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1 Summary

The thesis consists of three papers or chapters. It is essentially theoretical and can be situated in the �eld
of international monetary economics. In particular, all three chapters deal with macroeconomic policies in
a small open economy. The three chapters highlight di¤erent features of the economy which all have in
common that they characterize an emerging market country.
First, the private sector in the small open economy borrows from abroad to �nance its capital stock and

is assumed to be more impatient than the foreign country, the lender. Borrowing is subject to a collateral
constraint. Another relevant model feature is the combination of an interest rate rule and a foreign exchange
intervention rule, by which the central bank buys foreign assets in response to the exchange rate (in levels
and in growth rates). The paper is a purely positive analysis that considers impulse response functions to
public consumption shocks, public investment shocks and interest rate shocks.
In the second paper, the country is assumed to have an oil-exporting sector, which makes it vulnerable

to �uctuations in the terms of trade. The paper analyses two types of interest rate rules: one that responds
to consumer price in�ation and another with feedback to product price in�ation, which crucially includes oil
prices. The model is simulated and welfare is computed according to an ad-hoc loss function. It is shown
that a response to product price in�ation is desirable as it mitigates the adverse e¤ects of terms of trade
shocks.
The third paper concerns a resource-rich country that operates a sovereign wealth fund where resource

windfalls are saved abroad. The natural resource sector operates with capital provided by foreign investors,
while the government invests in public capital that functions as an input into goods production. In this
exercise, the optimal public capital stock is determined and then the optimal path of public investment is
computed in a perfect foresight environment. The main �nding is that public investment should be front-
loaded (i.e. implemented fast), while a less productive public capital implies that the optimal adjustment
speed is faster.

2 Assessment and General Comments

In general, I �nd the thesis interesting and the exercises worthwhile and relevant for policy. One aspect that
is somewhat disappointing is that there is not much data analysis or model estimation, which could convince
the reader of the empirical relevance of this work. Nevertheless, I have some questions and comments that
might help to improve the thesis. First, I provide general comments before turning to the speci�c remarks
for each chapter separately.
In the thesis, the author refers to other papers here and there, but it is nevertheless hard to determine

what the contribution of each paper is in relation to the literature. For all three papers, the author should
clarify what is novel and what is instead borrowed from existing work. With a view of submitting the papers
to economic journals, this would be extremely important. In international macroeconomics, the �rst place to
look when placing a paper in the literature is the Mundell-Fleming model, which is mentioned in the thesis
but only in chapter 1 in the discussion of the interest rate shock; when describing the e¤ects of a public
spending shock, there is no reference whatsoever to that model.
The underlying model has various features, such as rule-of-thumb households, that do not seem to be

relevant for the analysis. I would appreciate if the author could explain the importance of these features
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in the introduction to the paper. For instance, it appears that changing the proportation of rule-of-thumb
households does not change the model predictions qualitatively. Then, why include those features in the �rst
place?
Some model features are wholly redundant, for instance the modelling of the foreign country with three

equations: an autoregressive process for output, a New Keynesian Phillips curve and an interest rate rule.
The thesis does not analyze foreign output shocks, and given that the home country is small, it will not a¤ect
the foreign country. Therefore, the foreign country is basically constant and would be described su¢ ciently
by parameters.
In the current version there are several �gures with impulse response functions that are hard to read,

because of the large number of subplots and the fact that they are very small. Please make a selection of
the most relevant variables to plot (essentially, those that you are also discussing in the text) and put the
others into an appendix. Also, you could show subplots with several related variables if they have a similar
magnitude.
Finally, please have the thesis proof-read by a native speaker; there are many mistakes especially con-

cerning articles.

3 Speci�c Comments

3.1 Abstract and Introduction

1. Please mention in the beginning that you study a small open economy, rather than a 2-country model.

2. Page 3. What characterizes an emerging economy in the model? This becomes clear later on, but it
would be nice to mention this already in the abstract.

3. Page 3. When you talk about interest rate shocks, I as the reader am wondering whether the interest
rate is exogenous? This would make sense in the small open economy when there are no restrictions
on international capital �ows.

4. Page 3. It is unclear how impulse response functions can be seen as a "�nding in favor of the �scal
theory of [the] price level". Please clarify.

5. Pages 3 and 4. There are two sentences that I don�t understand: "A level of foreign debt that �nances
private investment may in�uence the exchange rate, suggesting the importance of foreign funds supply
over their interest rate." and "Absorptive capacity constraint, related to public investment costs to build
home-grown capital, is characterized by a single parameter.". Please formulate di¤erently and clarify.

6. Page 5. By "quantitative theory of price level", do you mean the quantity theory?

7. Page 5. Is it realistic to assume the existence of a sovereign wealth fund? I would expect that oil-
exporting countries still have positive public debt, except perhaps Norway. Does it make a di¤erence
where steady state public debt is positive or negative?

3.2 Paper 1

1. Page 10. "Based on the constructed model, the focus is to understand how multiple instruments of
monetary and �scal policy interact to jointly a¤ect in�ation, exchange rate, and output in an economy
borrowing from abroad to �nance its investments". If this is the research question, it should come
earlier in the paper. In general, the research question of the �rst paper is not clear at this point.

2. Page 11. "This assumption implies in turn that the interest rate of an emerging economy is always
higher than the foreign interest rate, which is consistent with the evidence." Isn�t this stylized fact
simply a re�ection of default risk premia?

3. Page 11. At �rst, I was puzzled by the fact that there is an interest rate rule as well as a rule determining
foreign exchange interventions, even though we are talking here about a small open economy. A small
open economy cannot choose its monetary policy if it has a �oating exchange rate and �nancial markets
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are fully integrated across countries. This is called the impossible trinity. I suspect that the trinity
here does not hold because �nancial markets are not fully integrated due to the collateral constraint.
It would be important to explain this in the paper. Also, even if a country has its own monetary policy,
is the exchange rate not endogenously determined through the UIP condition; in other words, how can
the country choose both the interest and the exchange rate? Again, the explanation (I believe) is the
less than perfect mobility of capital that makes this possible.

4. Page 12. Government bonds are nominal bonds, I suppose?

5. Page 16. If government bonds are nominal, shouldn�t they be divided by in�ation in the government
budget constraint (17)? From (17) it looks like the bonds are instead index-linked. If this is the case,
it is rather uncommon and deserves a more detailed discussion and justi�cation.

6. Page 21. "Second, foreign debt seems to determine the exchange rate, which is important for in�ation
dynamics due to the pass-through e¤ect." Can you be more speci�c in describing your results?

7. Page 21. "the �scal multiplier of public investment signi�cantly changes over time." You mean it
changes over the horizon of the shock?

8. Page 22. I don�t understand the connection with the �scal theory of the price level (FTPL). A positive
spending shock generates in�ation and a rise in the interest rate already in the Mundell-Fleming model
with �oating exchange rates. Can you please relate your results to the literature and make explicit
how and why they are novel.

9. Pages 23 and 24. "This �nding that high interest rate may cause in�ation is counterintuitive to a
monetarist view, yet seems to be consistent with the �scal theory of price level and associated argument
by Leeper (2013) and Cochrane (2011) that, in an economy with high �scal debt, an increase of interest
rate can stimulate demand, therefore in�ation as well." This is not very clear. Could you explain the
mechanism in more detail?

3.3 Paper 2

1. Page 36. The paper Reinhart and Reinhart (2008) is not in the bibliography.

2. Page 37. Should foreign exchange reserves, variable CBt in equation (48) not be adjusted for in�ation
and exchange rate changes?

3. Regarding the oil-producing sector, are you following a certain paper�s model speci�cation here?

4. Page 49, Section 2.4 Results. What does the literature say about optimally combining monetary policy
with foreign exchange policy?

5. Page 51, top of the page. You explain that due to the collateral constraint, the model displays higher
volatility than a standard DSGE model without this feature. Can you explain better the intuition for
this result.

6. Page 58. The weights in the loss function should be derived from utility maximization as functions of
the deep parameters, as is done in de Paoli (2009), instead of being chosen arbitrarily.

3.4 Paper 3

No speci�c comments.
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