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Credit Rationing and Equilibrium

Kim, Youngjin*

This paper tries to show the theoretical development on the issue of credit rationing
by banking institutions. The concept of credit rationing was defined and the reason for
the emergence of the backward sloping supply curve was explained. Adverse selection,
moral hazard, along with lender’s effort to reduce the Informational problem are
shown to be the reasons for the backward doping supply curve, and consequently the
credit rationing phenomena. It was also shown that that collateral can be used as an
important tool to solve the credit rationing by if lender can discriminating the

borrowers by the riskiness of the borrowers.

Keywords: equilibrium credit rationing, backward bending supply curve, information
imbalance, costly state verification, incentive compatibility, adverse selection,

moral hazard
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