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Objectives 

• Understand misallocation in factors and financial markets 

 

• Explore the impact of Land and Building (L&B) 
misallocation on access to finance:  

 - Overall 

 - Young entrants 

 - Gender dimension 

 

 



What is Misallocation? 

• Firm ranking by factor usage should reflect their relative 
productivity ranking and be perfectly correlated in optimum 
allocation.  

 

• Duranton et al. compute Misallocation indices based on 
Olley-Pakes (1996) 

  

 

 

 

 

 



Why misallocation in L&B Important 
for Access to Finance? 

• Access to finance is critical for entrepreneurship/growth/firm 
productivity/extent of formality 

 

• Lack of collateral constrains access to external finance 

 

• Land is the strongest form of collateral: highest shares of 
firms using this & the amount that can be lent against this 

  

• Poor allocation in the collateral inputs is likely going to 
distort access to finance.  



Duranton et al. Earlier results 

Within Indian districts: 

 

• Factor misallocation, esp. L&B, distorts output allocation: 
Unit SD of misallocation of land and buildings is associated with about 
0.40 sd of valued added misallocation with a factor share of 0.13  

 

• Misallocation is costly: Unit SD in factor misallocation represents 
15% of output per worker 

 

• Benefits of reducing misallocation in L&B: Unit SD 
improvement is as if land supply would increase by 5 times 

 

 



Average Misallocation Metrics 



Misallocation Trends 

• Misallocation in access to finance increased over time vis-
à-vis land and buildings: Multiplicative effect? 

 

• Gap between misallocation in output and access to 
external finance also widened  

 

• Extent of misallocation in factors for combined 
manufacturing is lower than that in organized 

 

 



Measuring Access to Finance 

• Log total value of loans: district-industry level  

 

•  Intensity of loans: Total loans per total output at district-
industry level  

 

• Misallocation in Access to Finance, à la Duranton et al. 

 

• Sum of absolute or squared deviations between the actual 
loan levels of plants and their expected levels  

 

•  Share of local loans accounted for by young entrants  

 

 



Access to Finance for Indian 
Manufacturing 

• ~88% of plants in organized sector and only 8% in the 
unorganized sector have access to loans  

 

• Share with external loans is increasing in the organized but 
declining in the unorganized sector  

 

• Large urban-rural disparities: rural locations lagging behind  

 

• Large regional disparities in access to finance: leading Vs 
lagging states 

 

 

 



Access to Finance: Across Sectors 
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Access to Finance: Gender Dimension 



Methodology: Impact of factor 
Misallocation 

 

 

• Evaluate the effect of misallocation on access to finance 

 

  

 

 

 



Total Loans 



Loan Intensity 



Misallocation in Loans 



Absolute Deviation 



Squared Absolute Deviation 



Results for Organized Sector 

Misallocation of L&B: 

 

• Not significantly related to the intensity of loans 

 

• A positive and significant relationship with misallocation in 
access to finance in the organized sector  

 

• do not observe evidence that start-up funding is 
dampened due to misallocation  

 

 



Estimation concerns: 

• Omitted Variables: Fixed effects perhaps rule this out 
 

• Reverse Causality: Misallocation in financial markets driving 
land market distortions  
 - Liquidating high value land assets in events of shocks to resolve 
financing problems 
 - Without access to finance, use of L&B may be inefficient 
 

• Possible Instrument: Misallocation in the Unorganized sector 
 - Indian financing markets appear mostly distinct, whereas land 
markets do not (95% of loans but 45% of L&B assets) 
 - Exclusion restriction: Increase in L&B misallocation in informal 
sector impacts loan markets for organized sector firms through overall 
misallocation L&B (possibly true due to small loan shares) 
 
 
 



IV Estimations 



Conclusions 

• Large disparities in access by sector, region, gender 

 

• Misallocation of L&B is positively and significantly 
associated with access to financial loans for manufacturing 
firms 

 

• Misallocation in labor inputs does not significantly impact 
the allocative efficiency of financial loans in the organized 
sector 

 

 

 

 

 

 


