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The average labor share at the 

company level—defined as

total remuneration to employees 

divided by value added–declined 

for some countries in our sample 

(France) but increased in others.
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Now we redo the graphs in 

Figure 1 but weigh labor 

shares by firm size. For 

Germany, reflects 

reallocation of market share 

towards lower labor share 

enterprises.



Why Should we care?

• Direct Link between falling labor shares and rising 
inequality

• Gini = LS*concentration of labor income + 
KS*concentration of capital income. 

• Jacobson and Occhino (2012): every 1 percent fall in 
the labor share leads to a 0.33 rise in the Gini 
Coefficient. 8 percent labor share decline raises US 
Gini by 2 to 3 percentage points.
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Decline 

remarkable 

for USA but 

extensive 

data not 

easily 

available to 

explore  

possible 

explanations



Overview for this paper:

1. Identifies impact of four major factors driving labor share 
changes across 5 countries: France, Sweden, Germany, 
Hungary, South Korea

2. Focus on market power, technological change, intangible asset 
investments and globalization

3. Determinants of labor shares, employment, and wages

4. Utilization of Orbis database for comprehensive firm-level
data
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Contribution of Today’s Paper
• Most analyses focus on one single explanation:

– Autor et al (2020): market power
– Acemoglu and Restrepo (2020): technological change
– Autor et al (2014), Pierce and Schott (2016): globalization

• Classic Omitted Variable bias: induces “over 
explaining” the labor share according to Grossman 
and Oberfield (2022)

• Heterogeneity across countries: Model gives intuition 
and Empirics confirm this
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Key Findings

• Market Power: Increased concentration ratios are
associated with lower labor shares (except in Sweden) and lower 
employment. But in Sweden, strong labor institutions capture rents.

• Technological Change: investments in technology, particularly R&D, 
lead to a significant decline in labor shares and employment.

• Globalization I: export activity correlates with labor shares differently 
across countries; positive impact in South Korea, Hungary, (China) 
but negative impact for rich European countries.

• Globalization II: export activity positively associated with employment 
growth everywhere: trade spurs employment BUT is associated with 
large wage declines.
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Theory in Autor et al:(2020)
• Firms have market power in product markets

• In labor market, firms have all the bargaining power 

so capture entire rents

• With these two assumptions increases in markups 

automatically lead to lower labor shares. If production 

technology is of the form Y = AiL
αKβ   then with market 

power
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Theory in this paper is different:
• Bargaining Over Rents

• Labor and capital bargain to determine their share

of the rents. The outcome of bargaining, if we

assume Nash bargaining, can be derived from

finding the solution to maximizing—over wL and

wK—the following, which is the product of the

surplus each player receives over their so-called

threat point:

(wLvL − UL0) (wKvK − UK0)

We can define the threat points as:

UL0 = w∗ vL − fLvL (5a)

UK0 = w∗ vK − fKvK (5b)

So our maximization problem becomes:

max {wLvL − w∗ vL + fLvL} {wKvK − w∗ vK + fKvK}     
(6)

over wL and wK and subject to:

wLvL + wKvK = G(R)

The first-order conditions with respect to wL and wK are 
(where λ is the multiplier on the constraint):
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This paper
• Bargaining allows workers to earn more or less than 

competitive wage—they can share in surplus:

• Labor’s share rises if alternative returns to labor rise, 

alternative returns to capital fall, fixed costs to capital 

of relocating rise or fixed costs to labor of relocating 

fall
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Basic Specifications (for country c, sector j, year t):
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Two approaches to identification:

(1) Firm level: own firm values excluded
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𝑆𝑒𝑐𝑡𝑜𝑟𝑅𝑎𝑛𝑑𝐷𝑖𝑗𝑡 =


𝑘≠𝑖

𝑛

𝑟𝑒𝑠𝑒𝑎𝑟𝑐ℎ𝑑𝑒𝑣𝑒𝑙𝑜𝑝𝑚𝑒𝑛𝑡𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠𝑘𝑗𝑡


𝑘≠𝑖

𝑛

𝑡𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑘𝑗𝑡

𝑆𝑒𝑐𝑡𝑜𝑟𝑇𝑟𝑎𝑑𝑒𝑠ℎ𝑎𝑟𝑒𝑖𝑗𝑡 =


𝑘≠𝑖

𝑛

𝑒𝑥𝑝𝑜𝑟𝑡𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑘𝑗𝑡


𝑘≠𝑖

𝑛

𝑡𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒𝑘𝑗𝑡

(2) Sector level: 2SLS with other country values 



R and D Shares over Time Rising
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Sector 

Definitions: 

Orbis
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Country 

Coverage 

favors 

Europe
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IS Code (from BVD) Number of Observations Percentage of Total

DE 1,751,549 4.07

FR 26,648,120 61.97

HU 4,765,725 11.08

KR 4,465,769 10.38

SE 5,375,334 12.50

TOTAL 43,000,061 100.00
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Concluding Comments
• Use of Orbis data allows delving into millions of firm records across 1998 through 

2019. 

• Globalization, technical change, and market power are all associated with lower 
labor shares. Magnitudes are largest for globalization and technical change. At the 
enterprise level, a 1 percent increase in export shares is associated with a .3 
percent reduction in labor shares. For R and D, the decline is .6 percent.

However, both theory and data indicate differences across countries:

• Market power is associated with lower labor shares for countries with low worker 
bargaining power and the opposite for a country like Sweden. Market power is 
associated with lower employment for all countries.

• Globalization is associated with lower labor shares in countries with higher wages 
(Sweden), where firms can find alternative locations with lower labor costs. The 
opposite is true in countries in our sample with lower GDP per capita (Hungary).

• Labor demand is positively associated with trade; negatively with CR4 and R & D

• Wages are strongly negatively associated with export shares
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