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Résumé

A partir d’estimations réalisées sur des donnéetselles concernant des pays de I'OCDE, I'étuberche a
clarifier les déterminants de la formation deseerdt les mécanismes de leur partage, et en petileurle des
régulations dans ces processus. Elle mobilise uelpde 4 136 observations, correspondant & desédsnn
sectorielles sur 17 pays de I'OCDE sur la pério@8812007. Ces données rapprochent la base STABket |
indicateurs de régulation construits par 'OCDE.

Notre approche présente trois originalités. Toutbdrd, I'analyse empirique est menée en deux étd@es
premiére étape décrit la formation des rentes. Bbagque observation (croisement d'un pays-sectenge), la
taille des rentes, mesurées par le prix de la vamutée relativement au prix du PIB, est supposédépendre

gue des régulations anticoncurrentielles direatesesmarché des biens. La seconde étape dégnibtessus de
partage des rentes. La seconde originalité dedéétst que trois destinations des rentes sonhgligies : les
secteurs amont, le capital et le travail. Enfintriz@isieme originalité est que le niveau sectodes données
mobilisées pour l'analyse empirique permet d'estindes relations plus sophistiquées que des données
nationales agrégées.

Les principaux résultats obtenus sont les suiva@tmcernant la création des rentes, il apparait lgge
régulations anticoncurrentielles directes élevenfagon significative la taille des rentes. Conaetrle partage
des rentes, il apparait que la part du capital tanaleur ajoutée i) augmente avec la taille @ees, diminue
avec les régulations anticoncurrentielles dansésseurs amont et augmente avec I'écart de PIBriglct ii)
diminue avec I'écart de PIB national, augmente d@d¢aux de chdmage national et diminue avec lgglagons
protectrices de I'emploi ; iii) augmente avec l&raction de la taille des rentes avec le taux danelge et
diminue avec l'interaction de la taille des renteg&c les régulations protectrices de I'emploi. @esultats
confirment I'existence de trois destinations degeas (la rémunération du travail, la rémunératiarcdpital et
les secteurs amont). lls montrent également quogdbitance de chacune de ces destinations dépepdudoir
de marché de son bénéficiaire. Tous ces résukiatsgsent robustes a de nombreux tests de seésibili

Mots clés:Rentes, rémunération du capital, taux de marge, négulations, écart de PIB, chémage
Codes classification JEL: E25, J20

Abstract

Through panel estimates using OECD country-industayistics, this paper aims to clarify the deteants of

rent creation and the mechanisms of rent sharimg) tize role of market regulations in these procedseises a
panel database of 4,136 observations, comprisidgsiny-level data on 17 OECD countries over thdoger
1988 to 2007. This dataset merges the STAN datadbrabeegulation indicators, both compiled by theCDE

Our approach presents three original featurest, Eire empirical analysis is carried out in twopsteThe first
explains the rent creation process. For each cpumdiustry-year observation, the size of rents, snead by the
value added price relative to the GDP price, isiaesl to depend solely on direct anti-competitivgutations
on services and goods. The second step explaingethesharing process. The second original featitbat
three destinations of rents are distinguished fwhecountry-industry-year observation: upstreanustrikes,
capital and labour. Finally, the cross-country-isity analysis makes it possible to estimate momapdex
relations than at the country data level.

The main empirical findings are as follows. Regagdihe rent creation step, direct anti-competitigulations
are associated with a very significant rise in @n¢. Concerning the rent sharing step, the deglite in value
added appears to i) increase with rent size, dsereath anti-competitive regulation in upstreamtsecand
increase with the industry specific output gap;décrease with the national output gap, increash thie
national employment rate and decrease with employmetection regulation; iii) increase with thedraction
of rent size and the unemployment rate and decmeitisehe interaction of rent size and employmematgction
regulations. These results confirm the existencehode destinations for rents (labour remuneratiapital
remuneration and upstream industries). They alswghat the magnitude of each destination dependthe
market power of its beneficiary. All these resalts robust to a variety of sensitivity checks.

Keywords: Rents, capital share, prices, market regulationgut gap, unemployment
JEL Classification: E25, J20
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INTRODUCTION

In the last two decades, a considerable econotaiaiure has been devoted to the determinants of
rent creation and to the mechanisms of rent shafihgpugh panel estimates using OECD country-
industry data, our empirical analysis aims to &athese mechanisms, and the impact of market
regulations on them. These issues are importantHerdynamics of inequalities or for growth
analysis: creation and appropriation of rents aneray the main motivations for investment, whether
physical or intangible, such as R&D and know-howr @ survey, see Aghion and Howitt, 2010), and
also determine the overall level of wages acrodgstries or countries.

Among the numerous papers devoted to this issuelrawe on a few that are particularly related to the
approach developed in this analysis. In their teegoal modelling, Blanchard and Giavazzi (2003),
and Spector (2004), assume: i) that rents stem &mtiircompetitive regulations on goods and services
industries, and ii) that the sharing process oftsrdsetween labour and margins depends on the
bargaining power of labour, which in turn is linkeddlabour market regulation. In these approaches,
the share of labour in value added increases wdithour bargaining power. Anti-competitive
regulations on goods and services industries iserélae size of the rents to share and, for a given
labour bargaining power, increase real wages als hmbever, they have an ambiguous impact on the
value added labour or capital shares. In his egglipaper on 600 individual UK firms, Van Reenen
(1996) assumes that rents are created by innogatibere's innovation data coming from an original
specific survey— these rents being shared betwamyut and capital depending on labour bargaining
power. Here also, the share of labour in value dddeshown to increase with labour bargaining
power but innovations have an ambiguous impacttofinitheir theoretical and empirical cross-
country analysis on some network industries, Azrivinning and Van Reenen (2011) look at the
impact of services and goods market regulationdenabour share. They measure services and goods
market regulation using two indicators: public owalép and barriers to entry, whereby they show
that the labour share increases with the firstciair (which in fact captures labour bargaining pow
and decreases with the second. Recently, YoungZatata (2011) proved the advantage of using
panel industry-level data in the US case and shhativitnion density (membership or coverage rates) is
correlated with labour’'s share and this correlaiimereases in the elasticity of substitution betwee
labour and capital.

Overall, it appears in the literature that the iotpEf services and goods market regulations apgears
be positive on rent creation and real wages, batase ambiguous on labour and capital sharing of
value added. On the other hand, labour market atignk have no significant impact on rent creation
but a positive one on real wages and on the |akivane.

Here, we use a country-industry panel databasee Mogcisely, the database combines data on 18
industries in 17 OECD countries over the period8L&82007, constituted from the STAN database
and the regulation indicators both compiled by @ECD. After accounting for missing data and
eliminating spurious observations, we arrive atidegarge dataset of 4,136 observations.

The empirical analysis takes place in two step fliist explains the rent creation process. Foheac
country-industry-year and observation, the sizeeats is measured by the value added price relative
to the GDP price. In the estimated relation, tlze sif rents is assumed to depend solely on dirdgt a
competitive regulations on services and goods. rakwanti-competitive indicators are then tried
intern: import taxes, FDI restrictions and barrierentry. Because of the lack of information atssr
country-industry level, innovation has not beeredlily taken into account to explain the rent si¥e.
may expect that, as competitive pressure decreaisesanti-competitive regulations, innovation is
also affected by these anti-competitive regulatith®ieans that our results will indicate the impac

the rent sizes both of anti-competitive regulaticesd partly indirectly of innovation. More
specifically, an increase (decrease) in regulatinogeases (decreases) rents directly but affeets t
indirectly impaired incentives to innovate. Thentimates of the impact of regulations on rent size
may be downward-biased and potential impacts estoina the paper should be interpreted as a lower
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bound. Our results indicate that the first diregsifive effect dominates the second negative ictlire
one.

The second step explains the rent sharing pro¢ésse destinations of the rents are distinguisied f
each country-industry-year observation: upstreatustries, capital and labour. The first is an ord)i
contribution of our study and requires further exgition.

Most empirical studies on the competition-value eaticsharing process focus on competitive
conditions within each industry. But rents shoukbae reduced by lack of competition in industries
that sell intermediate inputs that are necessarypfoduction. If there is market power in these
upstream industries, firms in downstream industfé&® higher input prices that mechanically seize
their rents. These intuitive mechanisms are desdriior example by Bourlest al. (2010), among
others. In the spirit of this study, we use ouatigke price variable to measure rents in each immgus
We measure the importance of this lack of competiin input-providing industries (henceforth called
“upstream” industries) for each industry (hencéfoftiownstream” industries) by means of input-
output relationships.

The relation estimated in the second step expthmsapital share in value added by several fadjors
the size of the rents (measured as in the firg) sig the indirect upstream size of the rent (mgad

as in the first step) on the services and goodkenaiii) labour market anti-competitive regulatjon
with a negative impact expected, iv) the interatidetween the size of rents and labour market
regulation, with a negative impact expected, argl themployment rate with a positive impact
expected, v) the position of the country overall amore specifically of the
country-industry within the business cycle, witinegative impact for the first and a positive one fo
the second.

Compared to the existing literature, our approactpldys several original features. First, we
decompose the two steps: rent building and rentirghaSecond, we distinguish for each country-
industry between three destinations for rents: repst industries, capital and labour. Third, the
analysis is conducted at the cross-country-indusaite level, giving a broad observation panel which
allows us to estimate more complex relations thaa @untry data level. Thanks to this, the specifi

impact of some variables can be tested.

The main results of the analysis are as followgdr#ing the rent creation step, the estimates stigge
that direct anti-competitive regulations strongffeet the determination of rent size. Concerning th
rent sharing step, it appears that the capitalesimvalue added i) increases with rent size, dasas
with anti-competitive regulations in upstream sextand increases with the industry specific output
gap; ii) decreases with the national output gapreases with the national employment rate and
decreases with employment protection regulatidninicreases with the interaction of rent size trel
unemployment rate and decreases with the interaaiiforent size and employment protection
regulations. These results confirm the existencthiie destinations for rents (labour remuneration,
capital remuneration and upstream industries) &edfact that the importance of each destination
depends on the market power of the recipient corcerThe relations between the value added capital
share and the business cycle position are intuiéimencrease in demand pressure increases theimark
power of a producer but, at the same time, an &serén demand pressure elsewhere but in a specific
industry decreases the market power of this ingugti these results seem robust to a variety of
sensitivity checks.

The paper is organised as follows. The next seqi@sents the empirical strategy of the study.
Section 3 presents the data. The results of thenasts are presented in section 4. Section 5 ieslud
various robustness checks. A final section condude

1 Such upstream anticompetitive indicators wered iseprevious OECD papers, for example Conweayl.

(2006) and Arnolcet al. (2011).
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1. EMPIRICAL STRATEGY

In this section, we present the empirical methoglpladopted in this paper in order to identify the
process of rent creation and rent sharing at tthesiny/country level.

We proceed in two steps, in the spirit of Van Ree(l996). We first identify the creation of rent
induced by lack of competition. We then study tharig of these rents. We argue that rents do not
necessarily translate fully into profits for thenfi but can be captured by other agents. Workers
through wage bargaining or input providers -whiciynthemselves be operating in a non-competitive
environment- setting higher input price can cappa# of these rents.

We first focus on rent creation. This step is dedai the empirical analysis of the impact of direc
anti-competitive regulations on rent size. Our apph is in fact related to the theoretical modgllin

proposed for example by Blanchard and Giavazzi 3p@hd Spector (2004), among others, who
assume that rents are determined by anti-competiigulations. We formally estimate the following
relation:

RSst= 00.DACRst.1 + Zi((xi-FEi) + &cst (1)

WhereRSs; and DACR.;.1 correspond to the rent size for countpythe industrys at timet and the
anti-competitive regulation indicator for countgy the industrys at time t-lrespectively. FE;
corresponds to a particular fixed-effeethich can be related to the country, the induatrg the time
dimensions, and. is a three-dimensional white noise. A lag of oearyis introduced foDACRto
take into account some delays in the impact of@oripetitive regulations on rent size and to avoid
some simultaneity and endogeneity problems. Thé#icieat o, is expected to be positive,e0).

We then focus on rent capture. The main idea it révats do not necessarily translate into higher
profits, depending on which agent captures the rgotkers through wage bargaining (a variable we
relate to bargaining power) or input providers tavdstream industries through setting higher input
prices if they benefit from anti-competitive regigas (a variable we relate to indirect prices). Wge
capital share as a dependent variable to hightightresult from the rent sharing process between
these three different agents, namely: upstreamsinds, downstream industries and workers. Rents
can translate into capital shgeéS) depending on the ability of firm stakeholders &pture the rent
generated from regulation. We formally estimateftliewing relation:

CSse ﬁl'RSSt-l- 2y (ﬁv-xv,csa + Z‘j (ﬂj.xj,csthS:st) + Z‘ﬁk.zk,cst'i' El((xlFE) + flest (2)

whereX is a set of explanatory variables for rent captwrdifferent agents and a set of control
variables. We also introduce interaction terms eetwour explanatory variables for rent capture and
the size of rent, reflecting the fact that the gifzeent translates into a higher capital shareeddmg

on ability of other agents to capture part of tieist. The mean effect of rent size on the caphtates

(p1 if RSis the only regressor to be included in regregsmrambiguous and we do not expect any
particular sign. For instance, if the bargainingvpo of workers is strong enough to capture the
entirety of rents through higher wages, rents ungntusly increase the labour share and decrease the
capital shareu. is a three-dimensional white noise.

Through the fixed-effectd=E;, estimates are carried out in a within dimensiaithin from
countryxindustry and industryxtime dimensions atsb drom a countryxtime dimension. For some
second step estimates (rent capture), countryxtiired-effects are dropped. Indeed, some
explanatory variables have no industry dimensiee (low).

We now detail the choice of variable we includetle regression and present some descriptive
statistics.
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3. DaTA

In order to investigate empirically the impact efjulations on rent creations and the determindnts o
rent capture, we neepindicators for rent formation and the distributiointhese rentsi) explanatory
variables for these two distinct mechanisms. Meygiifferent sources, we were able to assemble a
cleaned unbalanced panel of 4,136 observationslforcountries and 18 industri€sover the
1988-2007 period. For all countries, series stat988 with reliable data. A notable exceptionais f
countries from the former Communist Bloc whose tapshare after 1989 exhibits abnormal
fluctuations. For those countries we choose td tarseries in 1995As a robustness check we run
regressions without those countries and startingssince the beginning data are available. Result
remain unaffected (not reported in the paper).

3.1 Dependent variables
3.1.1 First step: rent creation

There are many measures of rent in the literatdesy authors have focused on mark-up, profit per
head, Tobin’s Q, or the profit share (see Van Reeh®96 for instance). Nevertheless, these measures
do not take into account an important dimensioreof which we focus on in this paper: Rents may be
captured by workers or any other agent involvethénproduction chain (input providers) and does not
necessarily become pure profit for the firm.

In our empirical approach, we choose a more diregdsure of rent size in the spirit of Blanchard and
Giavazzi (2003). Rent sizeR§ is measured for each observation (which combthescountry,
industry and year dimensions) by the log of theugahdded price relative to the GDP price).C
Through the fixed-effectd~E;, estimates are carried out in a within dimensiaithin from
countryxindustry and industryxtime dimensions afsb,afor some estimates, from a countryxtime
dimension. For this reason, the fact that all gi@d consequently relative prices, are equahé& o
the base year (here the year 2000) poses no probietimese within dimensions, we assume that an
increase (a decrease) i, the log of the value added price relative to @@P price, means an
increase (a decrease) in rents.

Data on prices at industry level are available fr®60 in the OECD Stan dataset depending on the
country and industry. Measuring prices is oftefficift, especially in industries subject to substn
qualitative improvement over time. This is the casée “Electrical and optical equipment” industry
(30t33) which includes computers and communicagiquipment. In such cases there exist different
methodologies between countries to construct retewace indices which give very different resdlts.
For instance, for the US, the price in this indpstas divided by a factor of six since 1980. For

Austria, Belgium, Czech Republic, Denmark, Spaimldhd, France, Germany, Hungary, ltaly, Japan,
Korea, Netherlands, Norway, Sweden, United Kingdom United States of America.

Food products, beverages and tobacco (15t16}jl@gxextile products, leather and footwear (97tWood
and products of wood and cork (20); Pulp, papepepgroducts, printing and publishing (21t22); Cieah
rubber, plastics and fuel products (23t25); Othen-metallic mineral products (26); Basic metals and
fabricated metal products (27t28); Machinery, n2@){ Electrical and optical equipment (30t33- aaflié
but dropped, see below); Transport equipment (34t@anufacturing nec, recycling (36t37); Electryciyas
and water supply (E); Construction (F); Wholesald eetail trade (G); Hotels and restaurants (HgnBport
and storage (60t63); Post and telecommunicatiofis @nancial intermediation (J); Renting of m&eaqda
other business activities (71t74).

This includes Germany due to the reunificationcess.

From now on, we denote with lower case variatiias stand for log values.

For instance, in the US national account, theohedmethod is used for these industries. Thioistine case
for most OECD countries.
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France it was halved whereas it increased in mamytcies, such as Korea, Spain and Italy. Such
extreme differences are difficult to explain soleby different patterns of specialisation or
technological changeand measurement issues are a serious concefnigandustry as a result. We
choose to drop this industry from the analysis iatude it as a robustness check. The results remai
very similar (see section 6).

Of course, our relative price variable does notwapperfectly all sorts of rent in a given seabany
point in time. Prices can be fixed administrativelysome sectors and a proportion of rents can be
measured in terms of quantity such as the ratimhfme produced per unit of capital for instancee W
believe that most rents translate into higher valdéed prices. Indeed, our first step estimates sho
unambiguously that our indicators of rigidities tre product market have a very robust and strong
impact on our relative price variable.

3.1.2 Second step: rent sharing

As we saw in the previous section, rents do noes&arily translate into higher profit, depending on
which agent captures the rent. Focusing on thegdsam the capital share allows us to determine to
what extent rents translate into higher profit.

The capital share (CS) corresponds to the ratamefminus the wage bill over value added:
Csst = (1 - V\ésthCSt)/VAst (3)

Value added can be measured at market price valaefactor cost value. Factor cost value added is
expressed by the market price VA, from which wetiadh net taxes on production. The factor cost

capital share seems more appropriated since irteeffe real sharing between the two factors from

the firm's point of view. We opt for this definincand compute the value added at factor cost using
data on value added and “other taxes less subsidipsoduction” from the OECD.

An important issue — highlighted by Gollin (2002 finstance — is accounting accurately for the
income of self-employed workers. Self-employed meois usually regarded as capital income. This
downward biases the measure of the capital sharenakes international comparisons difficult as the
proportion of self-employed workers in the total riforce is very different from one country to
another and may vary a lot over time (Nunziata,80The most popular method for correcting the
capital share is to apply a fictitious wage to-ssifployed worker equivalent to the mean wage among
employees. The number of self-employed workersthadvage bill of employee are available at the
industry level for OECD countries in the STAN da&asallowing us to correct the capital share
directly at the industry level for each countrpdjusting for self-employed workers is an impottan
issue for our purposes: labour market regulatiomduded as regressors, see below) affect both the
unadjusted capital share and the number of seltamg (which in turn affect the unadjusted
capital share).

According to this definition, the mean capital ghacross industries and countries is 0.33 (theevalu
many economist have in mind). While the labour stegopears to be quite stable at the aggregate level
(see Blanchard, 1997, however) it exhibits impdrfaurctuations at the industry level as the within
standard deviation is around 5 percentage pointainy (2010), following Solow (1958), also
highlights this relative constancy at the aggre¢mtel but shows that the level of the labour slee
changed a lot at the industry level over the period

" Patterns of specialization and technological geashould be quite similar among OECD countriesiéf/e

we consider a low level of disaggregation. Thisnds the case if we compare the intra-industry pattd
specialization between OECD countries and devetppauntries (see Schott, 2003).

This is important for measuring correctly therghaf value added accruing to labour as the chariatits of
self-employed workers differ across industries.
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We also use an unadjusted measure of the laboue aind a measure of the labour share at market
prices as a robustness check and also directlyatdat the ratio of employees to total employment
regressions as an alternative method to take odoumt the self-employed bias.

3.2 The determinants of rent creation and rent shréng
3.2.1 Regulations on the product market

Previous empirical research focusing on competitonthe product market has used a variety of
approaches to measure competitive pressures. Thelsele indicators of market structure and/or
market power, survey-based assessments of theelsgsamvironment and indicators of product market
policies. In this paper, we use product market leggn indicators alone. The reason is two-foldsEi
the paper focuses on pure rent creation (and apflinis corresponds to super profits, not dissighat
by entry costs for instance. Indicators of marketcture or market power do not necessarily rasult
abnormal prices (rents): high market concentratdwes not necessarily imply high relative
prices/mark-ups if markets are contestable that mtential incumbents make firms behave aséfyth
were facing many competitors. Secondly, using r&ipn indicators minimises the endogeneity bias.
Regulations on the product markets can be seea,léoge extent, as a discrete policy choice and
should display better exogeneity properfies.

Direct anti-competitive regulation DACR measurement differs for manufacturing and
non-manufacturing industries.

While few explicit barriers to competition remain markets for manufacturing goods in OECD
economies, this was not the case in the 1980shen#i390s. During this period, markets continued to
be protected from international competition. Fornofacturing industries (which represent 2,342
observations out of the 4,136 in the whole sample)use an import tax indicatofARIFF) available
from the OECD (see appendix for details). It start$988 and ends in 2005. Following the OECD, it
is assumed that the tariff is constant after thitel The tariff variable have been coded and takes
values from 0 (low import tax) and 6 (high impax}. In practice, 25% of our sample takes valug of
or higher and 10% of our sample takes a valueaftdgher. The overall decrease in tariffs during t
period under review is quite modest (0.6) on averagt the decline can be much greater in many
countries/industries.

The non-manufacturing industry is undoubtedly thestmegulated and sheltered part of the economy.
For non-manufacturing industries (1,794 observalionegulations are mainly measured by a FDI
restriction indicator EDIR). Another indicator, barriers to entrgNTRY_RE® is also available for
non-manufacturing industries, but only for a prdjsor of thent! (which represent 1,084 observations
out of the 1,794 observations on non-manufacturidystries in the dataset), and will be used
alternatively as an illustration.

Entry regulation indicatorENTRY_RE@are based on detailed information on laws, rates market

and industry settings and cover energy (gas andtrigigy), transport (rail, road and air) and
communication (post, fixed and cellular telecomngatibns), retail distribution and professional
services, with country and time coverage varyingos& industries. The indicators for energy,
transport and communication are available from 1&72007. The indicators for retail distribution

Of course, endogeneity cannot be completely raledwith these indicators if, for instance, pa@iiare
affected by rent outcomes through political econazhginnels. On the relative advantages of policgthas
and survey-based composite indicators, see Nicaledt Pryor (2006).

This assumption that ensures we work on the samgple in our two-step procedure (see below).

Mainly because th&NTRY indicator is not available for three industriesonGtruction (F), Hotels and
Restaurants (G) and Finance and Insurance (J ar8e€)section 2 for more details.

10
11
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and professional services are available for 190832and 2007. Following the OECD, missing values
are obtained using linear interpolation and regaydhese regulations as constant before 1988 gethe
two industries. The banking entry index is avaiafar one year only (2006) and this industry cannot
be included in regressions using the entry reguiatindex. “Construction” and “Hotels and
Restaurants” are not covered BNTRY _REGndicators. The Entry regulation indicator may eov
different types of restrictions. Entry regulationsay concern capital and labour and this is not
expected to have the same implications conceriiagsharing of these rents. Restrictions on labour
should favour workers in rent sharing. Neverthelegs are not able to distinguish which of the two
factors benefit most from the restrictions.

The OECD FDI regulatory restrictiveness ind&D[ RES scaled from 0 to 6) measures different
forms of discrimination against foreign firms, suel i) restrictions on foreign ownershifi)
obligatory screening and approval procedures feeidm affiliates andii) operational constraints and
controls for affiliates of foreign companies. Thizdex is available for all non-manufacturing
industries from 1981 to 2007. Over our sampleria&ins on FDI entry decrease sharply from 1988
onwards, 25% of our sample observations take vdligiser than 3.5 whereas in 2005, 25% of our
sample observation take values higher than 1.

Of course, our three different indicators for DA@Re different in nature and cover very different
aspects of competition between firms. Neverthelssbelieve that they affect the ability of firne t
set high prices as they all affect the degree ofpmiition. In their imperfect competition framewprk
Blanchard and Giavazzi (2003), when consideringlpco market reforms that may have impacted the
labour share, include trade openness as well as$ diecegulation in order to favour the entry of new
competitors.

Again, product market regulations aimed at limitargry and competition not only affects industries
directly, allowing firms to set high relative pricevhich generate rents, they also impact industry
through the use of intermediate inputs.

To capture this idea, like Conway and Nicoletti@)) we construct an indirect competition index
(IND_price) based on our indicator of rents, namely relatndustry value added prices. In order to
identify the degree of exposure of a given industrgnother industry’s degree of competition, we us
the Leontief input/output table from the OECD foetyear 2000 for each countAThe exposure of a
given industryk in countryc to other industry prices is the sum of the pricdeix in thes other
industries weighted by the Leontief coefficientsiridustryk for input of industrys (ws). Note that
we have excluded input consumption from the sardastmy (intra-input consumption) as rent is not
captured by another industry in such a case buiresmn the same industry. Formally, this gives:

IND_price =X priCe.s Weks (4)
As a robustness check and to avoid measuremenms @nrthe input/output matrix, we also apply the
US input/output matrix for all countries.
3.2.2 Labour market characteristics
The bargaining power of workers is theoreticalljpested to affect the sharing of value added.

Nevertheless, the empirical counterpart of thiscepn is difficult to capture. If strong labour matk
institutions (LMI) favour workers in the capture m@t, they also impact the unemployment rate and

12" To minimize endogeneity issues and measuremenrisere also construct an indirect regulation indsing
the US input/output table as a robustness cheeks@setion V). The results remain the same.
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deteriorate the probability for a worker to obtanjob offer, reducing his outside options and
negatively impacting his bargaining position.

The fact that LMI have an impact on employment appoty is not clear in the empirical literature
(Bassanini and Duval, 2009) and unemployment cabedttributed exclusively to LMI. As a result,
in order to capture all of the bargaining condiidar workers, we need indicators for labour market
regulations and indicators that broadly reflecteh@loyment equilibrium.

Labour market institutions have many dimensions aodnot necessarily reflect cross-country
differences in the (exogenous) bargaining powevarkers. Furthermore, there may possibly be many
complementarities between them (see Bassanini andalD 2009). Choosing a dimension is
necessarily arbitrary and we have decided to wsegosite index that we believe broadly refleces th
(exogenous) bargaining conditions of workers, ngmigle employment protection legislation (EPL)
index of the OECD (scaled from O to 6). We mairdgds on the indicator for regular employment
(EPL_REGULAR We also use the overall indeERL_OVERAL) which also includes regulations
on temporary employment. Nevertheless, the effectemporary employment regulations on labour
market outcomes are not cléarThe EPL index for regular jobs does not vary awithin each
country as the within standard deviation is onlg00as compared with the 0.80 of the between
standard deviation. Nevertheless, the between diimenof this variable remains useful for our
purposes as we interact it with rent size to hgifilthe capture process that is conditional on @'k
bargaining power (see (2)).

We also choose to use the country unemploymentoat25-54 year-old men, which broadly reflects
the employment equilibrium and tensions in the labaonarket affecting bargaining power.
Unemployment series are smoothed using an HP (il8ng a smoothing parameter of 6.9) to save us
from capturing reverse causality. Over the busiogske, a decrease in employment may be necessary
to restore a firm's profitability as in the startlareo-Keynesian framewofR.This variable varies
considerably. 25% of unemployment rates observatioe higher than 6.6% and 25% are lower than
3.8%. This variable also varies a lot within eaclurdry over the period we consider as within
standard deviation corresponds to two-thirds ofoverall standard deviation. In some regressioes, w
alternatively include the smoothed unemploymer# fat the whole population. In practice, using an
HP filter does not affect the results.

All the variables relating to workers' bargainingwer are only available at the country level. As

regards institutional variables, while many regolat are set at country level, in many countriashs

as Germany or Sweden, some of them are set attigdasel. Nevertheless, regulation indices for

labour at industry level are not yet available. @aga argue that such a degree of freedom at industr
level in some countries is subject to a more gerstaadards/corpus of law and national regulations.
When using these variables, timexcountries fixddet$ are dropped from regression. Including such
a variable for bargaining power at the nationaklealso saves us from capturing reverse causaity a
national development should to a large extent lng@xous to developments in a particular industry.

3.2.3 Other determinants

Many authors point to the role of the businesse&yol explain the cyclical behaviour of the capital
share and mark-up. Choi and Rios-Rull (2009) hggtilithe role of non competitive factor price to
explain the movement of the labour share followengroductivity shock. Rotemberg and Woodford
(1991) and Chevalier and Scharfstein (1996) folrad mark-up was countercyclical in the United

13 The positive direct effect of labour market ingions of course dominates the second negativizeictd

effect. See Pisarides (2000) for instance.

14 See Cahuc and Postel-Vinay (2002) or BlanchaddLamdier (2002).

5 In practice, this affect results only marginallgcidentally, we also control for the businessleyin the
regressions (see below). We also focus mainly eridtal unemployment rate as a robustness check.
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States. In contrast, Beccarello (1995) found agyaical movement of mark-ups for major OECD
countries except for the United States. Machin dad Reenen (1993) also find that in the UK profit
margins are clearly affected by the business cycle.

By contrast, we focus here on both the macro basiogcle and the business cycle of each industry.
We include in many of the regressions the outpyt gaindustry level @G.s) and also at national
level (OGy) in order to control for country specific factcaffecting capital share as timexcountry
dummies are dropped from some regressions. Thauoggp is computed using an HP filter and
following standard methodologies.

4, RESULTS
4.1 Rent creation

Because the measurement of direct anti-competidigalation DACR) differs for manufacturing and
non-manufacturing industries, estimates are cawigdseparately for these two parts of the dataset.
Table 1 gives the estimate results of the rela{ibn for manufacturing and non-manufacturing
industries.

As stated in the previous sectidbDACR is measured for manufacturing industries (whigbresent
2,342 observations out of the 4,136 in the wholepa) by an import tax indicatoif ARIFF. For
non-manufacturing industries (1,794 observationis)is mainly measured by a FDI restriction
indicator EDIR). Another indicator, barriers to entryENTRY, is also available for non-
manufacturing industries, but only for a proportifrthent® (which represent 1,084 observations out
of the 1,794 observations on non-manufacturing striks in the dataset), and will be used
alternatively as an illustration.

Direct anti-competitive regulatiodACR) appears to have a positive and very significanutact (at a

1% threshold) on rent size (columns 1 to 4). In afiacturing and non-manufacturing industries, an
increase of th®ACRindicator TARIFFandFDIR respectively) by one point raises the relative @alu
added price by around 3% and 2.5% respectivelyoBappears that these results are robust to the
fact that countryxtime fixed-effects are taken iagzount or not. In non-manufacturing industriés, t
coefficient of theENTRYindicator appears not to be significant (columrasn8l 6). This result does
not stem from the fact that the sample size diffdre ENTRY indicator being available for only a
proportion of the non-manufacturing observationsim dataset (1,084 out of 1,794 observations):
estimates with th&DIR indicator on this reduced population of non-maatifang industries give the
same result as on non-manufacturing industriesvasode (columns 7 and 8).

For service activities where two indicators areilade, the FDI restriction indicator unambiguously
relates to restrictions on capital. On the otherdhahe fact that restrictions on entry do not appe
have a significant impact on relative price maye@fthe fact that the entry indicator covers tamgn
different kind of restrictions.

These estimation results give a robust and conwina@mpirical confirmation that direct anti-
competitive regulationddACR) strongly impact the relative price, a variable wge to determine rent
size R9. We will now try to explain the sharing proces$shese rents.

16 Mainly because th&NTRY indicator is not available for three industriesonStruction (F), Hotels and
Restaurants (G) and Finance and Insurance (J ar8e€)section 2 for more details.
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4.2 The determinants of rent sharing

In this section, we focus on various determinaritshe capital share in the value added in each
industry. Estimates will systematically include nty-industry and industry-year dummies in order to
capture exogenous heterogeneity.

4.2.1 The product market

First, the ability to charge higher prices than&stiie mechanisms set out in the previous section
should translate into a higher capital share, éf blargaining power of workers is weak or moderate.
We test this expectation directly. Columns 1 arad table 2 report the correlation between the epit
share and the relative price. Whether or not cgeygar dummies are included, the capital share is
significantly and positively correlated with reladiprices. A one percent increase in the relatieep

is associated with an improvement in the capitalrshof 0.15 percentage point in value added
(suggesting that on average the bargaining powewndfers is not strong).

Of course, the capital share and capital incomaatocorrespond solely to rents. However, we can
deduce from the impact of relative price (rents)tloa capital share the sharing of pure rents. ket u

take a simple example. Consider an initial cagtalre of 1/3 (2/3 for the labour share) as sugdeste
by our descriptive statistics and a value addednatized at 100. Let us consider an increase of the
value added price in a given sector of 10% cornegding to a pure rent, everything else being equal.
Value added becomes 110 and our results indicatethie capital share reaches 34.5%. This implies
that total capital incomes in this sector increfreen 33 to 38, which means that capital owners

capture half of the extra rent.

Second, lower competition in upstream industriesukh lead to higher prices (see table 2) which
translate (everything else equal) into lower ref@sd lower capital share as a result) in client
industries if the latter cannot fully convert it iweir consumers or to their workers. The compstiti
environment among suppliers is capture by our wedjimdexIND_price for each industry-country-
year observation. The introduction of this variableagged in order to limit potential spurious
correlations and to take account of the stickirafsgrices in suppliers’ contracts- does not alter t
relation between capital share and relative priégdumns 3 and 4 in table 2 report significant
correlations between the indirect price among sappland capital share. As expected, these
correlations are negative. The magnitude of theerg@l effect is large: a one within standard
deviation increase of indirect prices is associatitd a 0.5 to 0.9 percentage point reduction qiiteh
share in value added. According to these resulgergeral movement of deregulation does not
necessarily result in a lower capital share foivargindustry since gains on suppliers may balanute
losses in market power.

A final dimension of the product market environmeéstthe business cycle. For example, lower
demand vis-a-vis a given industry mechanically esogknts. We thus introduce into the estimates the
current output gap for each industry-country. Thievipus correlations are not affected by this
introduction. Columns 5 to 8 in table 2 show tlaatexpected, the capital share is significantlgteel

to the output gap at the industry level. The magtgtof the estimate is sizeable. A translation from
Q1 to Q3 or a one within-standard-deviation inceeafsthe output gap is associated with a roughy 1.
percentage point reduction of the capital sharealne added. However, using basic data, we do not
observe that the capital share at the industryl leeeessarily changes with a general economic boom
or downturn. Actually, the macro environment shaadfiéct rent sharing though mechanisms outside
of the product market, especially the labour market
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4.2.2 The labour market

While the capital share is the complement of tihela share in value added, the internal and externa
labour market environments influence rent sharfagapture of rents by workers translates into a
decline of the capital share.

First, the outside options of workers and thusrthaiividual and collective bargaining power is
affected by the macroeconomic environment. Theyirapgoved in a boom and deteriorate in a bust.
The national output gap is an index of the macroenuc situation. In column 1 of table 3, we add
this variable to previous estimates. It does nghificantly distort previous results. The national
output gap is clearly and, as expected, negativeftelated with the capital share. The magnitude of
the estimated coefficient is similar to that foe thdustry output gap. Consequently, the net imphct
the business cycle for an industry following theerage for the economy is virtually nil on the
capital share.

An alternative measure of the macro-environmentworkers is the smoothed unemployment rate
(UNRS. We use the unemployment on the core labour fernen aged 25-54— or alternatively the
total unemployment raté.The results are similar, which is not surprisirigeg the large correlation
between these two measures. Columns 2 to 4 of 8ableow that a one point increase in the lagged
unemployment rate is associated with a 0.5 pompjin the capital share at industry level. Noteraga
that this result is obtained conditionally on theustry output gap. So our results are not neagssar
inconsistent with macro-observations of a conteactif the capital share during recessions.

In addition to the short-term fluctuations of tladdur market, institutions on the labour market may
also affect the individual and collective bargagpower of workers and thus rent sharing. In column
5 of table 3, we introduce the aggregated ingek _Overallcomputed by the OECD. The correlation
between this macro index and the industry capitafesis quite low but significant. This weak redati
may be explained by the composition of the OEC2indn particular, even if workers on short-term
contracts are strongly protected during this camtrthey are not able to extract rents from the
employer. Because they have specific human camtdig@cause they are able to organize their claims
collectively, regular workers should be more aldenfluence their wage levels. And indeed, if we
restrict our analysis to employment protection dkgion for regular workers, we obtain a much
stronger negative correlation between the proteabioregular workers and capital share (column 6,
table 3) than the previous indicator of employnmotection. The estimated coefficient is large. §,hu
even if actual changes in the strength of the ptie of regular workers are small, they can
significantly affect rent sharing. According to astimates, the liberalization of the labour mafket
regular workers in Spain may explain as much agaidt jump in the capital share in value added.
Since empirical studies on labour market rigidi{iBassanini and Duval, 2009) tend to find that only
regulations for short-term or temporary workerseetffstructural unemployment, our results suggest
that reinforcing the protection of regular workemay help to improve the labour share without
deteriorating the labour market. However, our mssshould be treated with caution: numerous
countries in our sample experience no or verelittianges over time in EPL_regular.

4.2.3 Interaction between rent size and rent stgari

In the two previous sub-sections, we estimate piaieaffects of regulations concerning suppliers,
unemployment and labour market regulation basedthen assumption that these effects are
homogeneous. Now, rent sharing is, by definitiomggible if, and only if, rents exist. So, we expect
that the impacts of the identified determinantgesft sharing are larger in industries able to oharg
higher prices and conversely small and even nitdlustries with declining relative prices. To tdss
expectation, we run various estimates includingitiberaction between the relative price and two of
our three core determinantslD_price, UNRS EPL_Regular We do not interact price with our

7 We also tried an unemployment rate gap. The teeaué qualitatively similar.
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indirect price variable. Indeed, these two varialdee centred on 0. Even if one of the two varmlse
rescaled, the coefficient of the interaction betweglative price and the indirect price is zerot(no
reported in the paper). This result is consisteittt & world in which client firms in most industsie
are price-takers and suppliers cannot price discdata between clients from industries with low
versushigh rents. Table 4 reports the main findings.

By contrast, the interactions between the relagiiee and the smoothed unemployment rate (men
aged 25-54) and the EPL for regular workers segmifgiant determinants of the capital share. The
higher relative prices and thus rents, the graagmet potential impact of the macro unemployment
rate and of EPL_Regular. However, even if the nadaprice is at the decile D1 (-0.14), the net
impacts are still significantly non-null. Thesedings are consistent with micro-estimates using an
alternative measure of the bargaining power of wiwkFor example, Stewart (1990) on the US and
Breda (2010) on France show that the union wagenipra is higher in industries where rents
are large.

As we have already stated, the ability of firmdremslate higher relative prices into a higher wdpi
share (profits) depends on the (macro) bargainosjtipn of workers. A high EPL index or a low
unemployment rate makes the impact of the relagiiiee on the capital share smaller due to the fact
that a large part of the rent is captured by wakérough higher wages. Formally, the marginal
impactip of relative price (rents) on the capital sharé,is furice + Spricexunr + Ppricexept that is, the
coefficient associated with prices and the coedfitiassociated with the two interaction terms. d® s
the range of values taken by the marginal effegirimfeir on the capital share, a simple way is to fix
one of the two bargaining variables (EPL or thennupleyment rate) to its median value and to
represent the marginal effect as a function ofrémaining variable. The marginal effect of price on
the capital share is represented as a functioneofihemployment rate in graph 1 and as a function o
EPL on regular jobs in graph 2. For instance, mp¥iom the lowest value of unemployment (1.5%)
to the highest (15%) multiplies the impact of tekative price on the capital share by 2. Followimg
same logic, the marginal effect of the relativecgron the capital share if 0.24 for the lowest EPL
value (0.21) and 0.10 for the highest (evaluateth@tmedian level of unemployment in our sample).
These differences are economically large and sagggsn that rents translate into profit depending
on the bargaining power of workers. As Young andef&au(2011) highlights on US unions, these
findings are consistent with a right-to-manage harigg between workers and employers.

5.ROBUSTNESS ANALYSIS

In this section, we access the robustness of our reaults. We first perform inference more cairgful

by clustering standard errors. We then use a diffemeasure of our dependent variable, namely the
capital share. Finally we perform our main regmssion different sub-samples. Almost all the rasult
remain very stable.

5.1 Clustering standard errors

We define a cluster for each panel dimension (288ers). The heteroskedasticity is corrected withi
each cluster. Significance levels for the firstpséstimates (rent building, table 1) remain esatnti
the same (not reported in the paper). Hence, wesfon step 2 (rent sharing).

In table 5, we run regressions of table 4 by chisgestandard errors. Significance levels are rbugh
the same with one notable exception. The intenadigom between the relative price and the EPL
index of labour protection for regular jobs is nager significant (significant at 20%). Note, howgv
that the magnitude of the coefficient is econontychigh (see graph 2) and that the relative pricg a
EPL for regular jobs taken separately are stillhhigsignificant. As a result, the sum of the two
coefficients (interaction and non-interacted) shailll remain significantly different from 0.
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5.2 Measures of the capital share

Measures of the capital share depend entirely erctimvention we use. As explained above, in the
main regressions we use the capital share meastiréattor cost and adjusted for self-employed

workers (see section 3.1.2). As an alternative oreasve also use a naive measure of the capited sha

that simply corresponds to the ratio of the wagdleobiemployees to the value added. We also use the
capital share at factor cost without adjustmentskedf-employed workers. A complete description of

the capital share variables is available in theeagjx.

Before describing our results using these alteraatieasures of the capital share we comment on the
descriptive statistics associated with each measure

First of all when focusing on the capital sharanaustry level it seems important to measure the
capital share at factor cost. If, at the natiomadel the sum of taxes and subsidies on production
roughly cancel one another out (the two measureatiinal level differ only marginally) this is not
the case at the industry level where value addadegan be negative in some cases. The minimum
value of the capital share can be negative atrtitiastry level when we focus on the naive measure.
This is the case for 14 observations. This is hetdase when we focus on the measure at factqr cost
which seems therefore to be more appropriate measures the real dividing-up of the pie from the
firm’s point of view.

Secondly, adjusting the capital share to take aucotithe labour income of self-employed workers
drives this factor share at the conventional lewel have in mind (1/3 instead of 40% for the
unadjusted share).

The results, displayed in table 6, remain roughly $ame when we use alternative measures of the
capital share except for the interaction term betweelative prices and EPL for regular workers. In
column 2 (naive) and 3 (factor cost), the magnitafithe coefficient is divided by 5 and remains
insignificant. The reason for this surprising résabtained on the same sample, is that the stsstn

of employment protection and self employment areretated. Individuals avoid employment
legislation using self employment. Since self-emgpient drives up the unadjusted capital share
whereas employment legislation drives it down, siijg capital share appears to be necessary in
order to capture the net effect of EPL on the edsihare. Interestingly, when we run regressiofs (2
and (3) adding a control for the share of employedstal employment, the interaction term becomes
significant at 10% in regression (5). As expectidy, coefficient associated with this variable is
negative.

The reason why regression 5 (factor cost with drobfor self-employment) does not perform as well
as our preferred regression 1 is that includingtrol for self-employment at the industry level is
only a crude means for correcting the capital sh@re sign of the coefficient (adjustment) is
constrained to be the same for all industries. Tisot the case when we directly adjust the chpita
share applying the mean wage of employees in thesiny to each self-employed working in the
industry.

The magnitude of the coefficient associated with ititeraction term between the relative price and
unemployment is also affected (divided by two) whsmg the two alternative measures of the capital
share but remains highly significant. For the saeason, the unemployment level may affect workers
in their choice of searching for a job as an empdogr becoming self-employed.

5.3 Others robustness checks

Table 7 and table 8 present the results of additiovbustness checks consisting in running our main
regression (1) using alternative samples, includitdjtional fixed effects and alternative variables
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5.3.1 Country groups

We first consider in table 7 an alternative speatfon for the country dimension. The first column
corresponds to our preferred estimates on the sawglsed previously (table 4, column 3).

In column 2, we run our main regression only foogsin the highest-income countrfg he results
remain unchanged except for the interaction tertwdsen the relative price and the unemployment
rate. The magnitude of the coefficient is dividgttfree and becomes insignificant. This could be du
to the fact that standard deviation for the unemplent rate variable is very low for high-income
countries.

In column 3, we also run the main regression ordter income group of countries. Non-interacted
variables do not seem to be significant anymorecgixor the price variable and business cycle
variables. However, interacted variables appeabdostatistically significant with a very high
coefficient from an economic point of view. Thisutd reflect considerable heterogeneity of rents
across industries in lower income economies exiolgithe fact that rent capture is not systematic
(non-interacted terms) and only occurs in somestriks characterized by high rents.

In column 4, we add country-specific time dummieghe regressions and drop the country-specific
variables of our main regression. Note that we keap the interaction term as relative prices vary
over the three dimensions of our panel. Interebtjrige results remain very robust to the inclusién
such fixed effects despite the fact that the corepts1of the interaction terms do not vary across
industries. The coefficient associated with therattion of price with the EPL index is divided by
two and remains significant only at the 15% leWidde coefficient for the indirect price index remain
significant at the 10% level.

In column 5 we restrict the observations to theemercent 1998-2007 sub-period that is homogenous
for all countries in our sample. The results remary significant and the magnitude of coefficieists
even higher.

In column 6, we only keep countries with completéustry coverage. The results remain unchanged
except for the interaction of the relative pricehniEPL. The coefficient is divided by two and rensai
non significant despite the fact that price and E&ken separately remain highly significant. One
explanation could be that by only keeping countkigéh complete industry coverage we exclude
lower income economies that have undertaken sufstdmbour market reforms. Nevertheless the
sum of interacted and non interacted coefficiemtiooes to be highly significant.

5.3.2 Manufacturing versus non-manufacturing indast an alternative input/output matrix

We then consider an alternative specification far ¢ountry dimension. The results are presented in
table 8. The first column corresponds to our preféestimates over the sample we used previously.

In columns 2 and 3, we run our main regression regglgt for non-manufacturing (construction,
utilities and services) and manufacturing industrigvhile overall the results hold for the two
subsamples, one important difference concerns tieenployment rate and its interaction with the
relative price. For non-manufacturing industrigse tcoefficient associated with unemployment is
more than 2 times smaller than for manufacturirdustries (but remains highly significant) and the
interaction term remains 4 times smaller and besom&gnificant. This difference is consistent with

¥ We include in the very high income group, countngsh the highest GDP per capita in 2000, which

correspond to roughly one-half of our sample: thBAU Norway, Denmark, Austria, the Netherlands,
Belgium and the United Kingdom.
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manufacturing's greater sensitivity to the busirgsdse compared with hon-manufacturing industries,
especially utilities and personal services.

It should be recalled that we have excluded from thain sample the “Electrical and optical
equipment” industry (30t33) whose prices are mesabwery differently across countries. Therefore,
as an additional check, in column 4, we add thdustry to our sample. This essentially effects
interaction terms as it adds many noisy fluctuatitm the relative price variable with respect te th
unemployment and EPL variables. The interactiomhef relative price and EPL remains significant
but the magnitude of the associated coefficierhdlved. The interaction of the relative price and
unemployment is no longer significant.

Finally, in column 5, we use the input/output oé tb)S in the construction of our indirect price
variable for all countries in order to deal withasarement issues. In column 6, we proceed similarly
and we also drop US from the sample in order td wéh the endogeneity issue. In both cases, the
results are unaltered.

Overall, our main findings are robust to the vasisensitivity checks performed in this subsection.

6. POLICY PERSPECTIVES

The estimates based on 4,136 observations, comgpriita on 18 industries in 17 OECD countries
over the period 1988 to 2007 help to disentangtergint mechanisms relating to rent creation and
rent sharing. Our results have various potentidicypomplications, since prices and rents are both
determinants of consumption and innovation and thtirmately growth.

Concerning the rent creation step, our results aipipe finding that direct anti-competitive regida
has a positive and very significant impact on [@icgonversely, we can expect that a decrease ief ant
competitive regulation should reduce prices atindestry level, ultimately boosting consumption.

The rent sharing step provides numerous resultsy Bopport the existence of the three destinations
for rents (labour remuneration, capital remunerathmd upstream industries) and the fact that the
importance of each destination depends on the madwer of its beneficiary. It appears that the
capital share in value added i) increases with sead, decreases with anti-competitive regulation i
upstream sectors and increases with the indusagifep output gap; ii) decreases with employment
protection regulation; iii) increases with the natgtion of rent size and the unemployment rate and
decreases with the interaction of rent size andl@mpent protection regulations. Consequently a
decrease of upstream regulations could increaseldlhastream capital share in value added and
consequently affect the incentive to innovate iesthindustries; acting on labour market regulations
could be a tool for influencing the sharing betwéanour and capital and thus also the trade-off
between enhancing profits and workers’ income. I§inaur results show that the capital share within
industries is affected by the business cycle, sstijggeadditional room for contra-cyclical policies.

Nevertheless, although they are innovative, coesistvith economic intuition and very robust to
sensitivity checks, our results need to receiveesempirical corroboration on other databases e.g. a
companies database. In addition, our two-step écapiestimates assume the same two relations in all
countries and all industries. These findings neebet confirmed before considering that their policy
implications can be easily applied to all countries
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APPENDIX
Details of variables:Content and sources

Relative price:Log(Value added prices/GDP price) using priceesefiom STAN dataseSource: OECD and
own computations.

Share of employeeEmployees/total employmer&ource: OECD.
OTXS:Indirect taxes less subsidies on productource: OECD.

Capital share:Capital share adjusted for self-employed workatr$actor cost.Source: OECD and own
computation. With:

C&st= (1 — (WesiLes)*(1 /SOBs))/ (VA — OTXS)

Import tax (0-6): The computation of the average tariff starts om @hdigit level of the harmonised system
product classification, with the tariff being dedoh as thead valorentariff rates applied to the most favoured
nation. Tariff data have been aggregated into atdis for 2-digit ISIC Rev 3 industries using impbased
weights, similarly as has been done in Nicolett &carpetta (2003pource: OECD.

Entry regulation (0-6):Entry regulation indicators are based on detaitéafmation on laws, rules and market
and industry standards and cover energy (gas autrielty), transport (rail, road and air) and coumication
(post, fixed and cellular telecommunications), itetestribution and professional services, with oty and time
coverage varying across industries. Following Besdt al. (2010), the entry regulation index in a industry
composed of sub-industries is the mean of the imdesub-industries. This is the case for Energyr{gosed of
gas and electricity), transport (composed of mamhd and air) and communication (composed of post a
telecom).Source: OECD.

FDI_restriction (0-6): The FDI restrictiveness index is composed of ttsab-indicatorsi) restrictions on
foreign ownershipji) obligatory screening and approval procedures doeifin affiliates andii) operational
constraints or controls for affiliates of foreigonapanies. The FDI indicator is mainly based on rimfation
from the GATS commitments and country submissiomstite OECD Code of Liberalisation of Capital
movements (See Golub and Koyama, 2088urce: OECD.

Indirect_price (0-6):1t corresponds to the sum of prices of all othetustries weighted by the input/output
Leontief coefficient{Zs pricesx Wes . Source: OECD and own computations.

Employment protection legislation_(overall) (0-6%ynthetic indicators of the strictness of regolation
dismissals and the use of temporary contracts.ceo@ECD.

Employment protection legislation_(regular) (0-6Bynthetic indicator of the strictness of regulation
dismissals on regular employme8burce: OECD.

Unemployment rate (25-54, men, smoothetlemployment rate (/100) for 25-54 year-old mengsthed using
an HP filter. HP filter paramet@=6.9.Source: OECD and own computations.

Unemployment rate (smoothedpverall unemployment rate (/100), smoothed usingH® filter. HP filter
parametei=6.9.Source: OECD and own computations.

Industry output gap and National output gaputput Gap at industry level and for the wholeresay (/100).

Obtained using value added series from the STAMs@atand using an HP filter. HP filter parameéte.9.
Source: OECD and own computations.
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Table A1 1
Descriptive statistics

Variable Notation Mean Stand. N
In tables dev.
Capital share (Factor cost, adjustec Overal 0.333.  0.149¢ 4,13€
Betweel 0.144¢
Within 0.0451
Capital share (Factor cost, unadjustec Overal 0.396¢ 0.135! 4,13¢€
Between 0.1303
Within 0.0416
Capital share (Unadjusted Overal 0.403¢ 0.139¢ 4,13¢
Between 0.1346
Within 0.042:
Relative Price Price Overal 0.000¢ 0.132¢ 4,13€
Betweel 0.082(
Within 0.1050
Import_Tax TARIFF Overal 1.273: 1.322: 2,342
[0;6] Betweel 1.295(
Within 0.4338
FDI_restriction FDI_RES Overal 1.155: 1.323( 1,794
[0;6] Between 1.0996
Within 0.6876
Entry_regulations ENTRY_REC Overal 2.6137 1.582: 1,084
[0;6] Between 1.0979
Within 1.178¢
Indirect_price Overal 0.C02z 0.017: 4,13€
Betweel 0.009:
Within 0.0139
Industry Output Gap OGs Overal 0.0007 0.034: 4,13€
Betweel 0.004(
Within 0.0339
National Output Gap oG Overal 0.000¢ 0.010¢ 4,13¢€
Between 0.0015
Within 0.0102
Unemployment rate (e, smoothed) UNRS_M2554 Overall 0.0555 0.0209 4,136
Betweel 0.015¢
Within 0.0129
Unemployment rate (smoothec UNRS Overal 0.069¢ 0.025: 4,13€
Betweel 0.021¢
Within 0.0130
Employment protection legislation, EPL_OVERALL Overall 2.0423 0.8347 4,136
overall
[0;6] Betweel 0.748¢
Within 0.2615
Employment protection legislation, EPL_REGULAR Overall 2.1360 0.8238 4,136
regular
[0;6] Between 0.7624
Within 0.105:
Share of employes SoE Overal 0.9119 0.088¢ 4,13¢€
Between 0.0909
Within 0.013¢
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Table A1-2
Descriptive statistics

Variable D1 Q1 Median Q3 D9 Min Max

Capital share (Factor cost, adjusted) 0.1677 0.2302 0.3115 0.4048 0.5462 0.0011 0.8399

Capital share (Factor cost, 0.2355 0.3010 0.3782 0.4751 05777 0.0263 0.8399

unadjusted)

Capital share (Unadjusted 0.243¢ 0.310¢ 0.389. 0.486' 0.584( -0.479¢ 0.852!

Relative Price -0.1391 -0.0574 0 0.0539 0.1392 -0.6872 1.0532

Import_Tax 0 0 1 2 3 0 6

[0;6]

FDI_restriction 0.13z 0.184¢ 0.667¢ 1.587¢ 2.700( 0

[0;6]

Entry_regulations 0.718t 1.347: 2.499( 3.676° 4.671¢ 0

[0;6]

Indirect_price -0.0144 -0.0055 0 0.0076 0.0199 -0.0774 0.1038

[0;6]

Industry Output Gap -0.037¢ -0.016¢ 0.000¢ 0.018° 0.040: -0.195( 0.464"

National Output Gap -0.0100 -0.0062 -0.0006 0.0056 0.0131 -0.0379 @051

Unemployment rate (25-54, men, 0.0321 0.0383 0.0520 0.0673 0.0854 0.0211 0.1310

smoothed

Unemployment rate (smoothed) 0.0400 0.0483 0.0649 0.0878 0.1039 0.0307 0.1475

Employment protection legislation, 0.6000 1.6200 2.1500 2.6900 3.9800 0.21 3.57

overall

[0;6]

Employment protection legislation, 0.9500 1.7300 2.3100 2.7900 3.0500 0.17 3.31

regular

[0;6]

Share of employees 0.8043 0.8763 0.9399 0.9751 0.9939 0.4579 1
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Table 1
Effect of regulations on relative prices (Rent Cretion)

(1) (2) €) (4) (5) (6) (7) (8)
Import_TaxX ce1 0.0327"  0.0349"
(0.00655)  (0.00595)
FDI_Restriction g1 0.0371"  0.0331" 0.0325"  0.0320”
(0.00624)  (0.00627) (0.00645)  (0.00706)
Entry_regulation .4 -0.0000608 0.00275

(0.00455)  (0.00491)

Fixed effects

CountryxIndustry Yes Yes Yes Yes Yes Yes Yes yes
IndustryxTime Yes Yes Yes Yes Yes Yes Yes yes
CountryxTime No Yes No Yes No Yes No yes

N 2342 2342 1794 1794 1084 1084 1084 1084
Groups 164 164 124 124 75 75 75 75
R2 within 0.3702 0.5201 0.6022 0.6917 0.6422 0.7637 0.6576 7728.

Robust Standard errors in parenthesess 0.10,” p< 0.05,”" p<0.01
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Table 2

Rent sharing (1). Dependent variable: capital share (Fdor cost, adjusted)

1) (2) 3) 4) (5) (6) (7 (8)
Relative_pricey 0.139" 0.159" 0.143" 0.158" 0.166" 0.190” 0.171" 0.189"
(0.0113) (0.0110) (0.0110) (0.0112) (0.0112) (0910 (0.0110) (0.0110)
Indirect_price cg.1 -0.298" -0.147 -0.336 -0.176
(0.0815) (0.115) (0.0761) (0.108)
Industry output_gapes 0.416" 0.460" 0.420” 0.461"
(0.0243)  (0.0232) (0.0241)  (0.0231)
Fixed effects
Country xIndustry Yes Yes Yes Yes Yes Yes Yes Yes
Industry xTime Yes Yes Yes Yes Yes Yes Yes Yes
Country xTime No Yes No Yes No Yes No Yes
N 4136 4136 4136 4136 4136 4136 4136 4136
Nb Groups 288 288 288 288 288 288 288 288
R2 within 0.3197 0.4584 0.3243 0.4588 0.3931 0.5340 0.3989 5340.

Robust Standard errors in parenthesess 0.10,” p<0.05,” p<0.01
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Table 3

Rent sharing (2). Dependent variable: capital share (Fdor cost, adjusted)

(1) 2) () (4) (5) (6)
Relative_priceq 0.176" 0.1717 0.175" 0.177" 0.174" 0.176"
(0.0108) (0.0108) (0.0107) (0.0107) (0.0107) (01010
Indirect_price ce1 -0.334" -0.381" -0.375" -0.382" -0.376" -0.375"
(0.0755) (0.0738) (0.0737) (0.0745) (0.0736) (0973
UNRS_M2554,, 0.687" 0.629" 0.597" 0.588"
(0.0585) (0.0594) (0.0615) (0.0599)
UNRS..1 0.626"
(0.0636)
EPL_OVERALL ¢4 -0.00653
(0.00305)
EPL_REGULAR ¢, -0.0291"
(0.00619)
Industry output_gap.y ~ 0.474" 0.437" 0.473" 0.474" 0.472" 0.474"
(0.0247) (0.0236) (0.0244) (0.0245) (0.0244) (0%)24
National output_gap -0.652" -0.451" -0.4717 -0.446" -0.428"
(0.0909) (0.0910) (0.0917) (0.0908) (0.0910)
Fixed effects
Country xIndustry Yes Yes Yes Yes Yes Yes
Industry xTime Yes Yes Yes Yes Yes Yes
N 4136 4136 4136 4136 4136 4136
Nb Groups 288 288 288 288 288 288
R2 within 0.4095 0.4280 0.4328 0.4300 0.4337 0.4366

Robust Standard errors in parenthesess 0.10,” p<0.05,” p< 0.01
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Table 4

Rent sharing, interaction terms. Dependent variablecapital share (Factor cost, adjusted)

1) (2) (3) (4) (5)
Relative_price 0.122” 0.244" 0.189" 0.240" 0.186"
(0.0193)  (0.0247)  (0.0289)  (0.0242)  (0.0301)
Indirect_price e.1 -0.358"  -0.383"  -0.366°  -0.370°  -0.354"
(0.0734)  (0.0736)  (0.0732)  (0.0729)  (0.0727)
UNRS_M2554, 0.559" 0.591" 0.562" 0.591" 0.565"
(0.0607)  (0.0601)  (0.0608)  (0.0615)  (0.0627)
EPL_REGULAR ¢4 -0.0292"  -0.0274" -0.0275"
(0.00619)  (0.00628) (0.00628)
EPL_OVERALL ¢4 -0.00584  -0.00590
(0.00305)  (0.00304)
Price.sxUNRS_M255,4 1.031" 0.989" 0.943"
(0.289) (0.291) (0.292)
Price.sxEPL_REGULAR ., -0.0293"  -0.0281"
(0.00998)  (0.00988)
Price.sxEPL_OVERALL -0.0303"  -0.0280"
(0.00946)  (0.00942)
Industry output_gapcs 0.474" 0.476" 0.475" 0.473" 0.473"
(0.0244)  (0.0242)  (0.0242)  (0.0244)  (0.0243)
National output_gapy -0.4177 04337 -0.422"  -0.449"  -0.438"
(0.0905)  (0.0910)  (0.0905)  (0.0910)  (0.0908)
Fixed effects
Country*Industry Yes Yes Yes Yes Yes
Industry*Time Yes Yes Yes Yes Yes
N 4136 4136 4136 4136 4136
Nb Groups 288 288 288 288 288
R2 within 0.4392 0.4391 0.4415 0.4365 0.4387

Robust Standard errors in parenthesess 0.10,” p<0.05,”" p<0.01

Page

26



Table 5
Robustness, cluster. Dependent variable: capital ahe (Factor cost, adjusted)

1) (2) () (4) (5)
Relative_price 0.122" 0.244" 0.189" 0.240" 0.186"
(0.0394)  (0.0523)  (0.0613)  (0.0510)  (0.0626)
Indirect_price e.1 -0.358" -0.383 -0.366" -0.370° -0.354"
(0.148) (0.149) (0.147) (0.148) (0.147)
UNRS_M2554, 0.559" 0.591" 0.562" 0.591" 0.565"
(0.123) (0.119) (0.123) (0.122) (0.127)
EPL_REGULAR ¢4 -0.0292°  -0.0274  -0.0275
(0.0134)  (0.0135)  (0.0135)
EPL_OVERALL ¢4 -0.00584  -0.00590
(0.00850)  (0.00848)
Price.sxUNRS_M255,4 1.031 0.989 0.943
(0.520) (0.525) (0.525)
PricecsxEPL_REGULAR (., -0.0293 -0.0281
(0.0226)  (0.0223)
Price;sxEPL_OVERALL -0.0303 -0.0280
(0.0214)  (0.0213)
Industry output_gapcs 0.474 0.476" 0.475" 0.473" 0.473"
(0.0268)  (0.0266)  (0.0267)  (0.0266)  (0.0267)
National output_gap 04177  -0.433" 04227 04497  -0.438"
(0.0951)  (0.0984)  (0.0945)  (0.0945)  (0.0912)
Fixed effects
Country xIndustry Yes yes Yes Yes Yes
Industry xTime Yes yes Yes Yes Yes
Country xTime No no No No No
N 4136 4136 4136 4136 4136
Nb Groups 288 288 288 288 288
R2 within 0.4392 0.4391 0.4415 0.4365 0.4387

Robust Standard errors in parenthesess 0.10,” p<0.05,”" p<0.01
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Table 6

Robustness, alternative measures of capital share.

Adjusted Unadjusted  Unadjusted Unadjusted Unadjusted
Factor Cost Factor Cost Factor Cost
Relative_price 0.189" 0.150" 0.140" 0.168" 0.157"
(0.0289) (0.0272) (0.0271) (0.0269) (0.0268)
Indirect_price e1 -0.366" -0.323" -0.338" -0.325" -0.340"
(0.0732) (0.0699) (0.0675) (0.0688) (0.0664)
UNRS_M2554, 0.562" 0.640” 0.605" 0.594" 0.559"
(0.0608) (0.0557) (0.0558) (0.0559) (0.0560)
EPL_REGULAR ¢ -0.0275" -0.0373” -0.0427" -0.0290~ -0.0344"
(0.00628) (0.00571) (0.00577) (0.00574) (0.00579)
Price.sxUNRS_M2554, 0.989" 0.446 0.606" 0.544 0.705"
(0.291) (0.273) (0.274) (0.272) (0.274)
PricecsxEPL_REGULAR.;  -0.0281" -0.00166 -0.00427 -0.0109 -0.0136
(0.00988) (0.00912) (0.00911) (0.00904) (0.00904)
Industry output_gapcs 0.475" 0.426" 0.423" 0.434" 0.431"
(0.0242) (0.0218) (0.0215) (0.0219) (0.0217)
National output_gap -0.422" -0.332" -0.357" -0.348" -0.373"7
(0.0905) (0.0834) (0.0837) (0.0818) (0.0823)
Share_of_employees, -0.394" -0.397"
(0.0535) (0.0534)
Fixed effects
Country xIndustry Yes yes yes yes Yes
Industry xTime Yes yes yes yes Yes
Country xTime No No no no No
N 4136 4136 4136 4136 4136
Nb Groups 288 288 288 288 288
R2 within 0.4415 0.4671 0.4476 0.4784 0.4595
Robust Standard errors in parenthesess 0.10,” p<0.05,” p<0.01
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Table 7

Robustness, countries. Dependent variable: capitahare (Factor cost, adjusted)

Ref Very high High Fixed Year> all
income income effects 1997 industries
available
Relative_pricey 0.189" 0.201" 0.311" 0.178" 0.237" 0.120"
(0.0289) (0.0405) (0.0768) (0.0289) (0.0408) (0@29
Indirect_price gs1 -0.366 -0.551" -0.127 -0.182  -0.499" -0.404™
(0.0732) (0.0914) (0.140) (0.108) (0.0932) (0.0760)
UNRS_M2554, 0.562" 1.090" 0.116 0.876 0.465"
(0.0608) (0.150) (0.0997) (0.0967) (0.0633)
EPL_REGULAR ¢4 -0.0275"  -0.0440"  0.0349 -0.0268"  -0.0225"
(0.00628)  (0.00823)  (0.0158) (0.00650)  (0.00643)
PricecsxUNRS_M2554,., 0.989" 0.0312 1.806 0.884" 1.604" 1.326°
(0.291) (0.598) (0.492) (0.320) (0.537) (0.309)
Price.sxEPL_REGULAR .;  -0.0281"  -0.0415" -0.0850"  -0.0156 -0.0582" -0.0113
(0.00988) (0.0109) (0.0285) (0.0101) (0.0148) (0m1
Industry output_gapcs 0.475" 0.443" 0.494" 0.461" 0.477" 0.469"
(0.0242) (0.0343) (0.0343) (0.0230) (0.0271) (08)24
National output_gapy -0.422" -0.478" -0.4747 -0.512" -0.430”
(0.0905) (0.183) (0.124) (0.108) (0.0958)
Fixed effects
Country xIndustry yes yes yes yes Yes Yes
Industry xTime yes yes yes yes Yes Yes
Country xTime no no no yes No No
N 4136 2025 2111 4136 2908 3724
Nb Groups 288 123 165 288 288 252
R2 within 0.4415 0.5049 0.5559 0.5373 0.4141 0.4553

Robust Standard errors in parenthesess 0.10,” p< 0.05,”" p<0.01
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Table 8

Robustness, industries. Dependent variable: capitahare (Factor cost, adjusted)

Ref Manufact Non- Without us1/o us 1/o
uring manufact 30t33 without
uring us
Relative_pricey 0.189” 0.207" 0.168" 0.152" 0.189" 0.309"
(0.0289) (0.0478) (0.0346) (0.0186)  (0.0287)  (08)38
Indirect_price e.1 -0.366" -0.197 -0.609" -0.238"
(0.0732) (0.0932) (0.117) (0.0727)
Indirect_price cs1 (Us 1/0) -0.404"  -0.434"
(0.0849)  (0.0876)
UNRS_M2554, 0.562" 0.697" 0.337" 0.570" 0.571" 0.585"
(0.0608) (0.0833) (0.0879) (0.0618)  (0.0605) (0160
EPL_REGULAR ¢4 -0.0275"  -0.0202°  -0.0334" -0.0329" -0.0316 -0.0287"
(0.00628)  (0.00853)  (0.00896)  (0.00640) (0.00636)0.0q628)
PricecsxUNRS_M2554,., 0.989" 1.618" 0.441 0.329 0.968 0.868"
(0.291) (0.466) (0.384) (0.302) (0.292) (0.289)
Price.sxEPL_REGULAR .;  -0.0281"  -0.0447" -0.0163  -0.0189 -0.0278" -0.0689"
(0.00988)  (0.0146) (0.0128)  (0.00624)  (0.00982) 018@5)
Industry output_gapcs 0.475" 0.499” 0.423" 0.457" 0.475" 0.486"
(0.0242) (0.0274) (0.0476) (0.0245)  (0.0242)  (09)24
National output_gapy -0.422" -0.464" -0.348" -0.3447  -0.396°  -0.416"
(0.0905) (0.124) (0.129) (0.0933)  (0.0907)  (0.0923)
Fixed effects
Country xIndustry yes Yes yes yes yes Yes
Industry xTime yes Yes yes yes yes Yes
Country xTime no No no yes no No
N 4136 2342 1794 4358 4136 3776
Nb Groups 288 164 124 288 288 304
R2 within 0.4415 0.4521 0.4442 0.4250 0.4406 0.4762

Robust Standard errors in parenthesess 0.10,” p<0.05,”" p<0.01
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Graph 1
Marginal effect of relative price on the capital stare with respect to the unemployment rate?
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¥ The marginal effect of price conditional on the mnpéoyment rate is computed setting the EPL to iéslian

value (2.31). We use the coefficient from tableofumn 3 to compute marginal effects.
The marginal effect of prices conditional on theLERdex on regular jobs is computed setting the

unemployment rate to its median value (0.052). W8e ooefficient from table 4 column 3 to compute
marginal effects.
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