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•  Per capita production function 
 

Per capita income = Productivity x F(Capital per capita) 

•  Growth accounting:  
–  ¿How relevant are differences in productivity across countries 

to explain differences in per capita income? 
–  Approximately 50% of the differences in per capita income 

are explained by differences in productivity (Caselli (2005), 
Hsieh and Klenow (2010)) 
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The importance of productivity 
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What is productivity? 

•  Originally TFP was thought as determined exogenously by 
technology 

•  The evolution of TFP was usually not explained by the models. It 
was the residual in growth accounting 

•  Productivity was a measure of our ignorance (Abramowitz (1956)) 
 

Y = AKαL1−α

Productivity 
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What determines productivity? 

•  In the last 30 years the study of productivity has taken off 

•  Consensus: institutions and public policies are key for 
productivity 

•  Three main channels: 
ü Generate incentives to innovate 
ü Contribute to the diffusion of technology 
ü Affect the efficiency in the allocation of resources 
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Resource allocation and productivity in a nutshell 

•  You cannot win with Messi as goalie or completely 
isolated in attack 
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Resource allocation and productivity 

•  Aggregate productivity is an average of the productivity of the 
firms in the economy 

•  Assume we have only two firms, one very productive the 
other with low productivity 

•  If for any reason (for example government subsidies) the low 
productivity firm faces lower factor prices than the other firm, 
it will produce relatively more… 

•  …and aggregate productivity will be lower 
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How big could the gains in productivity be? 

•  Empirical studies using firm level data have tried to quantify 
the gains in productivity that a better resource allocation could 
generate 

•  Hsieh and Klenow (2008) showed that gains in productivity 
would be approx 30 or 40% for US, and almost 100% for 
China and India 

•  Neumeyer and Sandleris (2009) found that in Argentina 
manufacturing sector gains from productivity could have 
reached between 52% in 1997 
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Dispersion in TFPR across countries 

•  More dispersion, lower aggregate productivity (from Hsieh 
and Klenow (2008)) 
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Macro shocks and resource allocation 

•  Sandleris and Wright (2014) developed a framework to 
analyze the impact on resource allocation and productivity 
of the Argentine crisis 2001/02 

•  In the Argentine crisis there was a decline of 20% in real 
GDP, the decline in productivity explains half of it 

•  The decline of productivity in manufacturing was 11% 

•  More than half explained by a worsening in the allocation 
of resources, mostly intra-industry 
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Methodology 

•  Present a model in which plants are heterogenous and face 
heterogenous factor prices (“wedges”) 

•  Relate wedges to resource allocation and this to aggregate 
productivity 

•  Use plant level data to identify wedges 

•  Analyze differences in wedges across countries or over time 

•  Quantify loss in TFP due to resource misallocation 
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Identifying the wedges 

 
 
•  Wedges are stand-in for all the costs of hiring factors beyond 

the price of the factor itself. They could be caturing subsidies 
or taxes on factor hiring, adjustment costs, rationing 

•  Use data on actual hirings, FOCs and factor prices to identify 
firm specific wedges in a given year 
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Macro shocks and TFP (I) 

•  Aggregate TFP is a decreasing function of the dispersion in 
wedges 

•  An example: Argentina labor wedge distribution pre and post 
crisis 
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Macro shocks and TFP (II) 

•  Manufacturing TFP declined by 11.3% during Argentine 
crisis. 

•  Half of it explained by a worsening intra-industry allocation 
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Some thoughts: from theory to practice 

•  Improving resource allocation has potential to increase 
productivity 

•  However, little is known regarding specific impact of 
particular policy measures 

•  What would be the “bang for the buck” from eliminating each 
distortion? 

•  Resolving resource misallocation could be politically costly 
and involve trade-offs 
•  Example: textiles in Argentina 


