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PhD in Economics 2008 - Present
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JOB MARKET PAPER ABSTRACT

Imbalances and Fiscal Policy in a Monetary Union

The Eurozone crisis has initiated a debate on the importance of international imbalances for policy
making. In this paper, I study how international financial frictions lead to international imbalances and
affect the optimal conduct of fiscal policy in a two-country, two-good DSGE model of a monetary union.
I show that the presence of international imbalances affects the optimal conduct of cooperative fiscal
policies when the internationally traded goods are complements: Government expenditures optimally
play a cross-country risk sharing role. The cross-country insurance role of fiscal policy is in conflict
with the domestic stabilization role. That is, domestic macroeconomic stabilization is not sufficient for
achieving international macroeconomic stabilization. Optimal fiscal policy consist in setting government
expenditures such as to reduce international imbalances at the expense of higher domestic inefficiencies.
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