Impact of consumer demand on the technological development of firms
The ability to create and adapt advanced technologies and practices is a key source of productivity growth and technological development of countries. According to the directed technological change theory, growing consumer demand is an important driver of investments in innovation and technological progress. In regions or sectors with a growing market, the incentives for firms to invest in new technologies development and innovations are higher, and the process of technology adoption is faster. However, is the influence of the domestic market size still relevant in a globalized economy? To what extent will domestic demand and the expectation of its growth in the future contribute to productivity growth and technological progress of firms? If firms have a certain planning horizon, can the expectation of industry market growth stimulate innovative activity in this industry? To answer these questions, we conducted research of the influence of the expected market size on the creation of incentives for the technological development of firms. For this purpose, we used the example of the durable goods industries in the Russian manufacturing sector. 
There is a small amount of academic literature investigating the effect of expected market size on innovation, and most of it is focused on the pharmaceutical market. However, there are articles that investigate the effect of expected market size on a broader area of ​​industry, for example, on the durable goods manufacturers. Findings of these research have shown that the influence of the expected market size on the technological development of firms can be significant. 
Using the combined data from the Rosstat household survey, which contains information on durable goods consumption of households, and micro-data on enterprises from the Ruslana database, we conducted a quantitative assessment of the impact of the expected market size on several indicators of firms' technological progress. We focused on six sectors of durable goods production: automobiles, home appliances, electronics, home photo and video appliances, computers, and motorcycles for the period from 2015 to 2020. We considered three key indicators of the technological progress of firms: the total factor productivity (TFP) of firms, labor productivity and R&D expenditures. We assumed that firms could build their expectations about market size in two different ways: adaptively, basing only on past market trends and dynamics but adjusting the forecast further; or rationally, using all the best available information for forecasting and making no systematic errors, in fact, accurately predicting the real size of the market. 
The key hypothesis was that firms' expectations of the consumer market size for their product would drive the firm's current technological development. However, the opposite situation is more likely: technological progress can lower market prices or improve the quality of products, thereby increasing sales and the size of the future market. To exclude endogeneity, we constructed Engel curves for 26 durable goods and estimated the dynamics of the expected market size for each product. This market size indicator depended only on changes in the distribution of household income and was not affected by changes in prices or quality of goods. The expected market size in this case meant the intensity of consumption of individual durable goods depending on income over the next three years. 
The results of the analysis showed that the effect of the expected market size is quantitatively important in all specifications. Regardless of how expectations are formed, firms in sectors with growing market increase their productivity and innovation more rapidly. The investigated effect of expected demand could have important implications for technological progress and could help maintain high growth rates in Russian industry in the next years. 
We also identified sectors (and goods), in which manufacturers are most sensitive to changes in the expected market size. The obtained sensitivity assessments can be used to improve the demand stimulating policies, aimed at creating conditions for the modernization and intensification of production. The calculated estimates, in fact, reflect the potential response of manufacturers to the expectation of changes in future demand. Thus, if any demand stimulating policy is introduced for industry or product, its manufacturers will expect an increase in demand and, as a result, will increase investment in R&D and technological development. For different products, the response of manufacturers may differ. For example, the most sensitive were cars and computers manufacturers. In addition, manufacturers were most sensitive to the expectation of an increase in demand for smartphones and their components, laptops, and home cinemas. They were a little less sensitive to the expected demand for cameras, stationary PCs, tape recorders. Home appliance manufacturers were less sensitive to expectations for their market growth, but they were more responsive to expectations of increased consumption of dishwashers, air conditioners, freestanding ovens and hobs. Thus, for these industries, the demand stimulation policy seems to be the most effective and can lead to the greatest growth in innovation activity and firms' productivity.
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