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Equilibrium Real Interest Rates and Secular 
Stagnation – An Empirical Analysis for Euro 
Area Member Countries

Abstract
Is secular stagnation a valid concern for Euro Area countries? We tackle this question 
using the well-established Laubach-Williams model to estimate the unobservable 
equilibrium real interest rate and compare it to the actual real rate. We apply our 
approach to twelve Euro Area countries, since heterogeneity among member countries 
has become considerably extensive since the beginning of the fi nancial crisis. Hence, 
the question of secular stagnation has to be answered at the country level. Our results 
indicate that secular stagnation does not appear to be a signifi cant threat to most Euro 
Area countries. But there is one exception: Greece.
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Yt − Ȳt =αy,1(Yt−1 − Ȳt−1) + αy,2(Yt−2 − Ȳt−2)

+ αr[(rt−1 − r∗t−1) + (rt−2 − r∗t−2) + ε1,t
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πt =βπ,1πt−1 +
βπ,2
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(πt−2 + πt−3 + πt−4) +

1− βπ,1 − βπ,2
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(πt−5 + πt−6 + πt−7 + πt−8)

+ βy(Yt−1 − Ȳt−1) + βo(π
o
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