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The U.S. economy since 1980 has experienced the growth of finance,
manifested by the increases in the value-added of financial services and the value of financial
assets. The growth of finance has been associated with the increase in the mutual fund share in the
financial assets and the relatively stable unit cost of finance. This research constructs an
incomplete market dynamic general equilibrium model with the islands structure, which has both
idiosyncratic and island-level shocks on the firm' s productivity. Households can hold risky
individual stocks of firms and risk-free debts, as well as mutual funds constructed from individual
stocks which diversify away idiosyncratic shocks but can not diversify island-level shocks. This
model, together with the declining transaction costs on mutual funds and personal and corporate
income tax rates calibrated from data, quantitatively accounts for these facts.
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1:
Predicted Actual
1980 2006 1980 2006
Individual stock share 33% 9% 29% 17%
Mutual fund share 3% 31% 3% 25%
Corporate debt share 44% 33% 37% 29%
Government debt share 20% 27% 30% 29%

Financial assets-GDP ratio 1.56 2.24 1.03 2.09
Firm value-value added ratio | 2.28 3.20 1.30 2.90
Financial value added share 4.1% 5.6% 3.0% 5.6%
Unit cost of finance 1.63% 1.55% | 1.96% 1.95%

: Aoki, Nirei, and Yamana (2023).

1
1980 2006
1 4 2( 3
1 5 (2 GDP
GDP 1980 GDP
1980
(1 6 ) 1980

1980



Laitner and Stolyarov (2003) 1980

17 4 1) GDP

Gennaioli, Nicola, Andrei Shleifer, and Robert Vishny, “ Finance and the Preservation of
Wealth,” Quarterly Journal of Economics, 2014, 129 (3), 1221-1254.

Heathcote, Jonathan, Kjetil Storesletten, and Giovanni L. Violante, “Consumption and
Labor Supply with Partial Insurance: An Analytical Framework,” American Economic
Review, 2014, 104 (7), 2075-2126.

Laitner, John and Dmitriy Stolyarov, “Technological Change and the Stock Market,”
American Economic Review, 2003, 93 (4), 1240-1267.

McGrattan, Ellen R. and Edward C. Prescott, “ Taxes, Regulations, and the Value of U.S.
and U.K. Corporations,” Review of Economic Studies, 07 2005, 72 (3), 767—796.

Philippon, Thomas, “ Has the US Finance Industry Become Less Efficient? On the Theory
and Measurement of Financial Intermediation,” American Economic Review, 2015, 105 (4),
1408-38.



Financial Innovations, Taxes, and the Growth of Finance

2023

Financial Innovations, Taxes, and the Growth of Finance

DSGE Workshop (CIGS Macroeconomics Workshop )

2023

A Pomeranzian Growth Theory of the Great Divergence

2022

AOKI, Shuhei

A Pomeranzian Growth Theory of the Great Divergence

Asian Meeting of the Econometric Society at Keio University

2022




Financial Innovations, Taxes, and the Growth of Finance

2023

A Pomeranzian Growth Theory of the Great Divergence

2022

A Pomeranzian Growth Theory of the Great Divergence

2022

Shuhei Aoki, Makoto Nirei, and Kazufumi Yamana, "Financial Innovations, Taxes, and the Growth of Finance
Paper, CARF-F-574, 2023.

," University of Tokyo, CARF Working







