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Financial Constraints, Stability of Firms’ Productivity
and the Aggregate TFP

Shiyi Chen, Dengke Chen
(School of Economics s Fudan University)

Abstract Financial constraints are supposed to be one of the most important
factors that influence macro-economy productivity. Using economics theory, this
paper derives the structural expressions of financial constraints and macro-economy
productivity. Based on this, we investigate the relationship between financial
constraints and macro-economy productivity from theoretical and empirical
perspectives. Moreover, this paper is the first one that examines the role of the
persistence of firms’ productivity in the process of financial constraints influencing
China’ s macro-economy productivity, The results suggest while the financial
constraints significantly reduce China’s macro-economy productivity, the negative
effects of financial constraints on China’s macro-economy productivity decrease with
the increase of the persistence of firms’ productivity. Besides, the results also imply
that, on average, the persistence of firms’ productivity is not strong enough to offset
the negative influences of financial constraints on China’ s macro-economy
productivity. The findings above provides new ideas for reducing the negative effects
of financial constraints on China’s macro-economy productivity, that is, apart from
alleviating financial constraints, the government can raise the persistence of firms’
productivity to lessen the negative effects by creating stable business environment for

firms.
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