ITIF | &\wovarion Founoation

No, Monopoly Has Not Grown

ROBERT D. ATKINSON AND FILIPE LAGE DE SOUSA | JUNE 2021

Alarmists say the economy is experiencing a crisis of market concentration, with dominant
players stifling competition in industry after industry. That is the pretext for a push to radically
restructure antitrust policy—but newly released Census data largely contradict the claim.

KEY TAKEAWAYS

= Despite widespread claims of widespread monopolization, just 4 percent of U.S.
industries are highly concentrated, and the share of industries with low levels of
concentration grew by around 25 percent from 2002 to 2017.

= Qverall, Census data show U.S. industries have not become more concentrated: The
average C4 ratio (the share of sales that the top four firms capture in an industry)
increased just 1 percentage point from 2002 to 2017.

= The more concentrated industries were in 2002, the more likely they were to become less
concentrated by 2017.

= Prices rose less in industries with higher levels of concentration than they did in the
overall economy from 2002 to 2017.

= There was no relationship between industry concentration and profitability in that period.

= |n short, the widely accepted narrative that monopolization is increasing to crisis levels is
not supported by the facts. Overall, the U.S. economy remains vibrantly competitive.
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INTRODUCTION

Over the past several years, many scholars, activists, pundits, and policymakers have asserted
that market concentration has risen across the U.S. economy, leading to a decline in
competition. The culprit, they claim, is poorly crafted antitrust laws and lax enforcement, which
have allowed firms to grow excessively through mergers. Increased concentration in turn is
blamed for several economic and social ills, including slow productivity growth, excess profits,
stagnant wages, and business political power. These claims have underpinned calls for a radical
restructuring of antitrust policy, including imposing much stricter limits on mergers and breaking
up leading companies.*

ITIF | Monopoly Myth Series |-~

Newly released data on concentration ratios from the U.S. Census Bureau's 201/ Economic
Census provides a way to assess claims about increasing concentration by comparing it to 2002
data. The U.S. Census Bureau released the concentration of largest firms for 2017 on December
3, 2020.2 The data largely rebuts these claims:

= Just 35 of 851 industries (4 percent) were highly concentrated, with the top-4 firms (the
C4 concentration ratio) holding more than 80 percent of the market.

= In 2017, 80 percent of U.S. business output was from industries with low levels of
concentration, with that share increasing from 62 percent in 2002.

= Fifty-five percent of industries increased concentration between 2002 and 2017; 45
percent decreased.

= The average C4 ratio increased by just 1 percentage point between 2002 and 2017, from
34.3 percent to 35.3 percent, while the average C8 ratio increased even less, from 44.1
percent to 44.7 percent.

= There was a slight negative correlation between the C4 level in 2002 and the percentage
point change in C4 between 2002 and 2017.

= Among the industries with increases in concentration, only one-third increased by greater
than 10 percentage points.

= Of the 20 industries showing the greatest increase in the C4 ratio from 2002 to 2017,
only 30 percent had C4 ratios above 80 percent in 2017.

= Of the 115 industries with a C4 ratio of 60 percent or more in 2002, the majority got
less concentrated, with the average C4 declining 4 percentage points.

= For every advanced technology industry with a C4 ratio over 80 percent, there were 10
with a C4 ratio below 50 percent.

= Producer prices rose less from 2002 to 2017 in industries with higher levels of
concentration than overall prices.
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In short, to paraphrase Mark Twain, the reports of the death of competition are greatly
exaggerated.

THE NEW TRUISM: MONOPOLY IS RAMPANT

The “fact” of rising concentration, and even monopoly, has been picked up and commented on
by a larger number of pundits and commentators. Brookings' analyst David Wessel wrote,
“There’s no question that most industries are becoming more concentrated. Big firms account for
higher shares of industry revenue and are reaping historically large profits relative to their
investment.”3 7he Economist concluded that two-thirds of the economy’s roughly 900 industries
had become more concentrated between 1997 and 2012.4 Former chairman of the Council of
Economic Advisors Jason Furman testified that market concentration has increased since 1997.°

Paul Krugman wrote that “growing monopoly power is a big problem for the U.S. economy.”®
New York Times columnist Eduardo Porter stated, “There is plenty of evidence that corporate
concentration is on the rise.”’ Economist Joe Stiglitz wrote that a “deeper and more fundamental
problem is the growing concentration of market power.”® The neo-Brandeisian advocacy group
Open Markets has referred to “America’s concentration crisis.”® And the Center for American
Progress has written about “America’s monopoly problem.” !0

These claims have motivated hearings and potential legislation to reform antitrust. Senator Amy
Klobuchar (D-MN), chairwoman of the Senate Subcommittee on Competition Policy, Antitrust,
and Consumer Rights, wrote, “We are seeing higher levels of market concentration across our
economy, partially driven by waves of corporate consolidation.”!! Congressman David Cicilline
(D-RI), chairman of the House Antitrust Subcommittee, has warned that America has a
“monopoly problem.”!? Lina Khan, who has been nominated by the Biden Administration to
serve as an FTC commissioner, has alleged that the United States faces a “sweeping market
power problem” as a result of relaxing antitrust law.!3

It has become an article of faith that concentration has increased to problematic levels and that this
supports wholesale and even radical changes in U.S. antitrust policy.

The Biden-Sanders unity task force released a list of recommendations in August 2020. They
proposed a “Tackling Runaway Corporate Concentration,” which emphasized,

Democrats are concerned about the increase in mega-mergers and corporate concentration
across a wide range of industries, from hospitals and pharmaceutical companies to
agribusiness and retail chains. We will direct federal regulators to review a subset of the
mergers and acquisitions that have taken place since President Trump took office,
prioritizing the pharmaceutical, health care, and agricultural industries, to assess whether
any have increased market concentration, raised consumer prices, demonstrably harmed
workers, increased racial inequality, or reduced competition, and assign appropriate
remedies. Democrats will direct regulators to consider potential effects of future mergers
on the labor market, on low-income and racially marginalized communities, and on racial
equity. And as a last resort, regulators should consider breaking up corporations if they find
they are using their market power to engage in anti-competitive activities.*
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In other words, it has become an article of faith that concentration has increased to problematic
levels and that this supports wholesale and even radical changes in U.S. antitrust policy. Former
member of the Council of Economic Advisors under President Obama, Carl Shapiro, summed up
this view in 2017:

Somehow, over the past two years, the notion that there has been a substantial and
widespread decline in competition throughout the American economy has taken root in the
popular press. In some circles, this is now the conventional wisdom, the starting point for
policy analysis rather than a bold hypothesis that needs to be tested.!®

This report tests that hypothesis with Census Bureau data.

CENSUS BUREAU CONCENTRATION DATA

One way to test this hypothesis is with data. Some scholars have tried to evaluate whether
concentration has risen.!® However, antitrust experts question the basics from many of these
analyses, because definitions of the relevant market are debatable.!” To be fair, it is difficult to
measure market power. Competition can differ at national and local levels.!® Imports have to be
considered, which will lower measured concentration in many traded sectors. Potential entry,
including from disruptive technologies, also needs to be factored in. And firms can compete with
each other even if they are in different industries as defined by the federal government. As such,
antitrust law has stressed for the last 40 years that concentration ratios (the share of sales in a
particular industry accounted for by a certain number of firms) can never substitute for the
detailed economic analysis of specific markets.!®

Nonetheless, concentration ratios are a foundational set of data that can be used to look at the
overall economy-wide state of and change in concentration and competition. The most common
measure is from the U.S. Census Bureau, which as part of its quinquennial economic census
releases sales data for the 6-digit NAICS industries (e.g., NAICS code 332913 Residential
electric lighting fixture manufacturing) consisting of over 850 industries and details the share of
sales of firms accounted for by the top 4, 8, 20, and 50 firms in the industry (known as the C4,
C8, C20, etc. ratio).

Our choice of granular industry classification (6-digit NAICS industries) is not random. The more
detailed the industry classification for market power analysis, the better. For example, using 3-
digit or 4-digit NAICS codes, which many have done, is questionable, as it is difficult to argue
that a toaster (NAICS code 335210 Small Electrical Appliance Manufacturing) competes with an
oven (NAICS 335220 Major Household Appliance Manufacturing), since both goods are
classified in the same 4-digit NAICS code (3352 Household Appliance Manufacturing).
Examples of 4-digit versus 6-digit NAICS codes are abundant (e.g., NAICS 333241 Food
Product Machinery Manufacturing and 333242 Semiconductor Machinery Manufacturing are
both in 3332 Industrial Machinery Manufacturing). Analyzing at the 3-digit level of NAICS code
is even more problematic, as it is not imaginable that Animal Food Manufacturing (NAICS code
3111) competes with Dairy Product Manufacturing (NAICS 3115) if the relevant market
considered is Food Manufacturing (NAICS 311).

Another challenge to an accurate assessment is what to measure, or absolute share numbers of
change. Those that claim that monopoly (a misused term, since it implies one firm controls
virtually all of a given market) has become a problem simply measure the number of industries
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with rising concentration. Take an industry wherein the C4 ratio in the base year is 8 percent
(each of the top 4 firms has an average of 2 percent of the market). In the most current year, it
rises to 12 percent. Now, while the industry has become more concentrated, the top 4 firms
average just 3 percent of the market—far from market power.

Yet, those who want to paint a story of a dangerous growth in monopoly do not bother to mention
that increases from a low level to another low level are meaningless from a concentration
perspective. For instance, Grullon et al. cited the rise of concentration in Furniture and Home
Furnishings retailers (NAICS code 442) within the four largest players as an alarming warning
because their share increased 200 percent from 1997 to 2012, yet the concentration went from
6.5 percent to just 19.4 percent.?° In other words, on average, the top four firms had less than 5
percent of the market each. The real issue is not whether industries are becoming more
concentrated; it is whether industries are moving from being unconcentrated to concentrated.

Comparing sectors in one period to the next using Census data requires harmonizing the 6-digit
NAICS codes over time, as there is always a change in the classification from one Census to
another. Using the concordance available at the U.S. Census Bureau between two immediate
Census years, the Information Technology and Information Foundation (ITIF) created a
concordance between 2002 and 2017. For example, the industry classification for Internet
Publishing and Broadcasting and Web Search Portals (NAICS code 519130) in 2017 included
two industries considered in 2002: Internet Publishing and Broadcasting (NAICS code 516110)
and Web Search Portals (NAICS code 518112). To combine these two industries in 2002 into
one, ITIF used the weighted average of the concentration ratio using total revenue.

An additional challenge is that while Census includes all domestic producers, it does not include
imports, which take market share from domestic producers. This overstates concentration ratios
in most traded goods and services markets and likely overstates the growth because the share of
gross domestic product (GDP) imports grew from 13 percent in 2002 to 15 percent in 2017.2!
For example, Covarrubias et al. found that the weighted average C8 ratio for high-import
manufacturing industries rose by 6.7 percentage points from 1997 to 2012. However, adjusting
for imports reduces the rise to just 1.6 percentage points.??

The issue is not whether industries are hecoming more concentrated; it is whether industries are
moving from being unconcentrated to concentrated.

ITIF examined C4 concentration ratios for 2002 and 2017 at the most detailed 6-digit NAICS
code level. A C4 concentration ratio of 50 percent, for example, would mean that the top four
firms hold an average of 12.5 percent of the market each. While there is no hard-and-fast
definition, generally C4 ratios above 80 percent are considered high in concentration, ratios of
50 to 80 percent medium, and below 50 percent low.??

Census collects and reports data on 851 industries for both years. Some industries, such as
Construction and Mining, are not listed in one year but are in the other. Some industries do not
have sales data because Census does not want to divulge proprietary information.?* Nevertheless,
industries covered in this report represent more than 90 percent of the total private sector output
in the United States.?®
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Concentration in 2017

In 2017, 643 industries (76 percent) were unconcentrated with less than a 50 percent C4 ratio
(see figure 1). A total of 173 (20 percent) were moderately concentrated with a C4 ratio between
50 percent and 80 percent. And just 35 industries (4 percent) were highly concentrated with a
C4 ratio of 80 percent or more. Even at 80 percent, this means the top four firms had only 20
percent of the market share if they split it into equal shares.

Figure 1: Count of C4 concentration in 2017 NAICS codes?®
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On average, concentration increased only 1 percentage point between 2002 and 2017 after
taking the simple average across all industries of the differences between C4 from both years
(34.3 percent in C4 from 2002 and 35.3 percent in C4 from 2017). Given that industries with
C4 ratios below 50 percent are considered unconcentrated, this is a very low number. The
concentration of the eight largest firms (C8) increased even less, from 44.1 to 44.7 percent.
Even considering the eight largest firms, the concentration ratio remained lower than 50 percent.

Overall, 467 sectors (55 percent) increased in concentration, while 384 (45 percent) decreased
(see figure 2). Again, this is hardly evidence of widespread growth of monopoly. Moreover, among
the sectors that saw an increase, only 152 (18 percent of the total) increased by more than 10
percentage points.
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Figure 2: Count of percentage-point change in C4 concentration in 6-digit NAICS code industries (2002-2017)?
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On average more concentrated industries got less concentrated from 2002 to 2017.

Another way to assess trends in concentration is by looking at whether the increases in C4
ratio were mostly in industries with already high C4 ratios in 2002. In other words, did the
concentrated get even more concentrated? Figure 3 presents this relationship, with the y-axis
showing the percentage-point change in the C4 from 2002 to 2017, and the x-axis presenting
the level of C4 in 2002. The trend line is negative (correlation coefficient of -0.23), indicating
that, on average, more concentrated industries got less concentrated from 2002 to 2017. Even
the outliers with higher C4 increases were in industries with lower levels of concentration in
2002. With these two outliers removed, the relationship is still negative at the same
magnitude (-0.23).

INFORMATION TECHNOLOGY & INNOVATION FOUNDATION | JUNE 2021 PAGE 6



Figure 3: Relationship between C4 ratio in 2002 and percentage-point change in C4 (2002-2017)2
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If policymakers are concerned about the growth of market power, as opposed to simply the
growth in concentration, the key is to examine industries exhibiting higher concentration ratios;
in this case, with C4 ratios of 60 percent or higher. Only 94 industries (11 percent) saw an
increase in concentration that produced a C4 of 60 percent or more (and even at 60 percent, if
each firm held an equal market share, this would mean that each firm had just 15 percent of the
market).

Looking at the 115 industries that had a C4 ratio of at least 60 percent in 2002, 55 percent saw
a reduction in concentration ratio (see figure 4). On average, these industries saw a decline of 4
percentage points in their C4 ratio. Thirty-nine industries experienced a reduction of 10 percent
or more, and 24 saw a decline of more than O percent to 10 percent. In contrast, only 13
percent of the industries showed an increase of more than 10 percentage points. In other words,
more sectors with higher C4 ratios in 2002 lost market share than sectors that gained.
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Figure 4: Count of percentage-point change in C4 concentration in NAICS codes (2002-2017) for 2002 C4
values greater than 60 percent?®
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Some industries clearly got less concentrated, while others got more. Table 1 shows the 20
industries with the greatest increases in C4 ratio. Only 30 percent had C4 ratios above 80
percent in 2017. And even for some of them, there was little risk of firms exerting much market
power. For example, industries such as other performing arts companies, luggage and leather
goods stores, geothermal power generation, and paint and wallpaper stores all face significant
competition from firms in other industries such as movie theaters, department stores, and
natural gas power generation.

For some other industries, the U.S. trade balance deteriorated, meaning that imports took a
larger share and provided more competition.3® This includes newsprint and electrical lighting
manufacturing, in which the United States is the largest importer (importing 20 percent of the
total international trade for both industries).3! For other industries, such as taxi service and travel
agencies, the Internet enabled significant economies of scale and cost reductions, such as with
the rise of Uber and Lift for taxis and Travelocity and Expedia for travel.

Finally, in a number of industries, technology has created new competitors for these industries.
Over-the-air radio stations now compete with satellite radio and smartphones. The dramatic
improvement of digital cameras has reduced the market for photofinishing laboratories, likely
having caused consolidation as the market shrank.
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Table 1: Top 20 industries with the highest percentage-point increase in the C4 ratio from 2002 to 201732

NAICS C4 C4 PP
Code Industry Description 2002 2017 Change
322122 Newsprint Mills 53.9% 90.4% 36.5
515111 Radio Networks 53.8% 83.0% 29.2
332993 Ammunition (except Small Arms) Manufacturing 52.9% 82.8% 29.9
448320 Luggage and Leather Goods Stores 49.8% 81.5% 31.7
221116 Geothermal Electric Power Generation 54.5% 81.4% 26.9
711190 Other Performing Arts Companies 47.8% 80.7% 32.8
524292 Third Party Admin. of Insurance and Pension Funds 14.2% 78.0% 63.8
485310 Taxi Service 17.6% 77.2% 59.6
812921 Photofinishing Laboratories (except One-Hour) 45.3% 75.6% 30.3
444120 Paint and Wallpaper Stores 47.3% 75.1% 27.8
481111 Scheduled Passenger Air Transportation 33.6% 71.1% 37.5
335121 Residential Electric Lighting Fixture Manufacturing 30.2% 71.0% 40.8
481212 Nonscheduled Chartered Freight Air Transportation 36.8% 67.8% 31.0
333997 Scale and Balance Manufacturing 34.3% 66.5% 32.2
336214 Travel Trailer and Camper Manufacturing 38.0% 66.2% 28.2
517911 Telecommunications Resellers 25.3% 59.9% 34.6
327999 All Other Misc. Nonmetallic Mineral Product Manuf. 29.7% 55.6% 25.9
561330 Professional Employer Organizations 23.6% 55.0% 31.4
561510 Travel Agencies 20.9% 47.9% 27.0
447190 Other Gasoline Stations 19.2% 47.1% 27.9

Table 2 lists the 20 industries with the highest concentration ratios in 2017. Fourteen were
highly concentrated in 2002, with six joining them by 2017. And of the industries with a C4
ratio above 80 percent, many of them were naturally concentrated. For example, it's hard to
imagine why it would be more optimal for the guided missile and space vehicle industry,
computer storage device manufacturing, or aircraft manufacturing to be less concentrated
because of the enormous investments needed in research and development (R&D) and
production to be successful. Others, such as HMO medical centers and warehouse clubs, and
home centers, may be concentrated, but faced competition from other industries (doctors’ offices
and other retailers, respectively). Other industries on the list faced technological competition.
Passenger car rental faced competition from ride-sharing and also from personal rental
companies such as Zip Car.
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Table 2: Top 20 industries with the highest C4 ratio in 2017 and their percentage-point change since 200233

NAICS c4 c4 PP
Code Industry Description 2002 2017  Change
522294 Secondary Market Financing 99% 100% 1.3
522190 Other Depository Credit Intermediation 83% 100% 16.5
483112 Deep Sea Passenger Transportation 93% 97% 4.3
444110 Home Centers 91% 96% 5.2
336415 Guided Missile, Space Vehicle Propulsion Unit & Parts 90% 96% 5.8
486990 All Other Pipeline Transportation 86% 96% 9.7
452311 Warehouse Clubs and Supercenters 93% 94 % 1.1
561613 Armored Car Services 75% 91% 16.4
492110 Couriers and Express Delivery Services 91% 91% 0.3
312230 Tobacco Manufacturing 93% 91% -1.7
488111 Air Traffic Control 94% 91% -2.8
336414 Guided Missile and Space Vehicle Manufacturing 96% 91% -b.3
322122 Newsprint Mills 54% 90% 36.5
334112 Computer Storage Device Manufacturing 66% 90% 24.4
336411 Aircraft Manufacturing 81% 90% 9.0
532111 Passenger Car Rental 77% 90% 12.7
311221 Wet Corn Milling 69% 89% 20.5
621491 HMO Medical Centers 83% 89% 5.8
327213 Glass Container Manufacturing 88% 89% 0.3
621492 Kidney Dialysis Centers 76% 88% 11.7

Advanced Technology Industries
Anti-corporate populists have taken particular aim at technology sectors, claiming that “Big
Tech,” particularly the Internet industry, is concentrated. However, the number of advanced
technology industries with high levels of concentration is modest (see figure 5). Using the

Brookings Institution list of 4-digit NAICS code of advanced technology industries, ITIF

constructed a list of advanced technology industries at the 6-digit NAICS code level.3* Of 135

industries, only 8 have C4 ratios above 80 and 10 times more have C4 ratios below 50.

Moreover, there were more unconcentrated tech sectors in 2017 than in 2002. The argument
that tech sectors are becoming concentrated does not hold.
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Figure 5: Number of 6-digit NAICS code advanced technology industries in C4 concentration ratio groups®®
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Selected industries, media, and pundits have singled out a number of industries for scrutiny for
excess concentration. Table 3 lists some of these industries. In reality, the C4 ratio fell in some,
including in automobiles, biotech drugs, computers, and semiconductors in manufacturing; and
cable programming, other motion pictures, and software in services.

Some industries, such as motion picture and video distribution and sound recording studios did
see increased market share, albeit from low levels to still-low levels. For example, even with the
rise of Amazon, the C4 ratio of electronic shopping and mail-order houses increased from 24
percent to just 37 percent.

The C4 ratio for some industries did increase, but by modest amounts, such as for wired
telecommunication carriers (58 to 64 percent) and music publishers (55 to 57 percent). Or they
increased to modest levels: pharmaceuticals from 36 to 44 percent and hardware stores from 13
percent to 31 percent. The Internet publishing and broadcasting and web search portals industry
did increase, but only to b4 percent. Assuming an equal division of the market, the four largest
firms would have had just 13.5 percent of the market.

And even in some industries wherein concentration increased and other industries provide little
competition, such as scheduled passenger air transportation, the increase in concentration was
beneficial. From 1995 to 2016, airline productivity grew four times faster than the overall U.S.
economy, and prices rose one-third as fast as the rate of inflation. Investment in capital
equipment went up faster than the U.S. average, and profits were below the overall U.S.
corporate average.3®
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Likewise, the C4 ratio in the wireless telecommunications industry increased 63 percent to 86
percent. But this has does not appear to have come at the expense of consumer or overall
economic welfare. Productivity in the sector grew 84 percent faster than overall non-farm
business productivity.?” The productivity growth rate after the year 2000, when concentration
was increasing, was more than three times faster than in the 13 years prior.3® Moreover, capital
investment doubled in inflation-adjusted terms.3° And according to Bureau of Labor Statistics
(BLS) data, nominal prices fell by 31 percent from 2011 to 2020.4°

Finally, the C4 ratio in the taxi industry increased significantly to relatively high levels, from 18
to 77 percent, but this was presumably because of the entry of car-sharing companies such as
Uber and Lyft, where the entry has increased service and held down prices, which led to
consumer surplus of $6.8 billion just for all American UberX users in 2015.%

Table 3: Selected industries’ percentage-point change in C4 ratio, 2002-20174

NAICS C4 c4 PP
Code Industry Description 2002 2017 Change
517312 Wireless Telecom Carriers (except Satellite) 63.3% 86.3% 23.0
485310 Taxi Service 17.6% 77.2% 59.6
481111 Scheduled Passenger Air Transportation 33.6% 71.1% 37.5
517311 Wired Telecommunications Carriers 58.0% 64.1% 6.1
515210 Cable and Other Subscription Programming 63.9% 62.2% -1.7
334111 Electronic computer manufacturing 75.5% 58.0% -17.5
336111 Automobile manufacturing 75.5% 57.5% -18.0
512230 Music Publishers 55.4% 57.0% 1.6
519130 Internet publishing and broadcasting and search portals 41.1% 54.0% 12.9
512290 Other Sound Recording Industries 55.7% 50.7% -5.0
325412 Pharmaceutical Preparation Manufacturing 36.0% 43.9% 7.9
334413 Semiconductor and related device manufacturing 56.5% 43.7% -12.8
512199 Other Motion Picture and Video Industries 77.2% 39.6% -37.6
325414 Biological Product (except Diagnostic) Manufacturing 42.0% 39.5% -2.5
454110 Electronic Shopping and Mail-Order Houses 24.2% 36.6% 12.4
511210 Software Publishers 39.5% 32.4% -7.1
444130 Hardware Stores 13.4% 31.4% 18.0
512120 Motion Picture and Video Distribution 28.8% 29.9% 1.1
512240 Sound Recording Studios 9.7% 12.0% 2.3

Share of Business Output

It's not enough to analyze individual sectors. It is important to also analyze the sectors as a share
of the overall economy. To be sure, some sectors are more concentrated. But a key question is
what share of the economy these increasing concentration sectors constitute. Figure 6 shows the
percentage of sectors with low, medium, and high C4 in business output in 2002 and 2017.43
Sectors with a low concentration ratio, below 50 percent, had a much higher share in business
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output than medium (50-80 percent) and high (over 80 percent). Furthermore, low
concentration industries became a larger share of the economy. While the low concentration
sectors constituted 62 percent of the economy in 2002, by 2017, their share had grown to more
than 80 percent. Inverse patterns occurred in medium and high levels of concentration. The
share of economic output from highly concentrated industries fell from 10.6 percent in 2002 to
4.7 percent in 2017. In short, the U.S. economy is not becoming monopolistic, filled with giant
rapacious firms gobbling up market share. Most of the economy is unconcentrated, and that
share has been increasing. But surely the firms in the few concentrated industries must be
making rapacious profits. It is to that we now turn.

Figure 6: Percentage change in business output by C4 ratio classification of the U.S. economy**
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Most of the economy is unconcentrated, and that share has heen increasing.

Concentration and Prices

Surely concentration must enable firms to charge higher prices. In fact, of the 36 industries with
a C4 ratio of over 70 percent in 2017, and for which there was data available on price changes
from the BLS producer price index (PPI), 22 (61 percent) saw price increases from 2002 to
2017 that were lower than the economy-wide PPI. In fact, the correlation between the C4 ratio
and the change in PPl was actually negative (-0.31), meaning the more concentrated the
industry, the lower the price increase.

Concentration and Profitability

Surely concentration must enable the firms to earn higher profits. To assess this, ITIF combined
aggregated profit data from the Corporation Complete Reports from the Internal Revenue Service
with the Census C4 data at 3-digit NAICs code, as this was the level of aggregation in the IRS
data set.*® ITIF was able to get data on profits and concentrations for 80 industries.*® ITIF used
the measure of the ratio of net income over total receipts for profits. There is essentially no
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relationship between industry profitability and the concentration ratio in 2017 (a correlation
coefficient of 0.04).

Figure 7: Relationship between the C4 concentration ratio and industry profitability+’
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The more concentrated the industry, the lower the price increase.

WHY THE DIVERGENCE OF VIEWS?

As noted, the now widely accepted view is that U.S. industrial concentration has increased
significantly in the last two decades—and for many, to dangerously high levels. In fact, as this
analysis of Census data has shown, there is virtually no support in the data for this view. So
what explains this divergence between conventional wisdom and evidence? There are at least
three main reasons.

First, many people, even pundits and analysts, tend to generalize from personal experience. We
see this in how so many experts argue, without any real evidence, that the pace of technological
innovation is accelerating, just because they see the pace of innovation in smartphones.*® The
same dynamic occurs with regard to views toward changes in concentration. Many Americans use
Google, Amazon, and an iPhone, and fly on the four major airlines, and simply assume that
concentration must be endemic.

Second, people’s attention is asymmetrical: Whenever a major merger is announced, there is
usually a widespread reaction advancing the narrative of galloping concentration. But when
companies announce divestitures that often reduce concentration, it is like the proverbial tree
falling in the forest: silence. Case in point is recent divestitures, including AT&T’s divestiture of
Time Warner, Astra Zeneca's divestitures, and 3M'’s divestitures, have received virtually no
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attention.*® Yet, according to Ernst and Young, private equity-backed divestitures have increased
40 percent this year.* Likewise, the growth of smaller companies into larger ones that take
market share away from the largest companies in a particular industry is rarely noticed. For
example, companies such as Salesforce, Netflix, Biogen, and Gilead were much smaller a decade
ago but now challenge the leaders.®!

Finally, and most importantly, the key reason the “monopoly” narrative has become dominant is
that neo-Brandeisians (individuals who oppose large corporations) seek a wholesale change in
antitrust law to break up large companies, and the narrative of out-of-control monopolization is a
critical intellectual tool for their campaign. Over the last 15 years, the neo-Brandeisian view has
become the dominant one for most progressives, based on the view that virtually all economic
problems stem from one cause: large corporations. This has led to a proliferation of progressive
screeds against bigness: Tim Wu's 7he Curse of Bigness, Matt Stoller's Goliath: The 100 Year
War Between Monopoly and Democracy, Jonathan Tepper’'s The Myth of Capitalism: Monopolies
and the Death of Capitalism, Zephyr Teachout's Break ‘Em Up: Recovering our Freedom From
Big Ag, Big Tech and Big Money, Barry Lynn’s Cornered: The New Monopoly Capitalism and the
Economics of Destruction, and perhaps the book with the catchiest, if not the most eloquent,
title, Sally Hubbard’'s Monopolies Suck: 7 Ways Big Corporations Rule Your Life and How to Take
Back Control.

The key reason the “monopoly” narrative has hecome dominant is that neo-Brandeisians seek a
wholesale change in antitrust law to break up large companies, and the narrative of out-of-control
monopolization is a critical intellectual tool for their campaign.

These books almost all start with a description of an idealized world before the 1980s when
corporations were supposedly much smaller and everyone else much better off, and then a host
of economic problems since then are all laid at the feet of the rise of so-called monopolies and
the rise of a new corrupt school of antitrust, enabled by craven antitrust scholars in the pocket of
big companies. And like a three-act play, the finale involves the neo-Brandeisians coming to save
us and restoring some long-lost American dream by taking the antitrust hatchet to big, bad
corporations. To do that, though, they must first convince voters and pundits that there is a
serious problem of monopoly that calls into question the validity of the current antitrust system.
The facts, unfortunately for the neo-Brandeisians, completely undercut their case.

CONCLUSION

As Daniel Patrick Moynihan once famously stated, “Everyone is entitled to his own opinion, not
his own facts.” It is time for the debate about monopoly and industry concentration to be
grounded in facts.

And the facts (data from the Economic Census)do not support assertions of monopolization.
More than 80 percent of business output is in sectors with low concentration ratios, including
many advanced technology industries. Moreover, from 2002 to 2017, concentration mostly
stayed low and increased very little. In addition, more-concentrated industries did not on average
show greater increases in prices or boosted profits than others.
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It is unlikely that this data will convince neo-Brandeisian, anti-corporate advocates to modify
their Cassandra-like warnings of the monopolization of the U.S. economy. But hopefully it will
provide a helpful contribution to the debate over concentration for pragmatic individuals who are
guided by facts.
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