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Analytical Framework

e The distribution of firms in an industry depends on
- entry
- exit
- growth of existing firms

e Each of these three margins is affected by
- technology
- regulations
- strategic behavior



Analytical Framework

Entry condition
E[V |entry] >k

entry cost x

- upfront investment, licensing, regulatory costs, etc.
- National or subnational: Schiffbauer et al. (2022)

network effects

- E[V| entry] may be low if starting from small network;
customer acquisition costs.

post-entry game
- predatory behavior: E[V | entry] is low if incumbents build
reputation for fighting potential entrant. does it work?
Syverson (2023)



Analytical Framework

e Entry condition
E[V|entry] >k

e entry can disrupt collusion: Starc and Wollmann (2022),
but easier when x small

® entry is facilitated by

- geographic expansion of national firms: Hsieh and
Rossi-Hansberg (2019)

- international trade



Analytical Framework

o Exit
- technological obsolescence
- entry of competitors (trade, national firms), competitive
selection

® mergers
- acquisition to prevent entry: Cunningham et al. (2019)
- synergies, shake out, markups: Ilgami and Uetake (2020)
- pre-merger notifications and stealth consolidation:
Wollmann (2019)



Concentration : Good or Bad?

e Concentration
- entry + exit + continuing firms dynamics

e Good concentration

- low prices, high productivity, intangible investment
- e.g, US retail & wholesale trade

e Bad concentration

- high prices and low productivity
- e.g., US telecoms, airlines, healthcare
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An Example of Good Concentration: Walmart
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An Example of Bad Concentration: Telecom

Panel A: Telecom
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Cost of Internet Access, 2018

Rank Country Broadband Cost

40 France $ 31
43 South Korea $32
53 Germany $ 37

119 us $ 68
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The Rise in US Concentration

Panel A. Cumulative Change in CR8 (%)
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Source: U.S. Economic Census for all Businesses. Dashed lines because of changes in industry classification from
SIC to NAICS.
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High Import Manufacturing Industries

Raw and Import-Adjusted Concentration
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China Shock
Number of firms by Chinese Exposure (1991 = 1)
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Decreasing Turnover (1/2)

Percentage of top 100 US companies,
by revenue, that have been in the
top 100 for the prior 10 years.

45 companies were

in the Top 100 every

year between 1991
and 2000.

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2001 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Source: Compustat, MLab analysis

*Top 100 publicly listed, U.S.-based corporations by revenue in each year (excludes private companies)
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Decreasing Turnover (2/2)
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Failure of Free Entry
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Technology or Policy

Europe?
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Product Market Reforms in Europe
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Impact of Entry: Telecom Prices in FR vs US

Relative Price of Communication in France
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About Europe

e Concentration may be up, but less than in the US

¢ Interpretation

- Single Market Integration

- Bighelli et al. (2021)



About the Stars

How Do Current Stars Compare
to those of the Past?
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Footprint of Global Stars

Total Sales of Global Stars over World GDP

1990 1995 2000 2005 2010 2015
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Gutiérrez and Philippon (2020)
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Fading Stars

Contribution of Top 100 Stars to Labor Productivity Growth
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Winner Takes All?

Median difference in MVE

1965 1975 1985 1885 2005 2015

[—— 1vs.2 —=— 1vs.Avg(25) |

Gutiérrez and Philippon (2020)



Thoughts for the Future

e Al and Energy: two industries likely to shape the future of
competition and growth

e Al & Chat GPT
- upside? the next big thing?

- avoid repeating mistakes made with internet platforms in
2010s



Thoughts for the Future

e Al and Energy: two industries likely to shape the future of
competition and growth

* Energy
- Downside?
- green transition & supply disruptions

- Fabra (2022): regulation of EU electricity market



Conclusion

The End
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US VS EU Concentration

Figure 9. Concentration for Manufacturing vs Services in Europe & North America

Europe North America
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Source: OECD. Bajgar et al. (2019)
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Regulation: US vs EU
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Markups EU vs US

Change in Mark-ups since 2001
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The Missing Trillion Dollar

¢ Monthly savings per households: $300

¢ Nationwide annual household direct savings: $600 billion

¢ General equilibrium impact of returning to competitive
markets
- GDP: $1 trillion
- Labor Income: $1.25 trillion
- Profits: -$250 billion
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Footprint of US Stars

Total and Domestic Sales of US Stars over US GDP
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Gutiérrez and Philippon (2020)
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Productivity?
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Additive Growth

o
[To |
[}
o P
o
(%}
o
wn
[
o
o 4
[
o
LO_ .
o
O_ .
- T T T T T T T T
1950 1960 1970 1980 1990 2000 2010 2020
Year
] TFP  ——— Model A ----=--- Model G

Source: Philippon (2022)



References

References |

Bajgar, M., G. Berlingieri, S. Calligaris, C. Criscuolo, and
J. Timmis (2019). Industry concentration in europe and north
america. Technical report, OECD.

Bighelli, T., F. Di Mauro, M. J. Melitz, and M. Mertens (2021).
European firm concentration and aggregate productivity.
Working Paper.

Covarrubias, M., G. Gutiérrez, and T. Philippon (2019). From
good to bad concentration?u.s. industries over the past 30
years. NBER Macroannuals.

Cunningham, C., F. Ederer, and S. Ma (2019). Killer
acquisitions.

Duval, R., D. Furceri, B. Hu, J. T. Jalles, and H. Nguyen (2018).
A narrative database of major labor and product market
reforms in advanced economies. IMF Working Paper.



References

References I

Fabra, N. (2022). Electricity markets in transition. Working
Paper.

Gutiérrez, G. and T. Philippon (2018). How eu markets became

free: A study of institutional drift. NBER Working Paper
24700.

Gutiérrez, G. and T. Philippon (2019). The failure of free entry.
Gutiérrez, G. and T. Philippon (2020). Some facts about
dominant firms. NBER WP.

Hsieh, C.-T. and E. Rossi-Hansberg (2019). The industrial
revolution in services.

Ilgami, M. and K. Uetake (2020, 09). Mergers, Innovation, and
Entry-Exit Dynamics: Consolidation of the Hard Disk Drive
Industry, 1996—2016. The Review of Economic
Studies 87(6), 2672-2702.



References

References IlI

Philippon, T. (2019). The Great Reversal. Harvard University
Press.

Philippon, T. (2022). Additive growth. Working Paper.

Schiffbauer, M., J. Sampi, and J. Coronado (2022, 11).
Competition and productivity: Evidence from peruvian
municipalities. The Review of Economics and Statistics,
1-45.

Starc, A. and T. G. Wollmann (2022, March). Does entry
remedy collusion? evidence from the generic prescription
drug cartel. Working Paper 29886, National Bureau of
Economic Research.

Syverson, C. (2023, 01). Product proliferation, strategic entry,
and the north dakota railroad war of 1905. Working Paper.

Wollmann, T. G. (2019, jun). Stealth consolidation: Evidence
from an amendment to the hart-scott-rodino act. American
Economic Review: Insights 1(1), 77-94.



	References

