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ABSTRACT 
 

 In the preceding literature, the issue of credit rationing has been a widely discussed topic, 

whether theoretically or practically. Various theoretical contributions have been made from 

the neoclassical perspective to the post-Keynesian school of thought. This research 

investigates the theoretical and empirical perspectives of credit rationing to date and relates 

the credit rationing concept from the supplier side. Moreover, the literature has been divided 

into three sections which are "theoretical literature review", "The use of credit rationing as 

dependent variable", and "the use of credit rationing as independent variable". This systematic 

literature searched for studies regarding credit rationing and SMEs in Google Scholar and 

Web of Science databases to select. The fundamental goal of this study is to examine the 

historical evolution of credit rationing theory and incorporate the concept of cognitive 

elements of lending officers while rationing loans to small and medium-sized enterprises.  
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INTRODUCTION 
 

 According to researchers and policymakers, small businesses face challenges in obtaining 

external financing, particularly debt financing (Beck & Demirguc-Kunt, 2006; Berger & 

Udell, 2002; Carbo‐Valverde et al., 2016; Levitsky & Prasad, 1987; Levy, 1993; Mazanai & 

Fatoki, 2012; Parker et al., 1995; Pissarides, 1999; Sowa et al., 1992). Difficulties small firms 

face in obtaining financing have been related to information asymmetry issues, resulting in 

bank loans rationing to smaller companies (De Maeseneire & Claeys, 2012; Fioretti, 2005; 

Winker, 1999). Theoretical arguments explaining whether credit rationing exists (Besanko & 

Thakor, 1987a, 1987b; Blinder & Stiglitz, 1983) or not (De Meza & Webb, 1987; Milde & 

Riley, 1988; Parker, 2002; Williamson, 1987) are well known. 
 

 Various parameters have been used in the literature to define credit rationing. Credit 

rationing is defined by Kochar (1997), Perez (1998), Steijvers and Voordeckers (2009), 

Appiah Okoh and Guang Ping (2000), Steijvers and Voordeckers (2009) and Cenni et al. 

(2015) as a situation in which credit demand exceeds credit supply at the prevailing interest 

rate. Parker (2002), Pruteanu (2004), Abor and Biekpe (2006), Piga and Atzeni (2007), Freel 

(2007), Baydas et al. (1994), Nykvist (2008), Cenni et al. (2015), Yu and Fu (2021) and 
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Andretta (2021) characterized credit rationing as borrower’s willingness to pay an interest rate 

significantly higher than the prevailing market rate but being turned down. 
 

 Credit rationing has also been defined in terms of the cost of credit (Kundid & Ercegovac, 

2011; Nissanke, 2001) the accessibility of security by SMEs (Helsen & Chmelar, 2014; 

Ikhide, 2003) for the borrower to provide documentation in support of the loan application, or 

both (Barham et al., 1996; Mushinski & Pickering, 2007; Steijvers & Voordeckers, 2009). 

Aside from these, additional related definitions have included receiving a smaller volume of 

credit or partially or entirely refused as an applicant (Atieno, 2001; Blumberg & Letterie, 

2008; Chakravarty & Scott, 1999; Drakos & Giannakopoulos, 2018; Omonona et al., 2008). 

However, no definition has been made to-date which describes the construct of cognitive or 

micro factors in rationed out the applications of the minor borrowers like SMEs. The question 

arises here, why SMEs are rationed out of all other forms of business? 
 

 Small businesses are experiencing greater demand for bank credit does not mean that 

financial institutions can offer the necessary credit. That is due to increased processing costs, 

high debt levels, a lack of repayment capacity, and the apparent dangers associated with 

lending to small businesses (Binks & Ennew, 1996; Levitsky, 1997; Moro & Fink, 2013; 

Nissanke, 2001; Vogel & Adams, 1997). Furthermore, acquiring accurate information about 

small businesses is time-consuming, and the high risk of default deters banks from lending to 

small businesses (Aryeetey, 1994; Duarte et al., 2018; Fidrmuc & Hainz, 2010). According to 

Binks et al. (1992) and Grunert and Norden (2012), small businesses experiencing difficulties 

obtaining bank loans may not be experiencing difficulties because of their size, but rather 

because of flaws with the information presented effectiveness of their investment project. 
 

 However, the post-Keynesian theorist appraises that information asymmetry is not that 

important because, like the lenders, borrowers too do not have complete information and are 

uncertain about the returns and risks of the project on which the loan money is being invested. 

This theory is the opposite of the new Keynesian theory, which suggests that only lenders are 

uncertain about borrowers’ riskiness. The supporters of the post-Keynesian theory say that 

both the borrowers and lenders are unsure about the riskiness and returns of the scheme 

(Ramskogler, 2011) 
 

 The Post-Keynesian theory augments the New Keynesian theory in explaining credit 

rationing by including the impact of alteration in macroeconomic condition on the borrowers’ 

creditworthiness. According to post-Keynesian theory, the lenders consider the 

creditworthiness of borrowers by seeing the borrower’s past financial history and loan 

repayment history and taking the macroeconomic situations into account (Ekpu, 2016).  
 

 Credit rationing ignores the necessary inclusion through its exclusivity powers. Granting 

some people the loans based on P.R., nepotism, or other corrupt means destroys and distorts 

the ground for inclusivity where all are equals. It necessitates exclusivity by favouring some 

and rejecting others. This theoretical statement prompts the authors of this research to seek 

clarification of the conceptual foundation of the credit rationing for the possible future 

directions of the research. The objective of the research is as follows: 

1) This research will provide a foundation and overview of the academic literature and 

knowledge of the credit rationing  

2) Further, clarify and add the construct of cognitive factors in addition to information 

asymmetry and macroeconomic dynamics. 
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METHODOLOGY 
 

 Several online academic databases and secondary search tactics based on keyword 

"string" were used to search to compile this systematic literature review (De Vries et al., 2016; 

Tranfield et al., 2003). The "string" search approach is appropriate for focusing on published 

scholarly work. The authors evaluate the "social scientific" contributions to the topic during 

the exponential production of credit rationing literature. In order to obtain the necessary 

papers, authors will use a "keyword search" to systematically go through journals, databases, 

and search engines. Various distinct stages were done following accepted methodologies to 

discover, sort, and sift through the relevant literature (Tranfield et al., 2003).  
 

 The initial phase was developing the most fruitful string of keywords that could be used 

consistently across many web resources. Multiple strings were preliminarily evaluated in 

Google Scholar using various synonyms and search operators. They were ranked according to 

the frequency and relevance of search hits they produced before being finalized. The term 

"credit rationing" was selected as an umbrella term to ensure that other lendings or rationing 

results were not inflated by mistake due to the search. In the end, the most productive string 

was formed, which was employed in this systematic review: (credit rationing and SMEs) OR 

(Credit rationing and small-medium enterprises) depending on the situation. 
 

 Second, the collecting process consisted in searching for the selected string of keywords in 

the following databases: Elsevier, Taylor and Francis, EBSCO, Sage, ProQuest, JSTOR, 

Wiley Online Library and science direct. This collection of the most widely used datasets 

enables easy navigation between the various social science areas that research credit rationing. 

Because of the subject's broad theoretical foundation, searching databases was preferred 

above other search methodologies. Articles were chosen based on an examination of the titles 

and abstracts of the articles. A "snowballing" sample procedure was used to ensure that all 

bases were covered, which evaluated prospective sources from the bibliography of relevant 

texts (Patton, 2014). By looking through cited publications and bibliographies, the authors 

were able to identify forward and backward citation identification methodologies (Webster & 

Watson, 2002). 
 

 The third step, in which researchers sorted the literature, assessed the primary pool of 

articles for inclusions and exclusions criteria. A sorting process was employed to examine the 

titles, abstracts, and a brief perusal of pertinent sections. Two hundred two (202) papers from 

academic journals were included in the primary pool. A total of 85 articles (N = 85) were 

included in the final pool of coded literature once the sorting process was completed. The 

criteria for exclusion and inclusion of articles are based on theoretical articles that contribute 

to the theory development and based on the empirical papers in which credit rationing is 

employed as a dependent and independent variable. The data gathering took place between 

March and July of 2021. All previously published articles were taken into consideration up to 

that point. 
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Figure 1: Flow Chart of Systematic Literature Review Process 

 

1. There are 38 articles from the narrowed down list which describe the theoretical 

perspective of credit rationing: 
 

S# Name of Authors Article Title Year 

1. 1 Donald R. Hodgman “Credit Risk and Credit Rationing” 1960 

Findings: The credit rationing approach is described in this article when lenders 

refuse to extend extra cash to borrowers at the present market rate of interest. The 

influence of credit risk on loan repayment and the ramifications for lender behaviour 

and borrowers' access to credit. The central bank's authority. 

2. 1 Dwight M. Jaffe and 

Thomas Russell 

“Imperfect Information, Uncertainty, and 

Credit Rationing” 

1976 

Findings: The functioning of a credit market in which debtors have more knowledge 

about the possibility of default than lenders has been studied in this research. We 

have seen that no one will default if the market can find a stable level in which people 

are rationed in the amount of money they can receive. However, the market may 

swing unsteady, with lenders entering and profiting in the short term but being forced 

in the long run. 

Articles identified through 

goggle scholar (n=336) 

Articles identified through 

other data bases (n=102) 

Total numbers of articles 

(n=438) 

Total number of hits through 

goggle scholar and snowball 

search (n=449) 

Articles excluded  

after reading = (117) 

Remaining articles after 

removing duplications (n=332) 

Articles after Screening (202) 

Full Text Articles assessed 

for Eligibility = (n=85) 
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S# Name of Authors Article Title Year 

3. 1 Joseph E. Stiglitz and 

Andrew Weiss 

“Credit Rationing in Markets with Imperfect 

Information” 

1981 

Findings: The loan market is investigated for adverse selection and incentive effects 

in this paper. The models under consideration are based on two key assumptions: 

debtors have limited liability, and creditors cannot discriminate between different 

types of debt (projects). They show that only riskier borrowers will be prepared to 

borrow higher when a bank raises its interest rate. As a result, creditors may choose 

not to raise interest rates to reduce surplus demand, thereby producing a "credit 

rationing equilibrium." The authors also touch on the significance of collateral in 

credit rationing models of this type. They conclude that lenders may choose not to 

use capital requirements as a measure of lending restriction. Due to adverse incentive 

and choice effects, changes in collateral requirements, like increases in interest rates, 

may diminish the lender's projected return on loans. 

4. 1  James D. Hess “Imperfect Information and Credit 

Rationing” 

1984 

Findings: Jaffee and Russell (1976) established a loan-market model to describe 

credit rationing in a paper published in this Journal. They mistook competitive supply 

bends for zero profit curves, as will be demonstrated. The competitive model no 

longer conclusively proves that credit may be rationed profitably after this is fixed. 

5. 1 Donald Cox and Jullio 

Jappelli 

“Credit Rationing and Private Transfer 

Evidence From Survey Data”  

1990 

Findings: The authors discovered that personal transactions are primarily directed at 

consumers who are subject to credit rationing. However, even when private transfers 

are allowed, we find that many US consumers are cash-strapped. 

6. 1 David De Maze “Efficient Credit Rationing” 1990 

Findings: Credit rationing will be most severe on projects of intermediate-risk and 

will diminish the more costly it is for lenders to collect bad debt. There is no rationale 

for government action despite the common identification of credit restrictions 

resulting from capital market inefficiencies. 

7. 1 John Mccallum “Credit Rationing and Monetary 

Transmission Mechanism” 

1991 

Findings: The postwar experience in the United States provides solid and robust 

evidence that the output impacts of money shocks are roughly twice as significant 

when current monetary policy is "tight" as when it is "loose." The findings indicate 

that a credit rationing system is in place and that it is crucial to accounting. 

8. 1 Stuart S. Rosenthal, John V. 

Duca Surat A and Gabriel 

“Credit Rationing and the Demand for 

Owner-occupied Housing” 

1991 

Findings: This study provides strong evidence that non-price financing terms have a 

binding effect on operator home demand. Furthermore, our findings imply that FHA 

financing mitigates some of these effects, compatible with Duca and Rosenthal's 

findings. It is important to note that the model we applied to arrive at our conclusions 

is based on lender worries about default risk. On the other hand, previous empirical 

studies of mortgage rationing have tended to focus on disintermediation. According 

to our results, mortgage rationing will continue to limit demand for owner-occupied 

houses. 
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S# Name of Authors Article Title Year 

9. 1 Thomas Piketty “The Dynamics of the Wealth Distribution 

and the interest Rate with Credit Rationing” 

1996 

Findings: The constant-returns accumulating model has no room for long-run 

growth. On the other hand, our long-run level impacts of short-run shocks might 

swiftly become long-run growth effects; this lends some logic to our framework for 

self-sustained growth. For example, suppose aggregate investment is positively 

related to long-run growth through some economy wide externality (as Romer (1986) 

suggests). In that case, the low-interest-rate, high-wealth-mobility steady-state will 

expand faster than the high-interest-rate, low-wealth-mobility steady-state." 

Countries with unequal income distributions would grow slower, given that national 

credit markets are poorly integrated because static distributions associated with 

higher rates are often more asymmetrical (the credit-constrained poor and the highly 

affluent accumulate more) (so that different countries can be indifferent steady-

states). 

10. 1 Bruno Biais Christain 

Gollier 

“Trade Credit and Credit Rationning” 1997 

Findings: Due to asymmetric knowledge between banks and enterprises, the findings 

demonstrate that trade credit can reduce back credit rationing. According to our 

findings, credit construction (small businesses during monetary contractions or 

businesses without a bank link) is more likely to rely on costlier trade credit. 

11. 1 Luigi Guiso “High Tech Firms and Credit Rationing” 1998 

Findings: This theory suggests that when a financial intermediary is confronted with 

a high-tech risk firm, information difficulties are more severe, and banks are more 

likely to deny credit to the most creative companies in the economy. 

12. 1 Parikshit Ghosh, Dilip 

Mookherjee and Debraj 

Ray 

“Credit Rationing In Developing Countries” 1999 

Findings: Despite their variations in detail, the two credit rationing theories 

discussed above are comparable in many ways. Higher repayment loads have a 

beneficial influence on default risk in both cases. As a result, reducing failure risks 

necessitates decreasing repayment loads. That is accomplished by reducing loan 

quantities below what borrowers want — a phenomenon is known as micro-credit 

rationing — and preventing interest rates from climbing to dangerously high levels, 

which can trigger macro-credit rationing when loanable funds are scarce. 

13. 1 Robert Cressy “Credit Rationing or Entrepreneurial Risk 

Aversion? An Alternative Explanation for the 

Evans and Jovanovic Finding” 

2000 

Findings: This was backed up by actual findings from several research (Evans and 

Jovanovic, 1989; Holtz-Eakin et al., 1994a,b; Xu, 1998). The findings have not been 

immune to econometric scrutiny (see Cressy, 1996). Their theoretical model's nature 

has gotten less attention (see, however, Xu, 1998). The current study focused on the 

latter issue and discovered that it could provide an alternative explanation for the E.J. 

finding to credit rationing. 
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S# Name of Authors Article Title Year 

14. 1 Martin Petrick “Empirical Measurement of Credit Rationing 

in Agriculture: A Methodological Survey” 

2005 

Findings: Six methodologies are utilized to measure credit rationing in agriculture in 

this article. All of the ways provide distinct outcomes. Except for the first strategy, all 

strategies examined might be used empirically to detect credit rationing. And the 

more sophisticated the macro-econometric analysis approach, the more economically 

significant the conclusions. 

15. 1 Kenneth Carling and 

Sofia Lundberg 

“Asymmetric Information and Distance an 

Empirical Assessment of Geographical Credit 

Rationing” 

2005 

Findings: The difficulty for the lending bank in determining the default probability 

of a borrowing firm increases with the distance to the firm according to a rising link 

between information asymmetry and geographic proximity. If this is the case, it will 

have ramifications for both banks and society. That could be a concern for society. If 

banks use geographical credit rationing, the supply of risk capital will be determined 

by the region's access to banks. 

16. 1 Leonardo Becchetti, 

Annalisa Castelli and 

Iftekhar Hasan 

“Investment–Cash Flow Sensitivities, Credit 

Rationing and Financing Constraints in Small 

and Medium-Sized Firms” 

2010 

Findings: In this work, we take advantage of the Capitalia Survey Database's 

possibility (the availability of qualitative survey data) to light this issue. First, we 

discover that typical credit risk measurements, along with "discrimination" variables, 

significantly impact the likelihood of self-declared credit rationing. Some of the a 

priori requirements are included in the later (size, age) 

17. 1 Kausik Chaudhuri and 

Mary Chemical  

“Credit Rationing in Rural Credit Markets 

Of India” 

2011 

Findings: The sample selectivity model is used to look at the loan sanctioning 

process as a two-stage process by financial companies. We employ an unordered 

choice model, especially a multinomial logit model, to represent the household's 

credit demand choice. Our findings show that rural households face significant credit 

constraints. 

18. 1 Rodrigo Canales and 

Ramana Nanda 

“A Darker Side to Decentralized Banks: 

Market power and Credit Rationing in SMEs 

Lending” 

2012 

Findings: The article uses loan-level data to investigate how a bank's management 

chart affects lending to small businesses. Small businesses and those with "soft 

information" get larger loans from decentralized banks, where branch managers have 

more power over lending decisions. Decentralised banks, on the other hand, are more 

sensitive to their competitive environment. When faced with competition, they are 

more likely to expand credit, while when they have market power, they are more 

likely to cherry-pick customers and restrict credit. In concentrated markets, this "dark 

side" of decentralized banks highlights the importance of local banking competition 

in determining which organizational structure provides better lending terms for small 

businesses. 
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S# Name of Authors Article Title Year 

19. 1 Annie Bellier, Wafa Sayeh 

and Stéphanie Serve 

“What Lies Behind Credit Rationing? A 

Survey of the Literature” 

2012 

Findings: The connections—and disconnections—between the C.R. theories and the 

empirical tests of C.R. ideas are explored in this review. In terms of empirical 

investigations, the disequilibrium theory, which is the earliest theory, remains highly 

relevant when it comes to measuring C.R. They looked at survey data development as 

a way to get a direct gauge of C.R. This direct measure is required to test the several 

forms of C.R. obtained from the microeconomic equilibrium C.R. theory, particularly 

Keeton's types (CR I and II), as well as Levenson and Willard's self C.R. 

20. 1 Helmut Bester “Screening vs Rationing in Credit Markets 

with Imperfect Information” 

2013 

Findings: This work aims to prove that in an equilibrium, no credit rationing will 

occur if banks compete by deciding on liquidity constraints and interest rates to 

screen investors' risk levels. The applicability of self-selection processes has been 

proved in this study under stronger assumptions than those of Stiglitz and Weiss. 

21. 1 Elizabeth Kremo and 

Patrick Sevestr 

“Did the Crisis Induce Credit Rationing for 

French SMEs?” 

2013 

Findings: We examine whether the observed credit evaluation over the recent period 

was "demand-driven" due to the decrease in businesses' activity and investment 

projects or was "supply-driven" due to the increase in firms' activity and investment 

projects in this study ", Banks are behaving more cautiously. Despite banks' cautious 

lending practice, our primary finding is that. Even after 2008, credit rationing has had 

little impact on SMEs. 

22. 1 Maximilian Von Ehrlich 

and Tobias Seidel 

“Regional Implications of Financial Market 

Development: Credit Rationing, Trade, and 

Location” 

2013 

Findings: This analysis combines industry-region heterogeneity in the regional 

concentration of economic activity with information on loan access and reliance on 

external finance to provide empirical evidence for this idea. According to estimates 

by researchers for 20 European nations and eleven sectors, financial market 

development alleviates the clustering of economic activity. 

23. 1 Maria Luisa Mancusi and 

Andrea Vezzulli 

“R&D and Credit Rationning in SMEs” 2014 

Findings: The purpose of this article is to examine the impact of loan rationing on 

SMEs' R&D investment. We make a two-fold contribution to the current literature. 

We revealed that the effects of credit rationing on the decision to invest in R&D and 

the quantity of the R&D investment (depending on the investment plan) are two 

distinct effects that should be assessed independently. Our data confirm the 

hypothesis that loan restriction affects both the likelihood of performing R&D and 

the amount of money spent on it. 

24. 1 Eric Bond, James R. 

Tybout and Hâle Utar 

“Credit Rationing, Risk Aversion, and 

Industrial Evolution in Developing Countries” 

2015 

Findings: Banks categories borrowers based on their perceived risk and use this 

information to create price and non-price lending terms. The goal of this study is to 

look into the issue of credit rationing from a Post-Keynesian perspective. 
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25. 1 Martin h. Wolfson “A Post-Keynesian Theory of Credit 

Rationing” 

2015 

Findings: Banks classify borrowers according to perceived risk and use these risk 
classifications to set both price and non-price lending terms. This paper aims to 
investigate the phenomenon of credit rationing from this broader Post-Keynesian 
perspective. 

26. 1 Luísa Farinha, 

Sónia Félix 

“Credit Rationing for Portuguese SMEs” 2015 

Findings: The findings imply that interest rates are a significant driver of SMEs' 
demand for bank loans and internal financing capability. On the other hand, credit 
supply is mainly determined by a company's ability to create cash flows and repay its 
loan and security. The model was calculated for the years 2010 to 2012. According to 
the findings, loan rationing impacted a significant number of Portuguese SMEs 
during this period. 

27. 1 Hye-Jin Cho “Economics of Regulation: Credit Rationing 

and Excess Liquidity” 

2016 

Findings: When examining the worldwide imbalance by excess liquidity level, the 
debate is whether financial institutions wish to maintain surplus reserves for 
precautionary purposes or expect a better return through risky activities. This study 
addresses two research questions: The first and most important topic is how to re-
identify a subject of excess reserves in excess liquidity after the financial crises of the 
early 1930s or 1970s in 2016. Second, the necessity for a new risk preference 
technique provides a valuable platform for testing cross-sectional data between 
economics and finance by using uncertainty theories, which is now the Machina's 
triangle (1982, 1987). 

28. 1 Jean Bonnet, Sylvie Cieply 

& Marcus Dejardin 

“Credit Rationing or Overlending? An 

Exploration into Financing Imperfection” 

2016 

Findings: Measuring credit rationing and overlending necessitates access to an 
extensive panel data set that includes all data on loan demand, bank credit decisions, 
and the borrower's fate. Credit rationing was not often applied among French new 
businesses, according to our findings. De Meza and Webb (1987) offer a scenario that 
appears to be a lot more realistic. That may look enticing, as it implies that banks will 
pursue a policy of minimizing loan demand rejection even if it means taking a higher 
share of risky risks. Bankers' decision-making and the worldwide efficiency of the 
credit market would both benefit from more critical data. However, gathering and 
processing data is a cost that bankers will only tolerate if the predicted return is (over-) 
compensated. 

29. 1 Kirschenmann, Karolin “Credit Rationing in Small Firm-Bank 

Relationships” 

2016 

Findings: I investigate credit rationing in small firm-bank partnerships using a 
unique data set of matched loan applications and contracts. By comparing a firm's 
requested loan amount to the bank's sanctioned amount, I can determine the degree of 
credit rationing. Credit rationing is more extensive for opaque firms than transparent 
firms at the start of their bank partnerships, and it reduces for both over time, as 
predicted by theory. After ruling out several other possibilities, the findings show that 
knowledge and incentive issues blame the observed credit rationing and its dynamics. 
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S# Name of Authors Article Title Year 

30. 1 Collins Asante-Addo, 

Jonathan Mockshell, 

Manfred Zeller, Khalid 

Siddig, Irene S. Egyir 

“Agricultural Credit Provision: What 

Determines Farmers' Participation and 

Credit Rationing?”  

2017 

Findings: The findings show that farm households participate in credit programmes 

because of better accessibility to savings services and agricultural loans; non-

participation in credit programmes is due to fear of loan default and a lack of savings. 

Farmers' engagement in loan schemes is also linked to their membership in farmer-

based organisations and the formal education of the household head. Farmers' 

chances of receiving rationed credit (i.e., their loan applications were either refused 

or the amount of credit they applied for was decreased) are less likely to be found 

among greater farmers and members of producer cooperatives. Farmer unions and 

savings clubs are examples of organisations. 

31. 1 Hengheng Lu, Kang Rong “Unbounded Returns and the Possibility of 

Credit Rationing: A Note on the Stiglitz–

Weiss and Arnold–Riley Models” 

2018 

Findings: Credit rationing may be explained correctly using the S.W. model. We find 

a loophole in A.R. by allowing unlimited returns on borrowers' projects, which is a 

condition that forbids but implicitly allows. When unbounded returns are allowed, we 

find that a lender's predicted revenue can be globally hump-shaped. That also means 

that the S.W. model can account for credit rationing in markets where investment 

returns are highly erratic. 

32. 1 Juha-Pekka Niinimäki “Collateral in Credit Rationing in Markets 

with Asymmetric Information” 

2018 

Findings: The research proposes new reasons for credit rationing. An increase in the 

collateral requirement may create unfavourable incentives. Two models are presented 

in the research. According to the first model, a borrower may be enticed to risk external 

collateral to resurrect a project's output. In the second model, the borrower may be 

induced to gamble with the collateral asset's value. In both models, the borrower's goal 

is to win the bet and save a portion of the collateral value. The collateral's negative 

incentive effects are avoided if the volume of collateral is little enough (the collateral 

plays a minor role) or large enough (the borrower suffers the expense of moral hazard). 

The models recommend a collateral policy in which collateral assets are sufficient to 

prevent collateral detrimental effects. To prevent the borrower from gambling with the 

collateral's value, the value of the collateral assets is fixed. 

33. 1 Frank Gyimah Sackey, 

Peter Nkrumah 

Amponsah 

“Gender Discrimination in Commercial 

Banks' Credit Markets in Ghana: A 

Decomposition and Counterfactual Analysis” 

2018 

Findings: The study found that the loan amount requested, years of expiration, asset 

value, profits, and business experience, education, obligor, and connection, sector, 

having non-mandatory savings, interest rates, age, and gender all have a significant 

impact on commercial banks' rationing behaviour in Ghana. 
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34. 1 Mehdi Beyhaghi, Fathali 

Firoozi, Abol Jalilvand, 

Laleh Samarbakhsh 

“Components of Credit Rationing” 2020 

Findings: This paper first provides a theoretical deconstruction of credit rationing by 

demonstrating that three forms of equilibrium credit rationing can arise in the 

presence of contract variability. It then uses micro-level data on small and medium-

sized firms collected by the European Central Bank from 2009 to 2019 to give 

empirical evidence on each of the three pricing forms. 

35. 1 Dan Bernhardt “Credit Rationing?” 2000 

Findings: According to an astute referee, the inefficient investment outcome is 

sensitive to the expected order of movements in the loan game. Consider the less 

natural timing scenario where the entrepreneur moves first and pledges to a capital 

level rather than a price taker on interest rates. Then lenders were supposed to 

compete for the best interest rates. The businessman would then analyses how the 

interest rate is affected by capital demands and determine the best capital level. To 

demonstrate this, consider how competition among lenders will drive them to provide 

interest rates with no projected profit for any given capital. 

36. 1 Kenneth N. Daniels, Irvin 

Morgan, Norris 

Larrymore 

“The Effect of Credit Rationing, 

Creditworthiness, and Commitments on 

Commercial Loan Pricing: Theory and 

Empirical Evidence” 

2020 

Findings: We find that bank loans are priced too low, contributing to their challenges 

in revenue protection, especially in recessions. The low price does not reflect 

underlying fundamentals. In effect, they are lending at a discount. These low-priced 

loans are mispriced for commensurate risk and even more so in economic downturns, 

as the base rates drop and default risks climb. Using spreads on non-commitment 

loans as a gauge, we find comparatively lower spreads on commitment loans in and 

around both recessions. 

37. 1 Yu-Lin Wang, Chien-Hui 

Lee, and Po-Sheng Ko 

“Do Loan Guarantees Alleviate Credit 

Rationing and Improve Economic Welfare?” 

2020 

Findings: According to the findings of this study, government loan assurances should 

be targeted at high-risk businesses. Government loans for high-risk businesses 

minimize collateral pledges in credit agreements, save social costs, and boost economic 

well-being. Government loan guarantees aimed at low-risk businesses degrade 

asymmetric information already present in the credit market, harming overall economic 

well-being. To distinguish themselves from high-risk businesses, low-risk entrepreneurs 

must promise greater collateral. The results correspond to the justification for loan 

guarantees, namely that they can reduce the amount of collateral required and that they 

are, in fact, a welfare-improving measure when targeted at riskier borrowers. 

38. 1 Noela Jepkemoi Bowen, 

Dr Elizabeth Nambuswa 

Makokha 

“Effects of Credit Information Sharing on the 

Performance of Savings and Credit 

Cooperative Societies in Kenya” 

2021 

Findings: According to the study, Saccos examine the applicant's repayment history 

before approving a loan. They work with credit reference bureaus to gain information 

on borrowers to reduce default risk. 
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2. There are 33 articles from the narrowed down list which describe the empirical 

articles on the SMEs, and credit rationing is used as a dependent variable: 
 

Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

1. 1 Michael R. Carter “Equilibrium Credit Rationing of Small 

Farm Agriculture” 

1988 

Findings: This paper contends that unrestricted, laissez-faire markets may 

potentially ration credit inequitably. A formal model that allows borrowers 

autonomy in a credit application and use shows that adverse incentive and selection 

factors can force banks to endogenously impose interest rate limitations and ration 

small farms out of the credit market. 

2. 1 Alec R. Levenson Kristen 

L. Willard 

“Do Firms Get the Financing They Want? 

Measuring Credit Rationing Experienced by 

Small Businesses in the U.S” 

2000 

Findings: According to the researchers, credit was rationed to a maximum of 6.36 

percent of businesses in the United States in 1987–88. That two-thirds of them, or 

4.22 percent of the total, were discouraged from applying because they expected to be 

turned down. A further 2.17 per cent had short-term delays in securing external 

financing. These businesses account for even smaller percentages of total G.D.P. The 

amount of genuine equilibrium credit rationing appears to be very restricted because 

these numbers cover both creditworthy and noncredit worthy enterprises. 

3. 1 Eric De Bodt, Frederic 

Lobez, Jean-Christophe 

Statnik 

“Credit Rationing, Customer Relationship 

and the Number of Banks An Empirical 

Analysis” 

2005 

Findings: According to the research, there is no single rule: it all relies on the degree 

of S.B.S. opacity and the type of bank with whom the S.B.S. is working. S.B.S. 

(small business) 

4. 1 Boris F. Blumberg Wilko 

A. Letterie 

“Business Starters and Credit Rationing” 2008 

Findings: This research explores whether entrepreneurs face credit rationing by 

examining which entrepreneurs apply for financing and which are turned down. The 

findings demonstrate that credit applications and approvals are driven by 

commitments, while the effects of signals are mixed. The data also imply that 

entrepreneurs have an excellent notion of whether or not their applications will be 

accepted. 

5. 1 D. Dohcheva “Credit Rationing in Agricultural Credit 

Markets in Bulgaria” 

2009 

Findings: Bulgaria, the agricultural credit market is characterized by a small overall 

quantity of bank credit and restricted credit accessibility. Banks respond to more 

significant information disadvantages, credit risk, and specific factors by imposing 

more stringent criteria on farmers, resulting in credit rationing. As a result, farmers 

are frequently required to acquire loans with greater collateral than other economic 

sectors. Although asymmetric information is not a factor in determining credit access 

in Bulgaria, we believe credit rationing to be inherent in the rural market due to 

persistent patterns of low agricultural profitability and insufficient equity for 
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Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

reinvestment. Together with the higher risk associated with agriculture, these 

tendencies predetermine credit rationing in rural markets to a greater extent. Banks 

view farming activities as having a higher risk and lower return than other sectors of 

the economy. The critical development issues include poor profitability and small-

scale farming, followed by inadequate and delayed agricultural reorganization 

throughout the transition phase. 

6. 1 Konstantinos Drakos, 

Nicholas Giannakopoulos 

“On the Determinants of Credit Rationing: 

Firm-Level Evidence from Transition 

Countries” 

2011 

Findings: Credit rationing is determined by various factors, including business size, 

profitability, sales growth, ownership type, legal status, sectoral heterogeneity, and 

the level of domestic credit in a particular country. 

7. 1 Ana Khndid, Reborto 

Ercegovac  

“Credit Rationing in Financial Distress 

SMEs: Croatia SMEs' Finance Approach” 

2011 

Findings: In comparison to large firms, SMEs consistently face higher borrowing 

rates, and this disparity widens in the aftermath and presence of a financial crisis. 

Credit spread, which is used as a proxy for borrowing costs, is statistically strongly 

influenced by a borrower's firm size, collateral, and internal credit rating. The size of 

the enterprise, on the other hand, demonstrated the greatest explanatory power. 

According to descriptive statistics, market cleansing of SMEs credit applications 

evolves at higher interest rates. 

8. 1 Fredj Fhima, Mohamed 

Bouabidi, 

“Credit Rationing in the Bank Credit 

Market: the Case of Tunisian SMEs” 

2011 

Findings: Based on a new panel data set of Tunisian SMEs, the estimation results 

reveal that credit rationing exists in the Tunisian bank credit market. Smaller 

enterprises, which are often more informationally opaque and lack assurances, are the 

most vulnerable to this problem. 

9. 1 Mahmoud Sami Nabi & 

Mohamed Osman 

Suliman 

“Credit Rationing, Interest Rates and Capital 

Accumulation” 

2011 

Findings: The credit rationing probability is identical to the interest rate factor's 

evolution (loan interest rate/depositing interest rate). However, simulations 

demonstrate that the evolution of the interest rate spread during the capital 

accumulation process is contingent upon the degree of enforcement cost. It confirms 

the theoretical findings on the evolution of the interest rate spread and its relationship 

to capital accumulation. 

10. 1 Paul Robson, Charles 

Akuetteh, Ian Stone, Paul 

Westhead and Mike 

Wright 

“Credit-Rationing and Entrepreneurial 

Experience: Evidence from a Resource Deficit 

Context” 

2012 

Findings: This article explores the effect of different entrepreneurial attributes on the 

likeliness of entrepreneurs becoming strictly credit rationed. Attributes like being 

innovative, longer business duration, habitual entrepreneurship were mainly 

considered in this study. Results showed that entrepreneurs with successful prior 
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Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

ownership experiences were less likely to be credit rationed. Also, the owners 

performing innovative activities in prior businesses are reported to be less credit 

rationed entrepreneurs. So the main finding is that experience in the field of 

entrepreneurship decreases the chance of resources deficiency. 

11. 1 Ashley Mutezo “Credit Rationing and Risk Management for 

SMEs: The Way Forward for South Africa” 

2013 

Findings: This was a discussion paper about how the lending risks are related to the 

credit rationing of SMEs. Factors that might cause credit rationing of SMEs that 

prominently include information asymmetry and credit position of the organisation 

are discussed. The results concluded that risk arises when the credit is extended 

towards new businesses, but risk income on these credits increases for the banks. So 

South African banks, in order to move forward, should find a balanced and safe way 

to reduce the financing constraint and increase the productivity of SMEs by providing 

resources. That will happen if Banks get in touch with the government to introduce 

favourable policies or reduce information asymmetry among all parties. 

12. 1 Ashley Mutezo “Credit Rationing and Risk Management for 

SMEs” 

2013 

Findings: With the implementation of new innovative tactics in SME bank lending, 

the conventional barriers to serving SME bank clients, such as low revenue per client, 

high risk of credit loss, and the requirement for physical presence to lend to SMEs, 

are no longer impediments. Credit rationing by commercial banks in South Africa 

may soon be a thing of the past, with greater penetration of the enormous number of 

unserved and underserved SMEs and increased adoption of more modern business 

models and higher revenue banking products. 

13. 1 Elizabeth Kremp, Patrick 

Sevestre 

“Did the Crisis Induce Credit Rationing for 

French SMEs?” 

2013 

Findings: According to the findings of this paper, despite the more stringent 

standards banks apply when giving credit, French SMEs do not appear to have been 

significantly impacted by credit rationing since 2008. This result contradicts the 

widely held belief that SMEs had significant credit constraints during the crisis. 

However, it is ideally consistent with the findings of other recent surveys on SMEs' 

access to finance conducted in France. 

14. 1 Scott Mccarthy, Barry 

Oliver, and Martie-Louise 

Verreynne 

“Bank Financing and Credit Rationing of 

Australian SMEs” 

2014 

Findings: The findings indicate that enterprises' perceptions of what is required do 

not correspond to the reality of rationing decisions taken by banks. 

15. 1 Stefano Cenni, Stefano 

Monferrà, Valentina 

Salotti, Marco Sangiorgi, 

Giuseppe Torluccio 

“Credit Rationing and Relationship Lending. 

Does Firm Size Matter?” 

2015 

Findings: The study demonstrates that rationing is affected by various characteristics 

of firm-bank connections and that the impacts of relationship lending on rationing 

varied for different firm size groups. Multiple banking raises the probability of 
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Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

rationing for both small and large businesses. Smaller firms benefit from debt 

concentration with the leading bank, whereas large companies suffer. The connection 

length with the leading bank reduces the probability of rationing for both categories, 

especially for large enterprises with greater bargaining power. Finally, as defined by 

the vicinity of the headquarters, the firm-bank geographic proximity does not affect 

the firm's access to credit. 

16. 1 Firafis Haile “Credit Rationing and Repayment 

Performance in the Case of Ambo Woreda 

Eshet Microfinance Institution” 

2016 

Findings: The study revealed that the general repayment performance of the borrowers, 

as well as the screening technique used by the institution to ration loans to its clients, 

were both sound. Similarly, it was discovered that the credit scheme positively 

impacted the borrowers' wages, access to education, access to health care, and 

nutritional status. Female borrowers, on the other hand, have performed better in terms 

of loan repayment than their male counterparts, according to this study. However, we 

have seen that the number of women served, particularly in the district's rural areas, is 

very small. Furthermore, the researcher discovered that only four of the eight important 

variables in the loan repayment equation were also significant in the study. 

17. 1 Collins Asante-Addo, 

Jonathan Mockshell, 

Manfred Zeller, Khalid 

Siddig and Irene S. Egyir 

“Agricultural Credit Provision: What 

Determines Farmers' Participation and 

Credit Rationing?” 

2016 

Findings: The findings show that farm households participate in credit programmes 

due to better savings and agricultural loans. Non-participation in credit programmes 

is due to a fear of loan default and a lack of savings. Furthermore, farmer engagement 

in loan programmes is favourably associated with membership in farmer-based 

organisations (FBOs) and the formal education of the household head. Higher-income 

farmers and members of FBOs such as farmer cooperatives and savings clubs are less 

likely to have credit rationed (i.e., their loan applications were either refused or the 

amount of credit they applied for was decreased). 

18. 1  Michael Demoussis, 

Konstantinos Drakos And 

Nicholas Giannakopoulos  

“The Impact of Sovereign Ratings on 

Eurozone SMEs' Credit Rationing” 

2017 

Findings: There is a negative correlation between sovereign creditworthiness and 

credit rationing, but credit rationing differs significantly even across countries with 

the best national debt. Credit rationing is less severe in high-quality sovereigns and 

more severe in sovereigns on the verge of default. These findings hold when essential 

firm factors (e.g., financial status, firm age and size, sector of economic activity, etc.) 

are considered. That demonstrates a strong link between sovereign debt risk and local 

credit market results. 

19. 1 Daniel Domeher, Godwin 

Musah and Kwasi Poku 

“Micro Determinants of the Extent of Credit 

Rationing Amongst SMEs in Ghana” 

2017 

Findings: Among other things, the study demonstrates the existence of credit 

rationing in the SMEs sector. It also demonstrated that the degree to which SMEs are 
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Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

rationed varies and that these variations are determined by the qualities of the SMEs 

owner and the firm's characteristics. 

20. 1 Luis Diaz-Serrano and 

Frank G. Sackey 

“Microfinance and Credit Rationing: Does 

the Microfinance Type Matter?” 

2017 

Findings: We argue that credit rationing exists in the microfinance market and that 

rationing behaviour is affected by individual microfinance enterprises rather than 

microfinance types. Our findings also confirm what is seen in developing-country 

microfinance markets, where rationing is affected by individual, firm, and loan 

characteristics. 

21. 1 Yao-Tung Chen, Ker-Tah 

Hsu, Ming-Sung Kao and 

Yuh-Yao Lin 

“The Choice between Civil Service and 

Entrepreneurship in the Presence of Credit 

Rationing” 

2017 

Findings: It has been discovered that if the well-being of the civil servant is not too 

high, an improvement in the financial environment will minimize the cost of rent-

seeking. 

22. 1 Yasir Mehmood, Kong 

rong, Muhammad Khalid 

Bashir and Muhammad 

Arshad 

“Does Partial Quantity Rationing of Credit 

Affect the Technical efficiency of Dairy 

Farmers in Punjab, Pakistan? An Application 

of Stochastic Frontier Analysis” 

2017 

Findings: The results revealed that the household head's educational level and cross-

breed and imported cattle were all examined. Electric chaff cutters, followed by 

various sources of income, had a considerable positive impact on technical efficiency. 

The analysis of our main factors interstate on the principal amount and partial 

quantity rationing of loan, on the other hand, had considerable negative effects on the 

technical efficiency of dairy farmers in selected districts of Pakistan's Punjab 

Province. 

23. 1 Changbing Yang, Mu 

Zhang and Junmeng Lu 

“Research on the SME's Collateral Credit 

Rationing under Loan Risk Compensation 

Mechanism” 

2018 

Findings: The function of loan risk compensation in the collateral credit rationing 

model is discussed in this study. According to this article, when a bank has interest 

and collateral requirements, adding the loan risk subsidy variable to the above model 

results in a reduction in the bank's collateral requirements for the enterprise; thus, the 

author concludes that loan risk compensation can effectively alleviate credit rationing 

faced by enterprises. 

24. 1 Giovanni Ferri, Pierluigi 

Murrob and Marco Pini 

“Credit Rationing and the Relationship 

between Family Businesses and Banks in 

Italy” 

2018 

Findings: Two factors contribute to the importance of our research question. First, 

family enterprises form the backbone of Italy's productive system, employing more 

than 70% of the workforce in industry and services. Second, due to the stress caused 

by the prolonged macroeconomic crisis and recession, Italy's banking system has 

increased credit rationing, which may have had a more significant impact on opaque 

enterprises, such as F.B.s. 
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Dependent: Credit Rationing 

S# Name of Authors Article Title Year 

25. 1 Aymen Smondel “SMEs' Soft Information and Credit 

Rationing in France” 

2018 

Findings: This work intends to show the positive role of soft information in reducing 

credit rationing. The analysis is predicated on the assumption that credit decisions are 

made in two steps: If credit is awarded, the share that will be granted must be 

determined. The findings demonstrate the importance of soft information in reducing 

rationing and the actual rationing rate. The relationship between banks and SMEs, 

their characteristics, and the amount requested demonstrate critical for eliminating 

rationing. Rationing is reduced due to the duration, which is considered a positive 

measure of the strength of the bank-SME relationship. The same effect is seen for 

firm size (characteristic of SMEs) and credit maturity requested (credit 

characteristics). 

26. 1 Andrea Mc Namara, 

Sheila O'donohoe and 

Pierluigi Murro 

“Credit Rationing in European SMEs and 

their Lending Infrastructure” 

2018 

Findings: It investigates the impact of a country's leading infrastructure on credit 

rationing among European SMEs. According to the findings, SMEs is more likely to 

be credit-rated in countries with less credit information sharing, more robust legal 

protections, inefficient court systems, and efficient bankruptcy systems. While results 

about the information and judicial environment support the study's hypotheses, the 

legal and bankruptcy environment results are unexpected. Interestingly, our 

interactive variable, legal recovery, is in line with our expectations. In countries with 

lower legal rights and a less efficient bankruptcy environment, SMEs are more likely 

to be credit rationed. 

27. 1 Yuhuan Jin and Sheng 

Zhang  

“Credit Rationing in Small and Micro 

Enterprises: A Theoretical Analysis” 

2019 

Findings: According to the findings of this paper, the main reason SMEs have a 

more challenging time obtaining credit funds in the formal credit market is that they 

are unable to transmit their risk levels before applying for the loan because their 

initial asset size is typically below the critical collateral value. Laon to banks results 

in higher expenses for banks because their loan size is often the minimum loan size. 

28. 1 Yusuf Ibrahim Kofarmata 

and Abubakar Hamid 

Danlami 

“Determinants of Credit Rationing among 

Rural Farmers in Developing Areas” 

2019 

Findings: According to these findings, farmers who generate a consistent profit from 

their farming endeavours appear to be related to loan-size rationed and satisfied 

borrowers rather than credit-constrained borrowers. 

29. 1 Giovanni Ferri, Pierluigi 

Murro, Valentina Peruzzi, 

Zeno Rotondi 

“Bank Lending Technologies and Credit 

Availability in Europe: What Can We Learn 

from the Crisis?”  

2019 

Findings: The authors discovered that using transactional lending technologies 

enhanced the probability of credit rationing. 
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S# Name of Authors Article Title Year 

30. 1 Andrea Mc Namara, 

Sheila O'donohoe and 

Pierluigi Murro 

“Lending Infrastructure and Credit 

Rationing of European SMEs” 

2019 

Findings: The authors show support for the role of a country's judicial, insolvency, 

and social environments in determining SMEs credit rationing, which is resistant to 

various measures of the lending infrastructure. 

31. 1 Pierluigi Murro and 

Valentina Peruzzi 

“Family Firms and Access to Credit. Is 

Family Ownership Beneficial?” 

2019 

Findings: This conclusion is resistant to various definitions of family ownership and 

estimating methodologies, which partially account for endogeneity issues. We also 

looked into the factors that influence the family ownership credit rationing link. 

32. 1 Cao Van Hon and Le 

Khuong Ninh 

“Impact of Credit Rationing on Capital 

Allocated to Inputs Used by Rice Farmers in 

the Mekong River Delta, Vietnam” 

2020 

Findings: According to propensity score matching (P.S.M.) with probit regression, 

land value, income, education, gender of household head, and geographic distance to 

the nearest credit institution all affect the degree of credit rationing faced by rice 

farmers. Step 2 of the P.S.M. estimator shows that when credit rationing is reduced, 

capital allocated to inputs like fertilizer and hired labour increases. In contrast, credit 

rationing does not allow capital allocated to seed and pesticides because rice farmers 

use these inputs regardless of effectiveness. 

33. 1 Jian Yu and Jiasha Fu “Credit Rationing, Innovation, and 

Productivity: Evidence from Small- and 

Medium-Sized Enterprises in China” 

2021 

Findings: Few studies have looked at the relationships between loan rationing, 

innovation, and firm productivity in emerging countries' small and medium 

enterprises. This study addresses this research gap by explicitly measuring credit 

rationing using a unique monthly dataset of 13,656 Chinese companies from January 

2015 to December 2017. It examines how firm productivity responds to credit 

rationing. The study discovers that weak and robust credit rationing has a detrimental 

effect on company productivity via innovation. Additionally, the study discovers that 

credit rationing has a more pronounced negative effect on enterprises that lack real 

estate investment or have a lower investment willingness. 

 

3. There are 11 articles from the narrowed down list which describe the empirical 

articles on the SMEs, and credit rationing is used as an independent variable: 
 

Independent Variables: Credit Rationing 

S# Name of Authors Article Title Year 

1. 1 Simon C. Paker “Do Banks Ration Credit to New 

Enterprises? Moreover, Should Governments 

Intervene?” 

2002 

Findings: This study provides an overview of recent theory and empirical studies of 

credit rationing, and it concludes that the argument for credit rationing is weak. 
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2. 1 Tensie Steijvers “Existence of Credit Rationing for SME's in 

the Belgian Corporate Bank Loan Market” 

2008 

Findings: The study's distinctive aspect is that the model used is a disequilibrium 

model, which allows for credit rationing. Furthermore, companies are endogenously 

categorized as rationed or non-rationed in terms of credit. There is no need to 

separate the two categories ex-ante so that businesses can flip between them from 

year to year. 

3. 1 Francis Nathan Okurut; 

Yinusa Olalekan and 

Kagiso Mangadi 

“credit Rationing and SME Development in 

Botswana: Implications for Economic 

Diversification” 

2011 

Findings: The study's findings imply that small and medium-sized enterprises are 

less likely to be subjected to credit rationing by banks because of their experience. 

SMEs' ability to maintain appropriate financial statements, the performance of their 

bank accounts with the banks, and their ability to generate profits are all factors that 

influence their bank's experience with SMEs. 

4. 1 Rui Li, Qinghai Li, 

Shaoan Huang and Xi 

Zhu 

“The Credit Rationing of Chinese Rural 

Households and Its Welfare Loss: An 

Investigation based on Panel Data” 

2013 

Findings: This paper revealed that rationing was observed in the credit markets of 

61.5% of Chinese rural families, with 52.0% rationed totally and 9.5% rationed 

partially. These rural households in China also suffered a 15.7 percent decrease in 

net income and an 18.2 percent decrease in consumption spending due to the credit 

rationing they experienced. 

5. 1 Maria Luisa Mancusi and 

Andrea Vezzull 

“R&D and Credit Rationing in SMEs” 2014 

Findings: The findings support the theory that credit rationing lowers the chance of 

research and development and the amount of money spent on it. As a result of credit 

rationing, a percentage decrease in R&D investment is measured and divided into 

two parts: the first is related to a lower chance of participating in R&D (the R&D 

participation choice), and the second is due to a lower amount of investment, which 

is contingent on the R&D participation choice. This conclusion implies that credit 

rationing is more likely to discourage new R&D investment than cut existing R&D 

project investment expenditures, as previously stated. 

6. 1 Karolin Kirschenmann “Credit Rationing in Small Firm-Bank 

Relationships” 

2016 

Findings: The findings of the research paper give definite evidence of the 

occurrence of loan size rationing and its magnitude and evolution throughout 

recurrent encounters between small businesses and their bank, according to the 

authors. The data set structure also reveals the underlying dynamic of demand and 

supply patterns and the relationship between these patterns and the observed degree 

of credit rationing (or rationing). 
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Independent Variables: Credit Rationing 

S# Name of Authors Article Title Year 

7. 1  Yousaf Ibrahim 

Kofarmata, Abubakar 

Hamid Danlami 

“Determinants of Credit Rationing among 

Rural Farmers in Developing Areas: 

Empirical Evidence based on Micro-Level 

Data” 

2019 

Findings: In this research, a considerable influence on credit rationing is found in 

the discrete choice model for farmers involved in subsistence farming or commerce, 

with the highest impact finding on-farm profit and farmers' location. 

8. 1 Benjiang Ma, Zhongmin 

Zhou and Xiaohong Chen 

“Financing Difficulties for SMEs and Credit 

Rationing – An Expanded Model of Mortgage 

Loans with Asymmetric Information” 

2019 

Findings: The article appraises that when analyzing credit rationing and SMEs' loan 

difficulty in the context of asymmetric information in the credit market, the model 

framework developed in this article takes into account project risk, total investment, 

lending rate, asset mortgage, enterprise's self-financing, and other essential variables 

that influence the success of investment projects. 

9. 1 Philippe Adairb, 

Mohamed Adaskouc 

“Credit Rationing and Mature French SMEs: 

A Disequilibrium Model” 

2020 

Findings: A balanced panel of 2,370 French small and medium-sized enterprises 

(SMEs) was used to investigate the factors of loan rationing between 2002 and 2010. 

The proportion of rationed SMEs was examined for the first time across nine years, 

with particular attention paid to the impact of the 2008 recession. The authors 

employed a simultaneous disequilibrium model that considers credit rationing while 

also providing an endogenous classification of rationed and non-rationed companies, 

which the authors developed. 

10. 1 Rients Galema   “Credit Rationing in P2P Lending to SMEs: 

Do Lender-Borrower Relationships Matter?”  

2020 

Findings: According to the findings, P2P investors are more likely to invest in loans 

made to borrowers with whom they are personally acquainted. Investors who make a 

larger initial investment and are familiar with the borrower are more likely to acquire 

a second loan from the P2P lender, as are larger investments by other P2P investors 

and fewer defaults after the loan has been made. 

11. 1 Dong Cheng, Yong Tan 

and Jian Yu 

“Credit Rationing and Firm Exports: 

Microeconomic Evidence from Small and 

Medium-Sized Enterprises in China” 

2021 

Findings: This article uses an instrumental variable at the county level to cross-

validate estimate results based on firm-level instruments. It is also possible to use 

this firm-level instrument to efficiently limit the danger of weak instruments and 

avoid the accumulation of standard errors. It is divided into four variables: exports, 

credit rationing, control variables, and instruments. 
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DISCUSSION 
 

 From the perspective of the neoclassical economic theory, according to Hubbard 

(1995), the lenders and borrowers have the same or equal contact and access to 

information about the risk and return and incur no transaction cost. If the market has no 

cost and the constrain sustained with the transaction in any credit market, then the credit 

market will be the frictionless market. 
 

 Crotty (1993) gave the concept of rational choice, termed the neoclassical theory of 

rational choice. It states the bankers keep information on all the choices and actions of 

competitors and their effects on the market outcome. The decisions of both borrowers and 

lenders are not affected by the capital structure of markets in the perfect and frictionless 

markets (Modigliani & Miller, 1958). Hubbard (1995) termed this as structure 

irrelevance. In such a case, the price adjustment mechanism is used to attain equilibrium 

in the credit market. Price adjustment means that the role of interest rate is always 

adjusted upward. This mechanism works in a method that claims; if there is a higher 

demand for a loan than the supply, the interest rate will be adjusted upward. This upward 

demand will cause the credit demand to fall, and the equilibrium will be changed at a new 

interest rate which will be termed as equilibrium rate of interest (Cowling, 2010; Stiglitz 

& Weiss, 1981). 
 

 According to the frictionless and perfect credit market, the loan deal between 

creditors and lenders may occur if the bank increases bank loans or the borrowers' 

demand for the credit is reduced. If these conditions are fulfilled, there will be no credit 

rationing, and the need for credit of borrowers will also be fulfilled (Cowling, 2010; 

Stiglitz & Weiss, 1981). The neoclassical theory of a market with perfect and frictionless 

properties has many limitations. The assumption that the neoclassical theory has provided 

are baseless, which are proved by many studies prove them true, and there is no evidence 

to prove them true (Crotty, 1993). Stiglitz and Weiss (1981) proved them baseless and 

gave a new credit rationing model, an extraordinary standpoint of the new Keynesian 

model.  
 

 The new Keynesian theory states that credit markets are not perfect because of this 

unavoidable yet challenging information asymmetry at borrowers' side. Because of this 

information asymmetry, lenders cannot make a good lending decision. During a loan 

process, the creditors see the interest rate and the risk associated with the money. The 

borrower is interested in obtaining a loan should have secretive information about the 

hazard and return of the scheme on which the money is being invested that is not in 

knowledge of the lenders (Crotty, 1996; Ekpu, 2016; Janda, 2006).  
 

 Due to information asymmetry between lenders and borrowers, the adverse selection 

problem and moral hazard difficulties develop. To make up for the possibility of default 

which occurs by information asymmetry, the lenders change the interest rate. The rate of 

interest shows the default risk of the borrowers. Increased default risks and higher agency 

costs are compensated by using higher interest rates. Therefore, with the increase in 

borrowers' default risk, the interest rate which the lenders charge will also increase. If the 

higher interest rate can compensate high-risk borrowers, then why credit rationing exists? 

It can be said that the probability of loan repayment has a direct relation with expected 

returns. In other words, we can say that that loan will be offered to those borrowers by 
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whom the probability of loan repayment is higher (Fioretti, 2005). With the increase in 

interest rate, the bank's return will higher slower than the rate of interest as the higher 

chance of risk is linked with borrowers and greater interest rate. 
 

 The reluctance of lenders to give loans to some creditors has high default risk due to 

which the expected returns are reduced. The question that resonates here is what will 

happen if the borrowers are willing to pay a high interest rate to recompense the risk of 

default. Stiglitz and Weiss (1981) stated that lenders are not eager to offer few creditors 

even if they accept high interest rates. This is not just because of the high interest rate that 

shows an increased risk of default, but also the high-interest rate can change the attitude 

of borrowers after the loan contract. This means that a higher interest rate can incentivize 

borrowers to shift their funds to the riskier project than previously stated in the loan 

contract. It may earn a lesser chance of success, yet it may avail the higher possible return 

if successful, which will help recompense increased finance costs (Hall, 2001). This can 

be more significant than the risk of default. Such creditors pay high-interest rates to 

become riskier because of a low probability of loan repayment (Ekpu, 2016). It is also 

known as a moral hazard or incentive dilemma because the borrowers have access to 

confidential information from the lender (Ekpu, 2016). 
 

 To overcome the adverse selection risk while approving loans, the lenders use interest 

rates. The adverse selection risk is caused by information asymmetry between lenders 

and creditors. It also considers that interest rate can be an incentive for borrowers to take 

the greater jeopardy of investment than initially agreed in the contract, increasing the risk 

of default. The new Keynesian theory assumes that the bank's returns depend on the 

possibility of repayment of the loan. If the default risk is high, the bank returns will 

decrease. Therefore, the banks are not ready to provide loans to the borrowers whose risk 

of default is beyond the optimal level, and the borrowers are credit rationed. 
 

 The borrowers are also uncertain about the insecurity and the returns of investment 

schemes. New Keynesian theory ignored such facts. The post-Keynesian theory considers 

that the borrowers and lenders do not keep complete information about the returns and 

the risk of the scheme on which the loan amount is being invested (Ekpu, 2016). 
 

 According to post-Keynesian theory, information asymmetry is unimportant because 

borrowers like lenders lack explicit knowledge and are uncertain about the rewards and 

hazards of the project in which the loan money is invested. This idea contradicts the new 

Keynesian theory, which claims that only lenders are concerned about the riskiness of 

borrowers. Supporters of the post-Keynesian theory argue that borrowers and lenders are 

uncertain about the scheme's risk and returns (Ramskogler, 2011). 
 

 The Post-Keynesian theory complements the New Keynesian theory in explaining 

credit rationing by taking into account the influence of changes in the macroeconomic 

environment on the credibility of creditors. According to post-Keynesian theory, the 

lenders consider the creditworthiness of borrowers by seeing the borrower's past financial 

history and loan repayment history and taking the macroeconomic situations into account 

(Ekpu, 2016). 
 

 According to post-Keynesian theory, the economic environment has an impact on 

credit rationing. The new investment's economic environment may differ from the old 
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one (Wolfson, 1996). Henceforth, the post-Keynesian theory advocates also show that 

borrowers and lenders can have different anticipation about the upcoming outcome and 

risk; hence, asymmetry can happen (Ramskogler, 2011). 
 

 The borrowers are more optimistic than lenders about the investment project. The 

lenders are supposed to be more risk-averse in such situations. The lender will provide 

loans to creditors who are creditworthy. Lenders continuously check borrower's financial 

position and make alternations in their valuation of lending risk. 
 

 The drawback of the post-Keynesian theorist is that they ignore the individual's 

cognitive process and decision-making paradigm. Whether to ration out the loan 

application file or not also depends upon the lending officer's cognitive factors. It is 

theoretically possible that the loan officer may be inclined towards one social or religious 

group and might be against the other group and may implement the rationed loan 

application of that group. 
 

 This situation might lead to the lending officer's prejudiced behaviour towards the 

out-group people or the minority borrowers. The pictorial diagram of the proposed 

theoretical model is as follows: 

 

 

Figure 2: Proposed Model of Credit Rationing 
 

CONCLUSION 
 

 The purpose of this research is to extensively search in the domain of credit rationing, 

its various definitions, and various empirical and practical implications through the lens 

of SMEs and propose a conceptual model to better understand credit rationing. The 

journey starts from the credit market equilibrium from the neo-classical economist and 

then the problem of information asymmetry from the new Keynesian economists. The 

last is the macroeconomic environment in which a business operates from the post-

Keynesian economist perspective. 
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 However, another perspective of the credit rationing needs to be understood in the 

context of the lending officer's prejudiced behaviour, screening out or taking an excuse of 

the rationing to justify the total rejection or partially allowed amount, which is not 

catering the needs of the entrepreneur. Credit rationing can also be understood as 

discrimination against specific classes of borrowers, which arises because of asymmetric 

information that lenders face due to which lenders are unable to distinguish between the 

creditworthy borrower and non-credit worthy borrowers (Bester, 1987; Jaffee & Russell, 

1976; Stiglitz & Weiss, 1981). Discrimination can occur based on gender, nationality, 

ethnicity, race, colour, age etc.  
 

 Discriminations add further to the worsening situation of credit rationing 

victimization of small and medium size enterprises. As the policy of credit rationing at its 

pragmatism is not all inclusive; that is to say that, not all are suffering from the policy as 

equals. For the obvious reason that some get the privilege to be counted as sacred ones, 

are granted loans, many at the same time are ignored, rejected and underestimated. The 

situation stems from the narrative of biases, nepotism, racial profiling, power abuse, ill 

treatment and bogus use of personal relationships. 
 

 Credit rationing ignores the necessary inclusion through its exclusivity powers. As 

granting some people the loans on the basis of P.R., nepotism or other corrupt means 

destroys and distorts the ground for inclusivity where all are equals, and it necessitate 

exclusivity by favoring some and rejecting others. Power full enterprises use their links, 

business connections, P.R. at banking level and their monetary power to malign the 

credibility and just service of credit rationing. It should be based on first come first serve 

basis or it should ensure the intentional attitudes to be uprooted first for the better and 

justified service provision. Proper institutional reforms must be settled to address this 

unsettling yet ubiquitous issue of biased loaning tactics, otherwise this unresolved 

dilemma would become more and more persistent ad it will weaken the already socially, 

morally and institutionally shallow system of credit rationing. Credit provisions are 

purposive of providing monetary support to those in need. It at first place proclaims to 

create easements for the initiation of SMEs's, but in its practicality, discrimination has 

dilapidated the basic purpose of credit provisions. 
 

 Discriminations add further to the worsening situation of credit rationing 

victimization of small and medium-sized firms. As the policy of credit rationing at its 

pragmatism is not all-inclusive, moreover, that is to say not all are suffering from the 

policy as equals. For the apparent reason that some get the privilege to be counted as 

sacred ones, are granted loans, many at the same time are ignored, rejected, and 

underestimated. The situation stems from the narrative of biases, nepotism, racial 

profiling, power abuse, ill-treatment, and bogus use of personal relationships. 
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