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Summary

• Survey of decline in real interest rates in AEs and EMs since 1990s

• Multiple factors explain decline in real interest rates

1. Global S ↑ and global I ↓
2. Safe asset demand ↑
3. Global capital flows

• Natural rate r̄ vs neutral rate r∗

• Outlook: back to low real rates
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Natural vs Neutral Rates

Definitions:

• Natural rate r̄ : long-run equilibrium with no price rigidities

• Neutral rate r∗: r s.t. no inflationary or deflationary pressure

• Methods to estimate both

• Why they don’t have to be the same
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Outlook

• Obstfeld view: Back to low real rates since main drivers have not changed:

• Demographics imply high savings, low investment

• Low productivity growth

• Corporate market power

• Safe asset demand

• Zoom in on demographics
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Outlook: Demographics in Platzer & Peruffo 2023

Future projection: impact of demographic change on natural rate in US

Notes: The figure shows the one and the two standard deviation confidence intervals for the Monte Carlo

simulations of the path of r̄ only due to Demographics.

Source: Platzer & Peruffo 2023
4



Policy Implications

What if natural rate stays low?

• Existing toolkit: QE, Forward Guidance, Average Inflation Targeting

• Adaptation: higher inflation target; (deep) negative rates

• Mitigation: change natural rate (?)

• Migration

• Tax and transfer policies (Platzer & Peruffo 2023)
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