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ABSTRACT

I show that securitisation can reduce the debt overhang and risk-taking incentives of banks.
Securitisation, through a sale of assets to a special purpose vehicle, limits the claims of the buyers of the
asset backed security (ABS) only to the assets that back the ABS. If the ABS collateral does not perform,
the ABS holders cannot claim the profit from any other asset of a loan originator. Thus, securitisation
reduces the set of priority claimants that benefit from the new investments before the shareholders. As
a result banks put more effort into loan screening and offer lower rates to their borrowers. To achieve a
decrease in both risk-taking incentives and debt-overhang, banks must retain a junior tranche of a

securitised portfolio as a commitment to proper loan screening.
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