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Misallocation Effect of Subsidies Disparity Based on TFP Dispersion Approach

JIANG Wei, ZHANG Long—peng
(School of Economics of NanKai University, Tianjin 300071, China)

Abstract: Subsidies distortion not only embodied in subsidies scale of enterprises, but also reflected in the
subsidies disparity among enterprises within the industry. The latter is even one of the viral reasons which leads to
resources misallocation in Chinese manfacturing sectors. According to the model of Hsieh and klenow, the paper
analyzes how subsidies impact TFP dispersion and resource misallocation. Based on the theoretical model, the paper
measures the subsidies disparity between enterprises within the industry and builds a panel data model to confirm
the effect of subsidies disparity on TFP dispersion and resource misallocation using Chinese manufacturing
enterprises data from 1998 to 2007. Research shows subsidies disparity is the significant reason that leads to TFP
dispersion and resource misallocation in Chinese manufacturing sectors. After considering the deletion of important
explanatory variables, the setting of regression equation, the impact of regional factors and the remeasurement of
variables, the study conclusion is robust. Policy implication of the paper is that government should reform subsidies
mode, reduce subsidies dependence and improve industry policy to optimize resource allocation and achieve
industrial upgrade in Chinese manufacturing sectors.
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