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The Effect of Labor Misallocation on TFP:
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Abstract: This paper employed a simple accounting framework for the effect of resource misallocation on TFP estimated the
effect of China’ s large share of agricultural employment on the aggregate productivity. The main findings are that labor
misallocation has a major negative impact on the TFP since 1978 and the effect behaves a cycle tendency as the China’
s institutional reform. Using different index alternatively we quantifies the effect range from - 2% to - 18% . By
decomposing the aggregate effect into two sub effect we find that the depressing effect of labor misallocation mainly due to
the wage disparity between agricultural sector and non agricultural sector.
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