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Abstract
Aim of the paper
The ongoing changes in the age structure of the population will have significant impact on European economy. As the developed world is in the midst of a major demographic transition, in the literature the view emerged that low inflation we are currently experiencing may be influenced, among other variables, also by demography. However, there is still little empirical evidence on this hypothesis. The motivation of this paper is to check the hypothesis whether inflation might be linked to the age structure of population, especially whether the rise in the old-dependency ratio is correlated with lower inflation rate.
The hitherto analyzes have been focused mainly on the economies of Western Europe, Japan and the United States. In this analysis, focus is set on European Union countries, including Central and Eastern Europe (although some of New Member States had to be excluded due to insufficient data).
Methods
To check the hypothesis, a panel data model is used. It is estimated for selected 20 OECD member countries, who are also in the European Union, over the period ranging from 1971 to 2014. Data are taken from the OECD database. We regress the changes in CPI on a set of macroeconomic variables and extend it by adding different demographic variables. To check the robustness of results different econometric techniques are used. Moreover, apart from analyzing the average impact of the demographic variables over the entire time frame, we check the stability of the parameters of interest in time and across countries.
Results
The preliminary results of the estimations suggest that there is indeed a relation between demography and low-frequency inflation. A larger share of elderly people in the population (larger old-age dependency ratio) is correlated with lower inflation, while a larger youth dependency ratio is correlated with higher inflation. Therefore, ongoing population ageing that is also predicted for the future in most EU countries may exert downward pressure on inflation. This may confirm some of the previous empirical findings that ageing is deflationary when related to increased life expectancy (therefore affecting old age dependency ratio) while when related to reduced fertility (thus affecting the youth dependency rate) might lead to higher inflation.
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