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Revision Matrix 

 

Comments by Reviewer #1 Author’s Response 

The narrative of the paper is good though it is 
too long and sometimes becomes boring and a 
bit hard to follow. I recommend to resume 
some parts of the manuscript, reducing its 
lenght. 

In have moved several paragraphs of Sections 
1, 2 and 4 from main text to footnotes, so as to 
reduce the length of the text but not lose 
useful information or clarifying contents. 

Page 2, Introduction, line 3: The third line in 
the Introduction makes no sense. The " . " 
should be removed there. 

Done. 

Page 5, line 3: Remove " in " in the third line of 
the first paragraph. 

Done. 

 

Comments by Reviewer #2 Author’s Response 

How do the global investors' expectations 
enter the model? I would like to suggest 
adding a note with some explanations and 
clarifications. 

Expectations enter both the macro- and the 
micro-side. Eq. (1) now incorporate them 
explicitly, while expectations were already 
introduced in the optimal intertemporal 
allocation plan (10)-(15). Expectations are at 
the core of the model’s asset utility function 
developed in Appendix 2. 

Furthermore, as the beta term reflects the 
country's credibility, markets must be 
examined individually since each of the "risk 
variables" could impact in different ways the 
main policy variables as they vary from 
country to country.  

This is captured by Eq. (13), which requires 
that the aggregate demand of government 
bonds by investors and the central bank equal 
supply under the impending government IBC, 
the latter being reflective of investor 
perceptions. Not by chance, as noted in 
footnote 18, this equation deliberately 
features a degree of indetermination, which 
can only be resolved within each specific 
country context, once investor expectations 
are known, based on their perceptions of 
country policy credibility, and it reflects the 
nature of the PTI, whose underlying approach 
is not mechanistic, in that it derives the 
inflationary and real output consequences of 
specific policy actions according to country 



circumstances: the very same policy actions 
would have different impacts depending on 
the different levels of country policy credibility 
(as perceived by global investors).   

Additionally, do global investors know the 
market? What is the info they know, and are 
the expectations formulated on the complete 
market setting? By reading the manuscript, it 
seems that the global investor gets a piece of 
complete information. However, in the real-
world mechanism moves differently, and 
expectations' adjustment walks over time. I 
think this is the most relevant criticism of this 
interesting work. 

This is simply captured by investors adjusting 
their expectations and risk perceptions, as well 
as portfolio allocation decisions, based on new 
information (being regularly updated), 
including on individual asset markets (see 
Appendix 2).   

Following note 13, it is true that policy actions 
may have different impacts depending on the 
perception of the global investors, but this 
perception could be biased. Some mechanisms 
of adjustment in the global investors' 
perception should be considered. Even if the 
author well explained the credibility factor in 
appendix 1, some doubt remains. 

This is now explained in footnote 18 (formerly 
13). 

 
 
 
 
 
 
 


