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3.2 The Role of Net Worth: A Simple Model of Credit Rationing
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3.2.1 The Fixed-Investment Model
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3.2.1 The Fixed-Investment Model (Cont.)
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3.2.1 The Fixed-Investment Model (Cont.)
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3.2.1 The Fixed-Investment Model (Cont.)
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3.2.1 The Fixed-Investment Model (Cont.)
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3.2.1 The Fixed-Investment Model (Cont.)
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3.2.1 The Fixed-Investment Model (Cont.)
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Loan agreement  Investment  Moral hazard  Outcome
(sharing rule)

Figure 3.1
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3.2.2 The Lenders’ Credit Analysis
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.) 4 K% 7= 8y £ FRE K
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3.2.2 The Lenders’ Credit Analysis (Cont.) &%l 7 %
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.2 The Lenders’ Credit Analysis (Cont.) #{&fni% % & &
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3.2.2 The Lenders’ Credit Analysis (Cont.)
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3.2.3 Do Investors Hold Debt or Equity?
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3.2.3 Do Investors Hold Debt or Equity? (Cont.)
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3.2.3 Do Investors Hold Debt or Equity? (Cont.)
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3.2.3 Do Investors Hold Debt or Equity? (Cont.)
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3.2.4 Dilution and Overborrowing
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.4 Dilution and Overborrowing (Cont.)
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Borrower has wealth A Borrower can contract with Moral hazard: the Outcome: success

and borrows I — A from new lenders to finance entrepreneur behaves with probability

initial lenders. deepening investment J. (p = py. no private benefit) p(orp+71)or

. R or misbehaves failure, with

Fmancmfg contract allocates If so, the borrower allocatesA (p =y, private benefit B). probability

return R in the case of success shares Ry, between herself (Rp,) 1-porl—(p+7).

between borrower (Ry,) and and new lenders (R)).

lenders (R)).

Figure 3.2
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.4 Dilution and Overborrowing (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.)
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3.2.5 Boosting the Ability to Borrow: Reputational Capital and

Capability (Cont.) (5 R3£E)
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3.2.6 Making Efficient Use of Information to Reduce the Agency Cost
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3.2.6 Making Efficient Use of Information to Reduce the Agency Cost

(Cont.)
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3.2.6 Making Efficient Use of Information to Reduce the Agency Cost
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