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Abstract

We construct a parsimonious two period model of revolving credit with asymmetric information and

adverse selection. In the second period, lenders are able to exploit an informational advantage with

respect to their own customers. These prospective rents induce lenders to compete to attract cus-

tomers in the first period. Lenders re-price accounts in the second period, depending on changes in

the apparent credit quality of the consumer and other shocks. We derive a number of comparative

static results to illustrate the informational advantage the current lender enjoys relative to its competi-

tors and the consequences for interest rates and credit supply. We are able to model the equilibrium

effect of limiting re-pricing of accounts via regulations similar to the ones imposed under the 2009

CARD Act. The model suggests some promising identification approaches to quantify empirically

the effects of the CARD Act.
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