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Abstract

Foreign direct investment has been the subject of many studies due to its
importance in providing financial resources for companies, governments, and
technology transfer. Its effects and relationship with various economic factors,
including employment, have been the focus of researches. However, there is still
no coherent review study that takes into account other aspects of the issue and
draw a general conclusion from the studies along with investigating the effect of
foreign direct investment. This study is designed to fill this information gap.
Among the searched articles, 329 published English papers about the effect of
foreign direct investment on employment were studied and the results were
presented according to dimensions such as the effect of short-term and long-
term employment generation, the effect on skilled and simple labor force, etc.
Finally, this general result was extracted that the maximum positive effect of
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Foreign Direct Investment (FDI) on employment is achieved when the FDI enters
the host country in the form of Greenfield, and the training of human resources
should be done by the FDI, especially the simple workforce, to match the level of
technology imported by it. Policy making and legislation should support
employment to maximize the country's absorption capacity and oblige the FDI to
supply labor, raw materials, and required services from the host country.
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1. Introduction

Foreign Direct Investment (FDI) is one of
technology transfer methods which has
been subject of many studies in recent
years. However, there is always a concern
about its effects on economic factors such
as wages and employment as well as its
upstream and downstream effect on
supply chain, etc. both in host and origin
country. While there are some studies in
these fields, there is no reliable conclusion
about the total effect of FDI in the
mentioned fields. Researchers have done
some systematic reviews to make a brief
conclusion but they mainly have
concentrated on one or two subjects. In
this study, the most important fields of the
FDI employment effect have been noticed
and a brief clear conclusion has been
presented about the FDI effects. At the
end, in a paragraph, a rule has been
extracted which makes the maximum
benefits of the FDI employment effects in
the host country which can be considered
by policymakers in the FDI technology
transfer or other fields. Furthermore
researchers may find the information gap
in the FDI studies and consider these
subjects.

2. Methods

The study was started by searching the
databases. The keywords searched were
Foreign Direct Investment (FDI) and Job
Creation and Employment, in English and
Persian sources. Google Scholar, Elsevier,
Science Direct, Springer, Wiley and
Emerald databases were searched from
August 2020 to October 21, 2021 (the date
of the last search in the above databases).
Based on the relationship with the purpose
of the research, scientific credibility of the
sources (part of the book, published
papers or articles of international

conferences and reports of international
organizations including the International
Labor Organization), language (English or
Persian), and availability of the entire
paper, more than 500 articles were
selected.

By studying the summary of the papers
and selecting the related ones (if reading
the summary of the paper was not enough
for deciding, the findings and conclusion
sections were also studied) based on the
relationship with the research goals,
finally, 329 papers were selected. To
extract the desired data, a 5-column table
was prepared in which the first column
indicated the code of each paper in the
database of researchers while the next
columns represented the name/s of
author /s and the year of publication of the
paper, the research method used, the
statistical community and the time frame
of the research and the research
achievements entered separately for each
paper.

The findings were carefully studied and
classified into subgroups related to the
short-term or long-term effect, effect on
simple and skilled labor, effect on wages,
effect on supply chain, effect on different
industries, etc. Finally, each effect was
summarized as a distinct result.

3. Results

After studying and summarizing the
effects of the foreign direct investment on
various aspects of employment, the results
were summarized as follows and
presented in the form of several principles:

- The FDI in the form of a greenfield has
a positive effect on employment.

- The FDI in the form of merger and
acquisition can have a negative effect on
employment.
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- If the FDI is accompanied by the entry
of highly specialized knowledge and
technologies that the host country does
not have a suitable workforce for, it will
not have a positive effect on employment.

- To maximize the benefits of the FDI in
the field of employment, it is necessary for
governments to create and implement
appropriate regulations and laws in this
field.

- If the workforce needed for the FDI is
provided from the host country, it will
have a positive effect on employment in
the short term.

- The long-term effect of the FDI on
employment can be positive according to
the policies, laws, ability to attract the host
country, etc.

- The increasing effect of the FDI on
wages is to the extent that it attracts and
maintains the desired labor force.

- If raw materials and services required
by the FDI are provided from the host
country, it will have a positive effect on
employment in the upstream part of the
supply chain.

- If the FDI is accompanied by
technology transfer in user industries, it
can have a negative effect on the
employment of unskilled labor.

- The effect of the FDI on the
employment of the skilled labor is positive.

P-The effect of the FDI on the simple
labor employment is mixed.

4. Conclusion

The general rule extracted was that the
maximum positive effect of the FDI on
employment is achieved when the FDI is
entered into the host country in the form
of greenfield. The FDI should be obligated

to train the required labour instead of
using foreign skilled labors, especially in
case of matching the labors to the level of
the FDI imported technology. The policies
and legislations should support and
maximize the country's absorption
capacity and obligate the FDI to provide
the required labour force, raw materials
and services from the host country. These
rules can be used in any country which
hosts foreign direct investors regardless of
the development level of the country.

Researchers may consider the FDI
employment effect in  developing
countries and compare them to the
developed countries especially in women’s
employment in the host country. Other
future studies could consider the FDI
employment effect in different industries.
Therefore, it would be possible to compare
the effect on different industries and
identify which industry features may
affect the employment effect. The other
less attended subject is the FDI
employment  effect on  different
organizational sizes. It is not clear if the
FDI employment effect is the same in all
organizational sizes.
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