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Abstract

As the debt overhang problem manifests itself, what positive contributions can public
financial institutions make? This study analyzes the issue by focusing on an
intensifying competition among financial institutions. It became apparent that welfare
improved as the accommodations of funds to enterprises that failed in projects were
reduced by public financial institutions, while welfare improved as the loans to
businesses that succeeded in projects were increased by public financial institutions
with loans to firms that failed in projects being reduced by public financial institutions

simultaneously.
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