
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Summary 
 
International trade and foreign direct investment (FDI) tend to exert a downward 
pressure on the relative wage of less skilled workers in developed countries. This 
Country Focus investigates whether the growing wage inequality between skilled 
and unskilled labour in Poland during the transition can be associated with the inflow 
of foreign capital. The rising relative demand for skilled labour is partly due to the 
inflows of foreign capital and this has led to an increase in the skilled workers’ wage 
share in the total industry wage bill. FDI has positive effects on growth through 
technology transfers and restructuring of state-owned enterprises, and is found to 
increase employment and investment. However, because of labour market 
imperfections and the concentration of foreign capital around agglomerations, 
foreign investment can contribute to a deepening of the economic differences 
between regions.  

 
 
Globalization and wages: the debate 
During the 1980s, many developed capital-abundant countries experienced a 
considerable increase in wage inequality between skilled and unskilled workers in 
the manufacturing sector (Bound and Johnson, 1992; Katz and Murphy, 1992).  

Technological progress or trade? 

There are two main views on the causes of the rising wage inequality between the 
skilled and unskilled workers (Slaughter, 1999). The supporters of the first argue 
that technological progress, which reduces the demand for unskilled labour, is the 
explanation for the rise in wage inequality (Lawrence and Slaughter, 1993).  

According to the second view, trade and increasing competition from the low-wage 
countries explain the change in the relative wages in the developed countries 
(Revenga, 1992; Wood, 1994). A decline in the relative price of the imported good 
reduces the return to the factor that is used intensively in its production. In other 
words, trade between a skilled-labour-abundant country and an unskilled-labour-
abundant country puts a downward pressure on the relative wage of unskilled 
workers in the skilled-labour abundant trading partner. 

The second view is based on the so-called Stolper-Samuelson (1941) analysis and 
is very often applied to the case of trade relations between the EU-15 and the 
recently acceded Member States. The low-wage (or unskilled-labour-abundant) 
transition countries should experience an increase in the relative wage of the 
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unskilled because demand for labour-intensive goods, in which these countries have 
a comparative advantage, rose with the opening to international trade. 

Foreign capital and the notion of relative skills 

However, a world-wide increase in the relative demand for skilled labour due to 
capital flows from the developed (capital and skilled-labour-abundant) to developing 
(unskilled-labour-abundant) countries (Feenstra and Hanson, 1996a) can be 
observed.  

To make the link between the increase in the relative wage of skilled labour and FDI 
flows, the notion of relative skills is used (Feenstra and Hanson, 1996b, 1997). It is 
assumed that the developed country specialises in a skilled-intensive production 
and the developing country in the unskilled-intensive one. In the presence of foreign 
investment, a portion of production is shifted from the developed country to its low-
wage partner. From the home country perspective, the delocalised activities are the 
unskilled-intensive ones, but they are considered skilled in the host country. Based 
on these definitions, Feenstra and Hanson (1997) built a model that describes 
capital flows between dissimilar countries. The host country should have a 
comparative advantage in relatively non-skilled-intensive inputs. It predicts a world-
wide increase in the relative demand of skilled workers (putting an upward pressure 
on their wages), and explains the growing wage disparities between skilled and 
unskilled labour due to an increase in the capital stock of low-wage countries 
relative to that in high-wage countries. Their empirical analysis of outsourcing of US 
multinationals to Mexico confirmed their hypotheses. 

According to Feenstra and Hanson’s argument (1997), an increase in the wage of 
the skilled workers should be expected in the catching-up economies, just as in the 
industrialised countries. 

 
 
The labour market and the increasing role of FDI in the 
Polish economy in the 1990s  
After the initial recession caused by the change of regime, real wages in the 
economy have grown considerably since 1994. The real wage of skilled workers 
increased faster than average wages in the industry and in the economy as a whole. 
The real wage of unskilled workers also increased over the last 10 years but at a 
slower pace than in industry and in the economy as a whole (Graph 1). 

Graph 1: Evolution of wages in the economy 
Average real wage indices (1994=100)
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Note: According to the CSO, unskilled (or production and manual) workers are those “working 
on activities linked to the technological process of producing the product or services; also 
supporting work in the production process”. Skilled (or non-production) workers are 
“management staff, specialists, independent or executive staff requiring a specialist 
background; also supporting services, administration and logistics”. 

Source: Polish Central Statistical Office (various) and own calculations. 
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As a consequence, the relative wage of skilled workers in the Polish industrial sector 
has increased considerably relative to that of unskilled workers from 1.35 in 1994 to 
1.86 in 2003 (Graph 2). This happened at the same time that employment for skilled 
workers grew relative to the demand for unskilled workers from 0.27 in 1994 to 0.33 
in 2003. These phenomena were not significant before the transition (IMF, WB, 
various years) when wages were centrally administered.  

Graph 2: Relative wages and employment in industry 
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Source: Polish Central Statistical Office (various) and own calculations. 
 
The rising wage inequality went hand-in-hand with a substantial increase in the 
foreign capital invested in Poland. While there was an uneven annual inflow of FDI 
as a percentage of GDP between 1993 and 2003 (Graph 3), the stock of foreign 
capital invested in Poland increased continuously, from 3.6% of GDP in 1993 to 
33.1% in 2003.  

Graph 3: Role of FDI in the Polish economy 
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Source: Polish Central Statistical Office (various), PAIIZ and own calculations. 

The share of foreign capital in total domestic investment was as high as 25% at the 
beginning of the transition; it fell to 10% in the mid-90s and has fluctuated above 
15% since then. The importance of employment in foreign firms is also increasing 
and reached 5% in 2003.  

        Table 1: Location of major foreign investors: breakdown by regions 
Region No. of plants 

(% of total) Region No. of plants 
(% of total) 

Mazowieckie ( Warsaw) 801 (30%) Zachodnio-Pomorskie 95 (3.6%) 
Slaskie (Katowice-Silesia) 390 (14.6%) Lubuskie 63 (2.4%) 
Wielkopolskie (Poznan) 242 (9.1%) Podkarpackie 62 (2.3%) 
Dolnoslaskie 207 (7.8%) Lubelskie 59 (2.2%) 
Lodzkie (Lodz) 160 (6.0%) Warminsko-Mazurskie 57 (2.1%) 
Pomorskie 144 (5.4%) Swietokrzyskie 54 (2.0%) 
Malopolskie (Krakow) 141 (5.3%) Opolskie 47 (1.8%) 
Kujawsko-Pomorskie 111 (4.2%) Podlaskie 36 (1.3%) 

Source: PAIIZ (February 2005) 
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Foreign investors in Poland are concentrated in agglomerations, big cities and 
regional capitals (Table 1). More than half of the firms with foreign capital were 
located in three regions (around Warsaw, Katowice and Poznan), and the bulk of 
FDI was located around the capital (Mazowieckie region). 

Foreign investment appears to be part of the explanation 
but labour market rigidities also play a role 

Foreign direct investment had a positive impact on the transition process in the 
Central and Eastern European countries through the transfer of technology, 
management skills and capital, and had a favourable effect on restructuring and 
privatisation of state-owned enterprises. Its trade-creation role was important. FDI 
affected the trade patterns of the transition countries by changing the size, range 
and technological characteristics of their imports and exports. Moreover, foreign 
investment contributes to increasing domestic investment and employment, as well 
as raising wages in the economy (Bedi and Cieslik, 2002). 

However, FDI also appears to be associated with an increase in wage differentials 
between skilled and unskilled labour. Empirical evidence suggests that foreign 
capital leads to an increase in the relative demand for skilled labour in Poland and, 
as a consequence, to an increase in its wage share in the total industry wage bill 
(Box 1).  

 Box 1: Estimating the relation between relative wages and FDI in Poland 
The relation between relative wages and foreign capital can, for example, be tested with the 
following model (Skuratowicz, 2001) estimated on a panel for the 49 regions in Poland 
covering the period between 1993 and 1998: 
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where: 

 ω it represents the skilled workers’ wage share in the industry wage bill, a ratio 
incorporating the effects of both relative wages and relative employment; 

 i indexes the region and t the year (it is assumed that the functional form of the above 
relation stays the same across regions); 

 αi is the unobservable time-invariant fixed effect that captures regions’ heterogeneity; 

 Kit
D is the domestic industry capital stock in region i proxied by the value of fixed assets; 

 Kit
F represents foreign capital in region i; 

 OUTPUT is proxied by the value of sold industrial production; 

 TIME is a dummy to control for common aggregate shocks.  

The coefficient on the FDI variable (α2) is positive and significant. A 1% increase in foreign 
capital invested leads to a 0.12% increase in the weight of the skilled workers wage in the total 
industry wage bill. The domestic industry capital stock (coefficient α1) is not a significant 
variable. However, besides the foreign capital, output growth might have an impact on the 
relative wage of skilled workers. The coefficient α3, which represents in the model the output 
elasticity of labour demand for skilled labour, is positive and significant and equals 
approximately 0.04.  

While FDI appears to be a factor in explaining the widening wage differentials in 
Poland, the role of labour market rigidities and the concentration of foreign capital in 
certain regions must not be ignored. The Polish labour market is characterised by 
significant rigidities that hamper adjustments. Weak labour mobility between regions 
reflects underdeveloped transport and physical infrastructure and a poor housing 
market (World Bank, 2004). Mobility between skills and upgrading of skills through 
life-long and vocational training are not sufficient. 

With more flexible labour markets, the increase in the relative demand for skilled 
workers in some regions associated with the inflow of foreign capital, and 
consequently an increase in their relative wage, would attract job seekers. Skilled 
labour would have incentives to move from regions scarce in FDI to the ones with a 
high concentration of plants with foreign capital. Better and more accessible training 
facilities would motivate unskilled workers to respond to market demand and invest 
in the upgrading of their skills.  
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