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Abstract

This paper presents a monetary growth model where spatial separa-
tion and limited communication create endogenous roles for money and
banks. The economy can exhibit two different regimes. In the first one,
money is dominated asset, and banks economize reserves. In the second
one, money has the same return as capital, and banks use reserves as
storage. I show that the economy can experience the regime switching
between the two regimes, and the cyclical bubbles can occur.
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