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MOTIVATION (1/4): A SHORT PRESS REVIEW OVER LAST 3
YEARS
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MOTIVATION (2/4): INSTITUTIONAL ASSESSMENT
 The Haut Comité de Stabilité Financière (HCSF) is the macroprudential
authority in France, able to decide on macroprudential measures
(Countercyclical buffer, etc.)
– September 2016: analysis of the commercial real estate market in France and
public consultation
– March 2017: updated diagnosis on the commercial real estate and results of
the stress tests

 Banque de France issues in November 2018 Digest: ”Commercial real
estate: is there a risk of a financial bubble?”
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MOTIVATION (3/4): COMMERCIAL REAL ESTATE PRICE
EVOLUTION
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MOTIVATION (4/4): AIM OF THE PAPER
 Quantify the potential overvaluation of the office market prices in France
and in Paris region

 Provide explanations for the recent trends and assess their sustainability
 Run some adverse scenarios so as to evaluate the reaction of prices to
negative shocks
 In the end, assess the effect of such adverse scearios on financial stability
at large
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METHOD: PRESENTATION OF THE MODEL AND DEFINITION OF
THE OVERVALUATION
 Equation of the model focused on the office sector
2

∆𝑌𝑡 = 𝑐 + 𝛼𝛽 𝑇 𝑌𝑡−1 +

𝛷𝑘 ∆𝑌𝑡−𝑘 + 𝑢𝑡
𝑘=1

 In our case: 𝑌𝑡 = log 𝐺𝐷𝑃𝑡 , log 𝑃𝑟𝑖𝑐𝑒𝑡 , log 𝑅𝑒𝑛𝑡𝑠𝑡 , log 𝑆𝑡𝑜𝑐𝑘𝑡 , log 𝑆𝑢𝑝𝑝𝑙𝑦𝑡 , 𝐸𝑈𝑅6𝑡
 Hansen decomposition of trend and cycle:
𝑌𝑡 = 𝑇𝑡 + 𝐶𝑡
with 𝑇𝑡 = 𝐶

𝑡
𝑠=1 𝑢𝑠

+ 𝜏 𝑡 + 𝐴0 and 𝐶𝑡 = 𝐶 𝐿 𝑢𝑡 =

∞
𝑖
𝑖=0 𝐶𝑖 𝐿 𝑢𝑡

 We define the overvaluation as the stochastic component:
𝑡

𝑅𝑡 ≔ 𝐶

𝑢𝑠
𝑠=1

And we have:

𝑅𝑡 = 𝑌𝑡 − 𝐶𝑡 − 𝜏 𝑡 − 𝐴0
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RESULTS (1/3): OVERVALUATION MEASURES

•

•

Rewriting these relationships makes it possible to measure the difference between the observed level of prices and
that, considered as a price of equilibrium, given by the observed evolution of the fundamentals (the variables of the
model).
This difference measures the overvaluation of office prices in France with an associated confidence interval: it
would be around 5% at the end of 2017, with a return to equilibrium in early 2018.
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RESULTS (2/3): VARIANCE DECOMPOSITION

•
•

While economic growth shocks mainly explain the price variance in the short term, it is essentially the changes in
interest rates and supply that determine them in the longer term (between 20% and 40%).
The decline in the supply of offices (the available office space per unit of GDP has thus decreased by 6% since 2011)
and the very low level of interest rates can explain an increase in the prices of the offices without significant difference
during recent years between the equilibrium level and the observed level of prices.
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RESULTS (3/3): IMPULSE RESPONSE FUNCTIONS

•
–
–
–

The econometric model makes it possible to evaluate more precisely the impact of permanent shocks:
a 5% increase in the immediate supply of office space would lead to a price decrease of around 4% over ten quarters;
a 5% rise in rents would result in an increase in office prices of around 4% over a four-quarter period;
an increase in interest rates of 100 basis points would result in a decrease in office prices of 9% over 10 quarters.
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CONCLUSION (1/2): MAIN RESULTS AND POLICY ISSUES

•

Valuations appear consistent with the low interest rate environment and
the tight supply side of demand in some market segments

•

There is a risk of a downward price correction: a rise in interest rates of
1pp could result in a price decrease of 9%

•

The systemic consequences of such a reversal should remain limited

•

Impact of a price correction on financial stability
– Limited impact on the balance sheet of financial institutions as exposures are low (3% of
the aggregate balance sheet of banks)
– Significant growth in banking activity in the sector (+ 13.1% of production in the broad
sector in France in 2017)
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CONCLUSION (2/2): APPLICATION TO BREXIT

We consider a maximalist shock of about 100,000 jobs, representing 2.5% (respectively
3.6%) of all jobs in Paris Petite Couronne (respectively Paris and Hauts-de-Seine)
 we get a positive shock on office prices of about 6 points (8 percentage points)
respectively.
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