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Abstract

I propose a simple multisector accounting framework to analyze the
effect of distortion on sectoral resource allocation to aggregate produc-
tivity. Using the framework, I define translog-type allocational efficiency
indexes which measure how the distortion affects aggregate productivity.
I theoretically show that the indexes are closely related to sectoral real-
location term in Basu and Fernald (2002), and the concept of entropy,
especially Theil (1967)’s entropy measure. Using the indexes, I estimate
the distortion using sector-level data of developed countries, and find that
for Italy and Japan, distortion on sector-level resource allocation explains
about 30% of aggregate productivity differences between US and these
countries.
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