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Abstract

This paper examines whether liberalization of inward foreign direct investment (FDI) re-

duces firms’ monopsony power in labor markets. We estimate firm-level wage markdown,

wage over marginal revenue of labor, from China’s production data and identify the causal

effect of FDI liberalization on wage markdown, using China’s regulation changes upon its

accession to the World Trade Organization. Large and productive firms, state-owned firms,

exporters, and foreign firms exercise less monopsony power. FDI liberalization increased

monopsony power and decreased labor share in value-added. These findings are contrast to

classical theory based on concentration but consistent with modern theory based on search

frictions.
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