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The Effect of Demographic Changes on the Natural Rate of Interest
WANG Bo, CHEN Kaipu ( Nankai University, 300350)

Abstract: Demographic changes have an important impact on the natural rate of interest. Based on the United
Nations” world’s population prospects data (1978 —2100) , referencing Papetti (2019) framework, we built a
model with households, firms and government to study the effect of demographic changes on the natural rate of
interest. We combined the OLG model with China’s pension system and found that China has an aging
population and the change in the demographic structure has a long-term downward impact on the natural rate of
interest. Through the breakdown of influence channels, we found that the aging of population influences the
natural rate of interest from four aspects, namely the comprehensive effect of labor growth rate, total population
growth rate, pension and population policy adjustment. China is now experiencing accelerated population
aging, and the labor growth rate declines faster than the population growth rate does, which causes a great
negative impact on the natural rate of interest. The decline in savings rate has a slight positive impact on the
natural rate of interest. Demographic changes generally have a negative impact on the natural rate of interest,
which is expected to last until 2035, when the downward pressure on the natural rate of interest caused by
demographic factors will be relieved to some extent due to the full implementation of the two-child policy. We
can relieve the labor shortage through improving the efficiency, reduce the pension replacement rate of the
social pooling account while increasing that of the personal account, or promote the development of commercial
pension insurance, so as to effectively alleviate the downward trend of the natural rate of interest.
Keywords: Demographic Changes, Population Aging, Natural Rate of Interest
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