1 Intr oduction

Thereis a large literatureon refinementf the Bayesianequilibrium notion. [Cho and
Kreps 1987, Kreps and Sobel1994, Fudenbeay and Tirole 1992, Umbhauerl1994 and
Mailath, Okuno-Fujiwara and Postlavaite 1993]. We considera further refinementof

the equilibrium notion that seemso be especiallywell-suitedfor political raceswhere
candidatexanusemong to adwertiseat ary pointin time. Therefinemenis basedon

burningmoney to influencebeliefsandworksasfollows. Supposehataninformedplayer
assumeshat a particulartype of the pooling equilibriais beingplayed. Thenan agent
canincur coststo test out-of-equilibriumbeliefs. Suchcostscould simply be burning
money or utility throughuninformatie adwertisingor the costscouldinvolve costlypolls

to review the beliefsof the public.

We apply the refinementin a simple model. We look at a single decisionmaker, such
asagovernmentthatcaresaboutboththereturnsfrom ary investmente makesaswell

asaboutthe public’s perception®f his ability. The crucialfeaturesof our modelarethe
following: First,we allow differentlevelsof the governments ability to judgetheimpact
of long-terminvestmentsMoreover, governmentghatarevery uncertainaboutthe con-
sequencesf investmenprojectshave the possibilityto wait for betterinformationin the
future. Secondwe assumehatthe public cannot obsenre the ability of governmentgo

foreseghe consequencesf long-termdecisions.

We shalldeterminghesignallingequilibriaunderwhich excessve or insufficientwaiting
occurs.Therashandwaiting pooling equilibriain our modelsatisfythe intuitive criteria
and,at leastfor certainparameteralues,the Consistentorward InductionEquilibrium
Path conceptof Umbhauerandthe similar undefeatecequilibrium conceptof Mailath,
Okuno-FujinaraandPostlavaite.

By introducingthe equilibriumrefinemenbasedon costly belieftests,poolingequilibria
canbe eliminatedandwe identify casesof governmentsurning money for belief tests.
However, the opportunityof costly polls decreasesverall welfareif discountfactorsare
large. We alsoidentify the conditionsunderwhich the public shouldallow the agentto
burnthe public’s money.

Ourmodelcanexplainwhy governmentsnvestin excessve andcostlytestsof thebeliefs
of the public abouttheir competenceGovernmentdrequentlytesthow the public would
reactto certaindecisionsand“fly akite or atrial balloon”.

Themone burningrefinementntroducedn this papemaybe usefulfor othersignalling
games,sincethe opportunityto burn money or utility is a naturalway for playersto

broadertheir stratgy space We expectthattheburningmoney opportunitywill generally
leadto separatingquilibriain signallinggames As shavn in theapplicationin this paper
however, welfaremaybe negatively affected.



