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OVERALL ASSESSMENT (provided in English, Czech, or Slovak): 

The thesis submitted by Michal Palas presents and thoroughly analyses an extended DSGE model for 
an open economy calibrated for the Czech Republic. The author abandons the representative-agent 
framework and focuses dominantly on the impact of a share of non-Ricardian households (i.e. a 
fraction of consumers who violate behavioural assumptions of the Permanent Income Hypothesis and 
do not optimise their consumption intertemporally, but instead live in a hand-to-mouth fashion). The 
existence of such households is both empirically suggested as well as theoretically discussed in the 
current macroeconomic literature. Perhaps even more importantly, the fact that not everybody has 
access to credit market or can effectively save for the future follows common sense and everyday 
economic experience. The contribution of the work is twofold: first, it represents a serious econometric 
attempt to estimate the share of non-Ricardian consumption for the Czech Republic (mean estimate 
27.5%); second, it shows that inclusion of non-Ricardian households improves the ability of the model 
to explain reaction of aggregate consumption (increase) and the real wage (slight decrease) to 
government spending shocks according to empirical evidence (which is one of serious drawbacks of 
standard DSGE models assuming representative/Ricardian-households only). 

Although below I mention several important comments and uncertainties about the real economic 
contribution of the work, I am pleased to mention at the beginning of my report that otherwise the 
thesis is excellently elaborated and belongs to a distinct group of high quality works for which I can 
suggest the highest grade (1). 

The author managed to master the theoretical framework of DSGE modelling as well as new 
advanced econometrics methods (2SLS, GMM estimator) which he used to estimate the share of non-
Ricardian households “λ” for the Czech Republic. Although results are not completely crystal-clear, the 
author provided a very advanced econometric analysis to deal with all emerging issues such as model 
endogeneity. Furthermore, where the situation remains partially unambiguous, a sensitivity analysis 
w.r.t. important parameters is provided which adds considerable robustness to the results and 
contributes substantially to the quality of the research. The aim of the work, working hypotheses, and 
the design of the econometric and sensitivity analysis sections are clearly stated and carefully 
elaborated. The theoretical section provides the reader with an excellent and comprehensive summary 
of current stat-of-the art DSGE modelling. The work is well structured and meets top academic 
standards also in terms of English and text-editing quality. 

On the other hand, below I mention several major as well as minor comments a questions. To my 
mind, the major comments deserve to be discussed and clarified during the defence, minors are rather 
intended to be just contemplated by the author. He may also use this list to his advantage and 
consider them for possible further research: 

Major comments: 

1. My main comment is concerned with the real economic contribution of the thesis. The main 
innovation suggested in the Thesis Proposal refers to inclusion of three types of households 
(Ricardian with and without access to capital market, non-Ricardian), however, in the thesis 
only two types of households are used. Although I did not read that work into details, my  brief 
understanding is that the same extension has been already studied in the thesis of Adam 
(2011) to whom the author refers several times. 
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2. The author states that “they have developed” a model calibrated for the Czech Republic but it 
is not clear to me what they have really “developed”, i.e. whether the model is somewhat 
innovative compared to those from current literature (except the extension by non-Ricardian 
households which is, however, not the original idea of the author, see also above). The model 
seems to have all standard ingredients of an open economy DCGE model following the 
literature. In such a case, spending circa 18 pages of the main text by the model description 
seems too much. The author should have made clear what are the innovations (e.g. a different 
mix of some modelling approaches in the model) of his modelling approach and also what is 
the contribution compared to Adam (2011). 

3. Concurring the first major comments, although in this thesis the consumption equation (to 
estimate the share of non-Ricardian consumption) is extended by the habit persistence and 
interest rate terms compared to estimation of Adam (2011), both new terms are relatively close 
to zero and statistically insignificant across all estimations. Not surprisingly, the estimation 
leads to results comparable to Adam (2011). Moreover, although the habit formation 
parameter “h” is estimated negative and statistically insignificant in the estimation section, it is 
calibrated 0.89 in the calibration section. This apparent inconsistency directly brings an 
important question about a general consistency of calibration which is not discussed at all. 
Simply stated, individual coefficients used for calibration might have been derived under 
assumptions incompatible with the modelling framework possibly resulting in a theoretical 
mismatch of the final model. A majority of coefficients is calibrated based on the work of 
Vasicek and Musil (2006) who, however, design a model with representative Ricardian 
consumers only. Is it really possible to use these coefficients directly in the extended non-
representative-agent framework? To my mind, this topic as well as the origin of calibrated 
coefficients should have been at least discussed more thoroughly. 

Minor comments: 

1. Share of non-Ricardian households labeled “λ” is a bit confusing w.r.t. the Lagrange multiplier 
“λt” in Equation 3.4 and following. 

2. No details are provided to estimation of the share of labour, imported consumption, and 
imported investments αp, αc, αi on pg. 40. 

3. Section 5.3 Other Impulse Responses offers a comprehensive discussion about effects of 
other shocks, however, it is not clear to me what the big picture of these results is. Does it 
reveal some surprising, unexpected behaviour compared to a standard Ricardian-households 
-only DSGE? It might have been contributive to compare the behaviour of this extended model 
with otherwise the same representative-Ricardian-households based DSGE model using the 
same random seeds. 

Suggested question for the defense: 
1. My suggestion is that the author should provide answers/clarification to three major comments 

described above. 

Summary: 
I do find this thesis well satisfying academic standards for master theses written at IES. I 
personally consider a careful theoretical description of the model, a comprehensive estimation of the 
fraction of non-Ricardian households “λ” for the Czech Republic, and excellently elaborated sensitivity 
analysis the most distinctive qualities of the work. 

I believe the author will be well able to deal with my major comments during the defence. If so, I can 
strongly recommend the thesis of Michal Palas to defense at the IES FSV UK and I suggest the 
grade "1", i.e. "excellent". 
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SUMMARY OF POINTS AWARDED (for details, see below):  

NAME OF THE REFEREE: Jiří Kukačka 
DATE OF EVALUATION: 2. 2. 2017     ___________________________ 

Referee Signature 

CATEGORY POINTS

Literature                     (max. 20 points) 19

Methods                      (max. 30 points) 29

Contribution                 (max. 30 points) 15???

Manuscript Form         (max. 20 points) 20

TOTAL POINTS         (max. 100 points) 83

GRADE                          (1 – 2 – 3 – 4) 1
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EXPLANATION OF CATEGORIES AND SCALE: 

LITERATURE REVIEW: The thesis demonstrates author’s full understanding and command of recent literature. 
The author quotes relevant literature in a proper way. 

Strong  Average  Weak 
20  10  0  

METHODS: The tools used are relevant to the research question being investigated, and adequate to the 
author’s level of studies. The thesis topic is comprehensively analyzed.  

Strong  Average  Weak 
30  15  0  

CONTRIBUTION:  The author presents original ideas on the topic demonstrating critical thinking and ability to 
draw conclusions based on the knowledge of relevant theory and empirics. There is a distinct value added of the 
thesis. 

Strong  Average  Weak 
30  15  0  

MANUSCRIPT FORM: The thesis is well structured. The student uses appropriate language and style, including 
academic format for graphs and tables. The text effectively refers to graphs and tables and disposes with a 
complete bibliography. 
  

Strong  Average  Weak 
20  10  0  

Overall grading: 

TOTAL POINTS GRADE
81 – 100 1 = excellent = výborně
61 – 80 2 = good = velmi dobře
41 – 60 3 = satisfactory = dobře
0 – 40 4 = fail = nedoporučuji k obhajobě
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