

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The cost of capital in a model of financial intermediation with coordination frictions

	
    
        
            
            







    
    










    
    
    
    











			
                    Accepted at Oxford Economic Papers, ESSEC Working Paper 1501
 
        

    
	

	
	
		
		
			22 Pages
		
		

		Posted: 27 Jan 2015
		
			Last revised: 31 Jan 2022
		
		
	

	
		
			
			




	See all articles by Oana PeiaOana Peia
University College Dublin (UCD)
Radu Vranceanu
ESSEC Business School; University of Cergy-Pontoise - THEMA


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Bank Funding Constraints and the Cost of Capital of Small Firms
									

								
							
							
							
								
									Number of pages: 20
								
								
									Posted: 27 Feb 2014
								
								
									Last Revised: 16 Jan 2015
								
							

							
						

						
							
							Downloads
							   68
							
						

					

					
					

					
						
							
						

						
							
								
									The cost of capital in a model of financial intermediation with coordination frictions

								
							
							
							
								Accepted at Oxford Economic Papers, ESSEC Working Paper 1501
							

							
							
								
									Number of pages: 22
								
								
									Posted: 27 Jan 2015
								
								
									Last Revised: 31 Jan 2022
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   68
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: January 1, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper studies the impact of coordination frictions in financial markets on the cost of capital of real sector projects. In the model, a financial intermediary seeks to raise funds from many small investors, to finance a capital-intensive project. Investors face a coordination problem, as more capital invested in the project increases its chances of success. We employ a global games refinement to characterize the unique equilibrium of the game. The model features a non-monotonic relationship between the  cost of capital and project profitability. There exists a "socially optimal" price of capital that maximizes the probability of project success. However, fee-maximizing intermediaries set a return that is higher than the optimal rate. This higher cost of capital is the result of coordination frictions and suggests an inefficiency of the intermediation process. The model best characterizes project finance investments funded through bond markets and yields implications for their cost of capital. 
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