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Abstract: Under the traditional theory of economic growth, both effective market and the law of diminishing returns
of capital co—decide the difference of income among different countries, and under the assumption, technical gap is
the sole element leading to the TFP difference among countries. But recent studies show that maybe resource
misallocation has another reason. As market failure and government regulations result in the cross —sectional
difference of factors’ marginal revenue product among firms. With transition from plan economy to market economy,
efficiency of resource allocation in China has been improved on the whole, but still there is a serious misallocation
of resources. Ownership discrimination brought by dual —track system, market segmentation brought by tax
distribution system, the impediment of labors’ free movement from household registration system and financial
friction are the major reason to result in China’s resource misallocation and TFP loss.
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