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Background: worrisome macro trends, common cause?

Sluggish investment despite rising expected returns from investment Growing disconnect between returns on productive capital and safe assets
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Growing disconnect between financial wealth and value of productive capital Falling labor income shares
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Unsettled Literature

AFacts

0 Large increases in markups (~3% in AEs since 1980), particularly in the US, but focus on list
firms (De Loecker and Eeckhout, 2017, 2018; Diez et al, 2018)

0 Increases In industry concentration, larger in US than EU (Gutierrez and PhilipporB20a8:t
al., 2019). But hard to interpret (Shapiro, 2019; Rétmisberds G | f &c) H A1 my X

Almplications for growth and income distribution
0 Could be behind macro trends (Caballero et al., 2&4Hgertssoret al., 2018; Stiglitz, 2015)
o But empirical evidence still patchy (De Loecker and Eeckhout, 2017, 2018; Diez et al., 2018)

ADrivers

o Dismal view: antitrust enforcement (Gutierrez and Philippon, 2018)
0 Benign view: technology/reallocation/superstars (Autor et al., 2@Ejaeeand Farhj 2017,
Calligariset al., 2018 5Syverson2018; Van Reenen, 2018)

APolicy implicationsDo we need to strengthen/rethink competition law and policy? (US) 3



Questions

AFacts Has corporate market power increased? How do trends in market power differ across
countries (US vs EU), industries and firms?

Almplications for growth and income distributian
0 Impact on innovation, investment? What implications for interest rates, inflation and slack

post2008 financial crisis?
o0 Contribution to fall in labor income shares?

ADrivers?Changing structure of product markets or politiven weakening of competition?

APolicy implicationsWhat policy implications and in which areas?



Approaches

Data:
o0 Large crossountry firmlevel dataset (cleaned Orbis) for which data coverage Is good: 27
countries, of which 2/3 are AE3 goes (way) beyond existing studies (includes private firms)

o Market power: mainly markups, mostly following De Loecker\Madzynsk(AER 2012)

AMacroeconomic implications:
o Firmlevel and industnfevel regressions, address endogeneity through IV technigues

0 DSGE moddalased analysis, for EA and US, of:
- Impact of trend rise in markups on inflation, output, interest rates, impact of the crisis
- Outputinflation trade-off



Main Findings

AFacts:

0 Moderate increase In market power across AEs. Blusgkd across countries and industries,
albeit with some heterogeneity: US > EU

0 Rise concentrated among small fraction of Righrkup firmsg US seems different

AMacroeconomic effects: modest so far but could become increasingly negative
o Growth:
- Investment: 3% lower K stock, 1% lower output in average AE today relative to counterfa
- Innovation: ~ O effect so far but increasingly < 0 in future if market power rose further
- Macroeconomic stabilization: tougher, including after 2008 crisis, due to lower natural rate
0 Income distribution: at least 10% (~ et pt) of decline in labor shares in average AE

ADrivers?Tentative evidence supporting market forces (e.g. technology) story more than-fddlen
weakening of competition

APolicy implications product market (de)regulation, competition policy, technological diffusion



Market Power Trends

Across Countries, Industries, and Firms



Measuring market power

AMarkupst De Loecker andlVarszynskiAER 2012):
o. I AaSR 2V -ninimikatiéhdroldeh anhich in turn builds partly on Hall (1986, 1988):
o P  OFi(-) Vi / PV BY
T MGy T OV Ful)! PaQw al
N e— — N—

OutputFlasticity ExpenditureShare

0 All results are qualitativety and for the most part quantitativety robust to:
V Underlying production function estimation approach
V Variable input choice (COGS, materials)

V Fixed (overhead) costs
V Weighting scheme to aggregate markups (sales, VA, wage bill, COGS)

ALerner Index see e.g. Aghion et al. (2005)
0 Ratio of EBIT to operating revenue (counatigtustry average in industigvel analysis)

Alndustry Concentration(Sales of top 4 firms)/(sales of top 20 firms) for coumiustry-year
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Markup increases are concentrated among AEs Decomposition of Markup Increase
(Cumulative 200015, percentage) (Percent)
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Source: Orbis: and IMF staff calculations. Note: the columns plot the change in overall markups explained by each component, after applying a Melitz -
Note: graph uses the 2000 WEO definition for Advanced Economies. Polanecdecomposition to the markups changes occurred between 2000 and 2015.
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1.4- 1. Bvolution of Markups by Hrm Groups -
- (Index, 2000 = 1) :
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Source: Orbis; and IMF staff calculations.

Notes: firms sorted by their average markups into two groups: top decile and the rest of firms. The figure plots, for each group, year fixed effects 1 1
from regressions of markups that also include country fixed effects to account for entry and exit to/from the sample. The regressions are

weighted by firmsoé operating revenue. Year fixed effects normalized to 2000 = 1.



These firms tend to perform better than others

Differences Across Group of Firms
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Source: Orbis; and IMF staff calculations.
Notes: each column plots average value of the Lerner index/TFP/Intangibles ratio for the firms in the top decile of tipedistautbwtion (blue) and
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