
A financial crisis describes a situation in which the collapse of some financial institutions and financial mar-
kets is such that it leads to significant output losses. Financial crisis is a relevant topic for economists and 
authorities because their impact on growth can be long-lasting. Economists have suggested many theories 
to explain financial crises. 

This session focuses on the role of information in financial crisis. The deficiency of pertinent information 
conveyed to the market and the lack of transparency is often considered as one of the main causes of finan-
cial crisis. Indeed, information insufficiency is a cause of destabilization. 

What happens when information production is disrupted? The asymmetric information 
approach 

Information asymmetry is a situation in which borrowers have better information on the quality of the projects 
in which they want to invest than lenders. It’s an important impediment to well-functioning financial markets. 
Financial crisis may result from the occurrence of shocks affecting the ability of the financial system to over-
come information asymmetry. As a consequence, asymmetric information problems become much worse 
and the financial system can no longer channel funds to households and firms leading to a contraction in 
economic activity. 

This approach is especially relevant to analyze the Japanese financial crisis in the 90s and the current fi-
nancial one. The main policy implication is that authorities impose to financial actors the production of in-
formation such as standard accounting principles and public release information about their economic and 
financial situation. 

What happens when markets do not produce information? The herd behavior approach 

Financial globalization modifies the investors’ behavior by diversifying their portfolios. When these portfolios 
are weakly diversified, investors have strong incentives to learn about the individual countries in which they 
invest, despite the high cost of obtaining it. Conversely, international financial integration alters both the gain 
from acquiring some special information about a country and the cost to get it. Financial globalization enlarges 
investment opportunities, permitting an increase in a portfolio’s diversification. Consequently, the marginal gain 
from information gathering declines, since the variance of the portfolio is less affected by an individual shock. 
The main consequence is that “globalization exacerbates herding” (Calvo et Mendoza, 1996). International insti-
tutions –by producing information- internalize negative externalities due to markets deficiencies. 

What happens when investors do not consider relevant information? The disaster myo-
pia hypothesis 

The main purpose of the disaster myopia hypothesis is to explain why international debt crises are a recurrent 
event. This approach analyzes the decision making process of investors under uncertainty. Disaster myopia 
considers a situation in which agents tend to underestimate the probability of adverse outcomes. Such a 
behavior is especially relevant for events from a distant past. If the period without major shocks is sufficiently 
long, investors tend to disregard bad news. They have a strong risk appetite since they believe that the pro-
bability that a major negative shock occur is near zero. In the 2 aftermath of the shock, investor’s expecta-
tions suddenly change: their risk appetite dramatically fall. Investors accept to hold only riskless assets, that 
is, Treasury bonds. This is the flight to quality. 

As regulators and institutions are more immune to disaster myopia, they must design stress scenarios inte-
grating extreme events and impose them to financial institutions.
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Conclusion 

Overall, we see that information is a very relevant topic to understand financial crisis. The two key speakers 
of the session, Takashi Ui and Camille Cornand, go into detail this role of information. They use different but 
complementary tools: game theory and experimental economics. 
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