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The main results obtained in this project are summarized as follows:
(1) Constructing a dynamic general equilibrium model with financial market imperfections, we showed
that the development of financial market in an economy could destabilize the economy.
(2) Using Japanese firm level data, we showed that until the mid of 1990s firms' financing methods such
as corporate borrowings from banks, bonds and trade credits were strongly substitutable to liquid asset
holdings in both the manufacturing and non-manufacturing sectors and that this relationship was
weakened in the late 1990s.
(3) Introducing Knightian uncertainty into two-period models, we showed that the degree of Knightian
uncertainty affects various kinds of investment behavior and that the direction of the effects of
Knightian uncertainty depends on the nature of the uncertainty.
(4) Constructing an overlapping generations model with financial market frictions, we showed that in
the presence of credit constraints asset bubbles can emerge even in a dynamically efficient economy and
that these bubbles can destabilize the economy.
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