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Any opinions and conclusions expressed herein are those of the 
authors and do not necessarily represent the views of the U.S. 
Census Bureau. All results have been reviewed to ensure that no 
confidential information is disclosed.
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• Well-known fact: large differences in productivity across plants in 
the U.S. and around the world
➢ Suggests that resources are not allocated efficiently

• This misallocation lowers aggregate productivity (Hsieh and 
Klenow, QJE 2009)

• There are two broad mechanisms that determine the allocation of 
resources in the economy
➢ Across firms in the markets

➢ Across divisions and across plants within firms

• This distinction between the two is important because they are 
subject to different distortions

Introduction

Large literature (e.g., Hsieh and 
Klenow, 2009)

This paper
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• Resource allocation across firms is distorted due to:
➢ Taxes, subsidies, regulations, capital market imperfections (e.g., collateral 

constraints).

• Resource allocation within firms is distorted due to:
➢ Internal politics, within-firm lobbying, and managerial incentives.

• According to McKinsey, the proper allocation of resources within 
the firm is a key challenge and hence one of the primary tasks of 
management:
➢ McKinsey defines strategy at the corporate level as “primarily about 

deciding what businesses to be in, how to exploit potential synergies across 
business units, and how to allocate resources across businesses.”

Introduction
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• In the U.S., about 88% of output being produced in multi-unit firms 
(Bernard and Jensen 2007), which frequently span several 
industries.
➢ Hence, the misallocation of resources within firms is likely to substantially 

affect aggregate productivity.

Key question: how much TFP is being lost due to the misallocation 
of resources within firms?

Introduction
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• Build a model of resource misallocation in the spirit of Hsieh and 
Klenov (2009).
➢ Key difference: focus on within-firm distortions.

• Run counterfactuals using plant-level data from the U.S. Census 
Bureau.

This paper
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• We find substantial differences in capital and labor productivity 
both across and within firms.
➢ In counterfactuals, we estimate that removing all distortions (both across 

and within firms) would yield an increase in aggregate TFP by 42%.

➢ Within-firm distortions account for approximately 30% of the overall TFP  
gains (i.e., 13 out of the 42%).

▪ This indicates within-firm distortions give rise to large productivity losses in the 
aggregate!

• Arguably, a counterfactual in which all efficiencies are removed is 
not a realistic one!
➢ But… we might be able to improve management practices.

Overview of Main Findings
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• If management is indeed about “how to allocate resources” 
internally, as McKinsey claims, then better managed firms should 
excel at allocating resources.

• We use data from the Management and Organizational Practices 
Survey (MOPS) of the U.S. Census Bureau, which provides 
information on the quality of management practices.

➢ Find that firms with better management practices exhibit lower 
degrees of resource misallocation across their plants and divisions.

➢ In counterfactual exercises we estimate that adopting better 
management practices (such as those of the best managed firms in 
the economy) would reduce the TFP losses from resource 
misallocation within firms by 7-17% (i.e., 3-7 of the 42%).

➢ Highlights the importance of good management in the internal 
allocation of resources.

Overview of Main Findings
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• Aggregate implications of misallocation
➢ E.g., Restuccia and Rogerson, 2008; Hsieh and Klenow, 2009; Bartelsman, 

Haltiwanger, and Scarpetta, 2013.

➢ Deviate from this literature by focusing on misallocation within firms.

• Resource allocation within internal capital markets (ICM)
➢ E.g., Rajan, Servaes, and Zingales, 2000; Ozbas and Scharfstein, 2010; 

Matvos and Seru, 2014; Seru, 2014; Giroud and Mueller, 2015; Matvos, 
Seru, and Silva, 2018; Silva, 2021; Dai, Giroud, Jiang, and Wang, 2023.

➢ We quantify the aggregate TFP losses due to misallocations in ICM.

• Management practices
➢ E.g., Bloom et al., 2019, 2022 on the link between management practices 

and productivity.

➢ We identify a novel channel through which management practices benefit 
productivity, namely by reducing the within-firm misallocation of resources.

Related Literature
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• Model

➢ Intuition

➢ Formal model

• Data

➢ Data sources and variable definitions

➢ Validation of distortion metrics

➢ Management practices

• Counterfactuals

• Conclusion

Agenda
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Main Idea

Plant 1

Y1 = F1(K1)

Plant 2

Y2 = F2(K2)

K1

Y1

K*1

MRPK = MCK

K2

Y2

K*2

MRPK = MCK

• Efficient allocation: equalize MRPK across all plants
➢ σ(MRPK) = 0

Firm
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Main Idea – Misallocation

Plant 1

Y1 = F1(K1)

Plant 2

Y2 = F2(K2)

Y1

K*1

MRPK = MCK

Y2

K*2

MRPK = MCK

• Misallocation: MRPK1 ≠ MRPK2

➢ σ(MRPK) ≠ 0

Firm

K1
K2

MRPK1

MRPK2
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Counterfactuals

Y1

K*1

MRPK = MCK

Y2

K*2

MRPK = MCK

• Actual data:

• Counterfactual: reallocate to equalize marginal revenue products

• By how much would aggregate TFP increase?

K1
K2

MRPK1

MRPK2

K1

Y1

K*1

MRPK = MCK

K2

Y2

K*2

MRPK = MCK
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• Model
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• Data

➢ Data sources and variable definitions

➢ Validation of distortion metrics

➢ Management practices

• Counterfactuals

• Conclusion
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Production and Output
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Influence Activities within the Firm

HQf

Divisionfs Division

Plantfsi Plant Plant Plant
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Influence Activities within the Firm

HQf

Divisionfs Division

Plantfsi Plant Plant Plant

External financierProvides
Resources

Provides
Budget Bfs

Provides
Budget Bfsi

Lobbies (lobbying effort μfsi)

Lobbies (lobbying effort μfs)
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• Lobbying is in the spirit of the models of influence activities, in 
which unit managers have a preference for more resources and 
lobby the higher-level unit accordingly.
➢ E.g., Meyer, Milgrom, and Roberts, 1992; Milgrom, 1988; Milgrom and 

Roberts, 1988; Rajan, Servaes, and Zingales, 2000; Scharfstein and Stein, 
2000.

• The preference for more resources can reflect
➢ empire building preferences (e.g., if managers enjoy the power and status 

of managing a large unit)

➢ rent-seeking motives (e.g., if financial compensation, perquisite 
consumption, or outside job opportunities are linked to the size of the unit 
they manage)

Within-firm lobbying
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• Considerable empirical evidence that points toward the presence of 
lobbying frictions:
➢ Glaser, Lopez-de Silanes, and Sautner (JF 2013): Following cash windfalls, more 

powerful unit managers obtain larger capital allocations for their units than 
would be predicted by their fundamentals.

➢ Duchin and Sosyura (JF 2013): Divisional managers with better connections to 
the CEO (e.g., through education or prior employment) receive more generous 
capital allocations, which translates in overinvestment and lower performance.

➢ At a broader level, several studies find that multi-segment firms tend to 
overinvest in segments with low investment opportunities and underinvest in 
those with high investment opportunities (e.g., Shin and Stulz, 1998; Rajan, 
Servaes, and Zingales, 2000; Ozbas and Scharfstein, 2010), consistent with the 
presence of within-firm distortions in the resource allocation.

➢ Considerable anecdotal evidence (e.g., various McKinsey reports).

• Bottom line: internal politics is real and likely to lead to distortions!

Within-firm lobbying
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• In the spirit of this literature, our model allows for 
influence activities of unit managers:

➢ Plant managers have empire-building preferences and lobby 
divisions for bigger budgets (lobbying effort μfsi).

➢ Similarly, division managers have empire-building preferences and 
lobby HQ for bigger budgets (lobbying effort μfs).

Within-firm lobbying
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Plant Manager’s Optimization Problem

HQf

Divisionfs Division

Plantfsi Plant Plant Plant

External financierProvides
Resources

Provides
Budget Bfs

Provides
Budget Bfsi

Lobbies (lobbying effort μfsi)

Lobbies (lobbying effort μfs)
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• Plant manager has empire-building preferences and hence 
wants to maximize the size of the plant, as given by plant sales 
(PfsiYfsi).

• Plant manager receives a budget from the division manager (Bfsi) 
that can be influenced by exerting lobbying effort (μfsi).

• Lobbying effort is costly with a quadratic cost function.

• Formally, the plant manager chooses the lobbying effort (μfsi) as 
well as the amount of capital (Kfsi) and labor (Lfsi) to employ in 
order to maximize plant size net of lobbying costs:

Plant Manager’s Optimization Problem
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Division Manager’s Optimization Problem

HQf

Divisionfs Division

Plant Plant Plant

External financierProvides
Resources

Provides
Budget Bfs

Provides
Budget Bfsi

Lobbies (lobbying effort μfsi)

Lobbies (lobbying effort μfs)

Plantfsi
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• Division managers engage in two activities:

➢ Managing: refers to the allocation of budgets to the different 
plants under the division manager’s supervision, subject to the 
divisional budget constraint (Bfs).

➢ Lobbying: exert lobbying effort μfs to influence the headquarters’ 
allocative process in the division’s favor.

Division Manager’s Optimization Problem
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• Formally, the division manager chooses the lobbying effort (μfs) 
as well as the plant-level budgets (Bfsi, i Mfs) in order to 
maximize division size net of lobbying costs:

• Note that the division managers’ optimization problem is 
distorted by the lobbying of the plant managers.

➢ The higher the lobbying effort of a given plant (μfsi), the larger the 
weight that the division manager places on that plant in 
maximizing the division’s size.

Division Manager’s Optimization Problem
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HQ’s Optimization Problem

HQf

Divisionfs Division

Plant Plant Plant

External financierProvides
Resources

Provides
Budget Bfs

Provides
Budget Bfsi

Lobbies (lobbying effort μfsi)

Lobbies (lobbying effort μfs)

Plantfsi
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• We assume that, like other managers, the CEO also has empire 
building preferences.

• The main job of the CEO is to allocate resources across divisions.

• Formally, the CEO chooses the divisional budgets (Bfs, s Mf) in 
order to maximize firm size (sales) subject to the budget 
constraint set by the external financier:

• Similar to the way the lobbying of plant managers distorts the 
optimization problem of the division manager, the lobbying of 
the division managers (μfs) distorts the CEO’s optimization 
problem.

HQ’s Optimization Problem
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External Financier

HQf

Divisionfs Division

Plant Plant Plant

External financierProvides
Resources

Provides
Budget Bfs

Provides
Budget Bfsi

Lobbies (lobbying effort μfsi)

Lobbies (lobbying effort μfs)

Plantfsi

• The last set of agents in our model are external financiers.
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• Unlike managers (who maximize size), we assume that capital 
markets allocate budgets with the goal of maximizing profits.

• That is, they choose the firm budgets (Bf) in order to maximize 
firm profits subject to their own budget constraint:

• Note that the financiers allocate resources to firms subject to 
across-firm distortions τfY (e.g., in the form of taxes and subsidies 
that vary by firm).

– These are the across-firm distortions studied in Hsieh and Klenow (2009).

External Financier
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• External financiers:

• CEO (HQ): 

• Division managers:

• Plant managers:

Summary of Optimization Problems
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• In equilibrium, the share of each plant’s budget allocated to 
capital and labor is given by the factor shares:

Solving the Model
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• The share of the divisional budget that plant fsi receives is:

➢ Intuitively, a plant will have a larger budget if it can 1) generate more 
sales and if 2) the plant manager puts more effort into lobbying.

• Note that this relative allocation of resources is independent of 
the division-level distortions, factor prices, and factor shares. 
Why?

➢ Plants operating in the same sector are grouped in the same division. 
Thus, any division-level distortion—such as a division manager’s 
successful lobbying of HQ—affects all plants within the division.

➢ Plants within the same division are subject to the same factor shares 
αs, and the same factor costs ws and rs.

Equilibrium Budget Allocation at the Plant Level
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• We define plant-level distortions (which we denote by τfsiY) as the 
deviations from the allocation that would prevail in the absence of 
lobbying:

• Combining the previous two expression, we can express the plant-
level distortion as:

Plant-Level Distortions
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• τfsiY > 0 : the plant receives too big of a budget given its ability to 
generate sales (relative to other plants in the division)

➢ Misallocation (overallocation)

• τfsiY < 0 : the plant receives too little of a budget given its ability to 
generate sales (relative to other plants in the division)

➢ Misallocation (underallocation)

• τfsiY = 0 : no misallocation

• The above expression will be used to compute (1 + τfsiY) from the data 
(more on this later).

Plant-Level Distortions – Intuition
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• Division-level distortions are obtained analogously:

Division-Level Distortions
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Aggregate Productivity

across-firm distortions 
(as in Hsieh-Klenow)

division-level distortions 
(within firms)

plant-level distortions 
(within firms)

• Aggregate TFP is given by:

where

• In sum:

– Our model extends the Hsieh-Klenow model with within-firm distortions 
and provides micro-foundations for these within-firm distortions.
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• The methodology we implement is as follows.

➢ We first calculate the actual aggregate TFP that is observed in 
the data (TFPactual) using the previous formula.

➢ We then calculate a hypothetical counterfactual TFP that would 
be the result of the equilibrium allocation of resources after 
closing distortions across and within firms (TFPcounterfactual).

➢ Finally, we divide the counterfactual TFP by the actual TFP to 
obtain a measure of the gain in productivity that would be 
achieved through reallocation of resources
(TFPgain = TFPcounterfactual / TFPactual).

Approach for counterfactuals
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• Model

➢ Intuition

➢ Formal model

• Data

➢ Data sources and variable definitions

➢ Validation of distortion metrics

➢ Management practices

• Counterfactuals

• Conclusion
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• Manufacturing plant-level data:

➢ Census of Manufactures (CMF) of the U.S. Census Bureau

– Covers the full population of manufacturing plants with at least 
one paid employee, and is conducted every five years that ends 
in 2 and 7 (“Census years”)
▪ Our analysis uses the 1977, 1982, 1987, 1992, 1997, 2002, and 2007 CMF

– Includes information about key plant variables such as the capital 
stock, employment, and shipments (“output”)

– We code divisions within the firm using the plant’s industry (3-
digit SIC codes until the 1992 CMF, and 4-digit NAICS codes as of 
the 1997 CMF)

Data Sources
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• Following common practice in the literature (e.g., Foster, 
Haltiwanger, and Syverson, 2008), we exclude plants whose 
information is imputed from administrative records rather 
than directly collected

• We also exclude plant-year observations for which physical 
capital, employment, and shipments are either zero or 
missing

• These criteria lead to our final sample that consists of 
1,262,000 plant-year observations

Sample Selection
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• Employees (Lfsi) is the total number of employees at the plant.

• Capital stock (Kfsi) is defined as the average of the book value of 
the plant’s machinery and buildings at the beginning and at the 
end of the year.

• Value added (PfsiYfsi) is computed as shipments (adjusted for 
inventory changes) minus the sum of the cost of materials, cost of 
fuels, cost of purchased electricity, cost of resales, and cost of 
contract work.

• Age is the pseudo-age of the plant, which is computed as the 
number of years since the plant has coverage in the CMF.

• Distance to HQ is the great-circle distance between the plant’s ZIP 
code and the ZIP code of the firm’s headquarters (in miles).

Main Variables
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• To simplify the notation, we denote the plant-level distortions by
1 + τp ≡ 1 + τfsiY , and the division-level distortions by 1 + τd ≡ 1 + τfsY . 

• We compute 1 + τp using the equation from the model, with the 
assumption that the plant budget (Bfsi) is proportional to the plant’s 
capital allocation (Kfsi). The expression for 1 + τp is then:

• Division-level distortions 1 + τd are computed analogously using Kfs

and PfsYfs.

Measures of Within-Firm Distortions
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• Our measures of plant- and division-level distortions can be 
interpreted as measures of “power” within the organization.
➢ Arguably, plants (and divisions) that are able to tilt the allocation of resources 

in their favor are likely more powerful within the firm.

• Accordingly, one would expect our distortion metrics to be 
positively correlated with measures of power within the firm. We 
consider two such measures:

1. Age of the plant
➢ Seniority may help secure a larger share of resources.

2. Distance to HQ
➢ Arguably, proximity to headquarters makes it easier for plant managers to lobby HQ for 

resources.

Plant and Division Power
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Plant-level power
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• Can refine the analysis of proximity by using exogenous variation in 
the effective distance between plants and HQ stemming from the 
introduction of new airline routes that reduce the travel time 
between the two.
➢ Same instrument as in Giroud (2013).

Proximity to HQ
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Proximity to HQ
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Division-level power
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• Another way to validate our distortion metrics is by looking at their 
correlation with measures of performance.

• Arguably, if what we are capturing is distortions, a higher degree of 
distortions should be negatively related to performance.

• To measure the severity of misallocation at the division level, we 
compute the dispersion in (1 + τp) across all plants within the division in 
three ways:

➢  (1 + τp)

➢ 90 – 10th Pctl. (1 + τp)

➢ 75 – 25th Pctl. (1 + τp)

Misallocation and Performance



Giroud, Matvos, Seru, and Silva Managing Resource (Mis)Allocation 50

• Similarly, to measure the severity of misallocation at the firm level, we 
compute the dispersion in (1 + τd) across all divisions within the firms:

➢  (1 + τd)

➢ 90 – 10th Pctl. (1 + τd)

➢ 75 – 25th Pctl. (1 + τd)

Misallocation and Performance
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• Measure of performance at the division level: 

➢ Operating margin (OM) = ratio of shipments minus labor and 
material costs divided by shipments across all plants in the division

• Measures of performance at the firm level: 

➢ Operating margin (OM) = ratio of shipments minus labor and 
material costs divided by shipments across all of the firm’s plants

➢ For public firms (matched to Compustat using the Compustat bridge 
of the Census):

➢ Return on assets (ROA) = EBITDA/Total assets

➢ Tobin’s Q = (MV equity + BV debt)/Total assets

Misallocation and Performance
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Misallocation and Division Performance



Giroud, Matvos, Seru, and Silva Managing Resource (Mis)Allocation 53

Misallocation and Firm Performance
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• A recent literature shows that firms with better management 
practices achieve higher productivity (Bloom and Van Reenen, 
2007; Bloom et al., 2019, 2022).

➢ One potential channel is that better managed firms might do a 
better job at allocating resources internally.

• We obtain data from the MOPS (Management and 
Organizational Practices Survey) of the U.S. Census Bureau
on management practices.

➢ The MOPS is the first large-scale survey of management practices 
in the U.S.

➢ It comprises 36 questions split into three sections.

➢ The first section, labeled “management practices,” includes 16 
questions that aim to characterize management practices along 
the dimensions of monitoring, targets, and incentives.

Management practices
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MOPS
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MOPS
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• Using the MOPS, Bloom et al. (2019) construct a 
composite index of “structured management” that is 
based on these 16 questions.

➢ They also propose two subindices of “monitoring” and “targets 
and incentives”.

Management practices
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Division-level managerial quality and plant misallocation



Giroud, Matvos, Seru, and Silva Managing Resource (Mis)Allocation 60

Firm-level managerial quality and divisional misallocation
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• The methodology we implement is as follows.

➢ We first calculate the actual aggregate TFP that is observed in 
the data (TFPactual) using the TFP formula from the model.

➢ We then calculate a hypothetical counterfactual TFP that would 
be the result of the equilibrium allocation of resources after 
closing distortions across and within firms (TFPcounterfactual).

➢ Finally, we divide the counterfactual TFP by the actual TFP to 
obtain a measure of the gain in productivity that would be 
achieved through reallocation of resources
(TFPgain = TFPcounterfactual / TFPactual).

Counterfactual analysis
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Counterfactual #1. Closing all distortions (across and within firms)
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Counterfactual #2. Sequential closing of distortions
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Counterfactual #2. Sequential closing of distortions
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Counterfactual #2. Sequential closing of distortions
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• Next, we quantify the impact of improvements in 
management practices on overall TFP.

• We proceed in three ways.

• Specifically, in the counterfactuals, we match the level of 
within-firm distortions to:

1. the distortion level corresponding to a one standard deviation 
improvement in structured management (based on the reduced-
form estimates shown earlier);

2. the distortion level of the best manager in the economy;

3. the distortion level of the best manager in the respective 
industry.

Counterfactual #3: Management practices
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Counterfactual #3: Management practices
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Counterfactual #3: Management practices
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Counterfactual #3: Management practices

➢ Highlights the importance of management practices for the allocation 
of resources within firms!



Giroud, Matvos, Seru, and Silva Managing Resource (Mis)Allocation 71

• Model

➢ Intuition

➢ Formal model

• Data

➢ Data sources and variable definitions

➢ Validation of distortion metrics

➢ Management practices

• Counterfactuals

• Conclusion

Agenda
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Conclusion

• Previous literature has shown that the misallocation of resources 
substantially lowers aggregate productivity (e.g., Restuccia and 
Rogerson, 2008; Hsieh and Klenow, 2009; Bartelsman, Haltiwanger, 
and Scarpetta, 2013)

• This paper examines how much aggregate productivity is lost because 
of misallocation across vs. within firms

• In counterfactuals where resources are reallocated to equalize 
marginal revenue products across all plants, we find an increase in 
aggregate productivity of 42%, out of which about one third is due to 
misallocation within firms

• Hence, within-firm distortions—due to, e.g., influence activities or 
internal politics—give rise to large productivity losses in the 
aggregate
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Conclusion

• We further document that companies that misallocate resources 
internally have lower profits (OM, ROA) and lower value (Tobin’s Q)

• And that the misallocation of internal resources is mitigated for firms 
that have more structured management practices

• In a counterfactual where firms are assigned the highest score of 
structured management, aggregate productivity increases substantially 
due to improvements in the allocation of internal resources

➢ Highlights the importance of management practices for the allocation of 
resources within firms
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Thank you!
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