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Are firms and bouseholds consmamed in the use of a productve mput”™ Theoretical
approaches to this queston racgs from sxogznously imposad credit allocaton males to
endpgenons market failares stemmims from some sort of kmited-commitment ar
maral-hazard problem However, when testing for constaints, ressarchers often simply
sk firms ar bousehalds if they would wish to bommow more af the current interest rate
mmd‘ior test for suboptimal use of inputs in production fimctions relative to a
full-mformation, full-commitment bepchmark We demonstrate that if cedit s part ofa
pmuch larger information-constrained (or limited-commitment} incentive schems, then
ioput use may very well be distorted away from the first-best. Further, housebolds and
firms, in certam well-defined circumsiances, may, at the true miaTest Taie o oOpPOTRITY
cost of credit, desire 1o bormow more (o7 less) than the assizned level of credit. In other,
more constramed, conmciual repmmes, finms and hmesehalds would say that they do not
want 1o bomow more (or less), at these regimes are decidedly suboptimal. although the
mapmitude of the loss does depend on parameter vahses. We conclode with empimical
methods that, m princple, could allow researchers armed with enpugh data to estimate
‘paramet=rs and distmzuish razimes. Fesaarchers then could se2 if finms and househalds
mre truly constrained and, if so, what the welfare loss might be.



