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In this paper, we theoretically show the relationship between public
debt GDP ratio and GDP growth rate. Particularly, we derive the
inverted U shape relation between them. To do so, we introduce into the
model financial asset market and focus on the elasticity of substitution
among the assets. We assume that from the view of safety of financial
assets, public debt is elastic for money relatively when the amount of
public debt is small and elastic for capital relatively when the amount
of public debt becomes larger. This assumption enables us to derive
the inverted U shape relation between public debt GDP ratio and GDP
growth rate.
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