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Effect of Administrative Monopoly on Resources Misallocation Caused by
Ownership Differences

JIN Lai—qun, LIN Jin—zhong, DING Shi-shi
(School of Economics of Xiamen University, Xiamen 361005, China)

Abstract: Based on the monopolistic competition model of heterogeneous enterprises, this paper puts forward
the measuring model which is used to measure the degree of resources misallocation caused by the differences of
ownership. Using Chinese industrial enterprises data, this paper measures the degree of resources misallocation. The
results show that, although the degree of resources misallocation is on decline in the long time, it is still very
serious. From 1998 to 2007, the ownership differences led to industrial total factor productivity (TFP) loss more
than 200% every year. The degree of labor misallocation approached 100%, and the degree of capital misallocation
was approximately 50%. This paper also shows us that the fundamental reason for resources misallocation caused by
ownership differences is not just ownership differences itself, but administrative monopoly which is defined as the
combination between administrative power of government and monopoly of state—owned enterprises. Through governing
financial system which is predominated by state—owned banks, the administrative departments bring the state—owned
enterprises lower financing cost. Meanwhile through setting market entry barriers, controlling price, and providing
lower financing cost, the administrative departments bring the state—owned enterprises higher profit and employee
welfare, and then lead to capital and labor misallocation.
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