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Advancements in the Study of Resource Misallocation

GUO Tao, PENG Xu-shu

(Institute of Quantitative & Technological Economics, Chinese Academy of Social Sciences, Beijing 100732, China)

Summary: Since the inception of the investigation of Hsieh and Klenow (2009) on resource misallocation, there has been
remarkable advancement in both theoretical and empirical research on this subject, leading to a lot of exemplary findings.
There is an imperative need for a comprehensive review of these studies to gain a better understanding of the prevailing
trends. Hence, this paper focuses on the cutting-edge literature concerning resource misallocation, beginning with an
elucidation of the associated concepts, followed by a review of existing research encompassing theoretical frameworks,
measurement methodologies, key sources, and economic losses of resource misallocation. Lastly, the future prospects and
exploration of this field are reviewed.

The first is the concept of resource misallocation, which occurs when resources are not allocated optimally and deviate
from the Pareto optimality. The second aspect concerns the theoretical study of resource misallocation. This discussion
primarily centers around the concept of the misallocated “wedge” variables, and evolves from the initial assumption of
exogeneity to endogenous decision-making. This progression has led to increasingly refined theoretical frameworks, such as
the heterogeneous enterprise monopoly competition model, general equilibrium model, heterogeneous economic geography
model, and complete endogenous resource misallocation theory model. The third area is the measurement methods of
resource misallocation. Initially, researchers used marginal output dispersion and TFP dispersion to measure the degree of
misallocation. However, more recent methods have expanded to include measures like marginal cost dispersion and natural
experimental approaches for assessing resource misallocation. The fourth focuses the identification of sources of resource
misallocation. Capital misallocation primarily stems from financial frictions, while labor misallocation arises from
information frictions. Intermediate input misallocation is often caused by court law enforcement frictions, and land resource
misallocation is linked to systemic deficiencies. The fifth area concerns the losses incurred due to resource misallocation.
Previous studies predominantly explored the impact on TFP and economic growth, but there is now a growing emphasis on
the welfare losses caused by misallocated resources.

There are certain deficiencies in existing literature. Firstly, while theoretical exploration surrounding resource
misallocation continues to advance, the calibration outcomes heavily rely on exogenously predetermined parameters.
Secondly, despite the progression in measurement methods for resource misallocation, the issue of measurement error
remains unavoidable. Thirdly, there is an absence of literature concerning new origins of resource misallocation. Lastly,
research centering around the economic losses of resource misallocation focuses on TFP. This field holds potential for future
expansion, as theoretical research on resource misallocation will increasingly consider the influence of various frictional
factors on resource misallocation. Additionally, there is a greater likelihood for the measurement of resource misallocation to
assess welfare loss. Empirical research on resource misallocation will evaluate the effects of development policies. Lastly,
causal research on the error correction mechanism of resource misallocation may become a novel direction in related studies.

Key words: resource misallocation; total factor productivity ; financial frictions; HK model
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