
Bulletin
de la Banque de France

Economic research
226/5 - NOVEMBER-DECEMBER 2019

Market power and growth: new developments

Since the early 1970s, productivity growth has slowed down in most advanced economies, in particular 
in the United States. In this country, this slowdown has been accompanied by an increase in the market 
power of firms and a decrease in the share of labour in national income. A large swathe of macroeconomic 
literature has attempted in recent years to identify and explain these facts. This article focuses on a 
technological explanation, in the context of the digital revolution.

JEL codes
E22, E25, 

O33

0.7%
average productivity growth in the United States 
since 2005

2.2%
average productivity growth in the United States 
between 1950 and 1970

10 percentage points
the decline in the share of labour in value added 
in the United States since 2001

Average productivity growth in the United States
(%)

0.0

0.5

1.0

1.5

2.0

2.5

1950-1970 1970-1995 1995-2005 2005-2018

Source: Database accessible on www.longtermproductivity.com, 
linked to the article by Bergeaud et al. (2016).

Antonin Bergeaud
Microeconomic and Structural Analysis Directorate
External Trade and Structural Policies Research Division

This bulletin presents the findings of research carried out at the Banque de France. The views expressed in this bulletin are those of the authors 
and do not necessarily reflect the position of the Banque de France. Any errors or omissions are the responsibility of the authors.

http://www.longtermproductivity.com


2

Bulletin
de la Banque de France Economic research

Market power and growth: new developments 

226/5 - NOVEMBER-DECEMBER 2019

1 � Marked macroeconomic changes over the 
past twenty years

A slowdown in growth

Economic growth has seen a significant downward trend 
since the 1970s in most Organisation for Economic 
Co-operation and Development (OECD) economies. 
Apart from the United States during the short period 
between 1995 and 2004, the GDP per capita of 
advanced countries has slowed, affected by the sharp 
decline in productivity growth, as shown in Chart 1. 
Over the most recent period, annual GDP per capita 
growth has been below 1% per year in the euro area 
and only slightly higher in the United States, whereas 
it has averaged 2% since the end of the 19th century 
(see Bergeaud et al., 2014 and 2016).

As Fernald et al. (2017) demonstrated, this slowdown 
precedes the 2008 crisis and is therefore not just a 
temporary consequence of it. Nor does it appear to be 
a statistical artefact related to GDP measurement errors 
as posited by Syverson (2017) and as quantified in 

particular by Aghion et al. (2018a and 2019a) as well 
as Byrne et al. (2016). On the contrary, this slowdown 
seems to be structural in origin and is the focus of recent 
debates on the future growth outlook that can reasonably 
be expected in the more or less long term (see in 
particular Cette et al., 2016).

A decline in the share of labour in the United States

There are many possible explanations for the slowdown 
in productivity. In this article, we focus in particular on 
the fact that in the United States, this has been 
accompanied by a decline in the share of labour in 
value added, measured in national accounts by the ratio 
of the sum of wages to the sum of value added. This 
result is especially surprising given that the stability of 
this share over time, around two-thirds, is one of the 
stylised facts of economic growth described by Kaldor 
(1957). Chart 2 illustrates this phenomenon using official 
data from the Bureau of Labor Statistics (BLS) since 1947. 
Indeed, we observe a relative stability until the end of 
the 1990s, followed by a net decrease of about six 
percentage points concentrated over the following decade.

In recent years, economists have paid close attention to 
this decline in the share of labour in the United States.1 

In this regard, Karabarbounis and Neiman (2014) 
highlight the decrease in the cost of capital relative to 
inflation, which is associated with the decline in the price 
of investment, particularly in information and 
communication technologies (ICTs).2 This decline was 
greater than that of the cost of labour, and appears to 
have led to a substitution between these two factors of 
production. Theoretically, this explanation would imply 
a substitution elasticity between capital and labour greater 
than unity, which has been empirically challenged by 
subsequent studies, in particular that of Lawrence (2015).

Based on this observation, Autor et al (2017 and 2018) 
propose another explanation: the economy is increasingly 
moving towards a “winner-takes-most” situation, in which 
a few companies share an increasingly large market share.  

C1 � Average growth in total factor productivity in the United States, 
the euro area and Japan in different sub-periods
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1 � See, for example, Karabarbounis and Neiman (2014), Elsby et al. (2013) and Autor et al. (2017):
2 � See Cette (2014).

http://www.longtermproductivity.com
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These companies, known as superstars,3 have grown 
very rapidly. However, unlike the industrial champions 
of the past, they employ relatively few workers and are 
therefore characterised by a lower share of labour. The 
analysis of these authors shows that the cost of labour 
to value added ratio has not decreased for the average 
firm. In contrast, some large companies, in which the 
share of labour is low, have become dominant, thus 
mechanically reducing the share of labour at the national 
level. The decline in the share of labour in value added 
therefore stems from a composition (or reallocation) 
effect and not from one that all firms experience. Many 
institutions, including the OECD and the IMF, are 
concerned about this trend and believe that it is linked 
to the increase in inequality, as discussed in Aghion 
et al. (2018b).

An increase in sectoral concentration

One of the implications of Autor et al.’s model (2018) 
is that the existence of “superstar” companies would 
explain the decline in the labour share. The examples 
of Apple and Amazon – two companies with a valuation 

of more than USD 1 trillion in 2018 – reflect a more 
general phenomenon of growing sectoral concentration.

In the United States, for instance, most economic sectors 
have seen a significant increase in the market share of 
the largest companies over the past 30 years. For 
example, Autor et al. (2017) show that, in the retail 
sector, the four leading companies, which in 1980 
represented only around 15% of total sales, accounted 
for over 45% in 2015. According to Grullon et al. (2019), 
75% of the sectors have seen greater concentration in 
the United States since 1990. This is important because, 
unlike what we are observing today, while some specific 
sectors were highly concentrated4 in the past, it was not 
the case for the rest of the economy.

This suggests that there is a structural origin to this 
phenomenon of increased market power. Examples of 
this include: the digital revolution and the widespread 
use of e-commerce platforms, the nature of technological 
change that limits the dissemination of technology 
between the best companies and others, demographics 
(see Hopenhayn et al., 2019), lower interest rates and 

C2 � Share of labour in value added for the non-agricultural market sector in the United States
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3 � Autor et al. (2018) show that Walmart, Exxon and Apple are the three companies with the highest turnover in 2015, reaching nearly USD 1 trillion in sales 
between them.

4 � Examples include General Motors in the automotive sector, IBM or Microsoft in the IT sector, or even in an earlier period Standard Oil in the energy sector.
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changes in competitive regulations with a high degree 
of temporal and spatial heterogeneities (see Gutiérrez 
and Philippon, 2018).

However, we should be cautious when attempting to find 
a single explanation for this increased concentration. On 
the one hand, while some studies show that concentration 
is also increasing in Europe (Bajgar et al., 2019), this 
increase is not necessarily linked to a rise in market power 
(and in particular not necessarily linked to changes in 
the labour share, see Gutiérez and Philippon, 2018, or 
Cette et al., 2019). Rossi-Hansberg et al. (2018) identified 
an a priori contradictory fact: even in the United States, 
where concentration has increased significantly, local 
concentration has decreased. That is to say, when 
considering the share of the largest companies in each 
sector, and only at the regional or city level, this share 
has in fact continuously decreased, whereas the same 
exercise carried out at national level leads to the opposite 
result. To explain this phenomenon, Rossi-Hansberg et al. 
(2018) show that the opening of a new establishment 
by a top firm is accompanied for seven years by a positive 
effect on the entry of competitors at the local level. Aghion 
et al. (2019b) observe changes in the number of 
establishments per firm and show that the largest 
companies are those which open the most establishments 
(firms with more than 10 thousand employees in 1990 
have on average 50% more establishments in 2015 than 
in 1990). The increase in national concentration therefore 
stems more from a rise in the magnitude and geographical 
distribution of a few very large firms than from the 
existence of geographical clusters whose size has 
arguably grown significantly in recent years.

A rise in markups

The rise in sectoral concentration discussed above is 
often interpreted as an increase in the market power of 
certain firms, i.e. their ability to influence prices through 
their dominant position. In order to measure this market 
power, the economic literature generally uses the markup, 
defined as the ratio of the price to the marginal cost of 

production. De Loecker and Eeckhout (2017) propose 
a method for estimating these markups and find that 
they have increased in the United States (see also Baqaee 
and Farhi, 2017, and Hall, 2018), like in other 
developed countries (Calligaris et al., 2018). These 
different studies also conclude that this increase is due 
to the rise in the size of firms with high markups, i.e. to 
a composition effect, in the same way as the labour share.

2  A technological explanation

For several years now, the literature has tried to identify 
a common driver behind these stylised facts5 and to 
show how these phenomena were interconnected. Among 
the most frequently considered factors, the digital 
revolution related to the development of information and 
communication technologies (ICTs) since the 1960s, 
and its acceleration in the 1990s, seems to have played 
a major role in the structural changes observed recently.

Many models consider in one form or another that the 
decline in ICT prices has given a comparative advantage 
to some firms, namely those which have invested most 
in these intangible assets earliest (Crouzet and 
Eberly, 2019). This type of investment allows them to 
maintain a significant lead over their competitors, and 
therefore to grow more. We are of course referring to 
the GAFAs (Google, Amazon, Facebook and Apple) 
which have a considerable technological lead over 
other players in the sector. However, this phenomenon 
also concerns companies outside the technological 
sector, such as Starbucks or Walmart, which, thanks to 
their investments, can manage their stocks and logistics, 
giving them a significant advantage over their competitors.

From a theoretical point of view, the challenge is to 
reconcile these differences in ICT investment with the 
stylised facts described above. Aghion et al. (2019b) 
thus propose a theory whereby digital technologies 
have made it possible to reduce the cost of managing 
and supervising different types of products and services 
(overhead costs).

5 � Others have been identified in the literature, some of which contradict Kaldor (1957): rising inequality, falling investment, declining firm dynamics or falling 
interest rates.



5

Bulletin
de la Banque de France Economic research

Market power and growth: new developments 

226/5 - NOVEMBER-DECEMBER 2019

These authors develop a model in which the most 
productive companies benefit from this reduction in 
costs. In doing so, they invest more in research and 
development (R&D) in order to expand by replacing 
other firms through a classic Schumpeterian creative 
destruction process. As these firms are more productive, 
they have a higher markup and employ relatively fewer 
workers than others. This first expansion phase gives 
them a higher market share and leads to a situation in 
which the concentration and average markup in the 
economy increase while the share of labour decreases. 
These dynamics can therefore only be attributed to a 
composition effect, consistent with the empirical factors 
described above.

Moreover, during this phase, economic growth increases 
since these highly productive firms, even if they are few 
in number, innovate with several types of products. 
According to the authors, this phase corresponds to the 
period from the mid-1990s to the mid-2000s in the 
United States. As Bergeaud et al. (2016 and 2017) 
have shown, this period indeed corresponds to a wave 
of productivity in the United States that can be ascribed 
to the expansion of ICTs. Similarly, Fernald (2015) shows 
that this wave is mainly driven by sectors that use digital 
technologies more intensively.

Once this period of expansion is over, the most productive 
firms have a significant market share. The model of 
Aghion et al. (2019b) converges towards an equilibrium 
in which growth and firm dynamics slow down. It then 
becomes more difficult and less attractive for productive 
firms to innovate in order to expand even further: the 
productivity of their competitors improves in turn, which 
results in a decrease in the profit that existing firms could 
make from their investments.

Thus, with few assumptions and a relatively simple 
model, Aghion et al. (2019b) show how a reduction in 
management costs resulting from new technologies can 
lead to structural changes in the market such as those 

identified in the literature. In particular, their theoretical 
framework shows an economic slowdown preceded by 
a short wave of growth. It also illustrates that this 
slowdown is accompanied by a decline in the share of 
labour and an increase in markups, both due to a 
composition effect. Lastly, their model explains the 
structural decline in firm and employment dynamics 
observed in many countries. Based on a quantitative 
analysis, the authors highlight the important role played 
by the digital revolution in explaining these 
structural changes.

Similarly, Akcigit and Ates (2019) test different 
assumptions using a very general Schumpeterian growth 
model. They argue that the increase in market power 
and the decline in firm dynamics in the United States 
are due to the intrinsic nature of digital technologies as 
they limit the dissemination of technology between the 
most technologically advanced firms and the rest. For 
example, the dominant position of a company like Uber, 
and hence the magnitude of its market value, stems 
partly from its algorithms for matching supply and 
demand to determine the price of a trip. These algorithms 
have been built using massive amounts of data collected 
by the company over the years. It is therefore very 
difficult for a competitor without access to this wealth 
of data to gain a foothold in Uber’s market.6

The macroeconomic structural changes observed over 
the past few years in the United States, and to a lesser 
extent in the other OECD countries,7 have been the focus 
of much attention in the recent economic literature. Many 
models have been developed to show how technological 
changes could explain these new stylised facts. Other 
explanations have also been put forward, such as 
demographic changes, lower interest rates, ideas 
themselves that are becoming increasingly expensive 
and difficult to find, competitive policies, etc. In all events, 
it is essential to better understand the origin and 
implications of these changes in market structure in order 
to implement the right responses in terms of economic policy.

6 � Lashkari et al. (2019) also propose a model in which the non-homothetic nature of production functions implies that the initially most productive firms are also 
those that benefit most from the relative decline in ICT investment prices.

7 � The findings of a few rare international studies (Bajgar, 2017, or Cavalleri et al., 2019) conclude that most of the stylised facts discussed in this article do not 
apply to euro area countries, although country-specific analyses would be necessary to understand the mechanisms in place in this region.
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