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1- General Introduction and Empirical Findings
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2. Why Do Financial Intermediaries Exist?
- Economies of scale and economies of scope
- Assets transformation
- Liquidity
- Default risk
- Maturity
- Indivisibilities

Information and monitoring
The equilibrium level of financial intermediation
Competition in the deposit and loans markets
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3. The Industrial Organization Approach

The Monti-Klein model
Generalisation
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References:

-Berger, Allen N., Udell, Gregory F., " Collateral, Loan Quality, and Bank Risk",
Journal of Monetary Economics, 1990, vol. 25; 1: 21-42.

-Berger, Allen N., Udell, Gregory F., "Relationship Lending and Lines of Credit
in Small Firm Finance", Journal of Business, 1995; vol. 68; 3: 351-81.

-Berglof E., and von Thadden E.,"  Short-Term versus Long-Term Interests:
Capital Structure with Multiple Investors" Quarterly-Journal-of-Economics;
109(4), November 1994, pages 1055-84.

2



GPEM 99-00

-Berlin, M., and L. Mester. 1992. "Debt Covenants and Negotiation", Journal of
Financial Intermediation 2:95-133.

-Bester, H. "The Role of Collateral in a Model of Debt Renegotiation", Journal of
Money, Credit, and Banking, 1994, vol. 26;1: 72-86.

-Bolton, P., and X. Freixas, "Equity, Bonds and Bank Debt: Capital Structure and
Financial Market Equilibrium under Asymmetric Information",Forthcoming,
Journal of Political Economy, 2000.

-Boot, A., S. Greenbaum, and A. Thakor, "Reputation and Discretion in Financial
Contracting", The American Economic Review, 1994; vol.83; 5: 1165-83.

-Bulow, J., and Rogoff, K., "Sovereign Debt: Is to Forgive to Forget?", American
Economic Review, 1989; vol. 79; 1:43-50.

-Chemmanur, T.J., and R. Fulghieri, "Reputation, Renegotiation, and the Choice
Between Bank Loans and Publicly Taded Debt", Review of Financial Studies,
1994;vol. 7; 3: 475-506.

-Dewatripont, M., and E. Maskin, "Credit and Efficiency in Centralized and
Decentralized Economies", Review of Economics Studies, 1995; vol. 62; 4:541-
56.

-Diamond, D., "Monitoring and Reputation: The Choice Between Bank Loans
and Directly Placed Debt", Journal of Political Economy, 1991; 99:689-721.
-Diamond, D., "Seniority and Maturity Structure of Debt Contracts", Journal of
Financial Economics, 1992, 33: 34168.

-Eaton J., and M. Gersovitz, "Debt with Potential Repudiation: Theoretical and
Empirical Analysis", Review of Economic Studies, 1981; 48: 289-309

-Eaton, J., M. Gersovitz, and J. Stiglitz, "On the Pure Theory of Country Risk",
FEuropean Economic Review, 1986; 481-513.

-Gale, D., and M. Hellwig, "Incentive Compatible Debt Contracts: The One-
period Problem", Review of Economic Studies, 1985; L11: 647-63.

-James C., " Bank Debt Restructurings and the Composition of Exchange Offers
in Financial Distress", Journal of Finance, 1996; 711-27.

-James C., "When do Banks Take Equity in Debt Restructurings?", Review of
Financial Studies, 1995; vol. 8; 4: 1209-34.

-James C., " Tha Use of Loan Sales and Standby Letters of Credit by Commercial
Banks", Journal of Monetary Economics, 1988; 395-422.

-Hart, O., "A Theory of Debt Based on the Inalienability of Human Capital",
Quarterly Journal of Economics, 1994, 109:841-79.

- Hart, O., "Debt and Seniority: An Analysis of the Role of Hard Claims in
Constraining Management", American Economics Review, 1995, 85: 567-85.
-Padilla A.J., Pagano M., "Endogenous Communication among Lenders and
Enterpreneurial Incentives", Review of Financial Studies, 1997; vol. 10; 1: 205-
236.

Repullo,R. and Suarez, J. "Monitoring, Liquidation, and Security Design" Review
of Financial Studies; 11(1), Spring 1998, pages 163-87.

-Shockley R.L., A.V. Thakor, "Bank Loan Commitement Contracts- Data, Theory
and Tests", Journal of Money Credit and Banking, 1997; vol. 29; 4:517-534.
-Welch I, "Why is Bank Debt Senior- A Theory of Asymmetry and Claim
Priority Based on Influence Costs", Review of Financial Studies, 1997;vol. 10; 4:
1203-1236.



GPEM 99-00

5. Equilibrium and Rationning in the Credit Market

Equilibrium in the credit market
Definition and previous explanations of credit rationning
- Modigliani-Jaffee
- Keeton
Adverse selection
- Stiglitz-Weiss
Moral hazard
- The static approach
- The dynamic approach
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6. Macroeconomic Consequencies of the Financial Intermediation
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7. Individual Bank Runs and Systematic Risk

Bank runs
The role of the central bank
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8. Managing Risk in the Banking Firm

Default risk

- Institutional context

- Evaluating the cost of default risk

- Empirical evidence (credit scoring)

- Extensions
Portfolio risk

- Modern portfolio theory

- Application to the banking firm

- The impact of capital requirements
Transformation risk

- An elementary approach: the gap method

- The modern approach: the duration method
Liquidity risk

- Reserves management

- Introducing liquidity risk in the Klein-Monti model

- Banks as market makers

- Extensions
Conclusion
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