Topics on Capital Misallocation

This lecture introduces the literature on capital misallocation and its implications for aggregate
productivity, with particular attention to developing economies. The lecture centers on Hsieh and
Klenow (2009, QJE). We examine how their framework uses dispersion in marginal revenue
products across firms to measure misallocation, infers firm-specific wedges that summarize
deviations from the benchmark allocation, and quantifies potential productivity gains from
reallocating resources.

If time permits, we will examine mechanisms underlying capital allocation and the
interpretation of observed dispersion. These include adjustment costs for dynamic inputs (ACD,
2014, JPE), informational frictions and other firm-specific distortions (DV, 2019, AER), financial
frictions (MX, 2014, AER; GKKYV, 2017, QJE), preferential access to finance and distortions across
ownership sectors (SSZ, 2011, AER), spatial differences in taxation (FMSZ, 2019, REStud), and
barriers to entry (BKS, 2026, REStud).

We will also introduce resource misallocation beyond capital, including agricultural resource
allocation and selection (ABLR, 2022, ECTA), labor allocation across regions and sectors in the
presence of migration costs (TZ, 2019, AER), and talent allocation across occupations (HHJK, 2019,
ECTA).

You do not need to master every detail of each paper or model. Focus on the main ideas and

consider what makes each paper an important contribution to the literature.
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