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Firm size market concentration and labor income share

SHENG Bin HAO Birong
( School of Economics Nankai University Tianjin 300071 China)

Abstract: In recent years China’ s labor income share has shown a downward trend. From the perspective of market
structure and based on Chinese NBS data this paper systematically investigates the effect of firm size and market
concentration on firm” s labor income share. The findings are as follows. Firstly there is a significant negative correlation
between firm size and labor income share which is caused by the positive correlation between firm size and markup ratio.
Secondly the higher the market concentration the higher the markup ratio and the lower the firm’ s labor income share.
Thirdly by comparing the expected size and actual size of Chinese large firms this paper finds that the existence of
differentiated policies has caused the actual size of some firms to be larger than their expected size. The misallocation of
resources also has caused unnecessary loss of labor income share. Finally the Shapley decomposition results show that the
contributions of firm” s relative size and market concentration to labor income share are only lower than the contributions of
profit ratio and biased technological progress also significantly greater than other factors. The paper provides evidence for
understanding the income distribution effect of market structure and will also help provide policy inspiration for upgrading
labor income share.

Key words: firm size; market concentration; labor income share; markup; differentiated policies; Shapley decomposition



