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Chapter 1

Chapter 1 studies whether the Balassa-Samuelson effect present in the Czech
economy could impede ability of the Czech Republic to meet the monetary
Maastricht criteria and join the euro. Ambrisko uses an estimated DSGE model
on the Czech data to assess compliance with Maastricht Criteria in the presence
of persistent productivity growth. The results indicate that Maastricht criteria
should be fulfilled throughout the convergence process and the inflationary costs
are smaller the later euro adoption takes place.

I present my comments below:

1. Empirical evidence on the Balassa - Samuelson (B-S) effect. The reader
would benefit from an upfront empirical evidence on the B-S effect: ev-
idence on productivity growth differential between the Czech Republic
economy and the euro area, inflation differentials and real exchange rate
evolution.

2. Reasons behind violation of the Maastricht Criteria. While Ambrisko con-
centrates on the role of B-S effect in his modeling exercises, I think the
developed model could be useful in studying a more general question of
ability of the Czech economy to comply with Maastricht criteria. For
example, the latest convergence report of European Commission (2018)
found that the Czech Republic did not satisfy inflation criterion and nomi-
nal exchange rate criterion. The author could easily check what his model
says about the shocks that drove this violation of Maastricht criteria.
What was the role of productivity growth up till now? What were the
other shocks that played a role in violation of Maastricht criteria?

3. Future productivity path and compliance with Maastricht Criteria. I find
that exercises provided in the subsection 1.4.2 are a bit repetitive. I find
the second exercise much more informative as it actually uses actual pro-
ductivity improvement data. Instead of repeating Natalucci and Ravenna

1



(2008) exercise I would rather project a potential productivity improve-
ment path for the future. Ultimately, we want to understand whether B-S
effect can lead to violation of Maastricht criteria in the future.

4. Optimal timing of the euro adoption. The author finds that later euro
adoption implies smaller inflationary costs. Is there an optimal timing of
the euro adoption or is it just when convergence in productivity growth is
fully achieved?

5. Masten (2008) critique and nonlinear solution. I do not find discussion on
Masten (2008) critique as very informative. I find the point on simulating
permanent productivity shocks as related primarily to an approximation
error of the model (the model is solved linearly). In that sense, in order
to overcome this issue and given the exact path of productivity shock one
could solve the model nonlinearly under perfect foresight.

Chapter 2

This chapter uses an estimated DSGE model to study size of fiscal multipliers for
the Czech Republic economy. Ambrisko finds that government consumption and
consumption taxes have the highest fiscal multipliers. Based on this analysis,
Ambrisko proposes an adequate composition of growth-friendly fiscal consoli-
dations and stimuli. The author also studies the effects of fiscal devaluation in
its model. Lastly, he estimates the GDP effects of the so-called Stabilization
Reform of 2008.

Please find below my comments:

1. Construction of fiscal multipliers. I am a bit puzzled why the author
turns off in the first 2 years the fiscal rule when calculating the effects of
discretionary changes in fiscal instruments. Fiscal rules represent so-called
automatic stabilizers that are always present in the economy. By turning
off fiscal rules, we miss an important part of how the economy responds to
an unexpected change in a given fiscal instrument (similarly when we study
monetary policy shocks we do not turn off the monetary rule). Moreover,
the author does not provide any explanation on the choice of 2 years. This
comment also applies to experiments in the fiscal devaluation section. For
the usual way of calculating multipliers, please see for example Caldara
and Kamps (2017).

2. Interpretation of results: multipliers. The reader would benefit from a
more thorough interpretation of why some fiscal instruments perform bet-
ter than others do. The best instruments seem to be government consump-
tion and consumption tax, while capital and lump sum taxes perform the
worst. The author could back up his interpretation of results by an anal-
ysis of respective impulse responses functions.
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3. Interpretation of results: composition of fiscal strategy. The reader would
benefit from a discussion on the determinants of fiscal strategy composi-
tion. Presumably, shares of fiscal revenues/expenditures in GDP play an
important role.

4. Different evaluation metric of fiscal instruments. The author focuses on
the GDP effects when evaluating various fiscal instruments. While growth
aspects are important, the policymakers should care also about welfare
effects of their policies. As such, it would be interesting to see the welfare
effects of different fiscal measures.

5. Fiscal devaluation and monetary rule. It would be interesting to see how
the effects of fiscal devaluation change with different monetary rules, es-
pecially flexible versus fixed exchange rate rule.

Chapter 3

This chapter provides an empirical assessment of fiscal discretion in the Czech
Republic. First, the author estimates size and sign of fiscal discretion in the past
years using both disaggregated fiscal data and also aggregate data. Second, the
author calculates the GDP effects of fiscal discretion using fiscal multipliers
derived in Chapter 2. Third, the author analyzes cyclical properties of fiscal
discretion and concludes that fiscal discretion on average has not mitigated
business cycle fluctuations. Finally, the author finds that composition of past
fiscal discretion in the Czech Republic was not optimal which resulted in a yearly
loss of 0.15pp of real GDP growth.

I provide my comments below:

1. Possible inconsistencies in the analysis. The current analysis uses inputs
from various methodologies. While, fiscal discretion is computed via ac-
counting approaches fiscal multipliers are taken from the Chapter 2 DSGE
model. It would be more robust to use the same methodology to derive
all parts of the analysis.

2. Link with analysis in Chapter 2. Chapter 2 presents a DSGE model with
fiscal sector that could serve in addressing questions posed in Chapter 3.
First, the author could retrieve fiscal shocks from his estimated DSGE
model. Second, he could also analyze the overall GDP impact of fiscal
shocks in the past years. Finally, he could also analyze the effects of fiscal
shocks on the evolution of output gap.

3. Bottom-up approach and its relation to narrative approach. The bottom-
approach to estimation of fiscal discretion shares some similarities with the
narrative approach to estimation of fiscal shocks developed by Romer and
Romer (2010) and also used for example by Cloyne (2013). It would be
interesting to discuss the shortcomings of the presented method in relation
to the narrative approach.
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