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Presentation

Objective: Evaluate the macroeconomic effects of 
pro-competitive reforms in selected sectors.

Identify poorly competitive sectors;

Use a small general equilibrium model to measure the 
macroeconomic benefits of increasing competition in these sectors.
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Identifying poorly competitive sectors 

1. Methodology

Estimation of the mark-up ratio (µ = P / MC) based on Roeger’s
(1995) approach.
(see for e.g. Martins, Scarpetta and Pilat (1996) or Przybyla and 
Roma (2005))

Regress the growth rate of the Solow residual on the growth rate of 
the nominal ratio production/capital:

(Growth rate of SR)t = B × (Growth rate of PQ / RK)t + εt.

Under perfect competition (null hypothesis), the Lerner index B (the 
mark-up ratio µ = 1/(1-B)) is equal to zero (equal to one).
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Identifying poorly competitive sectors

2. Data and period of estimation

OECD-STAN database with (annual) data covering more than 80 
sectors in Belgium, Denmark, Finland, France, Germany, Italy.

For most countries, data are available from the end of the 70’s.

Want an estimate of the degree of competition in recent years →
period of estimation is 1995-2002 (complete economic cycle).
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Identifying poorly competitive sectors

Sources: OECD-STAN database and DGTPE calculations.

3. Results
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Identifying poorly competitive sectors

Electricity, Gas and Water
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Identifying poorly competitive sectors

4. Selected sectors

Electricity (µ = 1.56)

Financial intermediation (µ = 1.32)

Retail trade (µ = 1.55)

Hotels and restaurants (µ = 1.37)



8

Assessing the effects of increased 
competition: the two-sector model

1. Calibrated GE model with two productive sectors:

A small reformed sector;

A large sector representing the rest of the economy.

Sector 1 (the large sector) produces a good used as:

- Investment good;
- Intermediate good;
- Final consumption good.

Sector 2 (the reformed sector) produces a good used as :

- Intermediate good; 
- Final consumption good.
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Assessing the effects of increased 
competition: the two-sector model
2. Model equilibrium driven by the supply side:

Capital rental rate is exogenous (perfect capital mobility)
CK = P1 × (r + δ + risk premium);

Households choose the composition of their consumption basket in goods 1 
and 2 and supply labor depending on the real net wage;

Production technology: CES;
Monopolistic competition → Pj = µj × MCj, for j = 1, 2.

3. Calibration of the model to reproduce the main characteristics 
of the 2 sectors:

size of the sectors;
capital intensities;
intermediate consumption intensity;
composition of households’ consumption basket;
elasticities of substitution between goods 1 and 2;
mark-up ratios (µ1 = 1.19)…
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Assessing the effects of increased competition: 
the two-sector model

4. User-friendly resolution

Numerical resolution of the model and calibration (a dozen of 
equations) thanks to user-friendly Matlab codes;

Working paper in French and Matlab program in English available 
upon request.
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Assessing the effects of increased 
competition: the two-sector model

5. Results of the simulations

+ 94+ 0.2%+ 142+ 20%1.131.37Hotels and restaurants

+ 88+ 0.6%+ 38+ 3%1.211.55Retail trade

+ 71+ 0.4%+ 49+ 18%1.151.32Financial intermediation

+ 24+ 0.2%+ 13+ 8%1.231.56Electricity
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Assessing the effects of increased 
competition: the two-sector model

Electricity (complementary good)
µ2 ↓ → P2 ↓
→ consumption and production of electricity ↑
→ (1) consumption of good 1 (complementary to electricity) ↑

(2) demand of capital in the sector of electricity ↑
→ production of sector 1 ↑

Hotels and restaurants (substitutable good)
µ2 ↓ → P2 ↓
→ consumption and production of hotels and restaurants ↑
→ (1) consumption of good 1 (substitutable to h&r) ↓

(2) demand of capital in the sector of hotels and restaurants ↑
→ production of sector 1 ↓
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Conclusion 

The efficiency of the reform mainly depends on three characteristics of the 
reformed sector:

its capital intensity;
whether it is a big user of intermediate goods produced by the rest of 
the economy;
the elasticity of substitution between goods (the impact of the reform 
on the rest of the economy is larger when the two goods are 
complements).

And of course on the size of the pro-competitive shock.

The two-sector model was used to evaluate the effects of the SD on the 
French economy (GDP +1% and +90 thousand jobs).

Model used is small and simple. Extensions:
open economy (international spill-overs);
dynamic setting;
effects on TFP (higher competition should improve productivity).
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