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Abstract: 
 
We analyze a model where micro-finance institutions (MFIs) offer repayment-based 
incentive contracts to the credit agents whose principal task is to gather information 
regarding a borrower by exerting costly monitoring efforts. Monitoring by one agent 
benefits the other, and hence there is externality across contractual relationships. The 
agents may collude with the borrower by taking bribes, and hide information. We show 
that, under competition, collusion possibility increases, individual monitoring efforts are 
lower. Competition may lead to more high-powered incentives relative to a situation 
where there is a single MFI. We further show that when the monitoring technology is 
submodular (log-supermodular) in the individual monitoring efforts, optimal monitoring 
efforts and incentives are strategic substitutes (complements). 
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