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This paper: 1-Minute Summary

» This paper studies ‘news’ shocks as a source of international business
cycle fluctuations

> Makes several interesting points...
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This paper: 1-Minute Summary

» This paper studies ‘news’ shocks as a source of international business
cycle fluctuations

> Makes several interesting points...

» Closed economy SVAR models with identified news shocks
might be subject to ‘international non-fundamentalness’

e True for euro area and Canada, not for the US
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This paper: 1-Minute Summary

» This paper studies ‘news’ shocks as a source of international business
cycle fluctuations

> Makes several interesting points...

» Foreign news shocks in open economy VARs generate
comovement in real variables
e Like output, consumption and investment. But...

e ... these foreign news shocks account for little variation of domestic
variables
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This paper: 1-Minute Summary

» This paper studies ‘news’ shocks as a source of international business
cycle fluctuations

> Makes several interesting points...

» International business cycle model with complete markets can
explain the VAR evidence ...

e ... if augmented with adj costs on investment and Jaimovich-Rebelo
preferences
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My Remaining 4-Minutes Discussion

» Can't do justice to the paper in my 4 remaining minutes...
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My Remaining 4-Minutes Discussion

» Can't do justice to the paper in my 4 remaining minutes...

» Plan
1. The “Motivation Disconnnect”

1.1 Interlude

2. Dynamics in VAR-X models
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The “Motivation Disconnect”

09 » The paper is motivated with this chart from

Heathcote and Perri (2003, AER)
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09 » The paper is motivated with this chart from

Heathcote and Perri (2003, AER)
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The “Motivation Disconnect”

» This paper looks “for an explanation of the
observed re-synchronization maintaining the
assumption of complete financial markets"

09
08
07
06
05
04
03
0.2

01

0,0
N o cé\

P P P PSP
P 2 NP PH S FY
DT A A A AT

—==GDP e=mm=Consumption e e e|nvestment

(a) USA

Discussion of Siena (2017): “What's News in International Business Cycles?”



The “Motivation Disconnect”

» This paper looks “for an explanation of the
observed re-synchronization maintaining the
assumption of complete financial markets"
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The “Motivation Disconnect”

» This paper looks “for an explanation of the
observed re-synchronization maintaining the
assumption of complete financial markets"
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1. Pre-2000s: fin. integration T = Synch |
2. Post-2000s: news shocks T = Synch 1
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The “Motivation Disconnect”

» This paper looks “for an explanation of the
observed re-synchronization maintaining the
assumption of complete financial markets"
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> Is the story that this paper is trying to tell
something like
1. Pre-2000s: fin. integration T = Synch |
2. Post-2000s: news shocks T = Synch 1
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The “Motivation Disconnect”

09 » In sum, | think the paper makes a convincing

argument for news shocks to be a
synchronizing force for international business
cycles...
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The “Motivation Disconnect”

09 » In sum, | think the paper makes a convincing
argument for news shocks to be a
synchronizing force for international business

cycles...
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Interlude: an Alternative View of the Time
Variation in Synchronization

» An increase in the variance of common shocks maps directly into an
increase in measured correlation between the variables that load on
the common factor (Forbes and Rigobon, 2003)
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Interlude: an Alternative View of the Time
Variation in Synchronization

» An increase in the variance of common shocks maps directly into an
increase in measured correlation between the variables that load on
the common factor (Forbes and Rigobon, 2003)

» Moving correlation is

e High when computed over the 1970s (large oil shocks)
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Interlude: an Alternative View of the Time
Variation in Synchronization

» An increase in the variance of common shocks maps directly into an
increase in measured correlation between the variables that load on
the common factor (Forbes and Rigobon, 2003)

» Moving correlation is

e High when computed over the 1970s (large oil shocks)

e Low when computed over Great Moderation period (small,
idiosyncratic shocks)
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Interlude: an Alternative View of the Time
Variation in Synchronization

» An increase in the variance of common shocks maps directly into an
increase in measured correlation between the variables that load on
the common factor (Forbes and Rigobon, 2003)

» Moving correlation is

e High when computed over the 1970s (large oil shocks)

e Low when computed over Great Moderation period (small,
idiosyncratic shocks)

e High again when sample includes the global financial crisis (high global
shocks again)
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Dynamics in VAR-X models

» Paper reports impulse responses (IRFs) of euro area and Canada
variables to a US news shock

» There are no equations, but | believe the model is

Xit = FiXit1+ Beig + Niegrsy
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Dynamics in VAR-X models

» Paper reports impulse responses (IRFs) of euro area and Canada
variables to a US news shock

» There are no equations, but | believe the model is

Xit = FiXit1+ Beig + Niegrsy

» And IRFs (dynamic multipliers) are computed as
IRL() = )\7;
IRLh:Fi'IRi.,h—l forhzl,...,H

» If that's true, then you might miss the impact that the shocks has on
the US — and in turn on the domestic economy.
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Dynamics in VAR-X models (cont’d)

» Could estimate instead

Xit=FiXip1+ GiXusi—1 + Beig + Niggfsy

» And compute IRFs as
IR o= A\
IRi7h :FL'~IR7j7h,] "‘Gi'IRUS,hfl forh=1,...H

» Note that /Ri7s,—1 can be obtained from the closed-economy US
VAR
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Summing up

» Nice paper

> Lots of interesting results — needs to be tied up!
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