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The split between bond and tax finance is irrelevant— Ricardian Equivalence
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Implication from Ramsey model: Temporary changes in government

purchases cause real interest rates to rise whereas permanently high

purchases do not. When G is temporarily high households expect their
future consumption to be high and to make them willing to do so the real
interest rate must be high. With a permanent change, consumption is

expected to be low even in the future so interest rates need not rise.
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