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Bilateral Effects of Financial Misallocation and Government
Subsidy on Firms’ Total Factor Productivity

Li Zhaoyan' Zhang Jing®
(1. School of Business, Central South University, Changsha 410083, China;
2. School of Economics and Management, Hunan Polytechnic of Water Resources and Electric Power,

Changsha 410199, China)

Cheng Qiongwen'

(Abstract] Focusing on the regulatory role of fiscal instruments on the financial market, this article studies the bilateral
effects of financial misallocation and government subsidies on the total factor productivity of enterprises under the framework of the
bilateral stochastic frontier model, and further compares the extent to which they affect total factor productivity. The results of the
bilateral stochastic frontier model show that financial misallocation inhibits the increase of total factor productivity, while government
subsidies can offset most of the negative effects of financial misallocation. Although the productivity of enterprises under the com-
bined effect of the two is still lower than the effective productivity, it reflects the effectiveness of government subsidies for market
regulation. The sub—sample test results show that the net effect of state—owned enterprises is lower than that of private enterprises,
and the net effect of enterprises in the eastern and central regions is lower than that of western enterprises. Therefore, we should pay
attention to the ownership discrimination in the financial market and the imbalance of regional development, establish a more com-
plete government subsidy mechanism, and continue to promote technological innovation under the premise of optimizing the alloca-
tion of factors.

(Key words) firms’ total factor productivity; government subsidy; financial misallocation; bilateral effects; technological
innovation; regional heterogeneity
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