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Abstract

Motivated  by  the  underexplored  role  of  regional  institutional  factors  in  shaping  firm
boundaries,  we  investigate  whether  and  how  regional  market  integration  influences

firms’ labor outsourcing decisions. Leveraging regional integration policies in China as

quasi-exogenous  shocks, we identify a causal effect of  regional  market integration on

firms’  strategic  use  of  labor  outsourcing.  Economically,  firms  in  integrated  regions

exhibit an 18.96% increase in labor outsourcing relative to the sample mean, compared

to their counterparts in non-integrated regions. This effect is more pronounced among

firms  with  higher  financial  constraints  or  greater  risk-taking  propensities,  but  less

significant  among  firms  with  higher  R&D  intensity.  Further  analyses  reveal  that

following regional market integration, firms predominantly outsource repetitive tasks

rather  than  core  functions.  This  labor  strategy  reconfiguration  is  associated  with

increased  employment  of  high-skilled  labor,  reduced  labor  costs,  and  ultimately,

enhanced  firm  performance.  Collectively,  our  findings  introduce  a  novel  regional

institutional perspective to the firm boundary literature,  shifting the understanding of

boundary choices from a firm-centric to a multi-level institutional framework.
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