
 

 

 University of Groningen

Resource misallocation and aggregate productivity
Lashitew, Addisu

IMPORTANT NOTE: You are advised to consult the publisher's version (publisher's PDF) if you wish to cite from
it. Please check the document version below.

Document Version
Publisher's PDF, also known as Version of record

Publication date:
2014

Link to publication in University of Groningen/UMCG research database

Citation for published version (APA):
Lashitew, A. (2014). Resource misallocation and aggregate productivity. [Thesis fully internal (DIV),
University of Groningen]. University of Groningen, SOM research school.

Copyright
Other than for strictly personal use, it is not permitted to download or to forward/distribute the text or part of it without the consent of the
author(s) and/or copyright holder(s), unless the work is under an open content license (like Creative Commons).

The publication may also be distributed here under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license.
More information can be found on the University of Groningen website: https://www.rug.nl/library/open-access/self-archiving-pure/taverne-
amendment.

Take-down policy
If you believe that this document breaches copyright please contact us providing details, and we will remove access to the work immediately
and investigate your claim.

Downloaded from the University of Groningen/UMCG research database (Pure): http://www.rug.nl/research/portal. For technical reasons the
number of authors shown on this cover page is limited to 10 maximum.

Download date: 25-05-2023

https://research.rug.nl/en/publications/8ca2add1-c497-4875-b9c8-7d69529770e1


 

 

 

 

 

 

 

Resource Misallocation and 

Aggregate Productivity  

 

 

 

Addisu Abebe Lashitew 

 

  



  

 

 

 

Publisher: University of Groningen, Groningen, The Netherlands 

 

Printed by:     Ipskamp Drukkers 

P. O. Box 333 

7500 AH Enschede 

The Netherlands 

 

ISBN (book):   978-90-367-7440-6 

ISBN (ebook): 978-90-367-7439-0 

© 2014   Addisu Abebe Lashitew 

 

All rights are reserved. No part of this publication may be reproduced, stored in 

a retrieval system or transmitted in any form or by any means, electronic, 

mechanical, no known or hereafter invented, including photocopying, recording 

or otherwise, without prior written permission of the publisher. 



  

 

       
 
 
 
 
 

Resource Misallocation and Aggregate Productivity 
 
 
 
 
 
 
 

PhD Thesis 
 
 
 
 

to obtain the degree of PhD at the 
University of Groningen  
on the authority of the 

Rector Magnificus Prof. E. Sterken 
and in accordance with 

the decision by the College of Deans. 
 

This thesis will be defended in public on 
 

Thursday 20 November 2014 at 14.30 hours 
 

  
 
 

by 
 
 
 
 

Addisu Abebe Lashitew 
 

born on 11 August 1983 
in Chara, Ethiopia 



 

Supervisor 
Prof. M.P. Timmer  
 
 
Co-supervisor 
Dr. R.C. Inklaar  
 
 
Assessment Committee 
Prof. E.J. Bartelsman 
Prof. C.L.M. Hermes 
Prof. C.J. O’Donnell 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 



  

Acknowledgement  

 

More than five years of hard work and many hundred cups of coffee later, my 

PhD research has finally come to a conclusion. I would like to thank a number of 

people who helped me on this long journey. Let me start by thanking Gerry van 

Nieuwenhoven, who recommended me for the MSc scholarship that brought me 

to the Netherlands in 2006. She did me a great favor but I never got the chance to 

thank her till now. Next, I want to thank the then department of International 

Economics, now GEM, for accepting me as a PhD student. Professor Bert Steenge 

was kind enough to help me around in my first year at Groningen. In 2009, I 

earnestly started working on my project under the supervision of Marcel Timmer 

and Robert Inklaar. Our proposal eventually won the NWO funding, which 

supported my extended stay in Groningen. I would like to thank Dirk Bezemer, 

Eric Diezenbacher and Tammo Bijmolt for their fruitful comments on the 

proposal. Gaaitzen de Vries was instrumental in introducing me to the 

misallocation literature, which I would keep reading much of the next five years. 

I would also like to thank members of my assessment committee, Professors 

Eric Bartelsman, Niels Hermes and Chris O’Donnell for reading my thesis and 

providing helpful comments. 

Most importantly, I want to thank Marcel for having been a very friendly 

and able supervisor. He was always attentive, giving me much degree of 

freedom generally but decisively correcting me when necessary. Starting from 



ii    Acknowledgement 

the topic of my thesis, his fingerprints are present in many critical parts of the 

thesis even though his name does not appear as a co-author. I have learned a lot 

from his discerning view on what makes a good research, and benefitted from 

his exceptionally effective management. I also want to thank Robert for his 

excellent supervision. Robert helped me patiently through the nitty-gritty of the 

sometimes-mundane data work, and he showed earnest interest in my progress. 

He even came to my own office to ask how things were going when I became so 

entangled in the latest problems that I completely forget to update him. I want to 

thank both of you for the extraordinary trust and attention you gave for my 

work. There were many days when I went into a meeting with little faith on my 

work but came out invigorated and hopeful. I was lucky to have the chance of 

working with you and being your student. 

I want to extend my gratitude to several supporting staff at the university, 

especially to the GEM secretaries Herma, Jenny and Sylvia who were very 

helpful at all times. At SOM office I want to thank Ellen, Arthur and Astrid, Rina 

and Hanneke for their friendly and unreserved help during the years. 

At the end of 2011, I spent a research time visiting CEPA at the University of 

Queensland in Brisbane, Australia. I would like to thank people who made that 

visit possible, including Professors Prasada Rao and especially Chris O’Donnell, 

who eventually became my co-author and a member of my assessment 

committee. My visit to St Lucia was one of the most memorable parts of my PhD. 

I would like to thank many colleagues whose paths crossed mine during my 

stay at the University of Groningen. Abdul Azeez Erumban and Ilya 



Acknowledgement  iii 
 

 

Voskoboyinkov made wonderful office mates. Our friendship was a big part of 

my stay in Groningen, and I am sure it will survive even longer. I also want to 

thank many PhD students for their warm friendship, especially Anna and 

Marianna for being wonderful paranymphs. I also want to say thank you and 

goodbye to other members of our famous Bears for Tears group –Konstantinos, 

Javier and Yeliz. Among the Ethiopian community in Groningen, I want to thank 

several friends, especially Abdella, Misghina, Yehualashet, Yeshambel, Fitsum, 

Sol, Fasil, Wonde, Esubalew and Bini. I want also to extend my heartfelt thanks 

to old friends who always kept interest in my work through email and facebook: 

Garcia, Marcin and Abel. Finally, I want to pass my sincere gratitude for my 

family, especially for Etye and Gashe, for their sustained and unreserved support 

from the beginning.  

 





  

Contents 

 

1. Introduction 1 

1.1   Background ..................................................................................................... 1 

1.2   Motivation and Related Literature .............................................................. 4 

1.3   Gaps and Research Goals ............................................................................. 6 

1.4   Thesis Outline ................................................................................................. 9 

1.5   Concluding Remarks ................................................................................... 15 

2. The Role of Resource Misallocation in Cross-country Differences in 

Manufacturing Productivity 19 

2.1   Introduction .................................................................................................. 19 

2.2   Theoretical Framework ............................................................................... 24 

2.3   Data and Measurement ............................................................................... 29 

2.3.1   Manufacturing TFP levels ............................................................ 29 

2.3.2   Measuring misallocation .............................................................. 36 

2.3.3   Measures of misallocation ............................................................ 39 

2.4   Analysis ......................................................................................................... 42 

2.5   Sensitivity Analysis ..................................................................................... 46 

2.6   Conclusion .................................................................................................... 50 

2.A   Data Appendices ......................................................................................... 53 
 
 
 
 
 



ii  Contents  

3. Employment Protection and Misallocation of Resources across Plants: 

International Evidence 69 

3.1   Introduction .................................................................................................. 69 

3.2   Empirical Methodology .............................................................................. 74 

3.2.1   Measures of misallocation ............................................................ 74 

3.2.2   Regression framework .................................................................. 79 

3.2.3   Control variables ........................................................................... 85 

3.3   Data and Measurement ............................................................................... 87 

3.3.1   The WBES dataset .......................................................................... 87 

3.3.2   Employment protection ................................................................ 94 

3.4   Baseline Regressions Results ...................................................................... 96 

3.5   Sensitivity Tests .......................................................................................... 101 

3.5.1   Data quality and model specification ....................................... 101 

3.5.2   Instrumental variable estimation .............................................. 112 

3.6   Conclusion .................................................................................................. 118 

3.B   Measuring Employment Protection ....................................................... 126 

4. The Effect of Political Connections on Credit Access: Does the Level of 

Financial Development Matter? 129 

4.1   Introduction ................................................................................................ 129 

4.2   Related Literature ...................................................................................... 134 

4.3   Empirical Strategy ..................................................................................... 135 

4.4   Data and Measurement ............................................................................. 142 

4.4.1   The WBES dataset ........................................................................ 142 

4.4.2   Indicators of credit access........................................................... 144 

4.4.3   Indicators of political connections ............................................ 145 

4.4.4   Indicators of financial development ......................................... 146 

4.4.5   Summary statistics ...................................................................... 148 



Contents iii 
 

 

4.5   Results ......................................................................................................... 150 

4.5.1   Baseline regression results ......................................................... 150 

4.5.2   Sensitivity tests ............................................................................ 157 

4.6   Conclusion .................................................................................................. 162 

4.A   Appendix Tables ....................................................................................... 164 

5. Which Firms Are Financially Constrained? Evidence from Investment 

Analysis of Ethiopian Data 171 

5.1   Introduction ................................................................................................ 171 

5.2   Theory and Related Literature ................................................................. 179 

5.3   Methodology .............................................................................................. 182 

5.3.1   The VAR model ........................................................................... 182 

5.3.2   Estimation ..................................................................................... 184 

5.4   Data and Measurement ............................................................................. 187 

5.4.1   Data description ........................................................................... 187 

5.4.2   Measurement of variables .......................................................... 188 

5.4.3   Descriptive statistics.................................................................... 189 

5.5   Results ......................................................................................................... 193 

5.5.1   Full sample results ...................................................................... 193 

5.5.2   Results by firm groups................................................................ 197 

5.5.3   Sensitivity tests ............................................................................ 203 

5.6   Conclusion .................................................................................................. 209 

5.A   Calculation of Capital Stock .................................................................... 211 

5.B   Full Set of Impulse Response Results ..................................................... 213 

5.C   Impulse Responses under Alternative Ordering between MPK and 

CFK   .................................................................................................................... 214 

References 221 

Samenvatting (Summary in Dutch) 239 




