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Abstract

We present a model of an unsecured loan market. Many lenders simultaneously offer
loan contracts (a debt level and an interest rate) to a borrower. The borrower may
accept more than one contract. Her payoff if she defaults increases in the total amount
borrowed. If this payoff is high enough, deterministic zero-profit equilibria cannot be
sustained. Lenders earn a positive profit, and may even charge the monopoly price.
The positive-profit equilibria are robust to increases in the number of lenders. Despite
the absence of asymmetric information, the competitive outcome does not obtain in
the limit.

Citation

Parlour, Christine, A., and Uday Rajan. 2001. "Competition in Loan Contracts."
American Economic Review, 91 (5): 1311-1328.

DOI:10.1257/aer.91.5.1311

This website uses cookies.

By clicking the "Accept” button or continuing to browse our site, you agree to first-party and session-only cookies
being stored on your device to enhance site navigation and analyze site performance and traffic. For more
information on our use of cookies, please see our Privacy Policy.


https://www.aeaweb.org/
https://www.aeaweb.org/articles/pdf/doi/10.1257/aer.91.5.1311
https://www.aeaweb.org/privacypolicy

G21 Banks; Other Depository Institutions; Micro Finance Institutions; Mortgages

L13 Oligopoly and Other Imperfect Markets

Find us on Facebook and X (formerly Twitter).

@) @Atrlournals | X @AEAJournals | X @AEAInformation | Y @ASSAMeeting

X @JOE listings

Copyright 2024 American Economic Association. All rights reserved.

Terms of Use & Privacy Policy

This website uses cookies.

By clicking the "Accept” button or continuing to browse our site, you agree to first-party and session-only cookies
being stored on your device to enhance site navigation and analyze site performance and traffic. For more
information on our use of cookies, please see our Privacy Policy.


https://www.aeaweb.org/terms-of-service/site
https://www.aeaweb.org/privacypolicy
https://www.facebook.com/AEAjournals/
https://twitter.com/AEAJournals
https://twitter.com/AEAInformation
https://twitter.com/ASSAMeeting
https://twitter.com/JOE_listings
https://www.aeaweb.org/privacypolicy

