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WFIERRROMEE (3£30) : In this research project, I have investigated optimal monetary
policy in inefficient financial markets. I obtain three results. First, the effect of monetary
policy on the economy is reduced when financial markets become inefficient. Second,
Japanese banks followed herd behavior in domestic loan markets, and the bank herding
reduced the efficiency of the Japanese financial market. Third, the nominal interest rate
rules controlled by the Bank of Japan had a limited effect on the Japanese economy.
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