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Markups and the labor share – two sides of the same coin

Markup µ = price/marginal cost.

With Cobb–Douglas technology, a producer’s labor share is

λ ≡ labor income
value added

∝ 1

µ

Higher aggregate markups ⇒ less of aggregate income (GDP) paid as worker
salaries, more as capital income and profits.

U.S. manufacturing: labor share fell from 61% (1967) to 41% (2012).
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The micro-level anatomy of aggregate markups

Aggr. µ =
∑
i

µiωi

= µ︸︷︷︸
avge.

+ Cov(µi, ωi)︸ ︷︷ ︸
Allocation

µi markup of firm i, ωi economic weight of firm i.

Aggregate markup increases may come from
1 pervasive markup increases and/or
2 reallocation of economic activity to firms with high or increasing markups.
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Reallocation to “superstars” within industries drives aggr. markups
THE MICRO-LEVEL ANATOMY OF THE LABOR SHARE DECLINE 1033

FIGURE I

The Changing Distributions of Labor Shares and Value Added

This figure depicts the raw distribution of labor shares (solid black line) and
value added (gray bars) across the full sample, the comprehensive panel of man-
ufacturing establishments in a given census year (details in Online Appendix B).
To account for industry-specific differences in the raw and value-added weighted
labor share distributions, they are first calculated within each three-digit NAICS
industry. Then these distributions are averaged across these 21 manufacturing
industries using value-added weights in a given year to obtain an estimate of the
typical within-industry distribution of raw and value-added labor shares in that
year.
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← higher markup lower markup→

Averages do not change much, but economic activity reallocates to the high markup/low
labor share portion of an industry

All within industries: shifts across industries or regions play no role ⇒ not a high-tech story.

Census of Manufactures. Bars: share of value added; line: share of plants; computed within 3-digit NAICS industries. Kehrig and Vincent (2021), Fig. I.
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Superstars or shooting stars? The transient nature of markups

t−4 t−3 t−2 t−1 t t+1 t+2 t+3 t+4 t+5

Years around peak markup year t (cumulative since t−5)
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How do high-markup firms get there?

Markups build up over ∼4 years, peak,
and three quarters of the gain is gone 5
years later. Back to normal after roughly
5–8 years.

Only 42% of top-quintile markup plants
are still there 5 years later (100% would be
persistent, 20% would be random
turnover).

Rise and fall in shooting star markups
reflected in rise and fall of prices (not a
drop and rebound in costs).

Annual Survey of Manufactures. Mirror image of Kehrig and Vincent (2021), Fig. IX (bottom): −∆λ of bottom labor share quintile plants vs. other plants; 95%
bands. Since µ = (1− α)/λ, a falling λ is a rising µ.
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Shooting stars: the 1980s

DuPont in the 1980s – a popular consumer product
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DuPont produced Lycre, a stretch polymer
In the late 1980s, this went viral in fashion

By the early 1990s, the world is cured of
that fashion virus – and DuPonts profits
from it are were over.
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Shooting stars: the 2000s

Infineon in the early 2000s
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Infineon rolled out new memory chips in
the early 2000s

High selling prices and a favorable
exchange rate led to rising profits.

This declined in the mid-2000s due to
competitive pressure and an unfavorable
exchange rate.
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Shooting stars: the 2010s

Sand in the mid 2010s
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What was in high demand in the mid
2010s was “frac sand”
Sand with a precise mesh size that us
usable for fracking machinery.

Not every sand producer can deliver that
homogeneous and specifically sifted sand.

Oil price declines strongly in 2015, so
fracking sites go idle

⇒ Demand for specifically sifted sand drops.
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Shooting stars: the 2020s

BioNTech in the 2020s
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1

BioNTech is working on mRNA vaccines
for eventual cancer treatment.

Covid Pandemic leads them to adapt
their product, which turns out to be one
of few effective vaccines.

With huge immediate demand leads to
large profits.

Past pandemic, demand drops and
BioNTech reverts to find oncological
applications.

Such a cycle typical for pharmaceuticals:
blockbuster innovations → patent cliffs.
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What changed?

Shooting stars always existed – why did aggregate markups increase over time?

Profitability surges get larger:
DuPont in 1980s: + 17pp
Infineon in 2000s: + 25pp
U.S. Silica in 2010s: + 11pp
BioNTech in 2020s: + 98pp

Why?
Market integration/globaliation ⇒
winner-take-all dynamics play out at
larger scale.

t−5 to t t−5 to t+5

Cumulative change since t−5; t = peak markup year

0

10

20

30

M
ar
k
u
p
ri
se
:
−
∆
λ
vs
.
p
ee
rs

(p
p
)

14

20

Value-added weighted

1970s

2000s

1

Matthias Kehrig (Duke) What Drives the Rise in Markups? 10 / 10



What changed?

Shooting stars always existed – why did aggregate markups increase over time?

Profitability surges get larger:
DuPont in 1980s: + 17pp
Infineon in 2000s: + 25pp
U.S. Silica in 2010s: + 11pp
BioNTech in 2020s: + 98pp

Why?
Market integration/globaliation ⇒
winner-take-all dynamics play out at
larger scale.

t−5 to t t−5 to t+5

Cumulative change since t−5; t = peak markup year

0

10

20

30

M
ar
k
u
p
ri
se
:
−
∆
λ
vs
.
p
ee
rs

(p
p
)

14

20

Value-added weighted

1970s

2000s

1

Matthias Kehrig (Duke) What Drives the Rise in Markups? 10 / 10



What changed?

Shooting stars always existed – why did aggregate markups increase over time?

Profitability surges get larger:
DuPont in 1980s: + 17pp
Infineon in 2000s: + 25pp
U.S. Silica in 2010s: + 11pp
BioNTech in 2020s: + 98pp

Why?
Market integration/globaliation ⇒
winner-take-all dynamics play out at
larger scale.

t−5 to t t−5 to t+5

Cumulative change since t−5; t = peak markup year

0

10

20

30

M
ar
k
u
p
ri
se
:
−
∆
λ
vs
.
p
ee
rs

(p
p
)

14

20

Value-added weighted

1970s

2000s

1Matthias Kehrig (Duke) What Drives the Rise in Markups? 10 / 10



What changed?

Shooting stars always existed – why did aggregate markups increase over time?

Profitability surges get larger:
DuPont in 1980s: + 17pp
Infineon in 2000s: + 25pp
U.S. Silica in 2010s: + 11pp
BioNTech in 2020s: + 98pp

Why?

Market integration/globaliation ⇒
winner-take-all dynamics play out at
larger scale.

t−5 to t t−5 to t+5

Cumulative change since t−5; t = peak markup year

0

10

20

30

M
ar
k
u
p
ri
se
:
−
∆
λ
vs
.
p
ee
rs

(p
p
)

14

20

Value-added weighted

1970s

2000s

1Matthias Kehrig (Duke) What Drives the Rise in Markups? 10 / 10



What changed?

Shooting stars always existed – why did aggregate markups increase over time?

Profitability surges get larger:
DuPont in 1980s: + 17pp
Infineon in 2000s: + 25pp
U.S. Silica in 2010s: + 11pp
BioNTech in 2020s: + 98pp

Why?
Market integration/globaliation ⇒
winner-take-all dynamics play out at
larger scale.

t−5 to t t−5 to t+5

Cumulative change since t−5; t = peak markup year

0

10

20

30

M
ar
k
u
p
ri
se
:
−
∆
λ
vs
.
p
ee
rs

(p
p
)

14

20

Value-added weighted

1970s

2000s

1Matthias Kehrig (Duke) What Drives the Rise in Markups? 10 / 10


