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		We study optimal enforcement in credit markets in which the only threat facing a defaulting borrower is restricted access to financial markets. We solve for the optimal level of exclusion, and link it to observed institutional arrangements.  Regulation in this environment must accomplish two objectives. First, it must prevent borrowers from defaulting on one bank and transferring their resources to another bank. Second, and less obviously, it must give banks the incentive to make sizeable loans, and to honor their promises of future credit. We establish that the optimal regulation resembles observed laws governing default on debt. Moreover, if debtors have the right to a "fresh start" after bankruptcy then this must be balanced by enforceable provisions against fraudulent conveyance. Our optimal regulation is robust, in that it can be implemented in a way that does not require the regulator to have information about either the borrower or lender. Our results isolate the way in which specific institutions surrounding bankruptcy  - namely rules governing asset garnishment and fraudulent conveyances - support loan markets in which borrowers have no collateral. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Bankruptcy, Autarchy Punishment, Limited Commitment, Credit Denial, Financial Constraints

	
	

	
    

    
	

	
	
		JEL Classification: O16, O17, G2, G33, K22

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Bond,  Philip and Krishnamurthy,  Arvind, Regulating Exclusion from Financial Markets (February 13, 2003).  Available at SSRN: https://ssrn.com/abstract=385207 or http://dx.doi.org/10.2139/ssrn.385207 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Philip Bond

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Washington - Michael G. Foster School of Business  ( email )

			

			
			
				
				
				
					Box 353200
Seattle, WA  98195-3200
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Arvind Krishnamurthy (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Northwestern University - Kellogg School of Management  ( email )

			

			
			
				
				
				
					2001 Sheridan Road
Evanston, IL  60208
United States
847-491-2671 (Phone)
847-491-5719 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      145

			

		
		
		
			Abstract Views

			    1,998

		

		
		 
		
			Rank

			  361,262

		

		
	


	
		
            
            	        3 Citations
		

	

	
		
			
				        9 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,705

                                    

                                    
                                        PAPERS

                                           11,278

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,133

                                    

                                    
                                        PAPERS

                                           10,780

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Howell E. Jackson at Harvard Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Development Economics: Macroeconomic Issues in Developing Economies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Development Economics: Macroeconomic Issues in Developing Economies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              611

                                    

                                    
                                        PAPERS

                                           26,255

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Sovereign Debt:  is to Forgive to Forget?

                        
                            By
                                
                                
                                    
                                    Jeremy Bulow
                                     and 
                                
                                    
                                    Kenneth Rogoff
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Determinants and Impact of Sovereign Credit Ratings

                        
                            By
                                
                                
                                    
                                    Richard Cantor
                                     and 
                                
                                    
                                    Frank Packer
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Informational Content of Bond Ratings

                        
                            By
                                
                                
                                    
                                    Louis H. Ederington, 
                                    
                                
                                    
                                    Jess B. Yawitz, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Quantitative Asset Pricing Implications of Endogenous Solvency Constraints

                            
                                By
                                    
                                    
                                        
                                        Fernando Alvarez
                                         and 
                                    
                                        
                                        Urban J. Jermann
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Effciency and Equality in a Simple Model of Unemployment Insurance

                            
                                By
                                    
                                    
                                        
                                        Andrew Atkeson
                                         and 
                                    
                                        
                                        Robert E. Lucas
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Sovereign Debt, Reputation, and Credit Terms

                            
                                By
                                    
                                    
                                        
                                        Jonathan Eaton
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Competitive Risk Sharing Contracts with One-Sided Commitment

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Competitive Risk Sharing Contracts with One-Sided Commitment

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Harald Uhlig
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Competitive Risk Sharing Contracts with One-Sided Commitment

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Harald Uhlig
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Credit in a Random Matching Model with Private Information

                            
                                By
                                    
                                    
                                        
                                        S. Rao Aiyagari
                                         and 
                                    
                                        
                                        Stephen D. Williamson
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.111 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
