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(FTHERB T AM)

Does FDI Entry Increase the Wage Income Gap between
the Formal and Informal Employment Workers

—Empirical Evidence from Microscopic Individuals
XI Yanle ZHANG Yinuo CAO Liang

Abstract. Based on the quasi-natural experiment of FDI deregulation policy and data
from the China Health and Nutrition Survey database from 1997 to 2015, this paper adopts
the triple difference-in-difference framework to systematically investigate the impact of FDI
entry on the wage income gap between formal and informal employment in China and its
channel of action. The study finds that, FDI entry has had a negative spillover effect on
the wages of informal employment workers and in areas that are largely affected by foreign
capital , compared to workers in areas that are less affected by foreign capital and in formal
employment. Therefore, the policy has led to a significant widening of the income wage
gap. This conclusion remains valid after a series of robustness tests. We find that the policy
effects of FDI entry on the wage income gap vary with geographic location, types of infor-
mal employment, and the size of enterprises. Further mechanism tests show that human
capital and access to information, represented by family background and household regis-
tration, are two important channels for FDI entry to affect the wage income gap. This paper
provides micro evidence for objectively evaluating the economic benefits of China’s FDI en-
try in recent years, and presents important policy implications to aid the reform and adjust-
ment of labor market flexibility and safety.

Keywords: FDI Entry; Triple Difference-in-difference Method; Informal Employ-

ment; Formal Employment; Wage Income Gap
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