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This paper

Three trends in the United States and many advanced economies:

e Rise of market power, slowdown of productivity growth, growing wealth inequality
This paper: a rise of fixed entry costs can qualitatively and quantitatively explain trends jointly

Ingredients: cournot competition, firms learning from eachother, and capitalists earning profits

e Cournot: fewer firms yields higher markups
e Learning: fewer firms yields lower R&D productivity
e Capitalists: earn income from owning profitable incumbent firms over transition

e Extension: idiosyncratic income risk. Lower labor share — little wealth accumulation by the poor

1/12



Contribution

Paper is part of a large literature on rising entry costs and lower growth
e Olmstead-Rumsey (2022), Akcigit and Ates (2023, JPE): incumbents prevent technology diffusion
e Aghion et al. (2023, REStud): rising scalability pushes low-productivity firms out the market

e De Ridder (2024, AER): intangibles reduce mc + raise fixed costs, incumbents undercut entrants

Paper offers twofold contribution:

e Mechanism: Cournot competition + learning to link number of firms to growth/markup trends

e In contrast to other papers: explain trends in representative firms

e Explains additional trend: wealth inequality (in worker/capital model and idiosyncratic risk model)
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Discussion

Great paper that is easy to read and that relates some of the most important macro trends

e Most parsimonious framework I've seen to connect trends in growth/dynamism/market power
e Compelling and intuitive reason to study wealth inequality jointly with firm dynamics and growth

e High-level trends can be explained in a representative firm framework

Three comments relating to the validity of the mechanisms and the importance of firm heterogeneity:

1. Is the model matching the drivers of aggregate trends in market power?
2. Is there a strong relationship between the number of firms and knowledge spillovers?

3. Through what channel is wealth inequality increasing?
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Comment 1: Drivers of Aggregate Trends in Markups

Have firms' markups actually increased?
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e Impullitti and Rendahl: driver of trends in aggregate markups is within-firm component

e This decomposition is straightforward to implement in Compustat data
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Comment 1: Drivers of Aggregate Trends in Markups
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Comment 1: Drivers of Aggregate Trends in Markups
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Comment 1: Drivers of Aggregate Trends in Markups
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Comment 1: Drivers of Aggregate Trends in Markups

Stylized fact: Economic-activity has reallocated towards high markup firms
e Autor et al. (2020): labor share | through reallocation towards low-labor share superstar firms
e Similar for markups in Baquaee and Farhi (2020), De Loecker, Eeckhout and Unger (2020)

e Within-firm trends in labor share and markups is small and opposite direction

Implication: competitiveness has increased for many firms, not decreased

Hence growing differences between firms are the starting point for other theories on growth/markups:

e Aghion et al. (2023), De Ridder (2024): technology enables high-profit firms to expand
e Increase in aggregate markups can reflect allocation of resources towards productive firms

e Rising aggregate markups can be a sign of technological progress or rising allocative efficiency
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Comment 1: Drivers of Aggregate Trends in Markups
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Comment 2: Learning from Homogeneous Firms

Growth | when entry costs 1 because of a direct link between number of firms and R&D productivity
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e [ reflects degree of learning from other identical firms: what's there to learn?

e Standard approaches:
e Learn from firms that have higher productivity (Moll and Lucas 2014, and Pearla and Tonetti 2014)

e Benefit from spillovers in the research process (e.g. Aghion and Howitt 1992)

e Decline in the number of firms may not reduce research productivity at all

e If overall R&D determines spillovers, model may not feature negative relationship between
concentration and growth
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Comment 3: Drivers of Increasing Wealth Inequality

Paper posits two sources of rise in wealth inequality:
e Rise in earnings inequality: markups are increasing and only go to capitalists

e Savings heterogeneity: lower g encourages intertemporal savings more than precautionary savings

e Raises savings for those already wealthy — greater inequality

Empirical evidence points at important role for portfolio composition in rising wealth inequality:
e Fagereng, Holm, Moll, Natvik (2021): savings rate is flat in wealth, top has higher capital gains

e Xavier (2024): accounting for returns heterogeneity is key to explain top wealth inequality

Interactions between firm heterogeneity and wealth inequality: promising research avenue (Jones 2022)
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New paper that posits a joint explanation for trends in market power, growth, and wealth inequality

e Two main ingredients: firms learning from eachother and Cournot competition

e An increase in entry costs reduces the number of firms in industries

Great paper - very much worth reading

e First paper to link market power and growth to wealth inequality
e Parsimonious framework that is able to match trends even without firm heterogeneity
e Deeper dive into the data reveals likely role for heterogeneity: may change normative implications

e Wealth inequality may be driven by portfolio returns rather than only savings rate/earnings ineq.
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