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Introduction



Background

Market power has been a long-standing concern for many policymakers and
academic researchers

• as it greatly matters for economic welfare and resource allocation (e.g., De Loecker
et al., 2020; IMF, 2021).

• → humper business dynamism
• decline in the share of young firms in economic activity and the dispersion of growth

rates between firms
• enhance the ability of high-markup firms to charge higher prices, weakening their

incentive to innovate and discourages their competitors from doing so.

• → dampen the effectiveness of macroeconomic policies
• high-markup firms have fewer incentives to adjust their output when input costs

change and they are more immune to changes in external financing conditions.
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Background

Rising corporate market power

• growing evidence that corporate market power has increased globally in recent
years (e.g., Akcigit et al., 2021; De Loecker & Eeckhout, 2018; De Loecker &
Warzynski, 2012; Diez et al., 2021)

• Although the markup in Asia experiences a comparatively modest growth than the
global average, it has risen sharply in the last few years (De Loecker and
Eeckhout, 2018)
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Rising corporate market power in Asia

Figure 1: De Loecker and Eeckhout, 2018 Figure 2: Authors’ calculation
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Background

• Despite the literature pays a great deal of attention to the macroeconomic
implications of rising market power

• less is discussed on the role of market structure and corporate market power
in the transmission of monetary policy
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Background

• Several studies have documented the potential impact of market power in
monetary policy transmission from a theoretical perspective

• e.g., Hahn, 2022; Haldane et al., 2018; Syverson, 2018
• indicate that rising market power may impair the effectiveness of the monetary policy.

• However, there is less empirical literature that examines the role of market
power in monetary policy transmission, particularly from an international or
cross-country perspective.

• This paper aims to fill this gap in the literature by empirically investigating how
market power affects monetary policy transmission, using a comprehensive
firm-level dataset for 11 advanced and emerging economies in Asia.
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Empirical Design



Data

Firm-level Data

1. ORBIS data base:
• annual global panel dataset over 2013 – 2021
• availability of harmonized cross-country financial information
• 27,621 observations for 3,069 non-financial firms across 11 advanced and emerging

Asian economies1

2. Main variables
• Dependent variable: firms’ real sales → output indicator
• Firms’ markup → market power indicator
• other firm-level controls: assets, liability, costs, employment, leverage, tangibility,

profitability.
• all variables are deflated using gross output deflators.

1Advanced Asian economies: Hong Kong, China; Japan; Taipei,China; the Republic of Korea; Singapore.
 Emerging Asian economies: the People’s Republic of China; India; Indonesia; Malaysia; the Philippines; 

and Viet Nam.
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Summary Statistics

Variable Observations Mean SD Min Max

Sales 27,621 12.24 1.85 7.346956 17.00448
Assets 27,621 12.71 1.91 7.906976 17.66256
Liability 27,621 11.76 2.12 6.511199 17.1561
Operating revenue 27621 13.07 2.93 7.511903 19.89281
Costs 27,621 11.76 1.95 6.595911 16.58235
Tangible fixed assets 27,621 10.96 2.33 4.168294 16.30745
Employment 27,621 7.08 1.70 3.258096 11.08459
Leverage 27,621 0.45 0.50 .0068169 43.47094
Tangiblity 27,621 0.27 0.20 .0001035 .9739148
Profitability 27,621 5.29 8.07 -27.69 29.399
Lerner index 27,621 0.33 0.20 -2.048072 .9920532
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Data

Macro-level controls

• macroeconomic fundamentals: real GDP, inflation, stock prices, and real
effective exchange rates

• global financial conditions: the VIX index

attained by IMF, BIS, and Bloomberg.
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Markups

Estimating Markups

• Following the standard literature, we define the firm’s markup as the ratio of the
price to the marginal cost.

Markupi,t =
Pi,t
MCi,t

(1)

where Pi,t refers to the output price, MCi,t refers to marginal cost

• However, the markup estimation is not as straightforward as its definition since
most firm-level databases (including ORBIS) do not include the firm price and the
marginal cost variables.
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Markups

Estimating Markups

• we follow the estimation methodology of f Diez et al. (2021), which built on De
Loecker and Warzynski (2012), who derive the following expression for the markup
(Markupi,t ) from the firm’s cost-minimization problem:

Markupi,t =
Pi,t
MCi,t

=
∂Fi,t(·)
∂Vi,t

Vi,t

Fi,t(·)
⧸
PVi,t
i,t Vi,t

Pi,tQi,t
=

θVi,t

αV
i,t

(2)

where Fi,t(·) refers to the firm’s production function, Vi,t is the any flexible input.

• The firm markup is therefore estimated as the ratio of the output elasticity of
the variable input (θVi,t) to the firm’s expenditure share of that input (αV

i,t).
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Estimated Markups

Figure 3: Average Markups for Asian Economies

average markup weighted by the share of firms’ costs of inputs.
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Monetary Policy Shocks

Identification

• identify policy rate innovations that are orthogonal to monetary policy responses
to economic performances

• recursive structural restrictions by Christiano et al. (1999)

• A 3-variable structural VAR (SVAR) model is used to identify the monetary
policy shocks for a given Asian economy

• real GDP, inflation, 3-month interbank rates
• to mitigate the potential bias from short sample periods, we estimate for a longer

sample of 2000:Q1–2022:Q1 to obtain the monetary policy residuals.

• we then convert the quarterly series of residuals into an annual time series
by averaging the shocks within the periods and restricting the sample period to
match the firm-level data.
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Estimated Monetary Policy Shocks

Figure 4: Monetary Policy Shock Series
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We use Local projections(Jorda, 2005) to investigate dynamic causal effects of
monetary policy on firm’s real sales

∆Salesi,c,t+h = δhi + ηhc,s,t+h + βhShockc,t + γhXi,c,t + εi,c,t+h, (3)

• c and s refer to the country and sector, respectively
• ∆Salesi,c,t+h is the change in the log of firm’s real sales from t to t + h, representing

the growth rate of sales
• Shockc,t refers to exogenous monetary policy shocks
• δi denotes firm fixed effects, controlling for the time-invariant characteristics of

the firm
• Xi,c,t is a vector of controls including lags of the dependent variable and monetary

policy shocks, time-varying firm characteristics,macroeconomic fundamentals, and
global factors.

• ηc,s,t+h represents country-sector-time fixed effects that capture differences in how
country and sectors respond to monetary policy shock
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We use local projections(LPs, Jorda, 2005) to investigate dynamic causal effects
of monetary policy on firm’s real sales

∆Salesi,c,t+h = δhi + ηhc,s,t+h + βhShockc,t + γhXi,c,t + εi,c,t+h,

• ηc,s,t+h represents country-sector-time fixed effects that capture differences in how
country and sectors respond to monetary policy shock

• βh refers to the percentage change in response to a 1 percentage point monetary
policy shock at each horizon (year) h, where h = 0, 1, · · · , 3.

• εi,c,t+h denotes disturbances.

• Based on the AIC, we set the lag length to two.
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The role of firm’s market power in monetary policy transmission

• To investigate the role of firm’s market power in monetary policy transmission, we
divide firms into groups by their markup levels and estimate separate impulse
responses for each group

• high market power (top 25 percentile of the distribution)
• low market power (bottom 25 percentile of the distribution)

Following Cloyne et al. (2018), we extend the basic LPs into:

∆Salesi,c,t+h = δhi + ηhc,s,t+h +
∑
m∈M

βh
mDummyi∈mShockc,t + γhXi,c,t + εi,c,t+h, (4)

• Dummyi∈m takes value one for firms with their markup falls in a certain level
m ∈ M of the markup distribution
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Empirical Results



Impulse responses to 1% tightening monetary policy shock:
Average effects

• Following a monetary tightening, firm’s real sales decline steadily

• reassure the validity of our estimated monetary policy shocks

• the average effect provides a benchmark to assess the contribution of firm’s market
power in monetary policy transmission.
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Impulse responses to 1% tightening monetary policy shock:
High-markups vs. Low-markup firms

• Heterogeneous impulse responses of real sales to contractionary monetary policy
shocks across two types of firms

• Low-markups: significantly decline
• High-markups: short-term decline in the start and little response thereafter
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Story belind the results

in line with textbook macroeconomic theory (e.g., Gali, 2015)

• For a firm with no market power, its marginal revenue remains the same at all
output (e.g., real sales) levels.

• When there is a monetary tightening, increased capital costs shift marginal costs to
a higher position, leading to a lower output level.

• Firms with market power face downward-sloping marginal revenues,
indicating that more outputs are correlated with lower marginal revenues.

• after a monetary tightening, real sales of firms with market power respond less
compared to those with no market power, implying heterogeneity in the
monetary policy transmission.
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Robustness and Extensions



Alternative Measure of Markups:
Lerner Index

• clear evidence of heterogeneous effects across high- and low-markup firms

• Low-markups: significantly decline after the shock
• High-markups: respond little
• consistent with benchmark results
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Impulse Responses conditioning on Firm’s Size

• Given the common sense that larger firms are more likely to have higher market
power, it is essential to examine whether heterogeneous responses also exist for
very large firms.

• Consistent with the baseline results, we find clear evidence of heterogeneous
effects across high- and low-markup firms even if we control for the size of firms
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Advanced vs. Emerging Economies

• no material difference in the result for emerging versus advanced economies in Asia.
• in the case of the former, however, the elasticity of real sales is more pronounced

and more persistent.
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Concluding Remarks



Key Findings

• Overall, a tightening monetary policy shock has the expected dampening effect on
firms’ real sales, implying an effective transmission of monetary policy.

• However, this only holds for firms that have low market power, i.e. firms that are in
competitive markets with elastic demand for their products and services.

• For these firms, a tightening in monetary policy dampens real sales, thereby
enabling the central bank to affect the business cycle.

• Where market power is high, the monetary policy transmission mechanism is
disrupted.

• The results are robust to several robustness tests.
• We also find no material difference in the result for emerging versus advanced

economies in Asia.
• In the case of the former, however, the elasticity of real sales is more pronounced and

more persistent.

24



Policy implications

• Policy makers need to be aware that rising market power has made monetary
policies less effective as dominant firms have fewer incentives to adjust their output
when the cost of inputs changes and they are also more immune to shifts in
external financing conditions.

• It should also be noted that excessive growth in corporate market power could lead
to higher inflation in economic downturns, with high-markup firms turning
negative shocks into higher prices, thereby further impairing effective monetary
policy transmission.
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Policy implications

• Policy makers and competition authorities should closely monitor financial stability
risks and negative economic repercussions related to the abuse of dominant
position through merger control.

• However, competition policy should be aimed at fostering an efficient market
mechanism across all sectors of the economy and competitive price setting
behavior by firms.

• This would help to compress heterogeneity in market power dynamics, and therefore
enhance the effectiveness of monetary policy transmission.

• This needs to be balanced against the need for policies that continue to encourage
innovation and productivity, underscoring the importance of policy co-ordination
including also fiscal, industrial, and competition policies.
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