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Abstract

Hyperbolic discounting is known as a cause of suboptimal level of public expenditures aiming at reducing the level of public disturbances like pollution or terrorism. Using a novel interpretation of the naïve planner we show that hyperbolic discounting of a central planner may also lead to what we termed as a dummy steady state solution, characterized by cycles of the disturbance and the public expenditures level, each begins with sharp discontinuous fluctuations of the disturbance and the counter-measures. We also show that hyperbolic discounting may lead to overshooting of the counter-measures by the government. 
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