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Introduction

• We have seen in many instances so far that weak enforcement
of credit contracts restricts the functioning of credit markets.

• If a borrower cannot credibly commit to honouring the credit
contract, lender risk rises, increasing the cost of credit and
leading to credit rationing.

• Institutional change that improves enforcement should reduce
credit rationing and improve welfare. However, this argument is
a partial equilibrium argument and does not take into account
possible general equilibrium effects from the supply side.
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Introduction...

• This paper argues that strengthening credit enforcement does
not always lead to a Pareto improvement.

• If the credit supply curve is upward sloping, the increase in
demand from improved enforcement is also associated with a
rise in interest rates that might have a dampening effect on any
possible welfare improvement.

• If borrowers are heterogeneous with respect to wealth or
collateral, such changes might change have redistributive
impacts.
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Introduction...

• This paper proposes a model to capture partial equilibrium and
general equilibrium effects .

• The demand for credit is modeled as the solution to an optimal
contracting problem that maximizes borrowers’ payoffs subject
to the borrowers’ incentive compatibility constraint and the
lender’s participation constraint.

• Under this formulation, the change in enforcement institution
does not shift the supply curve- The demand curve shifts
according to the comparative statics from the optimal
contracting problem.

• Examination of the effect of establishment of Debt Recovery
Tribunals in India leads to the conclusion that increasing
enforcement leads to credit reallocation from small to large
borrowers.
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The Model

• Economy populated by risk neutral agents, heterogeneous with
respect to collaterizable (fixed) assets W.

• W is distributed according to cumulative distribution function G
over support [Ω,Ω].

• Each borrower seeks to invest in a project of size γ ≥ 0.
• A project of size γ requires up-front investments of γI.
• The project generates returns of yf(γ), where y ∈ {ys, yf} is a
borrower-specific productivity shock and f(γ) is an increasing,
continuously differentiable, S-shaped function.

• f(γ)
γ is rising until γ = b and falling thereafter. f′(γ) is rising over
some initial range (0,b′) and falling thereafter, with b′ < b.
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• Assumption: the borrower does not have any liquid wealth to
pay for the up-front investments.

• The probability of success (y = ys) is given and denoted by e.
The expected value of y is given by:

y = eys + (1− e)yf (1)
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Credit Contracts

• A loan contract stipulates the amount borrowed (γI) and the
amount Tk to be repaid in each state.

• Realization of the state is costlessly verifiable.
• Contracts are complete: Tk can vary with state k ∈ {s, f}.
• Ts can be thought of as the payment corresponding to the stated
interest rate that the borrower is to pay in the event of success.

• In the event of failure the repayment is adjusted to reflect the
borrower’s reduced capacity to repay. This adjustment is
anticipated in advance by both parties.
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Credit Contracts...

• Each borrower has the option of not honouring the loan
agreement ex-post.

• Assumption: the borrower either decides to repay the entire
interest obligation or none of it.

• Should the borrower default, lenders can take the borrower to
court, and thereafter expect to seize a fraction (θ) of ex post
assets owned by the borrower.

• The enforcement institution is represented by θ, incorporating
delays and/or uncertainties in the legal process. The main focus
of the paper is on the effects of increasing θ.
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Credit Contracts...

• Ex post assets equal W+ νykf(γ) Where (1− ν) is the extent to
which the returns from the project can be diverted by the
entrepreneur.

• Assumption: ν is small. In particular, ν < I
yθf′(b′) .

That is, the extent to which the returns from the project itself
can serve as collateral is limited.
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Credit Contracts...

The payoff to a borrower from honouring the loan contract in state
k ∈ {s, f} is given by:

W+ ykf(γ)− TK (2)

and the payoff from disagreement is given by:

(1− θ)[W+ νykf(γ)] + (1− ν)ykf(γ)− d (3)

where d is a deadweight loss from being dragged to court (could
include legal costs, loss of reputation, etc.).
The borrower honours the loan agreement in state k if and only if

Tk ≤ θ[W+ νykf(γ)] + d (4)
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Credit Contracts...

• With complete contracting, the loan agreement is always
honoured: the parties never actually go to court on the
equilibrium path. If they do, a Pareto improvement can always
be generated with lower repayment burdens that incentivize the
borrower to honour the loan agreement and not incur the
deadweight loss.

• The enforcement institution affects the actual contract by
determining the ex post outside option of the borrower.
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Supply of Loans

• ”Competitive” supply of loans, represented by an upward
sloping supply curve Ls(π) of loanable funds, where π denotes
the lender’s expected return per rupee loaned.

• Assumption: Ls(π) = 0 if π < α, Ls(π) > 0 if π > α. Here α is a
non negative minimum rate of return that the lenders must be
assured for there to be some non zero supply of credit.

• Assumption: yf(b)/b > I(1+ α) - some projects will be funded in
the absence of any enforcement problems.
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Supply of Loans...

• The elasticity of supply is crucial to the subsequent analysis and
is treated as an empirical matter.

• If globalized financial markets guarantee an infinitely elastic
supply of capital to any given economy, Ls = ∞ for π > α and
the profit rate is pegged at α.

• If factors like infrastructure and local knowledge limit the
supply of credit, Ls(π) will have finite elasticity and π will be
endogenously determined.
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Demand for Loans

Benchmark:
Denote the first-best demand γF(π), which solves:

max
γ

[yf(γ)− γI(1+ π)] (5)

where y = eys + (1− e)yf.

The first-best is not always implementable due to the no-default
incentive constraint. The relevant demand thus takes these
constraints into account.
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Demand for Loans...

DEFINITION 1: In a π incentive compatible loan contract, a borrower
with assets W demands credit γ(W, θ, π), which solves:

max
γ

e[W+ ysf(γ)− Ts] + (1− e)[W+ yff(γ)− Tf] (6)

Subject to
Tk ≤ θ[W+ νykf(γ)] + d, k = s, f (7)

and
eTs + (1− e)Tf ≥ γI(1+ π) (8)

Aggregate incentive compatible demand for credit is then given by:

Ld(θ, π) =
∫
γ(W, θ, π)dµ(W) (9)

where µ(W) is the distribution of W in the population of firms.
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Demand for Loans...

Constraints 7 and 8 imply that a project size γ is implementable if
and only if

θ[W+ νyf(γ)] + d ≥ γI(1+ π) (10)

This can be written as:

θW+ d ≥ γI(1+ π)− θνyf(γ) (11)

The assumption ν < I
yθf′(b′) implies that the right-hand side of the

above equation is increasing in project size γ.
That is, since the returns on the project do not serve as a substantial
source of collateral, larger project scales are more difficult to
implement.
A borrower with given wealth W will face a credit ceiling uniquely
defined by the value of γ that solves the equality version of equation.
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Demand for Loans...

DEFINITION 2:

• First best asset threshold is WF(π) ≡ {γI(1+ π)− d}/θ − νyf(γF)
• Maximum project size γH(W, θ, π), which solves
θW+ d = γI(1+ π)− θνyf(γ)

• Minimum project size γL(π) is the smallest solution to
yf(γ)/γ = I(1+ π)

• Minimum viable asset threshold WL(π, θ) solves
γH(W, θ, π) = γL(π).
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Demand for Loans...

• At a given profit rate π, a firm operates and gains access to a
loan only if its maximum project size γH exceeds the minimum
viable project scale γL .All borrowers wealth below WL are
excluded from the credit market.

• Borrowers with sufficiently high wealth (above the first-best
asset threshold, WF ) operate at a scale equal to the first-best
scale and are not rationed.

• The remaining borrowers, who have assets between WL and WF,
obtain a loan but are rationed.
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Demand for Loans...

LEMMA 2.1: The incentive-constrained demand function for credit is:

γ(W, π; θ) =


0 if W < WL(π, θ)

γH(W, θ, π) if WL(π, θ) < W < WF(π)

γF(π) if W > WF(π)
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Market Equilibrium

DEFINITION 3: An incentive-constrained Walrasian allocation is a
credit allocation in which each borrower receives his
incentive-constrained demand corresponding to a profit rate π∗ that
has the property that the supply of loans at π∗ equals
incentive-constrained demand at π∗ aggregating across all
borrowers.
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Effect of Increase in θ with no GE Effects

• Consider a perfectly elastic supply of loans.
• When θ increases, incentive constraints are relaxed, which
permits expansion of credit ceilings for all borrowers.

• The proportion of firms excluded from the market falls, since
the minimum project size does not change with θ.

• Borrowers who were previously credit-constrained obtain larger
credit and thus attain higher payoffs. Lenders and borrowers
who were not credit constrained are unaffected.

• The result is a Pareto improvement, with favourable
distributional impact.
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Effect of Increase in θ with GE Effects

Nearly Perfect Elasticity of Credit Supply (sufficiently weak GE
effects):

Proposition 2.2: Consider an increase in θ from θ to θ > θ. Suppose
elasticity of the credit supply function at any π > α is finite but
bounded below by some ϵ. If ϵ is sufficiently large, there are three
scenarios:

• The proportion of firms excluded from the market falls (i.e., the
minimum asset threshold WL falls).

• The first-best project scale (and hence credit allocated to
sufficiently wealthy borrowers) falls.

• For borrowers with intermediate asset sizes, the credit allocated
rises.
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Effect of Increase in θ with GE Effects...

• The equilibrium rate of profit rises as the demand curve shifts
out as a result of the increase in θ. However, this increase in the
equilibrium profit rate can be made arbitrarily small if ϵ is
sufficiently large.

• Sufficiently small rise in the profit rate implies that the project
ceiling γH for all borrowers due to the rise in θ, while rise in the
minimum viable project scale γL will be small.

• Hence the expansion of the credit ceiling (for borrowers near
the minimum asset threshold WL) outweighs the increase in the
minimum viable project scale, thus reducing exclusion and
increasing the credit ceiling for all active borrowers.

• First-best project size declines due to the rise in the equilibrium
profit rate.
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Effect of Increase in θ with GE Effects...

Distributive Impacts:
Though the results appear to be similar to the case where GE effects
are completely absent, increase in θ no longer leads to a Pareto
improvement. There is a distributional shift in favour of poorer
borrowers and away from wealthy borrowers. Poorer borrowers who
now gain access to credit are better off while the wealthiest
borrowers are worse off due to a fall in the first-best project size.
The effect on intermediate-sized borrowers is ambiguous: while they
experience a rise in credit ceilings, they now have to pay higher
interest on their loans.
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Effect of Increase in θ with GE Effects...

Perfectly inelastic credit supply

Assumptions:

• ν = 0. The results hold for positive but sufficiently small values
of ν .

• The upper bound of the wealth distribution is low enough that
no borrower attains the first-best project scale.

The project ceiling for a borrower with wealth W is:

γH(W, θ, π) = θW+ d
I(1+ π)

(12)

Suppose θ rises to θ′ and the corresponding equilibrium profit rate
rises from π to π′. Define:

∆W = γH(W, θ′, π′)− γH(W, θ, π) (13)

Observe: if ∆W ≥ 0 for some W, it must be the case that ∆W′ > 0 for
all W′ > W. 25



Effect of Increase in θ with GE Effects...

Proportion of borrowers that are excluded rises.

Suppose not. That is, WL remains constant or falls.Since we know
that γL has risen, the borrowers at the previous minimum threshold
WL must have experienced a rise in the project ceiling.⇒ All
borrowers with wealth levels above WL must have also experienced a
rise. ⇒ No borrower is wealthy enough to achieve first-best, so
credit allocated to every active borrower has risen. However, this is
not possible in equilibrium, Since the total supply of funds is fixed.

There must be a rise in the incidence of exclusion at the bottom end
of the asset distribution and those borrowers must be worse-off.
Aggregate supply of funds is fixed, so there must be wealthier
borrowers who receive a larger supply of funds. ⇒ ∋ Ŵ such that
∆Ŵ = 0. Credit expands for borrowers with Wealth level above Ŵ

Rise in θ leads to regressive redistribution of wealth. 26



Effect of Increase in θ with GE Effects...

Interest rate is defined as the rate that the firm is obliged to pay as
per contract in the successful state. That is,

Ts = γI(1+ r) (14)

From the lender’s participation constraint and the borrowers’
incentive compatibility constraints, we get:

r = π + θ
ν

I
f(γ)
γ

(ys − y) (15)

Interest rates vary across borrowers with the average returns from
the project f(γ)/γ.
When ν = 0, the interest rate does not vary across firms or with the
state of the world.
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Effect of Increase in θ with GE Effects...

PROPOSITION 2.3: Suppose the upperbound of the wealth
distribution Ω is lower than W(π(1)), so all firms are credit
constrained. In addition, suppose that ν = 0 and supply is perfectly
inelastic. If θ increases, the profit rate, the interest rate and the
proportion of borrowers excluded rises. Moreover, there exists
threshold asset size Ŵ such that the following holds:
(a) If W < Ŵ, credit falls and the borrower is worse off.
(b) If W > Ŵ credit size rises.
Results (a) and (b) also obtain when ν is positive but small enough,
the supply curve is upward sloping , and the production function is
such that no borrower is excluded from the market.
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Effect of Increase in θ with GE Effects...
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Effect of Increase in θ with GE Effects...
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Effect of Increase in θ with GE Effects...

• Panel A: No GE effects.The stronger credit enforcement shifts the
π-incentive compatible demand out for all borrowers who at
their credit ceiling. Exclusion is reduced. Large borrowers are
unaffected because interest rates do not change. The new
equilibrium is a Pareto improvement.

• Panel B: Weak GE effects. The credit ceiling is shifted and
exclusion is reduced. All credit-constrained borrowers receive
more credit. For them, the effect of the rise in interest rates is
outweighed by the increase in credit access. Wealthiest
borrowers are worse off because of a rise in the interest rates
and a fall in the first best project size. There is progressive
redistribution of wealth.
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Effect of Increase in θ with GE Effects...

• Panel C: Strong GE effects.The rise in interest rates is large
enough to increase the incidence of exclusion at the bottom of
the wealth distribution. Poorer credit constrained firms
experience a fall in credit ceilings, making them worse off.
Credit access increases for comparatively wealthier
credit-constrained borrowers.

The relevance of a particular case in any situation depends on two
factors: the strength of the GE effects and the distribution of assets
or collateral in the population of firms.
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The Empirical Context: Indian Debt Recovery Tribunals

The model’s predictions are tested by examining the effects of an
Indian judicial reform that strengthened the enforcement of credit
contracts.

• In the wake of the financial sector reforms of the early 1990’s,
the central bank established new rules requiring banks to
reduce their non-performing loans.

• To aid the banks in this process, in 1993 the government of India
passed a national law establishing new specialized courts to
process debt recovery cases. This law allowed the national
government to establish new debt recovery tribunals (DRTs)
across the country, where banks and financial institutions could
file suits for claims larger than rupees 1 million.
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The Empirical Context: Indian Debt Recovery Tribunals...

• Before the establishment of DRTs, all cases were tried in civil
courts, which was associated with very long periods of delay.

• The establishment of DRTs reduced the processing times for the
cases while all major legal procedures remain unchanged.
Visaria (2009) presents empirical evidence that bolsters this
claim.

• The introduction of a DRT in a state is interpreted as a uniform
increase in the parameter θ for all borrowers in that state.
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The Empirical Context: Indian Debt Recovery Tribunals...

• State governments were not given any formal authority to
influence the process of establishment of DRTs. Five states
received tribunals in 1994, immediately after the law was passed.

• This process was by a legal challenge to the law. DRT
establishment resumed in 1996, when the Supreme Court ruled
in favour of the DRT law. By 1999, most Indian states had
received a DRT.

• The timing of DRT establishment seems to have been driven by
reasons plausibly exogenous to firms’ borrowing behavior
across different states.
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The Empirical Context: Indian Debt Recovery Tribunals...

To investigate the possibility that state-level factors also influenced
the timing of establishment of DRTs, the authors run Cox hazard rate
regressions of the time to DRT adoption, on state-level economic,
judicial, and political variables. The results show that none of these
state-level observables correlates with the timing of DRT adoption.
However, there still might be state-level unobservable factors
affecting firm outcomes that were correlated with DRT adoption.
results. To alleviate this concern, we control for state-specific time
trends, firm-size-specific time trends, and state-year targets set by
the Reserve Bank of India for bank lending to small firms.
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The Empirical Context: Indian Debt Recovery Tribunals...
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Data

• The main dataset used is the Prowess data base constructed by
the Centre for Monitoring the Indian Economy (CMIE).

• This contains firm-level information for all firms listed on India’s
major stock exchanges, as well as other smaller firms.

• There is detailed information from balance sheets and income
statements, total outstanding credit from all sources, and total
outstanding bank borrowing from all banks as well as detailed
information about the firms’ production, sales, and inputs used.

• State-owned enterprises that are not subject to commercial
norms or incentives are excluded for the analysis.

• A dataset consisting of detailed loan records obtained from a
large private bank is India and referred to as the private bank
dataset is also used in some cases.
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Empirical Specification

• Firms are assigned to DRT jurisdictions on the basis of their
registered office addresses.

• The DRT variable is a categorical variable at the state-year level,
which takes value 1 in years when the jurisdiction had a DRT in
place.

• Focusing on the case with ν = 0 leads to a linear expression for
borrowing.

• The ”true” specification corresponds to ν > 0 but close to zero.
This generates a nonlinear borrowing regression that allows the
interest rate to vary across firms, but not by a substantial
amount. Both linear and nonlinear specifications are estimated.

• The key element of heterogeneity of firms is presumed to be the
collateralizable earnings or wealth (W) of their owners, which is
unobserved.

• All firms are assumed to be credit-constrained. The set of firms
is assumed to consist of active but credit-constrained firms.
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Borrowing and Capital Stock

• Assumption: capital is the sole factor of production,output f(γ)
or capital stock γ can be used interchangeably to represent firm
size.

• In a static setting, capital stock is proportional to borrowing, γ
can be used to represent either capital stock or firm borrowing.

In the case where ν = 0, using equation we obtain the following
linear equation for capital stock in terms of entrepreneurial wealth
W:

γ = α(θ) + β(θ)W (16)

where α(θ) = d
I(1+π(θ)) and β(θ) =

θ
I(1+π(θ))

π(θ) is non-decreasing. Hence α(θ) is non-increasing. Moreover,β(θ)
must be non-decreasing. If not, then when θ increased, credit
demand would go down for all firms, which is inconsistent with an
upward-sloping supply of credit.
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Borrowing and Capital Stock...

Equation cannot be estimated directly, since W is unobserved.
W is proxied with the firm’s assets measured in 1990, based on the
follwing underlying assumptions:

• Entrepreneurs’ wealth has not changed between 1990 and year
t > 1990 or can be proxied by wealth in 1990.

• All states had the same pre-DRT θ, denoted by θ.
• Once a state gets a DRT, its θ changes to θ + µ where µ > 0.
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Borrowing and Capital Stock...

γj = α(θ) + β(θ)Wj (17)

Where γj is firm j’s fixed assets in 1990.
If firm j is in a state that has not received DRT in year t, γjt = γj
. If it is in a state that received a DRT in year t, then

γjt = α(θ + µ) + β(θ + µ)Wj (18)

Substituting for Wj, we have

γjt = γj + ϕDRTjt + ψ(DRTjt ∗ γj) (19)

where ϕ ≡ α(θ + µ)− α(θ)β(θ+µ))

β(θ)
< 0 and ψ ≡ β(θ+µ)−β(θ)

β(θ)
> 0
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Interest Rates

Assume a locally linear function for the average rate of return to the
firm’s assets. Let g(γ) ≡ f(γ)/γ and g(γ) = ζ0 + ζ1γ.
Then interest rates can be expressed as:

rjt = r0 + ρDRTjt + [θ + χDRTjt][g(γjt)] (20)

where ρ, χ > 0.
Substituting for γjt from the previously derived expression for
borrowing,

rjt = ρ0 + ρ1γj + ρ2DRTjt + ρ3(DRTjt)γj (21)

where ρ0 ≡ r0 + θζ0 ρ1 ≡ θζ1, ρ2 ≡ ρ+ χζ0 + θζ1ϕ+ χζ1ϕ and
ρ3 ≡ χζ1 + θζ1ψ + χζ1ψ
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Interest Rates...

• If the firm is operating on the concave portion of the production
function, ζ0 > 0, ζ1 < 0⇒ ρ1 < 0, ρ2 > 0, ρ3 < 0

• The intercept effect of DRT is positive and the slope effect with
respect to 1991 asset size is negative.

• Throughout our model we have assumed that ν is atmost a
small positive number, hence interest rates should not vary
much with firm size. Hence we would expect ρ3 to be small.
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Profits

The average profit of a firm with asset W is
Π(W; θ) = yf(γ(θ;W))− I(1+ π(θ))γ(θ;W), where
γ(W; θ) ≡ γH(W, π(θ); θ)
Hence

∂Π

∂θ
= [yf′(γ(θ;W))− I(1+ π(θ))]

∂γ(θ;W)

∂θ
− γ(θ;W)

∂π(θ)

∂θ
(22)

For credit- constrained firms, yf′(γ(θ;W)) > I(1+ π(θ)).
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Profits...

• For small firms whose borrowing decreases as θ rises, the effect
of DRT on profits is unambiguously negative.

• The effect is ambiguous for firms whose credit ceiling expands
as a result of DRT.

• The empirical specification for profits is similar to that of
interest rates and borrowing, with separate slope and intercept
effects. We would expect intercept effects to be negative while
the direction of the slope effect is theoretically ambiguous.
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Empirical Results: Preliminary controls

• State-specific trends: To ensure that the estimated DRT effect is
not confounded by secular changes in borrowing at the state
level that may have coincided with DRT establishment.

• Size-specific year dummies: To control for any year-to-year
changes in the national economic environment that may have
affected firms of different sizes differently.

• state-specific size trends: addresses the concern that states
that were more favorable to big businesses adopted DRT sooner.
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Empirical Results: Linear specification

• The intercept effect of DRT on borrowing is negative and the
slope coefficient is positive, as was expected from theory.

• Analogous results for plants and machinery and profit.
• Estimation of a threshold level of assets below which the effect
of DRT is negative, for each specification, indicates that the
positive effect of DRT was limited to the top 25% firms.
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Further Robustness checks

50



Was Small Firms’ credit Shrinking Even Before DRTs?

• The main results are robust to controls like size-specific
time-varying patterns and state-level controls for credit policy
preferences toward small firms.

• Though this is strong evidence of negative distributive impacts
of DRTs, to establish causation, we have to negate the claim that
these negative distributive effects occurred before DRTs were
introduced.

• To check this, the states are divided into two categories: Early
(received DRT before 1995) and late (after 1995).

• Using data from 1988-1993, we check for difference in time
trends in the key variables across these two categories of states.

• We have a problem if early states were more likely to have a
negative distributive impact before DRT establishment.
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Two specifications are estimated:

γjt = γj + Tt + β1(earlyj.t) + β2(W.Tt) + β3(earlyj.W.t) + ϵjt (23)

where earlyj is a dummy variable that takes value 1 for states that
received a DRT before 1995, Tt denotes a set of time dummies, and t
is time.

γjt = γj + Tt + β1(DRTyearsj.t) + β2(W.Tt) + β3(DRTyearsj.W.t) (24)

In this specification we have replaced the early adoption dummy
with the number of years the state had a DRT in the years 1993-2003.
We find that early states were infact less likely to have a negative
trend in borrowing for small firms. This strengthens our results.
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Average Effects for Different Quartiles

We estimate the following specification:

γjt =
4∑
k=1

Qjk{γj + DRTjt + Tt + t.S} (25)

Where Qjk is a dummy variable that takes value 1 for all firms that
fall in quartile k of the size distribution, T, is a set of time dummies,
and t.S are state dummies interacted with a linear time trend.
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Effects on Interest Rates

• As in the case of borrowing before, the effect of DRT on interest
rates is estimated using the Prowess data set.

• The intercept effect is positive and significant while slope effect
is insignificant, as expected.

• Imprecisely estimated coefficients, since the dataset includes
old loans.

• Data on new loans from a particular private bank is used to
carry out the same exercise. Results are similar.
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Evidence for Low Elasticity of Credit Supply

• Because of adjustment costs related to expanding lending, bank
lending responses to DRT would be expected to occur gradually.

• This is borne out in the Prowess data as well as data from RBI
on bank lending. But the results from the bank data are
imprecisely estimated, since data corresponds to total
outstanding credit and not new credit.

• Data from the central bank on bank branch location showed
that the number of bank branches declined in both rural and
urban areas, with the total amount of credit in cities rose.
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Effect of DRT on profits of banks

We run the following regression:

Πit = β0 + β1

J∑
j=1

(DRTjt.presence of bank i in state j) + β2Xit + ϵit (26)

where bank i’s presence in state j is calculated using data on the
number of city branches of each bank in each state in 1992, obtained
from the Reserve Bank of India.
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Dynamics of Interest Rates and Distributive Effects

• Since increased interest rates is the main channel for general
equilibrium effects in our model, it is necessary to look at the
persistence of interest rate effects in order to make any claims
about the permanence of redistributive effects.

• The Prowess dataset as well as the private bank dataset are
used to look at interest rates one, two and three years after
DRTs were established.

• Regressions are run to check for the persistence of the
distributive effects on borrowing of firms of varying size. Results
show that distributive effects are more pronounced three years
following DRT.

64



65



66



Conclusion

• Strengthening enforcement of credit contracts may lead to
adverse distributive impacts through general equilibrium effects
on the price of credit.

• In India introduction of debt recovery tribunals led to diversion
of credit away from small firms.

• Profit of banks increased.
• The general equilibrium effects on interest rates and thus the
resultant inequality in access to credit appears to persist over
time.
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