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In this study, we analyse the relationship between interest rates on government
bonds (GB) and the fiscal consolidation rule by using an overlapping generation model with endogenous and
stochastic growth settings. Our key findings are summarized as follows. First, contrary to conventional
view, we find that interest rates on GB may decline as public debt accumulates relative to private
capital. Second, the simulation reveals that the economy may exhibit discrete changes with divergent
interest rates, implying that the observed trend of relatively low interest rates on GB with public debt

accumulation may not continue indefinitely in the future. Third, fiscal consolidation rule plays a key
role in determining equilibrium interest rates.
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