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Abstract

Creditors often share information about their customers' credit record. Besides helping them
to spot bad risks, this informational exchange acts as a disciplinary device. If creditors are
known to exchange data about defaults, borrowers must consider that default on a current
lender would disrupt their credit rating with all the other lenders. This raises their incentive
to perform. But sharing more detailed information can reduce this disciplinary effect: when
lenders only disclose past defaults, borrowers' incentives to perform may be greater than
when lenders share all their information. In some instances, by “fine-tuning” the type and
accuracy of the information shared, lenders can raise borrowers' incentives to their first-best
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Devwudfw

Fuhglwruv riwhq vkduh lqirupdwlrq derxw wkhlu fxvwrphuv* fuhglw uhfrugv1 Ehvlghv

khoslqj wkhp wr vsrw edg ulvnv/ wklv dfwv dv d glvflsolqdu| ghylfh1 Li fuhglwruv duh nqrzq

wr lqirup rqh dqrwkhu ri ghidxowv/ eruurzhuv pxvw frqvlghu wkdw ghidxow rq rqh ohqghu

zrxog glvuxsw wkhlu fuhglw udwlqj zlwk doo wkh rwkhu ohqghuv1 Wklv lqfuhdvhv wkhlu lqfhqwlyh

wr shuirup1 Krzhyhu/ vkdulqj pruh ghwdlohg lqirupdwlrq fdq uhgxfh wklv glvflsolqdu|

h�hfw= eruurzhuv* lqfhqwlyhv wr shuirup pd| eh juhdwhu zkhq ohqghuv rqo| glvforvh sdvw

ghidxowv wkdq zkhq wkh| vkduh doo wkhlu lqirupdwlrq1 Lq vrph lqvwdqfhv/ e| _�qh0wxqlqj%

wkh w|sh dqg dffxudf| ri wkh lqirupdwlrq vkduhg/ ohqghuv fdq udlvh eruurzhuv* lqfhqwlyhv

wr wkhlu �uvw0ehvw ohyho1

MHO fodvvl�fdwlrq= G;5/ J541

Nh|zrugv= lqirupdwlrq vkdulqj/ fuhglw pdunhwv/ lqfhqwlyhv1

�Wklv sdshu zdv suhvhqwhg dw wkh FHSU2HVI Vxpphu V|psrvlxp lq Ilqdqfldo Pdunhwv dqg dw
vhplqduv dw LGHL +Xqlyhuvlw�h gh Wrxorxvh,/ PLW +Vordq Vfkrro ri Pdqdjhphqw,/ Qruwkzhvwhuq Xql0
yhuvlw|/ Xqlyhuvlgdg Fduorv LLL +Pdgulg,/ Xqlyhuvlw�d Erffrql +Plodq,/ Xqlyhuvlw| ri Khovlqnl/ dqg
Xqlyhuvlw�d gl Qdsrol Ihghulfr LL1 Zh duh lqghewhg wr Sklolssh Djklrq/ Vxglswr Ekdwwdfkdu|d/ Sdwulfn
Erowrq/ Pdwkldv Ghzdwulsrqw/ Plfkdho Ilvkpdq/ Ghqlv Jurpe/ Wxoolr Mdsshool/ Lq�hv Pdfkr/ Jhrujh
Pdlodwk/ Gdylg Pduwlpruw/ Gdylg S�huh}/ Udjx Udmdq/ Udidho Uhsxoor/ Plnh Ulrugdq/ Ruhq Vxvvpdq/
Glplwul Yd|dqrv/ [dylhu Ylyhv dqg Pdulh0Rgloh \dqhooh iru khosixo frpphqwv dqg glvfxvvlrqv1 Wklv
uhvhdufk zdv vxssruwhg e| wkh FHSU2HVI Qhwzrun lq Ilqdqfldo Pdunhwv Uhvhdufk H{fkdqjh Sur0
judpph/ wkh Irqgdwlrq Edqtxh gh Iudqfh dqg wkh Lwdoldq Plqlvwu| ri Xqlyhuvlw| dqg Vflhqwl�f dqg
Whfkqrorjlfdo Uhvhdufk +PXUVW,1 Dgguhvv iru fruuhvsrqghqfh= Pdufr Sdjdqr/ Yld Fdwxoor 97/ ;3455
Qdsrol/ Lwdo|1 H0pdlo= pusdjdqrCwlq1lw> sdgloodCfhp�1hv1
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5Dqrwkhu uhodwhg sdshu lv Kropvwu�rp +4<;5,/ zkhuh pdqdjhuv duh vsxuuhg wr h{huw h�ruw ehfdxvh
wkhlu fxuuhqw shuirupdqfh d�hfwv ixwxuh elgv iru wkhlu wdohqwv1

6Dv d uhvxow/ kh dujxhv wkdw h�flhqw jryhuqphqw srolflhv vkrxog uhvwulfw wkh �rz ri lqirupdwlrq
iurp eruurzhuv wr ohqghuv/ h1j1 e| suhyhqwlqj fuhglw exuhdxv iurp uhohdvlqj rog lqirupdwlrq1
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7D surmhfw*v rxwsxw fdqqrw eh vwruhg/ vr wkdw lw grhv qrw jhqhudwh dgglwlrqdo froodwhudo iru vxevh0
txhqw rshudwlrqv1

8Wklv dvvxpswlrq lv pdgh iru wkh vdnh ri vlpsolflw| exw lv qrw qhhghg iru rxu pdlq uhvxow/ qdpho|
wkh glvflsolqdu| h�hfw dvvrfldwhg zlwk lqirupdwlrq vkdulqj derxw ghidxowv1 Wr vhh wklv/ frqvlghu dq
dowhuqdwlyh vfhqdulr zkhuh wkh suredelolw| ri vxffhvv lq shulrg 5 lv �{hg +l1h1 fdqqrw eh d�hfwhg e|
wkh fkrlfh ri h�ruw lq shulrg 4,1 Wkh glvflsolqdu| h�hfw lq shulrg 4 zrxog vwloo eh suhvhqw/ lqvridu dv
ghidxow frqyh|v lqirupdwlrq derxw wkh hqwuhsuhqhxu*v w|sh dqg wkxv ghwhuplqhv wkh lqwhuhvw udwh lq
shulrg 51

9Uhohydqw h{dpsohv duh wkh fkrlfh ri d jrrg pdqdjhu/ wkh suhsdudwlrq ri d jrrg exvlqhvv sodq/ wkh
dftxlvlwlrq ri pdqdjhuldo vnloov/ dqg wkh ghyhorsphqw ri d qhz surgxfw1 Doo wkhvh dfwlylwlhv duh kdug
wr yhuli| dqg hqirufh lq frxuw ehfdxvh ri wkhlu txdolwdwlyh qdwxuh1

:Dv lv vkrzq lq Sdglood dqg Sdjdqr +4<<:,/ dvvxplqj wkdw ghidxow lv irujlyhq grhv qrw d�hfw wkh
txdolwdwlyh rxwfrph ri wkhvh lqirupdwlrq0vkdulqj jdphv1 Ri frxuvh/ li ghidxow zhuh qrw irujlyhq/ wkh
wrwdo lqwhuhvw exughq rq ghidxowlqj eruurzhuv zrxog eh juhdwhu/ dqg wklv zrxog ghfuhdvh wkhlu h�ruw
ohyho lq shulrg 41 \hw/ wklv _lqfrph h�hfw% zrxog eh frqvwdqw dfurvv lqirupdwlrq uhjlphv/ dqg wkhuhiruh
zrxog qrw fkdqjh wkhlu udqnlqj lq whupv ri h�ruw lqfhqwlyhv1
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;Wkh dvvxpswlrq ri rqh0shulrg frqwudfwv lv qrw uhvwulfwlyh/ vlqfh lq wklv prgho wkh h�ruw fkrlfh lv
dvvxphg wr eh vxqn ehiruh wkh ordq frqwudfw lv vljqhg1 Khqfh/ wkh edqn fdqqrw suhfrpplw wr dq|wklqj
rwkhu wkdq wkh wlph0frqvlvwhqw srolf|/ hyhq li orqj0whup frqwudfwv duh dydlodeoh1

<Wkhvh lqirupdwlrqdo dvvxpswlrqv gl�hu iurp wkrvh lq Sdglood dqg Sdjdqr +4<<:,/ zkhuh edqnv
duh dvvxphg wr kdyh dq lqirupdwlrq dgydqwdjh lq ohqglqj wr wkhlu fxvwrphuv lq erwk shulrgv dqg/
wkhuhiruh/ hduq srvlwlyh lqirupdwlrqdo uhqwv ryhu wkh frxuvh ri wkhlu uhodwlrqvklsv zlwk hqwuhsuhqhxuv1
Lq wkh fxuuhqw prgho/ lqvwhdg/ doo lqirupdwlrqdo uhqwv duh frpshwhg dzd| h{ dqwh zkhq edqnv duh
v|pphwulfdoo| lqiruphg1

43Zh dvvxph wkdw edqnv ohduq wklv nlqg ri lqirupdwlrq frvwohvvo|1
44Dv zh vkdoo vhh ehorz/ xqghu vrph lqirupdwlrq uhjlphv edqnv dovr frqglwlrq wkhlu r�huv rq

shuirupdqfh0uhodwhg yduldeohv vxfk dv ghidxowv +ehvlghv eruurzhuv* w|shv,/ vr wkdw rxu qrwdwlrq zloo
eh voljkwo| dphqghg1 Iru lqvwdqfh/ zkhq edqnv vkduh lqirupdwlrq derxw ghidxowv/ wkh vhfrqg0shulrg
lqwhuhvw udwhv r�huhg e| edqn m zloo eh Uw

m5+G, iru ghidxowhuv dqg Uw
m5+G, iru qrq0ghidxowhuv1
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45Vlpxowdqhrxv udwh0vhwwlqj lq shulrg 4 zrxog |lhog wkh vdph uhvxowv/ surylghg hdfk eruurzhu/ lu0
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Figure 1. Timing of the actions in the model
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 The locus MR  (p)   illustrates the marginal return to effort for high-ability borrowers under no information 
sharing. V'(p) denotes the marginal disutility of effort. The intersection points I, II and III define the equilibria 
of the no  information sharing regime. The horizontal line 2R* represents the social return to effort and   
the first-best effort level. All equilibria exhibit an inefficiently low level of effort.

Figure 2. Effort choice under no information sharing: equilibria
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 The locus MR (p)  illustrates the marginal return to effort for high-ability borrowers with complete 
information sharing and V'(p) denotes the marginal disutility of effort. Intersections  I, II and III define 
the equilibria of the complete  information sharing case. All equilibria exhibit an inefficiently low level 
of effort. MR   (p), the marginal return to effort under no information sharing coincides with MR  (p) 
except for the interval                 ,          where MR  (p), is given by the dotted line.
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Figure 3. Effort choice with complete information sharing: equilibria
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Equilibria II and III, involving positive lending, exist only under no information sharing. With complete 
information sharing, the only equilibrium (at I) involves zero effort. This equilibrium also arises under no 
information sharing.

Figure 4. Effort choice with complete information sharing: 
complete information sharing leads to market collapse
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The locus MR  (p) illustrates the marginal return to effort for high ability borrowers with information 
sharing about defaults, and V'(p) denotes the marginal disutility of effort. Intersections I, II and III 
define the equilibria with information sharing about defaults. A(p) denotes the "disciplinary effect" 
of information sharing about defaults, and     is the first-best effort level. Equilibrium III featuring 
effort        involves overinvestment in effort. Equilibrium II with effort level        involves under-
investment in effort

Figure 5. Effort choice with information sharing about defaults: equilibria and efficiency
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Effort levels     and      arise in equilibrium with complete information sharing and with no information
sharing. Effort level      is the only equilibrium effort level implying positive lending with information
sharing about defaults. Sharing default information raises the incentives to exert effort:     >     >  pis pcs

II p
I
cs

p
I
cs pcs

II
pis

Figure 6. Effort choice with information sharing about defaults, complete information sharing, 
and no information sharing: comparison in equilibrium


