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ABSTRACT

This paper develops a political monetary modef based on partisanship and
commitment arguments that explains the likely existence of expansionary
monetary policy in pre-election periods irrespective of the incombent party and
of permanent partisan differences in monetary policy. The approach taken is
to incorporate the option that political parties elaborate electoral economic
programs into a rational partisan electoral model, Our results are consistent
with the recent empirical findings of Alesina, Cohen, and Roubini (1992,
1993} for a sample including three decades in 18 OECD economties but without
relying on opportinistic governmental behavior,

RESUMEN

Este trabajo desarrolla un modelo politico de 1a conduccién de l1a politica
monetaria basado en argumentos de partidismo y compromiso vinculante que
expiica la probable existencia de politicas monetarias expansivas en periodos
preelectorales asf como la de diferencias partidistas en l1a conduccidn
monetaria, La idea consiste en incorporar a un modelo electoral partidista y
racional la opcién de que fos partidos politicos presenten al electorado un
programa econdmico electoral. Las conclusiones del modelo son consistentes
con los recientes resultados empiricos de Alesina, Cohen y Roubini (1992,
1593) para una muestra de 18 paises de la OCDE durante tres décadas pero sin
tener que utilizar el supuesto de comporiamiento oportunista por parte de los
gobiernos,

*‘This paper is based upen a chapter of my doctoral di i the Universidad Corap de Madrid
Rescarch Facfifies provided by CEMFI are pratefully acknowledged.
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1. Introduction

Conventional wisdor suggests that in pre-election periocds governments
have incentives to stimulate the economy by misusing policy instruments te
enhance their progpects of re-election. In a recent series of papers, Alesina
and Roubinl (1992} and Alesina, Cohen, and Roubini (1992, 1993) have tested
for evidence of this type of opportunistic behavior in a large sample of 18
OECD countries. They find some evidence of political monetary cycles, that is,
expansionary monetary policy in pre-election perlods and of systematlc
partisan differences in monetary policies.

Apart from the manipulative model of Nordhaus (1975), there exists a new
generation of theoretical rational political business cycle models that could
account for some of the empirical findings of Alesina, Cohen, and Roublini. In
particular, building upon earlier work of Rogoff and Sibert (1988) and Rogoff
(1990), a political economy model of monetary pollcy has been constructed by
Fratianni, von Hagen, and Waller (1993)., In that paper, governments have the
game utility function as private agents but they are also opportunistic. That
is, governments care about winning elections and do not have partisan
motivations., Moresver, different governments are characterized by different
levels of competency and the government is more informed than the veters about
its own level of competency. As a consequence, the incumbent government has an
incentive to signal its competence by engaging in pre-electoral manipulations
of monetary policy.

However, it is debatable that the empirical features cited above are
direct consequences of an opportunistic behavior on the part of incumbent
governments. In other words, the evidence of pre-electoral expansionary
monetary policy can be consistent with a non-opportunistic behavior of
governments in the sense that they de not care about winning elections.

In fact, Ellis and Thoma (1993) have recently developed a rational

partisan business cycle model based on the assumption that a Mundell-Fleming




effect exists in the economy. With this assum§£ioh}_ eir mé&é;_is able to
account for the existence of political nonetary cgglgé_;6& é;ffe;ences in
money growth across parties. . o

The purpose of this paper is to construct a politic#l ﬁoﬁeiaé& model
based on partisanship and commitment arguments to explain the 1ikel} exlistence
of expansionary monetary policy In pre-election periods and partissn
differences in monetary policles across parties without relying on
opportunistic governmental actions or controversial effects supposedly
existing in the economy.

Our approach will be to cembine a rational bipartisan model with the
model of policy announcements developed by Cukierman and Liviatan (1991}.
Specifically, it centers upon the introduction of the optien that the two
competing parties elaborate an electoral economic program to be presented to
the voters before the electlions are held.

Horeover, economic agents know each party's objective function but they
are not able to fully determine what kind of policymaker -dependable (who
always lives up Lo his declarations) or weak (who fulfills previously

announced plans only if such a course of action is ex post efficient}- will be

in charge of monetary policy.

2. The Model

Consider an ecconomy where two distinct political parties {a liberal
party, denoted by D and a conservative party, denoted by R) compete
periodically for q%ntrol of the government. Each pericd of time the parties’

rid

preferences are described by the objective functions

udy (my m,®) = blmg - w21 - 172 mZ; brz>0 o (1)

ury(mg,m®) = zlmg ~ m°) - 1/2 m? 2}

where m, and m® are the actual and rationally_gxpaq#éd' one :g 'ﬁ;h_rates. As

Cukierman €1992) points out, there may be several reasons for such an
objective functlon: an employment motive, a revenue motive, a balance-of -
payments motive, and a financial stability moltive. Following the partisan
theory of monetary pelicy 1t is assumed that the liberal party cares
relatively more about surprise money growth.

Assume further that the winning party directly controls monetary policy.
Elections take place every two periods (1, 2} and are held at the beginning of
period 1. Thus, period i is the post-electoral period and period 2 is the pre-
electoral one. The probability distribution of electoral outcomes 1s taken as
exogenous and, like the objective functions, is common knowledge: party D
faces a constant probability, P, of being elected.

The literature about the behavior of "strong” and “weak” monetary
policymakers shows a tendency to interpret this difference on the grounds of
their different relative preferences for monetary surprises (Vickers, 1986;
Ayuso, 1991). However, it can be argued that the literature on partisan
policies considers this type of interpretation by conceiving a conservative
policymaker as strong and a liberal one as weak.

Nevertheless, as in Barro (1986) and Cukierman and Liviatan {1991), there
exists an alternative way of seeing those differences. In these papers, both
types of policymaker have identical preferences but differ in their ability to
precommit to the announcements they make ex ante their belng in office.l Here
we encompass both interpretations of the policymaker's type by dividing the
policymakers from each party (D, R) into two groups: those who always live up
to their promises (dependable, denoted by F) and those who fulfill previously
apnounced plans only if 1t ls ex post efficient (weak, denoted by W),

Deviating from an announced policy lmposes a fixed cost on a policymaker
in each period. Such a cost can be derived from a personal reputation
approach. Since each policymaker as an individuwal may improve his standing in

society by living up to their previous promises, a policymaker may encounter a
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cost in terms of lower personal reputation if he reneges on previous
aphouncements., Here 1 will consider that a dependable policymaker incurs a
prohibitive cost if announcements are not met and, in turn, his announcement
is binding. Moreover, a weak policymaker incurs no cost if previous
announcements are not honored and accordingly this policymaker 1s free to
behave according to his preferences.

The public does not know how large this cost is because dependabjlity
differs across policymakers amd is private information. The distribution of
policymakers by their level of dependability may reflect the general norms of
soclety, The adherence to previous announcements varies across individuals in
a society (and, therefore, across policymakers) and is, at least a priori,
information private to each imdividual. Since policymakers are drawn from the
saciety in which they 1live there are similar individual variations in
dependability across policymakers. The general public is, at least initially,
not fully informed about the dependability of the policymaker in office for
the same reason that the dependability of & randomly drawn individual is not
known with certainty. Given existing norms each individual is informed a
priori about the distridbution of the population bukt not about the
dependablility of particular other individuals (Cukierman and Liviatan, 1991).

In our electoral model T incorporate the assumption that within each
party {D, R) the monetary policymaker may be dependable or weak, The public
knows this feature but at the time expectations are formed, it does not know
which type of pol%cymaker (F or W) the winning party will put in charge of
monetary policy.i%orenver. we assume that the events "party X is elected”
(X=D,R) and “part; ¥'=s policymakers are dependable" (Y=D,R) are independent,

Since the dependability of a policymaker cannot be ascertained until he
is in office, his own party is uninformed aboui that personal characteristic
as 1t is the general public. Accordingly, the winning party may appgint either

a dependable or a weak monetary policymaker wlthoutakngwiﬁg;for sure which

type he is.

The probability held by the public at the beginning of peried t, t=1,2,
that a 1liberal monetary authority is dependable is denoted by u«,. Similarly,
Q, denotes the probabllity that a conservative pellcymaker 1is dependable. o,
and €, are the given exogencusly priors while & and ), depend on the monetary
policy observed in period 1.

Each party has an option to elaborate an electoral economic program
announcing its stance on monetary policy (i.e., the money growth rates for
periods 1 and 2).

If the programs are announced, the sequence of events for peritod 1 is the
following:

a) Pre—electoral polls are taken before the election revealing that party D
will win with probability P and party R with probability 1-P.

b) Both parties elaborate and announce their electoral programs.

¢) The public, knowing P, o), §,, and the electoral programs forms money
growth expectations for peried 1.

After the elsction a party is in office. One of the twoc types of
pelicymaker from the party elected runs monetary policy for his two perlods in
office, but the public does not know the type with certainty. However, the
first-perlod monetary policy observed may convey to the public information
about the type of policymaker in office. In choosing first-peried money
growth, a weak pollcymaker takes into account the effect of this monetary
stance on his second-period reputation. The sequence of events for period 2
are:

d) The public, having observed both the electoral result and period 1 policy,
updates its probability of the event that the policymaker is dependable. Then,
the public sets money growth expectations for period 2.

e) Finally, the policymaker chooses period 2 money growth.




3. Monetary Policy with Electoral Programs
Each electoral term the objective of both types of policymaker within

each party are to maximize the present value of utility

uD

ud, (my,m®) + Sudy(my, my®}, 0=38=1 {3)

UR

m

ury(my,mg®) + Aurg(my, my®), 0=a=1 (4)

where 8 and A are the liberal and conservative rates of time preference,
respectively. The analysis will be performed by assuming that party P s
eslected. The results can be easily extended to a party R electoral victory,
Consider the behavior of a weak liberal pollcymaker (DW)} in period 2.
Since he incurs no cost for reneging on the announcement he always creates
money at the discretionary rate., This rate is given by maximizing wud, in

equation (1). The resulting rate is
m = b (5)

However, he may not necessarily pick b in period 1 if he feels 1t is
disadvantageous to be revealed as weak by his choice of first-period monetary
stance. That depends on the relationship between the benefit in the first
period of choosing b rather than mimicking the dependabie policymaker and the
cost of being revealed as weak already at the beginning of period 2. 1If the
cost is smaller than the benefit, such a DW policymaker chooses b in period 1,
producing a separating equilibrium. If the cost is larger than the benefit, he
mimics the behav.'l_.’?‘? of the dependable liberal policymaker (DF) in period 1
producing a pnolir?g equilibrium. Each type of equilibrium will arise depending
on the values of the 1liberal discount factor, &, of the initial 1liberal
reputation, «,, and of the probability of being elected, P.

The strategy vectors {announcement and actual monetar‘y_ stance,

respectively) of the twe types of liberal policymzker (DF, DH) for each period

are
SUF = {m,"a.ml"r,mana,mzm'} and
go¥ = {mlbﬂa 109, m P98, mznw}_

An equilibrium in pure strategies is a pair of strategy vectors S’.
{i=DF,DW) such that S! maximizes UD in {3} glven SJ (j#1) and the public’'s
expectation formatlon mechanism. Here it is important to note that the
monetary announcements for both perieds are made (and contained within an

electoral program) before the election is held.

3.1. Separating Equilibrium

Suppose there exists a configuration of parameters (e,,3,P) so that a
separating equllibrium arises, Since the publlc knows these parameters, it
also knows that the monetary authority will reveal his type by the end of
period 1. This implies that the weak policymaker will not mimic the dependable
one in the first period. Given this fact, the best choice of actual money
growth for DW is the discretlonary rate, b, and this ]ls common knowledge.
Howewer, the identity of the monetary authority is not known by the public
prior to the realization of my.

Consider now the following strategy for the DF policymaker. At the start
of periocd 1 he anncunces a rate of money growth ml“a. Since he is dependahble
he alsc delivers thls rate durlng the period and this fact is known by the

public¢. Hence, the expected money growth rate for period 1 is
m® = Pmy0e + (1-PImyRe = Ploym® + (1-2,}b] + {(1-P)m B2 (s}

A necessary condition for maximization of UD by DF is the maximization of
utility in period 1. Substituting (6) into (1) and noting that m,"*=m,"F, this

problem can be rewritten as



max ~1/2(m®)% + b{(1-Pay)m,™ - P(1-0,3b - {1-PIm,Re] 7

whose solution is
m;% = b{1-Pe,) (8)
The corresponding value of utility is
udy (my %2, my®) = b2[1/2 - P + 1/2(Px;)3] - b{1-P)m,Re (9)

Since ud[b,Pb+(1-FImPe] = b2(1/2-P) - b(1-PImPe, then wud,(m, 2, m,*)
exceeds ud, [b,Pb+{1-PIm;?] and DF prefers to make the optimal anncuncement.

In the second and last period type DF is known to be himself with
certainty when he is in office, because it is known both which party was
elected and the monetary stance in period 1. Therefore, his announcement for
the second period is fully believed and m2e=m2"“. Hence, when the monetary

authority is a DF policymaker, the second-period utility function reduces to
max —‘.l/2(mz“f‘Ja {10)

This program is maximized for my?»=0 provided the DF policymaker
announces within an electoral program that this is the rate of money growth to
which he is committed.

Now we examine the behavior of the DW policymaker in the first period.
Since equilibrium is separating, such a policymaker knows that he will choose
b already in the first peried. But he can Ilmprove utility by mimicking the
announcement, m,“‘.y of the dependable policymaker at the beginning of periecd
1. The reason lsgfhat otherwise first-period utility is ud,{b,Pb+(1-PIm,Be]

)

since expectations adjust already at the start of that period. However, if

mP is announced, expectations are given by (6} and utility in period 1 is
udy {b,my®) = b2{1/2 - Pley{1-Pey)-P{1-a;}}} ~ b(1~F)m, = o (1)

which is greater than ud,[b,Pb+(1-P)m,Re].

8

e

The DW policymaker picks the discretionary rate b in the second period
because he no longer ls able to affect expectations. For the same reason his
second-period announcement has no effect on expectations. As a comsequence, in
order to not being revealed as weak already in period 1, such a DV policymaker
will pick the same second-period announcement chosen by the dependable
policymaker, Hence, we find a sole electoral program elaborated by party D.
This program contains two monetary announcements: a first-period announcement
and a second-period announcement.

Summing up, the equilibrium strategies of the two types under separation

are
5,0F = {m,ua,,nlnF,mzﬂa,mzﬂf} - {b(l—Pa,),b(l—Pm,).o,o} {12a)
5.M = {mlb“a,mln".mz"““,mzn"} = {b(l—Potl).b.O.b} (12b}

A separating equilibrium arises if and only 1if, given the DF
policymaker’'s equilibrium strategy and expectation formatlon, DW is better off
choosing b rather than mimicking DF and creating money at rate b(1-Pay} in the
first pericd. Hence, if that equilibrium emerges it must provide a two-perioed
utility preater than the utility provided by a mimicking stratepy. Such a

mimicking strategy is
S0 = SI] o ving = {b[i—Pa,).b{l-Pal),O,b} (13)
The present value of his utility under this strategy is
uD(S, M)} = 172 b2[1 + & + (P;)? - 2P] - b(1-P)m,®® {14}

iIf, on the other hand, DV adheres to the separating equilibriuvm in (12b},

the present value of his utlllty is

UD(S.P¥) = 1/2 b2[1 - & + 2(Pay)2 ~ 2P]1 - b{1-PIm,Re (153




Consequently, a separating equilibrium emerges if and only if ub({s_ )

exceeds UD(S,). From (14) and (15) this is eguivalent to the condition
172 (Pay)2 > & (18)

Note that the separating equilibrium in eqs. (12) is the only separating
equilibrium. The reason is that in the second period, once their types have
been fully rvevealed, both policymakers always follow their most preferred
strategies which are 0 and b for DF and DW, respectively, Since the
equilibrium is separating, the best actual menetary stance for DV In periecd 1
is b. And glven separation, m"™ is the only equilibrium strategy for DF In
period 1. As DH is always better off announcing (mP®,m;") than doing
anything else, both types always announce (mP,m;”®) in the electoral
program,

Hence, there exists a sole equilibrium electoral program for party D when

the equilibrium is separating. Such a program is given by egqs. (12).

3.2. Pooling Equilibrium
In a pooling equilibrium there is no separation until the last move of
the game which involves the choice of actual money growth in peried 2. Hence,

in all previocus moves DW must mimic DF. That is
mPa = m,0Ha, t=1,2 (17a)

mOF = p, 0¥ = p,0a {17b)
?:3
Since the DW ',”Policymaker cannot commit teo stick to the announcement, and
kg

since the second period is the last one, the OW policymaker always chooses the
discretionary rate, b, in that peried. Let m® be the rate of money growth
chosen and announced by type DF in period 1. The public knows the "Parameters
of the model and therefore the fact that equilibrium is pooling. Hence,

expectations are

10

my0¢ = p,0a (18a)
m® = Pmy® + {(1-P)m,Pe = PmP> + (1-P)mRe (18b)
mPe = am 02 ¢ (1-aplb = aymy® + (1-wy )b, if party D is elected (18c)

The second equality in (18¢) is a consequence of the fact that (excluding
pericd 2 money growth] the strategies of both policymakers are identical, as
shown by eqs. (17). As a result, there is no change in the probablility
distribution of policymaker’'s types held by the public although both the
electoral outcome and the first-period money stance are known.

The DF policymaker knows that the public ls aware of the fact that the DW
policymaker will mimic his announcement and his monetary stance for period 1.
Hence, he knows that any announcement will be fully believed as specified in
{18a) and (i8b). Since both types adhere to thelr electoral program fer period
1, there is no unexpected money growth if party D is elected. The money growth

rate that maximizes DF's utility in the first perlod is obtained by using

(18b):
max -1/2{n%)? + bimD* - PmP* - (1-P}m,Re) (19a)

The solution is
m = b(1-P) = m ¥ = p,OF (19b)

The optimal announcement elaborated by DF for the second period under a

pooling strategy is obtained by using (18c):
max -1/2(m02)% + bimPe - gym" - (1-0)b] (20)

The solution is my? = b(1-a,). To sum up, the strategies of the tuo

poelicymakers under pooling are

11
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SLF

{b(l—P).b(l—P).b{‘l—aiJ.b{l—uil} (21a)

W
5,0

i}

{bu—m.bu-m.bu—a,).b} (21b)
and the corresponding expectations are
my® = bP(1-P) + (1-PImPe, m* = b(l-0,2) (21¢)

A pooling equllibrium arises 1f and only if, given DF's equillbrium
strategy and expectation formation, DW is better off following the strategy
5, than deviating from it., If he follows the strategy 5,PW, the present

value of his utility is
UD(S5,™) = 1/2 b?[(1-P}2 + §(20,2-1)] ~ b(1-P)p,fe (22)

If the DW policymaker decldes to deviate from 5,™, then he chooses b
rather than b(1-P) in period 1. However, since he is better off not being
revealed prior to the formation of first-peried expectations, he still
announces a money growth rate equal to b(1-P), thus maintaining first-period
expectations at that rate. Since he deviates from the pooling equilibrium
strategy, the weak policymaker's type 1s common knowledge at the start of
perlod 2. Hence, the public expects a monetary stance at rate b for period 2
if both party D won the election and DW deviates in period 1. In summary, the

entire strategy of the DW policymaker when he deviates frem SL““ is

S F S| cking = {b[i—P).b,b(l—ocl).b} (23a)
%:P
and the correspond'i;.:l'lg expectations are

m® = bP(1-P) + (1-P)m,Pe, m® =b (23b}
Substituting equations (23) into {4), the present value of utility is
",

UD(s,,0) = 1/2 b2}l - 5 - 2P(1-P)] - b{(1-Plm,Fe . (24)

12

Hence, if and only if UD(S D) > UD(S_PH), a pooling equilibrium

emerges, which is equivalent to the condition

& > P2/2¢,2 (25)

4. Conditions for Alternative Types of Equilibrium
Expressions (16) and (25) permit us to completely characterize the

conditions leading to alternative types of equilibria. Thus, equilibrium 1s2

separating if and only if 8 < P22 (26a)

pooling if and only if P2/20,% < & (26b)

Expression (26a) shows that the smaller oy and P the smailer the range of
8’s for which separating equilibria emerge. Moreover, (26b) shows that the
smaller o, and the higher P the smaller the range of &'s for which pooling
equilibria arise. The intuition underlying these results is as follows: the
smaller the reputation a; and the electoral probability P the larger the money
growth rate chosen by DF in period 1 when separatlon is expected (see eq.(8}).
However, the larger this rate, the sironger the incentive of the DW
policymaker to postpone separation to the last period. Hence, the range of &'s
for which equilibrium is separating shrinks.

In addition, as can be seen from eg. (22), the benefit to the W
polleymaker of fully mimicking the DF one decreases as reputation declines and
P rises. As a consegquence, the range of &8's for which there is pooling alsec
shrinks., The intuition is clear: desplite following a pooling strategy, a DW
policymaker still can surprise the public in peried 1 if P is distlnct from
one. The surprise will be higher the smaller P. At the same time my®
= b(1-e,2), as {2ic) shows. Thus, the surprise DV can cbtain in peried 2 is
lower the smaller «.

If we assume that on average the electoral probabilities of liberal and

conservative parties are similar (P =« 0.5), then figure I fully characterizes

13




the type of equilibria that -on average- arise for alternatlve combinations of
ey and 8. The flgure suggests that if we put a diffuse prior on the pair of
parameters «, and &, pooling equilibria are llkely to emerge but it will be
difficult to see separating equilibria. In fact, the condition for a
separating equillbrium is virtually unachievable unless policymakers discount

the second period almost entirely, since it requires that & be at most 0.125,
{INSERT FIGURE 1}

5. The Equilibrium Honetarg.r Policy of Party R

Separating, pooling and nmixed equilibria for party R are derived
gimilarly to party D's case. In particular, if the commen objective of
conservative policymakers is to maximize (5) then the results obtained above
can be directly extended to party R’s case. This is so by substituting R for

D, A for 3, (1-P) for P, and @ for o,.

6. Time Paths for Money Growth

Expression {12a) shows that if equilibrium is gseparating and the
policymaker is dependable money growth will be lower in period 2. If the
policymaker is weak, money growth does not change across periods as shown by
(12b). ©On average, if equillbrium ls separating we will observe decreasing
money growth in pre—election periods (period 2). However, as stressed above,
the llkelihood of observing separating équilibria is very small.

Expression (21a) shows that if equilibrilum is pooling and the policymaker
is dependable m0£3y growth will be higher in period 2 if P > ;. Moreover,
(21b) shous that?"iiif the policymaker 1s wesk, money growth is always higher
in period 2. As a consequence, on average, 1f equilibrium is pooling money
growth will be higher in pre-electlen pericds,

Overall, since separating equilibria are scant and poolln[ﬁ-.%equi}.ibria

provide on average higher pre—electoral money growth, our model generates the
1

prediction that money growth will tend to be higher before elections and lower
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after elections, irrespective of the party in power.

7. Parttsan Paths for Honey Growth

In general, if we assume that the liberal and conservative rates of time
preference are similar and that the dependability does not differ across
parties, then the differences that could exist between liberal and
conservative money growth rates will depend upon the difference (b-z). Since
by assumption this difference is positive, our nodel predicts that on average

money growth rates will be higher under liberal administrations.

8. Conclusions

This paper develops a political monetary model based on partisanship and
commitment arguments that explains the likely existence of expansionary
monetary policy in pre-electlon periods irrespective of the incumbent party
and of permanent partisan differences in money growth. The approach taken is
ta incorporate the option that political parties elaborate electoral economic
programs inte a rational partisan electoral model. The key feature in this
work 1s the imperfect information the public has about a pollcymaker's abllity
to stand behind his announcement when in office. This contrasts with Alesina
(1988) who emphasizes the difference between previous announcements and
wctually implemented policies im the framework of an electoral play with
rational, forward-leoking and fully informed voters. In that paper voters are
fully informed about the parties’ objective functions and thus will not
believe any preeléétoral announcements other than the ones which exactly match
those genuine pre?erences. In our framework, on the contrary, the existence of
uncertainty about pollcymakers' type can induce the announcement of only
partially credible electoral programs. .

The obtained results are broadly consistent with the empiric%i findings
of Alesina, Cohen, and Roubini for a sample that includes bpree decades in i8

OECD economies. At the same time, they do not rely on either an opportunistic

x 1°

governmental behavior

€CONnomy .

or disputable effects

16

supposedly existing in the




Footnotes

(1) Backus and Driffill (1985) are somewhat less explicit about the source of
the differences between strong and weak pollicymakers; these authors consider a
strong policymaker as onme who never inflates. This may be due to his not being
concerned about monetary surprises or te hls being irrevocably committed to a

zero money growth rate.

(2) 1t can be shown that the DW policymaker may have a time consistent mixed
strategy constructed from the two pure strategles and an appropriaktely
defined mixing probability. The condition for thls strategy to emerge is
P2x,?/2 < & < P2/2w,?. However, for this case to be interesting it needs to be
demonstrated that the mixed strategy is preferred by the weak policymaker to
either of the pure strategies. Since such a demenstration ls very cumbersome
from an analitical viewpeint because it will depend upon four parameters (e,

3, b, and P), our amalysis wlll be restricted to the two pure strategies.

2B
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