
Journal of Economic Perspectives—Volume 40, Number 1—Winter 2026—Pages 93–114

II n a textbook model of perfect competition in labor markets, workers’ wage 
compensation is determined by the interaction of demand from atomistic firms 
and supply of individual workers. But in real-world labor markets, employment 

and compensation are often determined in a setting where the demand-side of a local 
labor market for a certain industry is dominated by a few large local employers—or 
sometimes, even a single large employer. According to the US Bureau of Labor Statistics 
(2025), out of 132 million private industry workers in March 2025, 16 million worked 
at establishments with 1,000 or more workers, another 8 million at establishments 
with 500–999 workers, and 12 million more at establishments with 250–499 workers. 
(Remember, an establishment is a physical location where a business operates and 
hires; a large firm will consist of multiple establishments.) A substantial and growing 
body of recent research has examined the microeconomic and macroeconomic 
implications of the way these large firms exercise their labor market power.

This essay argues that understanding labor market power requires a macro 
perspective. Well-identified micro estimates are indispensable for documenting 
wage-setting power and pinning down key elasticities. But labor market power is 
concentrated among large employers in local markets that are themselves highly 
concentrated, and in these settings micro evidence alone is not sufficient. Once 
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dominant employers are present, three mechanisms amplify the aggregate conse-
quences of monopsony. Granularity (or the pure largeness of the firm) means that 
their wage and hiring decisions mechanically move market-wide averages because 
these firms account for a large share of employment. Strategic interaction arises 
because dominant employers internalize their outsized footprint and understand 
that their choices directly shift wages and employment in the broader market. 
Misallocation follows when the largest and most productive employers restrict hiring, 
pushing workers toward less efficient firms and thereby magnifying welfare losses.

These macro channels pose significant challenges to existing theoretical and 
empirical “micro approaches” that rely on small, atomistic firm behavior. Yet, the 
markets in which the assumptions underpinning the micro approach fail are precisely 
the markets that motivate the most pressing policy debates—noncompetes, no-poach 
agreements, and merger enforcement—and in which scope for monopsony is most 
severe. To make progress, we propose a macro approach in which researchers build 
and estimate theoretical models of granular firms harnessing both aggregate data 
and micro empirical estimates. We argue that the macro channels invert conven-
tional policy prescriptions. The most effective interventions directly target dominant 
employers—through antitrust enforcement, limits on restrictive contracting such as 
noncompete clauses, and related tools—while broad-based policies like minimum 
wages are often poorly aimed at the firms exercising the most market power.

We begin by defining concentration in labor markets using the Herfindahl-
Hirschman Index (HHI) and documenting the extent to which workers face 
concentrated employer demand. We then examine evidence that in concentrated 
labor markets, workers are paid significantly less than their marginal product—across 
different approaches and data sources, the median firm pays its workers between 70 
and 80 percent of their marginal product. We discuss how the three macro mecha-
nisms propagate these wage markdowns into aggregate welfare losses: across a range 
of methodologies, these losses total more than 7.6 percent of a typical household’s 
lifetime consumption, and wage gains from eliminating labor market power can 
exceed 30 percent in the most concentrated markets (Berger, Herkenhoff, and 
Mongey 2022a; Jarosch, Nimczik, and Sorkin 2024). We then discuss the concep-
tual limitations of the traditional theoretical and empirical micro approach, which 
requires an assumption of small, atomistic firms. We outline the macro approach 
to monopsony, explaining how to harness both aggregate and identified micro elas-
ticities to learn about spillovers and granular firm behavior. Finally, we examine 
the policy implications of this macro perspective, emphasizing how concentration 
among large employers changes which interventions are most effective.

Measuring Labor Market ConcentrationMeasuring Labor Market Concentration

To define a labor market, we start with the idea that these markets happen 
within the geographic area in which people live and work (Berger, Herkenhoff, 
Mongey 2022a). We use the idea of a “commuting zone” developed by researchers at 
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the US Department of Agriculture (USDA Economic Research Service 2025), who 
use county-level data to divide the US economy into 592 commuting zones, which 
as the name suggests are determined by the extent of actual commuting patterns 
within these areas. In addition, most workers have a degree of industry-specific 
knowledge and thus tend to look for jobs within a certain industrial sector. Here, 
we focus on 96 industries as classified at the three-digit level in the North American 
Industry Classification System (NAICS), which is meant to strike a balance between 
the more general classification of 20 sectors at two-digit level and the 1,012 sectors 
at the highly detailed six-digit level.

To measure concentration across labor markets, we adopt the well-known 
Herfindahl-Hirschman Index. In the labor market context, the HHI is computed by 
determining the market share of each company in a labor market—that is, their payroll 
divided by the total payroll of their competitors in that three-digit industry sector 
in a given commuting zone—then squaring and summing those shares. In several 
theories of noncompetitive labor markets, HHIs emerge as a sufficient statistic for a 
market’s competitiveness. For example, Berger, Herkenhoff, and Mongey (2022a) 
show that because wage‐setting power in oligopsony models is a direct function of 
a firm’s share of total payroll, the correct statistic is a wage-bill-weighted HHI. At 
an intuitive level, when a few firms dominate employment and hiring in a certain 
commuting zone and industry labor market, job-seeking workers repeatedly 
encounter these same employers, and what matters is how much of total wages they 
are paying. Jarosch, Nimczik, and Sorkin (2024) provide a complementary micro 
foundation for the HHI, showing that the HHI is a natural summary of labor market 
competitiveness when workers search for jobs in concentrated market.

Figure 1 shows that many US labor markets, as defined by commuting zone and 
three-digit industry sector, are quite concentrated. Each bar shows the share of total 
labor income in the economy paid in markets with particular concentration levels. 
For example, the tallest bar shows that 25 percent of total labor income is paid in 
local labor markets with an Herfindahl-Hirschman Index of around 1000, which 
corresponds to the level of competition generated by ten equally-sized firms. While 
the average labor market has more than 100 firms, employment and wage payments 
are highly concentrated among dominant firms. The US antitrust authorities at the 
Federal Trade Commission and the Antitrust Division of the US Department of 
Justice often use an HHI of 2500 as a rough rule-of-thumb for whether they should 
be concerned about the effects of a proposed merger. As the dark gray bars show, 
approximately 40 percent of total wage payments in the US economy are made in 
labor markets that are at or above this threshold.

Similar measures of concentration emerge with other measurement approaches. 
Azar, Marinescu, and Steinbaum (2022) compute Herfindahl-Hirschman Indexes 
using job postings rather than wage payments, defining market share as the share 
of vacancies or applications received in local markets. Despite these methodological 
differences, they find approximately 40 percent of markets are highly concentrated, 
in the sense that they exceeding the commonly used HHI threshold of 2500. A high 
degree of labor market concentration appears to be a robust empirical phenomenon.
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Labor Market Power at the Firm LevelLabor Market Power at the Firm Level

Traditional Sources of Labor Market PowerTraditional Sources of Labor Market Power
Real-world labor markets are far from a textbook example of supply and demand 

for a homogeneous product being traded in a frictionless and full-information 
market. As a result, there are several reasons why employers have a degree of market 
power even without raising issues related to large or concentrated employers.

First, jobs differ in amenities, tasks, schedules, and workplace conditions, and 
workers place heterogeneous value on these characteristics. As a result, no two firms 
are perfect substitutes from the workers’ perspective, giving even atomistic firms a 
degree of wage-setting power. Because workers sort toward employers whose charac-
teristics they value, each firm faces its own upward-sloping labor supply curve, rather 
than competing in a common spot market. Several issues are interrelated here: 
worker sorting, compensating differentials, rent sharing, and imperfect competi-
tion, but the key point is that differentiation across jobs gives firms market power. 
Recent papers support the quantitative importance of this mechanism. Lamadon, 
Mogstad, and Setzler (2022) estimate a model using matched US worker-employer 
tax data from 2001 to 2015 that allows workers to differ in their preferences over 
employers and firms to differ in productivity and hiring behavior. They show that 
these forms of heterogeneity are not enough to replicate the observed wage and 

Figure 1 
Labor Market Concentration and Wage Markdowns
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mobility patterns unless firms also have market power in setting wages. Similarly, 
Card, Heining, and Kline (2013) document large firm-specific wage components in 
West Germany, underscoring the central role of employers in wage determination.

Second, a job search requires time and effort, and mobility to new jobs is often 
costly (buying or selling a home, changing children’s schools, and other costs), so 
workers cannot move seamlessly between jobs—even when those jobs are otherwise 
functionally identical. The canonical search model of Burdett and Mortensen 
(1998) demonstrates how these frictions naturally generate labor market power. 
Firms recognize that workers cannot instantly switch employers, creating room for 
monopsonistic wage-setting below competitive levels. Some firms choose to pay 
higher wages to attract workers more quickly, while other firms opt for lower wages, 
accepting higher turnover and slower hiring. Search frictions effectively create 
bilateral monopoly situations and generate the kind of firm-level wage-setting power 
emphasized in Manning’s (2003) synthesis of the modern monopsony literature.

These search frictions provide a micro-foundation for why the labor supply 
curve facing each is upward sloping, even when firms are small. Our focus in 
this essay is on how these traditional sources of monopsony interact with granu-
larity and market structure when some firms are very large. Recent work such as 
Jarosch, Nimczik, and Sorkin (2024) explicitly combines frictional search with big 
firms in concentrated labor markets, showing how granular employers use their 
position in the job ladder to shape wages. Our “macro approach” can be viewed 
as building on this search tradition—using rich worker-firm data and models with 
large employers to measure the resulting wedges and trace out their aggregate 
consequences.

Third, workers will have incomplete information about their “outside options”—
that is, the alternative jobs that are available to them in the labor market and how 
much those jobs would pay. For a review of early theoretic foundations for monop-
sony power that stem from incomplete information about job offers, a useful starting 
point is Mortensen and Pissarides (1999). Recent incarnations appeal to the theory 
of “rational inattention” to motivate monopsony power—that is, a typical worker 
will not find it worthwhile to spend the ongoing time and energy needed to gather 
information on evolving “outside options” (Cheremukhin, Restrepo-Echavarria, 
and Tutino 2020; Cheremukhin and Restrepo-Echavarria 2025). In a survey of 
German workers, Jäger et al. (2024) find that most workers wrongly believe that 
alternative wages are very close to present wages. For example, “workers that would 
experience a 10% wage change if switching to their outside option only expect a 
1% change.” Such biased and limited information about outside options exacer-
bates labor market power for employers.

Quantitative Measures of Labor Market PowerQuantitative Measures of Labor Market Power
In product markets, a firm with market power may choose to reduce its output, 

increase prices, and reap higher profits. Similarly, a firm with labor market power may 
strategically decide to reduce its labor demand in order to pay lower wages. Recent 
quantitative theories of labor market power focus on how large firms in concentrated 
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markets can exploit labor market imperfections to extract worker rents through 
monopsony power. For example, Berger, Herkenhoff, and Mongey (2022a) study 
oligopsonistic competition and show that larger, more granular firms as measured by 
market share will markdown wages much more than smaller atomistic firms.

However, measuring these markdowns—that is, the gap between wages and the 
marginal revenue product of workers—is not straightforward. Marginal revenue is 
almost never directly observable; instead, it must be estimated from production 
functions.

In one prominent study of markdowns, Yeh, Macaluso, and Hershbein (2022) 
use data on US manufacturing firms from the Census of Manufactures (compre-
hensive coverage every five years) and the Annual Survey of Manufactures (partial 
coverage, not including all small firms, but available annually). With data on 
revenue and inputs of labor, materials, capital, and energy, they estimate plant-level 
production functions from 1976 to 2014, which in turn allows them to calculate 
the marginal revenue product of labor. They find that workers are paid about 
65–73 percent of their marginal output. This markdown varies substantially across 
firms. As Figure  2 shows in panel A, when the plants with larger shares of local 
employment (measured at the county by three-digit industry level), the markdown 
is systematically greater. In another study of markdowns, Chan et al. (2023) use 
Danish data and a model to estimate firm-level distributions of productivity, worker 
ability, markdowns, pass-through, and labor-supply elasticities. They find that the 
median worker receives about 79 percent of their marginal product in pay as shown 
in Figure 2, panel B.

When workers have limited outside options, firms gain bargaining power. In 
frictional labor markets, this power is amplified for large employers who control a 
substantial share of available jobs. Jarosch, Nimczik, and Sorkin (2024) formalize 
this mechanism using Austrian data: larger firms that dominate local job listings 
can credibly threaten to exclude workers from future job opportunities if they reject 
the firm’s terms. This gives granular employers leverage to markdown wages more 
aggressively than atomistic firms.

This essay is not a literature review. But across these studies—and the broader 
literature they cite—a consistent pattern emerges: workers in concentrated labor 
markets typically receive 70–80 percent of their marginal product, with the largest 
markdowns occurring at the biggest firms.

When Labor Market Power Cascades to the MacroeconomyWhen Labor Market Power Cascades to the Macroeconomy

When large employers dominate labor markets, their decisions do not just 
affect markdowns paid to their own workers. Their actions may cascade through 
entire economies. In this section, we argue that dominant firms’ actions propa-
gate through the economy via three mechanisms: granularity, strategic actions, and 
misallocation. For each mechanism, we discuss its theoretical basis and supporting 
empirical evidence.
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GranularityGranularity
In common usage, “granular” refers to something small or divided into many 

parts. However, in the research on labor market power, “granular” is in contrast to 
the idea of truly atomistic markets—in other words, “granular” means big enough 

Figure 2 
Evidence on Wage Markdowns

Source: Panel A is from Yeh, Macaluso, and Hershbein (2022). Panel B is from Chan et al. (2023).
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for individual actions to matter. This difference is not just a theoretical curiosity: as 
Figure 1 shows, in 11 percent of US labor markets, a single employer accounts for 
at least 11 percent of the wage bill, and the average labor market has concentration 
equivalent to just nine equally-sized firms. When firms are this large, their actions—
or shocks and policies that affect them—can influence market-, state-, and even 
national-level aggregates.

What does it mean to be a granular firm in a labor market? Formally, if firm 
i commands wage-bill share si, then a 1 percent wage change at that granular firm 
moves the average market wage by si percent, regardless of any strategic consid-
erations. Consider an average labor market in which the Herfindahl-Hirschman 
Index corresponds to nine equally-sized firms, each hypothetically controlling 
11 percent of the market. If, say, Amazon employs 11 percent of the “Warehousing 
and Storage” workers in a commuting zone (a three-digit industrial code), its wage 
decisions mechanically move the market average wage by 11 percent.

The pure granularity effect has a long and well-explored literature in product 
markets. For example, Gabaix (2011) argued that idiosyncratic shocks to the 
100  largest US firms explain one-third of variation in output growth. The same 
logic applies to labor markets. Kovalenko, Schnabel, and Stüber (2022) adapted the 
approach of Gabaix (2011) to show that the largest firms in Germany are the main 
drivers of aggregate employment dynamics. Esquierro and da Silva (2024) provide a 
similar analysis for Brazil, finding that public firms are important in understanding 
granularity in that context.

Strategic InteractionStrategic Interaction
In an extreme example with identical workers and a single firm, the monopsony 

firm will set wages to the workers’ common outside option and extract all rents from 
workers. Early theoretical models of oligopsony labor markets (Bhaskar, Manning, 
and To 2002; Boal and Ransom 1997) showed how to apply the intuition of this 
extreme example to markets with a handful of nonatomistic firms that compete 
strategically for labor. More recent research brings this core oligopsony idea to 
the data by creating quantitative models that capture key features of high-quality 
microdata, including rich heterogeneity across firms, workers, and labor markets. 
When a granular firm competes against other granular firms, these strategic actions 
are anticipated and responded to. Through this process of market level interaction, 
the labor market inherently begins to become coordinated around these actions.

A large firm—one that accounts for a meaningful share of local job 
opportunities—can shape outcomes through several strategic channels. Because 
its hiring moves the market as a whole, it may choose to restrain its employment 
in order to keep wage pressure down. This strategic use of hiring to influence 
market-wide conditions is a core mechanism emphasized in oligopsonistic compe-
tition models such as Berger, Herkenhoff, and Mongey (2022a). Understanding 
that workers’ outside options are limited, a granular firm may bargain more aggres-
sively to reduce pay. Jarosch, Nimczik, and Sorkin (2024) show that in frictional 
labor markets, larger firms controlling a greater share of job listings can credibly 
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threaten to exclude workers from future job opportunities if they reject the firm’s 
wage offers. Finally, because their actions affect policy and other economic actors, 
granular firms can take indirect actions to suppress wages, including confronting 
unions (Azkarate-Askasua and Zerecero 2025) or engaging in tacit or explicit collu-
sion (Brooks et al. 2019; Gottfries and Jarosch 2025b).

Whether firms take strategic actions in labor markets is hotly debated. A first 
approach points to patterns in markdowns as evidence of strategic interactions. 
Using a structural model and empirical tools, based on comparing the employment 
and wage responses of firms that have experienced changes in state-level corpo-
rate tax laws to those that have not, Berger, Herkenhoff, and Mongey (2022a) find 
that larger firms within local labor markets have wider markdowns. Our structural 
model interprets this as evidence of strategic actions. If large firms were not taking 
strategic actions to exploit their granular role in the labor market, then they would 
have the same markdown as small firms. On the other hand, a study of a job board 
for high-paid tech workers rejects strategic oligopsonistic competition in favor of 
straightforward monopsonistic competition (Roussille and Scuderi 2023). This 
finding may be surprising, given that high-paid tech workers are a segment of the 
labor market that has been explicitly subject to anticompetitive behavior between its 
largest firms via collusive nonpoaching agreements (Posner and Zheng 2025). The 
tension between these results demands further advances in measurement.

A second approach to testing for strategic actions is to examine spillovers in 
local labor markets. In an influential study, Staiger, Spetz, and Phibbs (2010) show 
that strategic responses are large following legislated wage increases at a big firm 
in the labor market for nurses: Veterans’ Administration (VA) hospitals. For every 
10 percent increase in wages at a VA hospital, nearby non-VA hospitals increase their 
wages by 1.28 percent. More recently, Derenoncourt et al. (2021) examined strategic 
responses to Amazon’s 2018 introduction of a $15 voluntary minimum wage. They 
document that large national competitors quickly followed suit, entirely consistent 
with large firms best-responding to each other. However, the authors find limited 
evidence of local wage spillovers to smaller competitors. In contrast, Ashenfelter 
and Jurajda (2025) study the same Amazon wage shock but focus on McDonald’s 
restaurants—workers in entry-level, high-turnover jobs with little firm-specific skill. 
They find that McDonald’s restaurants within 10 kilometers of Amazon fulfill-
ment centers raised wages significantly in response to Amazon’s policy, with larger 
increases in highly concentrated and low-wage local labor markets.

Some of this tension may stem from differences in how labor markets are 
defined. Strategic interaction only makes sense relative to a clearly defined labor 
market—the set of employers who actually compete for the same workers. In 
empirical work, this situation is typically approximated by geographic-industry or 
geographic-occupation cells, but competitive boundaries vary substantially across 
settings. Hospitals compete locally; large retailers set wages nationally; tech firms 
compete for specialized workers across broad geographies. The mixed spillover 
evidence may reflect this heterogeneity. Understanding when and where strategic 
interactions matter requires careful attention to market definition and the degree 
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of substitutability among competing employers. More work is needed to under-
stand when and where strategic interactions drive wage setting, particularly across 
different types of labor markets and worker skill levels.

A third empirical approach studies events that exogenously increase 
employer concentration, most notably mergers, on firms’ actions in a direct way. 
While these settings do not directly test strategic wage setting, they offer credible 
evidence on how firms respond when their labor market power expands. Arnold 
(2020) analyzes mergers across the entire US economy using Census data and 
finds that consolidation reduces wages, with larger effects in markets that were 
already concentrated. Prager and Schmitt (2021) examine hospital mergers and 
similarly document wage declines for hospital workers following consolidation. 
These results demonstrate that when concentration rises, firms strategically act to 
cut wages—behavior inconsistent with a competitive model where employers are 
atomistic price-takers.

A fourth approach directly analyzes legal agreements, case studies, and rulings 
to argue that strategic actions are important. Posner (2021) reviews a number of 
influential cases brought against employers over the last century, while also high-
lighting a number of ways in which antitrust enforcement has ignored arguably per 
se illegal strategic behavior on the side of employers. In particular, Starr and Smith 
(2019) discuss the prevalence of firms that require employees to sign noncompetes 
and no-poach agreements (a topic Starr explores in greater depth in his paper in 
this symposium). By 2014 roughly 50 percent of workers earning above $150,000 
were bound by noncompetes, while 14 percent of those earning below $40,000 were 
likewise bound. By 2016, 60 percent of large firms were using no-poach agreements, 
including the Apple and Google agreements mentioned earlier. Regardless of their 
legality, the law and economics literature provides complementary evidence on 
widespread strategic actions by firms in concentrated labor markets.

MisallocationMisallocation
In an efficient economy, high-productivity firms will attract additional productive 

resources—like labor, capital, and land—allowing these firms to expand. Relative to 
this efficient allocation of resources, if large, productive firms take actions to reduce 
employment and wages in labor markets, efficiency will be reduced as resources are 
misallocated.

Consider a local economy in which the engineering productivity of large Tech 
Firm G is twice that of small startups. In a competitive market, Firm G would continue 
hiring engineers until wages equal their marginal product. But with market power, 
profit-maximizing Firm G will restrict hiring to keep wages low. The talented engi-
neers that would work at Firm G in an efficient economy instead work for lower 
wages at less productive startups, where their skills generate half the value. Overall 
economic productivity is lower as a result.

Large markdowns at the most productive firms are especially distorting. The 
studies mentioned earlier, including Yeh, Macaluso, and Hershbein (2022) on 
US manufacturing plants, establish that large firms have larger markdowns. This 
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result holds true in a number of different countries and industries, suggesting wide 
scope for reallocation to improve economic efficiency.

Do policies that reduce monopsony power actually induce such reallocation? 
Dustmann et al. (2022) document strong patterns of reallocation from small to 
large firms in Germany following their large minimum wage hike in 2008. Workers 
moved toward more productive employers, suggesting that reallocation may be an 
important source of gains from minimum wages and other policies that address 
monopsony. More broadly, Carlsson, Messina, and Skans (2021) demonstrate that 
policies affecting firm-level shocks can drive substantial reallocation in the Swedish 
labor market, underscoring that labor market frictions shape how workers sort 
across firms of varying productivity.

Measuring the Aggregate Effects of Labor Market PowerMeasuring the Aggregate Effects of Labor Market Power

The evidence reviewed above shows that workers in concentrated labor 
markets are typically paid well below their marginal product, with the largest mark-
downs occurring at the biggest firms. But the implications of labor market power 
extend well beyond direct pay suppression. When large employers dominate local 
labor markets, their decisions reshape outside options throughout the market and 
affect how labor is allocated across firms. We previously documented empirical 
patterns consistent with granularity, strategic interaction, and misallocation. In this 
section, we examine how incorporating these three mechanisms into quantitative 
models substantially amplifies the estimated aggregate costs of labor market power 
compared to models with atomistic firms.

A natural benchmark comes from a model that captures direct wage suppres-
sion, but without strategic interaction among large firms. In a study mentioned 
earlier, Lamadon, Mogstad, and Setzler (2022) estimate such a structural model 
using matched US worker-firm tax records from 2001 to 2015. In their model, 
workers differ in their preferences over employers and firms differ in productivity 
and hiring behavior. This rich heterogeneity generates meaningful wage dispersion 
and sorting, but firms behave as atomistic wage-takers: even large employers take 
market wages as given rather than recognizing their ability to influence them. Using 
this framework, they estimate that eliminating labor market frictions and distor-
tions would raise output by 3 percent and welfare by 5 percent. These losses reflect 
direct markdowns—firms paying workers less than their marginal product—but 
not the amplification that arises when dominant firms can move market wages or 
strategically suppress hiring. Lamadon, Mogstad, and Setzler therefore provide a 
lower bound on the aggregate costs of monopsony power.

Allowing for granular firms that recognize their influence on market conditions 
substantially increases the implied macro losses. Berger, Herkenhoff, and Mongey 
(2022a) develop a general-equilibrium model in which large, granular employers 
internalize that their wage and hiring decisions affect market wages—and anticipate 
the responses of other large firms. Using variation from state corporate tax changes 
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to discipline the model, they find that eliminating distortions raises output by 
20.9 percent and welfare by 7.6 percent. Output gains are seven times larger than 
the Lamadon, Mogstad, and Setzler (2022) benchmark, while welfare gains are 
50  percent larger. This gap captures the contribution of strategic interaction: if 
large firms behaved like atomistic competitors, their markdowns would resemble 
those of small firms rather than being systematically wider.

A major reason the aggregate losses rise so sharply in the Berger, Herkenhoff, 
and Mongey (2022a) framework is misallocation. When dominant firms restrict 
hiring to keep wages low, workers who would be most productive at those firms end 
up at less productive employers. The empirical patterns documented earlier—larger 
markdowns at the largest and most productive firms—mirror this mechanism. In 
this paper, we show that misallocation accounts for about 60 percent of the output 
gap between the efficient allocation and the observed allocation with monopsony 
power. In other words, much of the aggregate cost arises not from the lower wages 
themselves but from the fact that workers end up in the wrong jobs.

Labor market power also shapes the wage distribution. In a model in which 
granular firms in a concentrated local market do not compete against themselves to 
offer higher wages, Jarosch, Nimczik, and Sorkin (2024) find based on Austrian data 
that eliminating labor market power would raise wages by 2.6 percent on average, 
and 30  percent in the most concentrated markets. High earners gain the most 
from eliminating monopsony, because they are disproportionately employed at the 
largest firms with the widest markdowns. These distributional effects run counter 
to the view that monopsony primarily hurts the lowest paid, highlighting significant 
policy implications that differ markedly from standard competitive models.

Finally, interactions across sources of monopsony power and the aforementioned 
macro propagation mechanisms may also be nonlinear. In Berger et al. (2024), we 
develop and estimate a model in which three sources of labor market monopsony 
interact: traditional (based on heterogeneous preferences of workers and search 
costs) and new (granular employers). Using estimates based on Norwegian data, we 
infer an average markdown of 21 percent, suggesting significant labor market power. 
Policy experiments reveal strong complementarities: removing search frictions 
narrows markdowns by 60 percent and significantly improves the allocation of workers 
to firms. In particular, many more workers reach the highest productivity firm at the 
top of the job ladder. Increasing competition in the bargaining process—shifting 
from duopsony to triopsony during wage renegotiations—narrows markdowns by 
50 percent. Removing preference-based sources of monopsony narrows markdowns 
by 30 percent. That these numbers sum to greater than 100 percent indicates signifi-
cant nonlinearities in how sources of monopsony power interact.

Implications of Large Firms for Micro MethodsImplications of Large Firms for Micro Methods

When large firms affect the economy through granularity, strategic actions, 
and misallocation, then the microeconomic methods of analyzing labor market 
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power face fundamental challenges. The core problem is that the conventional 
micro methods rely on atomistic firm behavior, but granular firms create spillover 
effects that contaminate standard identification strategies.

As an example, suppose Firm A pays wages of $100 and after being the only 
firm in the market to receive a new patent, it expands its employment from 100 to 
110 workers. How can we tell whether Firm A has labor market power? If Firm 
A was competitive, and thus faces a perfectly elastic supply curve of workers, it 
would expand its employment at the market wage—remember, the positive shock 
only affects Firm A. However, if Firm A has labor market power, then it faces an 
upward-sloping supply curve of potential workers, and expanding employment will 
require increasing wages, say to $110. In a micro empirical approach, Firm A’s labor 
market power can be inferred from how much wages increase in order to increase 
employment, using other firms as a control group to estimate the treatment effect 
of the patent on wages and employment at Firm A.

This distinction between treatment and control fails in the setting of concen-
trated labor markets with a handful of dominant large employers. Suppose that 
the labor market has another large firm, Firm B, that also pays $100 and employs 
100 workers. Both firms are granular. In equilibrium, Firm A’s 10 new hires all come 
from Firm B. Comparing employment changes at the treated Firm A to the control 
Firm B delivers a swing in employment of 20 workers for a $10 wage increase. This 
contaminated estimate, which includes spillover effects to other firms, is what we 
call an empirical elasticity. It exceeds the true responsiveness of employment to wages 
at Firm A: an increase of 10 workers for a $10 wage increase. This true responsive-
ness, purged of spillovers, is what we call a structural elasticity. If Firm B responds by 
increasing its wages—that is, if Firm B takes a strategic action in response to Firm 
A’s wage increase—the empirical elasticity becomes even more contaminated by 
general equilibrium effects and the picture gets murkier still.

What we will call the macro approach explicitly accounts for spillovers from 
treated firms to control firms that naturally occur in concentrated labor markets. By 
explicitly modeling the spillovers between Firm A and Firm B, researchers using the 
macro approach can recover the true responsiveness of employment to wages. This 
yields accurate estimates of the structural labor market power of firms, and accurate 
evaluations of policies that interact with labor market power.

Regression-Based MethodsRegression-Based Methods
The micro approach we just described is a difference-in-differences design, one 

of a family of regression-based methods that offer transparent identification and 
easy interpretation. The seminal Card and Krueger (1994) study of the effects of 
New Jersey’s minimum wage on fast-food restaurant employment exemplifies this 
approach. Employment changes at treated establishments in New Jersey (which 
raised its minimum wage) are compared to a control group of establishments 
in Pennsylvania (which did not). This design has been enormously influential, 
particularly in the study of labor markets—for example, in comparing wages in 
local areas that have experienced a merger that led to an increase in labor market 
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concentration to those that had not (Arnold 2020); in comparing wages of workers 
with industry-specific skills in areas that had a substantial rise in labor market 
concentration from hospital mergers to areas that did not (Prager and Schmitt 
2021); and in comparing how states that have seen a change in enforcement levels 
for noncompete agreements have lower wage increases than those that have not 
seen such a change (Johnson, Lavetti, and Lipsitz 2025).

However, these approaches rest on what researchers call the Stable Unit Treat-
ment Value Assumption, which means that treating one group does not affect the 
control group. In fast food markets, what happens in New Jersey stays in New Jersey. 
This assumption holds under the traditional micro-based view of monopsony power in 
which firms are atomistic. But when labor markets are dominated by large employers, 
this assumption can fail in ways that create challenges for these research designs.

Consider three concrete ways the Stable Unit Treatment Value Assumption 
may fail in concentrated markets with dominant employers. First, large firms often 
operate across borders. When Walmart faces higher minimum wages in New Jersey, 
it might shift hours to Pennsylvania stores, contaminating the control group. 
Second, spillovers occur when large employers in Pennsylvania preemptively raise 
wages to retain workers who might otherwise cross the border to New Jersey for 
higher pay. Third, in other contexts, supply chain connections mean that when a 
major employer like Amazon adjusts wages in one state, its suppliers and competi-
tors across state lines respond.

In short, markets with dominant employers—where economic policy would 
presumably have its largest effects—are also the settings that violate the Stable Unit 
Treatment Value Assumption.

Industrial Organization MethodsIndustrial Organization Methods
Common industrial organization methods measure labor market power by 

comparing a direct estimate of a worker’s contribution to value-added to their 
current wage, as discussed earlier. But this computation of labor market power typi-
cally assumes that today’s wage is all that workers and firms care about.

But this assumption may not hold true. In models by Jungerman (2023), 
Berger et al. (2024), and very recently Agostinelli et al. (2025), granular firms recog-
nize how they influence not only current wages, but also the entire time path of 
compensation. Workers may accept lower current wages in exchange for training or 
higher future pay, making current wage comparisons misleading. Using data from 
Norway that allow them to separate the heterogeneous values that workers place 
on nonwage amenities, firm granularity, and search frictions, Berger et al. (2024) 
find that wage backloading accounts for 70 percent of markdowns measured from 
current wages. Under these alternative theories, the current wage at a granular firm 
is an inappropriate benchmark for computing labor market power.

The Macro Approach: A Symbiosis of Theory and Micro EstimatesThe Macro Approach: A Symbiosis of Theory and Micro Estimates
Once researchers recognize the presence of granular employers, strategic 

actions, and their equilibrium spillovers, how can they proceed? The macro 
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approach offers one path forward by embedding the empirical elasticities we described 
earlier within general equilibrium models that account for spillovers and strategic 
interaction (Berger, Herkenhoff, and Mongey 2022a). This approach produces 
quantitative models that capture granularity, strategic actions, and misallocation, 
while being disciplined by micro data.

The macro approach consists of four steps. First, write down a theory of large 
firms in concentrated markets, capturing granular firms, strategic actions, and 
general equilibrium effects (as discussed earlier). Second, choose parameters of 
the model to ensure that it produces the same empirical elasticities, estimated from 
micro methods, when subjected to the same shock (say, it replicates the employment 
responses of firms in New Jersey following a large increase in the minimum wage). 
Third, because the empirical elasticities are contaminated by spillovers (as just noted), 
use the model to compute the sought-after structural elasticities, which are purged of 
spillovers. Fourth, use the framework to conduct counterfactuals that measure the 
positive and normative properties of alternative policies.

The key conceptual advance is in steps 2 and 3. The model can be disciplined 
by empirical elasticities, which are contaminated, and then produce structural 
elasticities, which are not. This approach produces a “big tent”: micro empirical 
methods to inform macro model-based counterfactuals.

Amodio, Medina, and Morlacco (2025) provide a clear illustration. First, they write 
down a general equilibrium model where large manufacturing firms in concentrated 
local labor markets compete oligopsonistically for workers, while workers can choose 
between wage employment and self-employment. Second, they use the staggered 
rollout of Peru’s rural electrification program for causal identification, allowing them 
to estimate how electrification differentially affects employment at firms with varying 
constraints in accessing electricity. They calibrate their model parameters so that when 
electrification occurs in the model, it replicates these empirical elasticities, while also 
matching cross-sectional correlations between market concentration and labor market 
outcomes. These correlations directly discipline the magnitude of general equilibrium 
spillovers by capturing how workers sort between sectors in response to market struc-
ture changes. Third, they use the model to recover structural elasticities that account 
for general equilibrium spillovers, including how electrification affects the sorting of 
workers between wage employment and self-employment, which changes the labor 
supply elasticity and amplifies or dampens the policy effects. Fourth, they use these 
structural elasticities to evaluate how labor market power affects the success of indus-
trial development policies, finding that policies are only effective when they directly 
address the concentration of labor market power among large firms.

Of course, the macro approach typically requires stronger modeling assumptions 
than reduced-form micro evidence. However, it also provides an internally consis-
tent way to measure labor market power among dominant employers and to 
evaluate policy counterfactuals. And it is precisely in markets with large firms and 
high concentration—where labor market power is most severe—that such macro 
tools are most informative and where policy interventions may be most needed. 
This makes the macro approach a valuable complement to existing micro methods.
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Implications for Labor Market PoliciesImplications for Labor Market Policies

The macro approach gives a new perspective on policies designed to coun-
teract firms’ labor market power. In markets with large firms and substantial 
concentration, it qualifies the standard view of minimum wages as a primary tool 
against monopsony power. We then discuss more promising policies—such as 
antitrust enforcement and noncompete bans—that more directly target dominant 
employers in concentrated markets.

The Promise and Limitations of Minimum WagesThe Promise and Limitations of Minimum Wages
Minimum wages have long been viewed as the natural policy response to 

monopsony power. Joan Robinson’s (1933) classic analysis showed that a monop-
sonist hiring below the competitive wage could be induced to raise wages to the 
competitive level through a binding minimum wage, increasing both wages and 
employment while eliminating the deadweight loss from labor market distortions. 
This insight has motivated decades of minimum wage advocacy as a remedy for 
labor market power.

However, this analysis assumes a single dominant employer, whereas in reality 
labor markets contain multiple firms of varying productivities. As we documented 
earlier, large firms have systematically larger markdowns. The presence of large firms 
in concentrated markets taking strategic actions fundamentally changes the picture, 
requiring a macro approach to understand minimum wage effects. Minimum wages 
now operate through three channels: direct effects on constrained firms, spillovers 
to unconstrained competitors, and reallocation from small to large establishments.

In Berger, Herkenhoff, and Mongey (2025), we ask: how well does a national 
minimum wage eliminate the deadweight loss from labor market power in the face of 
these realities? We develop a model that captures all three channels, while remaining 
consistent with well-identified empirical evidence from recent minimum wage 
increases in Seattle, Minneapolis, Brazil, and Germany (Jardim et al. 2022; Karabarbo-
unis, Lise, and Nath 2022; Engbom and Moser 2022; Dustmann et al. 2022). Following 
the macro approach, we use these empirical elasticities to recover the structural elasticities 
governing monopsony power, then conduct general equilibrium policy analysis. We 
compute an optimal minimum wage of $8, generating welfare gains equivalent to 
0.2 percent of lifetime consumption.

These modest gains emerge entirely through channels absent in traditional 
models. Granularity drives a beneficial reallocation mechanism: higher minimum 
wages constrain small, low-productivity firms, inducing workers to move toward 
large, high-productivity employers. However, the optimal minimum wage remains 
modest because spillovers—while present—are not strong enough to substantially 
reduce markdowns at the biggest firms, which have the most market power and 
generate the largest deadweight losses. Raising the minimum wage too high rations 
workers out of employment at small firms without meaningfully constraining the 
dominant employers responsible for most welfare losses. Under a counterfactual 
assumption that firms are atomistic, the optimal minimum wage collapses to just 
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$0.70, with essentially zero welfare gains because the reallocation channel shuts 
down entirely.

Our macro approach also explains why micro empirical studies of different 
labor markets often find conflicting results. As we discussed earlier, there is consid-
erable heterogeneity across the concentration of labor markets. In our model, 
minimum wages are more likely to generate positive employment effects via general 
equilibrium spillovers in the labor markets that are concentrated. However, in 
the unconcentrated markets that are closer to the textbook theory of competitive 
markets, minimum wages primarily generate negative employment effects. This 
is consistent with empirical evidence (for example, Azar et al. 2024; Popp 2024). 
The heterogeneity in empirical findings about minimum wages thus reflects real 
differences in market structure rather than methodological inconsistencies or iden-
tification failures.

The macro approach also reveals fundamental limitations of minimum wage 
policy for addressing labor market power. Recall that 40 percent of wage payments 
occur in highly concentrated markets where large firms dominate, as shown earlier 
in Figure 1. Because the large firms that have the most labor market power typi-
cally pay above minimum wage, broad-based minimum wage policies miss the core 
of the problem facing low-wage workers. The minimum wage has no direct effect 
on the large firms in concentrated labor markets, which are the firms responsible 
for welfare losses under the macro approach. In our model, an optimally chosen 
minimum wage captures only about 3 percent of the potential efficiency gains avail-
able from eliminating labor market power entirely. These calculations highlight 
that, while such a minimum wage raises welfare, it leaves most of the efficiency losses 
from monopsony power untouched, especially in concentrated markets dominated 
by large firms.

Noncompete Clauses and AntitrustNoncompete Clauses and Antitrust
Unlike minimum wages that primarily constrain smaller firms with limited 

labor market power, several policies directly target dominant employers.
One such policy would be to ban firms from including noncompete clauses 

in employment contracts. Between 36 and 60 million US workers are bound by 
these agreements (Colvin and Shierholz 2019). Using a macro approach with gran-
ular firms and search frictions, Gottfries and Jarosch (2025a) find that banning 
noncompetes raises wages by 4 percent. However, the direct effects—in this case, 
the higher wages of individual workers whose noncompetes are lifted—are small. 
However, the spillover effects of higher wages of all workers as competition increases 
are large, highlighting the importance of modeling macro effects. (In this sympo-
sium, the essay by Evan Starr focuses on the economics of noncompete agreements.)

Another possible policy is greater antitrust enforcement in labor markets. 
By modeling granularity explicitly, the macro approach can be used to study 
how mergers of large firms are likely to affect wages and employment. In Berger 
et al. (2025), we adopt this approach and develop a macro model of multi-plant 
ownership and mergers. We estimate the model on US Census data and show that 
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it reproduces the effects of actual mergers on workers and firms. We then show 
that stricter antitrust enforcement in labor markets yields large welfare gains for 
households and mitigates labor market power. This is consistent with the recent 
direction of US  policy; specifically, the 2023 Merger Guidelines promulgated by 
the Federal Trade Commission and the US Department of Justice explicitly states 
that the agencies will consider worker harm on a stand-alone basis as a rationale for 
blocking proposed mergers. (The paper in this symposium by Elena Prager delves 
more deeply into labor market antitrust issues.)

Further Extensions and Open QuestionsFurther Extensions and Open Questions
The key insight here is that micro empirical methods measure direct effects, 

but noncompete labor agreements and mergers can lead to aggregate harms for 
workers that extend far beyond workers directly bound by such agreements. While 
new models of large firms in concentrated labor markets are a useful starting point, 
further advances can help to understand trade-offs that these models have so far 
omitted.

As one example, the existing macro models of labor market power do not 
weigh welfare gains from reduced labor market power against the potential for 
noncompete bans and stricter antitrust laws to reduce innovation, investment, 
research and development, and growth (for example, Cavenaile, Celik, and Tian 
2021; Phillips and Zhdanov 2024). Some promising work links labor market power 
that firms have over narrowly specialized inventors to growth and innovation. For 
example, incumbent granular firms may engage in defensive hiring of researchers 
to hinder new competition (Fernández-Villaverde, Yu, and Zanetti 2025; Babalievsky 
2022). Other key aspects of labor market power are not yet incorporated into macro 
models either. What if incumbent granular firms manipulate or control the condi-
tions for occupation licensing, or lobby for nonenforcement of noncompetes?

An overall message emerging from this literature is that because labor market 
power is concentrated among the largest firms in concentrated labor markets, the 
most effective interventions in this particular setting will seek to target the source 
of the largest wage markdowns directly, rather than using broad-based policies that 
potentially target competitive, low markdown firms as well.

ConclusionConclusion

Evidence for granular firms with monopsonistic labor market power is now 
substantial. However, the possible ways in which dominant firms shape aggregate 
labor market outcomes are far from fully explored. How do wage-setting decisions 
by major employers cascade through regional labor markets? What are the innova-
tion consequences when a handful of firms control access to top talent? How does 
monopsony power by large retailers affect the allocation of production across supply 
chains? These questions put dominant firms at the heart of both labor economics 
and macroeconomic policy.
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Our article puts forth three main arguments. First, the presence of large firms in 
concentrated markets poses challenges for micro approaches to measure labor market 
power, as these approaches typically rely on the assumption of atomistic firm behavior. 
Second, once one recognizes the presence of dominant employers, three intercon-
nected mechanisms drive aggregate effects: granularity makes individual firm actions 
matter for entire markets, which enables strategic interactions that amplify market 
power, which in turn generates misallocation as productive firms restrict hiring. These 
mechanisms can reinforce each other. Large firms use their granular position to act stra-
tegically, and this strategic behavior pushes workers toward less productive employers. 
Third, the macro approach of directly modeling and estimating the strength of these 
mechanisms fundamentally alters policy advice and welfare losses from market power. 
Because labor market power is concentrated among the largest firms in concentrated 
markets, effective interventions must target the source of the largest wage markdowns 
directly rather than broad-based policies that treat all firms equally.

Understanding how dominant firms shape aggregate labor market outcomes 
is not just an academic exercise. Instead, it is essential for designing labor market 
policy that puts workers and firms on a more equal footing. The welfare and output 
losses documented across the research on labor market power are comparable to 
estimates of those from product market distortions. (As a product market example, 
Edmond, Midrigan, and Xu (2023) estimate welfare costs of heterogeneous firms 
and endogenous markups, estimated with US Census of Manufactures data.) The 
similar magnitude of welfare losses from labor and product market power implies 
that, for researchers, policymakers, and antitrust authorities, addressing employers’ 
market power in the labor market should be a priority comparable to the study of 
imperfect competition in product markets.

■ We thank Timothy Taylor for detailed editoral comments. We also thank Gabe Chodorow-
Reich, Pat Kline, Jeffrey Kling, Jonathan Parker, Ben Schoefer, Isaac Sorkin, and Daniel Xu 
for helpful comments on an earlier draft.
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