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Is Market Power on the Rise?
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Method
• FOC from Cost Minimization wrt variable input V , firm-specific markup:

µit = θV
it

Rit

P V
it Vit

θV
it : output elasticity; Rit

P V
it Vit

: inverse expenditure share

• Challenge: obtain output elasticities → Production Function Estimation:

→ Endogeneity Bias, Unobserved Price Bias, Heterogeneous Quality

• Aggregate weighted Markups:

µt =
∑

i

mitθ
V
it

Rit

P V
it Vit



Firm-specific Output Elasticities: Cost Shares
• ‘Non-parametric’; Implicit assumptions: CRTS, no fixed costs, all inputs are variable

• But: firm-specific elasticity ⇒ more firm heterogeneity
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Markups: Production Function vs Cost Shares
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Markups: Production Function vs Cost Shares
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Markups: Production Function vs Cost Shares

α= 0.09 (0.00)
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Output Elasticities Don’t Contribute to Rise of Markups

µt =
∑
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Cost Shares Don’t Contribute to Rising Markups
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Aggregation and Weights

Revenue-weighted: µR
t =

∑
i sitµit sit = Rit∑

iRit

Cost-weighted: µC
t =

∑
i citµit cit = P V

it Vit∑
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V
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• Cost-weighted is preferred in macro because of aggregation properties:

→ ratio sums (⇒ no heterogeneity): µC
t =
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• Welfare: not uniquely determined by cost-weighted markup!
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Cost-weighted versus Revenue-weighted Markups
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Cost-weighted versus Revenue-weighted Markups
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Decomposition: Markups vs Reallocation

µt =
∑

i

mitµit
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The “McKinsey Effect”
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Profit Rates vs Markups

The Profit Rate:

πit ≡
Rit − TCit

Rit
≡ 1− ACit

Pit

≡ 1− 1
µit

ACit

MCit

When ACit = MCit (CRTS, no overhead):

πit = 1− 1
µit

But NOT in aggregate (even if ACit = MCit):

πt =
∑

i

mitπit 6= 1− 1
µt



πt 6= 1− 1
µt



Technology: Overhead
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Technology: Overhead and Markups
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Technology: Overhead and Profits
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Technology: Returns to Scale

1

1.05

1.1

1.15

1.2

1970 1980 1990 2000 2010

PF1
PF2



Productivity Dispersion: Census Data



Production Function & Choice of the Variable Inputs

• Q(Vit,Kit, Xit), where pX
itXit is overhead (SGA)

• Level and increase of markup depends on production function!



Profit Rate
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Market Value of Firms
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Top 7 of Publicly Traded Firms 2024–2025

Market Value Profits Market Value Increase

trillion $ Share trillion $ Share trillion $ Share

1 Apple 3.785 4.98% 0.094 3.07% 0.91 6.53%

2 Nvidia 3.289 4.32% 0.073 2.39% 2.09 14.98%

3 Microsoft 3.134 4.12% 0.088 2.89% 0.37 2.69%

4 Amazon 2.307 3.03% 0.059 1.94% 0.77 5.50%

5 Tesla 1.296 1.70% 0.007 0.23% 0.50 3.60%

6 Meta 1.276 1.68% 0.062 2.05% 0.51 3.64%

7 Alphabet 1.106 1.45% 0.100 3.28% 0.29 2.08%

Total 16.193 21.28% 0.484 15.86% 5.470 39.03%



A Global Phenomenon
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Labor Share: Technology vs Market Power?
https://www.nytimes.com/2026/09/07/opinion/labor-capitol-workers-

income.html

GUEST ESSAY

Why Labor’s Share of Wealth Is Shrinking
Sept. 7, 2026

Listen · 6:22 min

By Brent Neiman

Mr. Neiman is a professor of economics at the University of Chicago.

See more of our coverage in your search results.

Add The New York Times on Google

Workers are earning a smaller and smaller share of the economy’s income. Their cut —
referred to by economists as “the labor share” — has been falling for decades. And it’s
getting worse. During the past few years, it declined at a rapid clip and is now at its
lowest level on record — about 53 percent of income, down from about 65 percent after
World War II.

Many policymakers blame industry consolidation and corporate greed for keeping a lid
on workers’ compensation. Sure enough, there are now only three large wireless
companies and four major airlines; Google dominates search. Corporate profits as a
share of G.D.P. just reached a record high. When the share of income paid to capital —
interest, rent, profits and dividends — rises, the labor share necessarily falls.

Given that diagnosis, the prescription might seem to write itself. Senators Bernie Sanders
and Elizabeth Warren and others on the left argue for breaking up large firms,
particularly in tech. So do Senator Josh Hawley, Vice President JD Vance and others on
the right. The impulse to rein in corporate giants isn’t limited to the United States.
Regulators in Europe, Japan and Britain are also supercharging their competition policy
and stepping up enforcement.

Opinion | Why Labor’s Share of Wealth Is Shrinking - The New York Times https://www.nytimes.com/2026/09/07/opinion/labor-capitol-workers-i...
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That may be the wrong solution, because it’s not rising market power, but new technology
— A.I. being the latest example — that is probably the most important force reducing the
labor share. Breaking up big companies won’t help restore labor’s share and may not help
workers at all. Designing policies for a change this significant requires understanding the
real cause.

A little over a decade ago, Loukas Karabarbounis and I documented a global decline in
the labor share. Labor shares stood well below their historical values in the United States
and in most places we looked. That included advanced economies such as Germany and
Japan where labor laws or unions were strong, and developing countries where they were
not, such as China and India. Since the decline was generally largest where the price of
computing and communications equipment fell most, we concluded that replacing
workers with machines in production — substituting capital for labor — was bringing the
labor share down.

At the time, our findings were controversial. Standard textbooks and economic models
treated a stable labor share as a law of nature. Earlier in the 20th century, the labor share
was indeed surprisingly steady — the great economist John Maynard Keynes called this
stability “a bit of a miracle.”

Following our work, other academics began to offer their own explanations for why the
labor share had declined. For instance, housing got more expensive and generated more
rental income for owners. In 1999, government statisticians changed how they counted
expenditures on software, and in 2013 expanded that treatment to research spending.
And U.S. tax law increasingly encouraged small-business owners to pay themselves with
profits rather than wages. All these circumstances affect the measured labor share.

But none of those theories can explain why the decline showed up both outside the United
States and inside the Fortune 500, where many of those housing and tax issues are
minimized. Perhaps for that reason, more blame has gone to higher markups, profits and
market power.

As we later showed, though, inferring market power from accounting data on profits is
tricky. Consider a firm that produces furniture. It employs workers, who make products in

Sign up for the Opinion Today newsletter  Get expert analysis of the

news and a guide to the big ideas shaping the world every weekday

morning. Get it sent to your inbox.
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Labor Share: Technology vs Market Power?
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Mismeasured Capital: How much?

2024 0.58 0.40 0.02 0.59 0.41
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Sample Selection

Benkard, Miller, Yorukoglu (2025): sample selection affects the results



Sample Selection



Sample Selection

• Driven by Biotech firms in NAICS 3254 (Pharmaceutical & Medicine Manufacturing)

1. Close to zero sales

2. Small share of sample sales (3% of NAICS 3254); large number of firms (∼ 200)

3. Change over time: did not exist before 1990

• Production approach to estimating output elasticities:

1. Zeros on the left (revenue is orders of magnitude smaller than cost)

2. Production function estimation: no weighing: Pfizer same weight as biotech startup

3. Cost shares yield usual output elasticities: need no revenue

→ Biotech with no sales have a different production technology (like Finance)



Summary

1. Rise of Markups NOT driven by Output Elasticities

→ by expenditure shares and reallocation

2. Firm-level markup (level and change) depends on technology

→ is overhead an input?

3. Aggregate markup depends on weight:

→ revenue vs. variable cost vs. total cost ⇒ Reallocation

4. Welfare: Same cost-weighted aggregate markup 6⇒ same welfare

→ Market power is multifaceted, each facet adds information

“Markup estimates have issues” =⇒ “Let me show all aspects of market power”
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Technology: Firm-specific Returns to Scale

From: Hubmer, Chan, Ozkan, Salgado, Hong (2025)



Aggregate Outsourcing
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Innovation
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Innovation
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