P*B        PB, E (πB) P*B                  PB, E (πB) 

Nr. of potential share 
holders 
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least likely to be threatened by any take-overs itself and the potential loss in share prices 
will be offset by other good news. 

2.3  Why Take-Overs Sometimes Fail  

We have discussed the determinants behind mergers and acquisitions and what positive ef-
fects the managements in merging firms believe will arise from a successful take-over. 
These expectations do not always coincide with real results, why? This may have different 
causes; decisions about M&As are sometimes a result of managers who get impressed and 
are inspired by other companies’ implemented mergers or acquisitions rather than products 
of business strategy. M&As can be more of a way to provide recognition for the company 
and its managers than strategic thinking. Mueller (2003) states that the utility of managers 
correlates with the size of the firm. A merger or an acquisition might originate from a de-
sire to grow rather than from the goal of increasing shareholder wealth. Managers often get 
big bonuses for carried out merger deals regardless of the results or effects on long run 
shareholder value. 

The expectations for synergy between the two parties are sometimes overestimated which 
may arise from insufficient communication between the two (Sherman, 1998). A lot of in-
securities follow acquisitions. Such can originate from troubles to integrate the two compa-
nies and their different workplaces, power struggles in the management and increased ex-
penses following the acquisition. The workers in an acquired firm face a lot of changes fol-
lowing an acquisition. They are in a situation with new owners and often new management 
with fresh ideas of how the company shall be ruled. The company name, product lines, 
customer relationships and part of the staff may be changed, reduced or eliminated. These 
changes may result in increased efficiency and profits for the acquired firm but there are 
risks for failure. One such risk is evident when managers only see to the product and mar-
ket effects of an acquisition and forget to consider the personnel issues. The staff in an ac-
quired company may find it hard to adapt to new rules and ways of management, especially 
if there are cultural differences between the companies. The result of managers’ misjudg-
ment of the importance of such issues may result in dissatisfaction among the staff and re-
duced productivity.  

Failure can also be a result of managers’ exaggerated beliefs in their own capabilities. When 
several companies are potential buyers of shares of a firm they start bidding for the shares. 
The company with the most positive expectations about the firm’s future profits offers the 
highest bid and acquires the firm. If one considers rational expectations from all the bid-
ders, the true value of the firm would be the mean of the bids. This would mean that the 
winner has paid too much; this is called the winner’s curse. The managers of the winning 
company do not feel that they have paid too much as their main interest is the growth of 
their firm (Mueller, 2003). When considering the takeover premium as a mistake by the 
“winning” firm, then why would firms participate in biddings in the first place? Roll (1986) 
says that managers believe that their expectations about the firm’s future profits are more 
valid than any of the other bidders; he calls this the Hubris Hypothesis.  

In a report from TCO called “To make Sand out of Gold” the author Christian Berggren is 
very critical towards acquisitions as a business strategy for growth1. He says that acquisi-
tions fail in more than two out of three cases and that the only parties profiting from large 

                                                

1 Authors Translation of the Swedish title: Att göra Sand av Guld (2003) 
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acquisition deals are the investments banks, the stockbrokers and the managers who re-
ceive large bonuses when completing the deals. He means that companies should strive for 
expansion through organic growth instead of enlargement through fusions and acquisitions 
(Berggren, 2003). 

2.4 Discussion 

Firms make foreign direct investments to save money on labour costs, to escape different 
barriers to trade like taxes and quotas, to save on transportation costs and to get access to 
new markets through already established local firms. For a foreign firm to be able to com-
pete with domestic firms, it needs to have some owner specific advantages that compensate 
for the fact that it faces costs when entering a new market. Such costs arise from lack of in-
formation about the local business and labour market, business systems and traditions. 
Dunning’s OLI paradigm sums up the major motives behind foreign direct investments. 
OLI is an abbreviation for Owner specific advantages, Locational specific advantages and 
Internationalization advantages. The owner specific advantages that a foreign firm needs to 
possess in order to be competitive in a host market could be a good brand name, a pat-
ented technology or managerial skills; things that give it an advantage over domestic firms. 
Locational advantages arise when the foreign firm can perform its business in a more prof-
itable way abroad than in its home country. An internationalization advantage is present 
when the firm profits from performing in the host country itself rather than licensing. The 
theory predicts that foreign owned firms are more productive than domestically owned 
firms as positive effects arises when owner specific advantages from the foreign firm are 
transmitted to the acquired target (Dunning, 1988).   

Markides and Ittner (1994) also see advantages from international acquisitions. They iden-
tify three types of benefits; operational, strategic and financial. The operational benefits re-
sult from multinational firms’ provision of intangible firm-specific assets to local firms, 
which is the same as the owner specific advantages that Dunning identifies in his theory. 
The strategic benefits result from rivalry among oligopolistic firms to be the first to find 
and make use of new opportunities of production. Heterogeneous firms can make use of a 
new opportunity only by developing the right set of assets. If one firm finds such an op-
portunity, its profits will rise while the profitability of other competing firms will decline. 
Firms acquire foreign companies to get a more diverse set of assets and in that way be able 
to make use of more new opportunities and at the same time get rid of competitors and 
gain market power. They also states that an international acquisition is a way for investors 
to, in an indirect way, diversify their portfolios and improve their risk-return opportunities. 
Such international diversifications can be hard to do otherwise because of different barriers 
to cross-border capital flows such as different political and economic risks, different ac-
counting standards and tax structures.  

Much of the empirical literature confirms these theories in the sense that it shows that for-
eign owned firms are more productive than domestically owned firms. This is especially in-
teresting and important for Sweden as there often are critical voices raised at the national 
level against foreign ownership.  

Thus Dunning (1988) and Markides and Ittner (1994), believe that the successes of foreign-
owned firms can be attributed to managers having the possibility to mix and match the best 
from two business cultures and traditions. Managers that operate in different countries 
might have collected experiences from many ways of doing business and knows how to 
apply these experiences in the best way on a new market. New managerial and entrepreneu-
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rial skills or ideas, technology or a well known brand name can be mixed with special com-
petences at the local target firm and lead to efficiency possibilities and increased profitabil-
ity. A different angle is often a valuable element in all kinds of operations. 

Globalisation and deregulations have made nation states less important when it comes to 
mergers and acquisitions; instead it is the companies that are in focus. It is clusters of com-
panies that are rivals on the market, not nations, cities or regions. The home base of a 
company is a smaller area than a territorial state; such areas are called industrial districts or 
technological regions. Some of these industrial districts are considered to be old industrial 
milieus where the production are closely related to old craft methods. Other districts are 
bases for companies whose production to a large extent are built on research and develop-
ment and advanced technique. In such regions, the closeness to and cooperation with uni-
versities are considered extremely important. Many companies operate in more than one 
industrial district or technological region to make the most out of the specific production 
advantages in the different districts. Cross-border operations is a way for companies to 
compensate for deficiencies in their home base (Törnqvist, 1996). 

Foreign investors do not make acquisitions of Swedish firms to get access to cheap labour, 
low taxes or a large consumer market, as Sweden has none of these. Still, one motive for 
foreign companies to establish in Sweden or in any other EU country can be to get estab-
lished within the European Union to get rid of different barriers to trade and to get closer 
to the large EU- market. In that manner different investors may have different motives by 
their take overs. Foreign acquirers spend time and money to find interesting targets in 
other countries and new markets. Foreign investors that acquire a Swedish firm have spot-
ted something about the target that they like and that they think that they can gain from; it 
could be a good reputation, possibilities for increased efficiency or any other determinant 
that explains domestic acquisitions. They might have more ambitious goals with their ac-
quisitions than domestic acquirers. Domestic acquirers might make a take over deal to gain 
market power or increase the size of the firm rather than increasing the performance of the 
acquired target. 

It could also be the case that foreign acquirers are selective in their choice of targets and 
only acquire firms that they know will be suitable to engage in a foreign group. The suc-
cesses of foreign acquirers would not necessarily be transferable to all domestic acquirers 
which Fölster points out (1999). Foreign acquirers might be better to identify low valued 
firms with growth and profitability potential than domestic acquirers or they might be more  
interested in well-performing targets with an already high profitability. However, Karpaty 
(2005) found no evidence of reverse causality in his study of foreign-owned firms on the 
Swedish market. Otherwise there are, as far as I know, not many earlier empirical studies 
completed in the Swedish market available in this field. 
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3 Data and Method 

The study includes 71 Swedish companies that were targets of acquisitions in the years 
1998-2001. 34 of these firms were acquired by foreign investors and 37 by domestic ac-
quirers. The data is collected from Amadeus and the Zephyr database of mergers and ac-
quisitions. The change in profitability and employment will be measured over a three-year 
period. Figures of profitability and employment at the year of acquisition will be compared 
to statistics of the same variables in the third year following the year of acquisition. 

3.1 Explanatory Variables and Hypothesis 

This section presents the variables that are expected to explain the relationship between the 
successes of targets that were acquired by foreign investors compared to the successes of 
firms that were targets of domestic acquirers. Hypothesis 1 is that we expect a relationship 
between the nationality of the acquirer and profitability. According to Hypothesis 2 we also 
expect that there is a relationship between the nationality of the acquirer and employment. 
Based on the theories of Dunning (1988) and Markides and Ittner (1994) and also the em-
pirical findings of Karpaty (2004) and Modén (1998) we expect that there is a positive rela-
tionship between foreign ownership and profitability and foreign ownership and employ-
ment respectively. Hypothesis 3 is that we expect that there is a relationship between the 
nationality of the acquirer and the profitability of target at the year of acquisition based on 
the discussion by Fölster (1999) and the market for corporate control hypothesis. To ana-
lyze the relationships between foreign ownership and profitability and employment respec-
tively, I use contingency table analysis and the associated Chi-square test of independence. 
Figures of gross profits and employment for each firm are divided by the turnover, to get 
gross profit and employment shares for each company and to reduce heteroscedasticity. 
Table 3-1 demonstrates the null and alternative hypotheses for Test 1-3. 

 

Table 3-1 Hypotheses Test 1-3 

Test H0 H1 

1 The two classification variables, 
foreign ownership and profitability, 
are independent of each other 

The two classification variables, foreign 
ownership and profitability, are not in-
dependent of each other 

2 The two classification variables, 
foreign ownership and employ-
ment, are independent of each 
other 

The two classification variables, foreign 
ownership and employment, are not in-
dependent of each other 

3 The two classification variables, 
foreign ownership and profitability 
of target at the year of acquisition, 
are  independent of each other 

The two classification variables, foreign 
ownership and profitability of target at 
the year of acquisition, are not inde-
pendent of each other 
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4 Empirical Results 

This section presents the empirical results from Hypotheses 1-3. 

4.1 Testing for the Relationship between Profitability and For-
eign Ownership 

Table 4-1 is a contingency table showing the relationship between change in ownership 
profitability. The figures are calculated from the actual number of firms in each category 
divided by the expected number. 

Table 4-1 Relationship between change in profitability and nationality of acquirer 

           Change in Profitability 

Nationality  

of Acquirer 

Increase in Profitability Decrease in Profitability 

Foreign 1.24 0.74 

Domestic 0.78 1.24 

Pearson Chi-square 0.042 0.042 

α=5% 

Of the total 71 firms, 37 faced an increase in profitability and 34 experienced a decrease in 
profitability. Of these, 22 of the foreign-owned firms and 15 of the domestically-owned 
firms made profitability increases while 12 of the foreign-owned firms and 22 of the do-
mestically-owned firms experienced negative profitability increases during the period stud-
ied.  

Consequently there is a positive relationship between foreign ownership and increase in 
profitability and a positive relationship between domestic ownership and decrease in prof-
itability. The number of foreign-owned firms that were actually facing increased profitabil-
ity during the period studied is 24 per cent higher than expected. The actual number of for-
eign-owned firms with decreased profitability is 74 per cent of the expected number. The 
Chi-square value allows us to reject the null hypothesis that the classification variables for-
eign ownership and profitability are independent of each other. The expectations were that 
foreign ownership has a positive relationship to profitability, based on the earlier studies 
and the theories of Dunning (1988) and Markides and Ittner (1994). This test proves that 
foreign-owned firms were better in generating profitability than domestically-owned firms 
in the period studied.  

To further verify Hypothesis 1, a second test for the relationship between foreign owner-
ship and profitability is performed. Table 4-2 is a contingency table showing the relation-
ships between profitability and foreign ownership. In this test, profitability has been di-
vided into three classification groups; “High Increase in Profitability” which refers to firms 
where profitability has increased by 20 percentage points or more, “Lower Increase in 
Profitability” indicates where profitability has increased but by less than 20 percentage 
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points and “Decreased Profitability” includes the firms that have made negative profitabil-
ity increases during the three-year period.  

Table 4-2 Relationship between nationality of acquirer and profitability 

 Change in Profitability 

 

Nationality  

of Acquirer         

High Increase in 
Profitability 

Lower Increase in 
Profitability 

Decrease in Profit-
ability 

Foreign 2.11  0.97 0.76 

Domestic 0.00 1.03 1.22 

Pearson Chi-square 0.004 0.004 0.004 

α=1% 

Of the total number of firms, 8 of the foreign-owned firms and none of the domestically-
owned firms faced high increases in profitability. Of the remaining firms, 14 of the foreign-
owned firms and 15 of the domestically-owned firms made profitability increases lower 
than 20 percentage points while 12 of the foreign-owned firms and 22 of the domestically-
owned firms faced decreases in profitability. 

The number of foreign owned firms that have made profits in the high profitability classifi-
cation group is much higher than expected. We can conclude that foreign-owned firms do 
not just have a greater tendency to create profitability than domestically-owned firms; they 
also have a greater tendency to create the highest increases in profitability. The domestically 
owned firms that have faced decreases in profitability are 22 per cent higher than expected, 
which means that there is a positive relationship between domestic ownership and decrease 
in profitability.  

A third test is made to see if another classification of the explanatory variable profitability 
will provide a similar result as the previous test. Table 4-3 is a contingency table showing 
the relationships between profitability and foreign ownership. This test divides the compa-
nies that got increased profitability over the period studied into four classification groups 
with 25 percent of the total observations in each group. The data is grouped such that the 
way that the classification group named “Group 1” refers to the companies receiving the 
highest increase in profitability during the period studied, “Group 2” refers to the compa-
nies facing the next highest increase in profitability and so on.   
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Table 4-3 Relationship between nationality of acquirer and profitability 

 Change in Profitability 

 

Nationality  

of Acquirer 

Group 1 Group 2 Group 3 Group 4 

Foreign 1.36 0.93 0.93 0.74 

Domestic 0.49 1.11 1.11 1.39 

Pearson Chi-square 0.439 0.439 0.439 0.439 

 

Table 4-3 shows a similar pattern to that of Table 4-2. There is a positive relationship be-
tween the highest increases in profitability and foreign ownership. Between foreign owner-
ship and the lowest increases in profitability there is a negative relationship. A descending 
pattern for the foreign-owned firms and the opposite for the domestically-owned firms is 
observed. Foreign-owned firms have a greater tendency to create the highest profitability 
increases and a lower tendency to make low increases in profitability than domestically–
owned firms, the pattern is in line with previous results but the Chi-square value is not sta-
tistically significant, meaning that no clear conclusions can be drawn from this test.  

4.2 Testing for the Relationship between Employment and 
Foreign Ownership 

Table 4-4 is a contingency table showing the relationship between the change in employ-
ment and foreign ownership.  

Table 4-4 Relationship between nationality of acquirer and employment 

 Change in  employment     

 

Nationality  

of Acquirer         

Increased Employ-
ment 

Unchanged Em-
ployment 

Decreased Employ-
ment 

Foreign  1.05 1.13 0.94 

Domestic 0.96 0.88 1.06 

Pearson Chi-square 0.839 0.839 0.839 

 

Of the total 71 targets, 9 of the foreign-owned firms and 9 of the domestically-owned firms 
faced increased employment. Of the remaining targets, 7 of the foreign-owned and 6 of the 
domestically-owned firms faced unchanged employment and 18 of the foreign-owned 
firms and 22 of the domestically-owned firms experienced a decrease in employment over 
the period studied.  
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The test shows that there is a positive relationship between foreign ownership and in-
creased employment. There is also a positive relationship between foreign ownership and 
unchanged employment and a negative relationship between foreign ownership and de-
creased employment. Foreign-owned firms thus seem to have a greater tendency to create 
increases in employment than domestically-owned firms. Domestically-owned firms have a 
greater tendency to face decreases in employment than foreign-owned firms. However, we 
cannot reject the null hypothesis that foreign ownership and employment are independent 
of each other as the results of the test are not statistically significant.  

4.3 Testing for Reverse Causality 

To see if there is a relationship between foreign acquirers and performance of target at the 
time of acquisition a test for reversed causality is made. Table 4-5 is a contingency table 
showing the relationship between foreign ownership and profitability of target firms at the 
year of acquisition. The firms have been divided into two groups, one with firms that had 
positive profitability at the year of acquisition and one with firms that faced negative prof-
itability at the year of acquisition. 

Table 4-5 Relationship between nationality of acquirer and profitability of target at 
the year of acquisition 

   Profitability of target 

 

Nationality  

Of Acquirer 

Positive Profitability Negative Profitability 

Foreign  0.82 1.17 

Domestic 1.46 0.58 

Pearson Chi-square 0.020 0.020 

α=5% 

Of the total number of acquirers, 20 of the foreign acquirers and 31 of the domestic ac-
quirers acquired target firms with a positive profitability while 14 of the foreign acquirers 
and 6 of the domestic acquirers acquired target firms with a negative profitability. 

We can reject the null hypothesis that foreign ownership and profitability of target at the 
year of acquisition are independent of each other. There is a significant connection be-
tween the performance of target firms at the year of acquisition and the nationality of the 
acquirer. A positive relationship between foreign ownership and negative profitability of 
target at the year of acquisition can be observed. Foreign acquirers tend, to a larger extent 
than domestic acquirers, to buy firms with a negative profitability.  
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5 Analysis 

The tests showed that foreign ownership has a positive relationship to increased profitabil-
ity while domestic ownership has a positive relationship to decreased profitability. There is 
also a positive relationship between foreign ownership and the highest increases in profit-
ability of the target firms during the three-year period as there is a positive relationship be-
tween the lowest profitability increases and domestic ownership. These results are sup-
ported by the conclusions of Karpaty (2005) and Modén (1998), that foreign-owned Swed-
ish firms are more productive and efficient than domestically-owned Swedish firms.  

Like Dunning (1988) and Markides and Ittner (1994) argues, foreign acquirers seem to pos-
sess specific knowledge, technology and other resources that together with particular assets 
available in the target firms gives them an advantage over the domestically-acquired firms. 
There is a greater possibility for good matches when firms from different countries and 
cultures can make use of their specific skills and technology and match them to get the best 
results. Off course the cultural differences may also be a problem when integrating two 
firms but the results of this thesis show that such problems, if they have come up, in the 
majority of cases do not seem to have affected the economic performance of the targets. 
What to remember when interpreting these results is also that foreign acquirers might be 
better at acquiring firms that are more suitable to be a part of a foreign group and that 
these positive results from foreign ownership would not necessarily be true for all Swedish 
companies. 

Another explanation to the positive relationship between foreign ownership and profitabil-
ity is that foreign acquirers seem to act in accordance with the market for corporate control 
hypothesis. They buy firms with a poor economic performance as they believe that they 
can increase the efficiency and profitability of the target by introducing another type of 
management, new technique or other strategies that would raise the valuation ratio of the 
firm. It shows that the foreign firms in this study succeeded with these strategies and raised 
the profitability of their targets. Domestic acquirers do not seem to act in accordance with 
this hypothesis; they tend to acquire targets with a positive profitability compared to for-
eign acquirers. Their aim with the acquisition might be growth to gain market power. Or 
they might want to get access to specific technology available at the target, rather than in-
creasing the economic performance of the acquired firm. They might be more interested in 
the growth and size of the acquiring company rather than of the performance of the target 
itself. These results are not in accordance with Karpaty (2005), who found that no reverse 
causality exists when explaining the successes of foreign-owned Swedish firms. 

The tests could not verify that there is a relationship between the nationality of the acquirer 
and the change in employment. The pattern in the figures supported the hypothesis that 
there is a positive relationship between employment and foreign ownership but the results 
were not significant. A suggestion for future studies is to include more firms and years in 
the study to see if there is a possibility to find a clear pattern of the relationship between 
employment and nationality of acquirer and to see if the positive relationship between for-
eign ownership and profitability of target holds. A possible limitation with this study is that 
no consideration has been taken to the industry classifications of the targets. This could 
also be done in a future study.  
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6 Conclusion 

The purpose of this thesis was to test whether foreign-owned Swedish firms are better in 
generating profits and employment than domestically-owned Swedish firms. The aim was 
to see if there is a positive relationship between foreign ownership and profitability as well 
as between foreign ownership and employment. The study included 71 Swedish target 
firms of acquisitions in the years 1998-2001. Profitability and employment changes were 
measured over a three-year period.  

The empirical results showed a positive relationship between foreign ownership and profit-
ability in general. There was a positive relationship between domestically-owned firms and 
decreasing profitability. The foreign-owned firms in this study had a greater tendency to 
generate profitability in the period studied than the domestically-owned firms. When divid-
ing the profitability figures into different classification groups, the tests showed a positive 
relationship between foreign ownership and the highest increases in profitability and a 
positive relationship between domestic ownership and the lowest increases in profitability.  

The results also indicated a positive relationship between foreign ownership and employ-
ment, however these results were not statistically significant and thus no clear conclusions 
can be drawn about the relationship between foreign ownership and employment in this 
study.  

A test for reverse causality was made to see if the earlier empirical results could be ex-
plained by any relationship between performance of target at the year of acquisition and the 
nationality of the acquirer. The results showed a positive relationship between foreign 
ownership and negative profitability of target at the year of acquisition. Foreign acquirers 
are attracted to Swedish firms with a negative profitability while domestic acquirers tend to 
acquire targets with a positive profitability.   

The conclusion to be drawn from this study is that the general public’s fear of foreign own-
ership is exaggerated and unnecessary. Foreign ownership generates profitability for Swed-
ish firms. Furthermore, foreign owners seem to larger extent than domestic acquirers, ac-
quire firms that have a negative profitability and turn them profitable.  
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Appendix  

Appendix 1 Selected Targets 

Target Nationality of Acquirior  

(F or D) 2 

Year of Acquisition 

Asticus F 1999 

Astra AB F 1999 

AKI Låsgrossisten D 1999 

Aga AB F 2000 

Alcro-Beckers  F 2001 

BT Industries AB F 2000 

Bofors Weapon Systems F 2000 

Bulten AB  D 2000 

BEVE Invest AB F 2001 

BOO Instrument AB F 2001 

Charkuterifabriken Filos D 1998 

Ciserv AB F 2001 

Cabby Invest AB  F 2001 

Chematur Engineering D 2001 

Docendo Läromedel  F 2000 

Dectron AB F 2001 

Falbygdens Ost  D 2001 

Emil Lundgren AB F 2000 

Eurofil Skultuna F 2001 

Electra Installation AB D 2001 

Gerdmans Inredningar F 1998 

Götaverken Cityvarvet F 2000 

Gustavsberg AB F 2000 

                                                

2 F= Foreign; D=Domestic 
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Höganäs Bjuf AB F 1998 

Helheten AB D 1999 

Hera AB D 2000 

Hagabadet  D 2000 

IRO AB F 2000 

Kylkomponenter AB D 1998 

Kemira Kemi F 2000 

Kallving AB D 2000 

Kami AB D 2001 

Lithells AB F 1998 

Lifco AB D 2000 

Lidköping Machine Tools 
AB 

D 2000 

Max Medica D 2001 

Medocular AB D 2001 

Navigare Medical Marketing 
Research AB 

D 1999 

Nöjesguidens Förlag F 2001 

Peak Performance F 1998 

Poggenpohl D 2000 

Platzer Fastigheter AB D 2001 

Scandicare AB F 1998 

ScanDust F 1998 

Systech AB D 1999 

Spectra-Physics AB F 1999 

Scandlines AB D 1999 

Sorb Industri D 1999 

Synergenix Interactive AB D 2000 

Selena Läkemedel F 2000 

Soft Application F 2000 
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Swebus D 2000 

Spray Network AB F 2000 

SAKAB D 2000 

Stockholm Globe Hotel AB D 2000 

Spendrups Bryggeri AB D 2001 

Skara Sommarland D 2001 

Scandic Hotels AB F 2001 

Telelogic AB D 1998 

Trebolit D 1998 

Timelox D 1999 

Texet AB D 2000 

Tadco Automotive AB D 2000 

Tranås Skolmöbler D 2000 

Trima AB D 2000 

Temab Konstruktions AB D 2000 

TraffiCare AB F 2001 

Transformator Teknik AB F 2001 

Tretorn AB F 2001 

Wijo AB F 1999 

Westal AB D 1999 

 

 


