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		Abstract

		This paper explores the implications of different strategies for financing the fiscal costs of twin crises for inflation and depreciation rates.  We use a first-generation type model of speculative attacks which has four key features: (i) the crisis is triggered by prospective deficits; (ii) there exists outstanding non-indexed government debt issued prior to the crises; (iii) a portion of the government's liabilities are not indexed to inflation; and (iv) there are nontradable goods and costs of distributing tradable goods, so that purchasing power parity does not hold.  We show that the model can account for the high rates of devaluation and moderate rates of inflation often observed in the wake of currency crises.  We use our model and the data to interpret the recent currency crises in Mexico and Korea.  Our analysis suggests that the Mexican government is likely to pay for the bulk of the fiscal costs of its crisis through seignorage revenues. In contrast, the Korean government is likely to rely more on a combination of implicit and explicit fiscal reforms. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Burnside,  Craig and Eichenbaum,  Martin and Tavares Rebelo,  Sergio, On the Fiscal Implications of Twin Crises (May 2001). NBER Working Paper No. w8277,  Available at SSRN: https://ssrn.com/abstract=268886
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Craig Burnside (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Duke University - Department of Economics  ( email )

			

			
			
				
				
				
					213 Social Sciences Building
Box 90097
Durham, NC  27708-0204
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				University of Glasgow - Department of Economics 

			

			
			
				
				
				
					Adam Smith Building
Glasgow, Scotland G12 8RT
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Martin Eichenbaum

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Northwestern University  ( email )

			

			
			
				
				
				
					2003 Sheridan Road
Evanston, IL  60208
United States
847-491-8232 (Phone)
847-491-7001 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Sergio Tavares Rebelo

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Northwestern University - Kellogg School of Management  ( email )

			

			
			
				
				
				
					2001 Sheridan Road
Leverone Hall
Evanston, IL  60208
United States
847-467-2329 (Phone)
847-491-5719 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       50

			

		
		
		
			Abstract Views

			    1,582

		

		
		
	


	

	
		
			
				       31 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,242

                                    

                                    
                                        PAPERS

                                           32,662

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,623

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Inflation and Inequality

                        
                            By
                                
                                
                                    
                                    Stefania Albanesi
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Fiscal Theory of Sovereign Risk

                        
                            By
                                
                                
                                    
                                    MartÃn Uribe
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Nominal Debt and the Dynamics of Currency Crises

                        
                            By
                                
                                
                                    
                                    Giancarlo Corsetti
                                     and 
                                
                                    
                                    Bartosz Mackowiak
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Government Finance in the Wake of Currency Crises

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Government Finance in the Wake of Currency Crises

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Government Finance in the Wake of Currency Crises

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            On the Fiscal Implications of Twin Crises

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            On the Fiscal Implications of Twin Crises

                            
                                By
                                    
                                    
                                        
                                        A. Craig Burnside, 
                                        
                                    
                                        
                                        Martin Eichenbaum, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            High Public Debt in Currency Crises: Fundamentals Versus Signalling Effects

                            
                                By
                                    
                                    
                                        
                                        Pierpaolo Benigno
                                         and 
                                    
                                        
                                        Alessandro Missale
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Repression and Exchange Rate Management in Developing Countries: Theory and Empirical Support from India

                            
                                By
                                    
                                    
                                        
                                        Kenneth M. Kletzer
                                         and 
                                    
                                        
                                        Renu Kohli
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.125 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

