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1. Introduction 
A financial institution finances itself through a combination of short-term and long-term 
debt. But the heavy use of short-term debt makes the financial institution vulnerable to a 
run, where the short-term creditors do not roll over the debt. A run occurs not only when 
the creditors expect that the financial institution is insolvent, but also when they expect 
that a run occurs. That is, a run can occur by self-fulfilling prophesy. Therefore, in the 
occurrence of a run, expectation and information held by the creditors play an important 
role. Using a game theoretic model of a run, we discuss the role of information. 
 
2. A run as coordination failure 
A game is a model of interacting decision makers. We refer to the decision makers as 
players. Each player has a set of possible actions. A game captures interaction among the 
players by allowing each player to be affected by the actions of all players, not only his 
own action. Specifically, each player has preferences about action profiles (i.e. lists of all 
players' actions). A Nash equilibrium is an action profile in which every player chooses his 
best action given that every other player also chooses his best action. A Nash equilibrium 
is used as a theoretical prediction of an outcome of a game.  
 
We consider a game describing a run: players are short-term creditors, actions are “to roll 
over the debt” and “not to roll over the debt,” and preferences are determined by 
monetary returns of the debt. This game has two Nash equilibria if the financial 
institution is solvent. In one Nash equilibrium, all players roll over the debt, and in the 
other Nash equilibrium, all players do not to roll over the debt, the latter of which is a run. 
A run occurs when players fail to be coordinated to roll over the debt in spite that the 
financial institution is solvent.  
 
3. A global game model of a run 
In the above model of a run, it is assumed that players know the state of fundamentals. 
We relax this assumption. Players observe the state of fundamentals with a very small 
noise. Then, it can be shown that an equilibrium is uniquely determined and a run occurs 
if and only if the state of fundamentals is under some threshold. This type of a game is 
called a global game.  
 

 



 

4. The role of information 
Intuitively, when the quality of information about the state of fundamentals is lower (i.e. 
the larger variance), a run seems more likely to occur. But we demonstrate that this is not 
necessarily the case. Then, we consider ambiguity about the quality of information (i.e. 
imprecise knowledge about the variance), and show that when the quality of information 
is more ambiguous, a run is more likely to occur. The intuition behind this can be 
explained in terms of higher order ambiguous beliefs: players' ambiguous beliefs about 
the state, players' ambiguous beliefs about other players' ambiguous beliefs, players' 
ambiguous beliefs about other players' ambiguous beliefs about other players' ambiguous 
beliefs, and so on.  
 
5. Conclusion 
Transparency is one of the most important issues for the monetary authorities. Our 
analysis shows that it is not enough to increase the quality of information. More 
important is to identify the quality of information. In fact, many central banks have 
begun to express their views about the likely future path of the economy more openly, 
including both central tendencies and ranges. A notable example is the fan chart of Bank 
of England.  
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