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- Modest 6-7 pp decline on aggregate

- Driven by sizable decline within key 
sectors since 1980s

- Manufacturing - 20 pp 

- Retail - 15 pp 

- Wholesale trade - 10 pp

• What drives the labor share decline? What 
are the implications for monetary policy? 

- Similar patterns internationally
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• In line with data

- Log-concave demand system satisfying Marshall’s 
laws (more productive and larger firms face more 
inelastic demand and have lower passthroughs)

• Basic workings

- Increases in market size leads to: 

▸ Competition for workers 

▸ Efficient expansion of large firms 

▸ Ambiguous effect on markups: within firm 
decline in markups and reallocation to firms 
with larger markups 

- Sectors with rising concentration saw growing markets 

- In line with markup estimates
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TAKEAWAY

- Automation (+ offshoring?) and rising competition

• Two forces

- Relevant for labor share and market dynamics, but 
also for monetary policy: 

▸ DRS in short run 

▸ Shift to variable inputs of different elasticity 

▸ Firms operate in zone of lower markups and 
higher passthroughs (but also, reallocation toward 
large firms with lower passthroughs)

- Large firms (more automated, different input mixes, 
lower passthroughs) vs small firms (more labor 
intensive and passthroughs close to 1)


