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Abstract 

 

Recent economic developments reinforce questions about what a new equilibrium in 

the global economy might look like. This is the case for both macroeconomic 

developments – how to interpret the continued weak global growth – and financial 

markets – how much stimulus near-zero interest rates provide, and how far policy rates 

in the United States and elsewhere have to rise during normalisation. Conceptually, the 

natural rate of interest could help answer these questions: it has traditionally been 

defined as the interest rate that would prevail when the economy is operating at 

potential and prices (inflation) are stable. Hence, knowing the level of the natural rate 

would allow central banks to assess how far current interest rates are from equilibrium. 

However, the natural rate is a multi-layered concept. Traditionally interpreted as a 

domestic macroeconomic equilibrium, in an open economy the natural rate can also be 

seen as representing a global macroeconomic equilibrium. In addition, the natural rate 

is unobservable and hence depends fundamentally on views about how the economy 

works. Various empirical approaches indicate that the natural rate has fallen in recent 

decades, although its current level may not be unprecedented.  
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