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Impact of Foreign Capital Liberalization on Labor Income Share .
Evidence from Negative List Management Mode of

Foreign Investment Access
HUANG Lingyun LEI Zhuojun WANG Jue
Abstract: This study investigates the causal effect and mechanism of foreign capital

liberalization on the labor income share of firms using a quasi-experiment of the negative
list management mode by constructing a difference-in-differences model. The findings dem-
onstrate that foreign capital liberalization induced by the negative list management mode
significantly reduces the labor income share of firms, which is robust to a series of tests.
Mechanism exploration reveals that foreign capital liberalization reduces labor income share
through accelerating the capital deepening of firms and bringing capital-biased
technological progress, while reducing monopoly does not significantly increase labor in-
come share. Our heterogeneity analysis further indicates that the inhibitory effect of foreign
capital liberalization on labor income share is more pronounced in private firms, non-
export firms, as well as capital and technology-intensive firms. Furthermore, government
expenditure on education and less government intervention in the market can mitigate the
negative impact of foreign capital liberalization on labor income share, whereas government
subsidies reinforce this negative impact. This study offers new micro-level insights into the
mechanism of changes in labor income share from the perspective of foreign capital liberal-
ization, providing suggestions for optimizing the distribution of factor income and promoting
the benign interaction of the dual circulation between domestic and international.

Keywords: Foreign Capital Liberalization; Negative List of Foreign Capital Access;
Factor Income Distribution; Labor Income Share
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