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Abstract

This paper introduces limited participation into a neo-classical growth model to
reflect the reality that the sellers of assets do not accept the buyers’ IOUs, but the
buyers can still arrange loans from some other creditors than the sellers. This friction
generates the need for a bridge loan of money from the central bank. Optimal money
supply resembles intraday money supply in the channel system. If money must be
supplied through banks, then a negative shock to the limit on banks’ leverage causes a
substitution from bank credit to direct finance, as observed during the financial crisis
of 2007-09.
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