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This paper analyzes the consequences of changes in the allocation of resources between incumbent, entering 

and exiting firms for the dynamics of aggregate productivity. I propose a novel decomposition of aggregate 

productivity growth which accounts for changes in allocative efficiency. By deriving aggregate productivity 

from the aggregation of firm-level production functions, this approach extends Solow’s growth accounting 

exercise to a framework with firm heterogeneity and frictions in the allocation of resources across firms. Using 

firm-level data from the French manufacturing industry, I find that the allocation of resources between 

incumbent firms improves during recessions, thereby reducing the volatility of aggregate productivity. In 

contrast with the theoretical literature on the cleansing effect of recessions, my results indicate that entry and 

exit flows play a negligible role for the cyclical dynamics of aggregate productivity. 
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