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Heterogeneous Expectations and Transmission
Mechanisms of Public Debt
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Abstract In this paper, heterogeneous expectations of households about future
economic growth take place because of different forecasts of future economic
growth made by different public agencies. In an economy with only riskless real
bonds, households with pessimistic beliefs tend to accumulate more wealth than
those with correct beliefs about future economic growth. To the extent which the
equilibrium interest rate rises with the outstanding amount of the public debt, this
result implies that fiscal policy can have impact on the distribution of consump-
tion and wealth of individual households. In particular, this distributional impact
of fiscal policy depends on the structure of financial market when households are
heterogeneous in their beliefs.

Keywords Heterogeneous Beliefs, Public Debt, Consumption and Wealth In-
equalities

JEL Classification E62, G12, H31

*E-mail:tackyun @snu.ac.kr. This work was supported by the National Research Foundation
of Korea Grant funded by the Korean government (NRF-2014S1A3A2044637). I appreciate sup-
ports and comments from participants of Fiscal Experts Network of Korea Institute of Public
Finance. All errors are my own.

Received January 10, 2015, Revised June 10, 2015, Accepted June 25, 2015



Journal of Economic Theory and Econometrics, Vol. 26, No. 2, Jun. 2015, 79-105

ZFEA stFAEANAY 7Y I

EH *
=4

Abstract £ =FoA=7
Wes &Aoo

2 7HA 7Y o2 FA gl thote] A= 2
dFolA TR |S7F 7hA Y 4n) 2t
o] wjdo] WA= & Atk & =wo 23 o2 2ol 89
o+ O‘D} AR, s S8 52 E= AASAE FA S o
AT A FAFA Y 7P Aol A mlefol] th e
H]Ez]ﬁ o] u] g_ 5} = A o] fzﬂtﬂ— oh:]. %yﬁ’ u]a]oﬂ 1—4]
5o @‘W@SE A 935 743 M A7 S8 FAE Fote] &

4]
FgAEe] HAA o Ro| meby SepAch 13}
o 4m

P

2257t o R 3 9
e 4B SolA AR APAHL 29 o BRTS AN D
k.

Keywords o] 47 7]t), Z5RA, 449} Ko B35

JEL Classification E62, G12, H31

*E-mail:tackyun@snu.ac.kr. ©] =82 2014 d % FAEAD(Z &7 &5 AL sk
TAGAE DS 2 St AT AT A YE ol A= I THNRFE- 201451A3A2044637)-
ZAATE A AR MEYTY A D} =3 o ZA=-TH

Received January 10, 2015, Revised June 10, 2015, Accepted June 25, 2015



=
TE

J

3

Mz o

T

°
s

of o

o

&

Jol Wat A )

A

=]

T

1 3%
o] gore Ty A, Be] A

1. ME
ZI4=el v BA

=i
=

TRANSMISION MECHANISMS OF PUBLIC DEBT
N 7HA

T

2 =FolAe

80

W TRHHFTHETITNFINND R B P
Fooe  of W T I g W T e MR U g
N ET E._ﬂ,_ﬂo_emﬂﬂﬂﬁﬁommo7_ﬁon_ﬂﬂﬂoﬂ_-_,w._ oy
—_ — i =
o o X ﬂﬂﬂ%ﬂr%x_.7ﬂ%%%%ﬂﬂxﬁ% "o
T = — I~ iy —_— ~— TO —_—
TET AR-wmiiTgicEancoEAT
N I of TV T ho T X oy RO TR 0
gE Syl leN e g e Toop o
B PN o_mﬂr”weo_aﬂmDr%%a:#_]@ﬂlc_a‘ofr o
\_.1]_| mm Oam Tr ‘OI‘O| _ —_— 1roz_o
nrhk pEELwiceIZiEiloe U
up ™y ﬂMmo_Lmouﬂﬂ%%ﬂ«ﬁ;ﬂ]ﬂodm%ma i
=0 ‘_mﬂ__oL‘lﬂ-OE_L.l ‘q_/ EOLV‘W\IF\_‘H_A_” ‘Nﬂ
™o i O R - RPN TR
iof A =T mi]‘m_.ﬂ Jlﬂﬁmﬂeiqiﬂ,_t;o;ﬂr% )
o _Zmﬂmuloa._“ﬂlﬂiﬂ‘ur D 1rcn_m_|x,_mﬂ
_ fr o KT M = B BN o T o Mool o
ﬂAT.AO ﬂAl.._ ﬁ:._llll,mﬂ }ﬂo‘DIMJUO_E ﬂJ'o 1_._1_
T ﬂﬂﬂmﬂxqoaﬂ%7f.%@¢mﬂ&ﬁe_amox y
T U w %ﬁoﬂoﬂumuwmn_z_ﬁm_mmiﬂﬂﬂ_ﬂﬂﬂu% =
C Bk TR N me Xy
— B o) = N — X LI -
&V@ﬂﬂ%ﬂ%mﬂ%ﬁ%ﬂﬂﬂ@ﬂk%% p
X7 0 o < p R ) ol = jariy ‘_I
cEEL Mg IedRLGT TR Lo O
KT om Do TS mw o RT MR
“Wo_ue._ iy ° RN T Zw v_o‘o|1\mrﬂo_”o Mo zwo‘@ﬂgo ol X0 B)
A,_m_._o_ﬂ@;ﬂ%,muim_aATo_Lo_u_/a_,_mn_Alo_ao.H TR 7o ) )
gRE PR IR T prp e PeE  w
TB o o .EMV%MM Eo_u@oa_.d HER &4 W
ﬂﬂztﬂu_imuaa7mmo%_xﬂﬁﬂlixo%ia_.i%.ﬂﬂN:
ﬂﬂ?ﬂ%o®E%NQQQQQM%%ﬂ%¥Nﬂ
NE RN A5 of R o o on U T R o BT BT M Mo N oM
TN M RTH TR T O KT E N MoK



&9 81

d
d

154 =x A EAS FASE e A 37

ek S E A4 o s
Fo] EATTHA Wzt AAFA Y A HG A A H ol that v LA
WS AR A & 75 A o] EA T 4 g vl el o] FrhH oz )
249 WL /M A7t FEEAE Bl B2 FAsE7Y o R
ZAge] SR ool whebd Depach Ao ARG AL o A& L
MB A A 4n) Hol BHEL AAD 5 ek o R ARAAY &
T 7129 AN B2 A G ARRA) A2 e AGF 2ot @
% 9k

[\

Aol At BAAT A7 Ahel hshel 2rersA B2l ek 3
AAN 7 BT BB B ASEAT AAY o) G4
2o e Ay ek 4gel At AAE ] vel thste] A
£/ lond S UgE Aad A AnE 1 sy

X

)

=2
fu >
o o > UlO

o 4o 2

(o]

o rlr o -

1

o

292 AR aTh sl
A5 5l We] oA F3HE A el ool A

fo = 1o o

_Ig,ﬂ-':o,Ld’
F-.Jﬂ\‘_,>*

g

rt off o

my, of

o
=2
>
rlr
p

a4
fo
i

( rﬂ,
N

N,
It
i)
X
AU

>
L5
o> o}
0@ F]‘F (i
v}
kr
oo
s
Auf
kr
h
<
v
o, o
>
et
X, of

=2
i)
o
£
>
fru
o
r gl
i)
mjo
flo
N
N
(LN [ ST

e
4
1o
o
— o2

1% oY r
N

o, =
N
M
ulle
o
=

oX,
ot
2
g,
o
o
RS )
2L

il
o

>
N
_>fl_',

10 kT 30, ol o

o
0 oY
)
=
>
X,
Jl-)
o
[ o
>
I
B
K
N
o
ot
>

7} itk Aol 725 of k. o
Al 744 ) 71 (Market Selection Hypothesis)

E
Kl g

to ~o
i)
e

2

[

=

o

G

N

1o

AN

o o
)

A r

2ol S0l AN Tl YA e BFE
3ot Xiong (2013)2] Z 2 A ujolof +5H th3¥
a7fete AR Age 7H FAAE 8 A 7t
dUAcE A3 AT Fdol Atk & ¢
%@X}JOH YA o2 FA5 Wol 5ta 1 AAE H
GAA QA AS 7 B2 g5 Aol
Zk2kol| Hlsf A B & w2 A S 71 # A
°‘§°1 T8 SAY 5 VA BHHLE éﬂ A
= Zote GHA A TR 2ol Bk H =4
4 9l t}. == 3k Blume 3} Easley (2006)+= AFAFA] o] B4 & uff of) A| %

Y, fT
flo 1x

0 M o
T o N
oft
X2 =

=Rl

oX,
ok
o

r

lF _Q
-|m )
:\9
ot
)

2

,,
oldh
o,

0ol N 1o g O 2 2

>
e



82 TRANSMISION MECHANISMS OF PUBLIC DEBT

HAo) A 4 YL Wt 535 AA BT AN D dteiehe
SR A A LA A ARE A AR e
o

o 5] BANAE ApEA ol S A BT A
2 527 "k e Ao SASHA ghrha W BH el A A
S34 AZstel BB 24T A AL oldD WA A
54 o] &5t AL AvfstH AL 5] w2l A= 159 FAHA 2k
A gl = A3 o] 24 "ttt A S 7FZ St} oF-2 2] Blume, Cogley, Easley,
Sargent, and Tsyrennikov (2013)9]| A= o] 2|3t J,}oﬂ o) Asle] Awte] A}
ol FEAH &3 FAH

AR 1 AAED 718 el B H B W%
u

o)7} AAY ZHAlE 0] T3] WA FA
Aol 38490 AT APUG T B2 AL AAT F 4 Aoin
FA
ool Al 243k 74 3= DSGE R ol A= 7pA o) ulEAH e 2
=star et Bled A 7R 748 FA M A= oE 7HA 9
ZFHso HE o 83139 E 714 4 9 th 3] Den Haan (2001)

2 ThE 77 o) Aol AR e AA Y £7) vl B A%
£29 2R s A AAS MBS A R e
oﬂ/ﬂ \:ﬂ—/xﬂb‘]— 2= o]q. 1;}‘

2 27 A2 b 7}7417} Aok Aol AL A S5
Zo] Aol Ao W E 4 Aok 2 U sl W2 AR v 7}
EARL 55 S AN BA ¥ 2 oA A 559
]Z}EOH W A =t wEbA AARe] G-l o] A2
Ao% JEITh B =Rl AE A9 WEAA 7]
t] ol Al A3k Den Haan®] 237 AT = A

o T rlo 4 B
rXL okfl —E O A
r°"

e}
—

©

M S oo r
[o i oft oo
ox, i
w70 =
Dok @ >
IR g o o
30 rlo =
30 Fll‘ >

KU g
<

3. ARISI7| LSS0 et A B2

Hi
1o
o
2
ox
o
it
N

il

it
>
ofo
o
£
ol
2
f
N

N

N,
i

o o
= o
[0 X do Ho rfr

1o |
N
4
ofl
oX,
Mo
oo o



2010

9 83
— o SATRATS
o ot ; i
oaf T e | ' ; ! b ! ] ' ' ' ' ' b
A ,.-"‘w"ﬁ'a‘-. AT TR A e B,
‘;gg;g é ' ¢ h ¢ “ o -:.y b’ ° a‘.-.»-q‘.‘:.
i 5] ° 1l
R : 1 L
2% 1: ] FANZES YR 23 E 3

2 AAA7Y 2SS ST FEAHOE St AFERYSE FH 5=
AS-obe ApEstE v S e uhe £oh

53] B ZolX= FAA ZAAZI AA Y BAAZ N HE 5 e
Ve gttt o9} Zol L& sk ofrv= A AAEC] 54
Hadts Aol st etE AA QARG A A3 tf-golv dAIA
A Sz st 58 F7HE Aste] AA 77 AA & g st
2 ¢ S 18y fehA ot

B Go]l AFE Ao A= 7| &2 GDP A AE EA oA e AH&5 o]
Beveridge-Nelson®] 7}4-& It & gtedato] th33} o] 7HA st AA,

AR BAYFEL A BEHA FE 271 HEWFE BT 5 9
o} AR ey o2 3 714 A4 GDP: A GDPSF GDP7S] fo %

GDP+= #3 o] 715514 v 44 GDPS} GDPA & 27 #3

FEARYS WmEE o2 /13t 53] 2 = o)A A&-8 Beveridge-
Nelson9] £3+= £42 49l 42 GDPYHS 118 3l= B3 & A A8
o gEHTES 2AA AUt T olFE AN AP E o] ERF 2
EAJASEA ] AHESF 517] f el

3=ro] A2 GDP2 A% W 28| t)5}o] Beveridge-Nelsono] 3=

2010



o]
g

TRANSMISION MECHANISMS OF PUBLIC DEBT

AAR AAE <™ 1> 531 vk H5 A dzoMe F
49 A4 GDP| 54 FARE AALS HAFa et -5 4
o 2 == GDPO ZIaghol A FARES Al A st FARE AR Al
AL AR E HAFa Qth 5 stade] Jejze FA4 B9 S74&9]
AALE HAFI Y, FARE] S7H&0l FFE /ST 10 F
A A AAS 712 A2 hehd 1980, 199813, 2009 ol FA1 2 A A9 7] 7}
Elae e ARG S e

T} o A= ol A A3 3F A A GDPol| T 3 Beveridge-Nelson®] £3] &
°o]-&3to] FA 71 LAAFES FA LA} Tk FAA 7S] FASE
< FA87 AsiME BALEES 282 A5 71707 st et 2
7HA 745 o) 23t 2ol 8ttt

7 +
A, A GDPL] A& o] =2 A7

S5 AE FAA FAN ) GO
Aol aieh ZAA AA9 710 B L The T 2E Beshe $EA o o
A4 245 Aoz R BTh FA A AAN ]9 WA H B St
354 20lo) oA ARH Aol B AR L A4 B55 A e
AAA AN B RS AR FEA 298 w2iro] FE
SEA AN AR YUl UG RES GaE Aoz AR et
9ol A4 s 0z BRI AAA FA9N )2 AR FEASY
1ol A 2] grel d, = 1o]® ZAA A7) 3 d, =001 BFAQ 3
Fol AH L Aoz AT FAH ZAN BT FEL 2

)%}

EA], GDP 72 A& A4 Ads
A= A o2 7H st GDP o] =
3t3l GDP o] @A AaAH = AL s,
ol &gES thg 3 o] 7Hg st

AR, 7} GDP2] 38 o] Soltiehe FAS 717 e
Ao 7A@tk ol FAF FAY 7L B F527)
T E AdE = A 7|dA = BAS 717 B EA] etk 7HE
1etch 28y ZAE AN 77 2 FA FF8E v
TEoR AEH = A7) ole A7) 7F 2 s o] &) o] ZFA gl

to e 50

(R rlo 12 rlo rr

d

S0



iy

85

o
o

22 o] 7158 AA 2] GDP 4B Ao FEL 11-g7} 2o] AR AT

pn (I=pu)(I=pa) (1—p11)pa
Pe=1 1-—p2n p2(l—pa) P22Pd
1 —p2n p2(l—pa) P22Pd

Yo A A3 23S Nakamura, Steinsson, Barro, and Ursua (2013) ©] A
Algt a9 7)o st AR ddld FElE AT 5~ Utk o=
o Yo 4vY RS A= 3 AR T ASH A g+
8 Qo] EXst= AL 7Mooy B e ByoA= 2719 8.l
o3 A GDP7F 2= = AL 7M.

Fo|H BB 2 ML) Fote] o) 5o B YL 2ot The T
2oy EA T Aol 23E £ AR} io) A Favle] 22ghe e
Hol 954 BAEE Ao AR
Cii=Xis+Zi; +&;

S19) Aol A iz Al ol ] ARl o] 223k Xy AR L0 g 2
£ Uetle A 25 F, Ziw 28 H, g0 2RSHA LR A Hol
00l vl 7 vt S0l WA FUe AFEEE g2t FENUF A1
Sk 4H 97 E vhnE A $ETAS upE s SEA5 1,00 o5 A
FFS Z2A A 28717 anleFl Fd7] BHE FAO 7H T
A= 2HsH7] fste] FA A v 71t Hete v 2ol 2
A5 Aew AR,

AXi; = Ui +Nis 41,64

9] AolAe 6= 2R 719 el Hg F7)E5E e AL, w9
Ne A2 SYA ook 3 AA 9 an] e A an]zhe] Ape]
2 oS = a2 ofee Zo] AF

Ziy=pPZis—1 116 + 1100+ Viy

9] Aol At g, 21979 Aulo] e B/ ZHE hehdch p

F4oH v, BFol 0013 v7]nh SR ol WA AT FFRLEES
FEUSE I A9 ATOIA B 5 gFo] 9719 0y

WO Met avSl 35S DAL EE AASHE 209 Aol

o |
TL i‘][‘



86 TRANSMISION MECHANISMS OF PUBLIC DEBT

Z3ho] Ht
Fo A st an 97 BY S IR ARSSHA] e 2 olf e B
=T An7t A2 AAR A ¢k 7HA 9] 283t 43
22X 2A 5= DSGER P& wA43817] wfZ ot o] &} -2 o] 2 ol A
3 3

AFS- Rttt o] & F8ho] ool A A st 7Hd 58 497
Stoh WA Ao SF ARG AA AANTES g =
of olsi A 2Ad i 7Hd e A Wsee] 7127 Mdlke o
HolEo s 2 A

o
o
= T
AW £H Y79 AR YPS A2 GDP7F 2AHE 2§ o8 WHIlslo]
7] &
p(

F1o] Aol&E-2 AdollAl oju] A3 B4R Hol&E AT &EY
22 7H3 %ok =3 v, Y 32 AZ gl oA 2AE =T AZ = 5,8 A
o] H= AFolA= v =00] Atk BT AZ =72 AAFH = 4FolA+=
vi=ve dAEn 27k ew 47 ODPe] AR 37e 4RE AH D
vpmm Qs GEIFOl A 2B 2 AT 1S A E | 2
QUEE 4gew AN o] B¢ AAALELS g = explan) & F0l 7
O A 2 B9 B E A2 4951 o] Aol Hel AANLES
g =exp(a) 2 ARAT AT 2 4938 A9 /)7L Bk Ao
2 Q)5 1 4330 AY AAFELS g =explz— V)= AR AT}
thZollA= folA 2 2y S a2tz 283 245 2 9Fdl7]
Z Sit} Beveridge-Nelson®] £ & o] 8310 A H GDP L AFE &
% Tauchen (1986)2] ©] 23} W & AbE-oto] iz Ao SERAH R
Bog WET § A & Fol e il 458 1A SEdow
WS, 52 GDPAlo] AT A5o] 9] GDPAIE] g2 0.0096.0 2

FA7FE 1, W& GDPRo] ¥4 *J%WVH G P7“«l e —0.00952
FAZLEh 281 2 GDPRo] AdHE= A
=& 43 2Ab0l 9] FolgEL v 2T

b 0.6074 0.3926
* 7\ 0.3926 0.6074

N——

AAE AAA7 BASE LS HSE 2N AT 2T S 9
.2 GDP7o] AAE = A% MESE 2k 3 FA A AA 9



gl 87

| BAA% 43 | dolad
g = 1.059 0.607 0.3337 0.0589
St || gy = 1.039 | B,=| 04 052 0.09
g = 0929 04 052  0.09
gn = 103 0.917 0.0747 0.08083
o= | g, = 099 ||[P=| 05 045  0.05
g = 0.90 05 045  0.05

® 1 =3} 0= Ao %E v

9] S =gol e FHE ZAL py=n/(n+k)o] DTk FelA ol
B A9 Azl o] AL HE o] py = 0159 FHAAE AL 5
Slth. o)t el 49 W IsHAES] FE2 FAE A7 A
5 9ee gnan

AoIM A2l vhaz AR PS AFSA GDP 4Gl v
Moz ARPS £ET 4 vk GDP AFES 3709 4ol 34
Ago] 7hs ki, 374e] Agzre] Hol BB L obele} o] £ 4 gk,

0.607 0.334 0.06
P, = 04 052 0.09
04 052 0.09

Cogley, Sargent, and Tsyrennikov (2013)+= & 2
o AR E o] §3ke] FA Bk o Fo] A
o] 9t} =3} vj2e) AAY ] HELS
Hjsl Te] A KA ol B 2 Ao UrEP&D‘r it Ay
2 72 v=2) A% 0.050] 4L =2) A9 0.090]



88 TRANSMISION MECHANISMS OF PUBLIC DEBT

o ﬂﬂ%uFﬂW%%ﬂHJ@“ﬂﬁﬁlﬂﬁdmﬂiﬂiﬂ
t}. GDP &9 & FA st #a AR BAe} 3] 27t
2kl 74 Atk el & mmﬁﬂizmnﬂﬂ@sm}ﬂﬂuﬂqg

il

L —

x
m
rO
fn)
i
o
o, -
N,
d
olft
2
Hd
fotr
£
[ o
_‘N_v/
&
é
ﬂ
I
UJ
Lh

i\
N

o o L oX o
do o i
)
o
X,
oM. a rl
My S
o X
[
lo
)
£
>,
[4
AC)
riu
>
o,
rlr
o
<
N
=
<14
=2
> X
o
of,

o g
o,
2

i oo

2
2~ o

2,
f
)

I

3Ke)

R
i
Dy
ro,

ﬂﬂﬂ%ﬂﬂ“ﬂJﬂ%ﬂéﬁéﬂ@ﬂ@@%ﬂ@%é

2
(m
e
i
lo
KU
E
l‘
_YL
}_.
_H
FﬂJ
S o
o]
9,
o
v
.|>
I m
=
R
o
UJ
Ul
&L

53]

9,1

:
°
Jo
m
e
i
m
‘O,
N
N
)
o

Aol 0% Y Ao nelt
1S AR o2 05 ol Ao g e
o2 R ET} 0|9} 2L A o] o 75} ol A AT B
of W2 9l 71A 9] Aol 28 AN 2 Sk

w 1o

Sy 2L ol
)

T

l

tlo £ o rx O
Mg Ho M w

o
oo 2 g

HBH QA AAY B Aol BN TS A AFE B B
ghol 35A A=t 5 25 A 2 FAI9) 7)) @Ayl ek A 2 9l 2
xRk AA ] JFES oA BB vheh 2ol The o] Mo
7HA T,

0.607 0.3337 0.0589
P=| 04 052 009
0.4 0.52 0.09

AA 9] Aol 8HE ol A B AHL 1.04060] ), ]2 AR
pr(gn) = 0.5, pr(gm) = 0.425, pr(g)) = 0.075% Fo] At} vl %4
o8-8 A4el7] S5tol AA BEES] 27 BFte] 357
2 4 A AR 7)) o] that AFAA FHEL
2AR A7 7)) HAE) g AR FEL pyy
Atk Srol A BRAEE o] &3to] AT AAA HA 7]
= 0.150] B2 AR AR A 2B ol w8 1054 =
A& o e 3§ 37 %‘ﬁ%ﬁ’l 53 a=g)
(
A

N
=

o

N
-|Noﬁ,‘>l"ﬁ.l
2 Ho Mo QN

_,d
2 rlo

0,

I
=) &
LD T

rlo mu ki o |m

all
o o

N
o <
%
T

o, 1o
_1
N
N
0o oX o
<
U

)
3
SN—
1l
o
Q
e

0.607 0.294 0.098
P, = 04 046 0.15
04 046 0.15



iy
[00]
[{e]

o
o

T2y 43 A E 7} A A S GDP A& ol et w2 AR 352 2+7 pr(g)
=0.5, pr(gm) = 0.425, pr(g;) =0.0752 Fo] At}

4. 2

B o= ME 7HA L 719 E0] mfe tiste] Az gE UeS 7}
213 ) mefe g gt WgoA Q] o] 7t A& A o2 §AH = 43S 1
23t DSGE B3 & A st 2 o A= WE 7HA o] 250 AH o=
2AE = RE22Y AAE nested £E2A1Y AAE 7P 5k ol He
QoA oju] w3t A GDP AZFE tish AFSE Ao AE A3}
2 k3 By B0 AL 4 Qthe FHolth o] QEAA 7HA 2
N4 Eo] A et o] A A VLS A A HE AAHS APty
&3t 23 22 7HH S =i

%]

Assumption 1. A Yol|= 2719 AGo] RS E3lo] o} ofFo g
AR At =23 Z2F 8 BAAFA = BAAA S 7HA L Qloj A 2719
A oA Y e AATH. mebA FAAA A= A A
Aol A 270 2AF o2 FE

Assumption 2. 73 A A 7
Fote o T3 2 W AT 7] AL o] E2 A E o A A
"4] A5 Exd 5 Ak a2l AFA = oI5
of| Z X0l o] Asto] ] efof thsh 04];;3_ KRia=d
= 2 274 ujof

,d
it
t
rlr
N,
>
o,
2
ry
i
(g
4
[
=2
4
o,
£

A8

N
N
s
N
2
of

<]
me
flo

q,
o~
oM,

L [
N
] .II

% 13} 29) R % The3} o] ABY 4+ Atk AANEE EE A
=3}

A A FAH e e A SAE dx st T3 78] A&t AA
ASAE LRL 5 Yot 7HAE2 A1 9] F X A A ol whebA A A4
e ASAE AEsHA At ol & Sl ZFo] Txel 73] o iFA 9
LEZF AR O B9 A dge Aoste 7 AR AS5AE
AEskal DA 2 7HA Y] A A E AR E T 3 AR 9 o S
A YD 5 0ok I ER M2 48 XY %S 7 7Y &
Ae AR FAL A2 b dSAE Exste 47l 7HA2 A5 7}
22t 5 2 7ol duS vt

Assumption 3. A 9] 7] LAY E-F o thg FH X of] thato] ZHAERE M=
o2 FA4AE 7T o mj7|utet A E = AR A



90 TRANSMISION MECHANISMS OF PUBLIC DEBT

HE

ol o ASlo] AFAlY] 2 AHAE AL B FoA= AR THE
7HA A 2700 age g BT 4 Qe e 71Agsta 7zt
H| =2 128 7}A sk}

HollX A3t 714 1, 2, 390 g Asto] th33} 2
BA AA Y 7HAE 270 M E HE A5
o A FAAA BAH 7] LAl o3t & ‘Hﬁ}
=2 FRAE AL e OF 2+ BEEt
BE O% 19 &5t 7HHE2 v AF < 2eE /1A
st 7Ht’37}74]-/] D59 717H 7 §3 & oS3
| -—Cl’— T THE2 S5 sof i doj&EL2 H&
101, H’q A 718 FEoll sl A= Wl o] A 2t S5 44
TAS sk o] X ¢t Ao g A 4 1FY vF2 ¥
Hets W39 Ao 7]7ke] Aol wheta] gt
Assumption 4. 715 19] 7}A S 0]
AetEo] e AR EZE HEEEZE M2 o] &
#7138t 919 Aol A npw A A 9171
08k, mew E29 AR = g =
o3 7

%4 0,9 st HE 7R A4S o

ot oo
1o o

e
i

2 oy ox
39
s e 100

o
rt
Y

o
My & ox
N
ot
[

Lo
=2
=

o
ox!
i
N
3%
Kl
K 3o
% 5
RO AT

ox, My
o,
1
)
o

t}.
o}

30 30 30 W kl
U2i ri rL

5 2

o,
1>
=2
>,
=
RaJ
rlr

N
h=)

o
-+
]
o
=)
o,
i)

>
2
ML o
T
oo o
&
o

%)
©
N
9

Aol o sl A GAA AL 7ol 3t BB
| AA AR E BEA = AA 2l AL
48Tk 286 AR 719] $53 5 A2
SR % =7} met 4A9) 7] B RS
A AEE AR 7o) e FE S AR S A

i
o,
1o
4y rlo
Ir
o,
bE
N
19 02
N

¢

= r
o
o o

I~

N
Ho
>y
=2

Y
Fﬂ\i
o g o

b
\I%T’,ﬁr‘.&
-+ ©°
>..ﬂ131ﬂ\1-'

_‘d
o
o

4 2 o o
X0,
-

e 12 glo
o xf

ol

° %

ol

=2

o

o

-

m

s, 2
oE, m-[)J
N
>
O_u
é
o
i)
o
1 =
i
o
=
0
o,
N
o,
o
i
fio
ry
Ay

%E% 7}x]] <) T}

DT (04, +my;) 4



iy

91

Mo

29 2: FA A AA S 7)o Pl g G E T
Mol R4E 74 wlet 2271 Fo) =3 AL x| o] A 5ho] A A

an+nt
O+ 1y 4y +my

wetA AT A BT FAEHA ZA A FAR 79 7HA =

<28 2> A= Yol A Ay st af o] 2] ¢t 5ol 9] 3
719 HAFE 3 FAA 7 A = FAHS B UTh
IHN A= GDP A AEol tish ufZ = A3)] 23 of o] Adlo] Al
sto] AT A ALAEE BT Y=, AAA7E 58
ZF AR HCE ZASE G 5 Atk 5 T == W o] A ¢t S5
A BAN 7 BAGEY FAXN A= AAZ S KT J=d, H=
25 HAIEL AL A FAHXZHE 15 AHANES] 2O = &tehst= oo
AT AL 20 HE

Pdr =

2y
0, o
oY, it

¢

[¢}
_
>
L
2

Y
N\
loox &

o

i
&

_

T

.

Lo |1

L 4y

Assumption 5. 2} @A Zoll= 7HA SR ZUtete] ¥ A FS 7 o)A+
o] 2AEth AAAIZAA A= AE2 W7 171 @] F9 8
IR & 7Hg St

i il i Bl in Nl I T T R R S R N I T R T
20 40 60 80 100 120 140 160 180 200 20 40 60 80 100 120 140 160 180 200 20 40 60 80 100 120 140 160 180 200



92 TRANSMISION MECHANISMS OF PUBLIC DEBT

7}%4 SolM = F8AF T2 e 7182 AR st et & FollA
T AT HAXFAA A7t 7 Ao g T sk A4E
A A BE9AAGE 7L sttt 0|9} Hasle] 2ol A o] n] A W3t Cogley,

Sargent, and Tsyrennikov (2014)2] A4 275 AL 4= Qt}h AR, AFAHA]
ol ST APl AT AL 1A EAR} HE S AT S,
B A F o] MR E Aol vAAE A A 7}7‘] 7P71ﬂ7} A&

Aol A=g EdA HE =H5A Hrh &S ALE = 7HA = 1)
HAARJA 7HA Y ASF A2 o835t S At Jf‘rl'/‘r?f} XH?J-’&UHJ
A= ol A5 RAAYA 2o 451

A A o] 58 Sehs EAIE T} 2ol 2ok 4 Yr). ¥
oo] A A 071014 AT E BT 2L AL TR ol
o8I Ve 5 g,

CORE
tZoB D e

VA7 A ZEUSE IAGGE EAAN DA S AR
o o2k Aok e RAA A 0 2 of Ak 7] A 2] ol A
b4 2 ofe g} o] & 4

Ao AellA C(s) & A AA ] 2HFE, V() 255F, Bi(s)e 7t
A7k 7)o Fuf ek Afd e} 74A], O(s') = AL 7hA o)tk =T t7] ol A 9

B Al oFe e} 2ol & 4 ST

o] Aol X D= A ) S ehu] A& 4TS of w aheh. webA A
o A AR E o] FA Ak wE s of shw ool vha
e 9719 AAaSe v ateh 2elw A 7 o] Y I

< ofef et Zo] 2t

ﬂ.t{ﬂlo

mi(s') = m'(s;|s—1) - (sols_1)



&9 93

o)sh o] Ael B EH Fristel BAL AR A AN A5 7|22
W shol of 5o} W= Al W The A1 E A4A A ehob B & AgS welety
9k,

G| A Arst E&Fohsle] Ao thet 14 21 Feshd o33
Zr}

3
C'(s) Q) + ' (s") = ), @(seals)C (s ls') 7
Ser1=1
9] Aol A pi(s') = FAA A gt et A] S5 o w] gt A
A ko] 4= t}2 2] complementary slacknessZ -2 7H31

Wi )(BI(s') + DYi(s)) = 0

B AT e Fehs 7Y S BATE Zehs F YA A A
ApAlo] o]n] 57 8 A8 JHES o] §5to] £E TN £AE T A
o AR ek o7 13 o ul e Deks 7MY A AHE L A
AANA o) E ] o u] HF 5L 9= FH o] 2ol AL HHE AF A
grethe ol HebA MAAL S A Ao ARE Sy

2

th&oll A& A 7HA S o) vl el o] A4l of o
AEAFo)GA oz 12H S~ FF LS
ﬂ%lﬂﬂlwvﬂwﬂi@ﬂﬂfw1%%&%&%m4§¢%w
A &2 5 YA Fol Ak

9] AoA ¥ () & &
4 7the] ZHE BAF) 5] 25olq EAR 25 &
A AR Aol vhghA 87] Wl Eo|th tebq A APz L the
Zo] ATk,

F450 tislo] FEA FA7L long AAE 7HA Y 4N E F4
Z Urol A FAZHAIAY W2 i@k FA LA A" des 23
e Mot 5 A% 7| 55 A Sk AwARE AR St vk A7)
AAE AFE AFE S ARG d2 AL ofE ek Zol T & £ 9



94 TRANSMISION MECHANISMS OF PUBLIC DEBT

t)’ E]—.j_
i () S TR TR
o 2RF2 7MY FI=AER 7AE FEA AAS sl=A A
Ak Y e AdsH] flste] Zofor =Tl 2R DS of

ook oy off

:ﬂ
)
b
Jo
o
=Y
o
1~
[
o

)OS ) + () = Y (seals)g e (seals) T

St+1

2. AR 2HA (ZF2)

3
()T + () = Y P (st ls)) g1 (s ) T

St+1

3. 2% 1 7HA1 9 o) 4k A 2kl

M +0(sH)b (s =g B () +0.5

4. AVE AL A oA

6. HAlA okAle) Bt Lol thH 2 (18 2)

() (B2(s) +D) =0
7. AN A AL 27

2 n.
Y b(s)=0

i=1



Mo
)
©
o

7709 WSl tiate] 77l Rz Fehs FHE Bel5]
AN AFLH ATk ol A B FHEAL AR AN E AT
49tk 2y B = ol AE ARA A A A G 20 B

I QoA A F o gt =)= Ay = st
A= AR o B35S 7 7HAE 0] A1 A= o 719
o Astol 4n] W 2HTAE ool Qe o) FH o] AW WA LATE
Ashe ARel7 2 Ak AN o] BAAT AT AP A
e 2= ot <®A 1> gofdTh
Proposition 1. 7}4 1,2, 3,57} 25 a3ttt 7P stoh A1 2 A A9
719l HASES 7 7ol 45 Z4AEN thoto] v AA A B
2 1A 8L I loehstn F4Te] AYES FERES Aot
D Qe TFL TF 2R BRE 4 AT G B o2 @ 714 shol
A FA A eFo] FaF ol vl#ste] o= i F Aol vl AT ZA] 2
A% £45 AREY BEE AR T U= e FAHo B

shol o) 37 Beh, o|ei o] 2 2710 2
4HGES FATI BT R o] 2 1 o}

4 3F 19 2uFEE ANe] BET A @ S5 v
Sk T 19 s ARl mhek 2 Re] B Hol X AW A
SOl A e A% AAN A &7k SFANA Y Lulo] w3

1k
=

Lokol A AZALE S AHEBEo] 2R Aol P AHE T
3 o] ;(].-%o] /\H;H Hog 1.;;“ L]—%D]—
m)=ol] W]l HTHE A S A



96 TRANSMISION MECHANISMS OF PUBLIC DEBT

.29 ABAL BAH A0 22 AAZGA AL e o
28 Aol AA B A2l FAA ] AP tha 587} A
Aoz £og ovan)

%1'7] 7.9',9__% .j_""‘ 27]' —r‘xﬁxﬂ O]:Oﬂ Xﬂ o]:a 1—_1_‘L\___‘q"t__‘ ;éx]
O o) & o] 8 3te] B/ He £H]e] HEEES o
7}

AZF A&H o g2 BAA kol A& 4ol 25 13 1F 29 7H
S an T2 FV Ao 2 2ol 24 dArh

el(s)=05+D(g ' —0(s)): &(s") =05-D(g ' ~Q(s"))

AA7HA 0] S23] ol AW A = g -0(s) 0] ¥ Aol Kk ulw s
A A of sttt 282 g HgAor 15 19 A¥8=L 055t ¢
AANEA 21F 29 AnH|E2L )2 058 o WYolAth <HA 1>9)
U]-8-2 Cogley, Sargent, and Tsyrennikov (2014)2] B2 A5 2 k3l 7l o]
th =] A A G AR E o]&ste] FAT 7HAY vlF A A Pgof st
TRAZLEZY RYFH ol =20 BP AL AolHolur Ry ol 7P
o AAN 5L F °‘“H°F 5“’/} webA] <A 1> WE2 GA olsf2
& 9Tk 2ol & =Y F2 BAANE BERAY B Yoz of
= FelAe 77 é'ﬂé‘}% A= NFEEY] AAd 2ol AdE =
&3 3

5. BZRM HA BHH 2

o

oNAE AAE 7HA B A4Sl wlehol thate] N2 thE Wee 7}
mefo] thet WMol Aot AL HOE AT 4FS
SGE 23:& 9 SAeh. & Ao AL ATl 2 A2 e

o T oo WOkl oHe
= 30,
Ulﬂ

2
123
W2 7H 7HA S o] 3&sts BANA 352 39 S 7H7F 7HA 9
2] E ZpikA ol HL B35 FAGT ZHASE 71952 vl el o
St AE 8 apol 7F A& E wf) FFHA 7L S 7FeHH RA 7 AT A o= g
7HA Y o] A &-& F7HA 7] = EHE A T I A3} B A 7 Fetst
AW AA A FFRAY STt UkAN| Y BT S SUHAE
dSe Holth

2 oAM= o33 Zo] AZAY HrES AR =Yttt %
FAZ3 NE7HA o A= = ZAM = BF T A5 v st é%‘—l
29 AL G =5, Y(s)olL AE ZHA I BANET, = (7/2) V()&



Fol] Atk ol A A E 5,9 = ZF 03} 1A}o] 9] Aoty AR A2,
Al 223 ST o] vk R f 2 (flow) ol 4k Al A2 o534
Zol & 4 Ytk

O(s")Bi(s') = Bi-1(s"™") + (5, — )Y (")

Assumption 6. %7} 3 sH= AW} 7HA 7L S WA AL AAT
AA Itk ADA L ALY AR BoAste] G AN FH 7F ol A
go] 2AATh M AR AL FYHAY £ 5 gom A
AN A ADL B 1719 Bl FAE GAME AR ek,
5o ALY o = Tk 22 Aeto] R L

o oA Dyt A4S thul ALY A Fee o v gtk
Fel A AT AFAAANSEo] BAROR neH ARG A
eps FYE ofehoh 2ol 2 5 Atk

Definition 2 (&2}~ 73). #J & '(s),¢ ( N, #&B7H4E 0(s'), 1
A S5 (R(s), Q3(s")), MZE DL (b(s'), 2 (s') 52 87 MBS 7
P28 v AEE FAAE A AAY sHEZA AL 5 A
T 7= A7) ko] FojoF 3h= 871 PRS2 ofefol F e
=3

L AARFY A (TF 1D

=

( ) 7/Q( Z St+1|5 8z+1c (st+1|s)

2. AR 2HA (TF2)
3

E) Q)+ () = Y, wP(sels)g Ny (seals) T

ser1=1
3. F 1 7HA o 4k A oFA

&)+ 0B () = g 1B (s ) +0.5(1 - 1)



98 TRANSMISION MECHANISMS OF PUBLIC DEBT
4. 23] 249 A kA
&)+ (s) =1
O()b(s') = g 'b(s' ™) 55— T
6. R Al etAe) Bl1eA] Saol Tt 27 (2 1)
A'(s")(B'(s') + D) =0

7. RAA A S A HA] Sl e 24 (2F 2)

8. ANAXF AN Fd x4

7428 v St

9ol AR e FYE AT L F 874e] ATl hstel 87 7
Yx7o] Feka 7L 37 A A A Ak AL TR A
A} AR Bt AAe] FANAN DL ARk Wl npx v}
g Aol e AL ZA0Z AT 5 U3, 0] 2AL BEHE
= AL 7Ho] 2AArh 9o FHEAELS AR5 thste] E )
Fa59 ARED ARGTFAA A ARAEH AZY 25 ol
e Fold A0E Brh w3 I8 10 £3H AL BN AT
Hhok o] ZA A BA 7100 th3t 2HEol) thak 3 25 o] A o B
B 3to] AL A 57 gk,

Proposition 2. 714 1, 2, 3, 6°] 25 A3t A A FA|S 719 A
FES =4 BUtete] F459 AAE o] nAAd 23S 74
I52 15 1o)gsta FA5 AGEY FERXEE AEeA € 3
=I5 528 BRS¢ o pg e =3 AR & 2



&9 99

QAo AR AT M STt o9 2 71 sl A o ATt
h=lelg=
1. 33 27132003 1 o] & dP AL A== AT E
Aste 2er 7M. ol 2 gk A Aol A= B R A A o] EA8HA|
Formw <WA 1> A7t I E HEH )

2. AR AAsE H2A RN AR} o] u]
AT 745 S 0A1 ol A o] o 4a A 7}
A oA o] BEH £ 2 Bl J R £5AE
ASAER RANFE AALS QA BT

mlo =
A

(@) FAe Ao o g 43
oﬂ = o tﬂ:o] A7 ]_/\]—

ARl SIS A A Fe B ARE 714 o1 Zx

AR #Y7HE Qe g3} go] AR HLH
0'(s") = Q(s") + D7 (t—s,)

o Aol A Q(s') = ZRA At o) AAAL o v gy 2
F 19} 28 29 A4ke The3} 2ok

bi(s)=D+b(s"): B(s')=-D: b(s') >0

(b) ZALAAo] T3 o] Y A BT HOR 4N EFTE
3} 4G FE BE GFe] Atk of 4% AAY FYA
I3 The 3 2ol AR AT,

a5 13 25 29 Apake o2 2ot
b'(s"y =D+Dg; b*s')=-D
doll A A e <H A 2>9] AF7F 22 & FA S ot oA A3t

2 Bk #HARAANA 5, = 7 HFET 2F 271 RAA % A
Aok W Aol A T 17 25 29 £ FL L3} 2o) 2



100 TRANSMISION MECHANISMS OF PUBLIC DEBT

.
&) = 0.5(1=5,) + D(g" ~ 0())
&(s') =0.5(1=5,) = D(g ~ 0())
Ao A AARE TF 13 152 AAY AHE 25 BE FL5
FolABE AR AFe] A8 nedsA G PN 229 An

Iz Y

Lol A 237} L
AAFE 292 5 & 3
Ariy 7P B o] A 25 M S
oFhr}. Ra) A okol ] 4] A ok
2t

Ao M= 25 20 £35F= 7HA9 &
AT 252 AR 7;37@

= o B ZHZ*XI%H]%ngDM
35 29 A&n¥) 52 o3

o

T
rr
o P
o _llﬂ

3(s') =0.5(1—1)—D(g " — O(s"))

go] #GA AN ol A& Rt T
%291 40 %%@iéw AR ALQA A T 91 9] A2

}_
] S}
Lol %3k A1) aulv] 5 ALTSEA b} 2L,

=0
ar
7&6

(1=
st 15

_

e'(s") =0.5(1+7—2s,) +D(g; ' — Q(s"))

OF 2t AL A o RAA ke Al kS Werhd
529 AnHFS ZarL 2E 19 2uuE
WA X 71Tk 2 oA ZFAR S uiel o] A=

O(s)b(s') =g 'b(s" ") +s,— 7
2)9] A& AR 7} o AA| kA 0 7 Asksid oS3} 2o

8

k
b8 = (t1—so) (& +E[Y ([T )gr4])

i1 1o LT



&) 101

a2a FAAYS THs e AAS AR e 2L vt 2

A A o A W= T} o)A
o 07) 0]l A 3e] A 74R) o 4A| eFA] & THEA] 7]
oF sl HRo] A 7EA o A okAl o m R

S

by

T— 5, = —
g0+ Eo[Xi (I 155 )]

JemE Sue) BAe Rl BE hold H & AR A A7
of AR OFA & WS 2EA S ARAZY WFHTHE ATk A EL
A3k Aol E BRE e 2443 e A9 BTt

7R g,
FHo|AeT FERAY 7127 sk Lo 246 A 24
(e] 2

th AR, 25 29 7HAI 7 FAA A ol Al kRt 7P St A o] 2F 19
g 2de

3
O(")(v+D(g ' =0())) V=B Y 7' (seu1ls)g ] (v+D(gry i — ()7

se1=1

919) Aol A v =0.5(1+7—25,) % F AT S, B2e] of 2] oba &
ofe] e} e},

v+D(g ' —09(s") =0.5(1 —s,) +D(g; ' — 0"(s"))
I ARG AR A st A Q] Z A7 AL T2 FAE HEE

Q(s") =Q’(s") + D (1 —s)



102 TRANSMISION MECHANISMS OF PUBLIC DEBT
15 29 ZHA 7Y BANA <ol oS A S e Aol nE TF 13 T1F
29] ZpAkL &3} 2k
b'(s)=D+b(s"); b*(s')=-D; b(s)>0
A 2> A AFE A7 & Sheh 5 A E e Hof| o gk Aol

o e Aol A BATAE ol Bolol AAAAE AT 4 2
=)

_Cl)_
Ao #3714 Q(s') & that 2ol AR Hrh

230

2 27} RAA ool A Al kL W FAo] 7
ol JomE 1 137} 18 29 A4S ThS T} 2k

b'(s'")y =D+Dg; b*(s')=-D
o] 4% <WAl 2>9] FF 2-b)ellA e A7 4 HE

12 gi5ho] AEARS] AFAS TE 19 AvluE a@aqm@a#
obel 2} o] £t}

[*]

¢

A

by
g0+ Eo[Yr (TT T3 ) 8]

2N =0.5(1—s,) + +D(g ' —Q(s"))

o Ale] gelt o) Ag o] A%A o FolATkA 15 19 LuluFo] 3
Frsehe Aolth

6. 2=
2 =g o A5 A A vl AAGl hoo] A2 B W2 g A
S5 02 A FRNA FFRA NS 7HA Y AH) 9} Hof R
of v A& ETHE EASSATE S8 WA ol FFRAY FRI}
Ao Ao FHEAY RMAII GOt FEEAY 7R 7]
AL Aol o] 27 H W FFEA Y R AT Y Bk Foloh
Rz AAE AR R wro BAolE #AT ot o8 e
ATE FEATE P/ A B B 2ol FHATEA TS 2L 3
A A9 AeisE 5 Ak AW, A LA AAAA R F3hol
FEEA W} B AL G378 B4R B4, 254 2






104 TRANSMISION MECHANISMS OF PUBLIC DEBT

References

Beveridge, Stephen and Charles R. Nelson. 1981. “A New Approach to the
Decomposition of Economic Time Series into Permanent and Transitory
Components with Particular Attention to Measurement of the Business Cycle.”

Journal of Monetary Economics 7. pp. 151-174.

Blume, Lawrence and David Easley. 2006. “If You’re So Smart, Why Aren’t
You Rich? Belief Selection in Complete and Incomplete Markets.”
Econometrica 74. pp 929-966.

Blume, Lawrence, Timothy Cogley, David Easley, Thomas Sargent, and Viktor
Tsyrennikov. 2013. “Welfare, Paternalism and Market Incompleteness.”

Unpublished Manuscript. New York University.

Cogley, Timothy, Thomas Sargent, and Viktor Tsyrennikov. 2014. “Wealth
Dynamics in a Bond Economy with Heterogeneous Agents.” Economic Journal

124. pp. 1-30.

Den Haan, Wouter. 2001. “The Importance of the Number of Different Agents
in a Heterogeneous Asset-pricing Model.” Journal of Economic Dynamics and

Control 25. pp. 721-746.

Friedman, Milton. 1953. Essays in Positive Economics, University of Chicago

Press, Chicago, IL.

Nakamura, Emi, Jon Steinsson, Robert Barro, and Jose Ursua. 2010. “Crises
and Recoveries in an Empirical Model of Consumption Disasters.” American

Economic Journal: Macroeconomics 5(3). pp. 35-74



R 105

Tauchen, George. 1986. “Finite State Markov-Chain Approximations to

Univariate and Vector Autoregressions.” Economics Letters 20. pp. 177-181

Xiong, Wei. 2013. “Bubbles, Crises, and Heterogeneous Beliefs.” Unpublished

Manuscript. Princeton University.



