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(Figure 2) Monthly Consumption Expenditure and Share of Expenditure
on Services by Age

(a) Monthly Consumption Expenditure (h) Share of Expenditure on Services
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Note: Dots represent the age-specific averages using the 24th annual survey, and the red line
indicates the fitted line using the LOWESS method.
Source: Author’s calculation using “Korean Labor & Income Panel Study” data.
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(Table 1) Structure of Consumption Expenditure in the U.S. in 2021 by Age (%)

Under 25 ¢ 25-34 @ 35-44 = 45-54 @ 55-64 (65 & over
Housing 37.3 35.4 33.0 31.6 32.6 36.2
Transportation 19.0 18.3 17.9 16.5 15.5 13.7
Healthcare 3.2 5.3 6.5 6.7 8.6 13.5
Food 13.2 12.4 12.3 12.7 11.9 12.4
Cash contributions 1.7 1.5 2.8 3.0 4.1 6.4
Personal insurance . . ) ) o
and pensions 9.6 13.1 13.9 13.9 13.3 5.5
Entertainment 4.0 50 5.4 5.6 5.2 5.5
Apparel and services 3.5 3.2 2.9 2.7 2.5 1.9
Miscellaneous expenditures 0.7 1.2 1.5 1.7 1.4 1.6
Perso;lil Csiiicp;zdws L2 L2 L1 L1 L1 1.2
Alcoholic beverages 0.8 1.0 0.7 0.7 0.8 0.8
Education 5.0 1.6 1.4 3.1 2.1 0.5
Tobacco products and
Smokin‘; e 0.5 05 05 04 07 0.4
Reading 0.2 0.2 0.1 0.1 0.2 0.3

Source: Consumer Expenditure Survey.
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(Figure 4) Real Estate Assets and Probability Density of Real Estate Ownership by Age

(a) Real Estate Assets (b) Probability Density of Real Estate Ownership
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Note: Dots represent the age-specific averages using the 24th annual survey, and the red line
indicates the fitted line using the LOWESS method.
Source: Author’s calculation using “Korean Labor & Income Panel Study” data.
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(Table 2) The Impact of Interest Rate Increases on Consumption
Expenditure by Age (Example)

Under 39 40 - 59 60 and over
Consumption (-) (<) Consumption (-) (-) Consumption (-)
Weaker substitution effect in the elderly population due to a higher

share of service consumption

Intertemporal
Substit. Effects (A)

Consumption (-) Consumption (x) Consumption (x)
NFA < 0 (- NFA > 0 — (+ NFA > 0 — (+
Asset Effects (B) ) 0 ) ® . ®
Not Owning Real Owning Real Owning Real
Estate (%) Estate (-) Estate (-)
Consumption Consumption Consumption

A+ (B

SISES) SIS) -

Note: (+) signifies an increase in consumption, (-) indicates a decrease in consumption, and
(x) implies little impact on consumption. Additionally, a higher number of (-) suggests
a more significant decrease in consumption. Also, NFA stands for Net Financial Assets.
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(Table 3) Used Data by Variable

Variables KLIPS Code Description of Variables
Consumption h_ 2301 Average Monthly Living Expenses
h_ 2312 Eating Out Expenses
h_ 2318 Healthcare Expenses
Service :
Consumption h__2319 Entertainment Expenses
h_ 2321 Communication Expenses
h_ 2329 Public Transportation Expenses
h_ 2102 Total Labor Income
Financial Income - Deposits, Savings,
Income b 21122116 Stocks, Bonds, Savingz Insurance, getc.
h_2122-2126 Real Estate Income
h_ 2152-2153, 2155-2160| Transfer Income
h__2562 Financial Assets - Bank Deposits, Savings
Financial Assets h_ 2564 Financial Assets - Stocks, Bonds, Trusts
h__2566 Financial Assets - Savings Insurance
Financial h_ 2602 Liabilities - Financial Institution Debt
Liabilities h_ 2605 Liabilities - Non-Financial Institution Debt
Real Estate h_ 1412 Market Value of Living Residential Property
Assets h_ 2512 Total Market Value of Owned Real Estate
Household Size h__ 0150 Number of Household Members
Age h_ 0361 Head of Household Age
Note: __ indicates the year when the survey is conducted. The unit of the amount is ten

thousand won.
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(Table 4) Sensitivity of Consumption to Interest Rate Changes by Age

Variables . @ . . & .
Consumption Expenditure Consumption Expenditure
Average Loan Rate -0.0492%**
(ALR) (0.0106) i
0.0005***
ALR > Age (0.0002) )
Average Deposit Rate -0.0515***
(ADR) ) (0.0114)
0.0004™*
ADR > Age ] (0.0002)
Income 0.1370*** 0. 1370***
(0.0033) (0.0033)
Net Financial Assets 001107 0011
(0.0019) (0.0019)
0.0176*** 0.0178***
Real Estate Assets (0. 0049) (0. 0049)
. 0. 1640*** 0. 1640***
Household Size (0.0044) (0. 0044)
Constant 2.1860%** 2.1390***
(0.0315) (0. 0300)
Observations 20, 429 20, 429
R-squared 0.199 0.199

Note: Standard errors in parentheses and *** p<0.01, ** p<0.05, * p<0.1.



]_

5

2|of =2

=
[

b vk 74y

o (Figure 5) (a) &} %

tof| oo

0

(e}

=l
X=X

i

o] ) W} o9 geban)

=

=

=

2|

g

3 £5t o3 7Tz ¥

Al
=
7 q

=

d

=

A o]

s
).

AMAIA (Counterfactual)
Z

BEge A 728 Al

age
2021

192 HEFE

C:

H
—

3

2.
2 (a) s

ATH(

o

o
=

A 2EAIE

g

i

tolA 2] A9 &

O

MR W s s AP
X p,9°

age
t
age
2021

Y.o

ge
21 X
age

0

02(1/

Y,
7 2021d == 20419 Q177

o] olzls} el

Mo
]

—_—

O
N
gl

B
e

= 2041

=)

e

o 2021

N

H]A]

o] 40412] ¥l

=

age
041
2 =
=

< P,
).l

2.92% = (-4.92 + 0.05 x 40) %]t} ©]

age
2021

PN

age
J

4A7E o

=
-

1/J2041

age
021

X P,

W o Ao thest gk
o,
ENNES

>
age

=

40 _ _

R

=
T

s}
=2

w2021
a3 YA (Table 4yl Jehd

QIE g5l u}

ol

[

ot 7H 2021

o)
P

S =
@4

s

A

ol

No

<o
N.o
|
o]

e
®

et
B

o

pH
™

& ofelsh 2k,

ol =l 1%

I

2041 Q1=

-

.

3



ATz Wslel Awlel Fel vItE 193

age
Y 9021 = Z(l + 100 ) X Cyityy X Pogdy »
age
, N
Voou1 = 2(1 + 100 ) X Cyiyy X Pogdy

age

PRtOR 9k & ol §3te] 2} A

0E F DHAE fAasS v 2ol 72 & itk

r o
-
-
PN
_o‘l
2
>
ol
ACH
S
b
ro
[m

>
of»
=

(Figure 5) Changes in Sensitivity of Consumption to Interest Rates
due to Demographic Shifts in S. Korea

(a) Demographic Shifts in S. Korea (h) Changes in Sensitivity of Consumption to
Interest Rates
ojy 9 9
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0 —2021 =-2031 2041 —2051 \\}& 28 Rate compared to 2021 (RHS) 5
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Source: Statistics Korea. Note: “Sensitivity of Consumption to Interest

Rates’ shows what percentage of
consumption decreases due to a 1%p
increase in interest rates.

Source: Author’s calculation.
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(Table b) Sensitivity of Consumption to Interest Rates Considering
Intertemporal Substitution Effects and Asset Effects (A)&(B): Real Estate
Assets (Amount), (C)&(D): Real Estate Ownership Status (Dummy)

@) (B) ©) (D)
Variables Consumption | Consumption | Consumption | Consumption
Expenditure Expenditure Expenditure Expenditure
Average Loan Rate -0.0502*** -0.0423***
(ALR) (0.0143) ] (0.0095) )
ALR x Share of Service 0.0003*** 0.0003***
Consumption (0.0001) i (0.0001) i
. . 0.0043** 0.0044**
ALR x Net Financial Assets (0.0018) - (0.0017) -
ALR x Real Estate Assets 00006 - - -
(0.0026)
ALR x Real Estate -0.0055
Ownership Status ) ) (0.0054) )
Average Deposit Rate -0.0520"** -0.0534***
(ADR) ) (0.0140) ' (0.0134)
ADR x Share of Service 0.0004** 0.0004™*
Consumption ) (0.0002) _ (0.0002)
) ) 0.0038** 0.0038*
ADR x Net Financial Assets - (0.0016) - (0.0015)
0.0002
ADR x Real Estate Assets - (0.0022) - -
ADR x Real Estate 0.0027
Ownership Status i i i (0.0103)
Income 0.1423*** 0. 1423*** 0. 1423*** 0. 1423***
(0.0031) (0.0031) (0.0031) (0.0031)
. 0.0027 0.0105*** 0. 0024 0.0105***
Net Financial Assets
(0. 0044) (0.0019) (0. 0042) (0.0019)
Real Estate Assets 0.0168"* 0.0177*** 0.0185*** 0.0178***
(0.0072) (0.0047) (0. 0046) (0. 0046)
Household Size 0.1749*** 0.1746*** 0.1749*** 0.1746***
(0. 0040) (0. 0040) (0. 0040) (0. 0040)
Constant 2.1485%** 2.0626*** 2. 1406*** 2.0624***
(0. 0409) (0.0282) (0.0322) (0. 0280)
Observations 23,427 23,427 23,427 23,427
R-squared 0. 222 0. 222 0.222 0.222

Note: Standard errors in parentheses and *** p<0.01, ** p<0.05, * p<0.1.
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(Table 6) Sensitivity of Consumption to Interest Rates by Age Using
Macro Data (Household Income and Expenditure Survey)

A (B) ©
. Consumption Consumption Consumption
Variables . g :
Expenditure Expenditure Expenditure
(Under 39) (40-59) (60 and over)
Average Loan -0.0095 . -0.0061" ) 0.0089"* )
Rate (t) (0.0060) (0.0032) (0.0041)
Average Deposit ) -0.0104"* ) -0.0079*** ) 0.0090**
Rate (t) (0.0047) (0.0026) (0.0034)
. 0.6093%** | 0.6128"** | 0. 8483*** | 0.8347*** |0.5228***|0. 5081***
Disposable Income
(0. 1093) (0. 1064) (0. 0267) (0.0257) | (0.0554) | (0.0546)
Household Si 0.0978** | 0.0991** | 0.1726™** | 0.1509** |0.3810%**|0. 3700***
ousehold Size
(0. 0406) (0. 0385) (0. 0610) (0.0579) | (0.0428) | (0.0423)
3.5014% %% | 344377 | 1.4649%* | 1.7278** |3.6299%**|3.8109***
Constant
(1.1641) | (1.1336) | (0.5599) | (0.5376) | (0.5826) | (0.5775)
R-squared 0. 458 0. 487 0. 983 0. 985 0.777 0. 788
(D) B (F)
Consumption Consumption Consumption
He . . .
Expenditure Expenditure Expenditure
(Under 39) (40-59) (60 and over)
Average Loan -0.0124*" . -0.0070"* ) 0.0065 )
Rate (t-1) (0.0059) (0.0034) (0.0043)
Average Deposit ) -0.0149*** ) -0.0093*** ) 0.0062*
Rate (t-1) (0.0045) (0.0027) (0.0035)
Di ble 1 0.6298*** | 0.6427*** | 0.8377*** | 0.8160*** |0.5336***|0. 5325***
isposable Income
P (0. 1154) (0.1072) (0.0278) (0.0268) | (0.0575) | (0.0569)
Household Si 0.0958** | 0.0970** | 0.1531** 0.1121% 0. 3947***|0. 3923***
ousehold Size
(0. 0393) (0. 0360) (0. 0631) 0.0602) | (0.0452) | (0.0448)
3.3023%* | 3.1439%%* | 1.6879%** | 2.1314*** |3.5042%**|3.5320***
Constant X
(1.2199) (1.1338) (0. 5847) (0.5632) | (0.6067) | (0.6009)
R-squared 0. 464 0.536 0. 982 0. 985 0. 755 0.761
Note: Standard errors in parentheses and *** p<0.01, ** p<0.05 * p<0.1.
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(Table 7) Sensitivity of Consumption to Interest Rates by Age Using Ex-Ante
Real Market Interest Rates Calibrated with Inflation Rate Expectation

, @) (B)
Variables Consumption Expenditure Consumption Expenditure
Average Loan Rate -0.0902"** .
(ALR) (0.0177)
0.0012™**
ALR x Age (0.0003) )
Average Deposit Rate . -0.1363"**
(ADR) (0.0244)
0.0016™**
ADIL > Age ) (0.0004)
Income 0.1365*** 0.1363***
(0.0033) (0. 0033)
. 0.0107*** 0.0107***
Net Financial Assets
(0.0019) (0.0019)
Real Estate Assets 0. 01657 0. 0163™*
(0. 0049) (0. 0049)
Household Size 0. 168" 0. 16297
(0. 0044) (0. 0044)
2.1963*** 2.1515%**
Constant (0.0322) (0.0302)
Observations 20,429 20,429
R-squared 0.199 0.199

Note: Standard errors in parentheses and *** p<0.01, ** p<0.05 * p<0.1.
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Demographic Shifts and Sensitivity of Consumption to

Interest Rate Changes*

Jacho Lee™*

Abstract

This study reveals that older individuals are less sensitive to interest rate
changes in their spending using household-level data. For instance, a
40-year-old reduces consumption by 2.92% when rates rise by 1%p, while a
60-year-old reduces it only by 1.92%. This age-related difference is due to the
weaker intertemporal substitution effects among the elderly, driven by their
reliance on service consumption. Asset effects, stemming from larger financial
holdings, also offset intertemporal substitution effects. Lastly, the age-related
difference can reduce the interest rate sensitivity of Korea's aggregate
consumption by 9.71% during 2021-41, suggesting that monetary policy can be
less effective in an aging economy.
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