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Abstract: The long-run stability of the labour share of income, a key component of modern macroeconomic analysis,
has recently been challenged. This paper shows that the labour share in the EU followed an upward trend over the
last 25 years; however, this EU-wide trend masks a large degree of heterogeneity. Moreover, using recently
developed panel time series estimators that account for parameter heterogeneity and the impact of global common
shocks, it empirically assesses the impact of various proposed determinants of the labour share. The empirical results
indicate that capital deepening cannot explain the observed trends of the labour share. Moreover, they lend support
to theories based on the impact of government activity and market concentration.
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