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INTRODUCTION
Most Americans are concerned about how equitable our economic system is. Seventy percent of
Americans (including 50% of Republicans and 86% of Democrats) believe that it is not fair, and that our
economy favors the wealthy and powerful2. It is not too hard to see why: wages, which tracked
increases in productivity until the mid-1970's, have flatlined as productivity has continued upward3; percapita health costs have increased more than five-fold since the 1970's4; income inequality has been on
the rise, with incomes for the top 1% increasing five times as much as incomes for the bottom 90% of
workers5.
One broad economic phenomenon that contributes powerfully to all these trends is the declining
competitiveness of our markets. Here, we are referring to market competitiveness, which means how
much competition a firm faces from rivals – the more rivals, the more competitive the market. A CEO or
industry leader, on the other hand, tends to view their firm or industry as more competitive the fewer
rivals they have. At least five major sectors of the economy are now considered "highly concentrated"
by DOJ guidelines6, which means they are effectively controlled by four or fewer large firms. These
sectors – manufacturing, retail, utilities, finance and services – account for over two-thirds of total U.S.
corporate profits7). And 75% of our industries have become more concentrated over the last two
decades8.
Unfortunately, discussions of market competitiveness tend to be oversimplified, dividing what is in
reality a spectrum of competitiveness and appropriate scale into points at the extremities. Some believe
that most markets already are competitive, or will self-correct toward being so, and that, therefore,
there is little to no need for government regulation, since competitive markets maximize benefit to
society (i.e. "free market" advocates). Others believe that most markets trend toward concentration
and away from competitiveness, and advocate social ownership to avoid the dangers of unchecked
market power (i.e. socialists).
Most of our economy, however, lies between these two points. Barriers to entry and other factors keep
many markets from being highly competitive, creating a need for regulation. And being highly
competitive is not necessarily desirable for all markets, since taking advantage of economies of scale
and incentivizing innovation require less competitive levels of market concentration or scale. In fact,
different industries have different levels of societally "optimal firm scale" – scale here is a convenient
shorthand for the level of concentration in the industry -- and either exceeding this level or
undershooting it reduces total benefit to society.
By exploring this spectrum of market competitiveness through examples in six industries, we can better
understand when, and what type of, regulation may be needed, based on the type of industry. In each
of these examples, we will see where optimal scale has been exceeded, and the costs that entails in
terms of working poverty, overpriced healthcare, and environmental harm. And we will see how
regulations targeted at increasing competition can efficiently address these issues.

THREE LEVELS OF "OPTIMAL SCALE" FOR THREE TYPES OF INDUSTRIES
As mentioned, industries vary as to their ideal level of market competitiveness. Low-scale, low
innovation industries – e.g. commodities – provide the biggest societal benefit when their markets are
highly competitive, as we will see, and this means that there are lots of competitors making similar
products, plentiful information about the products and services available to consumers, and low to no
barriers to entry. Profits are relatively small in a highly competitive market, but are acceptable to the
mostly-small businesses that tend to comprise the vendors in these markets.
Industries with significant economies of scale maximize societal benefit when firms grow large enough
to capture those economies, allowing them to pass considerable cost savings on to consumers, while
increasing profits at the same time. The smaller number of vendors reduces the competitiveness of the
market, however, meaning that regulations may be needed to protect workers, suppliers and/or
consumers against abuses of market power. High innovation industries require a return on their
investment in research and development to be sustainable, so society provides patent protection – the
exclusive right to sell that product for a specified number of years – to enable that return on R&D.

How Competitive Commodity Markets Benefit Society
[T]he only way you can … make sure that businesses operate in the public interest is to force them to
engage in competition, one with the other. – Milton Friedman, 19789
Economics tells us that, in low-scale, low-innovation industries, competitive markets maximize benefit
to society, as long as no important costs are externalized. They most efficiently allocate resources,
maximize production (which also maximizes employment), keep consumer prices to a modest markup
above cost, and pay workers closest to what their work is worth to the firm. Interesting to note that
Adam Smith was talking specifically about small business-dominated markets when he talked about the
"invisible hand" effect of the unregulated, "free" market: a precondition for this beneficial effect in
Smith's view was that "businesses are locally owned and managed".10
The reason competitive markets optimize societal benefit is that they maximize total societal "surplus",
or total gains from economic activity. Because high degrees of competition force prices (or wages) to
occur where the supply-demand curves intersect, total societal benefit is maximized. When
competitiveness declines, firms are able to raise prices or lower wages, but must always reduce output
(or the quantity they provide) in order to do so, thus creating a void in surplus, called the "deadweight
loss", that always reduces total societal gains.

How Exploiting Economies of Scale Benefits Society
Some industries have inherent economies of scale that can provide an overall benefit to society. Here, a
firm's cost curve has a portion that that slopes downward; this means that increasing the quantity an
individual firm delivers can reduce the cost per unit, up to a certain point. Spreading the large fixed cost
of capital equipment across a larger and larger number of units produced is one example, common in
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manufacturing; other types of economy of scale include worker specialization, enabled by increased firm
size, and industries with network externalities, where consumers can benefit more when more people
use the same product (e.g. social media). Taking advantage of these economies of scale can be a winwin-win for consumer prices, wages, and corporate profits.
But even in these industries, the cost curve either flattens or begins to slope upward again at a point
referred to as "minimum efficient scale", due to diseconomies of scale. Thus, the return to society peaks
at a level of scale we will call SSO to indicate the scale that is socially optimal. As we will see below, scale
beyond those levels can increase profits, but reduces the total return to society.

How Incentivizing Innovation Benefits Society
Product innovation is highly valued by society, and even though such product differentiation reduces the
competitiveness of the market, we are happy to extend patent protection (the right to be sole producer
for a certain number of years) to provide incentives for more. Because most new products are optional
goods when first introduced, we do not generally worry about limiting the market power that accrues to
patented goods during the term of their patent.
But the exception alluded to is important: for essential goods (e.g. life-saving pharmaceuticals), limits on
price setting power may be critical, because of both the importance of the good, and the exploitability of
the market. For example, in the cases of water and electricity, municipalities typically either provide the
good themselves or strictly regulate a monopoly provider, because of both factors. Cruelly, these two
always go together: the more essential the good, the lower the price elasticity (i.e. the amount sales will
be reduced if the vendor increases prices), meaning that firms can raise prices much higher in these
markets without suffering much decline in demand.
Process innovation can give firms a cost or quality advantage that society similarly enjoys and wants to
protect. While small cost improvements are central to keeping markets competitive, large innovations
may enable a producer to beat the competition on cost and accrue significant market share. In general,
society is happy to allow the profits from such improvements as a reward and incentive for more.
Firms earning a return on the capital required to exploit economies of scale, and firms earning
temporary monopoly profits from patent protection, are what come to mind for many of us when we
think of what companies do to earn high profits – investing in production technologies that reduce
product prices; making better products, or inventing new ones; and devising process innovations that
reduce costs, increase quality or improve service.
Even at "Optimal Scale", Protections Against Market Power Are Needed
But even at these levels of societally "optimal scale", market competitiveness may have been reduced
enough to require protections for workers or consumers. In industries with economies of scale, it is
often protections against wage-setting (or suppressing) power that are needed, as in many
manufacturing industries. Here, workers' wages are high enough that raising the minimum wage cannot
be of help, and unions must be relied upon to countervail the market power of the employers.
"Countervailing" the market power of a concentrated industry with other large-scale firms or
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organizations is quite common on the consumer side of our economy: big box retail countervails the
market power of a variety of producing industries, and large insurance companies countervail the
market power of concentrated hospital and physician groups.
We would expect that, in highly concentrated industries with considerable amounts of power in the
labor market, like manufacturing11, wages will be less than competitive-market rates, absent unions;
when that is the case, unions act as a correction and raise wages upward toward the competitive rate.
But unions have been in decline for decades, with private sector union membership rates falling by more
than half between 1983 and 201512, and this has happened as employers have lobbied for right-to-work
laws, and have legally and illegally worked to stymie union organizing efforts13. Wages have suffered as a
result: if union density were as high as it was in the 1970's, workers in many manufacturing industries
would earn $3,000 more per year than they do now, based on estimates from the Economic Policy
Institute14 and my own calculations.
For high innovation industries that provide essential goods, pricing protection may be necessary because
of the particularly low price elasticity that is associated with such products. "Elasticity" tells us the
percentage by which sales will decline if a firm raises prices by one percent, or how much employment
will go up if we increase wages. In the pharmaceutical industry, for example, price elasticity is very low,
about -0.16 to -0.2015, meaning that firms can easily raise prices 5+ times as much as they could for a
more optional good (with an elasticity, say, of -1), and still see little reduction in demand. While we
understand that an adequate return on research and development is needed to encourage further
innovation, this low elasticity (combined with firm-erected barriers to entry, described further below) is
allowing pharma firms to extract supranormal returns on R&D: they capture about $65 billion in net
profit16 off about $70 billion in R&D17 (a number which, some analysts argue, includes spending on
activities better classified as marketing18), a return of over 90%.

The Importance of Internalized Costs
"Externalized costs" are costs of production or consumption that are not accounted for in the sales
transaction, because neither the firm nor their suppliers have to pay that cost – someone else does.
Polluting industries are common examples. A cost of production outside the market's control or
influence is essentially a hole in the ability of the market to do its job, that of efficiently setting prices
and allocating resources. Unchecked, this creates a powerful 2-driver positive feedback loop that
inexorably increases the harm associated with the externalized cost: 1) a societal harm is allowed
without providing for the resources needed to ameliorate it, and 2) the lower price enabled by this
drives consumption of the final good (and thus societal harm) ever upward.
While externalizing industries will often argue that internalizing those costs would harm the economy,
say by cutting jobs, there is reason to view these claims with a skeptical eye. Net job losses are not a
given, since we would expect the internalization of costs to shift resources (and jobs) to industries with
less severe externalities; in other words, fully internalized costs allow markets to do their job of
allocating resources for maximum social benefit. This is exactly what happens with a pollution tax,
according to a study from Resource for the Future and the University of Maryland: they found that,
while the tax does cause a reduction in employment in the polluting industry, the reduction is offset by
increased employment in non-polluting industries.19

The Free Market Fallacy

4

David J. Lyon

A focus on competitive markets also helps minimize externalities, as polluting firms in concentrated
markets have much higher incentives to keep costs externalized than firms in competitive markets do.
Consider a competitive market with externalities that have already been taxed, in order to pay for
cleanup. Here, firms have less reason to lobby for the tax to be removed because they don't get to keep
the difference if it is: if they try to keep their price high, they will lose a lot of business to lower priced
competitors. Certainly, firms in even competitive markets have some incentive to resist a pollution tax
or similar regulation, as they suffer from lowered demand when a cost is internalized, but profit
pressure is lower, resources to invest in lobbying and advertising are smaller, and less ability to
strategically interact means less ability to pool resources.
But this is different in concentrated markets, as firms can use their market power to keep prices high
even if a tax is removed – and thus increase their profits. While using market power to keep prices high
does require firms to reduce their output (and thus pollution), this reduction is fairly small due to the
low elasticity of a concentrated market, and is likely to be less than that from applying a pollution tax to
a high-elasticity competitive market. And resisting the internalization of costs can pay off significantly
for large firms: the global oil and gas industry, for example, is able to keep much of the approximately
$152 billion in costs they externalize (2012 numbers, as calculated by the consulting firm TruCost in
concert with KPMG and the Erb Institute at the University of Michigan), or about 23 percent of sector
earnings20.

HOW REDUCING COMPETITION INCREASES PROFITS AT THE EXPENSE OF
SOCIETY
As we saw earlier, our industries have been growing more and more concentrated over the last few
decades, leaving us with a lot of concentrated markets. Four airlines serve 80% of all passengers21;
banking is concentrated into just four large banks, and insurance is dominated by five major companies;
10 companies control almost every food and beverage brand in the world22; and more examples
abound.
A key reason for this increasing concentration is that firms often have, and executives always have,
incentives to increase their market share beyond the level that optimizes societal benefit, SSO, illustrated
in Figure 1. Firms see their monopsony and monopoly power (i.e. their ability to raise prices above, or
push wages below, competitive-market rates) increase continuously with scale, and in some industries
that pricing power can continue to exceed the various costs (often management costs) that increase
with scale. Also, research shows a strong correlation between firm size and chief executive
compensation23 , a relationship which gives corporate executives a personal incentive to increase
corporate size beyond what is best not only for society overall, but at times, also beyond what is best for
their firm.
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Figure 1: Returns to Scale

Firms that have exhausted their economies of scale, or the terms of their patent, can increase their
profits still further, but here they must turn to reducing the competitiveness of their market, thus
increasing the amount of market power they are able to exert. They can hinder competition in three
ways: firms increase market share beyond SSO, often through mergers and acquisitions; they erect
barriers to entry, such as the "patent evergreening" techniques common in the pharmaceutical industry;
and firms use misleading information about product utility, quality and safety.

Increasing Scale Beyond SSO
Mergers in a highly competitive market only slightly reduce the number of vendors, and may perform
useful roles. In concentrated markets, however, they naturally have a more severe effect on
competition. Because we have seen high – and increasing – rates of M&A activity since the 1980's24, we
now have a lot of concentrated markets, as we have seen.
Such high levels of concentration mean that M&A activity is likely to decrease competition, instead of
producing increased efficiencies, and increase profits at the expense of total surplus. Recent studies
show this effect: one team of economists found that M&A in already concentrated industries increased
profit margins, but did not increase operational efficiency25; another team examined mergers across all
U.S. manufacturing industries between 1997 and 2007, and found the same effect: mergers increased
profits between 15% and 50%, but had no statistically significant average effect on productivity.26 Other
studies have reached similar conclusions27.
The hospital industry provides a telling example. Because health care services are so critical to
consumers, price elasticity is especially low, making these markets particularly exploitable, and
particularly profitable to exploit. Further, insurance plays a dominant role in payment for services, and
thus renders the industry a poor fit for market solutions in the first place: insurance, while critically
important, strongly distorts the price-demand signal that is fundamental to market functioning (because
the person demanding the service is only paying a fraction of the cost).
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Hospitals intrinsically have a degree of market power due to the economies of scale involved with the
care they provide, but can increase it significantly through mergers and acquisitions, and they have been
doing so at a brisk pace since the 1990's. Studies of these mergers show mixed results regarding their
impact on quality of care, averaging slightly negative, but consistently show that these mergers result in
increased prices28, and that the amount of the increase depends on how much the merger is increasing
concentration. One study reviewed the 366 hospital mergers that took place between 2007 and 2011,
and found that post-merger prices went up over 6% when the merging hospitals are geographically close
(less than 5 miles apart), while mergers between hospitals 25 miles or further apart produced no
significant price effect29; another study found that mergers between hospitals located very close to each
other (less than 0.3 mile apart) resulted in price increases greater than 40%.30
Between these concentration effects in hospitals, related ones in physician practices31, and the high
markups already discussed in the branded pharmaceutical industry, health care prices are significantly
above normal margins. Princeton economists Anne Case and Angus Deaton estimate this amounts to an
annual "poll tax" of $8,000 for each of the 127 million families in the U.S.32
Excessive scale is also used in low-elasticity labor markets to achieve a similar effect, increased profits
from suppressed wages. Low-wage workers tend to have the smallest supply elasticity33, meaning
employers can push wages further below their competitive rates than they can otherwise. These
industries – dominated by food service and retail trade – have also become quite concentrated, with the
top 5 vendors in each controlling about half the market. I explore this issue in more depth in Working
Poverty: Low Skills or Low Wages?34, and find that these workers' wages are roughly 25% less (about
$4,500 less for a typical worker) than they would be in highly competitive markets.

Barriers to Entry
Barriers to firm entry into a market are a key reason that some markets are non-competitive, as they
hold at bay the very force (competition) that maximizes the efficiency of markets. Some of these
barriers arise as an intrinsic result of economies of scale, from possessing a process superiority over
competitors, or from the government-provided monopoly of a patent, the three potentially virtuous (i.e.
maximize societal benefit) means of acquiring scale discussed earlier.
Some barriers arise through differences in access to finance between incumbent firms (easier access)
and potential new entrants (harder access), and that difference is exacerbated by both the
concentration of the banking industry itself35, which is more concentrated than at anytime in the past
two decades, and the low interest rates we have had for that same period of time36.
But some barriers to entry are erected solely for the purpose of reducing competition. The branded
pharmaceuticals industry is notable for its efforts to extend their patents many years beyond their
original expiration. Some forms of this "patent evergreening" include: the "closed distribution"
technique, where the manufacturer refuses to distribute to generic manufacturers, who require enough
samples of the original drug to prove theirs is equivalent37; "patent thickets", in which the manufacturer
files lots of additional patents (often dozens or more) to impede the ability of a generic rival to begin
production38; "product hopping", where a branded manufacturer patents a minor variation of a drug
whose patent will soon expire, and then heavily markets the new version to physicians; abuse of REMS
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and "orphan" drug regulations; even illegal "pay for delay" schemes, in which the branded manufacturer
pays a generic manufacturer to delay production39.
Generic pharmaceutical manufacturers are being accused of their own barriers to entry: forty-four
states are suing 20 large generic drug companies over an alleged price-fixing conspiracy, accusing them
of colluding to divide up the market and keep competition low40. This is not hard to believe when we
see how concentrated that industry is: markets for specific drugs mostly have concentration values (HHI)
over 5,00041 (whereas competitive markets have HHI values under 1500), the median number of
manufacturers of a generic is just two42, and forty percent of these markets are supplied by only one
manufacturer. When you consider that prices with just one generic manufacturer are, on average, three
times the prices obtained with four manufacturers43, this makes numerous generic drugs considerably
more expensive than what competitive markets would produce.
Another example is the barriers fast food firms have set to limit employees' ability to find more
competitive work. A recent study from Princeton and the National Bureau of Economic Research found
that 58% of major franchisor contracts include "no poaching of workers" clauses44, which dramatically
reduces employees' ability to bargain for higher wages.

Incomplete or Misleading Information
Information (e.g. information on pricing, quality, usefulness) is our final major axis of market
competitiveness, playing two key roles: first, factual product or service information in consumers' hands
heightens market competitiveness, enabling consumers to most rationally select; and second,
incomplete or intentionally misleading information can be strategically utilized by firms to create
perceived but inaccurate product differentiation, or to artificially increase demand, both of which
increase profits at the expense of market competitiveness.
Lack of information can mask product quality issues, costing the consumer more in the long run than
understood at time of purchase, and costing the environment more than a highly competitive market
with full information would, as more products end up in landfills. Lack of pricing transparency can lead
to artificially high demand for products and services, such as the hidden fees often charged in certain
financial products45. Misleading nutrition information artificially increases demand for less healthy
products, and may result in health problems like increased levels of obesity46, especially with children.47
Children are particularly vulnerable to advertising, and some innovative executives have discovered that
they can increase sales 20-40% if they can prompt children to nag their parents for the product.48
Industries and firms also use misinformation to play down the harm from a product. Scholars have
chronicled some key techniques employed in these campaigns: the use of fake experts (people who are
experts in a different field), logical fallacies and cherry picking of data to sow doubt about the actual
scientific evidence linking product use to its harmful effects49. The sugar industry, for example,
sponsored research programs in the 1960's and 1970's that successfully cast doubt on the hazards of
sugar (though early indications of its role in coronary heart disease had emerged in the 1950's), directing
blame toward fats and cholesterol instead.50
In the short term, the goal of such campaigns is to prop up demand, as we see in the pioneering example
of the tobacco industry.51 The medium-term goal of campaigns that follow the "Big Tobacco Strategy",
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as detailed in Oreskes' and Conway's impressive book Merchants of Doubt52, is to forestall demand for
regulation by undermining public support for a conclusion the industry itself, in many cases, has already
come to53. The fossil fuel industries and their climate change denial campaign are prime examples:
despite knowing, as early as the 1970's, that burning fossil fuels causes global warming (as revealed by
internal documents54), the industry embarked on a multi-decade disinformation campaign designed to
sow doubt about the strong scientific consensus on exactly this fact (over 90% consensus among climate
scientists). Scholars have detailed the network of groups involved in these campaigns: generally
initiated by the affected industry, as is the case with climate change denial, they also include industry
organizations, conservative foundations and think tanks, front groups, and the "echo chamber" between
the media and politicians55.
The longer term goal of many of these "Big Tobacco Strategy" campaigns is to forestall all regulation of
big business by promoting "free markets". Oreskes and Conway found that this was an element in all of
the campaigns they examined, whether they were campaigns to minimize the perceived harm of
smoking tobacco, of fossil fuel emissions, or others. Other historians and scholars have also
documented this56 , showing how "[t]he rise of corporate propaganda since the 1970s has been
particularly aimed at selling the idea of free, unregulated business enterprise and an accompanying
policy agenda…."57. The US Advertising Council launched such a campaign in 1976, and these efforts,
along with similar expenditures from other parts of the business community, were stunningly successful:
the percentage of Americans believing that there was "too much regulation" of business soared from
22% in 1975 to 60% by 198058.

CONCLUSIONS
Today’s markets are characterized by the persistence of high monopoly profits. The implications of
this are profound. – Joseph Stiglitz59, 2016
We have seen that the free-market and the socialist perspectives on the economy only represent points
at opposite ends of what is in reality a spectrum of market competitiveness and appropriate scale, and
that each is only useful in certain very limited cases. Already-competitive markets (e.g. commodities)
with low to no barriers to entry require little regulation, while certain essential goods markets (such as
water, electricity, and possibly health care) require significant regulation and perhaps even public
ownership. But whereas serious consideration of quasi-socialist solutions is mostly limited to essential
goods (e.g. Medicare for All), the free-market perspective has influenced policy in almost every sector of
the economy, allowing the supranormal profits and the concomitant societal harms that we have
examined earlier.
A major reason for this has been the "free market" information campaigns we discussed at the end of
the last section, driven by the connection between less regulation and more profits, and continuing –
very successfully – since the 1970's. Surveys from the Pew Research Center show that, globally, 66% of
people believe that "most people are better off in a free market economy," and that 70% of people in
the U.S. agree60. "Free markets" are also core to the economic platform of one of the U.S.' two major
political parties61.
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But this framing leads us astray in three critical ways. First, it tacitly assumes all markets are
competitive, thus requiring little regulation, but we have seen how inaccurate this is. Second, the "free
market" approach also assumes that markets will self-correct when concentration increases. And while
markets that are already highly competitive, with low barriers to entry, may be able to self-correct,
concentrated markets do the opposite – they tend toward further concentration more strongly than
they do toward competition and efficiency62. This is due to barriers to entry that are natural to firms at
virtuous scale, as well as to the mechanisms for reducing competition that we saw in our examples
earlier, like erected barriers to entry and M&A activity. Because reducing market competitiveness
increases firm profits, some of these mechanisms feed back on themselves and create vicious cycles:
profits from "killer acquisitions"63 can be used for more M&A, and since access to finance is easier for
large firms than for small ones, this cycle escalates; increased margins from market power shift
investment to high market power firms, leaving less for smaller firms (as Warren Buffett has said of his
investment strategy, "the single most important decision in evaluating a business is pricing power"64).
And deregulation of protections against market power lead to increased market power and increased
profits, which enable more lobbying efforts, which deregulate the economy further.
The third weakness of the "free markets" goal – and the weakness that most pertains to setting policy –
is that it leads us to believe that all markets respond to regulation the way highly competitive markets
do, whereas in reality, concentrated markets respond to regulation very differently. Raising the
minimum wage in a concentrated market maintains or increases employment, both theoretically65 and in
practice66. Removing collusive market division agreements (e.g. generic pharmaceuticals) reduces
prices, and increases output, as will ending "patent evergreening" in branded pharmaceuticals.
Enforcing antitrust law to keep scale close to the societal optimum SSO will make product and labor (and
supplier) markets more competitive, bringing prices and wages closer to their competitive-market rates,
and increasing total output and economic growth. Ensuring that the cost of pollution is internalized
improves local and global health while maintaining jobs. Thus, appropriate regulation in concentrated
markets restores competitive-market conditions, returning "surplus" that firms have annexed to the
consumers or workers it belongs to, while also "expanding the pie."
What this means, at the same time, is that all of the corrections we have identified above come only at
the cost of large business' supranormal profits. The profits earned from investing in economies of scale,
or from product or process innovation are retained; it is the profits from reducing competition that
decrease with these corrections. Corporate profits are, after all, considerably higher now than they've
ever been: total profits after tax in 2019 are 85% higher than in 1997 when adjusted for inflation, and
the ratio of corporate profits to GDP in the 2010's averages 50% higher than in 1997, a year when
consumer sentiment about the economy was particularly high67.
Overall, we have seen that a pro-competition agenda can be pro-growth while simultaneously
ameliorating some of our most vexing social issues. Keeping commodity markets competitive, keeping
industries with economies of scale close to optimal scale, minimizing abuses of patent protection – all
promote a more healthy economy, where gains are distributed more fairly, and profits come not from
market power, but from more efficiently organizing production, or from creating new and better
products and services. And all of these benefits increase from a strong dose of competition.

The Free Market Fallacy

10

David J. Lyon

This is an Original Manuscript of an article published by Taylor & Francis: Lyon, David J. (2021). 'The
Free Market Fallacy', Challenge: The Magazine of Economic Affairs, DOI:
10.1080/05775132.2020.1847528.
2 Igielnik, R. (2020). 70% of Americans say economic system unfairly favors the powerful [Online]. Pew
Research Center. Available at: https://www.pewresearch.org/fact-tank/2020/01/09/70-of-americanssay-u-s-economic-system-unfairly-favors-the-powerful/ (Accessed: 13 May 2020).
3 Economic Policy Institute. (2019). The Productivity–Pay Gap [Online]. Available at:
https://www.epi.org/productivity-pay-gap/ (Accessed: 13 May 2020).
4 Kamal, R., McDermott, D. and Cox, C. (2019). How has U.S. spending on healthcare changed over
time? [Online]. Peterson-KFF Health System Tracker. Available at:
https://www.healthsystemtracker.org/chart-collection/u-s-spending-healthcare-changed-time/#itemstart (Accessed: 13 May 2020).
5 Gould, E. (2019). Decades of rising economic inequality in the U.S. [Online]. Economic Policy Institute.
Available at: https://www.epi.org/publication/decades-of-rising-economic-inequality-in-the-u-stestimony-before-the-u-s-house-of-representatives-ways-and-means-committee/ (Accessed: 13 May
2020).
6 Autor, D., Dorn, D., Katz, L., Patterson, C. and Reenen, J.V. (2017). 'Concentrating on the Fall of
the Labor Share.' American Economic Review: Papers and Proceedings, 107 (5), p180–85.
7 Data from https://fred.stlouisfed.org/.
8 Grullon, G., Larkin, Y., and Michaely, R. (2019). 'Are U.S. Industries Becoming More Concentrated?',
Review of Finance, 23(4), p 697–743.
9 LibertyPen. (2012). Milton Friedman - Big Business, Big Government [Online video]. 14 September.
Comments in a Q&A session at Kansas State University, 1978. Available at:
https://www.youtube.com/watch?v=R_T0WF-uCWg (Accessed: 16 April 2020).
10 Korten, D. (1995). When Corporations Rule the World. Connecticut and California: Kumarian Press
Inc. and Berrett-Koehler Publishers.
11 Autor, D. et al (2017).
12 Dunn, M. and Walker, J. (2016). 'Union Membership In The United States', U.S. Bureau of Labor
Statistics.
13 Bronfenbrenner, K. (2009) ;No Holds Barred: The Intensification of Employer Opposition to
Organizing', Briefing Paper #235, Economic Policy Institute, Washington, D.C.
14 Rosenfeld, J., Denice, P. and Laird, J. (2016). Union decline lowers wages of nonunion workers
[Online]. Economic Policy Institute. Available at: https://www.epi.org/publication/union-decline-lowerswages-of-nonunion-workers-the-overlooked-reason-why-wages-are-stuck-and-inequality-is-growing/
(Accessed: 19 May 2020).
15 Yeung, K., Basu, A., Hansen, R., and Sullivan, S. (2018). 'Price Elasticities of Pharmaceuticals in a
Value-Based-Formulary Setting', Health Economics, 27(11), p1788-1804.
16 Sood, N., Shih, T., Van Nuys, K. and Goldman, G. (2017). 'The Flow of Money Through the
Pharmaceutical Distribution System', Schaeffer Center for Health Policy and Economics, University of
Southern California, Los Angeles, CA.
17 PhRMA. (2019) '2019 PhRMA Annual Membership Survey', Washington, D.C.
18 Gagnon, M., and Lexchin, J. (2008). 'The Cost of Pushing Pills: A New Estimate of Pharmaceutical
Promotion Expenditures in the United States', PLoS Medicine, Vol. 5 Issue 1.
19 Hafstead, M. and Williams, R. (2018). 'Unemployment and Environmental Regulation in General
Equilibrium', Journal of Public Economics, 160, p50-65.
20 de Boer, Y., van Bergen, B., McKenzie, M., Averchenkova, A., Gladwin, T., Lyon, T. and Bunch, R.
(2012) 'Expect the Unexpected: Building business value in a changing world', KPMG, publication 111274.
21 Mutzabaugh, B. (2015) 'Era of Airline Merger Mania Comes to a Close with Last US Airways Flight',
USA Today, 15 October. Available at:
https://www.usatoday.com/story/travel/flights/todayinthesky/2015/10/15/airline-mergers-americandelta-united-southwest/73972928/ (Accessed: 14 May 2020)
22 Kramer, A. (2014). These 10 companies make a lot of the food we buy. Here’s how we made them
better. [Online]. Oxfam America. Available at: https://www.oxfamamerica.org/explore/stories/these-10companies-make-a-lot-of-the-food-we-buy-heres-how-we-made-them-better/ (Accessed: 17 May 2020).
23 Hallock, K.F. (2011). 'The relationship between company size and CEO pay'. Workspan, 2(11).
1

The Free Market Fallacy

11

David J. Lyon

IMAA. (no date). United States - M&A Statistics [Online]. IMAA Institute. Available at: https://imaainstitute.org/m-and-a-us-united-states/ (Accessed: 17 May 2020).
25 Grullon, G. et al. (2019).
26 Blonigen, B., and Pierce, J. (2016). “Evidence for the Effects of Mergers on Market Power and
Efficiency,” Finance and Economics Discussion Series, 2016-082. Washington: Board of Governors of the
Federal Reserve System, https://doi.org/10.17016/FEDS.2016.082.
27 Barkai, S. (2020) 'Declining Labor and Capital Shares', The Journal of Finance, [Online]. Available at:
https://doi.org/10.1111/jofi.12909 (Accessed: 17 May 2020).
28 Vogt, W. and Town, R. (2006). How has hospital consolidation affected the price and quality of
hospital care? [Online]. Robert Wood Johnson Foundation, Research Synthesis Rpt. No. 9. Available at:
https://www.rwjf.org/content/dam/farm/reports/issue_briefs/2006/rwjf12056/subassets/rwjf12056_1
(Accessed: 17 May 2020).
29 Cooper, Z., Craig, S., Gaynor, M., and Van Reenen, J. (2019) 'The Price Ain't Right? Hospital Prices and
Health Spending on the Privately Insured', The Quarterly Journal of Economics, 134(1), 51–107.
30 Dafny, L. (2009). "Estimation and Identification of Merger Effects: An Application to Hospital
Mergers," Journal of Law and Economics, 52(3), 523-550.
31 Longman, P. (2016) 'Time to Fight Health-Care Monopolization', Democracy Journal, 42 [Online].
Available at: https://democracyjournal.org/magazine/42/time-to-fight-health-care-monopolization/
(Accessed 17 May 2020).
32 Long, H. (2020) 'Every American Family Basically Pays a Poll Tax Under US Health System, Top
Economists Say', Washington Post, 7 January.
33 Webber, D. (2015) 'Firm market power and the earnings distribution', Labour Economics, 35, p123-134.
34 Lyon, D. (2018) 'Working Poverty: Low Skills or Low Wages?', Challenge: The Magazine of
Economic Affairs, 61(1), p42-55.
35 Cetorelli, N. and Strahan, P. (2006) 'Finance as a Barrier to Entry: Bank Competition and Industry
Structure in Local U.S. Markets', Journal of Finance, 61(1), p437-461.
36 Liu, E., Mian, A., and Sufi, A. (2019) "Low Interest Rates, Market Power, and Productivity Growth",
National Bureau of Economic Research Working Paper No. 25505, Cambridge, MA.
37 Perrone, M. (2016). Drug makers block generics [Online]. SFGATE. Available at:
https://www.sfgate.com/business/article/Drug-makers-block-generics-6869271.php (Accessed: 17 May
2020).
38 Woolman, S., Fishman, E. and Fisher, M. (2013) 'Evidence of Patent Thickets in Complex
Biopharmaceutical Technologies', IDEA: The International Property Law Journal, 53(1).
39 Morton, F. and Boller, L. (2017) "Enabling Competition in Pharmaceutical Markets", Hutchins Center
Working Paper No. 30, Brookings Institution.
40 Kokosky, G., asst. ed (2019) "Antitrust Lawsuit Targets 20 Generic Drug Manufacturers, 15 Industry
Executives Over Medication Pricing", Pharmacy Times, 14 May, Available at:
https://www.pharmacytimes.com/resource-centers/reimbursement/antitrust-lawsuit-targets-20generic-drug-manufacturers-15-industry-executives-over-medication-pricing (Accessed: 17 May 2020).
41 Berndt, E., Conti, R., and Murphy, S. (2017) "The Landscape of US Prescription Drug Market, 20042016", National Bureau of Economic Research Working Paper No. 23640, Cambridge, MA.
42 Dave, C., Kesselheim, A., Fox, E., Qiu, P. and Hartzema, A. (2017) 'High Generic Drug Prices and
Market Competition', Annals of Internal Medicine, 167(3) p145-151.
43 Conrad, R. and Lutter, R. (2019) "Generic Competition and Drug Prices: New Evidence Linking Greater
Generic Competition and Lower Generic Drug Prices", FDA, Available at:
https://www.fda.gov/media/133509/download (Accessed: 17 May 2020).
44 Krueger, A. and Ashenfelter, O. (2018) "Theory and Evidence on Employer Collusion in the Franchise
Sector", IZA Institute of Labor Economics, Available at: http://ftp.iza.org/dp11672.pdf (Accessed: 17 May
2020).
45 Epstein, G., Montecino, J.A. (2016) "Overcharged: The High Cost of High Finance", Roosevelt Institute,
Available at: https://rooseveltinstitute.org/overcharged-high-cost-high-finance/ (Accessed: 17 May
2020).
46 Geyskens, K., Pandelaere, M., Dewitte, S. and Warlop, L. (2007) 'The Backdoor to Overconsumption:
The Effect of Associating “Low-Fat” Food with Health References', Journal of Public Policy and
Marketing, 26(1), p118-125.
24

The Free Market Fallacy

12

David J. Lyon

Heavey, S. (2012) 'Disney junk-food ad ban latest move to slim U.S. kids', Reuters, 5 June [Online].
Available at: https://www.reuters.com/article/entertainment-us-disney-sugar-advertisin/disney-junkfood-ad-ban-latest-move-to-slim-u-s-kids-idUSBRE8540WP20120605 (Accessed: 17 May 2020).
48 Bakan, J. (2004) The Corporation. New York: Free Press. p121.
49 Oreskes, N. and Conway, E. (2010) Merchants of Doubt, New York: Bloomsbury Press.
50 Kearns, C., Schmidt, L. and Glantz, S. (2016) 'Sugar Industry and Coronary Heart Disease Research: A
Historical Analysis of Internal Industry Documents', JAMA Intern Medicine, 176(11):1680–1685.
51 World Health Organization. (2019) 'Tobacco Explained: The truth about the tobacco industry…in its
own words', Available at: https://www.who.int/tobacco/media/en/TobaccoExplained.pdf (Accessed: 17
May 2020).
52 Oreskes, N. and Conway, E.
53 Dunlap, R. and McRight, A. (2011). 'Organized Climate Change Denial', in Dryzek, J., Norgaard, R. and
Schlosberg, D. (eds.) Oxford Handbook of Climate Change and Society. Oxford, UK: Oxford University
Press, p144-160.
54 Cook, J., Supran, G., Lewandowsky, S., Oreskes, N., and Maibach, E., (2019). America Misled:
How the fossil fuel industry deliberately misled Americans about climate change. Fairfax, VA: George
Mason University Center for Climate Change Communication. Available at
https://www.climatechangecommunication.org/america-misled/ (Accessed: 18 May 2020).
55 Dunlap, R. and McRight, J.
56 MacLean, N. (2017) Democracy in Chains: The Deep History of the Radical Right's Stealth Plan for
America. New York: Penguin Books.
57 Beder, S. (2005). 'Corporate propaganda and global capitalism -Selling free enterprise?', in Lacy, MJ
and Wilkin, P. (eds.) Global Politics in the Information Age. Manchester, UK: Manchester University
Press, p116-130.
58 Ibid.
59 Stiglitz, J. (2016). Joseph Stiglitz: Are markets efficient, or do they tend towards monopoly? The
verdict is in [Online]. World Economic Forum. Available at:
https://www.weforum.org/agenda/2016/05/joseph-stiglitz-are-markets-efficient-or-do-they-tendtowards-monopoly-the-verdict-is-in/ (Accessed: 18 May 2020).
60 Pew Research Center. (2014). Emerging and Developing Economies Much More Optimistic than Rich
Countries about the Future [Online]. Available at:
https://www.pewresearch.org/global/2014/10/09/emerging-and-developing-economies-much-moreoptimistic-than-rich-countries-about-the-future/ (Accessed: 18 May 2020).
61 GOP. (2016). Republican Party Platform [Online]. Available at: https://prod-cdnstatic.gop.com/static/home/data/platform.pdf?_ga=2.146176500.1712953653.15868841221285551707.1585155176 (Accessed: 18 May 2020).
62 Stiglitz, J. (2016).
63 Cunningham, C., Ederer, F. and Ma, S. (2019). 'Killer Acquisitions'. Available at SSRN:
https://ssrn.com/abstract=3241707 or http://dx.doi.org/10.2139/ssrn.3241707 (Accessed 18 May 2020).
64 Frye, A. and Campbell, D. (2017). Buffett Says Pricing Power More Important Than Good
Management [Online]. Bloomberg. Available at: https://www.bloomberg.com/news/articles/2011-0218/buffett-says-pricing-power-more-important-than-good-management (Accessed: 18 May 2020).
65 Borjas, G. 2015. Labor Economics, 7th edition, Columbus:McGraw-Hill Education 192.
66 Card, D. and Krueger, A. (1994) 'Minimum Wages and Employment: A Case Study of the Fast Food
Industry in new Jersey and Pennsylvania', The American Economic Review, 84(4), p772-793.
67 Data from https://fred.stlouisfed.org/.
47

The Free Market Fallacy

13

David J. Lyon

