Recap: Lifecycle Model (OLG with Government)
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» Transversality condition ensures that the government’s debt is sustainable.

lim _ Bus =0
S—00 Rth+1 Rt+s
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» Lifetime budget constraint:
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> Generational account 7¢ = 7y + 7.
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» Firm profit maximisation:
—i
we = A(l - )k = ABK]
» Transition equation for capital:
Kiy1 = apy1 + ktg+1 =W; — Tyt — bey1 + ktg_H
» Market clearing:

Labour: L:=N
Capital: K: = Na; + K¢
Bonds: B: = Nb,



