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                                        the ship, varied from 25 to 50 percent for the duration of the voyage, while yearly interest<br />

                                                        rates on risk-free loans— although high— only amounted to 20 percent, thereby implying<br />

                                                        an insurance cost from around 15 to 40 percent on sea loans. The premium paid during<br />

                                                        the fifteenth century for the safest voyages amounted to a mere 1-1,5 percent and raised<br />

                                                        up to 20 percent for exceptionally risky ventures (see, for example, De Roover, 1945, and<br />

                                                        Tenenti, 1991).<br />

                                                        4 Optimal risk-sharing with k 1 = 0 under full information:<br />

                                                        an equity-like commenda contract<br />

                                                        The previous section shows that, when ventures are highly risky and costly, the sea loan<br />

                                                        emerges optimally under hidden information. However, the (risk-averse) merchant undesirably<br />

                                                        undertakes all the commercial risk, τ(x) = τ(¯x) because of his inability to commit<br />

                                                        to reveal a commercial return other than the minimum verifiable (x by assumption). The<br />

                                                        provision of verifiable information relaxes incentive-compatibility constraints and enables<br />

                                                        better risk-sharing commenda contracts, with τ(y) < τ(x) < τ(¯x). Yet, to explain the<br />

                                                        optimality of the commenda, one need to account for the fact that it shares the downside<br />

                                                        risk in the very same manner as the sea loan, with τ(y) = y.<br />

                                                        With a sea loan, the financier bears as little downside risk as possible, τ(y) = y, while<br />

                                                        taking none of the commercial risk, τ(x) = τ(¯x). If this is the efficient agreement under<br />

                                                        hidden information, it naturally follows that the financier will not optimally bear more<br />

                                                        downside risk once he is optimally assuming part of the commercial risk, τ(x) < τ(¯x) under<br />

                                                        full information. Thus the optimality of the commenda derives from that of the sea loan<br />

                                                        and can hence be linked to the venture’s risk and cost characteristics. Proposition 2, which<br />

                                                        is proven in Appendix B, follows.<br />

                                                        25
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                                                    the ship, varied from 25 to 50 percent for the duration of the voyage, while yearly interest rates on risk-free loans— although high— only amounted to 20 percent, thereby implying an insurance cost from around 15 to 40 percent on sea loans. The premium paid during the fifteenth century for the safest voyages amounted to a mere 1-1,5 percent and raised up to 20 percent for exceptionally risky ventures (see, for example, De Roover, 1945, and Tenenti, 1991). 4 Optimal risk-sharing with k 1 = 0 under full information: an equity-like commenda contract The previous section shows that, when ventures are highly risky and costly, the sea loan emerges optimally under hidden information. However, the (risk-averse) merchant undesirably undertakes all the commercial risk, τ(x) = τ(¯x) because of his inability to commit to reveal a commercial return other than the minimum verifiable (x by assumption). The provision of verifiable information relaxes incentive-compatibility constraints and enables better risk-sharing commenda contracts, with τ(y) < τ(x) < τ(¯x). Yet, to explain the optimality of the commenda, one need to account for the fact that it shares the downside risk in the very same manner as the sea loan, with τ(y) = y. With a sea loan, the financier bears as little downside risk as possible, τ(y) = y, while taking none of the commercial risk, τ(x) = τ(¯x). If this is the efficient agreement under hidden information, it naturally follows that the financier will not optimally bear more downside risk once he is optimally assuming part of the commercial risk, τ(x) < τ(¯x) under full information. Thus the optimality of the commenda derives from that of the sea loan and can hence be linked to the venture’s risk and cost characteristics. Proposition 2, which is proven in Appendix B, follows. 25
Proposition 2 If the sea loan sustains all the optimal individually-rational allocations under hidden information, the commenda supports the corresponding allocations under full information. 4.1 Empirical evaluation of the theoretical predictions In the model, debt-like sea loan and equity-like commenda contracts can coexist under various information structures, which is in sharp contrast with the costly state verification/falsification literature. In reality, the sea loan and the commenda were simultaneously used to finance different kinds of sea ventures. For example, from the thirteen documented ventures taken in 1190, when Venice had not yet consolidated her commercial empire in the East, eight were funded through sea loans but the five round voyages from Venice to her well-established colonies in Constantinople and the Adriatic Sea were funded through commenda contracts. Moreover, various financiers who invested through the sea loan later used the commenda and some of those who relied on the commenda had previously used the sea loan (see González de Lara, 2004b , for more details). In fact, the commenda substituted the sea loan as the predominant way of funding sea ventures by the turn of the twelfth century. This observation can be accounted for as reflecting changes in the State’s ability to verify information. González de Lara (2004a) documents various institutional developments— such as the edification of a commercial empire in the Levant, the public organization of round convoys from Venice to her colonies, and the implementation of very detailed regulations and State’s direct controls over trade— that enhanced the State’s ability to adjudicate disputes and punish cheaters. The resulting enhanced State’s ability to verify information, however, did not crystallized all at once, but it rather developed incrementally as overseas trade became well-established throughout the various Venetian colonies in the Levant, and as trading voyages were organized in State’s round convoys from Venice to the Venetian enclaves in the East. As a result, the commenda 26
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