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Abstract
We present a contract-based model of industrial organization for markets characterized by information and other frictions (Moral Hazard, Adverse Selection, Limited Commitment etc.) and different market structures (Monopoly, Oligopoly, Competition), the
latter driven by spatial costs, logit errors, and number of financial service providers. We
show this method can be applied to understand and quantify the impact of spatial and
technological changes in the banking sector in emerging market countries. We derive
a likelihood estimator for the structural parameters that determine contracting frictions
and market structure, but also establish methods, depending on counterfactuals of interest, that do not need to specify both. We illustrate our framework using simulated data,
illustrating competition of local, relationship based banks versus less-informed national
banks with a spatial cost advantage. Using real data from banks and entrepreneurs in the
Townsend Thai Data, our results indicate that reducing spatial costs by 50% is equivalent to increasing consumption by 4.85%, which we compare to other policies. Our larger
goal is to develop an operational, broadly applicable toolkit for empirical work.
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