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The purpose of this project is to investigate the role of a firm’s entrepreneurial ability and
organization capital under a continuously-changing environment. In this project, entre-
preneurial ability is defined as the ability to predict and, therefore, appropriately adapt to
initially unexpected changes in the environment and organization capital is defined as an
organization-specific knowledge. We conducted a series of research and they show the
following results. 1) A firm’s entrepreneurial ability substantially raises its profits under a
risky environment, and, moreover, a riskier environment requires more entrepreneurial abil-
ity. 2) A firm’s entrepreneurial ability influences the aggregate productivity in an economy
by changing the allocation pattern of resources in the economy. It improves the aggregate
productivity when the market is competitive, but it might reduce it when the market is dis-
torted. 3) When government expenditure partially crowds out private consumption, expan-
sionary fiscal policy weakens the social role of a firm’s activities to predict and adapt to idi-
osyncratic changes in consumers' tastes. Hence, expansionary fiscal policy may lower real
GDP. 4) Large organization capital (high firm-specifié knowledge) attracts skilled workers,
who can create further organization capital in the future. This positive feedback brings
about persistent differences in productivity, wages, and profits between firms, even in a
continuously-changing environment. Our simulation results show that a positive assign-

ment mechanism accounts for a large part of the observed persistence.
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