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Editorial
Coming up
Conference « Structural Reforms, Crises, Exit
Strategies and Growth » • Organisers: Banque
de France and OECD • Cercle républicain,
5, avenue de l’Opéra • 9-10 December 2010

The Banque de France,
a partner for Universities
Pierre Jaillet, Director General for Economics and International Relations

T

Past events

he Banque de France is a long-standing partner of Universities. The Bank’s economic
and financial research and analysis activity, which underpins the preparation and
the implementation of monetary policy, gives rise to regular exchanges in seminars,
symposiums or during joint working sessions. For over 15 years, the Fondation Banque de
France has hosted researchers, funded their projects and organized conferences that have
allowed fruitful exchanges with academia. Besides, Richard Portes, Chairman of the CEPR
and member of the Board of the Fondation Banque de France, stresses in this newsletter the
important role played by the Fondation in European research (see “Three questions to…“ p.3).

Conferences and symposiums
Conference on the «Future of monetary
policy» • Organisers: Banca d’Italia, Banque
de France, Einaudi Institute for Economics
and Finance • Rome, 30 September and
1 October 2010

The relations between universities and the Banque de France have gathered momentum in
the past few years, with the Bank’s strategic choice of strengthening its analysis and research
potential, the objective being to reach the highest international standards. Partnership
contracts have been signed with the Toulouse School of Economics (which also involve the
Directorate General Operations and the Prudential Supervision Authority) and, since 2010, the
Paris School of Economics. These long-term partnerships contribute to the development of
close relations, in the form of joint work, through high-level joint seminars and conferences,
such as “Economic Linkages, Spillovers and the Financial Crisis” in January 20101 and “The
Monetary Policy in The Current Crisis” in March 20092. Naturally, these partnerships also
cover more targeted or occasional cooperations, in France or abroad.

International symposium on «New
Challenges for Public Debt in Advanced
Economies» • Organisers: Banque
de France, University of Strasbourg
(BETA laboratory) • Strasbourg, 16 and
17 September 2010
«Macroeconomic policies in a crisis
period» • 8th Journées of the Fondation Banque
de France • Paris, 21 and 22 June 2010

The multiplication of events and publications involving Banque de France economists and
academia also shows the vitality of these relations, which have developed outside the strictly
institutional field. In the first half of 2010, 19 publications were the fruit of cooperation
between the Banque de France and universities (see p.6-7), a joint conference was organised
and 14 seminars gave academics the opportunity to present their work to the Bank (see p.5).

«Economic Linkages, Spillovers and the Financial
Crisis» • Organisateurs : Organisers: Paris School
of Economics, Banque de France, International
Monetary Fund • Palais Brongniart, Place de
la Bourse • Paris, les 28 and 29 January 2010

These relations are based on reciprocal interests that have continued to grow in the past
few years. The preparation of the Eurosystem monetary policy and the activities related to
financial stability rely increasingly on research, in particular to improve the understanding of
relations between the real and financial spheres. The assessment and forecasting tools are
of a more and more technical nature, and require the skills of specialists at the cutting edge
of their field of activity and from very diverse backgrounds.

Seminars of the Fondation
Banque de France

For universities, central banks contribute their experience of the functioning of financial markets
and the banking system, unique databases and leading research teams. In an increasingly
competitive environment, the Banque de France has become a recognized player in the field
of French, European and world research. The investments made over the past five years are
thus starting to bear fruit and, I hope, herald still greater rewards.

Michael Woodford (Columbia University),
«The Central Bank balance sheet as an instrument
of Monetary Policy» • 1 July 2010
Michel Normandin (HEC Montreal),
« Les effets des politiques budgétaires
américaines » • 24 June 2010
Olivier Jeanne (John Hopkins University),
«Global Liquidity Trap» • 11 June 2010
Pasquale Della Corte (University of Warwick),
«Spot and forward volatility in foreign
exchange» • 10 June 2010
Costas Azariadis (Washington University),
«Asset valuations and financial
crisis» • 4 June 2010
…/…

1 http://www.banque-france.fr/fr/publications/seminaires/liens_economiques-contagion-crise-financiere.htm
2 http://www.banque-france.fr/fr/publications/seminaires/pol_mone_200309.htm

2
Banque de France • Research Newsletter • 2nd half 2010

Three questions to…
Kenneth Singleton (Stanford University),
«Risk premiums in Dynamic Term Structure Models
with Unspanned Macro Risks» • 1er June 2010

Three questions to…
Richard Portes

Louis Christofides (Université de Chypre),
«Wage downward rigidity» • 12 May 2010
Olivier Scaillet (HEC, Université de Genève),
« Analyses des sauts dans la dynamique des prix
d’actions » • 29 April 2010

Chairman of the CEPR, Professor at the London Business School and
member of the Board of the Fondation Banque de France

Anindya Banerjee (University of Birmingham),
«Forecasting with factor augmented error correction
models» • 27 April 2010

In your opinion, what is the place of the Fondation Banque de France in European
economic research?

Olivier Coibion (College of William and Mary,
Williamsburg), «What can survey forecasts tell us
about informational rigidities?» • 16 April 2010

R. Portes: There are very few organisations in Europe that offer funding for serious economic
research. The Fondation Banque de France therefore plays an important role in funding
high‑level research. This is reflected in the very large number and the high quality of the
projects that are submitted in response to our call for proposals.

Gianluca Benigno (London School of
Economics), «Revisiting overborrowing and its
policy implications» • 13 April 2010

The second point I would like to stress is the way in which the Fondation Banque de France
follows up the research that it funds. We are particularly attentive to the results of the
research projects.

Giovanni Calice (University of Southampton),
«Credit Risk Transfer and financial
stability» • 1er April 2010

In both respects, the Fondation occupies a special place in Europe.

Ted Temzelides (Rice University, Houston),
«R&D in Energy and Growth» • 9 February 2010

Could you present the principles underlying the action of the Fondation Banque de
France?

Pierpaolo Benigno (Luiss Guido Carli),
«Globalisation, pass-through and inflation
dynamics» • 8 January 2010

R. Portes: Of course, we finance work that is relevant to monetary policy and finance.
However, since the crisis, these areas have become much broader, which makes the work
that we support very exciting.
The second principle is a very strict screening process. We have an excellent Scientific Council
and the Board reviews their assessments very carefully. There are therefore two very rigorous
levels of control of the quality of research. Furthermore, the seminars are an opportunity for
high-level applicants to present their work to the Scientific Council.
The third principle is the global approach of the Fondation. We examine research projects
from all over the world, without any bias as to their origin.
Finally, we tend to favour empirical research when the data are of good quality.
In your opinion, what have been the main achievements of the Fondation Banque
de France?
R.Portes: I think the Fondation has helped to create a European cross-border community of
researchers that are, in this manner, connected to the Banque de France and to each other.
Second, the research funded by the Fondation has been of very high quality and been
published in leading journals.
Third, the Journées de la Fondation3, a series of excellent conferences mainly aimed at
presenting the research projects funded by the Fondation, have been highly successful
As a result, the Fondation has acquired an excellent reputation.

3 Fondation website: http://www.banque-france.fr/fondation/gb/home.htm
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Conference
Publications
in the 1st half of 2010

Macroeconomics
of housing markets

“Is Per Capita Growth in Africa Hampered by Poor
Governance and Weak Institutions?”, A. Diop,
G. Dufrenot and G. Sanon, African Development
Review, June 2010, v. 22, iss. 2.

Summary of the symposium of 3 and 4 December 2009

“The housing price boom of the late ‘90s: did
inflation targeting matter?”, S. Frappa and
J.-S. Mesonnier, Journal of Financial Stability,
June 2010.

Olivier de Bandt, Director of Business Conditions and Economic Forecasting

“Wages and employment of French workers with
African origin”, R. Aeberhardt, D. Fougère,
J. Pouget and R. Rathelot, Journal of Population
Economics, June 2010, vol. 23(3).

Is there a housing cycle within the euro area, distinct from the economic cycle, which would
require concerted action on the part of monetary authorities?
As shown by M. Iacoviello (Federal Reserve Board), it is important for macroeconomic analysis
to take account of the existence of housing cycles. They are easily identifiable at the national
level, but their correlation, which has increased since the creation of EMU, is more difficult
to demonstrate for the major euro area countries given the specific nature of the German
cycle (L.Ferrara and S.J.Koopman). However, a stronger correlation does appear between
OECD countries, with the United States playing a dominant role (O.de Bandt, K.Barhoumi
and C.Bruneau).

“Economic linkages, spillovers and the financial
crisis: Summary of the BdF/PSE/IMF conference of
28 and 29 January 2010”, M. Bussière, Quarterly
Selection of Articles, Summer 2010.
“Developments in France’s foreign trade in services:
analysis by sector and by country”, L. Cligny
and B. Usciati, Quarterly Selection of Articles,
Summer 2010.

Econometric studies show the role played by credit supply shocks (P. Antipa and R. Lecat)
and destabilising factors such as German reunification (T. Knetsch) in determining house
prices. Structural factors, such as the financing system and the tenant/owner ratio, have a
significant impact on wealth effects (J. Muellbauer, Oxford Univ.). On the basis of a common
methodology for France (V. Chauvin and O. Damette), Spain (T. Sastre and al.) and Italy (A.
Bassanetti and al.), the wealth effects, without being insignificant, seem lower for housing
assets than for financial assets. L. Arrondel and F. Savignac analyse, on the basis of the Wealth
Survey, French households’ choices between real-estate assets and equities.

« Les variables financières sont-elles utiles pour
anticiper la croissance économique ? Quelques
évidences économétriques », L. Ferrara, Revue
économique, May 2010.
“Euro-Area Yield Curve Reaction to Monetary
News”, J. Coffinet and S. Gouteron, German
Economic Review, May 2010.

How may public authorities identify shocks to house prices before they have potentially
adverse effects on the real economy? P. Antipa and C. Schalck focus on the effects of fiscal
policy. J.-S. Mésonnier shows that countries that have adopted an inflation targeting policy
tend to experience more real-estate bubbles than the rest. V. Borgy and al. identify ex ante
the bubbles that have a negative effect on the economy and conclude that they occur more
often on housing markets.

“Long Run Risk, the Wealth-Consumption
Ratio, and the Temporal Pricing of Risk”,
R. S. J. Koijen, H. Lustig, S. Van Nieuwerburgh
and A. Verdelhan, American Economic Review,
May 2010, v. 100, iss. 2.

In conclusion, housing issues will continue to feature prominently in central banks’ research
agenda. Indeed, a number of topics have not been sufficiently investigated : contagion between
real estate markets, the feedback effect of the real estate cycle on financial intermediaries, the
factors influencing household preferences, the relatively strong rigidity of real-estate prices,
the integration of choices regarding housing demand and labour supply or the role of public
policies in the regulation of the real estate cycle.

« Taux de change des pays exportateurs de
matières premières. L’importance des termes
de l’échange et de la monnaie d’ancrage »,
V. Coudert, C. Couharde and V. Mignon, Revue
économique, May 2010.

The conference was the fruit of joint work between economists and researchers from the
Banque de France, the Bundesbank, the Banca d’Italia and the Banco de Espana, together
with leading academics.

“Is the crisis treatment exacerbating cautiousness or
risk-taking?”, O. Damette and P. Frouté, Applied
Financial Economics, 2010, vol. 20(3).

‘‘Housing markets in Europe: a macroeconomic perspective’’, Springer, forthcoming

“Temperance in Stock Market Participation:
Evidence from France”, L. Arrondel, H. Calvo
Pardo and X. Oliver, Economica, London
School of Economics and Political Science, 2010,
vol. 77(306).

The list of seminars and symposiums and the links to the articles are available at the following address http://www.banque-france.
fr/gb/publications/seminaires/seminaires.htm.

“Testing the finance-growth link: is there a
difference between developed and developing
countries?”, G. Dufrenot, V. Mignon and
A. Peguin-Feissolle, Economics Bulletin, 2010,
vol. 30(3).
…/…
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Focus
« L’efficacité des mesures d’accompagnement sur
le retour à l’emploi », D. Fougère, T. Kamionka
and A. Prieto, Revue économique, 2010, vol. 0(3).

Are prices rigid?

“Some Macroeconomic and Monetary Policy
Implications of New Micro Evidence on Wage
Dynamics”, G. de Walque, J. Jimeno, M. Krause,
H. Le Bihan, S. Millard and F. Smets, Journal
of the European Economic Association, 2010,
vol. 8(2-3), 04-05.

The Eurosystem and the Banque de France in particular have analysed large individual
price databases in order to estimate the degree of price rigidity. In the context
of monetary policy analysis, these measures are particularly useful for calibrating
micro‑founded macroeconomic models of price and wage rigidity or highlighting
sector heterogeneity.

“Contagion inside the Credit Default Swaps
Market: The Case of the GM and Ford Crisis
in 2005”, V. Coudert and M. Gex, Journal of
International Financial Markets, Institutions and
Money, April 2010.

Does the observed rigidity reflect price adjustment constraints or simply the low variability of
price determinants? By focusing on the restaurant industry, Hervé Le Bihan shows, together
with Erwan Gautier and Denis Fougère, that wage costs are entirely passed onto menus but
with a one to two-year time lag. There is clearly an intrinsic rigidity in this sector, in addition
to the rigidity induced by costs of production.

“Monetary Policy with Heterogeneous Agents and
Borrowing Constraints”, Y. Algan and X. Ragot,
Review of Economic Dynamics, April 2010, v. 13,
iss. 2.

Within this programme, further research avenues include the identification of structural
factors delaying price adjustments (physical or administrative costs linked to the price revision
process, the reaction of companies to consumers’ opposition to price changes, etc.) and the
incorporation of microeconomic stylized facts into macroeconomic models.

« Une analyse descriptive des données
individuelles d’IDE de la Banque de France »,
J.-C. Bricongne and G. Gaulier, complément
au rapport CAE « Investissement direct étranger
et performances des entreprises », April 2010.

D. Fougère, E. Gautier, H. Le Bihan, “Restaurant prices and the minimum wage”, Journal
of Money, Credit and Banking, Octobre 2010

Hervé Le Bihan is Head of the SAMIC (Microeconomic Analysis Division)
within the DEMS (Microeconomic and Structural Analysis Directorate). He has
regularly published applied econometric studies in journals such as the
Journal of Business and Economic Statistics, the Journal of Econometrics,
the Journal of Economic Perspectives and the Journal of the European
Economic Association.

“Assessing the Sustainability of Credit Growth: The
case of Central and Eastern European Countries”,
V. Coudert and C. Pouvelle, European Journal
of Comparative Economics, 2010.
“Disinflation Shocks in the Eurozone: A DSGE
Perspective”, P. Fève, J. Matheron and
J.‑G. Sahuc, Journal of Money, Credit and
Banking, 2010, vol. 42(2-3), 03.

Diffusion of ICT

“Identification of Lagged Duration Dependence
in Multiple-Spell Competing Risks Models”,
G. Horny and M. Picchio, Economics Letters,
March 2010, v. 106, iss. 3.

The diffusion of Information and Communication Technologies (ICT), fostered by the
fall in prices of these goods and services, has been considerable over the past few
decades. This diffusion has been more pronounced in the United States, a producer
country with a head start, thus contributing to the economic growth gap with
Continental Europe.

“Firms’ wage policies during the crisis: survey
findings”, G. Horny, J. Montornès, J.-B. SaunerLeroy and S. Tarrieu, Quarterly Selection of
Articles, Spring 2010.

The levels of ICT diffusion are now stable in all industrialised countries, but Europe still lags
behind the United States. By estimating a structural model on a panel of OECD countries,
Jimmy Lopez shows, together with Gilbert Cette, that, beyond the obvious influence of
education, the flexibility of labour markets and the regulatory constraints on the goods and
services markets played a key role in the 2000s when the extensive diffusion process was
starting to slow.

“Housing markets after the crisis: lessons for
the macroeconomy”, O. De Bandt, L. Ferrara
and O. Vigna, Quarterly Selection of Articles,
Spring 2010.
“Borrowing requirements and external debt
sustainability of Sub-Saharan African countries”,
S. Chauvin and V. Golitin, Quarterly Selection
of Articles, Spring 2010.

According to the counterfactual analyses, almost half of the persistent diffusion gaps between
European countries and the United States could be closed by reforming the labour and goods
and services markets.
G. Cette, J. Lopez, “Comportement de demande de TIC : une comparaison internationale”,
Économie internationale, 3rd quarter 2009

Jimmy Lopez is an economist in the Structural Policy Analysis Division. He is
also a PhD student at the GREQAM and has published articles in Économie
Internationale and Applied Economics Letters. His fields of research include
labour economics, the regulation of the goods and services markets and
innovation.

…/…
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Focus
“A Habit-Based Explanation of the Exchange Rate
Risk Premium”, A. Verdelhan, Journal of Finance,
February 2010, v. 65, iss. 1.

Monetary policy gradualism

“Is the Crisis Treatment Exacerbating
Cautiousness or Risk-Taking?”, O. Damette
and P. Frouté, Applied Financial Economics,
January‑February 2010, v. 20, iss. 1-3.

Owing to proactive monetary policies, euro area inflation declined from the early 1980s
to the early 1990s, albeit in a very gradual manner in most member countries. At the same
time, these economies experienced prolonged recessions.

“Regional Debt in Monetary Unions: Is it
Inflationary?”, R. Cooper, H. Kempf and
D. Peled, European Economic Review, 2010,
vol. 54.

According to economic literature, there are two classic transmission channels of disinflation
shocks: (i) persistent and excessive real wages and (ii) excessively high real interest rates. Julien
Matheron, Patrick Fève and Jean-Guillaume Sahuc conduct a Bayesian estimate of dynamic
general equilibrium models to decide between these two suspects.

“Are Disaggregate Data Useful for Factor Analysis
in Forecasting French GDP?”, K. Barhoumi,
O. Darne and L. Ferrara, Journal of Forecasting,
January-March 2010, v. 29, iss. 1-2.

Their work shows that monetary policy inertia, both in terms of gradualism in the implementation
of disinflation and in terms of inertia of the interest rate rule, led to prolonged increases in
real interest rates, which caused persistent output losses in the 1980s. Conversely, it appears
that the real wage channel is not a significant explanatory factor of the sluggish growth
during this period.

“GDP Nowcasting with Ragged-Edge Data:
A Semi-parametric Modeling”, L. Ferrara,
D. Guegan and P. Rakotomarolahy, Journal of
Forecasting, January-March 2010, v. 29, iss. 1-2.

P. Fève, J. Matheron, J.-G. Sahuc, “Inflation target shock and monetary policy inertia in the
euro area”, The Economic Journal, 120
P. Fève, J. Matheron, J.-G. Sahuc, ‘‘Disinflation shocks in the eurozone: A DSGE perspective”,
Journal of Money, Credit and Banking, 42

« L’euro en 2019 : introduction », P. Jaillet and
J. Pisani-Ferry, Revue d’économie financière, n° 96
(1-2010).

Julien Matheron is Deputy-Head of the Structural Policy Analysis Division within the Microeconomic
and Structural Analysis Directorate. He has regularly published quantitative economics papers in the
Journal of Money, Credit, and Banking, The Economic Journal, and the Review of Economic Dynamics.

« Refondation du droit social : concilier
protection des travailleurs et efficacité
économique », J. Barthélémy and G. Cette,
rapport du Conseil d’analyse économique,
February 2010.

Does inflation targeting represent
a risk for real estate prices?

« Litiges individuels du travail : l’expérience
britannique », H. Fraisse, complément au
rapport « Refondation du droit social :
concilier protection des travailleurs et efficacité
économique », February 2010.

By restricting the horizon for controlling inflation to two to three years, some central
banks may have overlooked the development of macro-financial imbalances, such as
the formation of bubbles on the housing loan market, which turned out to be very
costly for macroeconomic stability. Their apparent success in controlling inflation
may have given borrowers the impression that low nominal interest rates would last
forever, thus contributing to the boom.

« Volatilité macroéconomique et règle
d’indexation du SMIC », G. Horny and
H. Le Bihan, Revue de L’OFCE, January 2010,
iss. 112.
“Declining Valuations and Equilibrium Bidding
in Central Bank Refinancing Operations”,
C. Ewerhart, N. Cassola and N. Valla,
International Journal of Industrial Organization,
January 2010, v. 28, iss. 1.

For a panel of 17 OECD countries since 1980, Jean-Stéphane Mésonnier and Sébastien Frappa
find that growth in real house prices has been stronger, all other things being equal, in those
countries that have adopted an explicit inflation targeting (IT) strategy. The study relies on a
program evaluation technique (the so-called treatment effect estimator) which is borrowed
from labour microeconometrics. The idea is to compare average growth of house prices in
inflation targeting and non-inflation targeting countries by adjusting it for the bias resulting
from the endogenous choice of the targeting strategy. Indeed, some IT adoption factors,
such as the degree of development and sophistication of the mortgage market have their
own effect on house price dynamics.

« La revalorisation automatique du SMIC »,
G. Cette and E. Wassmer, Revue de l’OFCE,
n° 112, January 2010.

S. Frappa, J.-S. Mésonnier, “The housing price boom of the late ‘90s: Did inflation targeting matter?”
Journal of financial stability, 6 (2010), 253-255

« Comportement de demandes de TIC : une
comparaison internationale », G. Cette and
J. Lopez, économie internationale, n° 119,
Autumn 2009.

Jean-Stéphane Mésonnier is Head of the Financial Economic Research
Division. He has published studies on monetary and financial economics
in the European Economic Review, the Journal of Financial Stability, the
International Journal of Central Banking.
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Focus
Banque de France
Working Papers

Does the monetisation of deficits
represent a risk in monetary union?

282 Wage-setting Behavior in France: Additional
Evidence from an Ad-hoc Survey, Jérémi Montornès
and Jacques‑Bernard Sauner‑Leroy, May 2010
281 Price, Wage and Employment Response
to Shocks: Evidence from the WDN Survey,
Giuseppe Bertola, Aurelijus Dabusinskas,
Marco Hoeberichts, Mario Izquierdo,
Claudia Kwapil, Jeremi Montornès and
Daniel Radowski, May 2010

The Greek crisis of 2009‑2010, triggered by the acknowledgement by the
Greek authorities of a larger government deficit than expected coupled with an already
record high debt, led to one of the most serious crises experienced by the euro area.
How should these deficits and the growth in Greek debt be financed? What type of solidarity
between euro area countries should be put in place? What would happen if Greece suspended
its repayments? Should the euro area central bank intervene? These are a few of the issues
addressed by Hubert Kempf, together with Russell Cooper and Dan Peled, in an article
published in the European Economic Review.

280 Pension entitlements of French and
American households: a first comparison,
Dominique Durant and Laure Frey (in French),
April 2010

On the basis of a microfounded model of a two-country monetary union, he shows that two
options are possible. In a “Ricardian” equilibrium, bonds are reimbursed upon maturity by
taxes in the issuing country; in a “monetization” equilibrium, the central bank of the monetary
union finances the debt securities that have reached maturity. The multiplicity of equilibriums
reflects a commitment problem of the central bank. A key factor for determining the equilibrium
is the breakdown of holdings of government debt securities within the monetary union: if
sovereign debt is held by a third country, the central bank will be encouraged to intervene.
The problem is that Member States anticipate the possibility of this monetary financing of
debt and therefore have a tendency to build up excessive deficits.

279 Liquidity problems in the FX liquid
market: Ask for the «BIL», Vladimir Borgy,
Julien Idier, and Gaëlle Le Fol, March 2010
277 Financial Shocks and Optimal Policy:
Harris Dellas, Behzad Diba and Olivier Loisel,
March 2010
278 Central bank liquidity and market
liquidity: the role of collateral provision
on the French government debt securities
market: Sanvi Avouyi‑Dovi and Julien Idier,
January 2010

R. Cooper, H. Kempf and D. Peled “Regional debt in monetary unions: Is it inflationary?”,
European Economic Review, 2010, vol. 54.

Hubert Kempf is a Professor at Paris 1 University and a researcher in the
Monetary Policy Research Division of the Banque de France. He has regularly
published studies on macroeconomics and monetary economics in the
European Economic Review, the Economic Journal, the International Economic
Review, the Journal of Public Economics, the Review of Economic Studies.

276 Wealth effects: the French case,
Valérie Chauvin and Olivier Damette,
January 2010
275 Common business and housing market
cycles in the euro area from a multivariate
decomposition, Laurent Ferrara and
Siem Jan Koopman, January 2010

Why is inflation global?

274 The international transmission of house
price shocks, Olivier de Bandt, Karim Barhoumi
and Catherine Bruneau, January 2010

The observation of inflation data in OECD countries since 1960 brings out several
salient features. In particular, inflation increased progressively in the 1960s before
declining in two stages, at the start of the 1980s then at the start of the 1990s, before
leveling off at close to 2% in most of these countries.

273 Costs, demand, and producer price
changes, Claire Loupias and Patrick Sevestre,
January 2010

In addition to these slow developments, the short cycles of inflation have also tended to
coincide. In fact, a strict measure of this co-variance shows that it is around 70%, which
is a high percentage if one takes into account all the high-frequency noise in the inflation
series. We also show that each country deviates only temporarily from its long-term relation
relative to the OECD inflation mean and that this “mean reversion” may be used to forecast
national inflation. The forecasting models that use global inflation as an explanatory variable
display many fewer forecasting errors than the traditional Philips curves and the best univariate
forecasting models in two thirds of OECD countries.

272 National borders matter... where one
draws the lines too, Emmanuelle Lavallée and
Vincent Vicard, January 2010
271 Productivity Growth and Levels in France,
Japan, the United Kingdom and the United
States in the Twentieth Century, Gilbert Cette,
Yusuf Kocoglu and Jacques Mairesse,
January 2010

M. Ciccarelli and B. Mojon ”Global inflation”, Review of Economics and Statistics, August 2010

Benoît Mojon is Head of the Monetary Policy Research Division.
He has regularly published studies on monetary economics in the
European Economic Review, the Journal of Monetary Economics,
the Journal of Money, Credit and Banking, the Review of Economics
and Statistics.
See working papers at the adress : http://www.banque-france.fr/fr/
publications/documents_de_travail/documents_de_travail_10.htm
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Focus
Acknowledgement of discussants

The procyclicality of government spending

The following discussants in the DGEI seminar
contributed through their remarks and suggestions
to strengthening the production of internal
research over the 2009-2010 academic year.
They are warmly thanked for their contributions.

The procyclicality of government spending is at the heart of a theoretical and empirical
debate whose importance has recently been brought to the fore.
In order to overcome the ambiguity of empirical results, Edouard Challe and Xavier Ragot study
the effects of a fiscal stimulus plan in the presence of financial imperfections. They assume
that certain risks, modeled as unemployment risks, cannot be perfectly insured against. This
is referred to as the incompleteness of insurance markets. It is widely justified empirically, but
it is difficult to introduce it into macroeconomics. Faced with such risks, households demand
liquid assets in order to self-insure themselves against risks of unemployment. In other words,
they build up precautionary savings.

Frédérique Bec (ENSAE), Marie Bessec (DGTPE),
Florin Bilbiie (école d’économie de Paris – PSE),
Didier Blanchet (INSEE), Wilko Bolt
(DNB), Georges Bresson (Panthéon‑Assas),
Jean‑Charles Bricongne (DGEI), Herbert Brücker
(Institute for Employment Research, Nuremberg),
Matthieu Bussière (DGEI), Jérôme Creel (OFCE),
Serge Darolles (CREST), Francesco Daveri
(Parme), Gabrielle Demange (école d’économie
de Paris – PSE), Martial Dupaigne (TSE),
Marc Ferracci (ENSAE), Jean Imbs (Lausanne),
Marek Jarocinski (BCE), Brunio Jullien
(TSE), Jan-Pieter Krahnen (Goethe University
Frankfurt), Augustin Landier (TSE), Yang Lu
(European University Institute), Thierry Magnac
(TSE), Philippe Martin (Sciences-Po),
Isabelle Méjean (école Polytechnique),
Valérie Mignon (CEPII), Alain Monfort
(ENSAE), Francesca Monti (ECARES),
Pierre Morin (Metz), Gernot Müller (Bonn),
Ernesto Pasten (TSE), Gert Peersman (Gand),
Thierry Pénard (Rennes), Christophe Pérignon
(HEC), Patrick Pintus (GREQAM),
Sergio Rebelo (Northwestern), Jean‑Marc Robin
(PSE), Vincenzo Spiezia (OCDE), Amine Tarazi
(Limoges), Jaume Ventura (CREI).

The effect of a fiscal stimulus plan and of an increase in government debt in such a context
thus depends on economic agents’ liquidity needs. If they are substantial and if government
spending is financed through debt, government stimulus packages can have a positive effect
on private demand and wages. This model argues in favour of debt financing of government
spending if one wishes to maximise the effects on economic activity. However, this work does
not take account of all the distortions associated with a very high level of government debt.
The interaction of these distortions with the model’s mechanisms is an obvious area of research.
E. Challe and X. Ragot, “Public Spending Shock in a Liquidity Constrained Economy”,
The Economic Journal, forthcoming

Xavier Ragot is a Professor at the Paris School of Economics and a researcher
in the Monetary Policy Research Division of the Banque de France. He has
regularly published studies on monetary economics in The Economic Journal,
the Review of Economic Dynamics and Economic Theory.

Report

DSGE Report
Several dynamic stochastic general equilibrium (DSGE) models are used in the analyses of the
DGEI for the governing authorities of the Bank. The French and euro area forecasting division
has constructed New Amazone, a model of the euro area primarily used for forecasting; it shall
shortly include France. The Monetary Policy Research Division has developed a series of models for
monetary policy analysis. The Structural Policy Analysis Division has contributed to the construction of
EAGLE, a multi‑country project of the European System of Central Banks. The International Outlook
division uses GIMF, an international, multi-zone model developed by the IMF. A large number
of researchers at the DGEI also use DSGE models, albeit often smaller, in their research papers.

Research Newsletter
Editorial
Pierre Jaillet
Editor
Henri Pagès

The economists involved in this type of modeling regularly take part in our working group
to present work in progress and discuss the problems that they may come across. In
recent meetings, the following topics were brought up: the integration of microeconomic
data, optimal policy computing, heterogeneity, international models and identification
of impulse response functions. In the coming meetings, we will focus on estimating the
government spending multiplier, modeling the financial sector and analyzing the fiscal
spending consolidation plans, a topic which is being studied by a specific working group.

Production
Press and Communication Department
Economic Publications Division
Model maker
Carine Otto

The DSGE modeling activities give rise to a large number of cooperation projects. We have a
cooperation agreement with the Federal Reserve of Atlanta on financial
sector modeling and on Markov-Switching models. New Amazone is
being developed with CEPREMAP. The Banque de France also takes
part in the DSGE-net network.

The Directorate General Economics and International Relations
(DGEI) is a DIrectorate General of the Banque de France. Its task
is to contribute to the preparation of monetary policy decisions
by conducting macroeconomic analyses and research work.

Michel Juillard, coordinator of the DSGE network at Banque de France
and researcher at CEPREMAP

If you want to respond to this letter, you can write to the
following address:
labolog@banque-france.fr
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