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Labor Protection, Labor Costs and China’s
Outward Foreign Direct Investment
GAO Shan LI Zheng SONG Shunfeng
Abstract. China’s economy and society have undergone many profound changes over
the past decades, including the rising labor costs, diminishing demographic dividends,
and rapid growth of China’s outward foreign direct investment ( OFDI). Considering the
2008 Labor Contract Law as a quasi-natural experiment, this paper constructed a double
difference model to examine the relationships among labor protection, labor costs, and
China’s OFDI. Using data on all Chinese listed companies in 2000-2014, the results show
that the 2008 Labor Law significantly promotes China’s OFDI. Enterprise heterogeneity a-
nalysis further suggests that such promotion effect is more prominent for enterprises that are
labor-intensive, in the eastern region, with high productivity, and in the industries with
higher level of technology. It is also found that the Labor Law increases the probability of
Chinese companies’ foreign direct investment through three mechanisms: higher wages and
salaries, greater fixed labor costs, and more labor protection. The empirical evidence indi-
cates that better labor protection not only increases labor costs but also promotes China’s
OFDI.
Keywords: Labor Contract Law; Labor Protection; Labor Cost; OFDI; DID Model
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