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Outline

Trends in Markups, Financial Constraints and Investment:
Summarize the state of the literature and outstanding issues

Discuss the paper, “Markups and Productivity under Heterogeneous
Financial Frictions” by Altomonte, Favoino, Sonno

Discuss the paper, “Born in Hard Times: Startups and Intangible
Capital during the Financial Crisis” by Gonzalez-Torres, Manaresi, and
Scoccianti
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State of the Literature: Concentration/markups increased
in the US, EU not clear, no mention of EM

1. Interpretation 1 (US): Market Power—Increase in concentration goes together

with increase in markups

⇒ Low investment, low productivity via decreased competition
De Loecker and Eeckhout (2017), Gutierrez and Philippon (2018) and Hall (2018),
Baqaee and Farhi (2017), Farhi and Gourio (2018)

2. Interpretation 2 (US): Technology—“super star” firms have higher market shares;

importance of intangible K

⇒High productivity, and most likely high investment
Autor et al. (2017), Alexander and Eberly (2016), Crouzet and Eberly (2018),
Baqaee and Farhi (2017)

3. Interpretation 3 (US-EU): Technology cannot explain the difference between the

EU and US: EU has better competition policy, Guiterrez and Philippon (2017,
2018)

4. Interpreation 4 (US-EU): Technology and Heterogeneity: Super star firms and

digital sector shows increasing market power (both markups and
concentration—Bajgar et al., OECD (2018))
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Europe Measurement Issue
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(Kalemli-Ozcan et al. (2019): 50 % of consolidated accounts are large foreign firms)

The important role of foreign firms: As part of the EU integration process, there

has been an increase in cross-border investment (M&A), which drives up the share
and role of foreign firms (consolidated accounts) over time in concentration trends

3 / 21



Role of foreign firms in driving increasing concentration
until 2004–2005
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(Kalemli-Ozcan et al. (2019): Break in 2004–2005 is related to EU directives on
cross-border M&A)
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Recent Findings: IMF report, forthcoming and Diez, Fan,
Villegas-Sanchez, 2018
A global investigation of markups

Market power (markups) has increased in AEs not in EMs

The increase is moderate
⇒ (an order of magnitude smaller than literature with large firms)

The increase is larger when focused on top decile firms—high markup
firms get larger and they are more productive

Baqaee and Farhi (2017): In an economy with distortions there are
high and low markup firms, market allocates resources to high mark up
firms since they are more productive and so they get larger.

Firm heterogeneity in the cross-section in terms of size is
important for understanding trends in marksups in the aggregate
economy
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Discussion of “Markups and Productivity under
Heterogeneous Financial Frictions”

The key message: Larger firms charge higher markups because they
have better access to finance

A theory for endogenous markups that is directly linked to firm
heterogeneity in access to finance

Result is conditional on firm size and productivity

General Impression and Comments:

An elegant paper that brings theory and data together

I like the model and believe in the theoretical results

I am less convinced by the evidence given the data, measurement and
endogeneity issues

6 / 21



Discussion of “Markups and Productivity under
Heterogeneous Financial Frictions”

The key message: Larger firms charge higher markups because they
have better access to finance

A theory for endogenous markups that is directly linked to firm
heterogeneity in access to finance

Result is conditional on firm size and productivity

General Impression and Comments:

An elegant paper that brings theory and data together

I like the model and believe in the theoretical results

I am less convinced by the evidence given the data, measurement and
endogeneity issues

6 / 21



Data Issues

Manufacturing sector, 1 year, 15000 firms from 7 European countries
⇒ representation not clear (drop less than 10 employee; over sampling
big firms)—mean size 65 (employment)

Matched to balance sheet data from ORBIS for 2002–2013 ⇒
representative

Both time series and cross section variation important for
identification but cross section may not have enough variation on
firm size
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Need a Representative Firm Size Distribution
Share of Output/Wage Bill by Size Class, Kalemli-Ozcan et al. (2019)

Mean employment 16 29 22 63 19 29

Spain Italy Hungary Germany France Austria

ORBIS-AMADEUS

1-19 employees 0.19 0.11 0.18 0.01 0.08 0.14

20-249 employees 0.47 0.53 0.50 0.33 0.30 0.43

250+ employees 0.34 0.36 0.32 0.67 0.61 0.43

Eurostat (SBS)

1-19 employees 0.20 0.22 0.21 0.07 0.14 0.15

20-249 employees 0.43 0.44 0.49 0.26 0.31 0.41

250+ employees 0.37 0.34 0.30 0.67 0.55 0.44
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What does θ capture? Access to Finance?

Cross-verification of θ with other financial capability/access to finance variables

Loans: An equilibrium outcome of credit demand and credit supply

Interest expense, ASCL: balance sheet strength variables,
correlated with the business cycle

Need all or some combination of Country×industry×year fixed
effects

9 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Endogeneity Problem

Important to understand what θ captures since this matters for the
endogeneity issue

Larger firms have more collateral and charge higher markups but
charging higher markups makes them even larger and so they will have
even more collateral

Do larger firms charge higher markups because of better access to
finance? Or the positive association between financial capability and
markups is due to higher exports

Robustness for important omitted variables like exports and R&D done
only in cross section and not in the panel

Firm access to finance/firm leverage is endogenous to firm life-cycle
and shocks (without the shock hard to interpret firm balance sheet
variables as financial constraints binding or not)

Need Country×industry×year fixed effects and a shock

10 / 21



Heterogeneity in firm leverage/firm financial constraints

Two types of borrowing constraints for firm i:

1.
bi <= θ × ki

Link to aggregate shocks:

bi <= θ × P × ki

When constraint binds, no heterogeneity in leverage across
firms

2.
bi <= θ(ki)× ki

b: debt, k: capital, P=1/R: interest rate or P=1/E: exchange rate

Which one data supports?...
What is the shock that leads to a binding constraint?
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Differential response of firm leverage to ↓ interest rates

Firm-level heterogeneity in accessing finance have implications on
aggregate productivity when all firms face a lower interest rate

↓ in real interest rate =⇒ ↑ in desired capital (K) for all firms

firms with high net worth: ↑ K, face ↓ returns to K

firms with low net worth: cannot expand K, face ↑ returns to K

dispersion of capital returns ↑ within a 4-digit sector and aggregate
TFP ↓

importance of size-dependent borrowing constraint

Gopinath, Kalemli-Ozcan, Karabarbounis, Villegas-Sanchez, Capital Allocation and
Productivity in South Europe.
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Leverage and Firm Size in Europe during Boom: Shock is ↓
interest rates
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Productivity in South Europe.
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Is Europe unique?

Similar picture in the US in terms of the importance of role of firm size in
firm leverage..

..but one needs data on financial positions of small firms to get a
meaningful variation in firm size
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Leverage and Firm Size in the US during Boom
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Dinlersoz, Hyatt, Kalemli-Ozcan, Penciakova, Leverage over the life cycle of U.S. Firms.
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Leverage and Firm Size in the US during 2008–2009 Crisis

Dinlersoz, Hyatt, Kalemli-Ozcan, Penciakova, Leverage over the life cycle of U.S. Firms.
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Discussion of “Born in Hard Times: Startups and Intangible
Capital during the Financial Crisis”

The key message: Firms born during financial crisis are better

Because firms with high intangibles affected less from credit shock and
they are more productive

General Impression and Comments:

Nice idea but paper is very preliminary

I am not sure how intangibles are measured—why intangible firms are
more productive?

Evidence on firms hit by the credit shock less are the ones with more
intangibles and the ones who survive is not clear (need firm-bank-loan
level evidence)

What do results imply for aggregate productivity?

Contribution of the model is not clear given the paper by Ates and
Saffie (2014)
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Ates and Saffie (2014): Fewer but Better

Use the Chilean sudden stop of 1998 caused by the Russian sovereign
default and show in Chilean plant-level manufacturing data that
cohorts born during the crises years have less firms but each of these
firms are on average more productive

A model with endogenous firm dynamics linking firm decisions and
aggregate productivity growth in a full dynamic GE.

Current paper compares two SS, which is also nice but the link to
the data not clear: assumes different SS reflect different periods—crisis
vs. non-crisis.
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Entry is lower during crisis but the firms entered are more
productive
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Suggestion

The authors have great financial data:

An exogenous shock to credit conditions

Why not a DID exercise that traces out the effect of the interbank
shocks to firms differentiating firms with intangible versus tangible
capital?

Then aggregate the effects to predict effects on aggregate productivity
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Conclusion

Both papers are on super important questions and must read

Once data and identification challenges are resolved, they both will be
great contributions to the literature!
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APPENDIX



Importance of using a representative set of firms
Coverage Relative to Eurostat

Spain Italy Portugal Germany France Norway

1999 0.69 0.59
2000 0.71 0.63 0.70
2001 0.73 0.62 0.72
2002 0.75 0.69 0.75
2003 0.74 0.68 0.73
2004 0.75 0.71 0.71 0.66
2005 0.74 0.72 0.71 0.67
2006 0.74 0.73 0.91 0.34 0.72 0.71
2007 0.74 0.73 0.94 0.34 0.73 0.73
2008 0.72 0.84 0.97 0.28 N/A 0.65
2009 0.72 0.81 0.96 0.28 0.71 0.85
2010 0.73 0.83 0.96 0.30 0.73 0.82
2011 0.74 0.86 0.97 0.78 0.75 0.82
2012 0.75 0.86 0.96 0.75 0.74 0.87
2013 0.74 0.85 0.97 0.76 0.74 0.88
2014 0.76 0.87 0.97 0.75 0.76 0.88
2015 0.76 0.88 0.98 0.79 0.77 0.89
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Problem: lack of data in the US on small and young firms
financial positions

Extensive literature on employment/growth dynamics of U.S. firms

Far less is known about how these firms finance their growth

What is known about firms’ financing behavior derives
primarily from publicly-listed firms in Compustat:

26 percent of domestic employment

44 percent of domestic gross output

Non-Compustat firms’ financial conditions must have important
macroeconomic implications:

They account for over half of economic activity
Most susceptible to the effects of financial shocks

WE BUILD: LOCUS Data:
LBD from Census + Orbis from Moody’s + Compustat from S&P, US
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Firm Size Distribution in US: Employment
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Source: Data from Census, LBD, Compustat and ORBIS. Figure from Dinlersoz, Hyatt,
Kalemli-Ozcan, Penciakova, Leverage over the life cycle of U.S. Firms.
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Firm Size Distribution in US: Output
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