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Output Uncertainty, Asymmetric I nformation, and M echanisms of Twin Crises
Jianhuai Shi and Meixin Guo
(China Center for Economic Research, Peking University)

Abstract: In this paper we construct a general equilibrium model with banking sector and
consumer-producer microeconomic foundation, to describe the sterilized facts of emerging market economies which
hit by financial crisisin recent years, and use the model to analyze the mechanisms of twin crises in the economies.
The paper shows that due to the output uncertainty and asymmetric information, the sterilized facts of emerging
market economies result in that (1) if some foreign depositors receive bad signals about the future output and foreign
exchange rate in the medium term, twin crises will betriggered; (2) if domestic residents react to the bad signals about
the future output and exchange rate overmuch so that they do not invest anymore, twin crises can be triggered; (3)

U

even if there is no bad information about the fundamentals at al, Keynes “animd spirits’ can make domestic

residents do not invest anymore, which in turn can trigger twin crises; (4) banking crisis and currency crisis actually

cause each other.
Key words. Currency Crisis, Bank Run, Output Uncertainty, Asymmetric information
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