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1999 2001 2003
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FHK | 0.015(12.47) |-0.021( ~17.06)] 0.097(80.72) |-0.016( -13.30)| 0.045(37.16) | 0.029(23.87)
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China’ s Manufacturing Firms’ Entry-exit and Dynamic Evolution of TFP

Mao Qilin and Sheng Bin

( School of Economics Nankai University)

Abstract: Using China’ s manufacturing firm-evel micro data from 1998 to 2007 this paper has a systematic empirical study
on the characteristics of firm entry-exit and its relationship with TFP dynamic evolution. Results find that: Firm entry and
exit rate in China’ s manufacturing seem quite high and they decline with firm size. The new entering firms are main
composition sources of each year enterprises in the sample but the duration of new entering firms is quite short meanwhile
the size of entering firm and exiting firm is relatively small. In the sorting of average productivity entering firm is higher
than exiting firm but both are lower than surviving firm. At the same time the survival probability of new entering firms do
decline as the entering years grow and the higher initial TFP of the firm the lower rate for it to exit subsequently. The
empirical results also show that: There exists significant market selection effect which forces the less efficient firms to exit
after entering into the market new firms achieve a rapid productivity growth through learning effect while the exiting firm
faces significant “shadow of death” effect. Finally Firm turnover has an important direct influence on manufacturing TFP
growth moreover it also has a significant indirect role in promoting surviving firms’ TFP growth though the market
competition effect. This paper helps to properly understand the power source of China’ s manufacturing TFP growth on the
firm level.
Key Words: Manufacturing Firms; Firm Entry and Exit; TFP
JEL Classification: D24 014 047
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Efficiency of Resource Allocation and Manufacturing
Total Factor Productivity in China

Gong Guan® " and Hu Guanliang®
(a: School of Economics Shanghai University of Finance and Economics;

b: Key Laboratory of Mathematical Economics Ministry of Education ( SUFE) )

Abstract: In this paper we extend Hsieh & Klenow (2009) ’ s analysis of resource allocation efficiency by relaxing the
condition of constant returns to scale. We use the dispersion of marginal revenue product of factor to measure the resource
misallocation and apply it to micro data of Chinese manufacturing survey between 1998 and 2007. We use the Levinsohn—
Petrin (2003) semi-parametric estimation method to get the output elasticity of the inputs in each industry and assume a
standard model of monopolistic competition with heterogeneous products. We find: (1) Chinese manufacturing total factor
productivity would gain an increase of 57% in 1998 and 30% in 2007 if both capital and labor are effectively reallocated;

and (2) From 1998 to 2007 the improvement of capital allocation efficiency increased the aggregate total factor
productivity by nearly 10. 1%  while the improvement of labor allocation efficiency increased the aggregate total factor
productivity by approximately 7. 3% . Compared to the method proposed by Hsieh & Klenow (2009) our method is more
precise in measuring the efficiency of resource allocation and is able to distinguish the effects from each factor. Our
empirical result shows that resource misallocation in China is much less than Hsieh & Klenow calculated.

Key Words: Resource Allocation Efficiency; Total Factor Productivity; Monopolistic Competition; Returns to Scale
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