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Abstract: In the past few decades globalization and deregulation of interna-
tional economy has been noticeably accelerated. Consequently, new global-
ized business environment with numerous business opportunities as well as 
growing business risks has been made. The new business environment 
opened the door to intensive implementation of acquisitions as a market entry 
strategy. Foreign direct investments (FDI) in most of transition countries, in-
cluding Serbia, predominantly come in the form of international acquisitions. 
There is a wide theoretical analysis of the effects of FDIs on target country 
economy. The overall conclusion is that green field projects, in comparison 
with international acquisitions, exert more favorable effects on all aspects of 
host country’s economy. This paper examines the effects of international ac-
quisitions in Serbia on work practices, wages and productivity using the anal-
ysis of the financial statements and the results of survey carried out among 
the foreign investors. It was found that decline of employment; productivity 
growth and increase in real wages are the results of the acquisitions. The 
survey also shows that the foreign investors invested in training and develop-
ment of the acquired employees. 
 
Key words: Human resources, international acquisitions, productivity and real 
wages, Serbia 
 
Rezime: Poslednjih decenija primetan je ubrzani trend globalizacije i liberali-
zacije međunarodnih ekonomskih odnosa. Posledica ovih procesa je izmen-
jeni globalni poslovni ambijent koji se odlikuje novim poslovnim prilikama ali i 
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rastućim rizicima poslovanja. Novi poslovni ambijent stvorio je pretpostavke 
da kompanije intenzivno primenjuju  preuzimanja kao vid strategije ulaska na 
inostrana tržišta. Kod većine tranzicionih zemalja, kao i u Srbiji, međunarodna 
preuzimanja čine dominantan oblik stranih direktnih investicija (SDI). U teoriji 
je široko analiziran uticaj SDI na ekonomiju zemlje domaćina. Preovladao je 
stav da su pozitivni uticaji na sve aspekte ekonomije zemlje domaćina mnogo 
značajniji kod green field projekata nego kod međunarodnih preuzimanja. U 
radu će se na bazi analize finansijskih izveštaja i anketiranjem stranih inves-
titora ispitivati efekti međunarodnih preuzimanja u Srbiji na položaj ljudskih 
resursa, njihove realne zarade i produktivnost. Utvrđeno je da jednu od 
posledica međunarodnih preuzimanja u Srbiji predstavlja pad zaposlenosti, 
rast produktivnosti i rast realnih zarada. Takođe na bazi rezultata anketiranja 
biće pokazano da su strani investitori investirali u obuku i unapređenje 
sposobnosti preuzetih kadrova.  

Ključne reči: Ljudski resursi, međunarodne akvizicije, produktivnost i realne 
zarade, Srbija 

1. Introduction 

Between 1917 and 1950 countries that comprised around one third of the 
world population abandoned market economy and adopted centrally planned 
economic system (World Bank, 1996). The succeeding years brought similar 
change in economic policy, with certain degree of variation, in few more coun-
tries so centrally planned economies existed in Europe, Asia, Africa, Central 
and South America. However, the system based on autarchy eventually 
reached its peak, becoming more and more inefficient. The cause of ineffi-
ciency laid in insufficient information that only market could provide, and cor-
rupt practices during the planning. 

Because centrally planned economies eventually became unsustainable, 
most of these countries began the process of transition to market economies 
at the end of 1980s and the beginning of 1990s. Transition includes foreign 
investment deregulation, too. Due to deregulation and mass privatization of 
state-owned enterprises, many transition economies marked a significant 
inflow of foreign capital. Since domestic capital accumulation is limited, FDIs 
are a significant source of finance for projects and the factor of reindustrializa-
tion. Effects of FDIs on transition economies are multidimensional, and they 
have been analyzed from different aspects in economic theory.  

The first part of this paper gives the analysis of the influence FDIs have on 
competitive potential of transition countries. Relevant results of the study into 
the relationship between FDIs and various aspects of competitiveness of tran-
sition economies are presented. Previous research has shown that FDIs can 
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affect degree of competition, balance of payments, larger inflow of foreign 
capital, technology basis and labor force (Ranđelović, Gligorić, & Marković, 
2009). 

Great deal of stress is put on specific effects of international acquisitions. The 
overall conclusion is that if the process of attracting FDIs is properly man-
aged, their net effect on host country is positive, even if FDIs predominantly 
come in the form of international acquisitions. 

The influence of international acquisitions on employment, labor force produc-
tivity and real wages is then studied using the analysis of financial statements 
of relevant middle-size and large international acquisitions in Serbia. Many 
theoretical and empirical studies indicate negative impact of cross-border 
acquisitions on employment. However, a recent research shows that cross-
border acquisitions lead to decrease in number of production workers rather 
than administration officers (Lehto & Bockerman, 2008). This can be partially 
due to transfer of capital intensive technology from investor to target. Re-
search into cross-border acquisitions conducted in Sweden shows that acqui-
sitions increase productivity in targeted firms but that the first effects are pro-
duced one to five years after the acquisition is made (Karpaty, 2007). It is also 
noticed that productivity gains made through vertical acquisitions are much 
bigger than through horizontal ones (Bandick, 2011). Previous empirical stud-
ies found that real wages of skilled and less skilled workers increase after 
acquisitions (Bandick, 2011), though not immediately after acquisition is made 
but one to three years later (Huttunen, 2007). 

The third chapter offers an insight into foreign investors’ management activi-
ties directed at training and development of the acquired employees’ using 
interviews with and surveys taken among the managers. Investments in em-
ployee training and development, engagement of expatriate managers and 
development of young employees are analyzed separately. A special need 
exists in targets in transition countries to invest in employee training and hire 
expatriate managers because acquired stuff lacks the competencies required 
in market economy (Obloy, 1998).  

The hypotheses tested in this paper are: 

H1. International acquisitions in Serbia caused decline of employment and 
increased productivity and real wages in acquired companies. 

H2. Foreign investors upgraded employee competencies through international 
acquisitions in Serbia. 
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2. Effects of FDI on Competitive Potential of Transition 
Countries 

Transition from centrally planned to market economy, is not an end in itself. Its 
final goal is to increase economic efficiency, productivity and efficient alloca-
tion of resources, and advance global economic integration. Though tempo-
rary, transition is a duly destabilizing process which causes transitional stag-
flation, fall in GDP and high inflation rates at its early stages. Productivity in-
creases and prices in open sector rise, and less productive “protected” public 
sectors take their cue from it and increase wages which triggers inflation at 
this early stage (Egert, Drine, Lommatzsch, & Rault, 2002). In economic theo-
ry this is known as Balassa-Samuelsson effect. Table 1 shows the effects of 
stagflation in some transition countries.  

Table 1 - Transitional stagflation (World Bank, 2000) and (EBRD, 2011) 

 Number of successive 
years GDP decrease 

Cumulative GDP 
decrease in % 

GDP Index 
2011/1989 

Albania 3 33,00 180 

Bulgaria 4 16,00 110 

Croatia 4 36,00 105 

Poland 2 6,00 194 

Slovenia 3 14,00 148 

Hungary 4 15,00 127 

Russia 7 40,00 108 

Ukraine 10 59,00 65 

GDP decrease during "Great depression"  

France    3 11,00  

Germany 3 16,00  

Great Britain 2 6,00  

USA 4 27,00  

 

The data presented in Table 1 shows that duration of stagflation and its con-
sequences vary from country to country. Duration of stagflation and the ef-
fects it exerts depend on the state an economy was in before transition and 
how the process is carried out. Some transition economies faced an extreme 
fall in GDP which exceeds the effects of The Great Depression that occurred 
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at the beginning of the 20th century. In order to stop transitional stagflation it is 
crucial to use macroeconomic stabilization measures, build up new and de-
velop existing institutions. Proper management of these processes creates 
the conditions for intensified reindustrialization; i. e. steepens the transition 
curve. Due to lack of domestic capital accumulation, reindustrialization of 
transition countries often depends on relevant foreign investments.  

Effects of FDI on host country economy, especially in transition countries, are 
multidimensional, which makes the analysis even more complicated. Host 
country governments are usually concerned about the following (Rakita, 
2006): what are the possible FDI effects on country’s sovereignty and inde-
pendence; in what ways do they influence market transparency and market 
control; and how do they affect country’s balance of payment and develop-
ment. In the preceding decades the prevailing opinion was that there had 
been a great conflict between the interests of host country and foreign inves-
tors. It was believed that foreign capital and foreign ownership can be a threat 
to national sovereignty and independence. Nowadays, most countries have a 
positive attitude towards foreign capital and investments. The country of origin 
of capital is completely irrelevant. Instead of asking – Whose it is and where 
does the capital come from? the question – What is the output of certain capi-
tal and who benefits from it? is heard more often.  

The prevailing opinion in economic theory is that FDI inflow, especially in de-
veloping countries, has positive net effects in spite of some negative effects. 
Business environment where positive effects of FDI inflow dominate potential-
ly negative effects is a goal every transition country should work towards. This 
gains in importance if one takes into account the empirical research which 
proved that in fast-growing economies, which comprise transition economies, 
1% increase in the share of FDI in GDP is associated with 0.8% increase in 
the growth rate of GDP per capita (Bergsman, Broadma, & Drebentsov, 
2000).  This paper examines the influence of FDIs on: level of competition, 
balance of payment, investment climate and development, spread of technol-
ogy and employment rate.   

It is in host country’s best interest to provide market transparency and free 
and increased competition. Yet, host country’s concerns that FDIs could mo-
nopolize the market and shut domestic companies out of controlled business 
flows are justified. By concentrating market power and competitive potentials, 
multinational enterprises (MNE) could completely beat domestic competitors, 
minimizing their number. When MNEs gain market monopoly and absolute 
advantage, they can dictate commercial conditions, increase prices above 
real prices, influence channels of distribution, which can altogether have very 
harmful socio-economic consequences. The risk is higher in countries with 
lower market potential and undeveloped competition, or when foreign invest-
ments come in the form of cross-border acquisitions as opposed to greenfield 
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investments. These are potential threats, so every host country has the legiti-
mate right to restrict foreign investors’ possible attempts to acquire market 
monopoly through foreign investments.  

Due to low exports and deregulated imports, transition countries mark large 
deficit in the current account of the balance of payment, especially at the early 
stages of transition. Foreign capital inflow is the source of financing the deficit 
caused by increased domestic demand. FDIs turned out to be much cheaper 
source of financing than dept capital or portfolio capital, which especially 
proves to be true in crisis periods (UNCTAD, 2000). At FDIs in the form of 
Greenfield projects there is a gradual inflow of capital, while international ac-
quisitions represent a single inflow of capital. In practice, after acquiring an 
enterprise, especially in the process of privatization, foreign investors keep 
investing in it in order to advance its market competitiveness. The positive 
effects of foreign capital inflow keep extending. FDIs can also affect capital 
account of the balance of payment in two different ways. FDIs, especially the 
market oriented ones, are often import intensive which has negative implica-
tions for current account of the balance of payment. Deferred negative effects 
of FDIs on transition economies’ balance of payment are repatriation of profits 
and capital, which gains in importance in crisis periods (Mencinger, 2009). 
During the global economic crisis when the inflow of FDIs falls, foreign affili-
ates repatriate profits to domestic parent companies and additionally contract 
capital account of the balance of payment. Profit repatriation is closely related 
to transfer pricing. Transfer prices are often used by MNEs to transfer capital 
to “tax havens”, tending to optimize tax burden. This problem gains in im-
portance in transition countries because they often lack adequate transfer 
pricing regulative or capacities for its efficient implementation (Ranđelović & 
Marković, 2009). 

Inflow of foreign capital, especially in the form of greenfield investments and 
often in the form of international acquisitions, raises production capacities. 
Research has shown that MNEs’ investments exceed the inflow of foreign 
capital because they obtain a part of its capital from host market, and thus 
create a multiple positive effects (UNCTAD, 2000). Foreign capital can have 
positive (crowd in) or negative (crowd out) external effects on domestic in-
vestments in host country. To crowd in means to stimulate domestic invest-
ments complementary to foreign investments, and to draw in additional inflow 
of foreign investments. To crowd out means to undertake activities towards 
preventing domestic companies from approaching market and domestic 
sources of finance. Empirical research has proved that the positive external 
effects of FDI dominate the negative ones (Mišun & Tomsk, 2002).  

Capacity to create, take over and learn how to use cutting edge technology is 
essential for national economy’s competitive position. Technological im-
provements alongside with institutional reforms are some of the principal driv-
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ing forces of economic development. Sharp competition in technology inten-
sive industries has shortened product lifecycle of products, which slows down 
diffusion of new technology and simultaneously accelerates diffusion of the 
second generation technology (Fageberg & Verspagen, 2002). MNE subsidi-
aries in transition countries usually use more advanced technology than does 
the host country, although, very often this is not the cutting edge technology. 
Technology transfer, especially at the early stages of transition, depends on 
the state of infrastructure and available knowledge workers. Foreign compa-
nies could transfer technology corresponding to comparative advantage of a 
host country, for example cheap labor force corresponds to labor intensive 
technologies, which could cause stagnation or prevent development of new 
sectors. According to the World Bank’s estimations the new sectors, whose 
development is primarily stimulated by FDI, should generate 40% of GDP in 
order to compensate for the effects of “transition shock” (Đuričin, 2005). Indi-
rect effects of FDIs can be observed in terms of technology spillover to host 
country economic actors. Technology spillover is mediated by demonstration 
effects, cooperation between local enterprises and MNE subsidiary and mobil-
ity of workers (UNCTAD, 2000). Effects of technology spillover depend on the 
type of industry, MNE’s strategy and the level of host country’s economic de-
velopment. MNE’s research and development activities are most often cen-
tralized, and they rarely delegate part of these activities to subsidiaries in 
developing countries. This strategy directly causes brain-drain in transition 
countries. Many knowledge workers, usually after the acquisition, find em-
ployment in MNE research and development centers. In spite of some poten-
tially negative effects, empirical research have showed that there is a direct 
and statistically strong relationship between FDI inflow, as a source of tech-
nology innovations, and GDP growth in transition countries (Campos & Yuko, 
2002).  

What are the effects of FDI on employment rate and real income in host coun-
try is one of the basic questions. Various factors determine the influence of 
FDI on unemployment rate. The overall conclusion is that greenfield projects 
increase employment rate because new operational facilities are constructed. 
Yet, indirect effects can exceed initial positive effects by several times if do-
mestic companies are pushed out. On the other hand, acquisitions, especially 
during the process of privatization, often imply employment downsizing due to 
restructuring and shutting down the departments that already exist within 
MNE system. The research conducted by UNACTAD showed that the number 
of employees in privatized enterprises decreased in post-acquisition period, 
although the rate of the decrease was much lower than the decrease in total 
employment (UNCTAD, 2000). Effects of privatization on unemployment rate 
should be observed in the context of acquired enterprise. If the company is in 
deep financial trouble that could lead to bankruptcy, a number of work posi-
tions that would be soon canceled are preserved via privatization (Kalman & 
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Hunya, 2000). The effects foreign investments exert on employment should 
be observed within the context of “crowd-in” and “crowd-out” effects. Seeing 
that empirical analyses show that “crowd-in” effects are dominant in transition 
countries (Mišun & Tomsk, 2002), we can conclude that foreign investments 
indirectly produce positive impact on employment in host country. Effects of 
FDI on real income are hard to determine because they to a large extent de-
pend on the type of industry, form of investment and other local factors. The 
general conclusion that can be found in economic literature is that acquisitions 
in transition countries have positive effects on wages, although this conclusion 
is a subject to criticism. 

3. Effects of International Acquisitions on Employment,  
Real Wages and Labor Force Productivity 

Aforementioned research showed that FDI in transition economies have high-
ly important effects on labor force. By its number and value international ac-
quisitions make up a bigger share of total FDI, especially at the early stages 
of transition, hence the need for the analysis of their influence on labor force 
in transition economies.  

Effects of international acquisitions on employment, labor force productivity 
and real wages will be analyzed in this part of the paper. The analysis is 
based on MNE financial statements. The database on International acquisi-
tions in Serbia is made up of the information collected from Serbian Privatiza-
tion Agency, SIEPA, the data on the biggest exporters between 2005 and 
2011, personal knowledge and the Internet. The database first comprised 
information on 110 international acquisitions. The data on international acqui-
sitions after 2009 (the period is too short to be analyzed), before 2000 (the 
period of foreign ownership is too long), acquisition of assets of bankrupt tar-
get (cannot be compared over time), acquisitions where foreign company 
eventually merged with the acquired target, acquisitions of enterprises that 
eventually filed for bankruptcy (four cases) or privatization contract was termi-
nated (one case) and acquisition of small legal entities (two cases) was then 
excluded from the database. Representative sample of 78 acquisitions of 
large and medium-size enterprises with continuity of business operations at 
least between 2006 and 2011, and in almost all cases longer, was thus ob-
tained.  This is a time series analysis, for the period 2003 and between 2006 
and 2011.3The conclusions are based on the comparison between the indica-
tors recorded in the year prior to acquisition and at the end of 2011. The im-

                                                            
3 In 2003 majority companies had domestic ownership or were acquired short before, 
therefore the financial indicators before or right after the acquisition can be compared 
with the indicators from 2006 to 2011. 
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pact of foreign investors on employment varies depending on the moment 
when acquisition was made and the length of the period over which it was 
observed. The shortest analyzed period is two years and the longest is 10 
years.    

Workers unions and host governments are the parties interested in the effects 
of international acquisitions on employment and real wages. These stake-
holders expect foreign investors to upgrade business operations of acquired 
enterprises and thus increase employment, real wages, and indirectly in-
crease tax income.  

High unemployment rate is one of the burning issues in transition economies. 
In the past few years the unemployment rates have increased due to global 
economic crisis. Partial solution to this problem lies in FDI inflow. Economic 
theory gives the advantage to Greenfield projects over cross-border acquisi-
tions, although international acquisitions can sometimes create new jobs. 
Influence of cross-border acquisitions in Serbia on employment is analyzed 
through comparison between the number of employees in targets in the year 
before acquisitions and at the end of 2011.4 

The data given in Table 2 is a bit worrying. In 49 acquired enterprises, which 
accounts for nearly 63% of the representative sample, more than 20% of the 
employees were made redundant in post-acquisition period. In 12 enterprises, 
which accounts for around 15% of the representative sample, less than 20% 
of employees were laid off. In 17 enterprises the number of employees in-
creased in post-acquisition period, which accounts for about 22% of the sam-
ple. Acquired privately owned companies, with optimal number of employees, 
and enterprises that expanded their business operations after the acquisition 
make up the biggest proportion of these 17 companies. The total number of 
new jobs created in post-acquisition period is 1,977 and the total number of 
layoffs is 23,291. Net effect of cross-border acquisitions in Serbia on employ-
ment is reduction in the number of employees by 21,314, which is approxi-
mately one third of the number of employees in the year before acquisitions 
were made. This is the consequence of a large number of surplus employees 
before privatization, and investments in technologies that are not labor inten-
sive. The data showed that cross-border acquisitions significantly contributed 
to increase in overall unemployment in Serbia. However, one should be very 
careful and should not jump to such conclusion because it cannot be said how 
many employees would be laid off if the analyzed companies, primarily state 
owned ones, were not acquired by foreign investors 

                                                            
4 A more detailed record of the companies included in the research and the number of 
employees in every individual company sorted by year can be found on author Dusan 
Marković’s web page within the web site of the Faculty of Economics in Belgrade 
http://www.ekof.bg.ac.rs/nastosb_template.php?br_nastosb=1205 
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Table 2 - Analysis of employment before acquisition and in 2011 

  More than 50% 
increase in 
employees  

Up to 50% 
increase in 
employees  

Up to 20% 
decrease in 
employees  

More than 20% 
decrease in 
employees  

Number of 
companies 5 12 12 49 

Percentage of 
the sample 6,41% 15,38% 15,38% 62,82% 

 

Increase in real wages occupies workers unions’ interest, too. In market 
economies increase in real wages is directly related to the growth in labor 
force productivity. Labor force productivity in acquired companies in Serbia 
was analyzed for the purpose of this research. Sales income per employee 
before acquisition and sales income per employee at the end of 2011 were 
compared.5 Comparison between labor force productivity in the year before 
acquisition was made and at the end of 2011 allows an insight as to how for-
eign investments in technology and new organization and management style 
affect productivity in targets. Transfer of innovative technology and manage-
ment know how directly develops competitive potential of target, and economy 
as a whole. Demonstration effects and stuff turnover allow spillover of these 
effects to other Serbian companies. Finally, increased productivity of individu-
al companies allows them utilize their capacities more effectively and increas-
es GDP.  In order to make the analysis more realistic, sales income was dis-
counted by annual inflation rates to the present value in 2003.6 Table 3 shows 
the results of the analysis.  

Table 3 - Analysis of real sales income per employee before acquisition 
and in 2011  

  More than 100% 
increase in real 
sales income 
per employee  

 Between 50% and 
100% increase in 
real sales income 
per employee 

Up to 50% 
increase in real 
sales income 
per employee  

Decrease of 
real sales 
income per 
employee 

Number of 
companies 

35 8 27 8 

Percentage of 
the sample 

44,87% 10,26% 34,62% 10,26% 

 

                                                            
5 A more detailed record of the companies included in the research and the real sales 
income per employee for every individual company sorted by year can be found on 
author Dusan Marković’s web page within the web site of the Faculty of Economics in 
Belgrade http://www.ekof.bg.ac.rs/nastosb_template.php?br_nastosb=1205  
6The inflation rates were taken from the IMF database.  
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According to the analysis real sales income per employee decreased after the 
acquisition in only 8 acquired enterprises. In 35 enterprises, which accounts 
for around 45% of the sample, there was more than 100% increase in real 
sales income per employee. In 8 enterprises the rise in real sales income per 
employee ranged from 50% to 100%. Among the enterprises where the rise in 
real sales income per employee was more than 50% only 7 had impressive 
productivity growth that was followed by new hiring. According to the data 
presented in Table 3, labor force productivity growth in post-acquisition period 
occurred because sales income growth rate was higher than inflation rate, 
and in most cases the number of employees was decreased to optimal level. 
The results are in line with the recent research indicating that cross-border 
acquisitions help improve the sorting and matching of plants and workers to 
more efficient use (Siegal & Simons, 2010).  

According to the analysis, labor force productivity increased significantly in 
post-acquisition period, and a precondition for higher real gross wages was 
fulfilled. Real gross wages dynamics was analyzed via comparing real gross 
wages before acquisition and at the end of 20117. In order to get reliable 
analysis, real gross wages were discounted by annual inflation rates to the 
present value in 2003. In 2009 Serbian Government adopted a set of incen-
tive measures to increase employment, which included tax exemption on RSD 
5,000 of total net wage. The effects of this change in tax policy on the results 
of the analysis are negligible because annual savings on gross labor costs per 
employee were something more than RSD7,000 in nominal terms or between 
RSD 3,200 and RSD 3,800 in real terms, depending on the year. Table 4 
presents the results of the analysis of real gross labor costs per employee. 

Table 4 - Results of the analysis of real gross wages per employee be-
fore acquisition and in 2011 

  More than 100% 
increase in real 
gross wages per 

employee 

Between 50% and 
100% increase in 
real gross wages 

per employee 

Up to 50% 
increase in real 

gross wages 
per employee 

Decrease of 
real gross 
wages per 
employee 

Number of 
companies 

22 13 24 19 

Percentage of 
the sample 

28,21% 16,67% 30,77% 24,36% 

 

                                                            
7 A more detailed record of the companies included in the research and real wages in 
every individual company sorted by year can be found on author Dusan Marković’s 
web page within the web site of the Faculty of Economics in Belgrade 
http://www.ekof.bg.ac.rs/nastosb_template.php?br_nastosb=1205    
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According to this analysis there was a disproportion between productivity 
growth and real growth in gross wages. In 35 enterprises, which account for 
45% of the sample, real gross wages increased by more than 50% after the 
acquisition. However, in 19 companies, or about 24% of the sample, gross 
wages were lower than in the year preceding acquisition. It is interesting that 
in some of these 19 companies growth in productivity rate measured by real 
sales income per employee was up to 70%. Besides a number of companies 
in deep financial troubles, this group comprises firms that recorded positive 
financial results, which indicates that sometimes management tends to 
achieve successful performance at the expense of employees’ wages. Growth 
in real wages in target firms exerted positive effects on economy as a whole. 
A basis for boosting domestic savings and consumption were thus created, 
which will contribute to GDP growth.  

Results of the analysis presented in this part of the paper show that interna-
tional acquisitions had a strong negative net effect on employment. In most 
analyzed cases decrease in number of employees and labor force productivity 
growth were directly proportional. The rise in labor force productivity resulted 
in higher wages. However, productivity growth rate was much higher than real 
gross wages growth rate, while around 25% of the enterprises in the sample 
recorded fall in real gross wages per employee.  

4. Effects of International Acquisitions on Employee  
Competencies 

Acquisitions in transition countries are fraught with risks and uncertainty due 
to unstable business environment, and structural problems as a legacy of 
socialist period. Due to inadequate age and qualification structure of employ-
ees, management of human resources is very complex and of crucial im-
portance in the process of acquisition. Most companies in transition econo-
mies, even the private owned ones, employ excessively large number of peo-
ple that exceeds the market needs. Additionally, employee competencies are 
usually at a very low level. Acquisitions in transition countries usually imply 
rationalization of employees, human resources training and development and 
engagement of new employees possessing required skills (Santalainen, Bali-
ga & Leimman, 2003). Management of human resources should start in pre-
acquisition phase in order for employees to contribute to creation of value.    

When writing Due Diligence report the number and structure of employees, 
and the improvements necessary for labor force to contribute to finding syner-
gy must be determined. Human resources managers play crucial role at this 
stage. Potential surplus employees must be identified in order to cut costs. 
Employment reduction is a measure that brings down costs in the short term. 
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However, this measure should be used very carefully because it can cause 
quality employees drain (Krishnana, Hitt, & Park, 2007). Human resources 
management should, right after the acquisition, start an open communication 
with employees to prevent uncertainty and rumor spreading that can cause 
unexpected drain of employees (Scweiger, Csizar, & Napier, 2002). The goal 
of the analysis of human resources at pre-acquisition stage is not just the 
rationalization of employees. It sets the base for further development of hu-
man capital. 

At friendly acquisitions, and with afore established relationship with the target, 
human resources training and development should start even before the tar-
get is formally acquired. This spears time, due to overlapping phases, and 
simultaneously makes it clear to employees that a new business practice 
takes place after the acquisition (Obloy & Thomas, 1998). It is crucial to identi-
fy the employees with the potential to meet the new standards. This primarily 
refers to management which tended to meet technical standards in socialist 
system, neglecting its marketing functions. Taking into account the specific 
institutional and cultural environment and the fact that the employees usually 
lack tacit knowledge, mere imitation of training and development strategies 
applied in developed countries will not produce desirable effects. In order for 
training and development strategy to increase efficiency and effectiveness of 
employees, the peculiarities of the new environment must be recognized. 
There are three levels of knowledge upgrading: 1. technical level 2. systemic 
level 3. strategic level (Meyer, 2002). 

Acquisitions in transition economies often imply intensive investments in new 
technologies with the aim of upgrading the technology baseline. However, 
employees lack experience with new technologies, hence the need for tech-
nical knowledge upgrading. This type of training is the most simple since it 
usually refers to the transfer of explicit knowledge. Technical knowledge up-
grading training comprises production workers, nonproduction workers and 
management. Systemic knowledge upgrading refers to acquisition of new 
procedures and requires integrative learning and coordination between busi-
ness functions and processes. This level usually includes management, but 
can comprise some production and nonproduction workers, too. This is the 
combination of explicit and tacit knowledge, and the transfer of knowledge is 
much more complex than on technical level. Finally, at the strategic level 
managers change their cognitive framework for doing business and conduct-
ing management tasks (Meyer, 2002). Managers must understand technolog-
ical and managerial processes, and develop entrepreneurial skills and willing-
ness to take risk. This kind of knowledge is highly tacit, so the process of 
transferring it is time intensive and apart from the formal trainings it includes 
learning through practice.    
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In spite of implementation of training and development strategies, acquired 
employees often fail to meet business requirements. Although transition coun-
tries possess large labor force, they lack workers with specific competencies 
(Sheksnia, 1998). Foreign investors therefore have to engage employees 
from the outside. This often implies high costs and sometimes, especially 
when foreign investor is a late follower, it is impossible to find such employees 
in local market. Consequently, companies engage expatriate managers and 
work intensively on recruitment and training and development of young em-
ployees. Engagement of expatriate managers implies high costs and various 
risks so it should be carefully considered. The aim of hiring expatriate manag-
ers is the transfer of business practices from the central to acquired targets. 
They are also expected to contribute to the strategic knowledge upgrading. 
Expatriate managers should be familiar with institutional differences between 
investors’ home country and the host country and possess cross-cultural 
competencies to prevent cultural disharmony or misunderstanding and thus 
successfully fulfill these tasks. Finally, long term oriented companies create a 
base for recruitment and training and development of young employees 
through cooperation with educational institutions. Engagement of young peo-
ple who received quality formal education abroad and decided to return to 
their home country, educated repatriates, is a very useful strategy because 
these employees are familiar with cultural and institutional context in both 
investor’s home country and its target country (Rakita, 2006). This strategy 
can prevent aforementioned cultural misunderstandings and more successful-
ly upgrade business knowledge than expatriate workers. 

The analysis of the effects international acquisitions in Serbia exerted on labor 
force competencies is based on theoretical research and the sample of 110 
relevant acquisitions. The data on international acquisitions after 2010 (the 
period is too short to be analyzed), before 2000 (the period of foreign owner-
ship is too long), acquisitions of enterprises that eventually filed for bankruptcy 
(four cases) or privatization contract was terminated (one case) and acquisi-
tion of small legal entities (two cases) was excluded from the database in 
order to get reliable analysis. A sample of 95 relevant acquisitions in Serbia 
was thus created. Transfer of international business practices from the central 
to acquired companies was analyzed through a short survey.  

At the first stage of the research, communication with a number of companies 
was established through the network of personal contacts and they agreed to 
fill out the questionnaire. At the following stage, the questionnaire, the cover 
letter and an empty envelope with the address of the surveyor printed on it 
were posted to the remaining companies. The total number of companies that 
agreed to participate in the survey was 44, which accounts for 46% of the 
sample. The questionnaire employs five-point Likert scale, and the respond-
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ents evaluated three statement.8 Foreign investors evaluated the level of em-
ployees’ competencies and the measures taken to upgrade the efficiency of 
human resources. Fig. 1 depicts the results of the evaluation of statement: 
“Acquired human resources did not possess required competencies; therefore 
we invested in training and development of employees”.  

Figure 1 - Evaluation of the competencies of acquired human resources 

 

The data presented in Fig. 1 shows that 59% of foreign investors absolutely or 
partially agree with the statement. Only 29% of respondents absolutely of 
partially disagree with the statement, stating that the acquired human re-
sources did possess the necessary competencies. This scale of responses 
supports the aforementioned statement that foreign investors most often in-
vest in employee training and development in order to increase labor force 
productivity. The results are in line with the research showing that a massive 
knowledge transfer from investor to target takes place after cross-border ac-
quisition is made, while in the later stage mutual knowledge spillovers occur 
(Bresman, Birkinshaw, & Nobel, 2010). 

Foreign investments in training of employees bring great benefits to Serbian 
economy. Enhancement of employee competencies allows transfer of new 
technology to targets, and staff turnover allows spillover of positive effects to 
whole economy. Increasing level of employee competencies allows further 
expansion of target’s capacities through new production programs.  Acquisi-

                                                            
8 5 – strongly agree 4 – partially agree 3 – neither agree nor disagree 2 – partially 
disagree 1- strongly disagree 
 



Rakita, Marković: The effects of international acquisitions in Serbia on… 

72 Industrija, Vol.41, No.1, 2013 

tion of new employee competencies helps improve business performance of 
targets, which contributes to GDP growth.  

Foreign investors then evaluated the engagement of expatriate managers as 
a means of transferring knowledge from the central to local management. Fig. 
2 depicts the results of evaluation of the statement: “Acquired management 
lacked adequate competencies and we had to engage expatriate managers to 
upgrade transfer of managerial competencies.” 

Figure 2 - Evaluation of the statement on engagement of expatriate managers 

 

This survey shows that the opinions on engagement of expatriate managers 
are polarized. Approximately 41% of respondents absolutely or partially agree 
with the statement, and 44% of respondents expressed disagreement with the 
statement. These results are in accordance with theoretical explanations that 
engagement of expatriate managers is a highly efficient means of transfer of 
managerial knowledge from the central to acquired targets, but that it also 
implies great risks and high costs. Most of the respondents that expressed 
disagreement with the statement concurred with the aforementioned theoreti-
cal explanation and minority of them gives advantage to engagement of local 
managers because they possess local knowledge.  Engagement of expatriate 
managers will exert positive effects on local management competencies. Lo-
cal management turnover will contribute to know-how spillovers from target to 
the whole economy and thus increase its competitiveness. Increased local 
management competencies will exert positive effects on target firm productivi-
ty and consequently on overall economic growth.   

Finally, foreign investors evaluated the activities towards training and devel-
opment of young employees. Fig. 3 depicts the results of evaluation of the 
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statement: “Various activities towards development of young employees were 
taken in acquired companies (cooperation with educational institutions, schol-
arship programs for high school and university students, engagement of edu-
cated repatriates9…).“ 

Figure 3 - Evaluation of the statement on young employees 

 

The results of the survey show that foreign investors are strongly determined 
to invest in development of young employees. Over 56% of respondents ab-
solutely of partially agree with the statement. 32% or respondents absolutely 
or partially disagree with this statement. According to the survey, foreign in-
vestors support talented high school and university students in Serbia via 
different scholarship programs and cooperate with educational institutions, 
imitating a practice that proved highly efficient in developed countries. Positive 
effects of investments in young employees will be numerous – brain drain 
slowdowns, increased competencies of young employees create conditions 
for enhancement of technology basis in targets, and staff turnover allows 
spillover of these effects into other companies in Serbia. It is important to 
point out that through these programs young employees in Serbia apply the 
knowledge they gained abroad, which could be a basis for increase in com-
petitiveness of Serbian economy.     

Results of the survey support aforementioned theoretical assumption. A sig-
nificant proportion of respondents agreed with the statement that investments 
in training and development of acquired employees were necessary and that 

                                                            
9 Students from Serbia attending universities in foreign investors’ home country, who 
wish to return to their home country after graduating.  
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they have taken activities towards recruitment, training and development of 
young employees.   

5. Conclusions 

Like in all other transition countries, the shift from centrally planned to market 
economy in Serbia proved to be a highly complex and destabilizing process. 
Transition implies deregulation of foreign investments and privatization of 
state owned enterprises, which encourages inflow of FDI. Most economists 
agree that FDIs in general exert positive effects on host economy, especially 
in the case of small countries. FDIs can upgrade host economy via positive 
balance of payment, transfer of technology and innovations, investments in 
production capacities and labor force development. Economists often empha-
size that green field projects and cross-border acquisitions, as two forms of 
FDI, affect host economy in different ways.  

Cross-border acquisitions make up a significant proportion of total FDI in 
some transition countries, including Serbia, hence the need for the analysis of 
their influence on host economy. In economic theory there is a difference of 
opinion as to the effects of international acquisitions on labor force. This paper 
identifies the effects of cross-border acquisitions in Serbia on relevant aspects 
of working conditions and employee engagement (such as employment, real 
gross wages, labor force productivity and employee competencies) via analy-
sis of financial statements of acquired companies and the survey carried out 
among foreign investors.  

Analysis of the financial statements shows that only 17 acquired companies, 
or 22% of the sample, recorded growth in employment comparing to pre-
acquisition period, and 63% of companies in the sample marked more than 
20% fall in the number of employees. The net effect cross-border acquisitions 
in the sample exerted on employment at the end of 2011 was 21,314 lay-offs. 
Optimized labor force and income sales growth caused rise in real sales in-
come per employee in 90% of the companies in the sample at the end of 2011 
compared with pre-acquisition period. The growth in real sales income per 
employee was followed by rise in real gross wages, though not to the same 
proportion. 76% of companies in the sample paid higher real gross wages at 
the end of 2011 compared to pre-acquisition period. This leads to conclusion 
that the analysis proves the hypothesis H1 - International acquisitions in Ser-
bia caused decline of employment and increased productivity and real wages 
in acquired companies. 

The survey carried out among foreign investors in Serbia shows that more 
than 60% of respondents think that acquired human resources lacked re-
quired competencies and that the investments in training and development of 
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employees were necessary. More than 40% of companies that participated in 
the survey engaged expatriate managers after acquisition with the aim of 
upgrading managerial competencies of local managers. 56% of respondents 
agreed with the statement that development of young employees via scholar-
ship programs, cooperation with educational institutions, and engagement of 
educated repatriates etc. is among company’s top priorities.  

Empirical research mediated by the survey proves the hypothesis H2 - For-
eign investors increased employee competencies through international acqui-
sitions. 

According to this research, cross-border acquisitions in Serbia significantly 
decreased employment rate. This is due to a large number of surplus employ-
ees before acquisition, especially in public owned companies, the global fi-
nancial crisis and implementation of technology that is not labor intensive. 
Optimized number of employees and investments in acquired companies 
brought about strong productivity growth, measured by real sales income per 
employee. The productivity growth set the basis for rise in real gross income. 
However, real gross income growth rate was lower than productivity growth 
rate. Finally, the survey shows that the foreign investors put training and de-
velopment of acquired employees on the list of business priorities, which con-
tributed to international competitiveness of enterprises from Serbia. 
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