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Labor Reallocation and Productivity Dynamics
Financial Causes, Real Consequences

Punch line: Credit growth ⇒ Misallocation ⇒ Stagnation

1 Reallocation matters for productivity growth

35%-40% of level

45%-55% of standard deviation

2 Reallocation dampens fluctuations productivity growth

Corr (allocation, common) < 0

3 Credit growth lowers productivity growth through misallocation

4 Financial crisis lowers productivity persistently if there is misallocation
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Outline

Measuring reallocation

Data

Estimating effect credit growth on misallocation

Estimating effect misallocation in financial crises

Some suggestions
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Measuring Reallocation

Decomposition productivity using sector-level data (Olley and Pakes)

aggregate prod = average prod + Cov (prods , sizes )

Decomposition productivity growth

∆ agg prod = ∆ avg prod︸ ︷︷ ︸
common component

+ ∆Cov due to ∆prods︸ ︷︷ ︸
common component (?)

+ ∆Cov due to ∆sizes︸ ︷︷ ︸
reallocation

We might expect Corr (allocation, ‘common’) < 0 because

Large sections have lower productivity growth

More productive sectors grow larger
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Data

Measuring reallocation

9 aggregated (1-digit) sectors

Estimating behavior reallocation

23 countries

≤ 6 five-year periods (high frequencies ‘noisy’and ‘unreliable’)
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Estimating effect credit growth on misallocation

Regress

prod growthit = βi + βt + θ

(
private credit

GDP

)
it
+ controls + εit

Credit growth lowers productivity growth through misallocation
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Estimating effect credit growth on misallocation

Thijs van Rens (Warwick) Discussion: Labor Reallocation and Productivity Cambridge, 3-4 September 2015 7 / 13



Estimating effect credit growth on misallocation

Regress

prod growthit = βi + βt + θ

(
private credit

GDP

)
it
+ controlsit + εit

Credit growth lowers productivity growth through misallocation

Minor issues with inference

Test relevant differences directly

Cluster standard errors to account for autocorrelation

Account for 2-step estimation

Major concerns about endogeneity
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Estimating effect misallocation in financial crises

Unit of observation: Productivity peak

Regress (for h = 1, 2, ..., 8)

cum prod growthi ,t ,t+h = βi + θ0a alloci ,t−3,t + θ0c commoni ,t−3,t

+θ1a FCit ∗ alloci ,t−3,t
+θ1c FCit ∗ commoni ,t−3,t + εit

Financial crisis lowers productivity persistently if there is misallocation
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Estimating effect misallocation in financial crises
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Estimating effect misallocation in financial crises
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Estimating effect misallocation in financial crises

Unit of observation: Productivity peak

Regress (for h = 1, 2, ..., 8)

cum prod growthi ,t ,t+h = βi + θ0a alloci ,t−3,t + θ0c commoni ,t−3,t

+θ1a FCit ∗ alloci ,t−3,t
+θ1c FCit ∗ commoni ,t−3,t + εit

Financial crisis lowers productivity persistently if there is misallocation

This regression may be asking too much from the data

Should use level of misallocation rather than growth?
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Conclusion

A hard battle, but worth fighting

Data limits what can be done

But the story is interesting enough to try

Drop ‘peak analysis’of financial crises

Address endogeneity

Lags as instruments

Interactions cf Rajan and Zingales (1998)

Regress alloc on (global credit) ∗ (country-spec ind comp)

Regress prod on (global fin crisis) ∗ (country-spec misalloc)

Explore the mechanism

How does the effect of credit growth vary across groups of countries?
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