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Approaches to Cutting Costs of Private Enterprises
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Abstract Using plant-level panel data, we study various costs and their effects on firm

operation and entry/exit. Within the framework of general equilibrium, we use Simulated
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Method of Moments (SMM) to estimate the parameters of dynamic structural model. Our
policy experiments indicate that, although tax cut alone, reducing operation cost alone, and
lowering entry cost alone can all lead to increases in output per worker, they also cause de-
clines in aggregate employment. If combined with a 10% reduction in financing costs, these
policies result in significant increases in employment and output per worker, and improve-
ments in labor reallocation across plants.

Key Words cost reduction, firm entry, firm exit
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