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Abstract

This paper clearly shows when the ex post rescue (soft budget ) is optimal both ex ante
and ex post and how commitment problem affects social utilities welfare in Federation
setting, by focusing on the initial cost ex ante, the additional cost ex post and the
additional benefit ex post. We introduce self-refinance for the investment ex post but the
advantage of the tax collection by the federal level and examine when and how
self-refinance is optimal, compare with simple hard budget or simple soft budget.
Finally we investigate the optimal softness of budget in the sense of the degree of

support for the additional cost ex post.
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