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INFLATION RISKS AND PRODUCTS

Figure 22.5 Simulation results: cost/risk planes, MSVAR model
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of indexed debt of 40 percentage points yields a decrease in
annual interest payments by around 0.05% of GDP. Naturally,
this figure depends on the chosen inflation risk premium.20

(2) An impact on risk that depends on the chosen cost measure
(interest cost or budget balance): we observe a rise in the
volatility measure of annual interest payment charges. This
risk measure increases more than twofold when the share
of inflation-indexed debt passes from 0% to 40% (for both
models, VAR and MSVAR). This can be accounted for by the
additional volatility introduced in debt charges when more
debt is indexed on inflation. However, it turns out that, starting
from 0%, an increase in the share of inflation-indexed debt is
efficient up to a threshold. Besides, this threshold tends to be
higher when the variability of the budget balance is considered:
it is close to 10% in this case (for both models) against 5% when
the variability of interest payments is considered. Besides, it
has to be noted that the rise in volatility is extremely limited
– compared with the decrease in average cost – when the
share of indexed debt grows but remains below 20% (especially
regarding the budget balance variability).21
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