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Background: worrisome macro trends, common cause?
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Sluggish investment despite rising expected returns from investment Growing disconnect between returns on productive capital and safe assets

Growing disconnect between financial wealth and value of productive capital Falling labor income shares
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Unsettled Literature

ÅFacts
o Large increases in markups (~ 40-50% in AEs since 1980), particularly in the US, but focus on listed 

firms (De Loecker and Eeckhout, 2017, 2018; Diez et al, 2018) 
o Increases in industry concentration, larger in US than EU (Gutierrez and Philippon, 2018; Bajgaret 

al., 2019). But hard to interpret (Shapiro, 2019; Rossi-HansbergŜǘ ŀƭΣ нлмуΧetc)

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

ÅDrivers
o Dismal view: antitrust enforcement (Gutierrez and Philippon, 2018)
o Benign view: technology/reallocation/superstars (Autor et al., 2018; Baqaeeand Farhi, 2017; 

Calligariset al., 2018; Syverson, 2018; Van Reenen, 2018)

ÅPolicy implications.Do we need to strengthen/rethink competition law and policy? (US) 3



Questions

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

ÅImplications for growth and income distribution:
o Impact on innovation, investment? What implications for interest rates, inflation and slack 
post-2008 financial crisis? 
o Contribution to fall in labor income shares?

ÅDrivers?Changing structure of product markets or policy-driven weakening of competition? 

ÅPolicy implications.What policy implications and in which areas?
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Approaches

Data:
o Large cross-country firm-level dataset (cleaned Orbis) for which data coverage is good: 27 
countries, of which 2/3 are AEs Č goes (way) beyond existing studies (includes private firms)

o Market power: mainly markups, mostly following De Loecker and Warzynski(AER 2012)

ÅMacroeconomic implications:
o Firm-level and industry-level regressions, address endogeneity through IV techniques

o DSGE model-based analysis, for EA and US, of: 
- Impact of trend rise in markups on inflation, output, interest rates, impact of the crisis
- Output-inflation trade-off
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Main Findings

ÅFacts:
o Moderate increase in market power across AEs. Broad-based across countries and industries, 
albeit with some heterogeneity: US > EU
o Rise concentrated among small fraction of high-markup firms ςUS seems different

ÅMacroeconomic 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 counterfactual
- Innovation: ~ 0 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
o Income distribution: at least 10% (~ 0.2 pct pt) of decline in labor shares in average AE

ÅDrivers?Tentative evidence supporting market forces (e.g. technology) story more than policy-driven 
weakening of competition 

ÅPolicy implications: product market (de)regulation, competition policy, technological diffusion6



Market Power Trends 
Across Countries, Industries, and Firms
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Measuring market power

ÅMarkupsτDe Loecker and Warszynski(AER 2012):
o.ŀǎŜŘ ƻƴ ŦƛǊƳΩǎ Ŏƻǎǘ-minimization problem, which in turn builds partly on Hall (1986, 1988):

o All results are qualitativelyτand for the most part quantitativelyτrobust to:
VUnderlying production function estimation approach
VVariable input choice (COGS, materials)
VFixed (overhead) costs
VWeighting scheme to aggregate markups (sales, VA, wage bill, COGS)

ÅLerner Indexτsee e.g. Aghion et al. (2005): 
o Ratio of EBIT to operating revenue (country-industry average in industry-level analysis)

ÅIndustry Concentration: (Sales of top 4 firms)/(sales of top 20 firms) for country-industry-year



! ƳƻŘŜǊŀǘŜ ǊƛǎŜ ƛƴ ƳŀǊƪŜǘ ǇƻǿŜǊΧ

Source: Orbis; and IMF staff calculations.

Notes: markup calculations based on the approach of De Loecker and Warzynski (AER,2012) using

RESõOrbis dataset. The figure above plots year fixed effects from regressions of markups that also

include country fixed effects to account for entry and exit to/from the sample. Regressions

weighted by firmsõturnover revenue. Lerner index computed as the weighted average of firmsõEBIT

to revenue ratio. Concentration computed as average of the ratio of salesof top 4 to top 20 firms

within each country-sector bin. Markups and profitability normalized to 2000 = 1.

aŀǊƪǳǇǎ ƘŀǾŜ ƛƴŎǊŜŀǎŜŘ ǎƛƴŎŜ нлллΧ
(ratio of price to marginal cost; index, 2000 = 1)

Χ ŀƴŘ ǎƻ Ƙŀǎ ǇǊƻŦƛǘŀōƛƭƛǘȅ ό[ŜǊƴŜǊ ƛƴŘŜȄύΣ
(ratio of EBIT to turnover revenue; index, 2000 = 1)

Χ ŀƴŘΣ ǘƻ ŀ ƭŜǎǎŜǊ ŜȄǘŜƴǘΣ ŎƻƴŎŜƴǘǊŀǘƛƻƴΦ



ΧƳƻǎǘƭȅ ŘǊƛǾŜƴ ōȅ ƛƴŎǳƳōŜƴǘ ŦƛǊƳǎ ƛƴ !9ǎΧ

Ç Markup increase in almost 2/3 of industries, mostly non-
manufacturing. Larger in digital-intensive industries 

Markup increases are concentrated among AEs
(Cumulative 2000-2015, percentage)

Source: Orbis; and IMF staff calculations.

Note: graph uses the 2000 WEO definition for Advanced Economies.

Decomposition of Markup Increase 
(Percent)

Source: Orbis; and IMF staff calculations.

Note: the columns plot the change in overall markups explained by each component, after applying a Melitz -

Polanecdecomposition to the markups changes occurred between 2000 and 2015. 

Ç Markup increase mostly driven by incumbents
NB: US is differentτreallocation effect dominates 
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ΧŜǎǎŜƴǘƛŀƭƭȅ ōȅ ƘƛƎƘ-markup firmsτlarge and small

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 

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 firmsô operating revenue. Year fixed effects normalized to 2000 = 1.
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Figure 2.5.  Disconnect between Firms in the Top Decile and 

the Rest

Sources: Orbis; and IMF staff calculations.
Note: Firms are sorted by their average markups into two groups: top decile and 
the rest. The first panel plots, for each group, year fixed effects 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 firmsô operating revenue. 
The bars in panel 2 show the share of total revenue accounted for by: firms in the 
top decile as a whole (left bar); the larger firms within the top decile (10 percent 
largest firms within top decile, middle bar); smaller firms within the top decile (90 
percent smallest firms within top decile, right bar). Each bar in panel 3 plots the 
average value of the Lerner index/TFP/Intangibles ratio for the firms in the top 
decile of the markup distribution and for the other firms. The values for the rest of 
the firms were normalized to one. TFP = total factor productivity.

1. Evolution of Markups by Firm Groups

    (Index, 2000 = 1)

2. Share of Revenue by the Top Decile; 
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3. Differences in Performance by Firm Groups

    (Index, rest of firms = 1)   
Top decile firms
Rest of firms

Markup increases have been largely concentrated in the top 10 percent of the 
markup distribution; most of these firms are small but the very large ones account 
for most the groupôs revenue; these firms tend to be more profitable, more 
productive and make relatively more intensive use of intangibles than other firms.

Of which:



These firms tend to perform better than others 
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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 the markup distribution (blue) and 
ŦƻǊ ǘƘŜ ƻǘƘŜǊ ŦƛǊƳǎ όƻǊŀƴƎŜύΦ ¢ƘŜ ǾŀƭǳŜǎ ŦƻǊ ǘƘŜ άƻǘƘŜǊ ŦƛǊƳǎέ ǿŜǊŜ ƴƻǊƳŀƭƛȊŜŘ ǘƻ мΦ 

Differences Across Group of Firms 
όLƴŘŜȄΣ ΨhǘƘŜǊ ŦƛǊƳǎΩ Ґ мύ


