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* Starting in the late 1980s, industries across the globe became more
competitive (Figure 1). More competition means better quality, lower prices
and more variety as numerous companies look for ways to attract 1,600
customers. Worldwide competition increased because of reduced barriers
to entry due to technological advancements that made it less expensive to
conduct business over long distances, expanded market opportunities due
to trade-friendly policies and increased consumer demand due to improved
standards of living.

* The surge in world trade was a major factor in increased competition (Figure
2). Trade opens markets to more sellers and expands the size of markets
relative to the sizes of the companies selling in them.

* Sears delivered a wide selection of products to customers’ homes. Liking 200
them better than what mom-and-pop shops offered, customers shifted their 0
purchases to Sears, making it the dominant U.S. retailer from the 1920s
through the 1980s. Starting in the 1980s, consumers found they preferred
Walmart’s “everyday low prices” model and shifted their purchases, making
Walmart the dominant U.S. retailer. Then, preferring online shopping and
home delivery, consumers shifted to Amazon (Figure 3). 65%

Figure 1. Median Industry Concentration Worldwide
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Figure 2. World Trade as Fraction of World GDP
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Today, almost 65% of world GDP involves trade. In

60% exposing markets to increased competition, trade
C hdri‘ of i'he Week 559 reduces the economic power of large companies.
. . 50%
Concentration of Selected US Industries (HHI)
45%
Passenger Car Rental
Securities & Commodities Exchanges
Wireless Telecommunication
Department Stores

40%

35%

1
Commercial Air Transportation | ' 30%
Cable & Subscription Services T \ °
Car Manufacturers — E——— ! 25%
Television Broadcasting — : :
Electrical Transmission m———— \ 20%
Waste Collection == | ! RNIReRgRISsBRSIsEEE 388 EESERY
Grocery Stores  mmm—— : ! G292 22222 92292 RRIRRRRERR
Coal Mining  nmm i '
Pharmaceutical Manufacturing 1 N o
Medical Insurance Carriers  m— 1 __ Industry is more monopolistic
Natural Gas Distribution = ! ' = Figure 3. Annual Sales (billions, 2024$)
Electrical Distribution = | 1
Electrical Generation (fossil fuel) mm 1 1 $800
Oil & Gas Extraction mm : : Absent protectionism, retail dominance shifts
Gas Stations = | | $700 ~among companies as consumers take their
Car Dealerships | ! ! business to the one that offers the most value.
_F|OrIStS Low : Moderate : High $600
Nail Salons Concentration | Concentration | Concentration $500
0 1000 2000 3000 $400
C $300
ommentary 4200
One measure of the degree of competition in an industry is the Herfindahl- $100
Hirschman Index (HHI). A more competitive industry will have many equally 50
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few large companies and a higher HHI (Chart of the Week). The Department of
Justice considers an industry with an HHI above 1,800 to be “highly sears Imart Amazon
concentrated.” Proposed mergers in such an industry will likely draw
regulatory scrutiny due to potential anti-competitive effects. Any merger that The Economic & Financial Research Team

increases the HHI by more than 100 points in an industry that has an HHI that
is already above 1,800 is likely to be prohibited.

Economists are more concerned about why a company is dominant rather
than that it is dominant (Figure 3 and accompanying brief). Companies that
attain dominance because they co-opt regulators to shut out competition are a
problem because they will evolve to serve the needs of regulators rather than
consumers. Companies that attain dominance because they provide the best
value to consumers are not a problem because consumers have granted them

their dominance, and consumers can revoke that dominance when a . .
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INTEREST RATES? 2025 2026 Real GDP Growth Trend
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