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Central and Eastern Europe has become a player on the international market of foreign direct 

investment (FDI) with the fall of communism in 1990. Liberalization of markets has brought both 

advantages and disadvantages to new states in transition. Despite modest values of FDI received, 

the share of the region in total global FDI is increasing. Any type of investment, foreign or 

domestic one, is considered crucial as it generates employment and contributes to the economic 

growth .This paper tries to provide an analysis of the effects of FDI on the labor force of this 

region, and specifically in Romania and Poland. We analyzed the quantitative effect on the labor 

force, more precisely the effect on the employment. Foreign subsidiaries hold an important part 

of the occupied population, although the number of foreign firms is lower than the domestic ones. 

Despite the destruction of jobs in the early transition in the process of restructuring, foreign 

subsidiaries, both directly and indirectly create jobs and usually at a higher rate than the 

domestic companies manage to do. During the recent financial crisis, foreign subsidiaries proved 

to be more resilient and the cut off jobs was lower than in domestic firms. 
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I.Introduction 

Central and Eastern Europe has began to show interest to foreign investors with the fall of 

communism. Starting the transition process has led to major restructuring in all countries of the 

region and foreign investors have tried to take advantage of the opportunities. Although there was 

a fear at first because of uncertainty that these states presented, over time Central and Eastern 

Europe has become one of the favorite regions of foreign investors.  

Many multinational companies decided to invest and relocate a large part of their activities to 

these countries. According to Ernst and Young’s survey from 2010, in 2008 the CEE region was 

considered as attractive as the states of North America and West Europe being in top 3 among the 

investors’ preferences. Among the strengths of Central and Eastern Europe we find: cheap labor 

and highly qualified labor force, membership to the single European market or proximity to it, 

large markets (Russia, Ukraine, Poland or Romania). 

 Not only foreign investors have taken advantages from realizing FDI in this area, but there are 

many benefits to host countries too. One of the most important effects is the one on the labor 

force. In particular, for this region this impact is particularly important because of the major 

features that characterize this region: the transition period and the creation of the private sector. 

Workforce is an important problem also in the European Union, due to the existence of regional 

disparities which is manifested most in the transition states (Jurajda and Terrell, 2006). 

This article presents an analysis of the effects of FDI on the employment in Central and Eastern 

Europe(CEEC), and tune the effect for two states: Poland and Romania. The impact of FDI on 

the employment can be analyzed from several points of view: quantitative (number of jobs 

created), qualitative (productivity, training) ,  direct effects and indirect effects. This analysis will 
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focus on the quantitative effect of the employment, namely an analysis of job creation/ 

destruction realized by foreign investors. 

The paper is split in 3 parts: the first one presents the evolution of FDI in CEECs, while the 

second one analysis the effects on the employment, the last part focusing on Romania and 

Poland. 

 
II. The growing importance of FDI for CEEC 

In the first years of transition, CEE countries didn’t attract many foreign investors, who had 

many fears regarding the changes these countries were passing through. Repatriation of profits 

from the region was an important  reason of concern for all investors, and the lack of currency 

convertibility just added more reasons to choose carefully the host country for your investment. 

(Gray and Jarosz, 1993). Although FDI is increasing year by  year, though their value was quite 

low in the first decade of transition. Countries of Central and Eastern were characterized by  a 

poor economy, hyperinflation, low productivity, infrastructure virtually nonexistent, and often 

unclear legal situation (UNCTAD 1994). 

Since the early years of transition, investors to Central and Eastern Europe have shown a 

preference for a small group of countries, probably those in which economic reforms were 

accomplishing their goals best. Hungary, Poland, Czech Republic and Slovakia were the favorite 

destinations of foreign investors, the four creating also the Visegrad group. 

 Thus, in the early transition, countries of Central and Eastern Europe, according to the FDI 

received can be divided into three categories: 

 - Visegrad-countries: Czech Republic, Hungary, Poland, which recorded the most part of the 

FDI stock (69%) (these are almost industrialized countries and have strong ties to Western 

Europe) 

 - Second wave: Bulgaria, Estonia, Romania, the Russian Federation, Slovakia, Slovenia, Ukraine 

and the Federal Republic of Yugoslavia which have about 29% of FDI stock 

- Countries for which FDI negligible: Albania, Belarus, Latvia, Lithuania, the Republic of 

Moldova, 2% of the stock area. (UNCTAD, 1995). 

 Between 1990 and 2001, CEEC have attracted 166.5 billion U.S. dollars, or 2.7% of total FDI. 

Accounting for 46% of the total population of Europe, CEE attracts only 5.7% of FDI, or per 

capita less than Spain. The largest stock of FDI in 2001 was in Poland, followed by Czech 

Republic and Hungary, while the highest stock per capita is found in the Czech Republic, 

Hungary and Estonia. (UNCTAD, 2001). Even if reported at global level, the stock is extremely 

low, yet the rate at which it increased in 10 years is impressive and the outlook is optimistic. 

 The first part of the transition process was characterized by an increase in privatization –related 

FDI. The challenge of the last decade was to attract greenfield FDI (Picciotto, 2003) The starting 

of the new millennium brings changes in the evolution and structure of  FDI. 9 countries will 

become EU members, which means they met the criteria required by the European Union. This 

status gives credibility in front of foreign investors. Starting with 2004, we may notice an 

increase in the volume of FDI attracted by the region, but  the highest FDI values are  not reached 

in 2007 as happened at global level, but in 2008,  when the  crisis outbreak (figure 1). The 

negative effects of the crisis are felt in the next year, when we see a decrease of about 50% of the 

foreign investments attracted compared to 2008. 

Between 1995-2004 FDI stock of the 10 new EU member states grew twice as fast than the world 

stock did. The highest stock is found in Poland, with 61 billion dollars, followed by Hungary and 

Czech Republic. The three countries accumulated 75% of FDI stock of the new EU member 

countries in 2004(UNCTAD, 2005). At individual level there are significant changes in the 20 

years that past. The domination of  the three countries: Poland, Hungary and Czech Republic is 

declining. Poland takes the leading place of FDI inflows in 1996, and keeps it until 2001, when 

records its first decline.In 2000, the FDI  inflows in Poland were representing 34% of total FDI 
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directed to the region. Although the relative values decrease by 38% FDI in 2001, in absolute 

terms, they received the highest value. In 2002, however, lost for the first time since 1995 the 

leading position to Czech Republic si, but recovered the leadership in 2003 and never lost again 

this position so far. The share of FDI attracted by Poland in total FDI of the region has decreased 

in the last decade, with values between 12-15 % excepting for 2008, when only 8% of FDI of the 

region were recorded by Poland. 

 

Figura 1- Trend of FDI in Central and Eastern Countris(mln euro) 

 
Source: created by author(WIIW database) 

Romania recorded modest values of FDI in the first decade of transition, recording a peak in 

1995 and another one in 2000. The strong launch of privatization programs in 1997, brought 

some huge increases of FDI inflows between 2001 and 2003, period when took place the most 

important privatizations (Hunya, 2004). The macroeconomic stability, after 10 years of turbulent 

movements, and the possibility of joining the EU rose the attractiveness of Romania to foreign 

investors. Thus, since 2006, Romania has become the second host country after Poland, drawing 

that year about 11% of total FDI attracted by the region. The peak was reached in 2008, but 

immediately, next year, a decline of 60% was recorded due the outbreak of the financial crisis. 

 

III. FDI and the impact on employment 

 For the former communist states, which until 1990 had only state-owned property, there was no 

unemployment problems, as well as there was  no concept of efficiency. The transition process 

automatically led to the restructuring of enterprises and therefore of the workforce. Thus, 

countries have moved from no unemployment problem that didn’t artificially exist to the cut off 

jobs and implicitly to unemployment. The new private sector created was not able to cover 

reductions of state sector and therefore negative effects were felt in the labor force.  

Workforce is an important problem in the European Union too, due to the existence of regional 

disparities , which manifest  most in the transition states (Jurajda and Terrell, 2006) 

 In 2006 global foreign subsidiaries had 73 million employees, ie 3% of total employment 

worldwide. A good part of this workforce is found in the states in transition as production of 

labor-intensive products is outsourced to these countries (OECD, 2008). Generally, capital 

intensive activities remain in the home country, while the labor intensive activities are moving to 

states that benefit from a reduced labor cost. (Konings, 2004). 

 Also the method of privatization is important in determining the effect on employment. 

 Voucher and insider privatizations offered the most benefits for labor, but there were negative 

effects by slowing the restructuring. (Radosevic et al, 2003). In 1998, Romania recorded about 

25% of all privatizations in the form voucher (unlike Poland which percentage was below 6%), 

which along with the unemployment rate (high in Poland and much lower in Romania) can 

support the above statement. Taking into account that privatization through vouchers lead to a 
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faster distribution of shares, some countries (Romania, Czech Republic and Bulgaria) have opted 

for this form of privatization, which led to a greater social equity (Kalotay and Hunya, 2000) . 

Konings (2004), quoting  on Blanchard (1997) presents the two extremes of the transition : 

1) the fall of the state sector with "sluggish" growth of the  private sector  are the  main forces  

carrying out the transition process. The growth and development of the private sector is not 

sufficient to cover layoffs  made by the state, which leads to high unemployment rates and thus 

slow the process of restructuring. 

 2) the rapid growth of the private sector is the main driving force of transition, feature 

characterized by absorbing the dismissed labor force of the state sector. 

Creation and destruction activities of workforce in CEE have been and are critically important 

(Konings, 2004). For Poland, creation and job destruction decreased in 1994 and became almost 

equal in 1997. During this time, the evolution of the same indicators in Romania, decreased 

modestly, and the net value is negative, job destruction was clearly superior to job creation in 

1997. (Konings, 2004).Divided by type of ownership is seen that a strong discrepancy between 

the labor rate in the state sector and the one in foreign / private sector. For Romania and Poland, 

the foreign sector is by far the one that creates jobs. (Konings, 2004). 

The effects on employment were divided by Hunya and Geishecker(2005)  into two  categories: 

direct effects and  indirect effects. 

1)Direct effects: - Destruction of jobs due to restructuring of state enterprises (Hunya and 

Geishecker, 2005 ).  

This was the first direct effect felt by countries in transition. Making acquisitions through 

privatization in the early years of transition was equivalent to the layoff of the workforce. But the 

alternative may lead to larger cuts in jobs (Meyer, 2003). Delaying privatization can lead only to 

a delay in the restructuring of the companies and, therefore, delay in redundancies and 

streamlining enterprises. At first, states have tried to provide incentives in terms of maintaining 

employment by making contacts and guarantees asking to maintain the number of jobs, in 

exchange for lower prices. But these practices have proved to be inefficient (Radosevic et al, 

2003) For example, Poland has lost 40,000 jobs as a result of the privatization of the national 

telecommunications company TPSA by France Telecom (Lewis 2005 in Dufaux 2010). And 

despite many years have passed since the start of the restructuring, the number of jobs lost have 

not been recovered, at least not entirely. (Dufaux 2010) 

Effects of destruction of jobs have been observed especially in the early days of transition and as 

the transition process has evolved, they reduced. Job cuts, absolutely necessary in restructuring is 

compensated by the foreign investors through the financial resources and especially the 

managerial one, that  they provide and that do not exist at domestic level.. This will lead to 

streamline the company and soon create new jobs (both directly and indirectly) through the 

backwards and upwards links that foreign branch has  in the global production network. (Meyer, 

2003). Analyzing the unemployment we may notice an increase iof this indicator for the former 

communist states during 1991-2000, ie in the first stage of transition. This is a direct cause of 

restructuring enterprises leading to job cuts and unemployment. For Hungary the unemployment 

rate has a tendency of decline, possibly due to completion of the privatization process  and high 

economic performances that have contributed to mitigate the negative effects of transition. 

Romania kept unemployment rates low in early years due to delay of the restructuring process 

and achieve double-digit unemployment rates, even in 1998, the year privatization process started 

an upward  trend. For Poland high unemployment during the first phase of transition was one of 

macroeconomic problems most severe. In the second decade of transition, unemployment is 

reduced in most countries of  Central and Eastern Europe, including Poland (even if a reduction 

of this indicator  was achieved much later compared to other states) 

- Job creation through greenfield investments (Hunya and Geishecker, 2005) 
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 FDI through acquisitions and mergers have mainly contributed to the transformation of state 

companies and creation in the host countries of the private sector. FDI as greenfield investments 

have a significant impact on jobs. If for the first category there was a reduction of jobs, the latter 

contributed to their increase. 

 Greenfield FDI is targeted by all states and in terms of job creation they are preferable to 

acquisitions. For ex-communist Europe, this type of investments was difficult to attract in the 

early years of transition, considering the non-existent private sector and the need to create it by 

privatizing state enterprises, the lack of regulations, the technological gap ecc. Foreign firms, had 

also their fears and had no knowledge of local business, so they preferred initial penetration of 

eastern markets through acquisitions.  

2) Indirect effects (Hunya and Geishecker, 2005) 

 - Loss of jobs for local suppliers, once the takeover took place, due to faulty with them and 

pointing to the parent company's traditional suppliers 

- Loss of employment through the creation of subsidiaries by large and technologically advanced 

foreign firms; 

 - Job creation by creating new links with local suppliers: if at first foreign subsidiary will import 

the necessary materials, as local suppliers will become competitive, foreign branches will  focus 

on the latter 

 

IV. An analysis of the evolution of employment in Romania and Poland 

For Poland the first decade of transition has not been very good, the manufacturing sector has lost 

many jobs in both local and foreign companies. (Hunya and Geishecker, 2005) Romania, was just 

beginning massive restructuring that led to a loss of jobs, leading foreigners to recover only half 

of the jobs lost locally. (Hunya and Geishecker, 2005).  In the second half of 2000s the situation 

has changed. In Romania the number of foreign subsidiaries dropped from 30,407 in 2003 to 

25,835 in 2009. Meanwhile the number of employed people reached 916,869 people or about 

24% of the total workforce nationwide in 2009. The outbreak of the crisis led to a reduction of 

about 500,000 jobs, of which approximately 10% were due to foreign branches. Between 2005 

and 2009, the number of jobs created by foreign investors increased by 350,000, ie by 62%. In 

2009, we notice the impact of the crisis, the number of jobs in foreign subsidiaries decreased by 

5% over 2008 level, while nationally it was registered a decrease of 11%. This highlights the 

strong decline registered in the domestic companies once the crisis has erupted. The stronger 

decrease registered by the domestic firms suggests that they were more deeply impacted by the 

crisis and less efficient than foreign branches. The turnover of foreign companies is impressive if 

reported to the values obtained by domestic firms. Having 24% of total labor force employed in 

2009, foreign companies reached 42% of the national turnover. These show that both 

productivity and skills of the employed people of foreign companies are superior to those of local 

companies. Most of the workforce of foreign subsidiaries is to be found in manufacturing, 

although the number of firms is not half of those recorded in other sectors. 

Unlike Romania, in Poland the number of employees in foreign subsidiaries was about 10.6% in 

2009 and the highest level was recorded in 2008 when the share was 10.91. While nationally the 

number of jobs has increased by 900,000 s from 2005 to 2009, foreign subsidiaries contributed 

with 274,000 jobs, which is about 30% of the increase at national level. Overall, the number of 

employed persons increased by 7% at national level between 2005-2009, while the increase 

recorded by foreign branch was of 23%, showing that the  increase of jobs  in local firms was 

lower.  The outbreak of the crisis led to a reduction of 1 % of employees nationwide, while the 

reducing in foreign subsidiaries was by 4%. The number of foreign companies has increased by 

37% between 2005-2009 and number of employees by 30% .The average of employed persons of  

the new firms that entered the market is about 50, which leads to the idea that most new 

investments were made by small and medium firms which have less than  50 employees. In 2009, 
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the number of foreign firms increased by 5% and the number of employees fell by 4%. These 

trends are explained by a resizing typologies of foreign companies present on the Polish market: 

companies with over 250 employees fell by 4%, while firms with less than 9 employees increased 

by 9%.Unlike Romania, domestic Polish companies were able to face better the crisis. Relatively 

modest reduction percentages of the employees in Poland are in line with the evolution of the 

Polish economy, one that managed to achieve a positive growth in 2009. The performance of 

Polish companies (both local and foreign), not to reduce the workforce was supported by 

domestic demand which stimulated economy and thus enabled to maintain jobs. (The data 

regarding the employees were taken from Central Statistical Office of Poland and Romanian 

National Institute of Romania and analyzed by the authors) 
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Conclusions 

FDI represents an important part for the transition economies. Although the values received are 

still modest, FDI inflows have been increasing year by year and this is reflected by the labor 

force employed. The particularity of the states in transition, namely the creation of the private 

sector led to significant restructuring of privatized enterprises and direct impacted the labor force. 

Once companies have become effective, the negative effect was reabsorbed. foreign subsidiaries 

had a major contribution in the workforce employed for both Romania and Poland. In 2009 

foreign companies have 24% of the total workforce in Romania, while for Poland the percentage 

is lower than 10%. Last five years have led to higher growth of employment in foreign 

companies respecting to local ones. 
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