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A coordination failure in the financial sector and the fluctuations of real investment

Masahiro NAKANO

Summary

In this paper,we consider the relationships between monetary expansion policies and real
economic stagnation in Japan from the viewpoint of coordination failures in financial sector. When
coordination failure occurs within the actual economy,money is non-neutral and aggregate demand
1s controllable by monetary policy. Monetary policy might;however,become ineffective when there
exists strategic complementarity between the risk assessment of firm's real investment and
defaults in the financial sector. It is more necessary to transfer a financial system from a credit-
market-centerd system to a capital-market-centerd system,as the negative effect of the externality

in the credit market,imposed on a risk allocation function,increases.
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