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What Type of Loan Structure is Optimal for Both Bank and the
Company with Loan Structure Type Dependent Default Probability?

TATSUNORI YAMADAt ,KOICHI MIYAZAKIt and SATOSHI NOMURA'

This paper provides the model to decide the optimal loan structure and the loan interest
rate for both bank and the company with loan-structure-type dependent default probability.
The optimal loan structure and the loan interest rate is derived based on Pareto-optimality
in the sum of expected profit rate of the bank and the company and optimality in the banks’
expected profit rate after adjusting the probability in occurrence of the loan. By way of the
numerical examples, the optimal loan structure and the loan interest rate is illustrated.
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1) Miyazaki, K. and Tsubaki,H.:Comparison of
JGB and Bank debenture credit spread mod-
els,Journal of Fized Income, Vol.9,No.1,pp.63-
70(1999).
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