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Regulation on large-lot loans may hurt efficiency
Hirofumi Uchida

This paper shows that the regulation on large-lot loans may hurt efficiency, even
if it does not effectively restrict the amount loaned in the equilibrium without the
regulation. In the equilibrium of a simple model consisting of one borrower and
two banks, the banks lend cooperatively (syndicated loan). But since the banks can
also lend exclusively, the equilibrium syndicated loan has to yield more profits to
the banks than exclusive lending. Exclusive lending is thus the “threat” to the
cooperation in the syndicated loan. Even if the regulation does not restrict the
amount loaned in the equilibrium syndicated loan without the regulation, it can
restrict the “threat.” This leads to more cooperative behavior among banks, more
rents to them and less rents to the borrower. Since the borrower deprived of more
rent behaves less efficiently, the total profits from the loan decreases.
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