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Motivation

LSE Growth Commission (2017)
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Motivation

Harold Meyerson, American Prospect (2014)

for the vast majority of American workers, the link between their productivity and
their compensation no longer exists

The Economist (2013)

unless you are rich, [gross domestic product] growth isn’t doing much to raise
your income anymore

Anna Stansbury and Lawrence Summers, FT (2017)

productivity growth is doing much more to raise typical pay than an initial look at
the productivity-pay divergence [suggests]

I Is it about productivity of median workers or rather their
bargaining power?

I The role of firm’s wage setting process has been overlooked.
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This Paper

I The long-run evolution of rent sharing among UK-domiciled
companies.
• We construct a comprehensive and consistent panel of firms

since 1983, spanning the entire economy.
• Complemented with the analysis of the UK manufacturing

firms, and the EU and US industries.
• Investigating the role of market power (superstar firms).
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Results

I We show that UK-domiciled companies share their profits
(elasticity .012).

I Decline in rent sharing, the elasticity after 2000 is four-time
smaller than before.

I Similar findings for other datasets and countries.
I A positive association between market power and rent

sharing, but weaker after 2000.

5 / 40



Contributions

I One of the first comprehensive studies to estimate the
long-run evolution of rent sharing.
• Bell and Van Reenen (2011) document falling rent sharing for

the US manufacturing industries.
• Benmelech, Bergman and Kim (2018) present similar findings

for the US manufacturing companies.
• Our study covers the entire economy and looks at global and

domestic operations.
I A decline in rent sharing:

• → growing capital share.
• → falling firm-wage premia.

I The role of market power. Competition policies should also be
analysed from the labour market perspective.
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Relationship Between Wages and Rents

I A correlation between wages and economic rents is not a
feature of a standard perfect competition model.

I A monopsonistic model with upward sloping labour supply
curve.
• Positive demand shock→ wages must rise in order to increase

employment.
• Short-run relationship.

I An incentive pay model with risk-averse workers and firms.
• Sharing of good and bad times.
• Long-run relationship.

I A bargaining model with rent sharing. model

• Workers and firms bargain over wages. Workers appropriate a
portion of rents.

• The correlation captures workers’ bargaining power.
• Long-run relationship.
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A Bargaining Model with Rent-Sharing

I A company divides its economic rents between the owner
(profits) and workers (wages above the market level).

I Workers and firms engage in a Nash bargain, with standard
maximization problem

max[θ ln[(u(w)− u(w))n] + (1− θ) ln(π)]

I FOC implies:

w ∼= w + ( θ

1− θ )π
n
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Existing Empirical Evidence

I Studies have found elasticity within the range of .01-.11. more

I The validity of instrumental variables estimates in this
literature remains a contentious issue.
• Most studies tend to instrument firm-level rents with

industry-level rents or shocks (e.g. Card et al., 2014; Estavao
and Tevlin, 2003), but the exclusion restriction is not likely to
be satisfied (Manning, 2011).

• Some studies use patents (Van Reenen, 1996; Kline et al.,
2017), but the first stage is weak.

• In general, instrumenting profits increases the estimated
elasticity.

I We use GMM and two-period (and before) lags as
instruments (Arellano and Bond, 1991). Also report estimates
using a leave-out industry measure.
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Data

I Our universe are the largest 300 (by market cap) firms on the
London Stock Exchange between 1983-2016, domiciled and
registered in the UK.
• Except investment, unit and real estate trusts.
• Except firms, which were in the top 300 for <=2 years.
• Consider all available years, even when outside the top 300.

I 832 companies, 11478 observations. 95% of the market cap,
>7mln employees.

I Data: more

• Manually collected from annual reports (Mergent Archives,
Company House).

• Worldscope, Compustat, Orbis, Fame, Cambridge DTI, Exstat.

I We capture global operation.
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Mean Employment
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Real Revenue, Compensation and Profit per Employee
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The Rankings of Companies
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The UK-domiciled Companies - Empirical Specification

wijt = αwij−1 +
L∑

l=0
βlπijt−l +

L∑
l=0

γlUt−l +
L∑

l=0
δlwjt−l+

+ µi + f(time) + εijt

I wijt - log of compensation per employee for company i,
industry j at time t.

I πijt - profit before tax per employee.
I Ut - log of nationwide unemployment (ONS).
I wjt - log of industry average wages (KLEMS).
I Endogeneity - we take first ∆ and use lagged levels as

instruments (Arellano-Bond).
I We trim the 1/99th percentiles of profits per employee (Card

et al. 2014).
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The UK-domiciled Companies, 1983-2016

Standard errors (in parentheses) clustered at firm level. *** p<0.001, ** p<001, * p<0.05
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The UK-domiciled Companies, Sub-Periods

Standard errors (in parentheses) clustered at firm level. *** p<0.001, ** p<001, * p<0.05
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UK Firm-Level Results

I Positive rent sharing, elasticity .012.
I Strong decline since 1980s (.04) until today (.01).
I Robust to the exclusion of small companies, and oil and

financial sectors.
I Results not affected by the use of industry-level instruments.

more

I Similar results for the UK Manufacturing companies with
domestic operation (ARD/ABS). more
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The US Manufacturing Industries - Empirical Specification

I 459 US manufacturing industries 1963-2011 from NBER-CES
Manufacturing Industry Database.

wjt = αwjt−1+
L∑

l=0
βlπjt−l+

L∑
l=0

γlUt−l+
L∑

l=0
δlwjt−l+µj+f(time)+εjt

I Ut - log of nationwide unemployment (BLS).
I wjt - log of 2-digit industry average wages (CPS).
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The US Manufacturing Industries, Sub-Periods

Standard errors (in parentheses) clustered at industry level. *** p<0.001, ** p<001, * p<0.05
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Industry-Level Results

I Strong decline for the US manufacturing since the 1960s (.05)
until today (0).

I Similar decline for the EU industries since the 1990s (.002)
until today (0). more
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Lester Range Estimates
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Bukowski, Machin & Soskice (2019): Rent Sharing by Country
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Market Power

I Link between market power and labour share (Benmelech et
al., 2018; Autor et al., 2017; Adrjan 2018). Do companies with
high market power share more or less of their profits?

I We use the data on the UK-domiciled companies (the Top 300
sample) and measure market power as a firm’s revenue and
employment share in the sample’s industry total.

wijt = αwij−1 +
L∑

l=0
βlπijt−l +

L∑
l=0

θlmshareijt−l +
L∑

l=0
δlwjt−l+

+
L∑

l=0
γlπijt−l ×mshareijt−l + µi + µt + εijt
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Measures of Market Power
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Revenue Share
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Conclusions

I Main results:
• The evidence of rent sharing...
• ...but its magnitude has fallen.
• A positive association between market power and rent-sharing,

but weaker after 2000.
I Potential implications:

• Less inclusive growth.
• Weaker position of workers (see also robocalypse).
• More competitive labour market.
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Existing Empirical Evidence

I US Industry-level estimates:
• Elasticity of wages with respect to profits between .01 and .06

(Katz and Summers, 1989; Blanchflower et al., 1996; Estavao
and Tevlin, 2003).

I UK Firm-level estimates:
• .07-.09 (Nickell and Wadhwani, 1990; Nickell et al., 1994), .11

(Van Reenen, 1996), .02 -.03 (Hildreth and Oswald, 1997;
Hildreth, 1998).

I Employee-employer matched data:
• Portugal: .03 -.09 (Cardoso and Portela, 2009; Martins, 2009;

Card et al., 2016). Italy: .06 - .08 (Guiso et al., 2005; Card et
al., 2014), .02 -.03 (Hildreth and Oswald, 1997; Hildreth,
1998). Similar elasticities reported for France (Margolis and
Salvanes, 2001; Fakhfakh and FitzRoy, 2004), Germany
(Guertzgen, 2009) and Sweden (Arai, 2003; Arai and Hayman,
2009; Carlsson, Messina and Skans 2014).
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The Number of Stocks Listed on the LSE
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Decomposition of the Top 300 Sample
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The UK-domiciled Companies, IV
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The UK Manufacturing Companies

I One should interpret the above results as evidence for
UK-domiciled companies, since many firms in our sample
have operations extending beyond the border.

I We complement it with a similar analysis of domestic
operations from the panel of UK manufacturing companies
from ARD/ABS for 1983-2016.

wirt = αwir−1 +
L∑

l=0
βlπirt−l +

L∑
l=0

γlUrt−l +
L∑

l=0
δlwrt−l+

+ µi + f(time) + εirt

I i stands for firm, r for region and t for time.
I Urt - regional unemployment from LFS,
I wrt - regional average wages from NES/ASHE.
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The UK Manufacturing Companies, Sub-Periods

Standard errors (in parentheses) clustered at firm level. *** p<0.001, ** p<001, * p<0.05
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The EU Industries - Empirical Specification

I EUKLEMS data allow us to look at domestic operation over
the entire economy for the numerous EU countries (AT, DE,
DK, ES, FI, FR, IT, NT, UK).

I For each country, the panel consists of 25 years of data for 28
industries.

wjct − wjct−l = βl(πjct − πjct−l) + FE + εjct

I j stands for industry, c for country and t for time.
I Two periods: 1991-2005, 2005-2015
I FE are industry or country fixed effects.
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The EU Industries, Sub-Periods

Standard errors (in parentheses) clustered at industry level. *** p<0.001, ** p<001, * p<0.05
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