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ABSTRACT
Multinational firms transfer to their foreign affiliates superior technology, leading to higher productivity of their workers and therefore to higher wages, or so the often cited rent-sharing theory of multinational firms explains.  Whether foreign-owned firms in Slovenia actually do pay higher wages is an issue, which has thus far not yet been analysed.  The analysis, presented in this paper, delivers some non-standard results.  The proclaimed size-wage relationship turns out to be rather unusual in the Slovenian case, as there seems to be an inverse U-shaped relationship between firm employment and the average wage.  In examining the effect of foreign ownership, the results seem to be somewhat surprising. Once we account for the possibility that foreign ownership, in addition to shifting the wage function, may also   affect the wage elasticity with respect to productivity, the foreign wage premium (insignificant when productivity is taken into account) re-appears at 26.6%.  The interaction term FDI* labour productivity turns out to be negative,  indicating that the within-firm productivity improvement is more generously reflected in domestic firms'  wages.  This seems to be a stable result and may be an indication of a stronger bargaining power of foreign firms relative to unions in Slovenia.  It is therefore worth noting that the analysis of  the effects of foreign ownership on wages in the host country should not stop at only including a dummy FDI variable, but should also consider the possibility of a wage elasticity change.  
INTRODUCTION
After the break-down of the socialist and communist regimes in the Eastern and South Eastern Europe, the emerging democracies were quickly embraced by every aspect of globalisation.  Foreign capital has been both welcomed and condemned by these countries, with some of them, like Poland and the Czech republic, aggressively acting to atract it by offering tax discounts, direct government subsidies and location benefits,   while others, Slovenia among them, exhibiting much more scepticism about letting foreigners 'buy our companies of national pride'.  Slovenia is the focus of this paper, as it has received one of the lowest foreign capital flows during the past decade among all the EU member countries.  The elected right wing government has proposed a friendlier, more liberal policy towards foreign capital, and it therefore seems like a proper moment to reflect on the past experience.  

I focus on one of the more controversial aspects of the effects which foreign capital may bring to its host country - the impact of foreign direct investment on wages.  The results from the established empirical literature are clear:  firms under foreign ownership pay relatively higher wages on average.  But studies have shown that oftentimes, this results not from foreign ownership per se, but from other characteristics, which are positively related to wages and are more prevalent in foreign than in domestically owned firms (for example size, capital intensity, focus on high wage industries, ...).  Whether there exists an additional wage premium, which can be described as the causal impact of foreign ownership, is an issue that seems to depend crucially on the country and period under consideration, the methodology used in the analysis, and the dissagregation level of the dataset.  

The aim of this paper is to disentangle the relationship between foreign ownership and wages in Slovenian manufacturing firms in the period 1994-2003.  Since the labour market in Slovenia is considered one of the most rigid labour markets in the entire European Union, with very low labour mobility, we can expect that any wage differentials will not easily be competed away by workers from domestic firms.  

The paper is organised as follows:  I first outline the theoretical grounds and empirical evidence for expecting foreign-owned firms to pay relatively higher wages; the next section presents the data set and some descriptive statistics are given as a first glance into ownership-wage relationship in Slovenia.  Then I present the econometric models and the estimation results, their interpretation and a view into further econometric issues. 
Theory and empirics of the foreign ownership wage premium

Why some firms would, or do, pay higher wages than other firms, is a largely developed issue.  It seems to be empirically established that foreign firms on average possess most of the observable characteristics, which already imply high wages – they are larger, more productive, more capital intensive ..., but even past these factors, there are some theoretical foundations for the empirically unexplained notion that foreign firms still seem to be paying higher wages than domestically-owned firms:
1. Rent – sharing hypothesis, based on the internalization theory of FDI (see Dunning, 1981, Caves, 1996), assumes that the possession of firm-specific, largely intangible assets (such as brand name, organisational advantages, …) is necessary for firms becoming multinationals, as they serve to overcome the inherent disadvantages of foreign firms in the host country.  If these are transferred to subsidiaries in the host countries, we can expect their advantage over indigenous firms to translate into higher marginal productivity and to relatively higher wages of workers in foreign firms.  Additionally, in order to discourage costly worker turnover and thereby prevent leakage of firm-specific assets to competing firms, foreign firms are often willing to pay higher wages (see Fosfuri et al., 2001).

2.  Increased labour demand  is based on the assumption of non-competitive labour markets.  If the labour supply curve is upward sloping, then any additional production facility, such as foreign greenfield investment, or production expansion of firms, acquired by foreigners, will increase labour demand and result in higher wages for marginal workers (Martins, 2004). 

 3.  Worker heterogeneity:  It may be the difference in the average characteristics of workers in foreign and domestic firms that drives the pay gap, and not foreigness per se. For example, multinational firms may employ higher skilled labour (eg. Almeida, 2003), but since worker ability and skills are often imperfectly measured, it is possible that this could explain at least part of the unexplained wage gap.  

4. Other competing hypothesis, such as internal fairness policy (Navaretti and Venables, 2004); the hypothesis of monopsonistic position of foreign MNCs in the labour market, their stronger bargaining power, ..., give us competing motives, arguments and theories to explain why foreign firms would pay higher (or even lower) wages than domestic firms, none in general superior to the other.  If foreign firms do in fact pay relatively higher wages, remains largely an empirical issue - country, period and methodology- specific.

As for the empirical evidence, during the last 20 years it has largely documented that foreign-owned firms are on average larger, more productive, capital intensive and pay higher wages than domestic firms (Globerman et al., 1994).  Whether the last finding survives econometric scrutiny will be discussed later, but the overall impression is best put in the words of the most fruitful researchers in this area, who concludes, 'If regions or countries encouraging inward investment are interested in encouraging high-wage plants, foreign investors seem to meet that desire.' (Lipsey, 2002, p.30).  From the reading of the empirical literature, the following controls and econometric methods have been found relevant in the estimation of the causal impact of foreign ownership on wages (on firm or worker level):
1.  Firm size:  The size-wage premium is empirically and economically large (Gaston and Nelson, 2001, p. 29), and not controlling for the size of firms in any case means creating the possibility of an upward bias in the foreign wage premium estimate. 

2.  Productivity:  Based on the internalisation theory, it is reasonable to expect that more productive workers with higher marginal products in foreign firms will be payed higher compensations.  In fact, Conyon et al. (2002) find that although foreign firms pay on average higher wages by 3.44% than domestic firms to equivalent employees, this result is entirely attributable to their higher levels of productivity.  

3.  Location:  It is likely that foreign firms will be more attracted to regions or states with higher agglomeration of activity and higher level of development, which are often high-wage locations (Fujita et al., 1999, 2004, Driffield and Taylor, 2004).  Hence, location (usually regional) variables can  be important controls in the wage regression, if labour markets are segmented.  

4.  Mode of entry of foreign capital:  It seems plausible that a foreign greenfield investor will have to pay a wage premium to attract good quality workers away from other firms, also due to a lack of knowledge of the local labour market.  Most studies have confirmed that the wage premium in foreign greenfield firms is indeed higher than the one following foreign acquisitions of the existing domestic firms (Heyman et al., 2004, Lipsey and Sjoholm, 2002, Cengődi et al., 2003).

5.  Capital vintage:  If foreign firms are younger on average than domestic firms, and because new investment is associated with higher worker productivity, then a positive foreign ownership premium will in part reflect a capital vintage effect.  The effect is usually not large and can sometimes also produce results which are in contrast to this logic (eg. Aitken et al., 1996, find a positive and statistically significant coefficient on the plant age variable).

6.  Nationality of the foreign investor:  Firms of different nationalities have been found to employ different management techniques, organizational routines and production systems (eg. lean production of Japanese firms) and employment and working practices.  Consequently, the wage differential, along with productivity differences between domestic and foreign firms, can vary by foreign investor's country of origin. For example,  when disaggregating foreign multinationals by nationality, Ramstetter (2003) finds significant differences in terms of the effect of both labour productivity and wages in Thai manufacturing
.  

7.  Multinational status of domestic firms:  It has been argued recently that it is not the foreign ownership that pays higher wages, but the multinational status of the firm as such
 (Heyman et l., 2004). 
8.  Worker characteristics:  Although the majority of research concludes that foreign firms pay relatively higher wages, even within industry and regions and controlling for the observed and unobservable firm characteristics, in most studies it remains unclear whether they pay higher wages to identical workers.  In fact, Navaretti and Venables (2004) in their study of the behaviour of multinational firms conclude that skilled workers are more likely concentrated in MNEs.  Hence, part of the observed foreign wage premium might be expained by worker characteristics (Aitken et al. (1996), Lipsey and Sjoholm (2002), Te Velde and Morrisey (2001) , Cengődi et al. (2003)) .  

9.  Self-selection (endogeneity issues):  When we analyze foreign takeovers of domestic firms, care should be taken of the possibility that foreign investors can invest in firms that were performing better and pay higher wages than the average  indigenous firm already before the acquisition (the evidence for the so-called cherry-picking has been found in research eg. by Oulton (1998), Almeida (2003)).  This simultaneity issue of wage and foreign ownership decision would then create an upward bias in the econometric results.  One way to reduce the simultaneity problem in determining the residual causal effect of foreign ownership on wages is to control for the appropriate industry, firm and worker characteristics, and most of the studies tend to follow this path.  But recently, empirical research has emerged, focusing on foreign acquisitions of domestic firms and making use of more advanced econometric procedures, such as matching and difference-in-difference procedures.  In fact, it was the use of matching techniques that has casted the most doubts on the established foreign ownership-wage premium (see Girma and Görg (2004) for the UK,   and even significant negative foreign ownership effect can be found in Martins (2004) for Portugal and Heyman et al. (2004) for Sweden).
Slovenia and data set overview
As part of the former Yugoslavia, Slovenia's economy was characterized by government rather than private ownership of assets, where subsidies to firms were on a daily menu.  After independence in 1991, the structural reforms addressed all of the vital segments of the economy, from the price liberalization, the introduction of new organizational forms of enterprises, privatization… (Orazem and Vodopivec, 2004).  The process of privatization of large state enterprises started de facto in 1994, with very few foreign firms taking part in it (Rojec and Stanojević, 2001).  Slovenia has subscribed to a gradualist approach to labour market reforms, resulting in the Employment protection legislation index of 3.5 in 2001, making it the most rigid of all EU labour markets, together with Portugal, while the index for EU15 was 2.4
  (OECD, 2004).  

Slovenia is a small economy of 2 million inhabitants, with around 70% of EU-15 GDP in 2003, which makes it the most advanced transition economy.  The sample period 1994-2003 is one of stable, but gradually declining growth (average GDP growth rate was 3.8%).  The stock of foreign direct investment in Slovenia by the end of 2003 totalled 5067.9 million EUR, which represents something over 20% of GDP. This is higher than in 1995, when the comparable share was below 9%, but it is still significantly lower than in other transition countries. 

 The situation with the foreign capital inflows has begun to improve in 2001.  Slovenian Trade and Investment Promotion Agency argues that there was a rise in FDI inflows in 2001-2004, due to the following:  1.  Post-privatisation acquisitions of already privatised companies, 2. New greenfield entries, 3.  Expansion of the existing foreign-owned companies.  

This paper employes firm-level data on all Slovenian manufacturing firms (classified in NACE rev. 1 industries 15 to 37), in the period between 1994-2003.   For this purpose, the detailed accounting information from the Slovenian Agency for Public Evidence (AJPES) has been merged by firms' unique identification numbers with the Bank of Slovenia data on foreign investment
, while information on firms' ownership type has been aquired from the Slovenian Business Register.  All data were provided in nominal terms, in Slovenian tolars (SIT) and have been deflated to 1994-prices using the consumer price index (CPI; for capital
) or producer price indices (PPI; available at 2-digit NACE industry level) for data, relating to sales, wages, capital and value added.  

The original database consists of 60. 228 entries.  Due to unreliability of the self-employed data, I have restricted the sample to firms with more than 1 employee, on which positive values on wage, value added and capital stock are available, leaving an unbalanced sample of 2.351 firms in 1994 and 4.001 in 2003, in total of 33.962 observations.  Table 1 presents the balance of the panel, decomposing firm types by ownership.  

Variable description
In a process of 'successive distillations to remove impurities (as Lipsey, 2002, p.22, pictoresquely puts it), the following variables are used, in the hope that any residual wage differential could be attributed to the ownership of the firm:  

Variable FDI is used as a 0/1 dummy variable to distinguish between domestic and foreign firms – firms with at least 10% of foreign owned capital.  Wage rate is calculated as firm's real (PPI deflated) wages and salaries per employee in a given year, in 000 SIT.  Employment is used as a proxy for firm size and is defined as the firm's average number of workers, based on working hours in a given year.  Capital intensity is real total assets per employee (CPI deflated), in 000 SIT. Labour productivity is calculated as real value added (sales – intermediate consumption) per employee (PPI deflated), in 000 SIT.  Profitability is real total profit per employee (PPI deflated), in 000 SIT.  Yearly dummies are included to control for the aggregate shocks in the economy.  2-digit Nace sector dummies are included to account for the possibility that foreign firms might be concentrated in higher paying industries.

Slovenia has twelve Nuts 3-level regions, and if foreign capital is more concentrated in the higher-paying regions, this should be controlled for.  While the industry dummies are used to control for different wage levels, average 3-digit Nace wage should control for sectoral wage variation in the observed period.  Average regional wage is included to control for regional variation in the observed period.

Age of firm is included to proxy for the capital vintage (it is usually hypothesised that new investment is associated with higher worker productivity and higher wages).  Since transition from the state and mixed ownership to private ownership is a characteristic for the period under analysis and we can expect the behaviour of firms under different ownership to differ, ownership dummies are also included. 

Some Sample Statistics
Table 2 presents some descriptive sample statistics for the period 1994-2003. It is obvious that concerning the existence of foreign ownership premium, Slovenia is no different than the majority of the world research.  On average, foreign firms are larger, pay higher wages, are more productive, capital intensive and profitable than indigeneous firms.  This result holds for every year under investigation and the unconditional (and unweighted) foreign ownership wage premium over the entire period is fairly large: 27.4%, although decreasing in time (37% in 1994 and 23% in 2003).

Distribution of FDI by sector:  Next, in the quest for the origins of the revealed foreign ownership wage premium, I first analyse the industry distribution of foreign firms and seek to find if they perform better also within each sector.  The foreign share in total industry employment and sales is not very high, 18% on average in terms of employment and 23% in terms of real sales.  The coefficient of correlation between the industry average wage and the foreign share in employment is 59% and significant, indicating perhaps that part of the wage premium could be explained by the industry composition of foreign firms.  But even so, data show that even within each industry, for the large majority of sectors, compared to the indigeneous firms, foreign firms still pay relatively higher wages
, are larger and more productive. 

Distribution of FDI by region:  There seems to be quite a spatial dispersion of foreign investment, without any obvious attention given to the agglomeration factors of location.  Therefore, with respect to the regional distribution of foreign firms, the evidence seems to be even more clear-cut:  foreign-owned firms pay higher wages and are more productive than indigeneous Slovenian firms in every single region.  As can be expected, the Kolmogorov-Smirnov and the Student's t-test also largly reject the null hypothesis on the equality of distributions and equality of means for every region.

Size distribution of foreign and domestic firms:  It is a stylised fact of the empirical literature that foreign firms are larger on average (eg. Conyon et al., 1999).  With regard to the data under investigation, Figure 1 gives a plot of the firm size distribution for foreign and domestic firms in 2003 (size is proxied by employment), using the Gaussian kernel estimator with bandwidth 0.50
.  

   While the size distribution of domestic firms in 2003 still reflects the transition phase from the  centrally regulated to the market economy, it is still far from log-normal and is strongly skewed to the right, with the modus of around two employee-firms.  On the other hand, the size distribution of foreign firms in Slovenia is bimodal – one modus for 10-employee firms, and the other at around 120 employee-firms, reflecting the fact that the entry of foreign firms into the Slovenian market has been largely exercised through acquisitions of the existing medium-sized indigeneous companies, mosty private firms that were never state-owned (Rojec et al., 2001).  

Age:  Foreign firms are younger on average than domestically-owned Slovenian firms.  This result is statistically significant for all years but 2003.  Since younger firms are expected to be more productive, this should at least be tested, before proceeding with the econometric analysis.  But for the relationship between the age of firms and their average wages (calculated as the mean wage per each age category) in Slovenia, there seems to be no clear form of the correlation.  

Econometric model
To analyse the effect of foreign ownership on wages, I base my estimations on the following panel data model:

lnwit= αi +  β FDIit +  γ Fi  + ζ(fdi*Fi) + δlmw_regit + θlmw_n2it +  αt +  αr + αs +  εit          (1)

where w denotes the average real wage rate of firm i at time t.  Ownership is captured by FDI, which is a dummy variable for foreign ownership with at least 10% of firm's equity share.  F is a vector of firm level variables, such as log of firm size, capital intensity, labour productivity, firm age, ownership type.  lmw_reg and lmw_n3 are logarithms of region- and three-digit Nace industry-level mean wages variables, which should account for the within region and within industry wage variation through time.   αt , αr  and  αs  are time, region and sector dummy variables, respectively.  Firm age is included to account for the fact that foreign firms in Slovenia are younger on average and the ownership dummy variables are included to account for the fact that state-owned firms may employ different wage policy than private firms.  The yearly dummies control for the economy wide shocks that affect all firms in the same manner.  Regional dummies ought to control for the differences in the regional distribution of firms and the industry dummies for differences in the sectoral distribution of firms.  αi  is a variable of permanent firm-specific effects and ε is the error term, assumed to be distributed normally with zero mean and constant variance σ2ε.    
The coefficient of primary interest is β, which gives the estimate of the wage difference, in percentage, between foreign and domestic firms.  With regard to the fact that firm-level empirical research, based on other countries' data, largely reports a positive and statistically significant difference, and the fact that the summary statistics from my sample also report above average wages for foreign firms, I hypothesise that the estimate on this coefficient should be positive, meaning that even controlling for the firm, sector and region specific effects of the above equation, there will still persist a wage premium, which can be considered as a causal impact of foreign ownership.  

In order to obtain a 'total' effect of FDI on wages, I also test the hypothesis that foreign ownership may change the elasticity of wages with respect to productivity, employment, capital intensity  or firm age, by adding to the model an interaction term between FDI and these variables.   As an example, this means that even though an increase in firm productivity can affect wages positively in both domestic and foreign firms, it may also be that the domestic managers will be relatively more generous in sharing these additional rents with their workers, especially if the firm is in a small locality, or it may be that foreign investors have a stronger bargaining power, because they can more easily transfer production to another location.  On the other hand, foreign firms may have less power with the unions due to the lack of knowledge of the local labour market institutions and will be more willing to share their additional rents with workers.  

The change in the wage elasticity due to foreign ownership will be given by the coefficient ζ.  If it proves statistically significantly different from zero, it means, in graphical terms, that in addition to the function shift due to the FDI dummy variable, there would also be a difference in slopes of the wage-productivity (or employment, age, capital intensity) functions of foreign and domestic firms.

Econometric results 

I begin  to examine the relationship between ownership and wages by running a simple pooled OLS regression, giving an unconditional foreign ownership premium of 24%.

In the subsequent analysis, the method of estimation will be based on the fixed effects model, knowing that it will give us unbiased estimates, as long as the exogeneity assumption, placed on the regressors, is not violated (the least restrictive being contemporaneous noncorrelation with the error term).  The results of the fixed effects estimations are layed out in Table 3.  It should be emphasized that the fixed effects model only considers the within–firm variation in the model, meaning that the estimation of the foreign ownership coefficient only considers information from firms, which have changed ownership during the sample period.  Because new foreign investments (greenfields), which do not change ownership, bring no new information to the fixed effects estimation, but they have been shown to bring along higher wage difference (eg. Heyman et al., 2004), this may mean that the estimated coefficient on foreign ownership will be biased downward.  To check for this possibility, I later perform the estimation using the random effects model, which has the capability of estimating the effects of time-invariant variables. A brief note on data transformation: all of the time-varying variables have been transformed to logarithmic values, since the double logarithmic, or constant elasticity model, has proven to best fit the real data. 

In model FE1, I add to the FDI dummy the firm fixed effects to control for firm specific characteristics, and include yearly dummy variables to control for economy-wide shocks, which may have had an impact on wages. The estimated foreign ownership wage premium is now 4.7%, which is drastically smaller than the unconditional one, but it is still highly significant.  Adding sector dummies to this equation (not shown) increases R2 slightly, but has no effect on the FDI coefficient, conforming to the results of Rojec and Stanojević (2001) that 'Foreign investors in Slovenia have been far more drawn in by the "attractiveness" of individual Slovenian companies (as target companies or joint-venture partners), that is by their specific individual characteristics, than by the "attractiveness" of individual industries as such. Time and sector controls are hereon included in all models of table 3.  

Next, the FE2 model additionally controls for firm size (proxied by employment) and capital intensity.  Foreign firms in Slovenia have been shown to be larger and more capital intensive than domestically-owned firms, and this does seem to account for a small part of the wage premium, which is reduced to 3.3% and is still significant.  The estimated capital intensity coefficient is positive and significant as expected, but the size-wage relationship turns out to be non-linear, which is rather non-standard, and a quadratic  - inverse U-shape effect of employment on wages seems best to fit the data.  It indicates that wages increase with firm size only up to a certain size (in this model, the turning point is around 86 workers), and thereafter the relationship is negative.  This is not a usual empirical finding and seems to be a result of the specific firm size distribution in Slovenia and its slow  transition from a bimodal to a log normal one, where the privatisation of larger, mostly state-owned firms has brought about their restructuring and downsizing (see table 2), along with an increase in their productivity and average wages.

In model FE3, after the inclusion of log labour productivity, the FDI dummy coefficient becomes insignificant.  It now seems that in Slovenia, the wage premium of foreign firms is entirely driven by their productivity advantage
.  The coefficient on the FDI dummy gives the parametric shift of the wage function, but to disentangle further the 'total' effect of FDI on wages, I test whether foreign ownership may also change the wage elasticity – the response of wages with regards to the other variables (productivity, employment, capital intensity).  

Model FE4 tests for the possibility that the linear relationship between productivity and wages may have different slopes for foreign and domestic firms.  Somewhat surprisingly, not only the interaction term FDI*labour productivity is statistically significant, also the coefficient on foreign ownership re-appears at statistically significant 26.6%, while the increase of R2 also indicates that separating between two slopes is a better fit to the data.  This model indicates that foreign firms have on average higher wages, but the within-firm productivity improvement is more generously reflected in domestic firms'  wages.  This seems to be a stable result and may be an indication of a stronger bargaining power of foreign firms relative to unions in Slovenia.

Finally, model FE5 tests the  robustness of the previous results by additionally including logarithms of the average regional wage and average 3-digit Nace industry wage, to control for region- and industry-specific variation in wages.  All the results remain robust to the inclusion of these variable.   

In this final model FE5, in the period 1994-2003, foreign firms in Slovenia appear to have payed on average 26.6% higher wages than domestically-owned firms.  On the other hand, the slope of the wage-productivity function (wage elasticity) is lower in foreign-owned firms, reflecting the possibility that a relatively smaller part of the productivity increase is diffused to workers in foreign-owned than in indigenous firms.  The inverse U-shaped relationship between firm size and average wage has a turning point at  around 100 employees.  The estimated coefficient on labour productivity shows that a one percent productivity increase results on average in 0.22% wage increase, while a percent increase in capital intensity leads to 0.08% wage rise. 

Age of firm has also been included in the models, but its relationship to firm average wage has not been statistically significant.  It is probably the case that firm age in Slovenia is correlated with so many characteristics (eg. state ownership) that its relation to wage is not clear-cut.

The FE5 model has been also estimated by random effects model RE1, where additional time-invariant characteristic of ownership type (basically state/private) has been included as a firm fixed effect.  Random effects model assumes that the unobserved firm fixed effects are uncorrelated with the regressors in the equation, which has been tested using the standard Hausman test (Hausman, 1978).  But the test rejects the null hypothesis that the difference in coefficients of fixed and random effects is not systematic, leading to the conclusion that the random effects model is misspecified, since there are obviously still some unobserved firm fixed effects in the error term, which are correlated to the explanatory variables.  Hence, the fixed effects model FE5 is preferred.

LIMITATION OF THE STUDY AND FUTURE STUDIES
The last model, presented above, seems well robust, but still, there is some room for improvement.  Above all, worker-level characteristics, such as education and/or tenure, should be taking into account to establish, whether the estimated wage premium is in fact paid to similar workers or is it only a reflection of the worker education structure (of possibly more educated workers in foreign firms).  Also, a distinction between foreign greenfield investment and foreign takeovers should be made in the estimation, leading to careful work on the foreign acquisitions themselves.
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TABLES AND FIGURES

Table 1:  Balance of the panel, by ownership type

	 
	Year
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
	Total

	Number of firms
	D 
	2,201
	2,697
	2,910
	3,109
	3,183
	3,361
	3,378
	3,437
	3,658
	3,737
	31,671

	
	F 
	150
	167
	209
	216
	232
	224
	268
	255
	306
	264
	2,291

	
	T
	2,351
	2,864
	3,119
	3,325
	3,415
	3,585
	3,646
	3,692
	3,964
	4,001
	33,962


Table 2:  Sample characteristics of Slovenian manufacturing firms by ownership type (domestic-D, foreign-F), with respect to average wage, size, labour productivity, profitability and capital intensity 

	
	
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	w
	D
	834.1
	884.6
	959.3
	1072.4
	1132.1
	1210.9
	1286.7
	1350.4
	1414.3
	1517.7

	
	F
	1144.2
	1100.3
	1257.3
	1330.6
	1422.9
	1523.1
	1683.3
	1703.4
	1736.7
	1871.9

	
	R*
	1.37
	1.24
	1.31
	1.24
	1.26
	1.26
	1.31
	1.26
	1.23
	1.23

	E
	D
	91.2
	77.4
	67.8
	61.0
	56.6
	54.0
	48.4
	49.6
	46.6
	44.4

	
	F
	124.7
	118.0
	99.6
	105.8
	119.1
	122.4
	168.0
	156.0
	144.9
	151.8

	
	R*
	1.37
	1.52
	1.47
	1.74
	2.10
	2.27
	3.47
	3.15
	3.11
	3.42

	q
	D
	1932.6
	1990.3
	2236.4
	2552.5
	2570.9
	2833.6
	2945.9
	3061.3
	3217.9
	3403.6

	
	F
	2806.8
	2536.2
	2757.5
	3151.1
	3423.6
	3748.1
	4258.5
	4248.2
	3794.6
	4435.8

	
	R*
	1.45
	1.27
	1.23
	1.23
	1.33
	1.32
	1.45
	1.39
	1.18
	1.30

	P
	D
	2.8
	2.6
	3.0
	4.0
	3.8
	4.8
	5.3
	5.8
	6.8
	7.3

	
	F
	4.7
	4.1
	4.0
	5.9
	6.1
	7.6
	9.9
	9.0
	8.7
	11.6

	
	R*
	1.67
	1.56
	1.33
	1.48
	1.61
	1.57
	1.87
	1.56
	1.27
	1.59

	K
	D
	6894.2
	6391.5
	6904.0
	7090.9
	6896.9
	7423.2
	7354.7
	7722.1
	8171.8
	8644.8

	
	F
	10263.3
	8201.2
	9836.8
	10401.5
	10727.6
	11134.3
	13160.5
	11023.7
	10236.2
	10879.4


Source:  AJPES and BS database;  author's own calculations

*  R stands for  foreign/domestic ratio

· W:  real wage rate in 000 SIT

· E:  the number of employees

· q:  real labour productivity in 000 SIT

· P:  real profit per employee in 000 SIT

· K:  capital intensity:  real assets per employee in 000 SIT

Table 3  The effect of foreign ownership on wage rates in Slovenia during 1994-2003 (dependent variable – log wage rage)

	Variable
	FE1
	FE2
	FE3
	FE4
	FE5
	RE1

	FDI
	0.047
	**
	0.033
	*
	0.005
	
	0.266
	**
	0.266
	**
	0.275
	**

	
	(3.44)
	
	(2.52)
	
	(0.45)
	
	(3.89)
	
	(3.97)
	
	(0.06)
	

	Empl
	
	
	0.17
	**
	0.17
	**
	0.17
	**
	0.156
	**
	0.17
	**

	
	
	
	(18.01)
	
	(18.96)
	
	(18.91)
	
	(18.05)
	
	(0.006)
	

	Empl2
	
	
	-0.02
	**
	-0.02
	**
	-0.02
	**
	-0.02
	**
	-0.02
	**

	
	
	
	(-9.6)
	
	(-11.6)
	
	(-11.6)
	
	(-11.4)
	
	(0.001)
	

	Labour productivity
	
	
	
	
	0.29
	**
	0.23
	**
	0.22
	**
	0.24
	**

	
	
	
	
	
	(82.61)
	
	(71.24)
	
	(66.99)
	
	(0.00)
	

	Capital intensity
	
	
	0.17
	**
	0.08
	**
	0.08
	**
	0.08
	**
	0.07
	**

	
	
	
	(42.82)
	
	(20.82)
	
	(20.73)
	
	(19.91)
	
	(0.01)
	

	Region wage
	
	
	
	
	
	
	
	
	0.35
	
	0.43
	**

	
	
	
	
	
	
	
	
	
	(6.00)
	
	(0.05)
	

	Industry wage
	
	
	
	
	
	
	
	
	0.49
	
	0.49
	**

	
	
	
	
	
	
	
	
	
	(32.14)
	
	(0.01)
	

	fdi_Lprod
	
	
	
	
	
	
	-0.03
	**
	-0.03
	**
	-0.03
	**

	
	
	
	
	
	
	
	(-3.88)
	
	(-3.94)
	
	(0.01)
	

	YEAR
	YES
	 YES
	 YES
	YES
	YES
	YES

	SECTOR
	 NO
	YES
	 YES
	 YES
	 YES
	YES

	OWNERSHIP  
	 NO
	NO 
	NO 
	NO 
	NO 
	YES

	R2 overall
	0.1645
	0.3684
	0.5311
	0.5316
	0.5512
	0.5832

	Hausman
	-
	-
	-
	-
	-
	yes

	N
	33962
	33962
	33962
	33962
	33962
	33887


Notes:  

1. FE models:  absolute values of t-statistics are given in parentheses;  RE model:  standard errors given in parenthesis.   

* Significant at 5%  ** Significant at 1%

2. Dependent variable is log wage per employee

3. The coefficient on FDI gives the average percentage wage premium in foreign relative to domestic firms

4. Empl is log of the number of employees, Empl2 is its squared value

5. Labour productivity is log of real value added per employee

6. Capital intensity is log of real total assets per employee

7. Region wage is log of average wage in region, by year

8. Industry wage is log of average wage in 3-digit Nace sectors, by year

9. fdi_Lprod is the interaction term between FDI dummy and log of labour productivity 

10. YEAR stands for the time dummy group

11. SECTOR stands for 2-digit Nace industry dummies

12. Ownership stands for the ownership type (state/private/mixed..) dummy group 

Figure 1:  Kernel density estimation of the firm size distribution for domestic and foreign firms in 2003 (where the red (higher) line corresponds to the employment kernel densitiy of foreign firms, and the lower, blue line corresponds to domestic firms) 
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� On the other hand, Globerman et al.  (1994) find no significant productivity or wage differential based on the nationality of ownership in Canada.


� Although it has been argued in Lipsey (2004) that comparing foreign-and domestic MNCs may be biased, since the latter group includes headquarter services.


� The labour market reform in 2004 has made some progress in making it more flexible, and the recent, 2004 index, given to Slovenia, was 2.3.  


� Bank of Slovenia is following the general International Monetary Fund threshold that at least 10% of a firm's equity is foreign-owned.


� Until 2002, there was a mandatory revaluation of assets using cousumer price index.


� This result is also strongly confirmed by the Student's t-test of the equality of mean and the Kolmogorov-Smirnov test for the equality of distribution.


� This non-parametric method evaluates each point of the estimated density as a weighted sum of the data frequencies in the neighbourhood of the point being estimated.  


� This has shown to be the case in the UK (see Conyon et al., 2002).
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