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		Abstract

		Loan guarantees are arguably the most widely used policy intervention in credit markets, especially for consumers. This may be natural, as they have several features that, a priori, suggest that they might be particularly effective in improving allocations. However, despite this, little is actually known about the size of their effects on prices, allocations, and welfare.  

In this paper, we provide a quantitative assessment of loan guarantees, in the context of unsecured consumption loans. Our work is novel as it studies loan guarantees in a rich dynamic model where credit allocation is allowed to be affected by both limited commitment frictions and private information.  

Our findings suggest that consumer loan guarantees may be a powerful tool to alter allocations that, if carefully arranged, can improve welfare, sometimes significantly. Specifically, our key findings are that (i) under both symmetric and asymmetric information, guaranteeing small consumer loans nontrivially alters allocations, and strikingly, yields welfare improvements even after a key form of uncertainty â€” one's human capital level â€” has been realized, (ii) larger guarantees change allocations very significantly, but lower welfare, sometimes for all household-types, and (iii) substantial further gains are available when guarantees are restricted to households hit by large expenditure shocks. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: bankruptcy, unsecured credit, loan guarantees

	
	

	
    

    
	

	
	
		JEL Classification: H81, D82, D91, E21

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Athreya,  Kartik and Tam,  Xuan S. and Young,  Eric R., Loan Guarantees for Consumer Credit Markets (September 30, 2011). FRB Richmond Working Paper No. 11-06,  Available at SSRN: https://ssrn.com/abstract=2190613 or http://dx.doi.org/10.2139/ssrn.2190613 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Kartik Athreya (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Federal Reserve Banks - Federal Reserve Bank of Richmond  ( email )

			

			
			
				
				
				
					P.O. Box 27622
Richmond, VA  23261
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Xuan S. Tam

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				City University of Hong Kong  ( email )

			

			
			
				
				
				
					83 Tat Chee Avenue
Kowloon
Hong Kong

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Eric R. Young

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Virginia  ( email )

			

			
			
				
				
				
					1400 University Ave
Charlottesville, VA  22903
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       68

			

		
		
		
			Abstract Views

			    1,005

		

		
		 
		
			Rank

			  601,181

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       41 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Monetary & Fiscal Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Monetary & Fiscal Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,570

                                    

                                    
                                        PAPERS

                                           18,513

                                    

                                

                                
                            

                        

                    

                
	
                    Political Economy: Budget, Deficit, & Debt eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Political Economy: Budget, Deficit, & Debt eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,142

                                    

                                    
                                        PAPERS

                                            5,314

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Household Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Household Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              767

                                    

                                    
                                        PAPERS

                                           12,225

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Peter Tufano at Harvard Business School

                                    

                                
                            

                        

                    

                
	
                    Federal Reserve Bank of Richmond Research Publications

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Richmond Research Publications

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                                2

                                    

                                    
                                        PAPERS

                                            1,113

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Small and Medium Enterprises Across the Globe: A New Database

                        
                            By
                                
                                
                                    
                                    Meghana Ayyagari, 
                                    
                                
                                    
                                    Asli DemirgÃ¼Ã§-kunt, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Bank Financing for SMEs around the World: Drivers, Obstacles, Business Models, and Lending Practices

                        
                            By
                                
                                
                                    
                                    Thorsten Beck, 
                                    
                                
                                    
                                    Asli DemirgÃ¼Ã§-kunt, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Bank Financing to Small and Medium-Sized Enterprises (SMEs) in Colombia

                        
                            By
                                
                                
                                    
                                    Constantinos Stephanou
                                     and 
                                
                                    
                                    Camila Rodriguez
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Typology of Partial Credit Guarantee Funds Around the World

                            
                                By
                                    
                                    
                                        
                                        Thorsten Beck, 
                                        
                                    
                                        
                                        Leora F. Klapper, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Status of Bank Lending to Smes in the Middle East and North Africa Region: The Results of a Joint Survey of the Union of Arab Bank and the World Bank

                            
                                By
                                    
                                    
                                        
                                        Roberto De Rezende Rocha, 
                                        
                                    
                                        
                                        Subika Farazi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Government Loan, Guarantee, and Grant Programs: An Evaluation

                            
                                By
                                    
                                    
                                        
                                        Wenli Li
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Access and Risk - Friends or Foes? Lessons from Chile

                            
                                By
                                    
                                    
                                        
                                        Osvaldo Adasme, 
                                        
                                    
                                        
                                        Giovanni Majnoni, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Small and Medium Enterprises, Growth, and Poverty: Cross-Country Evidence

                            
                                By
                                    
                                    
                                        
                                        Asli DemirgÃ¼Ã§-kunt, 
                                        
                                    
                                        
                                        Thorsten Beck, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Review of Credit Guarantee Schemes in the Middle East and North Africa Region

                            
                                By
                                    
                                    
                                        
                                        Youssef Saadani, 
                                        
                                    
                                        
                                        Zsofia Arvai, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
