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Abstract

By introducing credit market imperfections into a monopolistic competition model, we
study the effects of financial development and product market competition on the macroe-
conomic dynamics in an overlapping generations model. Differently from the standard mo-
nopolistic competition models in which the zero profit condition determines the number of
firms, the credit constraint is a key factor to determine the quantity of firms in our econ-
omy. Financial market development facilitates finance to entrepreneurs and has an effect on
the transition dynamics. Goods market deregulation gives rise to capital accumulation and
increases the steady state value of capital.
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