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The Effect of Financial Constraints
on Productivity in China

Abstract Finance plays an important role in firms’ real activities and further in
productivity. Based on the panel data of Chinese manufacturing listed firms during
2003 ~2009, the article estimates production functions augmented the financial con-
straint variable by system GMM to study the different effect of accessibility of
funds on productivy between state owned and private owned firms. We f{ind that the
productivity of listed firms as a whole is not influenced by the internal finance. If
the firms are split into two subsamples by state-owned and private-owned ones, on-
ly the former are financially constrained which affects their output. Private owned
firms with higher productivity generally have more internal funds. These results
are not changed if the both types of the firms are further classified by liquidity and
liability. Furthermore, privateowned firms with illiquidity or with high liability
ratio have more severe effect of financing constraints

Key words Fiancial Constraints; Productivity; State-Owned Firms; Private

Owned Firms
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