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Abstract
In the years after crisis, policy makers are focused on finding the ways to create sustainable
economic growth and create employment. Their attention is shiftining towards private equity
industry. Once a „bad guy‟, now the instrument of policy makers used to affect economy as a
whole. However, private equity effects on employment are still not clear. This paper tries to
contirbute to the ongoing debate. It is investigated whether there is a difference in effect on
employment among private equity and non-private equity backed companies in Netherlands as
well as how that effect varies across sectors. It is also examined how MBO and other PE types
affect the employment separately. The research is conducted on the sample of companies
involved in transaction in a period 2007 to 2010. Somewhat suprisingly, the findings are not
significant, except in the case of other PE types. Several issues which arise from these results are
identified but they should be examined further in the future.
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1. Introduction
In the aftermath of the financial crisis, policymakers are faced with the constant pressure of
finding the way to create sustainable economic growth as well as bring back the European Union
to full employment (EVCA, 2013).The center of their attention is the private equity (PE)
industry. This industry is considered to be a new, more superior form of capitalism which brings
high returns to investors (Froud & Williams, 2007). On the one hand, one may argue that
policymakers are mistaken, and that PE industry do not contribute to creation of sustainable
economic growth. The only ones who benefit from the PE deals are investors. This criticism
follows especially from the leveraged-buy outs1 (LBOs) waves in last decades of 20th century,
where a considerable number of jobs were destroyed (Froud & Williams, 2007). On the other
hand, private equity and venture capital associations have been conducting researches about the
social gains of PE. They aim to show that PE industry is not the „bad guy‟ and that this industry
has to offer more than just high returns for the investors (Froud & Williams, 2007). For example,
according to the exploratory analysis conducted by European Venture Capital Association
2

(2013),

private

equity

investments

encourage

innovation,

higher

productivity

and

competitiveness. All of those, in turn, contribute to economic growth.
In terms of job creation, in particular, the contribution of PE industry to employment is still
unclear. On the one side, EVCA and BVCA3 find that the private equity investment creates jobs
and leads to increases in employment in general. On the other side S.Davis & J.Lerner (2011)
find a negative impact on employment. Therefore, there is still considerable disagreement on the
effect of PE on employment. The goal of this paper is to help to contribute to this ongoing debate
regarding the employment effects created by private equity investments.
To achieve this goal, the research question will be the following: Do private equity
participations in companies affect employment, as compared to non-PE backed companies in the
Netherlands? Answering this question will provide insight in whether employees and not solely
shareholders benefit from PE-deals. The analysis will be conducted on a sample of Dutch
1

Acquisition of other company, usually using large amounts of debt to meet the cost. (Investopedia ,
2014)
2
EVCA
3
British Venture Capital Association (BVCA)
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companies with PE participations in companies, from 2007 until 2010. The effect will be
observed in three years after transaction. Furthermore, as a follow up to the main research
question, it will be analyzed if employment impact varies across different sectors‟ types. Finally,
it will be examined how two types of private equity investments separately affect employment
compared to companies financed some other way.
The relevance of this project is rooted in the fact that most of the studies, as it will be elaborated
in the literature review, are focused on analyzing the impact of leveraged buyouts‟ (LBOs) on
employment in comparison to non-LBOs companies. However, very little attention is paid to the
overall effect of private equity on employment. Moreover, previous studies, have generally
examined the USA and UK private equity markets. Therefore, it appears relevant to investigate
the effect of private equity transactions in other European countries, especially in the ones where
the level of private equity activity has been rather high in the recent years (such as in
Netherlands). This is particularly interesting because these countries have different institutional
environments relative to the UK and USA and therefore private equity transactions could have
different effects on employment and on the economy as a whole. The European countries such as
Netherlands belong to Germanic type environments, which are more regulated and coordinated
than liberal Anglo-Saxon markets such as UK and USA (Bacon et al, 2008). Furthermore, this
analysis could also indicate that not only markets matter but also institutions. If, for instance, the
analysis reveals that PE firms have positive influence on employment in comparison to non-PE
firms, policy makers should support private equity deals and in that way contribute to
employment growth. If it turns out that effect is negative, the private equity market regulators
should consider making the PE market regulations stricter. Finally, it could be the case that there
is no impact of PE investments on employment, at least not a significant one. In that case private
equity could be used more freely as the type of financing because of its many other benefits, such
as, for example, improving organizational form of the firm and reducing agency costs.
The paper is organized as follows. Section 2 provides the explanation of the theory and literature
review of the effects of private equity on employment. It also describes the hypothesizes
examined in this paper. Section 3 is devoted to the explanation of data and methodology. Section
4 provides the results of different tests and regression analysis. Section 5 is the discussion of the
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results and possible implications. Section 6 is dedicated to additional analysis. Finally, section 7
is the conclusion and summary of the research.

2. Literature and theory review
2.1. Theory review
Less than a decade ago the term „private equity‟ has been known only to the small group of
professionals (bankers, pension funds etc) and a minority of very rich people (Watt, 2008).
However, the PE-industry has been growing in popularity. The public is becoming aware of
consequences of private equity for „real economy‟ (Watt, 2008). While the literature may not
agree on various impacts of private equity on the economy as whole, the concept of private
equity is universal. In the simplest form, private equity means “equity capital that is not quoted
on public exchange” (Investopedia, 2014). Private equity investors make investments in private
companies or perform buyouts of public companies („going private‟), which results in their
delisting from the stock exchange (Investopedia, 2014).
There are many types of private equity transactions such as growth and replacement capital,
including leveraged buy-outs (LBOs), management buyouts (MBOs), bridge financing and so on.
These different PE transactions differ in a choice of target company (growing, mature or
distressed company) and in the amounts and type of debt that is used for financing. Buyouts,
especially LBOs, seem to be the most popular type of PE transactions (Kaplan & Stromberg
2009). The last two decades of 20th century as well as the beginning of 21st century are
characterized by two waves of LBOs (Amess & Wright, 2010). LBOs represent the investments
by PE firm in mainly mature companies. As the name says, these investments are financed by
large amounts of debt (Kaplan & Stromberg, 2009). As Jensen (1989, as cited in Kaplan &
Stromberg, 2009) predicted, leveraged buy-out organization became dominant corporate
organizational form among private companies. Some authors (e.g. Kaplan & Stormberg, 2009)
argue that LBO is a superior organizational form as it decreases the agency cost between
managers and investors. Higher debt levels, improved monitoring by investors as well as
increased managers‟ incentives are just some of the reasons for the expected lower agency costs
(Leslie & Oyer, 2008). Moreover, there is significant empirical evidence that LBOs not only
decrease agency costs but also improve efficiency and operational performance of the target
6
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firms which grants higher profitability and higher returns for the investors (Jensen, 1989, as cited
in Bernstein et al, 2010). As a form of LBOs, in a broader sense, management buy-outs (MBOs)
and management buy-ins (MBIs) are also types of buyouts which together with LBOs, attracted
most attention. Of particular interest for this paper is MBO.As it will be elaborated later on, this
type of PE transaction has some specific characteristics and positive employment impacts in the
company in comparison to MBI backed companies.
Next to the different forms of buyouts, other types of PE financing are also interesting, especially
growth financing and later venture stage financing. These transaction types focus on investing in
growth firms, which need money to achieve business expansion (AttractCapital, 2014).
While there is broad literature on the different types of PE transaction and their role in value
creation process, this paper will focus on the overall effect of private equity transactions on
employment as well as on the effect of MBOs. Therefore, this section will provide a brief
review of the literature which deals specifically with the impact of private equity on employment
as well as the analysis of theory underlying particular employment impact.

2.2. Literature review on private equity and employment
The research about the impact of private equity investments on employment produces
controversial results. Many of these studies focus on different types of equity buyouts (MBOs,
LBOs, etc) and their role in creation or destruction of jobs. Furthermore, as mentioned above,
these studies are oriented to UK and USA private equity markets, with the exception of few
papers which analyze the French and Spanish equity markets. This review will focus on two
groups of papers: the ones which claim to find the negative employment impact of private equity
and the ones which claim the opposite.

2.2.1.Private equity and negative impact on employment
There is a significant number of studies which find a negative impact of PE on employment,
especially in the first years after investment. Before reviewing these studies, it is important to
understand what the theory is behind expected job destruction, once PE investors take over the
company.
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Private equity investors have been called different names “locusts”, “asset-stripers”, “gluttons at
the gate” and they are accused of destroying jobs and profiting on workers expense (Froud &
Williams, 2007). One of most applicable explanations for these „accusations‟ lies in rationalincentive theory approaches (Wright & Wood, 2009). This theory is based on principal-agent
problems between investors and managers which may exist in one company (Wright & Wood,
2009). According to agency theory, managers may work in their own interest at the expense of
shareholders‟ interests (Groenewegen et al, 2010). In order to align interests of managers and
shareholders, one way is to increase managers‟ incentives. The new organizational forms
introduced by PE transactions give the opportunity to control managers more effectively and to
increase their incentives (Lestle & Oyer, 2008). There are many factors at play that may
influence how managers behave after PE transaction. As many researchers argue, giving
managers more equity in the company, and increasing their variable rewards while reducing the
base pay, may increase their incentives and reduce agency costs.
According to Lestle and Oyer (2008), not only the idea of upside potential, but also the exposure
to downside risk-failing to repay debt- may be good motivators for managers. Since, each of PE
transactions is also highly supported by debt, the company‟s free cash flows are rather restricted
and that leaves less opportunity for managers to use it for other purposes. Therefore, the
increased incentives and the pressure of failing to repay debt cause managers to make decisions
which will increase profits of the company and consequently the return to investors. As a result,
they usually undertake the restructuring of the whole company.
According to Wright and Thompson (1995), restructuring takes place in order to improve
organizational performance and increase the profitability of the company by minimizing costs,
which will create higher returns to investors. The best way to minimize costs is by reducing the
workforce. The process of cost minimization usually means the revision of employees‟ contracts
and possible layoffs. Revision of employees‟ contracts usually means reducing the employees‟
pay, especially the ones which are above marginal product of labor and thereby increasing profits
(Amess & Wright.2007). On the other side, it could be argued that laying off workers as a part
of restructuring is due to the fact that the company previously performed at sub-optimal high
levels of employment. Now, by undertaking the restructuring company has the opportunity to
correct this sub-optimal employment level (Amess & Wright, 2007).
8
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A number of studies have found evidence which is in line with above described theory.
The most important representative is the empirical analysis conducted by Davis et al (2011). The
authors analyze the effect of LBOs transaction in period from 1980-2005. They focus not only on
employment effects in the firms but also on the employment effects in their greenfield
establishments, opened after buyout transaction. The results support the view of negative
employment impact with the exception of greenfield establishments where jobs are created at a
faster rate than in the control firms4.Furthermore, the authors point out that the employment
effects vary according to the industry and type of the transaction in question.
Wright and Amess (2007) analyze the employment and wage effects of LBOs in UK as well as
the different impact on employment of MBO and MBIs5 from 1999 to 2005. They find that
LBOs have negative impact on wage growth while the effect on employment growth is rather
insignificant. Also, both MBOs and MBIs transactions have negative impact on wages. On the
other side, it appears that the MBOs transaction is associated with a higher employment growth
than MBIs transactions when compared to control sample.
Finally, in the empirical analysis done by Cressy et al. (2010) the authors analyze the private
equity backed LBOs transactions in UK during five years period (1995-2000). They find that
LBOs indeed result in jobs cuts in years immediately after the transaction, but as profitability
rises after the transaction, they also indicate that is possible that these companies will become net
employers in future years.

2.2.2. Private equity and positive impact on employment
The review of above papers shows the negative impact on employment in the company targeted
by PE investors. However, there is a small but significant number of studies which find that PE
transactions in the firm can create the jobs and thereby increase employment. The explanation
for these findings is rooted in the fact that PE investors bring also many benefits to the targeted
company. For instance, private equity investors bring more funds to the firm, which makes it
easier for the company to grow and expand its business (Davila et al, 2009). Furthermore, they
usually have well developed networks of partners and suppliers and access to potential clients
4
5

Control firms-sample of firms which didn’t participate in the buyout transaction.
Management buy in
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(Sahlman, 1990; Sapienza et al., 1996, as cited in Davila et al, 2009). Moreover, investors‟

knowledge about growing firms is broad and they usually share it with the companies they invest
in, thereby accelerating their growth (Davila, 2005). Also, one should not forget that managers
are, after PE transaction takes place, free from bureaucracy which allows them to pursue growth
strategies otherwise impossible. Taking all these facts into account suggests that companies
targeted by PE investors have more opportunities for expanding their businesses. Therefore, they
create jobs and increase the employment in the company in the long run. Consequently,
expanding business means also higher profits (Wright & Thompson (1987), as cited in Wright &
Amess (2007)). The following studies support this theory.
Achleitner et Klöckner (2005) have found that the overall impact of private equity on
employment is positive. According to their findings, employment increased by 10.1 %
compounded growth rate and around 420 000 jobs were created during the period of 2000-2004
in the European Union countries, including Norway and Switzerland. While there are some job
losses in the smaller number of companies, they are offset by the large number of jobs created in
other companies (Achleitner & Klöckner, 2005).
Boucly et al. (2011) also find positive results regarding employment in the French equity market.
Their study is focused only on a particular type of private equity, leveraged buyouts
(LBOs).While their research also includes the general impact of LBOs on firms‟ profitability,
growth and capital expenditure, the impact on employment is of the main concern. They find that
employment grows up to 18% in four years following the buyout. Furthermore, they also control
for the effect of rigidity of labor laws, especially because French labor law is one of the strictest
regarding the layoff of the workers. They assume that because French labor law is strict, their
analysis would not show cost cutting effects of LBOs as that is the case in UK and USA which
have more flexible markets. Moreover, post-LBOs growth would be higher in French companies.
However, they do not find any significant results that more rigid labor laws have higher positive
impact on post-LBOs growth in general and on employment in particular.
Another study is conducted by ACRI, the Private equity and Venture Capital Association in
Spain. This research, as the ones before, shows that there is an increase in employment in private
equity backed firms. Yearly growth in employment is reported to be 8.2 % during 2005 until
2008 (ACRI, 2011).
10
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BVCA6 (2008) also reports that the private equity backed firms experience the employment
growth in years following the first transaction. They find that the overall growth rate is around
9% per annum, in comparison to only 1% and 2% in FTSE 100 and FTSE mid-250 companies,
respectively.
As can be seen from the review of the papers above, the studies do not agree on the exact
employment impact of private equity transactions. It also appears that not much research has
been done on the topic proposed in this paper, especially when it comes to analysis of private
equity transactions in Netherlands.

2.3. Hypothesis
As it has been shown in the previous section, researchers still do not agree on the employment
impact of PE transactions. Some say that PE transactions destroy jobs, finding the explanation
for their results in the principle-agent theory. They argue that PE investors increase managerial
incentives by giving them the large equity stake in the company and increasing their rewards, so
that in that way they ensure that managers will perform in their interests. However, performing
in the interest of shareholders requires increasing profits and thereby, shareholders‟ returns. As
it is explained, one way to achieve this is by minimizing costs. The cost minimization goes at the
expense of employees because they lose their jobs or their wages are cut.
On the other side, other academics argue that PE brings many benefits, including the creation of
employment. The jobs are created due to the fact that managers have more resources and are able
to pursue growth strategies which before transaction were not even considered. While the results
on this topic might be controversial, the assumptions in this paper support the negative view. The
choice for this is rooted in the fact that the papers which find the negative impact on employment
provide more objective results. Therefore, the first hypothesis is:
H1: PE backed firms will experience lower employment growth than non-PE backed
counterparts, in each of three years after the PE transaction and in general.
Furthermore, this paper looks at effects among different sectors. The focus in this paper will be
mainly on manufacturing, retailing, services and telecommunication, media and technology
6

British Private Equity and Venture Capital Association
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(TMT). The sample consists of the companies from these sectors because they are the most
popular sectors for PE investors. For example, according to Sudarsnam (2010), TMT sector,
together with manufacturing sector are the most attractive sectors for PE investors because of its
growth potential.
In this paper it is expected to find some difference in employment impact of PE and non-PE
backed companies among sectors. The reason for this lies in the fact that the service sector and
retailing are more labor intensive7 sectors than manufacturing and TMT. Therefore, it is assumed
that more labor intensive sectors will be characterized by more cuts in employment.
The second hypothesis follows created from the above mentioned arguments:
H2: Employment growth in PE and non-PE backed firms will differ among the sectors.
As it is mentioned above, next to the overall effect of PE transactions on employment, it will be
analyzed if MBOs and other PE types individually have some employment effects. Firstly, MBO
type is not chosen accidentally. According to Amess and Wright (2007) MBOs experience higher
employment growth in comparison to MBIs. The reason for this is rooted in the sole definition of
the MBO. Management buy-out or MBO is type of PE transaction in which managers of the firm
buy its assets and operations or precisely its controlling shares (Investopedia, 2014). These
managers already have insider knowledge about the growth opportunities and new products
which company could offer but now, they also have more power to pursue those strategies. This
can result in higher employment growth (Amess & Wright, 2007). Furthermore, since they were
managers before and knew the company‟s employees, they may be oriented towards employee
preservation and towards increasing their commitment to the company, rather than laying them
off (Wright, 1990, as cited in Amess & Wright, 2007). Secondly, other PE type in the sample
mainly consists of some type of growth financing or later venture stage financing and therefore,
it is expected that these types will show significant positive employment effects. Precisely, these
types are usually oriented towards pursuing unexploited growth strategies which usually result in
employment creation. Therefore the third hypothesis is created and it consists of two parts:

7

Labor intensive industry-“Industry that requires large amount of labor to produce its goods and services”
( Investopedia, 2014)
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H3(a) : MBO companies will have higher employment growth than the companies financed some
other way.
H3(b): Other PE companies will have higher employment growth than the companies financed
some other way.

3. Data and Methodology
3.1. Data
The sample in this paper consists of 46 Dutch companies. It is built by using the matched pair
sample approach. Half of the companies are PE backed, while the other half is non-PE backed.
They are, however, of similar size and operate in the same sector. The data about private equity
transactions has been provided by NVP (Dutch Private Equity and Venture Capital Association).
While the NVP provided the information about more than 200 companies which had PE
transactions in period from 2007 to 2010, the difficulties in obtaining data about employees
reduced this big sample to only 23. However, it is not surprising that data about employees are
not easily obtainable. As it is known, these are private companies and they are not obliged to
disclose all information, as their public counterparts. Furthermore, the PE companies which have
the data about employees usually lack that information in year when PE transaction took place as
well as in two to three subsequent years. This fact also has caused the number of original
companies to be significantly reduced.
Among the companies which have the data available, only the companies which fulfill two
requirements have been chosen for the analysis. Firstly, the companies have to be involved in
private equity transaction during period from 2007-2010(depending on the company).Secondly,
the type of private equity transaction should be either some type of buyout (MBOs, MBIs,
LBOs) or some other type of capital financing (growth, replacement, later stage venture
financing). The companies at the stage of seed and start-up are excluded from the sample. The
selection process results in sample of 23 PE companies. Once PE companies are chosen, their
non-PE counterparts are obtained from Amadeus database. As already mentioned they are from
the same sector and of similar size and are not financed by private equity investors in this period.
The number of employees is used as a measure of size of a company. Moreover, finding 23 non13
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PE backed companies has been harder than expected due to unavailable employment data.
However, at the end, the sample of 46 companies is created. It is worth pointing out that the
sample is not perfect. Some of the chosen companies lack data on employment growth in some
of the observed years and therefore, the number of observations in regressions can be even lower
than 46.

3.2. Methodology
The recent studies about the employment impact of private equity have not yet agreed about the
right econometric model. Some of these studies make use of the simultaneous equations to
account for both wage and employment effects (Amess &Wright, 2007). Others, such as the
study by Davis et al (2011) develop a model to account for effects at both the firm and plant
level. One could argue that the variation in research approaches could be the reason for obtaining
different results. One aspect which keeps on repeating in all studies is the finding that the type of
sector and type of private equity transaction can influence the results; therefore these variables
are important to control for. Furthermore, as for the control sample, most of the papers use the
companies from same sector and similar size but which do not take part in private equity
transactions.
The approach developed in this paper also uses a control sample built from non-PE backed
companies from same sector and similar size. Furthermore, as already explained it will also
include the type of the sector, in order to control for possible different employment effect among
sectors. In order to see if there is significant difference in employment between two types of
companies, a univariate Mann-Whitney test will be firstly performed. Afterwards, multiple
regressions will be used to analyze the effect of PE on employment over years. Firstly, the effect
of PE on percentage change in employment for each of three years will be investigated.
Secondly, the general employment effect of PE transaction over three years will be analyzed.

3.2.1. Dependent Variable
Since the main focus of the paper is to analyze if there is employment impact of private equity,
the percentage change in employment as dependent variable is chosen. The formula used to
calculate percentage change is : (Et-Et-1)/Et-1 .This seems to be the best way to analyze if there has
14
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been positive or negative growth in employment after PE transaction took place in comparison to
non-PE companies. As already mentioned, the approach in this paper is to run multiple
regressions in order to analyze if there has been PE effect on employment for each of three years
after transaction and what the overall effect for these three years is. Therefore, the dependent
variable for every regression is defined as a percentage change between the year in question and
previous year. The only exception is variable for the regression analyzing the overall
employment effect. It is defined as a percentage change between the employment in year 3 and
employment in initial year. In all cases, the initial year is the year in which PE transaction
occurred.

3.2.2. Independent Variables
In order to be able to answer the research question, the main independent variable in this study is
a dummy variable which indicates the nature of the transaction - (PE or non-PE backed firm).
The dummy variable for two groups will be used. The value 1 is assigned if the company was
involved in PE transaction (See Table1).
As it is explained, it is important to control for sectors‟ effect. However, the approach in this
paper will be slightly different than in previous studies. In order to answer second hypothesis, the
chosen sectors will be divided in two groups- the labor intensive and non labor intensive sectors.
Therefore, the dummy variable which indicates the type of sector will be created. The value 1
will be assigned if the sector is labor intensive. Subsequently, so that the effect could be
distinguished among two types of companies, the interaction term will be created. Table 1 below
gives the overview of the variables.
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Table 1: Variables
Variable

Description

Employment

Employment change: (Et-Et-1)/Et-1

PE,non-PE

Dummy variable (1=PE-backed transaction, 0=
non-PE backed firm)

Labor intensive

Dummy for type of sector (1= labor intensive,
0=less labor intensive)

Labor_PE

Interaction term if sector is labor intensive and
company is PE-backed)

Ε

Error term

4. Empirical Results
4.1. Descriptive statistcis
The summary statistics, precisely, mean and standard deviation, for employment change
according to type of transaction and sector are shown in tables 2 and 3. As it can be seen from
the table 2, the average employment change in PE backed companies over the years is mostly
larger than the average employment change over the years in non-PE backed ones. The only
exception is the average value for employment change from year 1 to year 2, which is negative.
It seems that in year 2 employment on average decreased in PE backed companies. Furthermore,
particularly interesting are the average employment change from initial year to year 1, and the
average overall employment change. The employment in year 1 in PE backed companies
increased by 0.182 % on average while it increased only 0.057 % in their non-PE backed
counterparts. Also, the employment from initial year to year 3 (overall effect) increased by about
0.278% in PE backed companies, contrary to only 0.166% in the non-PE backed ones. However,
the standard deviations of these two examples are high. This indicates that there is great variation
in the data and the mean values should be taken with caution. Also, higher standard deviations in
these two examples indicate that the existing difference in their mean values is not significant.
16
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Table 2: Summary statistics employment and type of transaction

Employment

MN

SD

Year 0-1 if pe==1

0.182

0.615

Year 0-1 if pe==0

0.057

0.176

Year 1-2 if pe==1

-0.005

0.152

Year 1-2 if pe==0

0.08

0.271

Year 2-3 if pe==1

0.095

0.178

Year 2-3 if pe==0

0.061

0.173

Overall if pe==1

0.278

0.586

Overall if pe==0

0.166

0.235

Next, table 3 below summarizes the mean and standard deviation values for employment over
two types of sectors. Looking at the values in the table below, it appears that the PE companies
in labor intensive sectors have mainly higher average employment growth over the years, except
in year two when the average employment growth is negative. However, high standard deviation
once again indicates great variance of data around mean which may result in the mean value
being not good representative for the average value in population.
Table 3: Summary statistics employment and sectors
Employment

Labor intensive_PE

Non labor intensive_PE

Mean

SD

Mean

SD

Year 0-1

.383

.891

.046

.167

Year 1-2

-.001

.180

.062

.249

Year 2-3

.140

.206

.060

.163

Overall

.518

.773

.135

.236
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4.2. The effects of private equity on employment
4.2.1. Mann-Whitney test
In order to answer main research question of this paper and to test first hypothesis, the non
parametric Mann-Whitney test is performed. The choice of this particular test is rooted in the fact
that there are two independent samples which need to be compared and which are not normally
distributed. The test is performed four times, once for each of three years and once for overall
effect on employment in three years. Test is based on the null hypothesis that there is no
difference in employment between two groups of the company. The table 4 below shows the pvalue of the tests.8
Table 4: Mann-Whitney test P-values
Employment Growth

Mean PE

Mean Non-PE

P-Value

Year 0-1

0.182

0.057

0.6806

Year 1-2

-0.005

0.08

0.0838

Year 2-3

0.095

0.062

0.8616

Overall Effect

0.278

0.166

0.3294

Interestingly, no significant result is found in 3 out of 4 tests performed. For each of these three
tests p-value is higher than the assumed level of significance α=0.05. However, in year 1-2 null
hypothesis is rejected at significance level α=0.1. The findings indicate that the employment
growth in PE backed companies is lower than employment growth in non-PE backed ones in this
year. Even though this result is significant, it does not allow accepting hypothesis 1. The reason
for that lies in the fact that the insignificant results are obtained in other years and that taken
together all the p-values imply that there is no evidence that the employment growth is lower in
PE backed companies than in non-PE backed ones over the time period observed. This result
appears to be contrary to the above mentioned expectations. However, before analyzing why the

8

See Appendix 1 for detailed output
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results obtained are not as expected, it is interesting to extend the previous univariate tests and
include the type of the sector in the analysis to see if this will alter the results.

4.2.2. Regression analysis of the effect of private equity on employment
The analysis in this section builds on the previous analysis by adding the effect of types of the
sectors on employment. As already stated, sectors are divided in two groups- labor-intensive and
non-labor intensive sectors. These regressions in the tables below are just the extension of the
univariate Mann-Whitney tests of the first hypothesis. They include the type of the sectors but
they do not account for PE effect across the sectors (hypothesis 2) This is the subject of the
following section. The sector effect is accounted for by creating the dummy variable for sector
type. Value 1 is assigned if the sector is labor-intensive. Multiple regressions are performed for
each of the three years and for overall effect from intial year to year three. Again, the null
hypothesis is the same as before. It assumes no difference in employment between two group of
the companies.
As it can be seen from table 5, the obtained results are insignificant. P-value of 0.311 is above
assumed level of significance of 0.05.
Table 5: Regression for PE effect on employment for year 0-1

Insignificant results are obtained in regressions for year 2, 3 and for overall effect (See table 6,
table 7 and table 8). In all these regressions obtained p-values are rather high. Now, even the PE
effect on employment in year 2 which is found to be significant when Mann-Whitney test is
performed, becomes insignificant. R-squared as well as adjusted R-squared are rather low which
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indicates that the model may not fit data very well and more variables should be included in the
analysis.
Table 6: Regression for PE effect on employment for year 1-2

Table 7: Regression for PE effect on employment for year 2-3
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Table 8: Regression for overall PE effect on employment

Overall, it follows that, even though the type of the sector is included in the analysis, the
significance of the results does not change. Therefore, in both Mann-Whitney analysis and
multivariate regression analysis, there could not be found enough evidence to support hypothesis
1.

4.3. The effects of private equity on employment in different sectors
After performing Mann-Whitney test and multivariate regressions which include type of the
sector and after showing that there is insignificant difference in employment among PE and non
PE companies, this section will include in the regression analysis the variable which will account
for both PE and sector effect on employment. The purpose of including this variable is to test
hypothesis 2. Again, the effect will be analyzed for each of three years as well as the overall
effect from initial year to year three. The null hypothesis assumes no different employment effect
among sectors in PE and non-PE backed companies.
The regression analysis for the employment effects in the first year and the equation of the model
are following:
Employment= β0+ β1PE+ β2LABORIN+ β3LABOR_PE + ε
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Table 9: Regression analysis of the effects of PE on employment across different sectors for year
0-1

As it can be seen from the table 9, the results appear not to be statistically significant even after
correcting for the heteroscedasticity. P-value of the variable labour_PE is higher than the
assumed level of significance α=0.05. It follows that the hypothesis 2 for year 1 does not hold
and that there is no enough proof that difference in employment between two types of sectors
exists. Similar results are obtained by running regressions for year two and three (See table 10
and table 11). Again, calculated values are statistically insignificant because p-values are really
high and therefore, it is impossible to derive some economic explanations. In addition, the Rsquared in regression 1 and adjusted R-squared in subsequent two regressions are really low,
indicating that only small percent of employment effects in these companies is explained by the
type of the financing and type of the sector.
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Table 10: Regression analysis of the effects of PE on employment across different sectors for
year 1-2

Table 11: Regression analysis of the effects of PE on employment across different sectors for
year 2-3

It is worth pointing out that the difference in terms of employment growth between PE and non
PE backed companies does not become significant and that even the employment in year 1-2 is
again insignificant.
Furthermore, the results do not seem better when the overall effect on employment from year one
to year three is analyzed. Contrary to the expected, table 12 shows that there is again no
significant difference in employment growth between two types of companies and between two
sector types. Therefore, again, there is no enough evidence to accept hypothesis 1 and 2.
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Table 12: Regression analysis of the effects of PE on employment across different sectors for
overall effect

While the literature suggests that there may be either more negative or more positive
employment growth in PE backed companies in comparison to non PE backed ones, the results
found here, are somewhat surprisingly not as predicted. Even though multiple regressions are
performed it could not be found that PE and non PE companies experience the difference in
employment growth or that the employment in these two company types majorly differs among
sectors. However, one should take this finding with caution since the model is full of limitations,
which will be elaborated later on.

4.4. The effects of different private equity types on employment
It is already mentioned above that the type of PE transaction also matters when the employment
impact of PE investments is investigated (Davis et al, 2011). This section will try to investigate
separate effects of MBOs and other PE transactions on employment. By analyzing these separate
effects, the aim is to see if results will be significantly changed.
The approach for analyzing this effect is same as the one above applied. Dependent variables
stay the same-the percentage change in employment over the years. However, independent
variable is now dummy variable that indicates if PE transaction is MBO or in the case of other
PE, it indicates if PE transaction is some other PE type. Value 1 is assigned if PE transaction is
MBO or if PE transaction is other PE type. Furthermore, the effect of sectors is also accounted in
the analysis. Two new interaction terms are created in order to account for different sectors‟
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effect in MBO or other PE financed companies in comparison to companies financed some other
way.
After performing regression analysis, the obtained results are statistically insignificant for both
MBO and other PE effect on employment. P- values are above assumed significance level of
0.05.9 Therefore, it follows that the evidence to support both hypothesis 3a and 3b could not be
found. Interestingly, as it can be seen in tables 13 and 14, the companies financed by other PE
type and from labor intensive sectors experience 0.25 % and 0.81 % higher employment growth
in year 3 and in general, respectively than the companies financed some other way and from nonlabor intensive sectors. Both results are significant at 0.05 significance level. While, as
mentioned above, it is expected that the labor intensive sectors have more layoffs, the findings
here show differently. However, this should be taken with caution because of limitations of the
model which will be elaborated in the next section.
Table 13: Regression for employment effect of other PE in year 3

9

See Appendix 1 for detailed output
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Table 14: Regression for overall employment effect of other PE

All in all, the analysis performed in this section shows that there is no enough evidence to
support hypothesis 3a and 3b. However, the results found for other PE impact on employment in
year 3 and overall, suggest that the type of investments as well as the sector in which investment
is made may have an effect upon employment.

5. Discussion of the results
As already mentioned, the insignificant results obtained by the above analysis are not expected.
However, while they may be surprising, still they are not impossible. There are several
arguments for that. Firstly, most of the known research is conducted in USA and UK equity
markets, which are by far the most developed ones. Even though Dutch equity market was
experiencing boom in 2007, as it can be seen from the number of deals provided in NVP dataset,
it may not still be big enough so that the significant employment effects can be observable.
Secondly, as Davis et al (2011), point out type of the PE transaction also differently influence the
employment. Looking at the type of PE deals in Netherlands, the dominant ones are growth
financing, MBOs and different types of venture financing. Interestingly, there are no many
LBOs. This could explain why there is no significant negative effect on employment. It is
mentioned earlier in the paper that LBOs are the center of research and that very little attention is
paid to other types. Therefore, all effects which are found, whether positive or negative, are
mainly concerned with LBO impact. The few which find positive overall effects of private equity
on employment also include earlier stages of venture capital financing. This type of financing is
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not the part of the research in this paper. While this PE type could be the cause for obtaining
positive employment effects since new ventures usually create jobs, this effect could not be
analyzed here. Consequently, it could be argued that the lack of presence of LBOs in Dutch
private equity market in period investigated in this paper is the reason for not being able to prove
above mentioned hypothesizes 1 and 2. This all implies that not all PE equity deals influence
employment and that the critics might be mistaken after all.
Next, it is possible that some of the PE companies opened new establishments .Opening the
greenfield establishments leads to new employment opportunities and this in turn could offset
any layoffs in old plants. Consequently, any major changes in employment could not be
observed. However, this is just one possible explanation of the results and it would be interesting
to investigate it in near future.
And finally, employment effects may not be observable because the labor laws in Netherlands
are really strict in terms of dismissals of employees. As Pauwe (2004, as cited in Bacon et al.,
2008) points out employment law determines standards which managers need to respect when
making decisions about employment, pay and human relation practices. Stricter employment law
may cause dismissals to be very expensive and therefore induce manager to abstain from
minimizing costs by laying off workers. One may argue that stricter labor law impede process of
restructuring and decrease the opportunities for growth thereby decreasing profits and returns to
investors. However, while this might be true, it remains to be investigated. All in all, high degree
of employment protection in Netherlands seems to be plausible reason for not observing
significant employment differences among two types of companies.
While the above arguments look like reasonable explanations, one should not forget that the
insignificant results could be obtained because of methodological limitations of the model.
Firstly, the sample used is rather small. Forty six companies in total, both PE and non PE backed
might not be enough to obtain some significant results. All the previous research is conducted on
much larger sample, starting from couple of hundred observations and above. As already
discussed in data section, due to lacking employment information the number of PE companies is
brought down from around 200 hundreds in NVP sample to only 23. Consequently, only 23
matching non-PE companies could be used. Secondly, there are no many companies involved in
LBO for which the employment data is available. As already stated, lack of LBOs in sample
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could cause that the results are insignificant. Finally, since the sample is small, each type of the
sector do not have large number of observations and therefore, this justifies the result that no
significant difference in employment is found among these two sector types.
These limitations may the best explain why the results obtained in the analysis of MBO effect on
employment are surprisingly insignificant. As it is explained above, characteristics of an MBO
transaction are strong supports for expected positive results. However, sample size may not be
enough in order to be able to distinguish among employment effects of different types of PE
Therefore, one should not be discouraged with the findings which fail to support hypothesis 3a
and 3b.
While the above analysis may explain why the employment effect is not significant, one should
remember that there are many other benefits to the company financed by private equity investors.
As Leslie and Oyer (2008) find the PE equity investments in the firm leads to increased
managers‟ incentives which means they will work more in the interest of the firm and thereby in
the interest of shareholders, than the managers in public companies will do. Also, PE investors
will be more interested in monitoring the managers by taking the seat in the boards and providing
them with the professional advice which can help in efficient restructuring of the company
(Cornelli & Karakas, 2008).While many researches argue that increasing managers‟ incentives
and orienting them more towards profit maximization leads to many employees being laid off, it
appears that there is not significant effect on employment at least in the Netherlands. Therefore,
it could be assumed that a new organizational form usually brought by PE investments in the
company does not go at the expense of employees and it benefits shareholders. However, before
making any fast conclusions, in the section 6 in the paper, it will be investigated whether
operating performance differs among PE and non PE companies.
Overall, the reasons described in this section could serve as a base for future research on this
topic and if possible with much larger sample.

6. Additional Analysis
As above analysis showed, it seems that there are no major significant layoffs once company is
involved in PE transaction in comparison to being involved in non PE transaction. However,
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while this shows that the managers‟ activities undertaken after PE transaction do not go at the
expense of employees, it is also interesting to see if shareholders significantly benefit. Therefore,
this section, as an add-on to above analysis, will investigate if operating performance in PE
companies increases when transaction takes place, in comparison to operating performance of
non PE backed companies. Return on assets (ROA) is taken as the measure of operating
performance. Precisely, the percentage change in ROA from initial year to year 3. ROA is
calculated as the

𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒
𝑎𝑠𝑠𝑒𝑡𝑠

. One should be aware that calculating ROA in this way will be

affected with higher interest payments in PE companies and subsequently, that can result in
lower net income and therefore lower ROA in these companies. The main independent variable
is again dummy variable for type of the transaction, having the value of 1 if company is PE
backed. The effect of sectors is also controlled for through the interaction term.
Table 15: Regression analysis for operating performance

As it can be seen from the table 15, the PE backed companies perform worse than their non-PE
counterparts. The ROA in PE backed companies is 3.7 % lower than the ROA in non-PE ones in
the time period observed. Furthermore, the coefficient of the interaction term ( labour_PE)
indicates that the ROA in PE backed companies in labor intensive sectors is 4.12 % higher than
the ROA in non-PE backed companies in same sectors.
These findings indicate that, at least in the first three years after transaction, the PE backed firms
do not have operating advantage. On the contrary, they seem to be less profitable than their nonPE counterparts. However, their performance seems somewhat better if they belong to labor
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intensive sectors and if this effect is observed partially. Overall, the ROA of PE companies is
2.59% lower than the ROA of their non-PE counterparts.
It could be concluded that shareholders of PE backed companies do not significantly benefit in
the first three years after transaction. This result is due to the fact that usually restructuring takes
place after transaction and therefore, three years may not be enough to show improvements in the
performance.

7. Conclusion
This paper examines the effect on employment in companies with PE and non-PE financing,
three years after transaction and it tries to find if there exists a significant difference.
Furthermore, it also investigates if there is difference in employment among two types of
sectors-labor intensive and non labor intensive. Compared to previous studies, this research is
conducted on smaller sample of only 46 companies, half of which are PE backed and the other
half are non-PE backed counterparts of similar size and from same sector. In order to investigate
the effect, a univariate Mann-Whitney test and multiple regressions are performed for each of
three years and for overall effect. The analysis finds no significant effect on employment, no
differences among sectors and limited effects of type of PE investments in different sectors in the
time period observed. The possible reasons for the results obtained could be due to the lack of
LBO deals in the sample or to the possibility that new plants opened by the company offset the
employment losses in old plants. Moreover, the possible explanations may lie also in strict Dutch
labor law or in the methodological limitations of the model itself.
Next, this study also briefly investigates if specific types of PE transaction will affect
employment differently. It examines if MBO financing has different effect on employment than
other PE and non-PE financing as well as if other PE types, excluding MBOs, affect employment
significantly in comparison to non PE ones. Surprisingly, the outcome of the regressions is
insignificant in both cases. The only significant results found in these regressions are related to
the positive employment effect in other PE companies in labor intensive sectors in year three and
overall. These findings suggest that the better attention should be given to the type of the
investment and the sector effect on employment.
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Finally, while it could not be shown that the changes, which occur in the company after it is
taken over by PE investors, go at the expense of employees, it is examined if operating
performance differs among PE and non-PE backed companies in order to see if shareholders
significantly benefit from these deals. It has been shown that the operating performance,
measured by change in ROA, slightly deteriorates in PE companies three years after transaction,
but PE companies in labor intensive sectors perform better relative to the non-PE companies in
non-labor intensive sectors. This all indicates that not even shareholders get large returns in the
first years, mainly because the company is going through the restructuring. Even though it could
not be shown that PE companies have better operational performance, one should still remember
many benefits of PE industry such as creation of the new, superior organizational form in the
company, and increasing the incentives of managers to perform in interest of shareholders. These
benefits may be realized in the long run.
All in all, this paper provides new insights in the debate regarding the employment effects of
private equity. Consequently, it also gives some ideas which should be carefully examined in the
future, such as, for example, how law can influence the managers‟ decisions regarding layoffs or
why PE companies in labor intensive sectors show better operating performance and positive
employment growth, when the sole definition of this sector type assumes differently. As a final
point, the model has some limitations and further research should try to analyze the larger
sample.
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Appendix 1:
Mann –Whitney test:
Employment in year 0-1:

Employment in year 1-2:
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Employment in year 2-3:

Overall effect:
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MBO employment effect:
Year 0-1:

Employment 1-2:
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Employment 2-3:

Overall effect:
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Other PE employment effect:
Year 0-1:

Year 1-2:
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Appendix 2:
Data
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1
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0
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1

0.16
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-0.02
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1
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0
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0
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1
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Arval B.V.
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Apollo
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1.08941

0
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1
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0
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B.V.

Nederijn
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B.V.
Chevron
Exploration
Production
NL B.V.
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Schenker
Transport
Groep B.V.

0.090909091

0.033333333

0.080645161

0.218182

4.44970

1

-0.008474576

0.051282051

n.a.

n.a.

0.84538

1

-0.060773481

-0.011764706

n.a.

n.a.

0.24890

0

0.098039216

0.232142857

n.a.

n.a.

16.34036

0

0.176470588

-0.125

0

0.029412

-0.98576

0

0.031428571

-0.077562327

0.012012012

-0.03714

0.00238

1

2.106666667

-0.141630901

-0.0575

1.513333

-0.16310

1

0.05125

-0.045184304

-0.01743462

-0.01375

3.88520

0

0.11617

1

NS
Opleidingen
B.V.
Unilin Beheer
B.V.
Cooler Master
Europe B.V.
PE companies
Dutch
Filmworks
Int. Holding
BV
Novagraaf
Group BV
Boemer
Beheer B.V.
Simac
Technique
Hema

n.a.

-0.4712

Delta Wines

n.a.

n.a.

ANP

n.a.

n.a.

NucletronB.V.

n.a.

n.a.
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n.a.

n.a.

n.a

-0.275

-0.46352

1

-0.18852459

-0.01

-3.36449

0

0.030864198

0.004008

-2.25827

0
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Fabory

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

1

0.060021436

-0.30155

n.a.

0

n.a.

n.a.

n.a.

n.a.

0

-0.118577075

-0.049327354

-0.07826

1.01384E
-05

1

0.234323432

0.312281

-0.21198

1

1.658228

2.22814

1

1.22743

1

Mastrers in
Fasteners
Group B.V.
Schoeler Arca
Systems
Holding B.V.
Itpreneurs
Beheer B.V.
Euretco

n.a.

Holding B.V.
Vandervalk +

n.a.

n.a.

0.341772152

0.386792453

0.428571429

-0.057377049

0.417391304

0.071428571

0.022222222

0.108695652

0.214286

1.93029

0

0.046357616

0.196202532

0.248677249

0.562914

-1.05177

0

0.032

0.015503876

-0.045801527

0

2.35582

1

Degroot
Participaties
B.V.
Icentre Group
B.V.
Aevitae

Resato

n.a.

n.a.

Industries
Holding B.V.
Group

Claymount
Group
Sator Holding
Group
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Nedmag
Industries
Mining
Manufacturin

-0.073333333

0.050359712

-0.047945205

-0.07333

-4.99145

0

n.a

n.a.

0.176470588

1.051282

-2.12563

1

0.251798561

-0.017241379

n.a.

n.a.

-0.71171

1

-0.271428571

n.a

n.a.

n.a.

n.a.

0

0.071428571

-0.16

0.301587302

0.171429

-0.14969

0

Group
Fairstar
Heavy
Transport Nv
Group
ORMIT
Group
Best Fencing
Group B.V.

Axon
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