Core Mechanism

“Dilutive FInancing” | s wonperiosseus

A project matures at the end, with payoff v
Requires a unit input per period, v > 2
- Two outsiders, one per period, can produce
- Nash bargaining splits surplus by (6,1 — 6)
Storage of input has a marginal carry cost

Financial slack’ is firms’
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cushion In large excess of investment needs &

Funding cushion (h) : Strengthens firms’ [BINETEIENEIETeH at bargaining

- Gives firms time to find alternative financiers betfore bankruptcy

- Better SIS SIS > Less surplus from financing = Less [[EASEERGE
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