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Motivation

Competition in Europe

Philippon (2019) and Gutierrez & Philippon (2019): the Single
Market has increased competition in Europe.

Other studies confirm this trend:

Declining concentration (Kalemli-Ozcan et al. 2015).
Stable & declining markups (Christopolou and Vermeulen 2008,
Bassanetti et al. 2010, and Cavalleri et al. 2019).
Declining profitability (Griffith et al. 2010)

Assumption: openness and market forces lead to more competition
(e.g., Helpman and Krugman 1989, Blackhurst 1991, Neven and
Seabright 1997, Besley et al. 2021)

So, what about the Euro?
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Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:

Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).

Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:

Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.

Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Expectation

The Euro favors trans-national transactions and trade:
Reduction of transaction & export costs (fixed and variable) (Helge
and Nitsch 2008).
Removal of exchange rate risk.

Consumers can more easily access products and services offered by
foreign firms.

Increasing integration fosters international competition and puts
downward pressure on market power.

These were the expectations of the One Money, One Market report.

However, the Euro is a source of heterogeneity:
Euro vs. Non-Euro countries.
Tradable vs. Non-Tradable industries.

(European Institute, LSE) Beyond the Great Reversal December 2022 4 / 17



Motivation

The Euro & Competition: Literature

Product Market Competition: several studies find stable and
decreasing markups (e.g. Christopoulou and Vermeulen 2008,
Altomonte and Nicolini 2012, Cavalleri et al. 2019)

Yet, significant country, industry, and firm heterogeneity
(Weyerstrass and Jaenicke 2011, Battiati et al. 2021, Drivas et al.
2020).

Market power can derive from other sources such as the labor
market (e.g., Tortarolo and Zarate 2018).
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Motivation

Evolution of Market Power, 2000-2018
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Argument & Hypotheses

Theoretical Framework: Euro & Superstars

Building on new trade models (e.g., Melitz & Ottaviano 2008) and the
superstar firm literature (e.g., Autor et al. 2020), we argue.

1 The Euro, by fostering trade openness (e.g. Gunnella et al. 2021),
increases foreign competition.

2 Superstar firms (i.e., highly productive firms) expand at the expense
of low-productivity enterprises.

3 Consequently, market power increases in the long run.
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Argument & Hypotheses

Theoretical Framework: Superstars & the Labor Market/1

High-market power firms have low labor shares of output (Autor et al.
2020).

In Europe, there are stronger unions than in the US, which put
upward pressures on labor shares (Grossman and Helpman 2021).

This depresses market power when firms have limited price setting
capacity, as in tradable industries (Desmet and Parente 2009).

However, this effect assumes an adversarial relationship between
labor and capital.
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Argument & Hypotheses

Theoretical Framework: Superstar & the Labor Market/2

1 Cooperative labor market institutions can lead to “pacts” between
labor and capital (Hicks and Kenworthy 1998, Jäger et al. 2022).

2 Unions may accept wage restraints in exchange for future
work-related benefits (Hanckè 2013).

3 Increase in competitiveness allowing firms to acquire larger market
shares and increase market power.
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Argument & Hypotheses

Predictions: a Story of European Superstar Firms

P1 Euro and Superstar Firms: The Euro has increased firm-level
market power.

P1a: The effect of the Euro on firm-level market power should be
larger for tradable industries.
P1b: The effect of the Euro on firm-level market power should work
predominantly for highly productive firms.

P2 Market Power and Cooperative Institutions: In countries with
institutions favoring cooperation between workers and firms, unions
should increase the market power of firms operating in tradable
industries. By contrast, when these institutions are weak, unions
should decrease market power.
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Empirical Strategy & Variables

General Empirical Strategy & Variables

Staggered Differences-in-Difference methodology.

Nearly 5.5 million firm-year observations for 25 European countries
(Orbis data) over 1995-2018.

Euro adoption (euro): treatment variable.

Market power (mp): a firm-level indicator of market power (Orbis
data).

Unions and Cooperative Institutions: union’s power (power), union’s
coverage (coverage) and cooperation (cooperation) (Botero et al.
2004 & OECD-ICTWSS).

Firm-level controls (X ): log of size (revenues), productivity, unit
variable cost (Orbis data).

Firm (aj) and year (or industry-year) effects (τt).
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Results

P1: Euro and Market Power
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Results

P1a: Euro & Tradable Industries
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Results

Testing P1b: Euro & Productive Firms
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Results

Testing P2b: Market Power and Cooperative Institutions/1
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Results

Testing P2b: Market Power and Cooperative Institutions/2
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Conclusions

Conclusions

The Euro can paradoxically increase market power in the long run
via superstar firms.

Cooperative institutions depict European version of the superstar
firm story.

Beyond the Great Reversal.

In contrast to e.g. Besley et al. (2021), openness per se is not
conducive to more competition.

Not a fairy tale of cooperation between labor and capital.

Open questions:

Trade imbalances?
Should we worry?
Should antitrust law account for labor market imperfections?
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Appendix

Regression P1 & P1a

logmpjict = βeuroct + γXjict + αj + τt + ϵit

logmpjict = βt × euroct + γXjict + αj + τt + ϵit
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Appendix

Regression P1b

logmpjict = βP5
t × euroct + γXjict + αj + τt + ϵit

logmpjict =
4∑

v=1

βvQ
v
t × euroct + γXjict + αj + τt + ϵit

logmpjict = βMt × euroct + γXjict + αj + τt + ϵit
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Appendix

Parallel Trends and Long-Run Effects

logmpjict =
10∑
v=1

βvDv × euroct + γXjict + αj + τt + ϵit
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Appendix

Regression P2

logmpjict = βpowerc × coveragect + γXjict + αj + τt + ϵit

logmpjict = βpowerc × coveragect × cooperationct + γXjict + αj + τt + ϵit

Only Euro Zone countries (after their entrance) are considered.

Only tradable industries.

Firstly, all enterprises then focus on large firms (i.e., revenues in the
top decile of the country-industry-year distribution).

logmpjict =
4∑

v=1

βvC
v
t × euroct + γXjict + αj + τt + ϵit
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Appendix

Firm Sample Distribution
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Appendix

Labor Institutions Variables

(European Institute, LSE) Beyond the Great Reversal December 2022 7 / 8



Appendix

Cooperation Definition
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