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The Experimental Research for the Natural Rate of Interest

and Adjustment of the Interest Rate in China

Shi Zhuxian, Deng Chuang, Liu Junsheng
(Jilin University Quantitative Research Center of Economics, Changchun, 130012 China)

Abstract: In this paper, the short-term and long-term natural rate of interest in China are estimated by
neo-Keynesian dynamic model. The analysis to the real interest rate gap calculated by the estimate results
suggest that the adjustment of the interest rate in China has time lags. At present, the real rate of interest in China
is slightly higher than the long-term natural rate of interest, but still lower than the short-term natural rate of interest.
According to economic theories, the real GDP will higher than the potential GDP and the inflation will aggravate
when the real rate of interest is lower than the short-term natural rate of interest. On the other hand, the investment
and economic growth will be depressed when the real rate of interest is higher than the long-term natural rate of
interest. Our research for the reasons that cause the short-term natural rate of interest changing suggests that the
Expansionary fiscal policies can drive the short-term natural rate of interest up and the contractionary fiscal policies
can decrease it. In order to stability inflation and promote the economic growth, we should take the slightly tight

fiscal policy to bring down the short-term natural rate of interest.

Key words: the natural rate of interest; adjustment of the interest rate; economic growth; inflation; neo-Keynesian

dynamic model
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