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Abstract : This study conducts simulation analyses to find the optimal debt ceiling of Taiwan, while factoring in welfare
maximization under a dynamic stochastic general equilibrium framework. The simulation is based on Taiwan's 2001 to 2011
economic data and shows that welfare is maximized at a "debt"⁄"GDP" ratio of 0.2, increases in the "debt"⁄"GDP " ratio leads to
increases in both tax and interest rates and decreases in the consumption ratio and working hours. The study results indicate
that the optimal debt ceiling of Taiwan is 20% of GDP, where if the "debt"⁄"GDP" ratio is greater than 40%, the welfare will be
negative and result in welfare loss.
Keywords : debt sustainability, optimal debt ceiling, dynamic stochastic general equilibrium, welfare maximization
Conference Title : ICEBA 2015 : International Conference on Economics and Business Administration
Conference Location : San Francisco, United States
Conference Dates : June 07-08, 2015

World Academy of Science, Engineering and Technology
International Journal of Economics and Management Engineering

Vol:9, No:06, 2015

O
pe

n 
Sc

ie
nc

e 
In

de
x,

 E
co

no
m

ic
s 

an
d 

M
an

ag
em

en
t E

ng
in

ee
rin

g 
Vo

l:9
, N

o:
06

, 2
01

5 
pu

bl
ic

at
io

ns
.w

as
et

.o
rg

/a
bs

tr
ac

ts
/2

97
39

.p
df

ISNI:0000000091950263International Scholarly and Scientific Research & Innovation 9(06) 2015 1

https://publications.waset.org/abstracts/29739.pdf

