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Editorial
Coming up
Conference Banque de France/PSE/
ECARES/CEPR/The American Economic
Journal: Macroeconomics on “ The
Financial Crisis: Lessons for International
Macroeconomics” • Paris, 28-29 October 2011

Research
and macroprudential policy

Conference Banque de France and International
Institute of Forecasters “Forecasting the Business
Cycle” • Paris, 1st-2 December 2011

Pierre Jaillet, Director General for Economics and International Relations

W

ith the financial crisis, the concept of macroprudential policy, aiming at limiting
the building up of systemic risk within the financial system, has emerged. This
new public policy has appeared necessary to deal with problems involving a
multi‑dimensional vision and to complement, at the macroeconomic level, monetary policy,
as well as micro‑prudential supervision of financial institutions. Indeed, beyond the risk
incurred by each institution, the financial system as a whole submits society to a risk of a
macroeconomic nature, the systemic risk.

Past events
Conferences and symposiums

The consensus on the necessity of a new public policy has justified the setting up of institutions
charged with preventing this risk: in France, the Conseil de Régulation financière et du Risque
Systémique (COREFRIS), in Europe, the European Systemic Risk Board (ESRB), at the world
level, the Financial Stability Board.

Banque de France symposium on « Les entreprises
après la crise » • Paris, 28 June 2011
Banque de France, PSE G-MonD and CEPII
Conference on “After the collapse, the reshaping
of trade” • Paris, 25-26 May 2011

However, we do not have, in practice, any experience of macro-prudential policies, the definition
and implementation of which raise many conceptual, operational and institutional questions.
In this terra incognita, economic research should first provide the analytical framework for
formalizing these policy objectives, specifying their implementation procedures and assessing
their potential effectiveness. Should macroprudential policy stabilize credit growth and at what
level? How can we measure systemic risk? We also have to set up diagnosis tools: detection
of asset price bubbles, contagion effects between markets or countries, impact of financial
volatility on the banking system… It is also necessary to think about the relationships between
macroprudential policy and other public policies: in particular, what are the interactions
between macroprudential policy and monetary policy as well as fiscal policy? Finally, we have
to determine the most suitable tools for each risk: how can we prevent speculative bubbles?
How can we avoid contagion between markets?

Banque de France and Deutsche Bundesbank
Biannual Spring Conference on “Fiscal and
Monetary Policy Challenges in the Short and
Long Run” • Hamburg, 19-20 May 2011
Banque de France symposium on “Saving and
portfolio choice of households: macro and micro
approaches” • Paris, 24-25 March 2011
OECD – Banque de France symposium on
“Structural reforms, crisis exit strategies and
growth” • Paris, 9-10 December 2010

The Banque de France, along with its academic partners, but also in close relationship with
other central banks (in particular within the MaRs network of the European System of Central
Banks), is strongly involved in this multidisciplinary research area which requires skills at
modeling financial stability, prudential supervision and macroeconomic analysis. Thanks to
its practical experience and research track record, Banque de France is in a position to make
a relevant contribution in these domains.

Banque de France symposium on “Structural
Analysis in Times of Crisis” • Paris,
29-30 November 2010
Conference on “The Future of Monetary
Policy” • Rome, 30 September and 1 October 2010
“New Challenges for Public Debt in Advanced
Economies” • Strasbourg, 16-17 September 2010

Seminars of the Fondation
Banque de France
Michael Woodford (Columbia University), “The
Central Bank balance sheet as an instrument of
Monetary Policy”, 1 July
Fabio Canova (Pompeu Fabra), “Measurement
with some theory: a new approach to evaluate
business cycle models”, 2 September
Denis Gromb (INSEAD), “Imperfect
competition in the interbank market for liquidity
as a rationale for central banking”, 16 September
…/…
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Three questions to…
Timo Teräsvirta (University of Aarhus,
Denmark), “Nonlinear forecasting of
macroeconomic variables using automated
model selection techniques”, 21 October

Three questions to…
Jean-Charles Rochet

Francesco Lippi (University of Sassari),
“Optimal price setting with observation and
menu costs”, 4 November
Yuri Biondi (École Polytechnique), “Share Price
Formation, Market Exuberance and Accounting
Design”, 23 November

SFI Professor of Banking, University of Zürich and TSE

Cristina Badarau (Université Montesquieu
Bordeaux IV), “Assessing the Effects of Financial
Heterogeneity in a Monetary Union. A DSGE
Approach”, 7 December

“Macro-prudential” has become a buzzword in the area of financial regulation. Has it
led researchers onto new and fruitful paths?
Jean-Charles Rochet:There is a real contrast between the relative scarcity of academic research
on systemic risk prior to the crisis and the flurry of new papers seen currently. Progress has
been particularly significant in the field of contagion and herd behavior, be it through the
modeling of banks’ portfolio correlations behavior or simply though their exposure to common
aggregate shocks. Research has also spread to a variety of new directions. It may even
become a formal and questionable exercise, probably due to the pressure to develop tools
for quantifying systemic risk, when the analysis in terms of welfare is completely overlooked.
The macro-prudential framework is concerned with the financial system as a
whole. Is there an optimal degree of financial stability, and what is its relation with
banks’ strategy?
J.-C. R.: In the tradeoff between activity and volatility, attention should be paid to not directly
grafting a micro-prudential reasoning onto the macro-prudential framework. While minimizing
the probability of failure of a single bank is meaningful, minimizing the probability of a crisis is
reductive from a systemic point of view. There is no legal framework for a system’s failure. A
new logic needs to be developed, based on a clear mandate of the new authorities in charge
of macro-prudential regulation.

Books
« Politique monétaire » (in French),

Isn’t there a parallel to be drawn between macro-prudential policy and monetary policy,
where central banks are entrusted with instruments, independence and accountability
in their tasks?

Françoise Drumetz, Christian Pfister
(De Boeck)
This monetary policy textbook is designed for
students, researchers, but also for journalists,
market economists and portofolio managers
who have an interest in the behavior of central
banks. This book focuses on the Federal Reserve
and the European Central Bank action during
tranquil and turbulent times, but other central
banks are featured such as the Bank of England,
the Bank of Japan and the Bundesbank before
the euro. This textbook covers the whole area
of monetary policy, from its theoretical and
strategic foundations to its implementation and
transmission mechanisms. It concludes on the
three challenges it must face today: globalization,
financial system crisis, transparency. The authors,
who have an experience as both practitioners and
researchers in this domain, emphasize the close
link between the latest state of research and
central bank practice. This approach allows them
to assess theory in the face of facts and to present
the theoretical foundations of monetary policy
choices. As underlined by Jean-Claude Trichet
in his foreword, this textbook is not only useful,
it is also innovative as it makes the link between
research and practice.

J.-C. R.: Yes, there is a time-consistency problem both in macro-prudential and monetary
policy. Systemic authorities are faced with enormous political pressures, in particular from
banks, when in an upswing there are good grounds for believing that risk-taking is justified.
I have recently argued1 in favor of a mandate based on two broad objectives –the control of
SIFIs (Systematically Important Financial Institutions) and the mitigation of financial cycles–
each with its own specific instruments. In the experimentation phase, several variants may be
considered, just like there are variants in monetary policy, with or without inflation targeting,
more or less flexible, etc.
What type of research should we focus on at the moment?
J.-C. R.: Central banks should go beyond standard stress-testing methodologies, which are
backward-looking exercises where bank portfolios are taken as given, and develop calibrated
financial stability models in which banks’ strategic decisions matter. What can be said about
correlation measures based on historic losses distributions, while bank portfolios have nothing
in common with what they were in the past? In contrast, it would be nice if regulators could
carry out simulations with various restrictions on the Loan-To-Value ratio and help themselves
to specific models that are not simply an average of currently available models.

1 “A doctrine for macro-prudential regulators”, FINMA, Berne, 17 March 2011
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Conference
Publications
in the 2nd half of 2010

Banque de France ranking
of academic journals

“Identification of technology shocks in structural
VARs”, P. Feve and A. Guay, The Economic
Journal, 120, December.
“The Housing Price Boom of the Late 1990s:
Did Inflation Targeting Matter?”, S. Frappa and
J.-S. Mesonnier, Journal of Financial Stability,
December 2010, v. 6, iss. 4.

Henri Pagès, conseiller scientifique du directeur général des Études
et des Relations internationales

“Banks’ Financial Conditions and the
Transmission of Monetary Policy: A FAVAR
Approach”, R. Jimborean and J.-S. Mésonnier,
The International Journal of Central Banking,
December 2010.

A journal quality and impact factor list was needed to help the staff target papers at journals
of an appropriate standard and facilitate ex post comparisons with other institutions. Running
through the Blue Ribbon publications in the economics profession is relatively easy. But not
everyone publishes in the top five. There are currently over 750 journals indexed in EconLit
and it is hard to pass a compelling judgment on the rest. Researchers tend to value more
highly journals which are useful from their vantage point. The Banque de France also holds
views regarding which field journals are topical in the national and international context.

« Le futur de la politique monétaire : synthèse de
la conférence tenue à Rome le 30 septembre et le
1er octobre 2010 », L. Clerc, O. Loisel, B. Mojon
and X. Ragot, Bulletin de la Banque de France,
No. 182, 4th quarter 2010.

There are some good reasons why maintaining a ranking by classes of journals is helpful for an
institution. First, cardinal rankings based on citation counts are not very precise. They depend
on the methodology used and, in particular, on how the underlying indexes are chosen,
weighted and possibly extrapolated to assess quality. Second, differences within a given class
may not be significant. Discrete rankings are the natural outcome when peer assessment of
journal quality is used and conveniently summarize the consensus reached in a group. Finally,
it makes sense for an institution to tilt the distribution in favor of those publications which
it deems more relevant. For example, a central bank might have a bias for policy-oriented
research or for specialized areas such as monetary policy or prudential regulation.

« Nouveaux défis pour la dette publique dans les
pays avancés : synthèse du colloque tenu à Strasbourg
les 16 et 17 septembre 2010 », C. Bouthevillain,
G. Dufrénot, P. Frouté and L. Paul, Bulletin de
la Banque de France, No. 182, 4th quarter 2010.
“Determinants of the inflation compensation
curve in the euro area”, J. Coffinet and S. Frappa,
European Journal of Finance, vol. 16(8).

The proposed ranking relies on a few benchmarks and pre-specified rules. More judgmental
eclecticism could be exerted but has limits, as the final trade-off might reveal more local political
economy than quality considerations. Three benchmarks are used: the ECB ranking reflects
the views of a central bank, the AERES 2008 journal list underscores national preferences and
Mingers & Harzing’s 2007 provides an integrated ranking of 17 journal rankings based on
factor scoring. Journals are ranked from 4 (highest quality) to 1 (lowest quality). Then ranks
are matched and a particular mark assigned to a journal when at least two out of the three
benchmarks concur on that mark. It is also important to keep track of the weights by classes
as, say, three level-3 publications do not count as one level-1 publication. Comparing Journal
Citations Report indexes and RePEc discounted impact factors, one finds that their medians
in the second and third levels are very close in proportion to that of the first level. The final
list features 17 journals in the first class (weight 100%), 67 in the second (40%), 78 in the
third (15%), with all others in the last (5%).

“Housing Markets in Europe: A Macroeconomic
Perspective”, Olivier De Bandt (Sous la direction
de), Thomas A. Knetsch (Under the leadership
of ), Juan Penalosa (Under the leadership of ),
Francesco Zollino (Under the leadership of )
printemps-Verlag Berlin and Heidelberg GmbH & Co
“Common business and housing markets
cycles in the euro area from a multivariate
decomposition”, L. Ferrara and S. J. Koopman, in
Housing Markets in Europe: A Macroeconomic
Perspective, O. De Bandt, T. Knetsch, J. Peñalosa
and F. Zollino (eds.), Spring.

Such an outcome could be viewed as a stopgap until a more formal approach, based on
recursive citation counts, is adopted. Combes and Linnemer2 (2010) show for example that
standard algorithms can be designed to reach EconLit journals for which no citation counts
exist as well as control for the field of specialization of articles. They are also consistent with
schemes providing extra weighting to institutional preferences. Such methodologies entail
significant implementation costs but are more satisfactory. It would be interesting to vet them
if rankings became used as a management tool in the future.

“Housing cycles in the major euro area
countries”, L. Alvarez, A. Cabrero, G. Bulligan,
L. Ferrara and H. Stahl, in Housing Markets
in Europe: A Macroeconomic Perspective,
O. De Bandt, T. Knetsch, J. Peñalosa and
F. Zollino (eds.), Spring.

2 P.-P. Combes & L. Linnemer, 2010, “Inferring missing citations: A quantitative multi-criteria ranking of all Journals in Economics”,
Working Paper

“Housing and Portfolio Choices in France”,
L. Arrondel and F. Savignac, in Housing Markets
in Europe: A Macroeconomic Perspective,
O. De Bandt, T. Knetsch, J. Peñalosa and
F. Zollino (eds.), Spring.
“House price Boom/Bust Cycles: Identification
Issues and Macroprudential Implications”,
V. Borgy, L. Clerc and J.-P. Renne, in Housing
Markets in Europe: A Macroeconomic
Perspective, O. De Bandt, T. Knetsch,
J. Peñalosa and F. Zollino (eds.), Spring.
…/…

See the Banque de France journal quality and impact factor list:
http://www.banque-france.fr/gb/publications/chercheurs/chercheurs.htm
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Conference
“Impact of Fiscal Policy on Residential Investment
in France”, P. Antipa and C. Schalck, in
Housing Markets in Europe: A Macroeconomic
Perspective, O. De Bandt, T. Knetsch, J. Peñalosa
and F. Zollino (eds.), Spring.

Structural reforms
and crisis exit and growth strategies

“The International Transmission of House
Price Shocks”, O. de Bandt, K. Barhoumi and
C. Bruneau in Housing Markets in Europe:
A Macroeconomic Perspective, O. De Bandt,
T. Knetsch, J. Peñalosa and F. Zollino (eds.),
Spring.

Conclusions of the Banque de France-OECD symposium
of 9-10 December 2010

On 9 and 10 December 2010, the Banque de France and the OECD organised a symposium
on structural reforms and crisis exit and growth strategies. It brought together representatives
from central banks, governments, the European Commission and the OECD. In the three
sessions, a series of original studies were discussed by J. Mairesse (CREST, Banque de France),
A. Épaulard (DGT) and F. Daveri (University of Parma). A round table discussion and two
presentations, by T. Boeri (University of Bocconi) and P. Aghion (Harvard University), outlined
possible reform avenues.

“Cyclical relationships between GDP and
housing market in France: Facts and factors
at play”, L. Ferrara and O. Vigna, in Housing
Markets in Europe: A Macroeconomic
Perspective, O. De Bandt, T. Knetsch,
J. Peñalosa and F. Zollino (eds.), Spring.
“The ’Housing Bubble’ and Financial Factors:
Insights from a Structural Model of the French
and Spanish Residential Markets”, P. Antipa
and R. Lecat, in Housing Markets in Europe:
A Macroeconomic Perspective, O. De Bandt,
T. Knetsch, J. Peñalosa and F. Zollino (eds.), Spring.

Given the risk of a weakening of potential growth and the already strong mobilization of
cyclical policies, the recent financial crisis leads us to examine the role that structural reforms
may play in crisis exit strategies. The picture is mixed depending on the markets.
On the goods and services market, the positive impact on productivity and growth of
competition reforms has generally been emphasised, for the deregulated sectors and the sectors
downstream from these sectors in the production process, for domestic and international
competition. Under different angles, several papers presented during the seminar (Daveri, Lecat
and Parisi; Barone and Cingano; Bourlès et alii; Roeger) supported this argument. Only Amable,
Ledezma and Robin, on the basis of preliminary results, reach different conclusions, by studying
a specific transmission channel, that of the impact of competition on R&D spending. Other
empirical analyses seem necessary to explain the different results obtained in the literature.

“Wealth Effects on Private Consumption: the
French Case”, V. Chauvin and O. Damette in
Housing Markets in Europe: A Macroeconomic
Perspective, O. De Bandt, T. Knetsch, J. Peñalosa
and F. Zollino (eds.), Spring.
“Endogenizing Leadership in Tax Competition”,
H. Kempf and G. Rota-Graziosi, Journal of
Public Economics, October 2010, v. 94, iss.
9-10.

On the labour and credit markets, the effects of the reforms carried out appear more complex.
The recent crisis seems to have called into question the benefits of the prior partial measures
taken to improve the flexibility of the labour market, which in fact increased its segmentation.
This phenomenon was widely illustrated by three presentations on this subject (Boeri, Scarpetta,
Duval). As regards the credit market, Lenza and Reichlin put forward a number of arguments
supporting the view that the liberalization of financial markets encouraged excessive risk‑taking
and reduced economies’ resilience to the crisis.

“Restaurant Prices and the Minimum Wage”,
D. Fougere, E. Gautier and H. Le Bihan, Journal
of Money, Credit, and Banking, October 2010,
v. 42, iss. 7.

This mixed assessment clearly has implications as regards the role of structural reforms in
the crisis exit strategy, whose terms of implementation, in particular on the labour market,
shall no doubt need to be adjusted progressively. In addition, the speakers stressed that the
fiscal consolidation efforts limit the possibilities of financing or accompanying the reforms.
In this context, P. Aghion presented different options for renewing the role of government:
counter-cyclical policies that target the determinants of long-term supply, an emphasis on
sectoral policies and government investment in equity capital.

“Euro Money Market Interest Rate Dynamics and
Volatility: How They Respond to Recent Changes
in the Operational Framework”, C. Jardet and
G. Le Fol, International Journal of Finance and
Economics, October 2010, v. 15, iss. 4.
“Inflation Target Shocks and Monetary
Policy Inertia in the Euro Area”, P. Feve,
J. Matheron and J. G. Sahuc, Economic Journal,
September 2010, v. 120, iss. 547.
“The Impact on Growth of Easing Regulations
in the Upstream Sectors”, R. Bourlès, G. Cette,
J. Lopez, J. Mairesse and G. Nicoletti, CESifo
Dice Report, volume 8, n° 3, Autumn.

The list of seminars and symposiums is available at
http://www.banque-france.fr/gb/publications/seminaires/seminaires.htm

« Les stratégies de politique monétaire après la
crise », L. Bê Duc and L. Clerc, Bulletin de la
Banque de France,  No. 181, 3rd quarter 2010.
« La politique de cohésion et les nouveaux États
membres de l’Union européenne », A. Kelber,
Bulletin de la Banque de France, No. 181,
3rd quarter 2010.
…/…
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Focus
“Leadership in Public Good Provision: A Timing
Game Perspective”, H. Kempf and G. Rota
Graziosi, Journal of Public Economic Theory,
August 2010, v. 12, iss. 4.

R&D and credit constraints

“Global Inflation”, M. Ciccarelli and
B. Mojon, Review of Economics and Statistics,
August 2010, v. 92, iss. 3.

The impact of economic cycles on long-term growth has been the subject of recurrent
discussions among economists. According to learning or doing, a recession wipes out
the least competitive companies and, among those that remain, tends to promote
R&D –an engine of long-term growth– to the detriment of short-term investment.
A recession thus reduces an economy’s wealth but raises it growth potential: in the
long run, its effect may be neutral. However, if economies are faced with a credit
constraint during recession, they may also cut back on R&D. In this case, the irreversible
investment loss reduces potential growth.

« Les statistiques financières en France : évolutions
et perspectives », E. Pauly, Revue d’économie
financière, August 2010, iss. 98-99, pp. 27-38.
“Potential output growth in several
industrialised countries a comparison”, C. Cahn
and A. Saint‑Guilhem, Empirical Economics,
vol. 39(1), August.

The individual data collected by the Companies Observatory of the Banque de France, together
with its payment incident database, may be used to empirically settle the debate. The period
covers the 1990s and the early 2000s. A payment incident involving a trade bill is recorded
in a database accessible to commercial banks during one year. Philippe Askenazy and his
co-authors show that, in the year following the incident, the company will receive less bank
financing and thus face a credit constraint. At the top of the cycle, an incident is neutral on a
company’s R&D capacity. At the bottom of the cycle, the company facing a credit constraint
cuts back on R&D, but is unable to make up for this loss during the upturn.

“The 2007-2009 Financial Crisis and the ECB”,
B. Mojon, Open Economies Review, v. 21, iss.1.
« Relativiser l’autonomie du contrat de travail à
l’égard du tissu conventionnel », J. Barthelemy
and G. Cette, Revue Française d’Économie,
No. 2, vol. XXV.

P. Aghion, P. Askenazy, N. Berman, G. Cette & L. Eymard, “Credit constraints and the cyclicality
of R&D investment: Evidence from France”, Journal of the European Economic Association,
forthcoming.

“Comment on Has Globalisation changed
the Phillips curve? (article by E. Gaiotti)”,
H. Le Bihan, International Journal of Central
Banking, 6 (1).

Philippe Askenazy is associate professor at the Paris School of Economics,
deputy director of the CEPREMAP and consultant at the Banque de France.
He has published articles on technological and organisational innovation,
working conditions and labour economics in The Journal of Economic Theory,
The Economic Journal and the European Economic Review.

« La TVA sociale : bonne ou mauvaise idée ? », P.
Fève, J. Matheron and J.-G. Sahuc, Économie
et Prévision, 2/2010 (No. 193).
“A New Production Function Estimate of
the Euro Area Output Gap”, M. Lemoine,
G. L. Mazzi, P. Monperrus-Veroni and F. Reynès,
Journal of Forecasting, vol.29, iss.1-2.
“International Comparisons of Industrybased Productivity Levels in the Financial
and Business Service Sectors”, P. Antipa and
M.-E. de la Serve, International Productivity
Monitor, Number 19, Spring 2010.

Financial development
and global supply chains

“Comments on MEDEA: A DSGE model
for the Spanish economy”, F. Ferroni, Journal
of the Spanish Economic Association, 2010,
Volume 1, Numbers 1-2.

With global supply chains, the various production stages required to produce a good
are located throughout the world. Multinational firms play a significant role in this
process, accounting for a third of total world trade.

“Productivity Shocks, Budget Deficits and the
Current Account”, M. Bussière, M. Fratzscher
and G. J. Müller, Journal of International
Money and Finance, 29 (2010).

According to Juan Carluccio and Thibault Fally, financial development has a decisive role.
Drawing on ideas from the literature on incomplete contracts, their model shows that global
firms prefer to locate the production of technologically complex intermediate goods in
countries where access to external finance is easier. In these countries, local suppliers have a
greater capacity to finance their own investments. This is particularly relevant when the traded
input is complex, because the risks associated with complex production prevents global firms
from co-financing the operations of their suppliers. Financial development also encourages
arms’-length transactions between firms and their suppliers, that is, when local entrepreneurs
remain independent subcontractors.

« Stress tests: avantages et limites », S. Avouyi‑Dovi,
Revue Banque, No. 727
“Realized Volatility and High Frequency Data:
What Contributions to Financial Market
Analysis?”, S. Avouyi-Dovi and J. Idier, Bankers,
Markets & Investors, 105, 4-20.

These theoretical predictions are tested and validated against detailed data on the imports of
multinational firms located in France. Their econometric analysis shows that multinational firms
are less likely to import R&D intensive inputs from suppliers located in countries with lower

“Central banking”, B. Mojon and M. Aglietta, in
Oxford Handbook of Banking (Berger, Molyneux
and Wilson editors), Oxford, pp. 233-257.
…/…

…/…
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Focus
« Politique monétaire – stratégies et défis »,
C. Pfister and F. Drumetz, Publisher: De Boeck
Collection: Ouvertures économiques.

levels of financial development. Furthermore, when financial development is low, imports
of complex inputs are more likely to occur within the boundaries of the firm, from foreign
affiliates. Their results contribute to a large literature showing that financial development is
a pre-requisite for a successful integration into the global economy.

« L’intérêt de l’investissement de long terme : enjeux
de politique monétaire et de stabilité financière »,
P. Jaillet, addition to the report of the CAE
« Investissements et investisseurs de long terme »

J. Carluccio, T. Fally, “Global Sourcing Under Imperfect Capital Markets”, Review of Economics
and Statistics, forthcoming.

« Une ambition pour dix ans : une mobilisation
générale pour libérer la croissance et donner un
avenir aux générations futures », N. Maggiar,
rapporteur, report by the Commission pour la
libération de la croissance française.

Juan Carluccio is an economist with the Microeconomic Analysis Division and
Associate Professor of International Trade at the Paris School of Economics
(University Paris 1). His PhD thesis received a distinction from the Association
Française de Science Economique in 2010.

« Mesurer et comparer les niveaux de vie »,
M. Fleurbaey and G. Gaulier, L’économie
mondiale 2011, Publisher: La Découverte.
« Statistiques sur les groupes financiers »,
G. de Margerie, S. Avouyi‑Dovi, J.-M. Fournier,
D. Marionnet, Rapport du CNIS.

Real-time monitoring
of acceleration cycles in the euro area

“Systemic Risk in Banking : an update”,
O. De Bandt and P. Hartmann, in Oxford
Handbook of Banking (Berger, Molyneux and
Wilson editors), Oxford, pp. 633-672.

In addition to the quantitative forecasts of GDP growth, economic analysts often use cyclical
assessments to evaluate business conditions and anticipate future turning points. In this
paper, Laurent Ferrara and Olivier Darné focus their attention on the acceleration cycle
within the euro area, i.e. the peaks and troughs of the series of GDP growth rates, which
mark out the periods of acceleration and deceleration in economic activity.

Banque de France
Working Papers

First, the authors propose a monthly chronology of the turning points in the acceleration
cycle using the GDP and an industrial production index. This dating technique is based on
non-parametric measures of the cycle, such as its amplitude, its length and the synchronization
with other euro area countries. Second, they develop a probabilistic indicator for detecting
the turning points in this cycle by estimating a non-linear multivariate model using business
survey data. The Banque de France monitors this indicator in real time.

311 Predicting Financial Distress in a HighStress Financial World: The Role of Option
Prices as Bank Risk Metrics, Jérôme Coffinet,
Adrian Pop and Muriel Tiesset
310 Bigger, Stronger, Farther… Relative
performances of French exporting firms,
Matthieu Crozet, Isabelle Méjean and Soledad
Zignago (in French)
309 The changing role of house price dynamics
over the business cycle, Gilles Dufrénot and
Sheheryar Malik
308 To be or not to be in monetary union:
A synthesis, Laurent Clerc, Harris Dellas and
Olivier Loisel
307 Inattentive professional forecasters,
Philippe Andrade and Hervé Le Bihan
306 Stress testing banks’profitability: the
case of French banks, Guillaume Horny and
Patrick Sevestre
305 Wage and price joint dynamics at the
firm level: an empirical analysis, Jérôme Coffinet
and Surong Lin
304 Overtime De-Taxation: A General
Equilibrium Perspective, Julien Matheron (in
French)
303 Does Inflation Targeting decrease
Exchange Rate Pass-through in Emerging
Countries?, Dramane Coulibaly and
Hubert Kempf
302 Prices and volumes of options: A simple
theory of risk sharing when markets are
incomplete, François Le Grand and Xavier Ragot
…/…

L. Ferrara, O. Darné, “Identification of Slowdowns and Accelerations for the Euro Area
Economy”, Oxford Bullein of Economics and Statistics, forthcoming.

Laurent Ferrara is Deputy Head of the Macroeconomic Analysis and
International Syntheses Division. He has published articles on the analysis of
economic cycles and the modelling and forecasting of time series in the Oxford
Bulletin of Economics and Statistics, the Journal of Forecasting, Economic
Letters, the Bulletin of Economic Research and the Manchester School.

Do banks’ financial conditions matter
for monetary policy transmission?
The 2007-2009 financial crisis has highlighted the need for the design of a macro-prudential
policy that aims at preserving financial stability as a whole. Its principles, tools and
transmission channels, as well as its interactions with monetary policy, however, are not
yet fully understood.
Ramona Jimborean and Jean-Stéphane Mésonnier use a novel approach to assess whether
banks’ financial conditions, as reflected by bank-level information, matter for the transmission
…/…
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301 Incomplete markets, liquidation risk,
and the term structure of interest rates,
Édouard Challe, François Le Grand and
Xavier Ragot
300 The Case for a Financial Approach to
Money Demand, Xavier Ragot
299 Endogenizing leadership in tax
competition: a timing game perspective,
Hubert Kempf and Grégoire Rota Graziosi
298 Produce or speculate? Asset bubbles,
Pierre Cahuc and Édouard Challe
297 Fiscal Policy in a Tractable LiquidityConstrained Economy, Édouard Challe and
Xavier Ragot
296 Did Tax Policies mitigate US Business
Cycles?, Filippo Ferroni
295 Is there Evidence of Shift-Contagion
in International Housing Markets?,
Olivier De Bandt and Sheheryar Malik
294 Compensation in the Financial Sector:
Are all Bankers Superstars?, Claire Célérier
293 Insulation impossible: monetary policy
and regional fiscal spillovers in a federation,
Russell Cooper, Hubert Kempf and Dan Peled
292 Fiscal developments in the euro area
beyond the crisis: some lessons drawn from
fiscal reaction functions, Gilles Dufrénot and
Laurent Paul
291 Banks’ financial conditions and
the transmission of monetary policy: a
FAVAR approach, Ramona Jimborean and
Jean‑Stéphane Mésonnier
290 The art of central banking of the ECB and
the separation principle, Christian Bordes and
Laurent Clerc (in French), published in Revue
d’Économie Politique, No. 2, March-April 2010,
pp. 269-302
289 The French Regions’ Borrowing
Behaviours. How heterogeneous are they?,
Gilles Dufrénot, Philippe Frouté and
Christophe Schalck
288 Distance Selling, Internet and Price
Dynamics, Phillipe Askenazy, Claire Célérier
and Delphine Irac (in French)
287 Wage rigidity, collective bargaining
and the minimum wage: evidence from
French agreement data, Sanvi Avouyi-Dovi,
Denis Fougère and Erwan Gautier
286 Are the effects of fiscal changes different
in times of crisis and non-crisis? The French
Case, Carine Bouthevillain and Gilles Dufrénot
285 The Growth-Volatility Relationship:
New Evidence Based on Stochastic Volatility
in Mean Models, Matthieu Lemoine and
Christophe Mougin
284 Innovation and Advertising: Theory and
Evidence, Philippe Askenazy, Thomas Breda and
Delphine Irac
283 Do product market regulations in
upstream sectors curb productivity growth?
Panel data evidence for OECD countries,
Renaud Bourlès, Gilbert Cette, Jimmy Lopez,
Jacques Mairesse and Giuseppe Nicoletti  

of monetary policy. By combining bank balance-sheet and macroeconomic data within the
framework of a factor-augmented vector autoregression model (FAVAR), they find that
the first principal components extracted from individual banks’ liquidity or leverage ratios
do predict macroeconomic developments in France. These micro factors however appear
irrelevant to assess the transmission of monetary policy once credit aggregates are taken
into account.
Overall, the result suggests that policies aimed at dampening the procyclical effects of bank
balance-sheet adjustments are not necessarily inconsistent with the objectives of monetary
policy. Future research should complement these first findings by shifting the focus to shocks
to banks’ financial conditions and assess their macroeconomic consequences in a data-rich
environment.
R. Jimborean, J.-S. Mésonnier, “Banks’ financial conditions and the transmission
of monetary policy: a FAVAR approach”, International Journal of Central Banking,
December 2010.

Ramona Jimborean is an economist in the European Relations Division. She
has published articles on banking and monetary economics in Economic
Systems, Bankers, Markets and Investors, and the International Journal of
Central Banking.

To be or not to be in a monetary union
What are the pros and cons of joining a monetary union for a small open economy?
Within the voluminous literature addressing this question, there exist two main
branches: one dealing with the implications for macroeconomic stabilization, the
other with the implications for monetary policy credibility. While participation in a
monetary union is invariably a costly affair for the former, it unambiguously improves
welfare for the latter, as the union-wide central bank is more credible and therefore
more effective in taming inflation.
Olivier Loisel, with Laurent Clerc and Harris Dellas, combine these two branches of the literature
and construct a simple welfare criterion in a New-Keynesian framework to evaluate jointly
the economic costs and benefits. They produce examples where participation in a monetary
union may be welfare-improving even for low-modest levels of inflation bias (in the range of
2-3%, i.e. even below those present in Europe in the pre-euro era) as long as business cycles
are not too a-synchronized across countries.
L. Clerc, H. Dellas and O. Loisel, “To be or not to be in monetary union: A synthesis”, Journal
of International Economics, March 2011.

Olivier Loisel is Deputy Head of the Monetary Policy Research Division. He
has published articles on monetary policy and international economics in the
European Economic Review, the Journal of Economic Dynamics and Control,
the Journal of Economic Theory and the Journal of International Economics.

See working papers: http://www.banque-france.fr/gb/
publications/ner/ner_11.htm

…/…
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Exchange rate and fundamentals

The following discussants contributed insightful
remarks and suggestions to the DGEI’s weekly
seminars in the second half of 2010. They are
warmly thanked for their support.

Valuation effects in the US net foreign asset position have proven to be powerful
in relaxing its external constraint (Gourinchas and Rey, JPE 2007). The implication is
that cyclical external imbalances should be linked to future movements in the US
dollar exchange rate.

F. Bec (Ensae), H. Blommestein (OECD),
F. Canova (Pompeu-Fabra), G. Giraud (PSE),
S. Gregoir (EDHEC), U. Hege (HEC),
A. Lopez (Paris 13), T. Mayer (Sciences Po),
H. Pagès (Banque de France), R. Rancière
(PSE), K. Schubert (PSE), P. Sevestre (Banque
de France), G. De Walque (BNB)

Using four bilateral exchange rates and empirical proxies for external imbalances between
the US and other major countries over the period 1973-2007, Giulia Sestieri, together with
Pasquale Della Corte and Lucio Sarno, provide robust evidence that bilateral external imbalances
have strong predictive ability for exchange rate returns both in-sample and out-of-sample.
These results suggest that there exists an empirical relation between bilateral exchange rates
and bilateral external imbalances, although there are no specific theories about this bilateral
mechanism. This empirical evidence is however in line with many examples in economic history
showing that specific imbalances vis-à-vis some countries tend to be specifically addressed
by policy makers.
G. Sestieri, P. Della Corte and L. Sarno, “The predictive information content of external
imbalances for exchange rate returns : How much is it worth?”, Review of Economics and
Statistics, forthcoming.

Giulia Sestieri is an economist in the International Macroeconomics Division
(SEMSI). She graduated from the University of Rome “Tor Vergata” and
worked previously in the International Economic Divisions of the Bank of
England and of the European Central Bank. Her research fields include
international finance, trade and macroeconometric modeling.

DSGE Report

Making forecasts
Research Newsletter
The French and euro area forecasting division has developed New Amazone for the euro area based
on the New-Keynesian model of Smets and Wouters (2007). The next step, currently in progress,
is to construct a two-region DSGE model representing France in the euro area. This project, one
step of which is described by Adjemian and Devulder (2010), is conducted jointly with CEPREMAP.

Editorial
Pierre Jaillet
Editor
Henri Pagès
Production
Press and Communication Department
Economic Publications Division

The model, which is estimated using euro area data since 1995, describes how, and at what
pace, the imbalances observed at the date at which the forecast is made are reduced in the
future. The current forecast is that of a moderate revival with an acceleration in inflation.

Model maker
Carine Otto

In a forecasting exercise, we generally have access to data beyond the last available quarter.
Some information is monthly and provides indications on the current quarter. Other data
are partially revealed by the futures markets or the yield curve. A last set of data, which is
more qualitative, reflects a “sentiment” about future developments.
It is technically possible to incorporate them in a DSGE model and this
approach shall be developed in the future.

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 Julliard is coordinator of the DSGE network at the Banque de France
and researcher at the CEPREMAP

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