STRATEGIC ANNOUNCEMENTS IN A POLICY GAME

Christophe Deissenberg

GREQAM, UMR CNRS 6579

Universitè de la Méditerranée

EMAIL: deissenb@univ-aix.fr

Patrizia Sbriglia

Dipartimento di Diritto e Economia

Università di Napoli II

EMAIL: patrizia.sbriglia@unina2.it
sbriglia@unina.it
Abstract

In this paper we report the results from a series of experiments on time inconsistency in a macroeconomic game as in the Kidland-Prescott model. We depict an environment in which n players – acting as the private sector – independently form an expectation on the inflation rate in period t+1. Following Deissenberg-Dawid (2005), the Government makes a previous non-binding announcement on the future policy, and, after the announcement is revealed to the public, the players can enter their inflation forecast.  Individual choices are therefore grouped in two categories, Believers and Non-Believers, the proportion of each group in the population being public knowledge.  As the theory predicts, we find that  1) when the size of the Believers’ group is greater than the size of the Non-Believers group, it is optimal for the Government to cheat on the original announcement and the inflation rate approximates the Ramsey value; 2)  both  Believers and Non-Believers’ payoffs are higher in this specific context, with Non-Believers’ payoffs always exceeding the net benefits of the other group.

We furthermore explore the individual learning process in the experiments, comparing a general adaptive –expectations model (Arifovic-Sargent (2001)) to a reinforcement learning model, and we find that the latter paradigm explains individual choices better than the alternative model in the majority of the experiments. 

