

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]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
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Coordination Risk and the Price of Debt

	
    
        
            
            







    
    










    
    
    
    











			
                    Cowles Foundation Discussion Paper No. 1241R
 
        

    
	

	
	
		
		
			28 Pages
		
		

		Posted: 14 Feb 2002
		
		
		
	

	
		
			
			




	See all articles by Stephen MorrisStephen Morris
MIT
Hyun Song Shin
Bank for International Settlements (BIS)


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: February 2002

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Creditors of a distressed borrower face a coordination problem. Even if the fundamentals are sound, fear of premature foreclosure by others may lead to pre-emptive action, undermining the project. Recognition of this problem lies behind corporate bankruptcy provisions across the world, and it has been identified as a culprit in international financial crises, but has received scant attention from the literature on debt pricing. Without common knowledge of fundamentals, the incidence of failure is uniquely determined provided that private information is precise enough. This affords a way to price the coordination  failure. Comparative statics on the unique equilibrium provides several insights on the role of information and the incidence of inefficient liquidation. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Debt, Coordination, Liquidity, Common Knowledge

	
	

	
    

    
	

	
	
		JEL Classification: C7, G2

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Morris,  Stephen Edward and Shin,  Hyun Song, Coordination Risk and the Price of Debt (February 2002). Cowles Foundation Discussion Paper No. 1241R,  Available at SSRN: https://ssrn.com/abstract=300697
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Stephen Edward Morris (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				MIT  ( email )

			

			
			
				
				
				
					77 Massachusetts Avenue
50 Memorial Drive
Cambridge, MA  02139-4307
United States

				

				
			

			
				
				
					HOME PAGE: http://https://economics.mit.edu/faculty/semorris
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Hyun Song Shin

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Bank for International Settlements (BIS)  ( email )

			

			
			
				
				
				
					Centralbahnplatz 2
Basel, Basel-Stadt 4002
Switzerland

				

				
			

			
				
				
					HOME PAGE: http://www.bis.org/author/hyun_song_shin.htm 
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]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

				      578

			

		
		
		
			Abstract Views

			    6,060

		

		
		 
		
			Rank

			   87,311

		

		
	


	
		
            
            	       36 Citations
		

	

	
		
			
				       35 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,409

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Global Games: Theory and Applications

                        
                            By
                                
                                
                                    
                                    Stephen Morris
                                     and 
                                
                                    
                                    Hyun Song Shin
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Demand Deposit Contracts and the Probability of Bank Runs

                        
                            By
                                
                                
                                    
                                    Itay Goldstein
                                     and 
                                
                                    
                                    Ady Pauzner
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Coordination Failures and the Lender of Last Resort: Was Bagehot Right after All?

                        
                            By
                                
                                
                                    
                                    Jean-charles Rochet
                                     and 
                                
                                    
                                    Xavier Vives
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Equilibrium Selection in Global Games with Strategic Complementarities

                            
                                By
                                    
                                    
                                        
                                        David M. Frankel, 
                                        
                                    
                                        
                                        Stephen Morris, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Coordination and Policy Traps

                            
                                By
                                    
                                    
                                        
                                        George-marios Angeletos, 
                                        
                                    
                                        
                                        Christian Hellwig, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Coordination and Policy Traps

                            
                                By
                                    
                                    
                                        
                                        George-marios Angeletos, 
                                        
                                    
                                        
                                        Christian Hellwig, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Bank Runs: Liquidity and Incentives

                            
                                By
                                    
                                    
                                        
                                        Russell Cooper
                                         and 
                                    
                                        
                                        Thomas W. Ross
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Crises and Prices: Information Aggregation, Multiplicity and Volatility

                            
                                By
                                    
                                    
                                        
                                        George-marios Angeletos
                                         and 
                                    
                                        
                                        IvÃ¡n Werning
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Crises and Prices: Information Aggregation, Multiplicity and Volatility

                            
                                By
                                    
                                    
                                        
                                        George-marios Angeletos
                                         and 
                                    
                                        
                                        IvÃ¡n Werning
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Complementarities and Games: New Developments

                            
                                By
                                    
                                    
                                        
                                        Xavier Vives
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l200 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

