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Period 1

Nature chooses 

group 1’s type. 
Aθ  and Bθ  are 

realized. 
Aix  is observed.

Decides whether to 

attack country A. 

Crisis or No Crisis 

occurs in country A.

Period 2

Bix  is observed.
Decides whether to 

attack country B. 

Crisis or No Crisis 

occurs in country B.

Timing of the Game 



 

The chicken Soros attacks country A if and only if he observes 
his private signal below the switching signal )( 11 µµ =Ax .

The bull Soros attacks country A if and only if he observes 
his private signal below the switching signal )0( 11 =µAx .

)0( 11 =µAx  )( 11 µµ =Ax  

Each small speculator attacks country A if and only if he observes 
his private signal below the switching signal 2Ax . 

2Ax  

Switching Signals 



 

Crisis occurs even when 

Soros does not attack. 

Crisis occurs if and only 

if Soros attacks. 

Crisis does not occur 

even when Soros attacks.

Aθ Aθ

Soros and Switching Economic Fundamentals of Country A



 

Each small speculator attacks country A if and only if he observes 
his private signal below the switching signal 2Ax . 

2Ax  

Each small speculator attacks country B if and only if he observes 
his private signal below the switching signal )( 222

C
B ppx = . 

Before Bayesian updating. 

After Bayesian updating. 

Change in group 2’s aggressiveness when Crisis occurs in country A for ],[ AAA θθθ ∈  
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B pp =θ  

Crisis can occur in country B 

even if Crisis does not occur 

in country A. 

)( 22
C

B pp =θ  

Crisis can occur in country B 

if and only if Crisis occurs in 

country A. 

Crisis will not occur in 

country B even if Crisis 

occurs in country A. 

Contagion due to Bayesian Updating 
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Aθ  
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)1( =AB Yθ)0( =AB Yθ

)1( =AB Yθ  )0( =AB Yθ

One-Soros Case 

No-Soroses Case

0=AY : No Crisis in Country A 

1=AY : Crisis in Country A 






