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Abstract: This paper compares the fiscal polisigslemented by two types of
government when confronted by consumer uncertai@ynsumers, lacking confidence in their
understanding of the stochastic environment, disth@ir subjective probability model. The
government does not face this uncertainty. Thratgybhoice of a labor tax and a supply of one-
period bonds, the government manipulates the cotiveetquilibrium allocation and the



consumers' probability distortion. | consider tiypes of altruistic government. The
'‘benevolent’ government maximizes the consumepgated utility under the true probability
model, whereas the 'political' government maximibesconsumers' expected utility under the
distorted probability model. | find that, relatite rational expectations, the benevolent
government relies more heavily on labor taxesrtarfce fluctuations in spending, while the
political government depends more on public delatttsorb the fiscal shock. These policies are
designed to influence the consumers' savings @esisind probability distortion.
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