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                                        against the downside risk becomes relatively cheaper and entrepreneurs optimally respond<br />
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                                                        Consistent with this explanation for the selection of alternative contracts, we observe<br />

                                                        that debt-like sea loan and equity-like commenda contracts actually gave way to premium<br />
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                                                        from commerce reduced the former scarcity of capital. During the fourteenth and fifteenth<br />

                                                        centuries, sea ventures were commonly funded through risk-free bills of exchange, insured<br />

                                                        through premium contracts, and organized by means of commission agents that resided<br />

                                                        permanently abroad. Empirical confirmation of these theoretical predictions lends support<br />

                                                        to the view that risk-sharing and enforcement costs are indeed relevant in determining<br />
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                                                        Yet, the model ignores other important forces shaping contracts.<br />

                                                        In particular, the<br />

                                                        choice between debt and (outside) equity, which have motivated most research on corporate<br />

                                                        finance, is determined by the simplest information structures: under hidden information<br />

                                                        regarding the project’s profitability, equity is not incentive-compatible and fix-repayment<br />

                                                        debt contracts arise as a second-best; under full information, however, better risk-sharing<br />

                                                        commenda contracts become possible. The model can thus be extended to incorporate various<br />

                                                        types of agency costs, multiple margins for moral hazard, adverse selection, signaling,<br />

                                                        transactions costs, and/or incomplete contracting.<br />

                                                        A Proof of proposition 1<br />

                                                        Let parameter values ˆλ = (ˆθ, ˆk 1 , ˆk,<br />
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                                                        ŷ, ˆp y , ˆx, ˆ¯x,<br />

                                                        ˆp x+ˆp¯x<br />

                                                        ) with ˆθ = 0 and ˆk 1 = 0 be such that<br />

                                                        the sea loan contract does not sustain program 2’s optimal allocation of consumption,<br />

                                                        (ĉ 2 (y), ĉ 2 (x)). Then, ĉ 2 (y) < ŵ(y), as draw in figure 2 for CC ′ , and necessary and sufficient<br />
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