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CREDIT RATIONING: THE DESCRIPTION 
OF A SIMPLE MODEL 
Chi-Yi Chen*, Wen-Tan Chang 

Department of Finance 

Nanya Institute of Technology 

Abstract 

    This paper provides a simple mode to restate the relationship between information 

asymmetry and credit rationing referred by Stiglitz and Weiss (1981).  And further, 

based on this model, it illustrates how to use the collateral to reduce credit rationing 

occurring .  Adverse selection in credit markets means the raising of interest rates by 

lenders before loans may cause low-risk borrowers to exit the credit market, and only 

high-risk borrowers stay in the market.  The moral hazard in the credit markets means 

the raising of lending rates will affect the choice of the borrowers’ investment project; 

high interest rates make borrowers select higher risk investment projects.  The credit 

rationing equilibrium theory is not only interesting, but also has policies meaning.  

Key Words: credit rationing; asymmetric information; adverse selection; moral hazard; 

collateral 
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