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The ratio of outstanding debt to gross national product in the United States has shown

essentially no time trend over a period measured not in years but in decades. The

research reported in this paper indicates that lenders' portfolio behavior exhibits

characteristics that could provide aplausible explanation of this phenomenon. Given the

long-run stability of the U.S. economy's wealth in relation to income, the question of

lenders' behavior explaining the stable aggregate debt-to-income ratio turns on whether

investors treat debt and other assets as close or distant substitutes in their portfolios.

Analysis of financial assets' respective risk properties indicates that debt and equity are

indeed sufficiently distant substitutes for lenders' behavior to confine the debt-to-income

ratio within relatively narrow limits. In particular, the substitutability of debt and equity

securitiesis sufficiently limited that very large movements in expected return differentials

-- movements so large as presumably to elicit offsetting responses from borrowers --

would be required to induce major changes in the debt share of investors' aggregate

portfolio, and hence in the economy's aggregate debt-to-income ratio.

Working Papers

Portfolio Choice and the Debt-
to-Income Relationship

https://www.nber.org/
https://www.nber.org/people/benjamin_friedman
mailto:?subject=Portfolio%20Choice%20and%20the%20Debt-to-Income%20Relationship&body=https://www.nber.org/papers/w1545
https://www.nber.org/papers


Download a PDF

Information on access

Published Versions
Friedman, Benjamin M. "Portfolio Choice and Debt-to-Incoome Relationship." American

Economic Review, Vol. 75, No. 2, (May 1985), pp. 338-343.

Related
TOPICS Macroeconomics

PROGRAMS Monetary Economics

Acknowledgements and Disclosures

Download Citation

More from NBER

https://www.nber.org/system/files/working_papers/w1545/w1545.pdf
https://www.nber.org/subscribe
https://www.nber.org/topics/macroeconomics
https://www.nber.org/programs-projects/programs-working-groups/monetary-economics


In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals — the NBER Reporter, the

NBER Digest, the Bulletin on Retirement and Disability, the Bulletin on

Health, and the Bulletin on Entrepreneurship — as well as online

conference reports, video lectures, and interviews.

2024, 16th Annual Feldstein Lecture, Cecilia E. Rouse," Lessons for Economists from the
Pandemic"

FELDSTEIN LECTURE

PRESENTER: CECILIA E. ROUSE

Cecilia Rouse, president of the Brookings Institution and a professor at Princeton

University, who chaired the Council...

https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-retirement-and-disability
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights
https://www.nber.org/research/videos/2024-16th-annual-feldstein-lecture-cecilia-e-rouse-lessons-economists-pandemic
https://www.nber.org/people/cecilia_rouse


2024 Methods Lecture, Susan Athey, "Analysis and Design of Multi-Armed Bandit Experiments
and Policy Learning"

METHODS LECTURES

PRESENTER: SUSAN ATHEY

Background Materials:backgroundAthey, Susan, Undral Byambadalai, Vitor Hadad, Sanath

Kumar Krishnamurthy, Weiwen Leung...

2024, Economics of Social Security Panel, "Earnings Inequality and Payroll Tax Revenues"

https://www.nber.org/research/videos/2024-methods-lecture-susan-athey-analysis-and-design-multi-armed-bandit-experiments-and-policy
https://www.nber.org/people/susan_athey
https://www.nber.org/research/videos/2024-economics-social-security-panel-earnings-inequality-and-payroll-tax-revenues


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

Accessibility Policy

Diversity Policy

Privacy Policy

FOLLOW

© 2024 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

PANEL DISCUSSION

PRESENTERS: KAREN DYNAN, KAREN GLENN, STEPHEN GOSS, FATIH GUVENEN & JAMES PEARCE

H O M E PAG E

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/people/karen_dynan
https://www.nber.org/people/fatih_guvenen
https://www.nber.org/people/james_pearce
https://www.nber.org/

