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Abstract of paper
This paper reviews some of the challenges that face central banks today in the
advanced economies. I start by discussing the causes of the decline in the natural safe
real rate of interest over the past two decades: a savings ‘glut’; an investment ‘strike’;
and changes in the relative demands and supplies of safe versus risky assets. While
some of the demographic impulses are presently reversing, as the bulge of middleaged move into retirement, it seems likely that the low natural real rate of interest will
nevertheless persist for some time to come. As a consequence, the (near) zero lower
bound on interest rates is likely to continue to bind more frequently than was the case
historically. I then consider various responses to this challenge, together with their
drawbacks. These include: the scope for negative interest rates; forward guidance;
asset purchases; raising the inflation target; levying interest on, or outlawing, cash; and
‘helicopter money’. I conclude that, while central banks may not yet be completely out
of ammunition, the increasing costs of unconventional monetary policies suggest that
fiscal and structural policies should shoulder more of the burden, thereby also boosting
the natural safe real rate of interest.

