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Macroeconomic effects of fiscal policy under endogenous market structure
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This research examines macroeconomic effects of fiscal policies and the
relationships between asset bubbles and economic growth in the presence of an endogenous market
structure. The key feature is that there are two-dimensional investment opportunities: quality
improvement of existing goods and the creation of a new product. This leads to variation in the
scale of production at the level of individual firm for any given aggregate market size. Therefore,
any economic policy potentially has not only direct effects on the intensity of investments by

incumbent firms but also_secondary effects through endogenous variations in firm sizes.
First, I show that even if a fiscal policy is effective for economic growth and social welfare from

a long-term perspective, it leads to macroeconomic instabilities and for some situations it triggers
short-run slowdowns in economic growth. Second, I propose a new theoretical channel through which

the presence of asset bubbles can promote economic growth.
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