
Volume 9 (3) 2023

Volum
e 9 (3) 

2023

Poznań University of Economics and Business Press

e-ISSN 2392-1641 
e-ISSN 2450-0097Economics

and Business

Econom
ics and B

usiness R
eview

Review

Subscription

Economics and Business Review (E&BR) is published quarterly and is the successor to the Poznań University of Economics 
Review. The E&BR is published by the Poznań University of Economics and Business Press.

Economics and Business Review is indexed and distributed in Scopus, Claritave Analytics, DOAJ, ERIH plus, ProQuest, EBSCO, 
CEJSH, BazEcon, Index Copernicus and De Gruyter Open (Sciendo).

Subscription rates for the print version of the E&BR: institutions: 1 year – €50.00; individuals: 1 year – €25.00. Single copies: 
institutions – €15.00; individuals – €10.00. The E&BR on-line edition is free of charge.

CONTENTS
Richard J. Sweeney In Memoriam (Tadeusz Kowalski)

Editorial introduction (Joanna Lizińska, Michał Pilc, Konrad Sobański)

ARTICLES

Does firm size improve firm growth? Empirical evidence from an emerging economy
Jan Bentzen, Le Thanh Tung

Factors impacting export intensity of SMEs in India
Aditi Goel, Dolly Gaur, Khushboo Gupta, Kanishka Gupta

The choice of external financing source: The role of company size and stock liquidity
Szymon Stereńczak, Jarosław Kubiak

Socio-economic determinants of environmental degradation: Empirical evidence  
for the Environmental Kuznets Curve
Ömer Faruk Gültekin, Ramazan Sayar, Yılmaz Onur Ari

New technologies in the financial industry: Case of Poland
Małgorzata Iwanicz-Drozdowska, Ewa Cichowicz, Marianna Cicirko, Marcin Kawiński,  
Agnieszka K. Nowak

Formulary apportionment in the European Union—future research agenda
Markéta Mlčúchová

The relationship between social capital and economic growth on a provincial and regional basis
Abdulmuttalip Pilatin, Tunahan Hacıimamoğlu

Food security of Ukraine: National and global level
Tatyana Melnyk, Yuliia Tunitska, Dmytro Banas

Spatial interactions in local public debt. Evidence from Poland
Monika Banaszewska

Fertility, fiscal deficit and sustainability of public debt in an endogenous growth model
Hiroki Aso, Mitsuru Ueshina

Does regional trade integration reinforce or weaken capital mobility?  
New evidence from four free trade areas
Mehmed Ganic, Amila Novalic



Editorial Board
Monika Banaszewska, Ivo Bischoff, Horst Brezinski, Gary L. Evans, Niels Hermes,  
Witold Jurek, Tadeusz Kowalski (Editor-in-Chief), Joanna Lizińska,  
Ida Musiałkowska, Paweł Niszczota, Michał Pilc, Konrad Sobański

Paper based publication

POZNAŃ UNIVERSITY OF ECONOMICS AND BUSINESS PRESS
ul. Powstańców Wielkopolskich 16, 61-895 Poznań, Poland
phone +48 61 854 31 54, +48 61 854 31 55
www.wydawnictwo.ue.poznan.pl, e-mail: wydawnictwo@ue.poznan.pl
postal address: al. Niepodległości 10, 61-875 Poznań, Poland

Printed and bound in Poland by: 
Poznań University of Economics and Business Print Shop

Circulation: 120 copies

Aims and Scope

The Economics and Business Review is a quarterly journal focusing on theoretical, empirical and applied 
research in the fields of Economics and Corporate and Public Finance. The Journal welcomes the submis-
sion of high quality articles dealing with micro, mezzo and macro issues well founded in modern theories 
and relevant to an international audience. The EBR’s goal is to provide a platform for academicians all 
over the world to share, discuss and integrate state-of-the-art Economics and Finance thinking with spe-
cial focus on new market economies. 

The manuscript

1. Articles submitted for publication in the Economics and Business Review should contain original, 
unpublished work not submitted for publication elsewhere.

2. Manuscripts intended for publication should be written in English, edited in Word in accordance with 
the APA editorial guidelines and sent to: secretary@ebr.edu.pl. Authors should upload two versions of 
their manuscript. One should be a complete text, while in the second all document information iden-
tifying the author(s) should be removed from papers to allow them to be sent to anonymous referees.

3. Manuscripts are to be typewritten in 12’ font in A4 paper format, one and half spaced and be aligned. 
Pages should be numbered. Maximum size of the paper should be up to 20 pages.

4. Papers should have an abstract of about 100-150 words, keywords and the Journal of Economic 
Literature classification code (JEL Codes).

5. Authors should clearly declare the aim(s) of the paper. Papers should be divided into numbered (in 
Arabic numerals) sections.

6. Acknowledgements and references to grants, affiliations, postal and e-mail addresses, etc. should 
appear as a separate footnote to the author’s name a, b, etc and should not be included in the main 
list of footnotes.

7. Footnotes should be listed consecutively throughout the text in Arabic numerals. Cross-references 
should refer to particular section numbers: e.g.: See Section 1.4.

8. Quoted texts of more than 40 words should be separated from the main body by a four-spaced in-
dentation of the margin as a block.

9. References The EBR 2022 editorial style is based on the 7th edition of the Publication Manual of the 
American Psychological Association (APA). For more information see APA Style used in EBR guidelines.

10. Copyrights will be established in the name of the E&BR publisher, namely the Poznań University of 
Economics and Business Press.

More information and advice on the suitability and formats of manuscripts can be obtained from:
Economics and Business Review
al. Niepodległości 10
61-875 Poznań
Poland
e-mail: secretary@ebr.edu.pl 
www.ebr.edu.pl

International Editorial Advisory Board
Edward I. Altman – NYU Stern School of Business
Udo Broll – School of International Studies (ZIS), Technische Universität, Dresden
Conrad Ciccotello – University of Denver, Denver 
Wojciech Florkowski – University of Georgia, Griffin
Oded Galor – Brown University, Providence
Binam Ghimire – Northumbria University, Newcastle upon Tyne
Christopher J. Green – Loughborough University
Eduard Hochreiter – The Vienna Institute for International Economic Studies
Mark J. Holmes – University of Waikato, Hamilton
Andreas Irmen – University of Luxembourg
Bruce E. Kaufman – Georgia State University, Atlanta
Robert Lensink – University of Groningen
Steve Letza – The European Centre for Corporate Governance
Robert McMaster – University of Glasgow
Victor Murinde – SOAS University of London
Hugh Scullion – National University of Ireland, Galway
Yochanan Shachmurove – The City College, City University of New York
Richard Sweeney  – The McDonough School of Business, Georgetown University, Washington D.C.
Thomas Taylor – School of Business and Accountancy, Wake Forest University, Winston-Salem
Linda Gonçalves Veiga – University of Minho, Braga
Thomas D. Willett – Claremont Graduate University and Claremont McKenna College
Habte G. Woldu – School of Management, The University of Texas at Dallas

Thematic Editors
Economics: Monika Banaszewska, Ivo Bischoff, Horst Brezinski, Niels Hermes, Witold Jurek, 
Tadeusz Kowalski, Ida Musiałkowska, Michał Pilc, Konrad Sobański • Finance: Monika Banaszewska, 
Gary Evans, Witold Jurek, Joanna Lizińska, Paweł Niszczota, Konrad Sobański • Statistics: Marcin 
Anholcer, Maciej Beręsewicz, Elżbieta Gołata
Language Editor: Owen Easteal

This work is licensed under a Creative Commons Attribution 4.0 International License
https://creativecommons.org/licenses/by/4.0

https://doi.org/10.18559/ebr.2023.3

e-ISSN 2392-1641 
e-ISSN 2450-0097

© Copyright by Poznań University of Economics and Business, Poznań 2023



Fertility, fiscal deficit and sustainability of 
public debt in an endogenous growth model

 Hiroki Aso1  Mitsuru Ueshina2

Abstract

This aim of this study is to construct a model which over-
laps generations to clear the effects of fiscal deficit on fer-
tility. The relationship between fiscal deficit and fertility is 
revealed and the mechanism of fiscal deficit and its effect in 
reducing fertility is clarified. Empirical evidence shows that 
an increase in debt-GDP ratio decreases fertility. The mod-
el indicates that fiscal deficit has positive and negative ef-
fects on fertility through the change of the income tax rate. 
Numerical simulation shows that an increase in fiscal defi-
cit reduces fertility. Therefore, this result is consistent with 
the empirical evidence. In addition, this study demonstrates 
that a steady state would not exist if the child allowance 
for child-rearing costs exceeds the critical level. This result 
indicated that an expansion of the child allowance aimed 
as a countermeasure to the falling birthrate can make the 
sustainability of public debt unstable. Thus, countermeas-
ures should be formulated to address the falling birthrate 
depending on the fiscal situation.

Keywords

• fertility
• fiscal deficit
• sustainability of public 

debt
• child allowance

JEL codes: H63, J13, O40

Article received 6 April 2023, accepted 4 September 2023.

 1 Faculty of Economics, Kobe Gakuin University, 518 Arise, Ikawadani-cho, Nishi-ku, Kobe 
651-2180, Japan, aso@eb.kobegakuin.ac.jp, https://orcid.org/0000-0001-8260-3339. The au-
thor gratefully acknowledges the financial support of Grants-in-Aid for Scientific Research from 
the Japan Society for the Promotion of Science (22K13407). 

 2 Faculty of Economics, Matsuyama University, 4-2 Bunkyo-cho, Matsuyama-shi, Ehime 790-
8578, Japan, corresponding author: mueshina@g.matsuyama-u.ac.jp, https://orcid.org/0009-
0007-7544-0931.

Economics and Business Review 
https://www.ebr.edu.pl

Vol. 9 (3), 2023: 224–238
https://doi.org/10.18559/ebr.2023.3.930

Hiroki Aso, Mitsuru Ueshina

This work is licensed under a Creative Commons Attribution 4.0 International License
https://creativecommons.org/licenses/by/4.0

Suggested citation: Aso, H., & Ueshina, M. (2023). Fertility, fiscal deficit and sustainability of 
public debt in an endogenous growth model. Economics and Business Review, 9(3), 224–238. 
https://doi.org/10.18559/ebr.2023.3.930

https://orcid.org/0000-0001-8260-3339
https://orcid.org/0009-0007-7544-0931
mailto:aso@eb.kobegakuin.ac.jp
https://orcid.org/0000-0001-8260-3339
mailto:mueshina@g.matsuyama-u.ac.jp
https://orcid.org/0009-0007-7544-0931
https://orcid.org/0009-0007-7544-0931
https://www.ebr.edu.pl
https://doi.org/10.18559/ebr.2023.3.930
https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0
https://doi.org/10.18559/ebr.2023.3.930


225H. Aso, M. Ueshina, Fertility, fiscal deficit and sustainability of public debt

Introduction

Public debt has increased whereas fertility has decreased in developed 
countries. The relationship between public debt and fertility is an important 
concern in the discussion of economic policy and fiscal sustainability. An in-
crease in fertility influences bond issuances through the increase in the labour 
force and the provision of child allowances.3 Additionally, there is a close rela-
tionship between high public debt and households’ fertility choices as higher 
tax rates associated with bond redemption reduce household disposable in-
come. Therefore, fertility and public debt are interdependent and it is crucial 
to theoretically clarify these relationships in order to examine policies that 
can enhance economic growth, fertility and fiscal sustainability. However, few 
studies have analyzed the relationship. This study aims to clarify such a rela-
tionship in an endogenous growth model.

Numerous studies analyse the effects of public debt on economic growth 
(Futagami et al., 2008; Greiner, 2013; Saint-Paul, 1992; Ueshina, 2018). For 
recent empirical analyses of the relationship between economic growth and 
public debt, see Gómez-Puig et al. (2022), Onofrei et al. (2022) and Heimberger 
(2023). Research on public debt and economic growth includes the seminal 
work of Bruninger (2005) which analyzes the relationship between fiscal def-
icit, economic growth and fiscal sustainability. Using an endogenous growth 
model Bruninger (2005) shows that an increase in fiscal deficit to GDP ratio 
decreases economic growth and deteriorates fiscal sustainability. Yakita (2008) 
and Arai (2011) analyse the effect of government investment in public capital 
or public service as the engine of economic growth. Constructing a model with 
demographic change, Kamiguchi and Tamai (2019) show that population aging 
increases the public debt to GDP ratio and the growth-maximizing tax rate.

Many studies have focused on the relationship between public debt, eco-
nomic growth and population aging. On the other hand, the relationship be-
tween public debt and fertility is also a significantly important issue for de-
veloped countries. Several studies have theoretically analyzed the relation-
ship between public debt and fertility. For example, Zhang (2003) shows that 
an increase in public debt with increasing educational subsidies promotes 
human capital investment but reduces fertility in a dynastic model. Ueshina 
(2020) utilized Blanchard’s (1985) continuous-time overlapping generations 
model to analyze the impacts of increasing life expectancy and decreasing 
fertility on the ratio of public debt to GDP. Additionally, and by using numeri-
cal calculations, he examined the impact of demographic changes on the tax 

 3 An increase in the labour force decreases bond issuance as it increases tax revenue. 
Moreover, increases in child allowance and the concomitant increasing fertility promote bond 
issuance which may lead to a deterioration in fiscal sustainability.
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rate that maximizes the rate of economic growth. Sun (2023) estimates the 
optimal level of public debt under changing demographics in China by con-
structing an overlapping generations model with endogenous growth as as-
sumed by Yakita (2008). Sun (2023) shows that the optimal level of public 
debt depends on the number of children, the subsidy policy for rearing the 
children, and so on. Fanti and Spataro (2013) and Spataro et al. (2019) dem-
onstrate the condition under which the effect of public debt on fertility can 
be positive or negative. Specifically, an increase in public debt tends to reduce 
fertility when the capital share representing the fraction of Gross Domestic 
Product (GDP) allocated to capital income is sufficiently large in the econo-
my. Moreover, an increase in public debt tends to increase fertility, when the 
labour share, representing the fraction of GDP allocated to labour income, is 
sufficiently large. Their study is consistent with Sun (2019) who provides em-
pirical evidence that indicates the negative relationship between the public 
debt to GDP ratio and fertility. Previous studies clearly show the effects of 
fiscal deficit on fertility using a simple model without endogenous economic 
growth and sustainability of public debt.

This study constructs an endogenous growth model with sustainability 
of public debt and endogenous fertility. Using the model it clarifies another 
mechanism of the effects of fiscal deficit on fertility, economic growth and the 
sustainability of public debt and shows the interactions among them. It also 
shows that the effect of fiscal deficit on fertility depends on two effects: one 
is a positive effect that raises government revenue and the other is a nega-
tive effect that raises interest payment by increasing the ratio of public debt 
to private capital. Using numerical analysis, the negative effect is larger than 
the positive effect is clarified that is, an increase in fiscal deficit decreases fer-
tility. This result is consistent with the empirical study of Sun (2019). In ad-
dition, it is shown that a steady state would not exist if the child allowance 
costs exceed the critical level. Therefore, an increase in the child allowance 
raises fertility but may not guarantee the sustainability of public debt in the 
economy when the size of the fiscal deficit is large. Thus, in countries large-
ly depending on public debt the government should reduce the fiscal deficit 
rather than increase the child allowance to increase fertility. Although Maeda 
(2017) also incorporates fertility into the model of Bräuninger (2005) Maeda 
does not analyse the effects of fiscal deficit on fertility or consider child al-
lowance as government expenditure.

This study contributes to the existing literature in three ways. First, it clari-
fies the interaction between fertility and public debt which has been over-
looked in previous theoretical studies. Second, it demonstrates that an increase 
in child allowances promotes fertility and influences government budget con-
straints, undermining fiscal sustainability and economic growth. Third, this 
study suggests that an increase in the fiscal deficit leads to a decline in fertil-
ity in the long run and aligning with the findings of Sun (2019).
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The remainder of this paper is organized as follows. Section 1 sets up the 
proposed model. Section 2 analyses the equilibrium in the economy and 
Section 3 investigates the effects of the fiscal deficit on fertility. The final 
Section concludes the paper.

1. The model

This section describes the setup of the model to be analysed. This study 
considers an endogenous growth model with public debt. Although the ana-
lysis is based on Bräuninger’s (2005) model, it introduces endogenous fertili-
ty and child allowance as new elements. The economy here consists of three 
agents: individuals, firms and the government. The agents and their role in 
the economy are described in sections 1.1–1.3, respectively. 

1.1. Individuals

In this economy, it is assumed that individuals live for two periods name-
ly, young and old. Each individual consumes, works and has children in their 
young period. The lifetime utility of an individual born in period t is given by

 ut = ln c1, t + ρ ln c2, t+1 + γ ln nt (1)

where c1, t and c2, t+1 stand for consumption in period t and t + 1, respectively. 
The subscripts 1 and 2 in c1, t and c2, t+1 represent the young and old periods, 
respectively. nt denotes the number of children. ρ ∈ (0, 1) is the subjective 
discount rate and γ ∈ (0, 1) is the subjective discount rate and is the weight 
attached to the utility from having a certain number of children. In the young 
period, individuals earn income from labour which is divided into consump-
tion, savings and tax payments. As in Stauvermann and Kumar (2018), this 
study assumes that the government provides a child allowance (e.g., expan-
sion of childcare). Therefore, individuals substantially receive the benefits 
in the form of subsidies towards the costs of child rearing. Taking the above 
into account the budget constraints for a young and old period are given by

 [(1 – τt) + (q – ϕ) nt] wt = c1, t + st (2)

 [1 + (1 – τt+1) rt+1] st = c2, t+1 (3)

where wt and rt+1 stand for wage income in period t and the interest rate in pe-
riod t + 1, respectively. st are savings in period t. τt(0, 1) is the income tax rate, 
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which is endogenously determined in this model. qnt wt and ϕnt wt denote the 
child allowance for child-rearing costs and child-rearing costs, respectively. 
It is assumed that there is the following parameter constraint: 0 < q < ϕ < 1. 
Solving the optimization of the individual the following equations on the sav-
ings function and number of children are obtained:

 
(1 )

1
t

t t
ρ τs w

ρ γ
−

=
+ +

 (4)

 (1 )
(1 )( )

t
t

γ τn
ρ γ q

−
=

+ +    −ϕ
 (5)

1.2. Firms

Following Bräuninger (2005) the production function of the Cobb-Douglas 
type was assumed:

 Yit = AKit
α (Et Nit)

β (6)

where Yit, Kit and Nit stand for output, capital and labour of a firm i in period t. 
A > 0, Et, α > 0, and β > 0 are the technology parameter, index of labour effi-
ciency, and elasticity of output to capital and labour, respectively. This study 
assumes that α + β = 1 and labour efficiency Et is equal to capital per labour 
Et = Kt /Nt. Thus, the aggregate product function is given by

 Yt = AKt (7)

Under perfect competition, the marginal products of the capital and labo-
ur of a firm are equal to the interest and wage rates, respectively: 

 rt = ∂Yt /∂Kt = αA (8)

 wt = ∂Yt /∂Nt = βYt /Nt (9)

1.3. Government

A government levies taxes on the income of individuals and issues bonds 
to finance government expenditure. The tax revenue Tt can be shown as:

 Tt = τt (Yt + rt Dt) (10)
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where Dt denotes total government debt and rt Dt interest payment. In addi-
tion, the government makes the interest payments on public debt and pro-
vides child allowance as expenditure. The child allowance is given by qnt wt Nt. 
The government issues bonds for a constant rate b(>0) of output4:

 Bt = bYt (11)

Therefore, public debt accumulates as follows:

 Dt + 1 = Dt + bYt (12)

The government budget constraint is:

 Bt + Tt = rt Dt + qnt wt Nt (13) 

From equations (10) and (11), equation (13) could be rewritten as:

 bYt + τt (Yt + rDt) = rDt + qnt wt Nt (14)

It is possible to rewrite equation (14) to find the per capita government 
budget constraint, as:

 yt + τt (yt + rt dt) = rt dt + qnt wt (15)

where yt ≡ Yt /Nt and dt ≡ Dt /Nt.
The tax rate τt can be obtained by solving equation (14):5

 (1 )(1 )( )+ + + −
− =

+ + + − +
1

(1 )(1 )( )t
t

b ρ γ   ϕ   qτ
αx ρ γ   ϕ   q βqγ

 (16)

where xt stands for the ratio of public debt to private capital: xt ≡ Dt /Kt.

 4 This fiscal rule is expressed as a formula based on the Maastricht Treaty, which 
stipulates that the budget deficit-GDP ratio be kept at 3%.

 5 In this study, the tax rate is endogenously determined to satisfy the government’s 
budget constraint. This assumption is introduced in Bräuninger (2005) and various 
other studies such as Yakita (2008), Arai (2011), Kamiguchi and Hiraga (2019), and 
Maebayashi and Konishi (2021). While distinguishing between taxing labour income 
capital income aligns with reality it is assumed that both tax rates are equal due to 
the endogenous nature of the tax rate, as described above.
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2. Equilibrium

From equations (12) and (14), it is possible to obtain the gross growth rate 
of public debt and private capital:

 + = +1 1t

t t

D bA
D x

 (17)

 +
 + + + −

= ⋅ − −  + +  + + + − +  

1 (1 )(1 )( )
1 (1 )(1 )( )

t
t

t t

K
β b A x

K ρ γ αx ρ γ   ϕ   q βqγ
ρ b ρ γ   ϕ   q  (18)

Substituting equation (16) into equation (5) forms:

 
+

=
+ + − + +

(1 )
(1 )( )(1 )t

t

γ bn
ρ γ   ϕ   q αx γqβ

 (19)

Next the steady state in the economy is considered. When the ratio pu-
blic debt to private capital is constant, public debt and private capital grow at 
a constant rate: Dt+1 /Dt = Kt+1 /Kt. Therefore, taking equations (17) and (18) 
into account and rearranging their components yields

   
 + + + −

+ + = ⋅ −  + +  + + + − +  

(1 )(1 )( )1 *
* 1 (1 *)(1 )( )

bA x β b A
x ρ γ

ρ b ρ γ   ϕ   q
αx ρ γ   ϕ   q βqγ

 (20)

where x* stands for the ratio of public debt to private capital in the steady 
states. Regarding the existence of a steady state, the following proposition 
is formulated.

Proposition 1. (a) There exists critical deficit ratio b' and child allowance share 
q'. (b) If the deficit ratio and child allowance share are below the critical level, 
b < b' and q < q', there are two steady states. (c) If the deficit ratio and child 
allowance shares are above the critical level, b > b' and q > q', the economy 
has no steady state.

The result in which there exists critical deficit ratio b' is the same as in 
Bräuninger (2005). The result in which there exists a critical child allowance 
share q' implies that an excessive increase in child allowance may lead to the 
situation where there is no steady state.

Next, this study analyses the stability of the steady state and sets follo-
wing proposition.6

 6 For the proof, see Appendix.
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Proposition 2. Assuming that two steady states exist the steady state with 
a low ratio of public debt to private capital xL* is locally stable. The steady state 
with a high ratio of public debt to private capital xH* is unstable.

Numerical examples with respect to the existence of steady states are 
considered. As for parameter values, they are set as follows A = 12, α = 0.3. 
Regarding the subjective discount rate preference for children and time spent 
on child rearing, this study adopts ρ = 0.6, γ = 0.3, and ϕ = 0.1, respective-
ly.7 Table 1 presents the values of the steady states for b from 0.01 to 0.03 in 
0.01 increments.8 As shown in Table 1, an increase in the fiscal deficit ratio 
raises the ratio of public debt to private capital of stable steady state xL*. For 
q = 0.01 and q = 0.03, no steady state is found when the fiscal deficit rate is 
set to 0.03. This implies the existence of a critical level of fiscal deficit ratio, b'. 
For q = 0.05, this critical level of fiscal deficit ratio declines given the absence 
of steady state with a fiscal deficit ratio of 0.02. In other words, a critical level 
of child allowance share, q' is identified.

Table 1. Values of steady states and fiscal deficit ratio for q = 0.01, 0.03, 0.05

q = 0.01 q = 0.03 q = 0.05

b xL* xH* b xL* xH* b xL* xH*

0.01 0.0874 0.8522 0.01 0.0940 0.0886 0.01 0.1074 0.7306

0.02 0.2340 0.6314 0.02 0.2706 0.5570 0.02 – –

0.03 – – 0.03 – – 0.03 – –

Source: own compilation.

3. Effect of fiscal deficit on fertility

To analyse the effect of fiscal deficit on fertility, it was necessary to clarify 
the effect of fiscal deficit on the ratio of public debt to private capital xL*. This 
focuses on the steady state with a low ratio of public debt to private capital 
given the locally stable steady state. The left and right-hand sides of equation 
(20) as LHS and RHS, respectively are defined:

 ≡ + + *
*

1 bALHS x
x

 (21a)

 7 The results remain unchanged even with a relatively lower or higher value of subjective 
discount rate ρ. In addition, this study refers to Fanti and Gori (2012) for γ and ϕ.

 8 For example, the Maastricht criteria provide that the ratio of fiscal deficit to GDP be lim-
ited to 0.03.
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By differentiating equations (21a) and (21b) with respect to fiscal deficit 
ratio b, this study obtained:

 = > 0
*

dLHS A
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 (22a)
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As shown in Figure 1, an increase in fiscal deficit ratio raises the ratio of 
public debt to private capital x with a locally stable steady state: dx/db > 0.

The study then considers the effect of the ratio of public debt to private 
capital on fertility. By differentiating equation (19) with respect to b, the fol-
lowing equation is obtained.

Figure 1. Effect of fiscal deficit on the ratio of public debt to private capital

Source: own compilation.

LHS, RHS

RHS

x
xL xL xH xH

RHS'

LHS

LHS'

** * ** *
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 (23)

where n̅ stands for the fertility in the steady state. dx*/db is positive. Regarding 
this result the following proposition is formulated:
Proposition 3. The effect of fiscal deficit on fertility is

(1 )(1 )( ) *0   when      1
(1 *)(1 )( )

dn b
db

+ + + −
⋅

+ + + − +
  ρ γ   ϕ   q α dx

αx ρ γ   ϕ    q βqγ db

An implication of this proposition is that an increase in fiscal deficit may 
raise or lower fertility under certain conditions. From equation (23), this study 
categorizes the effects of fiscal deficit on fertility as positive and negative ef-
fects. The positive effect is when an increase in the fiscal deficit directly eas-
es the budget constraints of individuals. An increase in fiscal deficit lowers 
the tax rate through higher government revenue; therefore, a decrease in 
tax rate raises the disposable income of individuals. Consequently, fertility 
rises because individuals can allocate more of their budget to child rearing. 
The negative effect is when an increase in the fiscal deficit raises the tax rate 
through accumulating public debt in the long term. Therefore, whether an 
increase in fiscal deficit raises or lowers fertility absolutely depends on the 
effect on the tax rate which has an impact on the disposable income of indi-
viduals. However, whether the positive effect exceeds the negative effect is 
difficult to reveal analytically.

Finally, this study conducts a numerical simulation to clear the effect of fiscal 
deficit on fertility. Table 2 shows that an increase in fiscal deficit lowers fertility 
for q = 0.01, 0.03, 0.05. As for the parameter values, this study uses the values 
used in section 2. The results show that an increase in deficit ratio b reduces 
fertility. This study obtains the same results even after adopting other param-
eter values: γ = 0.2, 0.4, ϕ = 0.05, 0.2. Therefore, under plausible parameters an 
increase in deficit ratio reduces fertility through lowered disposable income. 
This result is consistent with the empirical evidence provided by Sun (2019). 

Figure 2 shows the simulation results: the time path of the ratio of public 
debt to fertility nt (Panel (a)), tax rate τt (Panel (b)) and private capital xt (Panel 
(c)) when fiscal deficit ratio b increases from 0.01 to 0.02.9 As mentioned any 
increase in fiscal deficit reduces the income tax rate leading to the rise in fer-
tility in the short term. However, fertility tends to decline in the long term 

 9 This study assumes the case of q = 0.01. As to the other parameters the values 
in Section 2 are used.
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Figure 2. The effect of fiscal deficit on endogenous variables. (a) Transition 
dynamics of fertility, nt. (b) Transition dynamics of tax rate, τt. (c) Transition 

dynamics of the ratio of public debt to private capital, xt

Source: own compilation.

(a)

(b)

(c)
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with the increase in the income tax rate rises over time as a result of an in-
crease in the ratio of public debt to private capital.

Table 2. Effect of fiscal deficit on fertility

q = 0.01 q = 0.03 q = 0.05

b n b n b n

0 2.0581 0 2.5574 0 3.3768

0.01 1.7062 0.01 2.1181 0.01 2.7910

0.02 1.6531 0.02 2.0387 0.02 –

0.03 – 0.03 – 0.03 –

Source: own compilation.

As regards counter measures to the falling birthrate, these results provi-
de an important implication. As shown in Tables 1 and 2, the higher the fiscal 
deficit ratio b is the lower the implementable child allowance q, in the sen-
se that balanced growth path exists.10 This implies that the government has 
to select a policy aimed at increasing fertility depending on the financial si-
tuation. Under the situation where the size of the budget deficit is large and 
from the point of view of fiscal sustainability, the government should reduce 
the fiscal deficit instead of increasing the child allowance to increase fertility. 

Conclusions

This study constructs an endogenous growth model with public debt to 
analyze the effect of fiscal deficit on fertility and sustainability of public debt. 
According to the empirical evidence, public debt has a negative impact on fer-
tility. This paper provides a more realistic model for the empirical relationship 
and a mechanism for the reduction in fertility owing to an increase in fiscal 
deficit. The main findings are as follows. First, a rising fiscal deficit exerts op-
posite effects on fertility through changing the disposable income of individu-
als: one is a positive effect, which raises government revenue and the other 
is a negative effect, which raises the interest payment by increasing the ratio 
of public debt to private capital. Under plausible parameters, this numerical 
example demonstrates that the negative effect exceeds the positive effect. 

 10 For example, the government can implement a child allowance for q = {0.01, 0.03, 0.05} 
if fiscal deficit ratio b is set to 0.01. However, the government cannot implement the child al-
lowance for q = 0.05 once fiscal deficit ratio b rises to 0.02.
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That is, an increase in fiscal deficit reduces fertility through lowering dispo-
sable income. Second, critical levels for the deficit ratio and child allowance 
share are identified: the economy does not converge to the stable steady sta-
te if these values exceed the critical level. This implies that an increase in the 
child allowance share raises fertility but may not guarantee the sustainability 
of public debt under the situation where the size of the fiscal deficit is large. 
Thus, to remedy declining fertility countries relying on their fiscal deficit should 
reduce the fiscal deficit instead of increasing the child allowance they offer.

One limitation of this study is that government expenditures other than 
child allowances were considered in our model. Incorporating other govern-
ment expenditures such as public investment and public healthcare is impor-
tant for deriving additional policy implications. Therefore, considering other 
government expenditures is an issue for future research.

Appendix

This study confirms the existence and stability of the steady states using 
equation (21a) and (21b), displayed in Figure 2.

Figure A1 presents the U-shaped LHS and upward sloping RHS. Considering 
the properties of equations (21a) and (21b), this study identified two steady 
states: xL* and xH* in case of 1 2

x bA
RHS bA

=
> + .

LHS, RHS

RHS

LHS

x
xL xH* *

x bA
RHS

=

1 2 bA+

bA

Figure A1. Existence of steady states

Source: own compilation.
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Next, this study confirms the stability of the steady states. From the defi-
nition of x, this study obtains the dynamic equation of x:

 1 1 1/
/

t t t D

t t t K

x D K g
x D K g
+ + += =  (A1)

where gD and gK stand for the gross growth rate of public debt and private cap-
ital, respectively. By differentiating xt+1 with respect to xt, this study obtains:

 
+ + + − +

+ + + −
21 * *x x

 
 = + − + +
    

2
1

*

1 (1 )(1 )( )
* (1 *)(1 )( )

t

t

t Kx x

dx bA ρ b ρ γ   ϕ   q βAα
dx g x αx ρ γ   ϕ   q βqγ

+

=

 (A2)

Regarding equation (A2), this study obtains following properties:

* *

1 1

0

,  t t

t tx x

dx dx
dx dx

+ +

→ →∞

= −∞ =∞

Thus, dxt + 1 / dxt > 1 holds for a high value of x*, whereas dxt + 1 / dxt  holds 
for a low value of x*. Therefore, xL* is a locally stable steady state and xH* is an 
unstable steady state.
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