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JĴ

3
6




À

3
6

q qq q
¡¡ -

?
3
6

2
6¾

1
6

q qq q
6 4

6




Á
2
6

q qq q
¡¡ -

?
5
6

1
6 q qq q

¡¡@@

?
1

(b) 10a
47 < τ < a

4

Figure 2: Transition probabilities when each country is myopic.
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Figure 3: Equilibrium path (from t = 1 to t = 10) when each country is
farsighted, T = 20, a = 100, τ = 23, and β = 0.9.
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Figure 4: Equilibrium path (from t = 11 to t = 20) when each country is
farsighted, T = 20, a = 100, τ = 23, and β = 0.9.

3


