






𝑑𝑑𝑇𝑇 = �
𝑖𝑖=1

𝑇𝑇−1
𝑝𝑝𝑝𝑝𝑖𝑖

(1 + 𝑔𝑔)𝑇𝑇−𝑖𝑖
�
𝑗𝑗=𝑖𝑖+1

𝑇𝑇−1

(1 + 𝑟𝑟𝑗𝑗)

To stabilize the debt to worker in year T requires a primary surplus of: 

𝑝𝑝𝑠𝑠𝑇𝑇 = 𝑑𝑑𝑇𝑇(𝑟𝑟𝑇𝑇 − 𝑔𝑔𝑇𝑇)

















Baseline household income is 𝑓𝑓(𝑘𝑘𝑏𝑏), 
the black line .

A deficit that fully crowds out 
investment reduces capital to 𝑘𝑘𝑇𝑇. 

The drop in capital raises the MPK 
and the interest rate on debt.

Households receive 𝑓𝑓(𝑘𝑘𝑇𝑇) plus 
interest on the debt, which exceeds 
𝑓𝑓(𝑘𝑘𝑏𝑏).

Higher income might lead to higher 
consumption, in addition to direct 
effects of fiscal policies giving rise to 
debt.  





Crowdout is about consumption responses to policies.

Different policies → different crowdout.

Household income doesn’t fall until stabilization policies occur. 
• Declining GDP growth only leads to declining consumption growth if 

households anticipate policies to stabilize the debt.

• This abstracts from distributional consequences that could also affect 
consumption: in a closed economy, higher debt raises the income of 
capital owners and lowers the income of wage earners.

 
Stabilizing the debt may not stabilize the capital stock.

• If concern about debt is potential fiscal crisis, macroeconomic 
consequences of stabilization policies are less important.

• If concern about debt is crowdout, macro consequences of stabilization 
policies matter a great deal.
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