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1. Working environment Roeger et al. (2008), Varga et al (2014)

One model for all? YES, YES, YES!

I Easily fits different economies (rich environment)
I Mapping of structural reforms/model - economies of scale
I Avoids several issues: overlapping vs. infinitely lived; alternative

impatience degrees; homogenous/heterogenous labour force

QUEST model: semi-endogenous growth version

I Households: liquidity and non-liquidity constrained
I . . . low-, medium-, and high-skilled labour; unemployment
I Intermediate and final goods producers . . . monopolistic

competition
I R&D industry; Monetary authority; Fiscal authority
I Fixed costs/Costs of entry
I Unemployment benefits



2. Some missing pieces

On the real convergence/divergence topic, again!

I Growth rates convergence in the LR: do structural reforms
permanently increase the rate of growth of the economy? If NO,
please be clear about that!

I International linkages and real divergence: what if Country A
reforms and Country B doesn’t? No cost for country B?

I . . . structural reforms as a “state-of-mind”!

Three additional topics:

I Financial frictions: external finance premium

I ZLB vs. ∆it ≡ 0 in small economies . . . and rt = it − πt+1

I State-dependent impacts? e.g High HH and firms’ debt levels?



3. Short-run costs

The current paper

I “When monetary policy is operating at the ZLB, . . . the effects
may be smaller in the short run”

I At the current juncture, with high indebtedness of households and
firms, . . . may also imply smaller benefits in the short run.

European Commission (2014): Structural reforms at the ZLB

II. Special topics on the euro area economy 
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QUEST includes liquidity-constrained (LC) 
households as well as households that try to 
smooth their spending over the long term (NLC). 
Liquidity-constrained consumers are insensitive to 
changes in real interest rates, but benefit from 
falling price levels to the extent that the latter 
increase the purchasing power of wage and transfer 
incomes; and 

QUEST includes trade with the rest of the world, 
which amplifies price competitiveness effects 
associated with lower domestic goods prices. 
 

Table II.1.1: Impact of reforms in ‘normal 
times’, euro-area periphery (1) 

 
(1) Results in the upper and lower parts of the table indicate 
percentage and percentage-point deviations from the no-
reform baseline respectively. An increase in the real effective 
exchange rate (REER) indicates real effective depreciation. 
Source: DG ECFIN. 

 

The combination of a 1 pp price and wage mark-up 
reduction in the euro-area periphery’s non-tradable 
(services) sector has small but positive short-term 
GDP effects in the QUEST model in ‘normal 
times’, i.e. away from the ZLB (Table II.1.1). The 
reform package is fully implemented in year one, 
but rigidities in prices and wages delay their 
adjustment to the new long-term equilibrium. 
Reacting to deflationary pressure, the central bank 
reduces nominal interest rates on impact, but the 
reduction remains moderate given the limited 
weight of the region (30 %) in the euro-area’s 
aggregate output and inflation. Consequently, the 

real interest rate in the euro-area periphery 
increases temporarily even without ZLB. (22) 

At the binding ZLB (Table II.1.2), the short-term 
impact of the reforms on output is also slightly 
negative in the QUEST model, but the effect is 
one order of magnitude smaller than in Eggertsson 
et al. (2014). (23) The initial decline in real GDP 
relative to the pre-reform baseline is due to the 
contraction of interest-sensitive domestic demand. 
 

Table II.1.2: Impact of reforms with 
binding ZLB, euro-area periphery (1) 

 
(1) Results in the upper and lower parts of the table indicate 
percentage and percentage-point deviations from the no-
reform baseline respectively. An increase in the real effective 
exchange rate (REER) indicates real effective depreciation. 
Source: DG ECFIN. 

 

The negative short-term response of output to a 
deflationary mark-up reduction remains small and 
limited to the initial year. However, given the 
additional and countervailing mechanisms in the 
QUEST model highlighted above: 

Corporate investment increases in the QUEST 
simulations in the short term also at the ZLB, as 
the decline in mark-ups reduces firms’ profit 
requirements for new projects; (24) 

                                                      
(22) The situation of a small country in monetary union is in this sense 

similar to that of a country with independent monetary policy at 
the ZLB, so that small unilateral reformers find themselves 
continuously in a quasi-ZLB environment. 

(23) In the simulations underlying Table II.1.2, the ZLB is binding for 
euro-area monetary policy for the initial two years. 

(24) Comparison between Tables II.1.1 and II.1.2 shows that 
investment increases less strongly at the ZLB given the larger 
increase in real interest rates. Even at the ZLB, investment 

 

Year 1 2 3 4 5 10

Real GDP 0.09 0.26 0.38 0.46 0.50 0.65

Employment 0.09 0.15 0.19 0.21 0.22 0.31

Consumption -0.12 0.01 0.18 0.28 0.33 0.48

  Liquidity-constrained 0.44 0.95 1.31 1.55 1.71 2.10

  Intertemporally optimising -0.32 -0.33 -0.23 -0.18 -0.16 -0.10

Investment 0.63 1.17 1.38 1.43 1.43 1.34

Exports 0.05 0.15 0.24 0.31 0.36 0.51

Imports -0.03 -0.07 -0.06 -0.04 0.00 0.08

GDP deflator -0.39 -0.75 -0.89 -0.93 -0.94 -1.03

Consumer price index -0.36 -0.68 -0.80 -0.83 -0.84 -0.90

Real effective exchange rate 0.58 0.95 1.09 1.13 1.15 1.24

Nominal interest rate -0.04 -0.04 -0.02 0.00 0.00 0.00

Real interest rate 0.43 0.16 0.05 0.01 0.01 0.02

Public debt (% of GDP) 0.05 0.03 -0.15 -0.36 -0.56 -1.18

Trade balance (% of GDP) -0.02 -0.03 -0.02 -0.02 -0.01 -0.02

Year 1 2 3 4 5 10

Real GDP -0.01 0.13 0.29 0.38 0.43 0.57

Employment 0.01 0.06 0.13 0.16 0.18 0.26

Consumption -0.28 -0.20 0.01 0.15 0.22 0.38

  Liquidity-constrained 0.35 0.76 1.09 1.34 1.51 1.92

  Intertemporally optimising -0.51 -0.54 -0.38 -0.28 -0.24 -0.16

Investment 0.27 0.71 1.02 1.19 1.24 1.24

Exports 0.02 0.08 0.16 0.22 0.27 0.41

Imports -0.06 -0.16 -0.19 -0.18 -0.14 -0.02

GDP deflator -0.46 -0.91 -1.11 -1.19 -1.22 -1.39

Consumer price index -0.43 -0.84 -1.01 -1.08 -1.11 -1.25

Real effective exchange rate 0.40 0.85 1.05 1.11 1.13 1.21

Nominal interest rate 0.00 0.00 -0.01 -0.02 -0.02 -0.01

Real interest rate 0.59 0.27 0.10 0.03 0.01 0.02

Public debt (% of GDP) 0.17 0.32 0.20 -0.01 -0.22 -0.98

Trade balance (% of GDP) -0.03 -0.03 -0.02 -0.01 -0.01 -0.02
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Short-run costs

Two references

I Eggertsson, Ferrero and Raffo (2013): . . . We show that, in a
crisis that pushes the nominal interest rate to its lower bound,
these reforms do not support economic activity in the short run,
and may well be contractionary.

I IMF (2016), Staff note for the G20: . . . While some types of
reforms tend to support short-term growth, others do not, possibly
adding to a shortfall in domestic demand. This could further
weaken potential output due to hysteresis effects, which, in turn,
can depress expected future income and firms’ profitability,
thereby reducing consumption and investment today.



Short-run costs Almeida et al. (2008, PEJ)

186 V. Almeida et al.

be suggested ceteris paribus is misleading, since general equilibrium effects
imply that the decline in “dividends” paid by labour unions is more than com-
pensated by a higher real wage and a lower labour income tax rate as men-
tioned above. In addition, the improvement in the net foreign asset position
affects positively households’ asset holdings.

The results of the implementation of simultaneous structural reforms in the
non-tradable goods market and in the labour market are reported in the third
column of Table 1. The impact of the joint implementation of the reforms is
additive, implying that the impact of a decrease in the markup of non-tradable
goods prices and wages can be reasonably captured as the sum of the impact of
the individual reforms. The policy implication seems to be that, from a purely
economic perspective, there are no big gains or losses from implementing both
reform packages simultaneously. However, it should be kept in mind that we
have assumed that product and labour market reforms are fully independent,
and this, according to Jean and Nicoletti (2002), may not be very realistic, since
the wage premia may reflect a share of monopoly rents generated by lack
of competition in the goods market. Therefore, higher competition in goods
market may induce by itself a decline in the wage markup (Blanchard and
Giavazzi 2003).

A relevant issue is the result that higher competition in the product and/or
labour markets translates into a negative impact in households’ consumption
in the short run (see Fig. 1 for the case of a joint implementation). This impact
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Fig. 1 Impact of an increase in competition (percentage deviations from baseline levels except
real interest rate)

Figure 1: A product and labour market reform in PESSOA

Product market reform: permanent decline of 10% in the markup over marginal cost in the
Non-tradable sector (decline of the markup from 20 to 18%).
Labour market reform: permanent decline of 10% in the steady-state wage markup (from 25 to
22.5%). In both cases, the impact builds up gradually, influenced by the persistence parameter,
in which roughly 80% of the decline is achieved in two years.



4. Conclusions and possible ways forward

I It is indisputable that structural reforms have important micro
and macro effects

I Great method: one model for all countries

I Effects are highly complex and challenging, both empirically and
theoretically

Ways forward and worries

I Why not a large multi-country model with international linkages?

I State-contigent reforms: ZLB, indebtedness levels?

I No short-run costs? No cost from not reforming?

I If no cost, why no proliferation of reforms? Where’s the problem?
Political? The people? Why don’t we multiply the reforms by a
factor of two, three, five...?


	One model for all?
	Some missing pieces
	Short-run costs
	Conclusions and possible ways forward

