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Abstract
Aim of the paper
The developed world is going through a major demographic transition. Simultaneously, two processes can be observed. Firstly, in many countries we are experiencing declining fertility rates. Secondly, the life expectancy at birth is increasing at a fast pace. In the long term, these developments lead to strong changes in the age structure of populations as they change relations between the sizes of age groups. On the other hand, many advanced economies are nowadays facing a very low inflation rate. In recent years, the opinion that low levels of inflation may be linked with changing demographic population structures has become more popular in the public debate. However, there is still little empirical evidence on this hypothesis.

The motivation of this paper is to check the hypothesis whether inflation is linked to the age structure of population, especially whether the rise in the old-dependency ratio is correlated with a lower inflation rate.
The previous version of this paper was presented at the Macromodels Conference in 2016. However, this analysis focuses on different countries. The model has been carefully revised and expanded on more independent variables. Also, we present the results from the first attempt to explain changes in monetary policy effectiveness with demography.
Methods
To check the hypothesis, a panel data model is used. It is estimated for the largest possible available sample of OECD economies over the period from 1971 to 2015.  We regress the changes in CPI on a set of different macroeconomic variables and extend it by adding 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 in different groups of countries.
Results
The 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. Therefore, population ageing 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.
Keywords
Population ageing, inflation, demography

JEL classification
E31, J11
� The paper was financed by National Science Center grant 2015/19/N/HS4/00363.


� PhD candidate at Warsaw School of Economics; e-mail: paulina.broniatowska@gmail.com 





