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(Grossman and Rossi-Hansberg, 2006; Onaran, 2011). Therefore effects are likely to differ 

across countries.  

We focus on outward FDI since it is clearly linked to developments in the wage share 

while the effect of inward FDI is more ambiguous, and less relevant for developed 

economies. Furthermore, estimations with inward FDI didn’t change our results for outward 

FDI and the coefficient was not robust. We generally expect the effect of outward FDI to 

vary across manufacturing and services and potentially across skill groups. FDI is generally 

classified into two categories: vertical or cost-seeking FDI leads to substitution of domestic, 

usually low skilled workers by foreign labour, thereby creating negative employment effects 

in the home country while also increasing intermediate imports. However, there might be a 

positive scale effect related to vertical FDI if it increases exports through cost advantages or 

to foreign affiliates. Additionally, cost-seeking FDI might have an impact on the factor 

composition since the type of jobs created abroad are potentially of a low skilled nature, 

thereby lowering the wage share of low skilled domestic workers and increasing it for high 

skilled workers. Furthermore, vertical FDI potentially induce downward pressure on wages as 

foreign workers can be argued to increase labour demand at lower wage rates. This channel is 

most likely to impact both skilled and unskilled workers alike. Horizontal, or market-seeking 

FDI can also have a negative effect to the extent that it replaces exports. More likely though it 

will have a positive effect for high skilled workers because of an increase in employment at 

headquarters situated in the home country (Onaran, 2012). Generally, we expect these effects 

to be less pronounced in services because of their non-tradable character.  

Furthermore we test the robustness of our results with regard to globalisation with 

country-level variables like the KOF index supplied by Dreher (2006) and Dreher, et al. 

(2008). These controls, which are important because the variable constitutes an exogenous 

measure of globalisation, strongly confirm our results with sector level variables.
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Our final variable accounting for trends in globalisation is the share of migrant 

workers in total employment. Previous findings suggest the effect of migration on the wage 

share to be negligible (IMF 2007). Theoretically, it can be either positive or negative 

depending on whether foreign workers complement domestic workers and thereby increase 

productivity or replace domestic workers while receiving a lower wage (and/or lower social 

security contributions). 
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 Results available upon request. 


