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Despite claims by anticorporate neo-Brandeisians, corporate concentration appears positively
correlated with higher productivity and wages. So, the push to break up large companies is
antiworker and anti-middle class.

KEY TAKEAWAYS

Contrary to the prevailing anticorporate narrative, concentration rose only about 1
percentage point from 34.3 percent in 2002 to 35.3 percent in 2017—and the
industries that were most concentrated in 2002 became less concentrated by 2017.

In the same period, the most recent Census data available shows there was a positive
correlation (0.29) between change in productivity and change wages: Industries that
became more concentrated over time also became more productive.

The more concentrated an industry was in 2002, the higher its productivity growth from
2002 to 2017—a correlation of 0.25.

Industries that were more concentrated in 2002 also saw higher increases in hourly
compensation from 2002 to 2017—a correlation of 0.23.

Given the fact that bigger firms on average tend to spur higher productivity and wages,
policymakers should recognize that the current campaign to break up large firms is
counterproductive.

The Justice Department and Federal Trade Commission should modify the 2023 Merger
Guidelines to be more favorable to mergers, especially those that result in minimal price
increases but significant productivity gains.
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INTRODUCTION

In recent years, a growing group of neo-Brandeisian, anti-big business proponents have argued
that rising concentration is causing a series of economic ills in order to advocate for policy that
will weaken and shrink large businesses. These advocates assert that concentration is causing
problems ranging from poor job reallocation to declining new business formation. More recently,
the neo-Brandeisians and their allies have doubled down on the link between concentration and
productivity, arguing that concentration has negatively affected productivity growth in the
economy.! Similarly, they have argued that rising concentration has depressed wages. However,
many of these assertions about the link between concentration and productivity or wages are
based on weak or nonexistent evidence. Nevertheless, the calls for the breakup of large
businesses continue unabated.

Rising concentration can also hoost productivity if firms are gaining market share because of more-
productive practices, especially through economies of scale and other efficiencies.

In fact, the effect of concentration on productivity and wages is theoretically ambiguous. Rising
concentration can negatively impact productivity if firms become “fat and happy” and reduce
investment. However, it can also boost productivity if firms are gaining market share because of
more-productive practices, especially through economies of scale and other efficiencies.
Similarly, rising concentration could hurt wages if firms use their rising labor market power to
depress wages, although that is extremely difficult to do because, unlike some product markets,
virtually all labor markets are highly competitive. On the other hand, concentration can also
increase wages. This is because concentration enables firms to boost productivity and, in turn,
raise wages—although much of the benefits of productivity are, in fact, passed on to consumers
in the form of lower prices (which has an indirect effect of increasing real wages).? In support of
this, a study by Kwon et al. finds that the profit rates of the top 1 percent of corporations for
multiple sectors have remained about the same while concentration (share of receipts for the top
1 percent) has risen since the 1960s, meaning firms are passing on productivity gains to workers
and consumers rather than keeping them.? (See figure 1 and figure 2.)

INFORMATION TECHNOLOGY & INNOVATION FOUNDATION | MAY 2024 PAGE 2



Figure 1: Top 1 percent corporations’ assets, receipts, and net income*
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Figure 2: Profitability of the top 1 percent of corporations hy assets®
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As such, rather than focusing principally on the purported downsides of firm size, policymakers
should not discount the benefits to the economy from firms that can gain efficiencies from the
scale. This means policymakers need to reject neo-Brandeisian ideology and instead empirically
examine the impact of rising concentration in each industry. Moreover, they need to revise the
2023 Merger Guidelines to encourage more mergers, especially those that result in minimal
increases in concentration but generate significant productivity gains. This would ensure that
larger, highly productive firms can continue to operate in the market, benefiting consumers,
workers, and the economy alike.

This report 1) rebuts the neo-Brandeisian claims that concentration invariably negatively affects
productivity and wages, 2) shows that concentration and productivity can have a positive
relationship, and 3) shows that concentration and wages can have a positive relationship.
Policymakers should:

= Modify the merger guidelines so that mergers are not presumed illegal based on market
shares.
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= Modify the guidelines so that regulators continue to give more consideration to efficiency
defenses.

= Expand the type of efficiency defenses a firm can use to justify a merger under the
consumer welfare model to include those under the general welfare model.

REBUTTING THE ARGUMENT THAT CONCENTRATION HURTS PRODUCTIVITY
AND WAGES

In recent years, anticorporate advocates and policymakers have exaggerated a slight increase in
corporate concentration and its impact on the economy as an excuse to break up large
companies. In a recent report by the House Committee on Small Businesses, the authors argued
that concentration has increased for 75 percent of U.S. industries, leading to market power for
large incumbent firms.® As a result, they advocate for stronger antitrust regulations that would
level the playing field for small businesses.” Similarly, in 2021, the White House’s Council of
Economic Advisors wrote that “there is evidence that in the United States, markets have become
more concentrated and perhaps less competitive across a wide array of industries.”® As a result,
they claim this rise in concentration has hurt labor markets, consumers, and other businesses.
Similarly, the Economic Innovation Group has also recently published a report claiming that
concentration has increased and resulted in fewer small businesses entering the market.®
Although less biased, other academic studies have also concluded that concentration has
increased significantly. For example, a Federal Reserve study claims that the U.S. economy has
become more than 50 percent more concentrated than it was in 2005.1°

The market share of the four largest firms in a given industry rose only 1 percentage point, from 34.3
percent to 35.3 percent, from 2002 to 2017.

However, on closer examination, concentration has only risen slightly, and has actually decreased
in the most concentrated industries. Using the most recent Census data on concentration,
productivity, and compensation at the six-digit level of the North American Industry
Classification System (NAICS), an Information Technology and Innovation Foundation (ITIF)
report concludes that the average C4 ratio, or the market share of the four largest firms in a given
industry, rose only 1 percentage point, from 34.3 percent to 35.3 percent, from 2002 to
2017.1! Further corroborating this, a simple average of the C4 ratios for 755 industries yields
similar results: an increase of about 1.8 percent from 2002 to 2012 and 0.2 percent from 2012
to 2017.12 (See figure 3.) Meanwhile, the ITIF study finds that the C8 ratio was even lower,
rising from 44.1 to 44.7 percent in the same period.'® But more importantly, it finds that the
most concentrated industries in 2002 became less concentrated by 2017.1* An analysis of 755
six-digit NAICS industries also gives similar results: the correlation between the change in the C4
ratio from 2002 to 2017 and the C4 ratio in 2017 was -0.28.*° In other words, rising
concentration (or less competition) cannot be attributed as the primary cause—and possibly is
not a cause at all—of a series of economic ills, despite proponents’ claims.
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Figure 3: Average C4 ratio for all available industries'®
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Indeed, further corroborating these findings, a study by Rossi-Hansbert et al. finds that rising
national concentration does not always result in less competition because top firms contribute to
rising national concentration and also to declining local concentration, a better measure of
market power and competition.!” More importantly, a study by Kwon et al. examining changes in
concentration for the last century finds that steady increases in national concentration are a
natural feature of the economy and a signal of industry growth.!®

The reality is that, for the most part, economists are still trying to explain the productivity slowdown,
which opens up a window for neo-Brandeisians to blame it on their bogeyman: big business.

Yet, despite what evidence suggests about changes in concentration and the potential benefits,
anticorporate activists continue to assert that concentration is the central problem facing the
American economy. One of their claims is that rising concentration is leading to lower
productivity growth rates, partly because rising concentration has coincidentally occurred
alongside declining productivity growth. (See figure 4.) For example, a recent study by the House
Committee on Small Business implies that rising concentration is hurting productivity growth, as
it asserts that rising concentration has led to fewer start-ups, which neo-Brandeisians claim are
better at allocating resources more efficiently.*® The White House also made similar claims when
it stated that “large businesses make it harder for Americans with good ideas to break into
markets,” resulting in less competition and slow productivity growth.?° Moreover, an EIG report
develops a theoretical model linking rising concentration to low productivity growth.?! However,
the evidence that these reports base their claims on about the relationship between
concentration and productivity growth is often flawed. For instance, part of the EIG report’s
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conclusion is based on the rise in concentration coinciding with productivity, but in no way does
that show causality.??

Figure 4: C4 ratio and change in productivity from previous year??
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Indeed, economists have attributed low productivity growth to a range of factors, but few have
concluded that rising concentration is the primary and direct cause of low productivity growth.
The reality is that, for the most part, economists are still trying to explain the productivity
slowdown, which opens up a window for neo-Brandeisians to blame it on their bogeyman: big
business. For example, a study by the San Francisco Fed concludes that “the relationship
between concentration, competition, and productivity growth is subtle: rising concentration does
not necessarily imply declining competition, and more competition does not necessarily
stimulate growth.”?* And what good evidence there is does not support the claim that
concentration is causing low productivity growth: an Organization for Economic Cooperation and
Development (OECD) study shows that every OECD nation has seen productivity decline even
though their changes in concentration levels differ.?®

To further bolster their anticorporate campaign, neo-Brandeisians also allege that rising
concentration is associated with, and the likely cause of, stagnating wages. In a 2018 article, the
now-FTC Chair Lina Khan claimed that “the decline in competition is so consistent across
markets that excessive concentration and undue market power now look to be not an isolated
issue ... this is troubling because monopolies and oligopolies ... depress wages and salaries.”2°
Indeed, more recently, Chair Khan remarked in a White House Roundtable in 2022 that mergers
can worsen labor market concentration, further depressing wages.?’ Similarly, the progressive
Economic Policy Institute (EPI) has argued that product market concentration may have reduced
wages by about 0.08 percent annually from 1979 to 2015.28 The EPI has also highlighted that
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product market concentration can also increase labor market concentration, which further hurts
wages.??

However, studies show that these claims are, at best, questionable. Indeed, a study by Azar et al.
finds that wages are not negatively associated with product market concentration.3® Furthermore,
studies also show that stagnating wages are due to factors other than labor market concentration.
For instance, an ITIF case study on nurses’ wages finds that nurses’ preferences on job location
rather than changes in labor market concentration are the cause for wage markdowns.3!
Moreover, the study also finds that labor market concentration has declined despite stagnating
wages. 32 Further corroborating these findings, a Cato Institute study finds a series of flaws in
studies that conclude that labor monopsony power is negatively affecting wages.2? Finally, the
Cato Institute also found that a study by Azar et al. concludes that moving from the 25th to 75th
percentiles in labor market concentration could be associated with a 4 percent /ncrease in
wages. 3

CONCENTRATION AND LABOR PRODUCTIVITY

Despite claims to the contrary, rising concentration has been linked to increased productivity. In
a study using data from 1972 to 2012, Ganapati found that increases in industry concentration
are positively correlated with productivity growth.® Specifically, he concluded that “a 10 percent
increase in the market share of the largest four firms is linked to a 1.6 percent increase in labor
productivity.”2¢ Corroborating these findings, another paper examining manufacturing industries
from 1982 to 2015 concludes that industries with large increases in concentration and
industries that are already highly concentrated tend to have better productivity growth.3” This
positive association between concentration and productivity is partly because the firms investing
more in both IT and other intangible assets that boost productivity are bound to gain market
shares. Indeed, an OECD study examining data from 2002 to 2014 finds that a 10 percentage
point increase in intangible assets in an industry is associated with a 1.5 to 2.2 percentage point
higher concentration.3® Meanwhile, a study by Bessen concludes that proprietary software is
related to top firms’ higher efficiency and can explain the 3 to 5 percent rise in industrial
concentration since 1980.3%°

The positive association between concentration and productivity is partly because the firms investing
more in both IT and other intangible assets that boost productivity are bound to gain market shares.

Indeed, ITIF examined 83 six-digit NAICS industries (with available concentration and
productivity data) and similarly concluded that concentration can have a positive impact on
productivity. In this analysis, industries with C4 ratios, or the market share of the four largest
firms in an industry, above 80 percent are considered “highly concentrated,” industries with
levels between 50 percent and 80 percent are considered “moderately concentrated,” and
industries with levels below 50 percent are considered “unconcentrated.”

In 2017, the four industries that were highly concentrated experienced an average productivity
growth of 111 percent from 2002 to 2017.%° The 10 industries that were moderately
concentrated had an average productivity growth of 68.9 percent and the remaining 69
industries that were unconcentrated had a growth of 30.8 percent.*! This is compared with the
average productivity growth of 39.3 percent for all 83 industries.*? (See figure 5.) In other words,
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this shows that the more concentrated an industry is, the higher the average change in
productivity, meaning that concentration can potentially be beneficial to the economy.

Figure 5: Average change in productivity index, 2002-2017, based on concentration levels in 20174
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To better assess the relationship between concentration and productivity, this analysis also
examines the relationship between changes in concentration and changes in productivity from
2002 to 2017. Figure 6 presents this relationship, with the y-axis showing the percentage point
change in C4 ratio and the x-axis showing the percentage change in productivity from 2002 to
2017. As the trendline in the figure shows, the relationship between change in concentration
and change in productivity is positive, with a correlation coefficient of 0.29.#* Even when the
three outlier industries (travel agencies, cable and other subscription programming, and video
tape and disc rental) are removed, the relationship remains positive, with a correlation coefficient
of 0.14.%° In other words, industries that got more concentrated also got more productive in this
period.
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Figure 6: Change in C4 ratio and change in productivity, 2002-20174¢
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Another way to assess the relationship between concentration and productivity is to examine how
productivity has changed for industries with varying levels of concentration. Figure 7 examines
this relationship, with the y-axis presenting the 2002 C4 ratios and the x-axis presenting the
change in productivity from 2002 to 2017. As the trendline in the figure shows, the relationship

between industry concentration and changes in productivity is positive, with a correlation

coefficient of 0.25.% In other words, the more concentrated an industry was in 2002, the higher
productivity growth it experienced from 2002 to 2017. Again, when the three outlier industries
(travel agencies, cable and other subscription programming, and video tape and disc rental) are

removed, the relationship is still positive, with a correlation coefficient of 0.21.4®
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Figure 7: 2002 C4 ratio and change in productivity, 2002-20174°
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Finally, the analysis also examines whether more concentrated industries also tend to have
higher productivity. Using Bureau of Labor Statistics (BLS) data on sectoral output and total
labor hours, the sectoral output per hour worked was calculated for each industry to be used as a
proxy for absolute labor productivity levels. Figure 8 shows this relationship, with the y-axis
showing the 2017 C4 ratio and the x-axis showing the output per hour worked in 2017.%° As the
trendline shows, the relationship between industry concentration and output per hour worked is
positive, with a correlation coefficient of 0.26.%! Even when the three outlier industries (cable
and other subscription programming, drugs and druggists sundries merchant wholesalers, and
other gasoline stations) are removed, the relationship is still positive, with a coefficient of 0.20.%?
In other words, industries that are more concentrated also tend to have higher productivity.
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Figure 8: C4 ratio and output per hour worked in 20173
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Numerous studies and data show that rising concentration is positively correlated with higher
productivity and wages. It is very likely that this relationship follows an inverted U, as it has been
shown to with innovation (highly concentrated and minimally concentrated industries innovate
less while moderate concentration and market power boost innovation).®* In sum, the economy
can be better off with more firms with higher productivity.

CONCENTRATION AND LABOR COMPENSATION

Notwithstanding claims that rising product market concentration leads to lower wage growth, the
relationship between the two is not as clear-cut as anticorporate, anti-big business proponents
make it seem. This is because large firms generally pay higher wages than do their smaller
counterparts. Indeed, a World Bank study of more than 45,000 firms in more than 100 countries
finds that larger firms generally pay wages that are twice as high as their small enterprises.®®
Furthermore, a study by Oi and ldson finds that firms with 500 or more employees pay wages
that are 30 to 50 percent higher than firms with fewer than 25 employees.®® A more recent ITIF
analysis also finds that workers in firms with more than 500 employees earn about 38 percent
more than those in firms with less than 100 employees.%” At the state level, a study measuring
the relationship between wages and firm size in Utah finds a positive relationship between wages
and firm size."8
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Studies have long attributed this wage premium to the higher productivity of larger firms. For
instance, an article by Miller examining 450 industries finds that the four largest firms in an
industry are about 37 percent more productive and offer 17 percent higher wages. Indeed,
higher productivity is also why the World Bank study observes that larger firms tend to be more
productive and offer higher wages.®® Moreover, a recent study by Lallemand on the Belgian
private sector finds that the size-wage premium is partly because of the “higher productivity and
stability of the workforce in large firms.”° At the bottom, rising concentration may signal that
firms are becoming more productive and growing larger in an industry, leading to higher wages
for employees and, possibly, a growing economy.

Based on an analysis of 83 six-digit NAICS industries (with available data), the relationship between
concentration and compensation, or wages, can be positive or negative.

Indeed, ITIF’s study of 83 six-digit NAICS industries (with available concentration and labor
compensation data) similarly concludes that concentration has a positive impact on wages.
Although hourly labor compensation is not an exact measure of wages for each industry, it is
used as a proxy for wages because “wages and salaries” generally account for about 80 percent
of compensation.®! The categorization of C4 ratios as highly concentrated, moderately
concentrated, and unconcentrated is the same as noted in the previous section. (Also, on
average, large firms pay more in non-wage compensation than small firms do.%?)

In 2017, the four highly concentrated industries experienced an average growth in hourly
compensation of about 70 percent.®® The 10 moderately concentrated industries saw an average
growth in their hourly compensation of about 95 percent, and the remaining 69 unconcentrated
industries only had a growth of about 47 percent.®* This is compared with the average growth in
hourly compensation of all industries of 54 percent.® (See figure 9.) Based on these findings,
the relationship between concentration and compensation, or wages, can thus be positive or
negative.
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Figure 9: Average change in hourly compensation index, 2002-2017, based on concentration levels in 2017%¢
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ITIF's analysis also examines how concentration levels are related to changes in hourly
compensation for the 83 industries with available data. In other words, do more concentrated
industries tend to see more increases in their wages? Figure 10 presents this relationship, with
the y-axis showing the 2002 concentration ratios for the four largest firms and the x-axis
presenting the change in the hourly compensation index from 2002 to 2017.%7 As the trendline
shows, the relationship between concentration and change in hourly compensation is positive,
with a correlation coefficient of 0.23.%8 In other words, industries that were more concentrated in
2002 also saw a more significant change in their hourly compensation from 2002 to 2017.°
Even when the outlier industry (cable and other subscription programming) is removed, the
relationship still remains positive, with a coefficient of 0.16—albeit with some qualifications
(see endnote).’® (See figure 11.) As a result, concentration is positively correlated with stronger
wage growth.
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Figure 10: 2002 C4 ratio and change in hourly compensation index, 2002-2017 (with outlier)”'
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Figure 11: 2002 C4 ratio and change in hourly compensation index, 2002-2017 (no outlier)
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ITIF also looked at whether industries that became more concentrated also experienced more
changes in their hourly compensation. Figure 12 presents this relationship, with the y-axis
showing the change in C4 ratios from 2002 to 2017 and the x-axis showing the change in the
hourly compensation index in the same period.’? As the trendline in the figure shows, the
relationship between the change in C4 ratios and the change in hourly labor compensation is
slightly negative, with a correlation coefficient of -0.03.72 However, this negative relationship is
dependent on a single outlier industry: the cable and other subscription programming industry.’*
(See endnote for why this outlier industry’s numbers may be inaccurate and should be excluded
from the analysis.’®) When this outlier industry is removed, the relationship becomes positive,
with a correlation coefficient of 0.11.7¢ (See figure 13.) In other words, as an industry became
more concentrated, generally its labor compensation also grew more, although the relationship
was not strong.

Figure 12: Changes in C4 ratio and hourly compensation index, 2002-2017 (with outlier)”’
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Figure 13: Changes in C4 ratio and hourly compensation index, 2002-2017 (no outlier)
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A third way to examine the relationship between concentration and compensation is to examine
whether industries with higher concentration also have higher hourly labor compensation. Figure
14 presents this relationship, with the y-axis showing the 2017 C4 ratios and the x-axis showing
the hourly labor compensation in 2017.78 As the trendline shows, the relationship between
concentration and labor compensation is positive, with a correlation coefficient of 0.12.7° In
other words, the more concentrated an industry is, the higher the hourly labor compensation it
offers.
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Figure 14: 2017 C4 ratios and hourly compensation®
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In sum, the literature and data support the notion that concentration can potentially have a
positive impact on labor compensation and its subcomponents, such as wages. As such, neo-
Brandeisians and other anticorporate crusaders should not jump to the conclusion that rising
concentration will automatically mean the economy is worse off and workers are harmed. If firms
are becoming larger and paying higher wages because they are more productive, concentration
will rise, but so will the number of people receiving higher wages. This can be beneficial to the
economy.

IMPLICATIONS AND POLICY RECOMMENDATIONS

The policy implications are clear: Policymakers should reject the neo-Brandeisian antitrust
program that demonizes bigger firms, as they usually benefit productivity and workers. This
includes abandoning opposition to mergers.

Large firms have more resources to invest in intangible assets that boost their productivity. As a
result of this higher productivity, corporate concentration will undoubtedly rise, but that does not
automatically mean the economy is worse off. This higher productivity can increase output and
lower prices, benefiting the economy. Moreover, this higher productivity will also benefit workers
with higher wages. As such, in contrast to neo-Brandeisian claims that workers work for large
companies because of monopsony power, a vast proportion of workers actually choose to work at
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these big companies because they are paid a higher wage. In other words, they are not forced to
work for these companies; they want to because it is usually a ticket to the middle class. Thus,
large firms boost the economy’s overall productivity while keeping the middle class healthy with
opportunities for workers to achieve a higher wage. Given the benefits they provide, breaking up
large companies would be both anticapitalist and antiworker.

However, rejecting neo-Brandeisian, anticorporate efforts to break up large firms is not enough.
Policymakers need to take action to encourage firms to become larger so that they can boost both
their own and the economy’s productivity. Indeed, one way increased concentration can be
achieved is through mergers, which neo-Brandeisians and their allies often state is a central
cause for increased concentration.®!

First, policymakers should modify the merger guidelines so that mergers are not presumed illegal
based on market shares. In the 2023 Merger Guidelines, the FTC and DOJ restored a structural
approach to mergers when they declared that a merger is presumed illegal if its Herfindahl
Hirschman index (HHI) is higher than 1,800 or the combined market share is greater than 30%
and the delta HHI is over 100.8? However, the issue with this approach is that it assumes the
same level of HHI or that concentration has the same impact on all industries. But the reality is
that high concentration may lead to scale economies and lower prices in one industry (e.g.,
aerospace) while having opposite effects for another. As such, instead of relying on structural
presumptions, the guidelines should encourage regulators to examine the specific effects of
increasing concentration from individual mergers. If a merger results in higher concentration but
also higher wages, lower prices, increased output, or accelerated innovation, regulators should
approve the merger. A policy like this would encourage firms to maximize their productivity gains
from scale, thereby benefiting the economy.

Policymakers need to take action to encourage firms to become larger so that they can hoost hoth
their own and the economy’s productivity.

Second, policymakers should modify the guidelines so that regulators continue to give more
consideration to efficiency defenses. In the 2023 Merger Guidelines, the agencies expressed
skepticism that mergers can result in efficiencies and have now made it more challenging to
assert pro-competitive effects as a justification for a merger.® The merger guidelines should
return to the precedent set by previous guidelines wherein procompetitive effects and efficiency
defenses are more readily credited and considered. This greater ability to defend their deals
would encourage more firms to merge and allow the economy to benefit from productivity gains.
Moreover, mergers that result in reduced jobs should be welcomed, not demonized, as this
productivity enhancement is the key source of increases in living standards.

Lastly, policymakers should expand the types of efficiency defenses a firm can use to justify a merger
under the consumer welfare model to include those under the general welfare model. Under the
consumer welfare standard, firms have to show that the efficiency gains from a merger would be
passed on to consumers. In other words, as Professor Hovenkamp has explained, “[A] ‘consumer
welfare’ standard effectively requires a form of actual compensation ... efficiency gains would
satisfy the test if [the gains] were actually passed on to consumers, thus yielding prices that are
no higher than they were prior to the merger.”8 However, this approach is somewhat problematic
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because it does not seek to maximize efficiency in the economy, only the consumer surplus.
Indeed, some mergers can result in higher productivity for the resulting firm post-merger that
outweighs the price increases. For Hovenkamp, these deals would be approved under a general or
total welfare standard: “[A] merger that produced $5 million in efficiency gains while raising
aggregate prices by $4 million would be counted as efficient, assuming it did no other harm
beyond raising prices.”#

The upshot is that firms with significant productivity potential from growth should be allowed to merge
even if the merger would result in price increases, albeit with some limit, but to the benefit of the
overall economy.

As such, adopting a general welfare standard would be another way for policymakers to modify
the merger guidelines to accept and strongly consider efficiency defenses that may justify deals
that result in minimal price increases but also significant productivity gains. However,
policymakers could also set a threshold on the share of price increases that can occur post-
merger for these efficiency defenses. This is because maximizing economic efficiency is
important, but so is limiting the harm to consumers. The upshot is that firms with significant
productivity potential from growth should be allowed to merge even if the merger would result in
price increases, albeit with some limit, but to the benefit of the overall economy.

CONCLUSION

Despite claims by neo-Brandeisian and other anticorporate ideologues, increasing corporate
concentration can boost productivity and wages. As we have seen, firms that have grown and
acquired high levels of market shares tend to be more productive. Indeed, the rising
concentration that results from these more productive firms gaining market shares is beneficial
because it signals that an industry has higher-productivity firms producing more of its output.
Moreover, as these firms become more productive and grow larger, they also tend to pay higher
wages to their employees, reduce prices for consumers, and invest more in innovation.

Thus, policymakers should reject neo-Brandeisian efforts to break up large firms and instead
encourage smaller firms that can benefit from productivity gains when they grow to become
larger. The best way to encourage firms to maximize their productivity is to modify the 2023
Merger Guidelines to be more favorable to mergers, especially those that result in some minimal
price increases but also significant productivity gains. Taking these actions would ensure that
more firms become larger and more productive, thereby benefiting the overall economy.
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