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Questions of our times

= How much debt
rate
Debt Laffer Curve

Ponzi scheme

safe asset
" Why government debt

debt valuation puzzle
modify asset

pricing FTPL § 5



Valuating Government Debt

Yes, if safe asset
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What’s a Safe Asset?

cash flows service flows
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What’s a Safe Asset?

cash flows service flows
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Safe Asset Pricing Equation, 2 fs, Fragility

cash flows service flows

B >0 BS) <0

1. Good friend analogy

B=wB+(1—-w)p <0

2. Safe Asset Tautology
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Model with Capital + Safe Asset
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Model with Capital + Safe Asset
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Taxes, Bond/Money Supply, Gov. Budget

" Government policy Instruments
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" Government budget constraint (BC)
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Real prices and returns
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Optimality and market clearings



Two Stationary Equilibria (fork, = 1)

Gordon-Growth Formula Closed Form Solution
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Safe Asset Valuation Equation: 2 Perspectives

= Individual Perspective d¢l/él = —r/dt — ¢,dz, — ¢ldZ!

= Aggregate Perspective dé, /& = —r/dt — ¢, dZ,
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Safe Asset Valuation Equation: 2 Perspectives

= Individual Perspective d¢l/él = —r/dt — ¢,dz, — ¢ldZ!
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Safe Asset Valuation Equation: 2 Perspectives

= Individual Perspective d¢l/él = —r/dt — ¢,dz, — ¢ldZ!

E[dr™]/dt = 1T + ¢o +
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= Aggregate Perspective dé, /& = —r/dt — ¢, dZ,
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Bubble/Ponzi Scheme and Transversality

" Individual Perspective

" Aggregate perspective
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Flight to Safety: Comparative static w.r.t. 0

" Flight to safety




Countercyclical Safe Asset

2 terms of valuation equation




Countercyclical Safe Asset — 2 Betas




Loss of Safe Asset Status



Conclusion
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