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Abstract: Aging of population makes the life cycle characteristics of individual behaviors accumulate rapidly and leads
to significant macroeconomic effects and policy adjustment pressure. Based on a simple OLG model, this paper deduces the
dynamic consumption equation of workers and pensioners, and then, combined with the life-cycle investment theory, the article
gets a preliminary conclusion that population aging will weaken effectiveness of monetary policy. By using quarterly data of 19
developed countries from 1960 to 2017, the empirical studies with a time—-varying parameter vector autoregressive model
show that the effect of monetary policies is gradually decreasing in recent years. By further introducing the dependency ratio
of the elderly into monetary policy effect equation and using the systematic GMM estimation method, the paper finds that
population aging is indeed one of the reasons for the weakening of monetary policy effect. This conclusion not only provides
empirical support for theoretical analysis, but also proves to be robust in different periods and model settings, which is of great
enlightening significance for the scientific decision—making of China’s monetary policy in the context of population aging.

Keywords: Population Aging; Monetary Policy Effects; TVP-VAR-SV Model; System GMM Estimation
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