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[Abstract]

The Impact of Demographic Structure on Stock Prices:
A Cointegration Approach

Youngsoo Bae*

Recently Korea began to experience rapid changes in its demographic structure due
to the decreased fertility rate and longer life expectancy. These changes are expected
to become more intensified. Demographic structure can have a significant impact on
stock prices due to intergenerational differences in the preferences of consumption/
saving behavior and risk aversion. This paper investigates the impact of demographic
structure on stock prices using a cointegration approach. Cointegration methods are
estimation techniques that provide consistent estimators and enable statistical
inference even in the presence of endogeneity between the explanatory variables and
the error term. In addition, it has an advantage that information about the long-run
equilibrium relationship contained in the level variables are fully utilized, because it is
not necessary to take the first difference of the level variables. Estimation results
show that a cointegration relationship exists among stock prices, demographic
structure and real GDP; and real GDP and demographic structure have statistically

significant positive impacts on stock prices.

Keywords: dmographic structure, stock price, unit root test, cointegration test,
cointegrating regression
JEL Classification: C22, E44
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