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Abstract 

This paper examines the relationship between market concentra-
tion, competition, and firm performance across contemporary in-
dustries. Drawing on recent theoretical and empirical contribu-
tions, it considers concentration as a multidimensional phenome-
non whose consequences depend on market power, productivity, 
innovation, governance, financing conditions, and sector-specific 
institutional structures. The literature shows that rising concen-
tration may increase profitability and markups by strengthening 
firms’ pricing and bargaining power, but it may also result from 
the expansion of highly productive firms and technological ad-
vantages. Competition can discipline managers, stimulate invest-
ment, improve access to finance, and encourage innovation and 
strategic adaptation, although excessive competitive pressure 
may compress margins and reduce expected returns from invest-
ment. These relationships are particularly complex in digital plat-
forms, banking, and health care, where network effects, financial 
intermediation, bargaining structures, and consolidation modify 
conventional competitive mechanisms. The paper therefore em-
phasizes that concentration ratios alone provide an incomplete 
representation of competition. Firm performance depends on 
whether dominant positions result from productivity improve-
ments, innovation, organizational capabilities, or persistent barri-
ers that weaken market contestability. The findings support an in-
tegrated assessment combining concentration, markups, entry, in-
vestment, innovation, governance, financing, and industry-specific 
competitive conditions. 
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Introduction 

Market concentration has become an increasingly important issue in contemporary industrial 

economics because structural changes observed across many industries have been accompa-

nied by higher markups, greater profitability among leading firms, declining business dyna-

mism, and substantial differences in investment and productivity. The relationship between 

concentration and economic performance, however, is not straightforward. Higher concentra-

tion may indicate that dominant firms have acquired stronger pricing power or erected barriers 

that weaken competitive pressure, but it may also result from the expansion of firms possessing 

superior productivity, technology, organizational capabilities, or economies of scale. The litera-

ture examined in this paper accordingly rejects a mechanical interpretation of concentration 
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ratios. Developments in market shares must be considered alongside entry and exit, markups, 

productivity, labor shares, innovation, investment, and competitive conduct. These mechanisms 

are closely connected because changes in competitive structure influence not only product 

prices and profits but also managerial incentives, resource allocation, access to finance, techno-

logical investment, and strategic adaptation. Contemporary industrial structures therefore re-

quire a broader framework in which market concentration is treated as one dimension of the 

competitive environment rather than as a direct and sufficient measure of market power. 

The purpose of this paper is to examine how market concentration and competitive intensity 

influence firm performance and to identify the mechanisms through which these effects vary 

across firms and industries. Particular attention is given to governance, innovation, corporate 

investment, financing, liquidity, productivity, and strategic responses because these factors de-

termine how firms transform competitive pressure into financial and operational outcomes. The 

analysis also considers digital platforms, banking, and health care, where conventional inter-

pretations of competition are complicated by network effects, ecosystem governance, financial 

intermediation, bilateral bargaining, and consolidation. These sectors demonstrate that similar 

changes in concentration can generate substantially different outcomes depending on institu-

tional arrangements and the sources of market power. The paper consequently adopts a multi-

dimensional perspective in which firm performance results from interactions between industry 

structure and organizational capabilities. Such an approach also distinguishes improvements 

generated by efficiency and innovation from gains arising primarily through stronger pricing or 

bargaining power. By integrating these different strands of research, the paper clarifies why 

competition can simultaneously promote discipline, investment, and productivity while expos-

ing firms to lower margins, greater financial risk, and stronger pressures for continuous strate-

gic adjustment. 

1. Market Concentration, Market Power, and Structural Change 

1.1. Concentration trends, superstar firms, and structural transformation 

De Loecker et al. (2020) imply that rising concentration in the United States is closely associated 

with a redistribution of market power toward a relatively small group of firms at the upper end 

of the markup distribution. Grullon et al. (2019) reinforce this interpretation by showing that 

industries experiencing stronger concentration also exhibit higher profit margins, abnormal 

stock returns, and more profitable merger activity, which is consistent with weaker competitive 

pressure benefiting dominant firms. Barkai (2020) adds a distributional dimension by showing 

that declines in both labor and capital shares are accompanied by a rising profit share, suggest-

ing that stronger market power allows firms to capture a larger proportion of economic rents. 

Autor et al. (2020), however, qualify a purely anticompetitive interpretation by demonstrating 

that rising concentration can also result from sales shifting toward highly productive “super-

star” firms characterized by high markups and relatively low labor shares. Taken together, these 

contributions imply that concentration can increase profitability through several mechanisms 

that are difficult to separate empirically. Greater dominance may reflect genuine productivity 

advantages, but it can simultaneously strengthen pricing power and redistribute income away 

from labor and other productive factors. Market concentration should therefore be interpreted 

jointly with markups, profits, productivity, and labor-share developments rather than as an in-

dependent indicator of competitive deterioration. 

Ganapati (2021) implies that higher industrial concentration cannot automatically be inter-

preted as evidence of weakened competition because concentration is also associated with 

stronger productivity and output, while corresponding broad-based price increases are less ev-

ident. Bessen (2020) provides a related productivity mechanism by showing that proprietary 
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information technologies can generate scalable firm-specific advantages that allow leading busi-

nesses to expand more rapidly than competitors. Rossi-Hansberg et al. (2021) add an important 

geographic qualification by demonstrating that national concentration can rise while local con-

centration declines as large firms enter additional geographic markets. Bajgar et al. (2025) 

broaden the discussion internationally by documenting increasing concentration across Europe 

and North America, while showing considerable variation across countries and industries. To-

gether, these contributions imply that concentration measures require careful interpretation 

because the economic meaning of dominance depends on the source, geographic scale, and com-

petitive environment considered. Expansion by efficient firms may raise national concentration 

without necessarily reducing local consumer choice, while technology-based advantages can 

improve productivity and simultaneously make market leadership more persistent. Assessing 

competitive conditions therefore requires combining concentration ratios with evidence on 

prices, productivity, entry, geographic market structure, and the durability of leading firms’ ad-

vantages. 

Akcigit and Ates (2021) imply that the consequences of concentration become more concerning 

when increasing dominance is accompanied by weaker entry, lower job reallocation, wider 

productivity dispersion, and reduced diffusion of knowledge from frontier firms to lagging com-

petitors. This perspective connects with Bessen (2020), who shows that proprietary infor-

mation technologies can make organizational capabilities difficult to imitate and thereby 

strengthen the persistence of incumbent advantages. Grullon et al. (2019) further demonstrate 

that increasing concentration is associated with higher profitability and stronger merger gains, 

suggesting that established firms may capture increasing rents as competitive pressure weak-

ens. Autor et al. (2020) add that the expansion of highly productive superstar firms can initially 

generate concentration through efficient reallocation, while simultaneously contributing to 

lower aggregate labor shares. Considered together, these contributions imply that the long-term 

implications of concentration depend on whether leading firms remain contestable. Productiv-

ity-based dominance may improve output and efficiency, but persistent technological ad-

vantages, weaker knowledge diffusion, declining entry, and greater incumbent profitability can 

progressively reduce competitive turnover. The distinction between efficient concentration and 

entrenched market power therefore depends on the dynamics of entry, innovation diffusion, 

firm turnover, and the capacity of competitors to challenge established leaders. 

1.2. Markups, market power, labor shares, and welfare 

Basu (2019) implies that rising markups should be interpreted cautiously because estimates of 

market power depend strongly on assumptions regarding production functions, variable inputs, 

and overhead costs. Berry et al. (2019) reinforce this caution by showing that concentration 

ratios and aggregate markups are insufficient on their own to establish weakened competition, 

since substitution patterns, demand conditions, entry barriers, and strategic conduct determine 

the competitive meaning of observed market structure. Syverson (2019) extends this argument 

at the macroeconomic level by emphasizing that increasing market power may contribute to 

declining labor shares, weak investment, high profitability, and reduced business dynamism, 

but cannot plausibly explain all of these developments by itself. Díez et al. (2021) add an inter-

national perspective by documenting increasing corporate markups across numerous countries 

while showing substantial differences in timing and magnitude. Taken together, these contribu-

tions imply that contemporary market-power trends are economically important but empiri-

cally heterogeneous. Rising markups may indicate weaker competitive pressure in some set-

tings, yet their interpretation depends on measurement choices and institutional context. Com-

petition should therefore be assessed using several complementary indicators rather than in-

ferred mechanically from a single concentration or markup measure. 
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Edmond et al. (2023) imply that the welfare effects of market power depend not only on the 

average level of markups but also on their dispersion across heterogeneous firms, because dif-

ferences in markups can generate inefficient allocation of production. Kehrig and Vincent 

(2021) provide a related reallocation mechanism by showing that declining manufacturing la-

bor shares largely reflect activity shifting toward establishments with persistently lower labor 

shares rather than uniform reductions within all producers. Fernández-Villaverde et al. (2021) 

extend this dynamic perspective by demonstrating how search complementarities can generate 

self-reinforcing dominance, whereby initially successful firms attract additional customers and 

workers and progressively strengthen their market positions. Terranova and Turco (2022) sim-

ilarly show that cumulative advantages and entry barriers can produce rising concentration, 

higher markups, greater inequality, and eventually weaker economic growth. Together, these 

contributions imply that concentration affects economic performance through reallocation as 

well as direct pricing power. When activity progressively shifts toward firms with distinctive 

markups, labor shares, or competitive advantages, aggregate outcomes can change substantially 

even without identical behavioral changes at every firm. The persistence of such reallocation 

therefore becomes central to understanding how concentration influences productivity, ine-

quality, resource allocation, and long-term growth. 

Marshall and Parra (2019) imply that the relationship between competition and innovation is 

contingent because stronger competitive pressure can either stimulate firms to innovate in or-

der to escape rivals or reduce expected innovation rents. This perspective connects with Fer-

nández-Villaverde et al. (2021), whose framework shows that successful firms can accumulate 

advantages through search complementarities, potentially reinforcing both product-market 

dominance and labor-market power. Terranova and Turco (2022) add that technological 

change and entry barriers can interact dynamically to generate concentrated markets in which 

higher markups and inequality eventually coexist with weaker macroeconomic performance. 

Syverson (2019) provides a broader qualification by emphasizing that market power operates 

alongside technological change, globalization, firm heterogeneity, and measurement issues in 

explaining contemporary economic trends. Considered together, these contributions imply that 

competition affects firm performance through mechanisms that vary substantially across indus-

tries and technological environments. Market dominance can create resources and rents capa-

ble of supporting innovation, but excessive persistence may weaken entry and competitive in-

centives. The performance consequences of concentration therefore depend on whether domi-

nant positions remain contestable and whether the resulting rents are translated into produc-

tive investment and innovation rather than simply preserved through barriers to entry. 

1.3. Productivity, investment, business dynamism, and growth 

Gutiérrez and Philippon (2017) imply that high profitability does not necessarily translate into 

stronger productive investment when competitive pressure weakens, since U.S. firms can retain 

substantial profits without proportionately expanding capacity. Amini et al. (2024) reinforce 

this disciplinary interpretation by showing that stronger product-market competition encour-

ages investment in both tangible assets and research and development, whereas greater indus-

trial concentration is associated with investment losses. Jiang et al. (2015) provide related evi-

dence from China, where competition stimulates corporate investment and where the resulting 

expenditures are associated with higher firm value, indicating that competitive pressure can 

encourage value-enhancing rather than merely excessive spending. Aghion et al. (2019) add a 

macro-financial dimension by showing that product-market competition influences how effec-

tively monetary easing translates into growth among highly leveraged firms. Taken together, 

these contributions imply that competition affects corporate performance partly by determin-
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ing whether available profits and improved financing conditions are converted into real invest-

ment. Firms protected from credible competitive threats may have weaker incentives to expand 

productive capacity, whereas more competitive environments can strengthen the response of 

investment to both internal resources and external financial conditions. 

Rodríguez-Castelán et al. (2023) imply that domestic market concentration can reduce firm ef-

ficiency, since greater regional concentration among Mexican firms is associated with lower to-

tal factor productivity, while international trade mitigates part of this negative relationship 

through stronger competitive pressure. Savagar et al. (2024) qualify this interpretation by 

showing that concentration can simultaneously be associated with weaker average firm produc-

tivity and stronger worker-weighted productivity when activity shifts toward more productive 

businesses. Decker et al. (2020) provide a related reallocation perspective by demonstrating 

that U.S. firms have become less responsive to productivity differences, with productive firms 

expanding less and less productive firms contracting more slowly than in earlier periods. Satpa-

thy and Mishra (2019) add that the productivity benefits of competition depend partly on firms’ 

internal capabilities and resource endowments. Together, these contributions imply that the 

concentration-productivity relationship operates through both incentive and reallocation chan-

nels. Concentration may reflect expansion by efficient firms, but persistent dominance can also 

weaken competitive discipline and reduce the responsiveness of firms to productivity differ-

ences. The resulting effect therefore depends on whether market structure promotes efficient 

reallocation and whether firms possess sufficient capabilities to translate competitive pressure 

into productivity improvements. 

Silvestrini and Colciago (2022) imply that market structure influences how firms respond to 

macroeconomic policy because enterprises with stronger market positions adjust pricing, em-

ployment, and investment differently following monetary shocks. This perspective connects 

with Aghion et al. (2019), who show that the growth effects of monetary easing are stronger 

among leveraged firms when product-market competition is more intense, indicating that com-

petition conditions the transmission of improved financing conditions into real activity. Gutiér-

rez and Philippon (2017) further show that weak competition can help explain the coexistence 

of elevated profitability and subdued investment, suggesting that stronger market power may 

reduce firms’ incentives to respond aggressively to favorable economic opportunities. 

Rodríguez-Castelán et al. (2023) add that external competition from international trade can 

partially offset productivity losses associated with domestic concentration. Considered to-

gether, these contributions imply that competition shapes firm performance dynamically rather 

than merely influencing static prices and margins. Market structure affects the extent to which 

firms respond to monetary policy, financing conditions, trade exposure, and investment oppor-

tunities. Stronger competitive pressure can therefore improve the transmission of favorable ex-

ternal conditions into productivity and investment, while concentrated structures may weaken 

those responses. 

2. Competition as a Driver of Firm-Level Performance 

2.1. Governance, managerial discipline, ownership, and firm value 

Babar and Habib (2021) imply that product-market competition often acts as an external gov-

ernance mechanism by limiting managerial discretion and influencing disclosure, financing, in-

vestment, and monitoring decisions. Li and Li (2018) reinforce this disciplinary interpretation 

by showing that stronger competition reduces opportunities for managerial diversion because 

inefficient behavior becomes more costly when rivals can capture customers and market share. 

Dasgupta et al. (2018) extend this mechanism to managerial accountability by demonstrating 
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that stronger competitive pressure increases the likelihood of CEO turnover when firm perfor-

mance deteriorates, thereby making relative performance more informative for boards. 

Rakestraw (2022) adds that competition can partly substitute for weaker internal governance, 

although the strength of this effect depends on investor-protection arrangements. Taken to-

gether, these contributions imply that competition affects firm performance not only through 

prices and margins but also by changing managerial incentives and the effectiveness of internal 

monitoring. External competitive pressure can reduce agency problems, sharpen performance 

evaluation, and compensate for some governance deficiencies. Its contribution nevertheless re-

mains conditional on the institutional environment because competition cannot be expected to 

discipline firms equally when ownership structures, investor protection, or internal governance 

mechanisms differ substantially. 

Liu et al. (2018) imply that stronger product-market competition does not necessarily improve 

firm performance because intense rivalry can compress rents and weaken profitability, partic-

ularly when firms lack effective internal governance mechanisms. Singla and Singh (2019) re-

inforce this contingent perspective by showing that the interaction between board monitoring 

and competition differs between business-group affiliates and stand-alone firms, indicating that 

organizational structure shapes how external and internal discipline operate together. Sethiya 

and Thenmozhi (2023) extend the argument to promoter ownership by demonstrating that 

competitive conditions alter the value implications of ownership concentration among Indian 

firms. Roy and Chakraborty (2024) further show that intense competition can directly reduce 

performance through margin pressure while simultaneously strengthening the positive role of 

concentrated promoter ownership by disciplining controlling shareholders. Together, these 

contributions imply that competition and corporate governance should not be treated as uni-

versally substitutable mechanisms. Competitive pressure can intensify the value of effective 

ownership and monitoring structures when firms must respond quickly to market threats, but 

the same pressure can reduce profitability when firms lack adequate strategic or governance 

capacity. Firm performance therefore reflects interactions between ownership concentration, 

board oversight, organizational form, and the intensity of product-market rivalry. 

Chang and Jo (2019) imply that the value consequences of employee-friendly corporate policies 

depend on the degree of product-market competition because investments in human capital 

generate benefits only when firms can translate employee commitment and productivity into 

competitive advantage. This perspective connects with Liu et al. (2018), who show that govern-

ance quality moderates the adverse performance effects that can emerge when intense compe-

tition compresses rents. Babar and Habib (2021) provide the broader interpretation that com-

petitive pressure interacts with multiple dimensions of corporate behavior rather than exerting 

a uniform effect across firms. Singla and Singh (2019) similarly demonstrate that organizational 

context determines whether board monitoring becomes more or less effective under stronger 

rivalry. Considered together, these contributions imply that competition conditions the returns 

generated by internal organizational resources and governance arrangements. Firms with 

stronger monitoring, more appropriate ownership structures, or effective human-capital poli-

cies may be better positioned to convert competitive pressure into efficiency and value creation, 

whereas weaker organizational structures can leave firms exposed primarily to declining mar-

gins. The performance consequences of competition are therefore heterogeneous because ex-

ternal rivalry interacts with the internal capacity of firms to adapt, monitor managers, and de-

ploy organizational resources effectively. 
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2.2. Innovation, CSR, investment, and strategic adaptation 

Flammer (2015) implies that stronger product-market competition can encourage firms to in-

crease corporate social responsibility when stakeholder-oriented practices serve as instru-

ments of differentiation under intensified rivalry. Han et al. (2018) qualify this mechanism by 

showing that CSR expenditures do not produce uniform performance consequences across com-

petitive environments, with adverse effects concentrated more strongly in relatively noncom-

petitive industries and governance conditions altering these relationships. Tsendsuren et al. 

(2021) add a capability dimension by demonstrating that competitive pressure can constrain 

both profitability and environmental expenditure, while managerial competency helps firms 

reconcile environmental responsibility with financial objectives. Ha and Tran (2022) further 

show that competition can improve firm performance partly through stronger corporate gov-

ernance, indicating that external rivalry may stimulate internal monitoring and organizational 

adjustment. Taken together, these contributions imply that competition influences stakeholder-

oriented corporate behavior through both disciplinary and strategic channels. Rivalry can dis-

courage inefficient CSR spending while encouraging firms to invest in environmental or social 

practices that strengthen differentiation and stakeholder relationships. The resulting financial 

effects depend on governance quality and managerial capability, since firms must distinguish 

between sustainability expenditures that support competitive positioning and those that im-

pose costs without corresponding strategic benefits. 

Im et al. (2015) imply that the relationship between competition and innovation is non-linear, 

since moderate increases in rivalry raise the value of innovative activity while excessive com-

petition eventually weakens the returns generated by innovation. Gu (2016) reinforces this con-

tingent perspective by showing that competitive pressure changes the risk and expected-return 

characteristics of R&D-intensive firms, linking product-market conditions to both technological 

investment and capital-market valuation. Yung and Nguyen (2020) add that managerial ability 

determines how successfully firms respond to competitive threats, with more capable managers 

increasing R&D, innovation, market share, and firm value under stronger rivalry. Igami and 

Uetake (2020) broaden the argument by showing that merger activity, entry, exit, and innova-

tion incentives are jointly determined within evolving industrial structures. Together, these 

contributions imply that competition affects innovation through incentives, managerial capabil-

ities, and expectations about future market structure rather than through a single linear mech-

anism. Firms facing moderate competitive pressure may have stronger incentives to innovate, 

but excessive rivalry can reduce expected rents, while consolidation can alter both technological 

strategies and entry incentives. Innovation outcomes therefore depend on the interaction be-

tween competitive intensity, managerial quality, financing risks, and the structure of the indus-

try. 

Cunningham et al. (2021) imply that consolidation can weaken innovation when incumbent 

firms acquire overlapping innovative projects and subsequently terminate their development, 

thereby eliminating potential future competitors. Igami and Uetake (2020) provide a broader 

structural interpretation by showing that mergers influence innovation, entry, and exit simulta-

neously, meaning that the consequences of consolidation extend beyond immediate changes in 

market shares or prices. Yung and Nguyen (2020) further demonstrate that firms differ sub-

stantially in their capacity to respond to competitive threats because managerial ability affects 

innovation intensity, market-share gains, and value creation. Flammer (2015) adds that firms 

may also adapt to stronger rivalry through non-price strategies such as CSR, using stakeholder-

oriented investments to differentiate themselves when conventional competition intensifies. 

Considered together, these contributions imply that the performance effects of market structure 

depend heavily on the strategic responses available to firms. Competition can stimulate innova-

tion and differentiation when managers possess sufficient capabilities and when potential rivals 
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remain able to challenge incumbents. Consolidation becomes more problematic when acquisi-

tions suppress emerging technologies or weaken entry threats. Market structure should there-

fore be evaluated dynamically, with attention to innovation incentives, managerial adaptation, 

strategic differentiation, and the preservation of future competitive pressure. 

2.3. Financing, liquidity, transaction costs, and operational performance 

Abdoh and Varela (2018) imply that the performance consequences of product-market compe-

tition depend strongly on firms’ financial flexibility, since competitive pressure can stimulate 

valuable investment among unconstrained firms while suppressing investment when financing 

constraints prevent an adequate strategic response. Chi and Su (2016) reinforce this interpre-

tation by showing that cash holdings become more valuable under predatory competitive 

threats because internal liquidity allows firms to preserve investment and operating policies 

when rivals attempt to exploit financial weakness. Lyandres and Palazzo (2016) extend this 

mechanism to innovative firms, demonstrating that financially constrained businesses hold ad-

ditional cash partly to sustain future innovation commitments under competitive uncertainty. 

Boubaker et al. (2018) add a debt-structure dimension by showing that competition affects re-

liance on bank debt, particularly among financially constrained firms and those with weaker 

governance. Taken together, these contributions imply that competition creates both incentives 

to invest and greater demands for financial flexibility. Firms possessing sufficient liquidity or 

access to appropriate financing can respond strategically to rivalry, whereas constrained firms 

may lose competitive ground because fixed debt obligations or insufficient internal resources 

restrict their ability to adjust. Corporate financial policy therefore becomes an important com-

ponent of competitive strategy. 

Platt (2020) implies that stronger product-market competition can increase corporate borrow-

ing costs because creditors require larger bond spreads when rivalry raises the probability and 

consequences of business failure, particularly for firms with assets that are difficult to redeploy. 

Zheng et al. (2021), however, show that competition can reduce the cost of equity by improving 

the information environment and constraining managerial opportunism, especially when infor-

mation asymmetry is initially high. Zhang et al. (2022) add that competitive threats also influ-

ence how investors value corporate cash because stronger external discipline can limit mana-

gerial misuse of liquid resources. Chi and Su (2016) complement this agency perspective by 

showing that cash retains strategic value when firms need liquidity to withstand predatory be-

havior from competitors. Together, these contributions imply that competition affects different 

financing instruments through distinct channels. Debt investors may demand compensation for 

greater operating and liquidation risk, while equity investors may benefit from improved infor-

mation and stronger external discipline. The value of internal liquidity likewise depends on 

whether cash primarily protects strategic flexibility or creates opportunities for managerial in-

efficiency. Competitive intensity therefore influences the cost and value of corporate finance 

through interacting risk, information, governance, and strategic-liquidity mechanisms. 

Touil et al. (2024) imply that firms can strengthen financial performance under competitive 

conditions by improving supply-chain coordination, integrating sustainability and quality prac-

tices, and reducing transaction costs rather than relying exclusively on market power. Choukar 

et al. (2021) provide a related organizational mechanism by showing that transparency, con-

tractual relationships, and stakeholder-oriented practices can reduce transaction frictions and 

support competitiveness and financial stability among Moroccan SMEs. Zheng et al. (2021) add 

that competitive markets can lower equity financing costs through improved information and 

reduced managerial opportunism, suggesting that external market discipline can complement 

internal organizational improvements. Abdoh and Varela (2018) further demonstrate that firms 

need sufficient financial capacity to translate competitive pressure into productive investment. 



Perspectives in Industrial Economics, 2026, 1(1)  
 

23 

 

Considered together, these contributions imply that the effects of competition on performance 

depend not only on industry structure but also on firms’ ability to organize transactions, main-

tain credible stakeholder relationships, access finance, and invest strategically. Competitive ad-

vantage can therefore emerge from lower organizational frictions and stronger coordination as 

well as from pricing power. Firms that combine efficient internal processes with adequate fi-

nancial flexibility appear better positioned to transform market rivalry into sustainable finan-

cial performance. 

3. Competition and Performance in Contemporary Industries 

3.1. Digital platforms, algorithms, and ecosystem competition 

Cennamo (2021) implies that concentration in digital markets cannot be interpreted adequately 

through conventional market-share measures because network effects, multihoming, ecosys-

tem complementarities, and platform architecture fundamentally alter competitive relation-

ships. Hagiu and Wright (2015) provide the organizational foundation for this interpretation by 

showing that multi-sided platforms differ from conventional resellers and vertically integrated 

firms because performance depends on how interactions and control rights are allocated among 

several user groups. Rietveld and Schilling (2021) reinforce this relational perspective by iden-

tifying network effects, ecosystem governance, pricing, architecture, and complementor partic-

ipation as central determinants of platform competition. Rahaman et al. (2022) add that market 

power must be evaluated simultaneously across the different sides of a platform because pricing 

or participation decisions affecting one group influence demand and performance on another. 

Taken together, these contributions imply that high digital concentration may reflect powerful 

network advantages without necessarily producing identical competitive outcomes across eco-

systems. Platform performance depends on sustaining participation among users and comple-

mentors while preserving sufficient control to coordinate interactions. Competition policy 

should therefore consider multihoming possibilities, governance rules, cross-side dependen-

cies, and ecosystem contestability rather than inferring market power solely from aggregate 

concentration ratios. 

Zhu and Liu (2018) imply that dominant platforms can influence complementor performance 

not only through access conditions but also by entering product categories in which independ-

ent sellers have already demonstrated commercial potential. Wen and Zhu (2019) extend this 

mechanism by showing that the mere threat of platform-owner entry changes developers’ inno-

vation and product strategies, meaning that competitive effects arise even before direct entry 

occurs. Foerderer et al. (2018), however, demonstrate that platform entry does not necessarily 

crowd out independent producers, since entry can stimulate innovation when it increases mar-

ket attention or strengthens incentives for differentiation. Motta and Peitz (2021) add an acqui-

sition dimension by showing that purchases of start-ups by dominant digital firms may either 

generate complementarities or eliminate future competitive threats. Together, these contribu-

tions imply that platform dominance has ambiguous consequences for innovation and comple-

mentor performance. Ecosystem owners possess informational and infrastructural advantages 

that can make independent firms strategically vulnerable, yet the same interventions can ex-

pand demand or encourage differentiation. Assessing competitive harm therefore requires dis-

tinguishing between entry or acquisitions that strengthen ecosystem productivity and those 

that reduce future contestability. The relevant question is not simply whether dominant plat-

forms expand, but how their expansion changes complementors’ incentives to innovate and re-

main within the ecosystem. 
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Calvano et al. (2020) imply that digitalization can weaken effective competition even without 

explicit collusion because autonomous pricing algorithms may learn strategies that sustain su-

pra-competitive profits through repeated interaction. This mechanism broadens the concentra-

tion-performance debate by showing that market power can emerge from technological coordi-

nation as well as from conventional structural dominance. Cennamo (2021) provides a comple-

mentary platform perspective by emphasizing that digital competitive advantage depends on 

network effects and ecosystem architecture, which can reinforce incumbent positions even 

when multiple nominal competitors remain present. Rietveld and Schilling (2021) further show 

that dominant platforms must balance rent extraction against the need to retain users and com-

plementors, suggesting that excessive appropriation can weaken ecosystem participation over 

time. Motta and Peitz (2021) add that acquisitions of potential competitors can reinforce dom-

inance when transactions remove emerging competitive threats rather than create genuine 

complementarities. Considered together, these contributions imply that digital market power 

can be sustained through several mutually reinforcing mechanisms, including algorithmic pric-

ing, network effects, ecosystem control, and strategic acquisitions. Competitive assessment 

should therefore move beyond static concentration and examine technological coordination, 

platform governance, innovation incentives, and the preservation of credible future entry. 

3.2. Banking competition, stability, access to finance, and innovation 

Leroy and Lucotte (2017) imply that the effect of banking competition depends critically on the 

level at which stability is assessed, since stronger competition can weaken individual-bank sta-

bility while simultaneously reducing systemic risk through greater diversification of exposures. 

Kasman and Kasman (2015) reinforce this distinction by showing that concentration and com-

petition are not simple opposites and that increased concentration can adversely affect bank 

stability depending on the indicator employed. Goetz (2018) adds that actual competitive pres-

sure should be distinguished from static market concentration, using geographic variation to 

show that competition affects both bank risk taking and stability. Tan (2016) further demon-

strates that the relationship between competition and profitability is conditioned by operating 

efficiency, capitalization, regulation, and risk management. Taken together, these contributions 

imply that banking performance cannot be inferred from concentration ratios alone. Competi-

tive environments may improve efficiency or diversification while simultaneously placing pres-

sure on margins and individual-bank risk profiles. The consequences therefore depend on how 

competition is measured, how banks adapt their strategies, and whether the objective is firm-

level profitability, institutional stability, or system-wide resilience. 

Cornaggia et al. (2015) imply that banking competition affects real-sector performance by in-

fluencing firms’ ability to finance innovation, particularly projects characterized by high uncer-

tainty and weak collateral. Love and Martínez Pería (2015) reinforce this transmission mecha-

nism by showing that stronger banking competition generally improves access to external fi-

nance in developing economies, especially where financing constraints are severe. Léon (2015) 

similarly demonstrates that increased competition can alleviate credit constraints, although the 

magnitude of the effect depends on institutional and informational conditions. Clerides et al. 

(2015) provide an important methodological qualification by showing that concentration ratios 

alone do not adequately capture the actual exercise of market power in banking. Together, these 

contributions imply that the structure of financial intermediation affects firm performance 

through the availability and terms of external finance. Greater competitive pressure among 

banks can expand credit access and support innovative investment, but these benefits depend 

on institutional quality and on whether competition is measured through pricing conduct and 
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market power rather than market shares alone. Banking competition therefore influences cor-

porate outcomes indirectly by shaping the financing environment in which firms make invest-

ment, expansion, and innovation decisions. 

Azar et al. (2022) imply that competitive conditions in banking can be affected by common own-

ership structures even when conventional market-share concentration remains unchanged. 

This perspective broadens the interpretation of market power by showing that nominally sep-

arate banks may face altered competitive incentives when the same institutional investors hold 

substantial stakes across several firms. Clerides et al. (2015) reinforce the need for broader 

measurement by distinguishing observed concentration from pricing conduct and actual market 

power. Kasman and Kasman (2015) similarly demonstrate that concentration and competition 

can have different relationships with financial stability, indicating that the two concepts should 

not be used interchangeably. Tan (2016) adds that bank profitability is influenced by efficiency, 

capitalization, risk management, and regulatory conditions alongside competitive structure. 

Considered together, these contributions imply that assessments of banking competition should 

incorporate ownership links, conduct-based indicators, institutional characteristics, and risk 

profiles rather than rely exclusively on concentration ratios. A market containing several banks 

may still exhibit weak competitive incentives when ownership structures align shareholder in-

terests across competitors, while a concentrated market does not necessarily generate identical 

profitability or stability outcomes across institutions. 

3.3. Healthcare, consumer industries, and consolidation 

Cooper et al. (2019) imply that concentration in hospital markets can strengthen provider bar-

gaining power and translate directly into higher negotiated prices, showing that improved fi-

nancial outcomes for firms may coexist with greater costs for purchasers and consumers. Gay-

nor et al. (2015) place this result within a broader health-care framework by showing that com-

petition influences prices, quality, insurer negotiations, and provider incentives, while empha-

sizing that outcomes depend on payment systems and institutional arrangements. Dafny et al. 

(2019) extend the bargaining perspective beyond narrowly defined local markets by demon-

strating that cross-market hospital mergers can raise prices even when merging providers are 

not direct local competitors, because larger systems acquire stronger negotiating leverage with 

insurers. Fulton (2017) further documents that consolidation has become widespread across 

hospital, physician, and insurance markets, frequently producing highly concentrated local 

structures. Taken together, these contributions imply that concentration in health care affects 

firm performance largely through bargaining relationships rather than through product-market 

pricing alone. Greater organizational scale can strengthen providers’ negotiating position and 

revenues, but such gains may be accompanied by higher expenditure, weaker entry, and re-

duced consumer welfare. Competitive assessment therefore requires attention to bargaining 

networks, institutional structure, and cross-market system organization. 

Trish and Herring (2015) imply that the consequences of concentration in health care depend 

on relative rather than absolute market power because insurer concentration affects premiums 

differently depending on the bargaining strength of hospitals. This bilateral perspective com-

plements Cooper et al. (2019), who show that concentrated hospital markets enable providers 

to secure substantially higher prices from private insurers. Dafny et al. (2019) further demon-

strate that provider systems can increase bargaining leverage across geographically distinct 

markets, indicating that concentration measures based solely on local overlap may understate 

competitive effects. Fulton (2017) adds that consolidation has occurred simultaneously across 

insurers, physicians, and hospitals, creating vertically connected markets in which several 

forms of bargaining power interact. Together, these contributions imply that firm performance 

in health-care markets emerges from negotiations among multiple concentrated actors rather 
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than from a simple relationship between seller concentration and consumer prices. A more con-

centrated insurer may obtain stronger terms from providers while also exercising greater pric-

ing power over customers, whereas a dominant hospital system may capture a larger share of 

those gains through negotiations. Evaluating competition therefore requires examining the rel-

ative strength of each side of the market and the institutional arrangements governing their 

interactions. 

Miller and Weinberg (2017) imply that consolidation can improve producer profitability 

through altered strategic pricing incentives and stronger coordinated market power rather than 

solely through cost efficiencies. Ashenfelter et al. (2015) provide a complementary interpreta-

tion by showing that mergers can simultaneously create efficiencies and weaken competitive 

pricing, meaning that welfare consequences depend on the size and pass-through of both effects. 

Dennis et al. (2022) introduce an important methodological qualification by demonstrating that 

observed relationships between common ownership and airline prices can reflect underlying 

market-share patterns rather than ownership links themselves. Gaynor et al. (2015) similarly 

emphasize that concentration measures require interpretation within the specific institutional 

and competitive conditions of each industry. Considered together, these contributions imply 

that concentration-performance relationships cannot be inferred mechanically from merger ac-

tivity, ownership structures, or market shares. Consolidation may raise profitability because of 

genuine efficiencies, stronger bargaining positions, or reduced competitive pressure, and dis-

tinguishing among these mechanisms is essential for evaluating welfare consequences. Empiri-

cal assessment should therefore separate structural concentration from actual competitive con-

duct and identify whether stronger firm performance results from productivity improvements 

or from the ability to charge higher prices. 

4. Discussion 

The literature reviewed indicates first that the relationship between market concentration and 

firm performance cannot be interpreted independently of the mechanisms producing concen-

tration. De Loecker et al. (2020) associate increasing concentration with rising markups and a 

redistribution of market power toward firms located at the upper end of the markup distribu-

tion, while Grullon et al. (2019) show that more concentrated industries tend to exhibit higher 

profit margins and more profitable merger activity. Barkai (2020) similarly relates the increas-

ing profit share to changes in the distribution of economic rents. Nevertheless, Autor et al. 

(2020) provide a different explanation by showing that concentration may increase because 

highly productive superstar firms progressively capture larger market shares. Ganapati (2021) 

further demonstrates that higher concentration may coexist with productivity and output gains 

without equivalent broad increases in prices. These results indicate that superior firm perfor-

mance under concentrated market structures can originate either from market power or from 

productive advantages. This distinction has major implications because profitability resulting 

from innovation, scale, or efficiency does not have the same welfare consequences as profitabil-

ity resulting from persistent restrictions on competition. Akcigit and Ates (2021) therefore pro-

vide an important qualification by connecting persistent dominance with weaker entry, reduced 

knowledge diffusion, and lower business dynamism. 

A second result concerns the role of competition as a disciplinary and strategic force within 

firms. Babar and Habib (2021) describe product-market competition as an external governance 

mechanism capable of limiting managerial discretion, while Li and Li (2018) show that compe-

tition increases the cost of managerial inefficiency by exposing firms more directly to the loss of 

customers and market share. Dasgupta et al. (2018) similarly find stronger sensitivity of CEO 

turnover to poor performance when competitive pressure is greater. These mechanisms suggest 

that competition can improve firm performance without necessarily operating through lower 
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prices alone. Its effects extend to managerial monitoring, investment decisions, organizational 

efficiency, and resource allocation. Nevertheless, the effects are conditional. Liu et al. (2018) 

show that excessive competitive pressure may reduce profitability when firms cannot compen-

sate for compressed rents through effective governance or stronger capabilities. Yung and Ngu-

yen (2020) demonstrate that managerial ability can determine whether firms respond to rivalry 

through greater R&D, innovation, market-share expansion, and value creation. Flammer (2015) 

likewise shows that firms may employ CSR strategically as a differentiation mechanism when 

rivalry intensifies. Competition therefore generates heterogeneous outcomes because its con-

tribution to performance depends on how effectively firms reorganize their resources, manage-

rial structures, innovation strategies, and stakeholder relationships. 

The sectoral evidence further demonstrates why competition must be interpreted within spe-

cific institutional and technological environments. In digital markets, Cennamo (2021) and 

Rietveld and Schilling (2021) show that network effects, ecosystem governance, multihoming, 

complementor participation, and platform architecture modify conventional competitive rela-

tionships. Zhu and Liu (2018) and Wen and Zhu (2019) further indicate that dominant plat-

forms can influence complementors’ innovation strategies through actual or anticipated entry, 

while Calvano et al. (2020) demonstrate that pricing algorithms may sustain supra-competitive 

outcomes even without conventional explicit collusion. Banking presents a different mecha-

nism. Love and Martínez Pería (2015) and Léon (2015) associate stronger banking competition 

with improved access to external finance, whereas Leroy and Lucotte (2017) show that the con-

sequences for individual-bank and systemic stability may differ. Health care provides another 

configuration in which bargaining power is central. Cooper et al. (2019) and Dafny et al. (2019) 

show that hospital consolidation can raise negotiated prices by strengthening provider bargain-

ing positions, while Trish and Herring (2015) emphasize the importance of relative power be-

tween insurers and providers. Across these sectors, concentration influences performance 

through different mechanisms, confirming that competitive assessment requires attention to 

conduct, institutions, technology, bargaining relationships, and entry conditions rather than 

concentration alone. 

Conclusion 

This paper shows that the relationship between market concentration, competition, and firm 

performance is fundamentally conditional rather than uniform. Concentrated industries can 

provide dominant firms with stronger pricing and bargaining power, higher margins, and 

greater ability to appropriate economic rents. At the same time, concentration can emerge from 

productivity improvements, technological advantages, economies of scale, or the expansion of 

firms capable of serving markets more efficiently. The distinction between these mechanisms is 

essential for interpreting firm performance. Competition can strengthen managerial discipline, 

encourage investment, support innovation, improve resource allocation, and stimulate firms to 

develop new organizational and strategic capabilities. However, very strong rivalry can also 

compress profits, increase financial risk, reduce expected innovation rents, and constrain firms 

that lack sufficient liquidity, governance quality, or managerial capacity. The evidence therefore 

does not support a simple proposition according to which either concentration or competition 

systematically improves performance. Their consequences depend on market contestability, the 

durability of incumbent advantages, organizational resources, financing conditions, and the ca-

pacity of firms to respond productively to competitive pressure. 

The analysis also demonstrates that contemporary industries increasingly require sector-spe-

cific approaches to competition. Digital platforms are shaped by network effects, ecosystems, 

algorithms, and the strategic position of complementors; banking competition operates through 

access to finance, risk, information, and financial stability; and health-care competition depends 
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heavily on bargaining relationships among hospitals, insurers, physicians, and patients. These 

differences limit the usefulness of concentration ratios when they are interpreted in isolation. A 

more complete evaluation should combine structural indicators with markups, entry and exit, 

productivity, innovation, investment, ownership, financing costs, bargaining power, and insti-

tutional characteristics. From a policy perspective, the central issue is consequently not concen-

tration itself but whether dominant positions remain contestable and whether superior firm 

performance originates from efficiency and innovation or from barriers that restrict competi-

tive pressure. Future research could further examine how technological transformation, com-

mon ownership, artificial intelligence, platform expansion, and changing financial structures 

modify this relationship. Such developments are likely to make the distinction between produc-

tive dominance and entrenched market power increasingly important for assessing both corpo-

rate performance and broader economic welfare. 
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