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Outline 

 
1. The New Area Wide Model (NAWM): Some Background 

 
 

2. Introducing Financial Frictions in NAWM, NAWM(FIN):  
 

 Added - one version of the “Financial Accelerator” of Bernanke, Gertler and Gilchrist 
(BGG); similar to CMR. 

 
 Added - a housing sector with a collateral constraint on the impatient households à 
la Iocoviello-Neri (I-N) 

 
a) Allow for adj. costs in residential investment 
 
b) Allow for wage stickiness in all sectors 
 
c) Housing sector labour some fraction of impatient consumers’ labour input. 

 
 

3. Model Comparisons by Impulse Responses 
 
 
4. Conclusions & Next Steps 
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Existing New Area Wide Model 

 
Calibrated Version 

 
“Tax Reform and Labour-Market Performance in the Euro Area: A Simulation-Based Analysis 
Using the New Area-Wide Model”, by Günter Coenen, Peter McAdam and Roland Straub, 
Journal of Economic Dynamics and Control, forthcoming. 
 
“How Do VAT Changes Affect the Economy? An Illustration Using the New Area-Wide 
Model”, by Günter Coenen and Peter McAdam, Research Bulletin, 4, January 2006. 
  
 “Fiscal Consolidation in the Euro Area: Long-Run Benefits and Short-Run Costs”, by Günter 
Coenen, Matthias Mohr and Roland Straub, Economic Modelling, forthcoming. 

 
Estimated Version 

 
”The New Area-Wide Model of the Euro Area: Specification, Estimation and Properties”, by 
Kai Christoffel, Günter Coenen and Anders Warne, April 2008. (CCW) 
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NAWM 
 
 

- 4 Agents: Households; Firms; Fiscal & Monetary Authority. 

- Firms: domestic intermediate good firms; final good firms; foreign intermediate good 

firms. 

- No Banking, Housing Sector. 

 

- External habit formation in consumption; 

- Generalized adjustment costs in investment; 

- Variable capacity utilization; 

- Fixed cost in intermediate goods production; 

- Monopolistic competition in intermediate goods and labour markets; 

- Sticky prices and wages à la Calvo allowing for dynamic indexation; 

- Generalized adjustment costs in the import content of the final good production; 

- Intermediation cost for trading foreign bonds. 
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Introducing Financial Frictions in NAWM: 
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Other Remarks 

 
 

 Parameter Values taken from mode estimates of NAWM (CCW) + parameters in BGG + I-N. 
 

 As in I-N Model differentiated trend growth rate in housing and intermediate goods sector. 
 

 Capital used in housing investment sector same as that in intermediate-goods sector. Thus 
return is equalized across sectors. [We could have a separate entrepreneur for the capital used 
in the housing-investment sector?] 

 
 Some slight core differences with NAWM: 

 
o Capital Utilization cost function (I-N rather than NAWM). 
  
o Slight recalibration of some ratios as a result. 

 
 Final Object of project: to use NAWM (FIN) in Projections and for policy simulations. 
Increasing number of Projection-related issues in housing and banking matters. Consistency of 
model and existing data and projections framework essential. 

 



Consumers’ Optimization 
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Entrepreneurs 
 
 

Net Worth:  

 

Effective capital brought to market:  

 
                    Capacity utilization Costs         Efficient Utilization rate  
                                                 (Real marg. return to utiliz.= marg. cost of utilization) 

    
 

Entrepreneurs’ expected real gross return on capital = expected cost of borrowing 

  
External Finance Premium 

 
 

Total Final Net Worth:  
 

Banks’ zero-profit condition:  
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IRFs 
 
 

1. Permanent Productivity Shock in Intermediate Goods Market 
 
 
2. Temporary Productivity Shock in Intermediate Goods Market 
 
 
3. Transitory Monetary Policy Shock 
 
 
4. Transitory “Risk Premia” Shock (domestic, external finance) 

 
NAWM, 2 financial-market frictions shocks:    external risk premium  (net foreign assets) 
            domestic risk premium (domestic assets) 
 
NAWM(FIN), 2 financial-market frictions shocks:  external risk premium  (net foreign assets) 
                                  external finance premium   
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1. Permanent Technology Shock 
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2. Temporary Productivity Shock 
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3. Monetary Policy Shock 
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4. Domestic (External Finance) Risk Premia 
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Conclusions & Next Steps 
 
 

 Initial results of incorporating Housing & Banking features into existing NAWM 
appear encouraging in terms of plausible IRFs. 

 
 Initial results intuitive: NAWM(FIN) additional channels (Net Worth, Finance Premia) 
makes investment response more volatile. 

 
 Next Steps: 

 
 Bayesian Estimation of Full Model 

 
• Data Availability for euro area housing volumes and prices, interest 

rates for businesses and mortgage lending. Issues of data availability, 
and appropriate data concept (net worth?), data quality, real-time 
data revisions. 

 
• How does Bayesian estimation of augmented model affect the existing 

NAWM model parameters? (Pre-fix them?). Fewer stochastic shocks 
needed? 

 
 Enrichment of Financial Sector: e.g., multi-period contracts, BGG in credit 
sector. Hybrid specification? Spreads over risk-less rate in housing decisions too?  

 


