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We use the EAGLE model to show the heterogeneity of responses of small open 

economies witin a monetary union to common shocks. The paper extends the 

public spending in the model to allow for: a distinction between public 

consumption and investment; an import-content of public expenditure; the 

accumulation of public capital; and complementarities between public and private 

consumption. The key findings are that, first, productive public capital has strong 

and long-lasting effects on a small open economy and that it improves the 

external competitiveness of the country. Second, public spending on foreign 

goods reduces the size of fiscal multipliers in the short run, but in case of public 

investment has little effect in the medium run. Third, an ex-ante budget neutral 

restructuring of public expenditure towards public investment has beneficial 

effects in the medium run, while the short-run effects depend on the degree of 

complementarity between private and public consumption. 
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