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The Influence of Financial Cycle Factors on the Natural Rate of Interest:

From the Perspective of Financial Imbalance

WANG Bo CHEN Kaipu

(Nankai University, Tianjin, China)

Abstract: Based on the framework of Krustev(2018) . this paper adds financial cycle into the estimation of the
natural rate of interest, estimates China’s natural rate of interest with a state space model, and examines the impact of
financial imbalance on the natural rate of interest. It is found that financial cycle has a significant impact on the natural
rate of interest, and financial imbalance characterized by financial leverage and deleveraging tend to deviate the natural
rate of interest from its long-term trend. Through the analysis of the estimated results of the output gap. this paper
finds that the output gap is significantly affected by financial cycle. The higher the financial leverage ratio is, the big-
ger the gap is and the lower the corresponding trend output is. At the same time, the natural rate of interest is also
significantly affected by risk premium and policy uncertainty, but the impact of global savings on China’s natural rate
of interest is not significant.
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