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Summary: In the more than 40 years of reform and opening up of the Chinese economy the non-state-owned enterprises
( non-SOEs) have been developed sustainably and rapidly but the state-owned enterprises ( SOEs) still play an important
role in the development of the entire national economy. The transition from SOE to the non-SOE is the remarkable feature of
China’s economic reform process. At the same time China’s financial market development is still incomplete. Although
China’s capital market has developed rapidly in recent years bank credit is still the main source of financing for corporate
investment ( Song et al. 2011) . Many studies have found that non-SOEs especially small-and medium-sized enterprises
are generally suffering from financing problems. Commercial banks are more willing to lend funds to large state-owned
enterprises. This indicates that there is sectoral heterogeneity in financial friction. As financial markets play a central role
in resources allocation incomplete financial markets will distort the allocation of credit among different sectors which will
then affect resource allocation efficiency and total factor productivity ( TFP) . Therefore it is particularly important to
understand how incomplete financial markets affect the allocation of resources across different sectors. This paper attempts
to establish a theoretical model to explore the impact of financial friction heterogeneity on resource allocation efficiency and
to measure the efficiency loss caused by financial friction heterogeneity and its impact on social welfare.

This paper uses macroeconomic data to study the effects of credit expansion on SOE and non-SOE investment. The
empirical results show that the increase in SOE investment is significantly greater than that in non-SOE investment which
implies financial friction heterogeneity. We build a RBC model that involves the SOE and non-SOE sectors and the sectoral
heterogeneity of financial frictions to evaluate the influence of financial friction heterogeneity on resource allocation
efficiency total output and total consumption. We calibrate the model based on the Chinese economic characteristics. The
simulation results show that in steady state TFP loss resulted from financial friction heterogeneity is 0. 987% -2.577%
output loss is 1. 971% —4.685% and consumption loss is 2. 188% —5.2% . Under the shock of expansionary monetary
policy financial friction heterogeneity can account for the asymmetry responses between SOE and non-SOE. In dynamic
economy financial friction heterogeneity further deteriorates misallocation and causes extra TFP loss and output loss. The
quantitative results show that extra loss is important. In addition financial friction heterogeneity weakens the stimulus
effects of monetary policy.

The contributions of this paper are as follow. First this paper combines the resources misallocation with RBC model to
analyze the resource allocation efficiency in steady and dynamic states. Almost all previous studies have only analyzed the
situation at steady state. This paper attempts to study the resources misallocation in the expansion of monetary policy from
the perspective of economic fluctuations thus providing policy suggestions for monetary policy making. Second this paper
introduces deposit and loan spreads into RBC model which is in line with the characteristics of interest rate regulation in
China’s financial intermediaries. On this basis this paper analyzes the impact of easy monetary policy on macroeconomic
fluctuations and TFP. Third this paper introduces financial friction heterogeneity between different sectors characterizing
the structural differences between SOEs and non-SOEs. Therefore this paper can account for the asymmetry of
macroeconomic fluctuations between SOEs and non-SOEs under the expansionary monetary policy.

This paper has important policy implications. First the government can adopt a structural monetary policy to
strengthen support for non-SOEs especially small- and medium-sized enterprises so as to alleviate the difficulty of
financing for small- and medium-sized enterprises. As a result the structural monetary policy will improve the resource
allocation efficiency while maintaining the stability of macroeconomy.

Second for small-and medium-sized enterprises that face financing difficulties the government can use policies such
as tax and fee reductions to support them. Also the government need to promote and improve the building of credit systems
for small-and medium-sized enterprises and increase the enthusiasm of commercial banks to support the development of
small-and medium-sized enterprises through their own credit policies.
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