
7

ISSN 1392-1258. ekonomikA 2015 Vol. 94(3)

* Corresponding author:
Faculty of economics, Vilnius University, Sauletekio Ave. 9 (Building ii), LT-10222, Vilnius, Lithuania. 
E-mail: gindra.kasnauskiene@ef.vu.lt

DEMOGrAPHiC SHiFTS AND THEir CONSEQUENCES 
FOr iNVESTMENT FUNDS iN THE EUrOPEAN UNiON

Gindra Kasnauskienė*, Karol Michnevič
Vilnius University, Lithuania

Abstract. Solid theoretical reasons exist for the link between demographics and various economic, financial 
and social indicators. The aim of this article is to assess the influence of demographic shifts on investment fund 
flows in the EU from 1996 to 2013. In order to achieve this aim, a fixed effects model is constructed via panel re-
gression and used to test the hypothesis as well as to derive conclusions. The authors hypothesise the presence 
of a statistically significant non-linear effect of demographic age shares on investment fund flows. The results 
are juxtaposed with a prior comparable research.  This article is expected to benefit the financial sector and to 
provide guidance to market regulators. 
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1. Introduction

The implications of the ageing society for the economy have become a contentious topic 
of discussion across the globe. in the USA, facing the prospects of the most endowed co-
hort’s withdrawal from the labour force has created demand for data-driven contingency 
plans, a development that shares common traits with the EU status quo.

A shift in the population’s age composition coupled with low birth rates poses a 
challenging question in terms of economic growth. As the USA dominates the body of 
available research as a theatre, GDP-oriented studies make up a significant portion of 
this research.

Having covered the effects of demographic trends on real GDP in the eU1, in this 
paper we attempt to expand the utility of the methodological framework to analyse their 
influence on sector-specific variables in the eU, thus pivoting from the most common 
object of study thematically and geographically. The financial services sector is of spe-
cial interest due to its integration in the economy and dependency on data. With consid-
eration to differences in regulation among the EU countries, the scope is narrowed to 

1 kasnauskienė, G., michnevič, k. (2015). The effects of demographic trends on economic growth in the euro-
pean Union. european Scientific Journal, special edition, Vol. 2, pp. 70–85.
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open-ended investment funds due to their homogeneity under the Markets in Financial 
Instruments Directive and prevalence.

As such, the goal of this paper is to assess the influence of demographic age shares 
on investment fund flows with the hypothesis stipulating the presence of a statistically 
significant non-linear effect of the aforementioned demographic variable on investment 
fund flows. The following objectives are raised in order to achieve the goal:

• to review the body of literature pertaining to the topic by sourcing a comparable 
prior research, methodological guidance and chief interpretations;

• to construct an appropriate panel regression model to analyse the effect of every 
age group on investment fund flows; 

• to interpret regression results to reach a comprehensive set of conclusions.
The paper consists of four parts. First, the authors review modern approaches to-

wards the relationship of demographics and investment, followed by the methodological 
framework and analysis of results. Analysis is succeeded by a list of conclusions derived 
from the first three parts.

2. Modern approaches to the relationship of demographics  
and investment funds

The influence of demographic trends on the economy as a whole has been debated in 
great detail. multiple studies conducted over the last decade (mckinsey Global institute, 
2004; Dizard, 2013; Jensen, 2013; World economic outlook: Transitions and Tensions, 
2013; Magnus, 2009, 2010, 2013) provided theoretical and empirical foundations for 
branching out into a sector-specific research. Despite receiving less attention, studies 
with a narrower focus have the capacity to improve the understanding of how demo-
graphic shifts affect business. in this part, the authors review such studies in order to help 
achieve the paper’s goal.

Various forms of investment appear as objects of study. Bloch (2013) and Dizard 
(2013) independently wrote about the negative effect of ageing on different asset classes, 
concentrating on the challenges faced by the financial sector. Bakshi, Chen (1994) used 
the euler equations to analyse the net flows of financial assets based on the USA demo-
graphic variables while Singh (2010) ran a similar case study with Japanese data. The 
case studies noted a move towards conservative investments. Bodie et al. (2007) sought 
to explain this change with the Life-cycle Hypothesis (LCH). The mckinsey Global 
institute examined investment dynamics in Germany and italy, observing a long-term 
negative slope attributed to changes in the countries’ demographic makeup, namely, an 
increase in the share of retirees in the respective populations (2004, pp. 137–186).

According to Shepherd (2013), demographic shifts are of concern to financial mar-
kets due to their propensity to affect business cycles. in Shepherd’s view, American 
savers caused a real shift in investment strategies and a movement towards conservative 
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assets, not just a broad theoretical indication for policymakers. He is not alone in tak-
ing this stance. Franchi (2013) points out equity funds which experienced a strong cor-
relation with performance until 2007 and have subsequently lost this connection in the 
USA. The investment Company institute (iCi, 2013) also shows that American domestic 
equity funds have had six consecutive years of outflows up to 2013. At the same time, 
demand for bond funds has been above figures suggested by the historic relationship 
of inflows and returns. The iCi drew two explanations for this phenomenon: the secu-
lar trend of investors being worried about further negative developments on the equity 
market, and the demographic trend. The latter involves older investors reducing risk in 
their portfolio, according to LCH, which is of concern to the market (Purkayastha, 2008). 
Farrell (2008) produces a generalised standard deviation approach, without naming asset 
classes: he has found that the risk appetite increases in age groups from 25 to 39, where 
it levels off until the age group of 55 years and over, dropping at a slower rate than it 
rose. His conclusion explains the heightened interest in demographics with an expected 
increase of the relative population size of those aged 65 and over.

Shepherd adds that there is no ready solution with reference to information from 
the Congressional Budget office about the uniform asset distribution among the Baby 
Boomer cohort. 70 per cent have investment funds in their portfolios, and it totals up 
to 59 per cent of aggregate investment fund holdings by generation. His research went 
as far as saying that age is a determinant more important than the performance of the 
selected investment vehicle. 

Data gathered by the iCi and presented by Franchi (2013) revealed another con-
nection related to demographics and investment funds. He found a strong correlation 
between birth rates lagged by 36 years and Assets under management (Aum). According 
to his analysis, Roi becomes an issue during selloffs, with those aged over 55 being most 
sensitive to changes in the securities market. While Aum is of limited utility compared 
to net money flows, as Aum may fluctuate without changes in the number of distributed 
units, it delivers the message that also persists in the said flow metric. 

What is more, the Aum decline, not explained by performance, drives the world in-
vestment fund holdings down due to USA’s weight in the industry (49 per cent) despite 
regions like Asia (13 per cent) and europe (31 per cent) having an increase in Aum. no-
land (2009) notes that the others’ gains are temporary and Asia’s so-called demographic 
dividends, as defined by Lee et al. (2006), are subject to policy changes with Japan’s fate 
becoming an eventuality otherwise.

Japan is a theatre categorised not only by a high life expectancy and developed in-
vestment infrastructure, but also investor behaviour. Gollier and Zeckhauser (1997) fo-
cused on time horizons and the way age affects investment choices in a theoretical study, 
suggesting that age was irrelevant as long as an individual’s utility function and time 
horizon remained unchanged. Magnus (2013, p. 1) summarised it the following way: 
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“In addition to the demogra phic structure of a country, it’s what people do that matters.” 
With changes in life expectancy and activity, LCH stages may also shift.

Another survey with a sample of 5000 individuals, conducted in Australia via mail 
interviews, concludes that profiling via demographic factors was convenient to financial 
institutions despite more robust models having the explanatory power greater by 6 p. p. 
The researcher used the principal component analysis and data reduction to achieve this 
conclusion (Baumann, 2007).

Purkayastha (2008) provides a useful input on the matter in relation to risk tolerance. 
He explains that the LCH point of view is the traditional method of asset allocation, and 
other attempts to classify investors consist of similar categories. However, he points out 
that the relationship between age and experiencing investment risk is not linear, a repre-
sentation of the individual’s goals and time are required to achieve them. The author’s 
findings are based on a survey analysed with one-way AnoVA, chi-square tests, and 
multivariate techniques such as factor analysis.

in his work, Purkayastha explains that survey-based studies habitually resulted in 
positive relationships between age and risk tolerance. Though, the results were non-
linear with risk appetite reducing up to five years to retirement and then growing in the 
last five-year period. Such conclusions were backed by behavioural parameters. Another 
point raised by the author was the effect of education and a positive relationship between 
degree holders and risk appetite. 

A comprehensive explanation of financial asset pricing is provided by Bergatino 
(1998). The author measured the effects of ageing on stock, bond prices and real estate 
in the USA. Regression results showed that demographic shifts were responsible for 
59 per cent of observed annual price increase in the housing market, 31 per cent in real 
GDP growth, and 80 per cent in real stock and bond prices between 1966 and 1986 in the 
AR(1) model. While these conclusions represent a historic view, Bergatino’s message is 
valuable for two reasons:

1. investment portfolios may avoid cyclical performance fluctuations by altering 
their bond and equity ratio.

2. inflection points created by demographic shifts provide an equilibrium to finan-
cial asset prices.  

macunovich (2010) conducted a study of inflection points in the form of financial 
crises in the USA, Japan and Latin America, pointing out the importance of the 15–24 
age group as a source of future growth capable of mitigating an increase in the relative 
share of those in retirement. Recessions appeared past the peak in the 15–24 age group’s 
relative size. The effect was also discovered in European countries such as Belgium, 
Sweden, and Russia. Macunovich warned against grouping together countries with dif-
ferent population pyramids and stages of development.
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Studies presented earlier generally stopped at the problem of ageing, omitting the in-
fluence a rapid increase in births would have on investment choices. Cutler (2009) points 
out that the dependency ratio is not attributed to old age alone, with youth and work-
ers’ dependency also being present for analysis. His research shows that dependency in 
general, not just that of retirees, has a negative influence on returns, which coincides 
with Singh’s findings on dependency. This is not always present in analysis due to gen-
erational interdependency and those aged 0–14 being left out as economically inactive.

The aforementioned group was included in a 2012 article by Arnott and Chaves aiming 
to analyse the relationship between stocks, bond yields, GDP growth and demographics. 
Having constructed two panel regressions spanning 22 and 176 countries over the period 
of up to 60 years, they discovered “a strong and intuitive link between demographic transi-
tions and both GDP growth and capital market returns” (Arnott, 2012, p. 23). 

To sum up, the discussion on the influence of demographics on economic variables 
is far from over with several interpretations present. in this literature review, it has been 
discovered that there are two main approaches to this phenomenon. The first involves 
gathering primary data via sampling and questionnaires, which offers a broader range 
of variables to work with and provides flexibility, but is more challenging to apply on 
an international scale without incurring significant costs, as evidenced by the Australian 
survey. The second entails the analysis of secondary data. It requires a greater analyti-
cal precision and robust models to gauge large sets and filter out effects maintained by 
variables outside the study’s field of interest. The data, while readily available, provide 
a challenge in standardisation and, in case of emerging countries, fragmentation. Ad-
ditional research is required to improve our understanding of the relationship between 
parts of the economy and demographic trends. The next section aims to describe a set of 
tools to achieve this goal.

3. The methodological framework of the econometric model

The model’s basic premise entails the use of secondary time series data as reported in 
a sample of countries over a specified period. The data are panelised, labelling the de-
mographic variables as the regressors and the economic variable as the regressand in a 
panel least squares single-equation regression. To capture valuation and business cycle 
effects, the equation contains a proxy economic variable on the regressor side. This may 
be seen in equation (1):

rt = α + γXt–1 + b1st,1 + b2st,2 +  ... + bNst,N + εt , (1)

here rt – annual net fund flows generated by households in domicile as a percentage 
of GDP at period t, 
a – intercept term,
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Xt–1 – stock market index annual percentage change, used to gauge the business cycle 
in the period t-1,
bi – coefficient for non-overlapping five-year age group i, i ∈ N, i ∈ [1; 18],
st,i – relative population share size of non-overlapping five-year age group i at period t. 

Note that the equation contains an intercept term, a lagged term for the valuation ef-
fect and denotes age shares for every cross-section in every period.  

The main issue with equation (1) is that statistical data for most countries in a suf-
ficiently large panel are available for a limited selection of years. As such, the number 
of data points is reduced, which complicates both the analysis of the demographic vari-
ables’ slow evolution and its effect on the macroeconomic variable. in fact, estimating 
equation (1) directly is impossible for any country currently in the eU, because including 
the intended number of five-year non-overlapping age groups (st,i) does not leave enough 
degrees of freedom, as i spans from 1 to 18 (ages 0–4, 5–9, … 80–84, 85+), coinciding 
with the number of periods t. excluding a particular age group, for example, ages 0 to 4 
or broadening the groups is an ad hoc solution that hides a part of the information con-
tained in the original equation. 

Hence, we may include a restriction for the number of coefficients:

bi = D0 + D1i + D1i2 +  ... + Dkik. (2)

This expression suggests replacing the coefficient bi next to every demographic share 
with a single polynomial of the order k, supposed to reduce the number of coefficients 
to estimate from N to k. The order of the polynomial is determined by testing it against 
redundancies with parsimony in mind via the Wald coefficient restriction test. it is worth 
noting that the i, representing the number of the age group, spanning from 1 to N, is 
raised to the power from 0 to k.  

Since demographic shares have the cumulative sum of unity and the sum of their 
changes always equals to zero, a restriction is required on the transformed coefficients to 
avoid multicollinearity with the intercept term. The issue is captured by the initial term 
D0 as described in equation (3):
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note that to preserve space, the presented equation (4) does not contain fixed cross-
section effects which, after testing with the Redundant Fixed effects test, determine the 
intercept term supposed to capture left-over differences among countries in the panel. 
equation (4) with fixed effects is used for statistical testing, while equation (1) presents 
the end result containing implied regression coefficients of every demographic share.

The framework is put through a range of tests pertaining to the Gauss–Markov as-
sumptions, its robustness, and is subject to adaptation in case one of these assumptions 
is not met and the result may contribute to misleading conclusions. 

As demonstrated in the first part, the variables and underlying data quality are crucial 
for the BLUe estimation. The previously covered research limited to the USA theatre 
is mostly concerned with the former rather than the latter due to the relative legislative 
stability and availability of statistical data, allowing the researcher to focus on a variable 
selection. The european context adds complexity factored by historical and methodolo- 
gical divisions which affect the quality and availability of data and their variable forms.

institutional changes are a noteworthy example limiting the number of data points 
available for study in multiple countries to a period spanning from years after the col-
lapse of the USSR until 2013. The Un Penn World Tables provide estimates for the 
most general demographic and macroeconomic variables as well as official statistics 
with their quality classified accordingly. However, these data are limited to 5-year incre-
ments or 20 data points per 100 years in addition to complementary variables necessary 
for hypothesis testing being absent from their repository. Hence, the european statistical 
authority, Eurostat and the ECB act as the chief sources of data, providing demographic 
and macroeconomic time series used in this paper. 

one of the key issues concerning the execution of the model was formulating the 
scope of detail to describe an eU member state’s demographic makeup. By referring to 
previous research and prior testing with draft models2, it was concluded that broad age 
groups withheld information present in the non-overlapping five-year cohorts reported 
by each member state. For countries such as France or Spain, these were published from 
1948. For other countries, the series started from 1991 or 1993, a case not limited to CEE 
countries like Lithuania or Slovakia. 

Unlike in the previously cited research, the number of groups i was 18, not 15, as the 
eurostat’s age groups were concluded by 85 and over instead of 75 and over. including 
all of the groups would have been impossible with the degrees of freedom available in 
an annual series from 1991 to 2013, excluding macroeconomic variables, were it not for 
the model’s transformation of demographic shares into a polynomial. 

2 These draft models utilised broad age groups as defined by eurostat (0–15, 16–64, 65 and over) or featured 
the ad hoc grouping.
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The analysis includes the levels of demographic shares, as observed on January 1st of 
the year (t) in question. While short-run effects may have a potential utility, the slow rate 
of change makes annual data the more feasible alternative.

The effect of demographic makeup shifts on investment funds, discussed in detail 
in American literature, is challenging to quantify due to data scarcity and their novelty 
in certain countries. The challenge is further compounded by questions of ownership 
and isolating the demographic effect from performance and national idiosyncrasy. The 
solution was focusing on open-ended investment fund shares owned by households, ef-
fectively filtering out institutional and non-resident holders as well as allowing the mo-
bility of the shares. Additionally, the variable takes the shape of net annual flows as a 
percentage GDP rather than levels, which captures economic activity in the distribution 
of investment funds’ shares, tackling the issue of filtering out the performance. Hence, 
the dependent variable r is represented by net annual household-generated fund flows in 
domicile as a GDP percentage.

The inclusion of a qualitative legislation (L) variable was done to address the absence 
of investment funds in a member state. To retain the panel’s balance, when this variable 
has a non-zero value, the country in question is assumed not to have legislation for afore-
mentioned investment funds to function in its domicile. 

The empirical literature deliberated on in the first section suggested the inclusion of 
a variable to account for valuation effects and business cycles, a proxy variable for in-
formation that would otherwise be omitted (referred to as X in the regression equation), 
referring to public trading statistics as a feasible solution. The eCB provides an array of 
leading EU stock market indices, either taken directly from the market or synthesised 
via a long-lasting index such as the euro Stoxx 50. Whenever possible, this variable is 
supplemented with data from the member state stock market’s main index used for settle-
ments, adjusted for breaks. The measure is not taken for countries lacking such an index 
during the analysed period. in case of multiple markets being present, as is the case in 
states such as Germany and France, data from the operator with the highest index capi-
talisation are selected. To reflect the measures taken in the preparation of other variables, 
raw closing values of a year’s first trading session are converted into annualised per-
centage growth rates. The timing and magnitude are to match those of the demographic 
shares, with the step of one year.

Dividend yields are cited as an alternative and a supplement to stock market indexes. 
However, these would be problematic to use as an efficient measurement instrument in 
markets with the endemic higher volatility, compounded by the fact that dividends are 
generally distributed several months after the end of the year in question. it generates a 
time lag the length of which differs from country to country, that the market index does 
not have. Furthermore, indices in Western europe have been dividend-inclusive since 
as early as 1999. Adjusting pre-1999 values accordingly preserves the yield information 
while avoiding a structural break. 
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As a proxy solution outside the financial market, the economy’s production function 
was considered. However, such a function’s estimation for every country in the sample 
would add complexity and reduce the number of degrees of freedom upon its inclusion 
in the regression. 

Stationarity is often a question when dealing with demographic variables due to their 
susceptibility to time trends. The variables selected for analysis, i.e. the demographic 
shares, are held within an interval [0;1] and are taken from a sample of more than 20 
countries experiencing different stages of the demographic transition, thus increasing the 
power of the tests or, in case of economic variables, are presented in the form of annual 
percentage changes.

it is worth noting at this point that the model’s primary goal is to examine dependen-
cies rather than make predictions while building upon previous research in the model’s 
implementation. 

The eU’s changing composition poses another challenge of analysing dependencies 
in an all-inclusive fashion. The eurostat does not publish the aforementioned data for 
years prior to 2001 for newest members such as Romania and Croatia. Therefore, the 
eU25 is the basis for the analysis. With regard to data availability, the model described 
in this part involves data from 1996 to 2013, which yields 18 periods for each of the 25 
countries, a total of 450 observations.

 
4. Estimating the relationship of demographic shares  
and investment fund flows

in this part, we apply the methodological framework detailed above to analyse the rela-
tionship between demographic shares and net investment fund flows generated by house-
holds in domicile. The goal is to determine whether the demographics-based disconnec-
tion of flows and performance reported in the USA manifests itself in the eU context.

The net annual investment fund flows generated by households in domicile valued as 
a percentage of GDP are acting as a dependent variable, noted with r. The basis for the 
model is a panel containing transformed age shares, D1, D2, D3 and D4, divided by the 
order of their magnitude to maintain the estimates’ levels, respectively by 1, 10, 100 and 
1000. The country’s main stock market index appears under the label of X. in addition to 
this, an extra dummy variable, named L, is included in the model, a country’s legislation 
enabling the registration of investment funds. it takes the value of unity for the period 
that a country is incapable of hosting an investment fund and naught when suitable laws 
are enacted. in Lithuania’s case, this variable has the value of 1 in the period from 1996 
to 2003. To address a serial correlation, the value of r, lagged by one period (r(1)), is 
taken into account as an independent variable. 

After making the steps described above, the demographic share variable D2 does not 
appear statistically significant. To measure the order of the implied polynomial, we run 
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the Wald coefficient restrictions test for both D3 and D4. The disturbance variance is 
addressed by employing a White cross-section covariance matrix to obtain heteroscedas-
ticity-consistent standard errors. The final model presented in Table consists of variables 
that are statistically significant at a 5 per cent significance level, with the absolute value 
of the t statistic ranging from 2.24 to 11.78. The value of the F-statistic is 43.63. Running 
the Breusch–Godfrey test with up to five orders does not exhibit contradictory results at 
the aforementioned significance level. 

TABLE. Estimated regression variables, coefficients and test values

Variable Coefficient Standard error t-statistic Probability
C –6.8792 1.57198 –4.3761 0.000

D1 –15.025 2.96585 –5.0651 0.000
D3 25.685 5.21517 4.9252 0.000
D4 –13.279 2.71685 –4.8877 0.000
L –0.9462 0.27598 –3.4285 0.000
X 0.00587 0.00262 2.2356 0.026

r(1) 006145 0.05215 11.783 0.000

Source: authors’ calculations based on Eurostat and ECB data.

in order to determine the effect of each age group on the annual net fund flows, co-
efficients obtained via equation (4) are transformed back to their forms as seen in (1), 
referred to as implied regression coefficients and depicted in Figure. The functional form 
does not seem to contradict conclusions reached by the prior research analysing stock 
and bond Roi, nor does it challenge the hypothesis in terms of non-linearity or accord-
ance to LCH (Arnott, 2012; Farrell, 2008).

FIGURE. implied regression coefficient representation of every age group

Source: authors’ calculations based on the Eurostat and ECB data.
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For the sake of clarity, the implied regression coefficient signifies the percentage by 
which the household-owned annual net investment fund flows change when the demo-
graphic share of a particular age group increases by 1 per cent. 

The curve crosses the horizontal axis in the fourth, seventh, and sixteenth groups, 
describing the effects of up to the 70–74 age group. Such a late final crossing of the 
horizontal axis may be explained by the dependent variable containing stock, bond, and 
mixed open-ended investment funds. The variable does not capture movements among 
different investment funds.

it is worth noting that the coefficients between the fourth and seventh age groups 
(ages 15–34) are negative while the effect of children aged 0–14 is positive. Furthermore, 
an increase in the 18th group aged 85 and over has an effect exceeding 1%. Conversely, 
an increase of one per cent in the 18th group’s relative size in the population mitigates 
an increase of three per cent in the 50–54 age group. As life expectancy increases, this 
signposts a possible challenge for growth, ceteris paribus. These observations appear in 
line with Farrell (2008) in terms of changes in risk tolerance, but contradict macunovich 
(2010) regarding the positive impact of the 15–24 age groups as a dampener of the retir-
ees’ negative effect.

The aforementioned effects may differ depending on the region and mix of asset 
classes a particular investment fund invests in. However, this outlines the model’s key 
utility – helping investment fund managers identify most profitable demographic pro-
files, potential market depth, and benchmark their performance across all age groups.

Furthermore, the period chosen to analyse the dependency of fund flows on demo-
graphics from 1996 to 2013 contains episodes of growth and economic contraction. The 
eU experienced a series of asymmetrical shocks, which allowed the model to capture 
investment fund flows as they occurred in changing conditions, demographics included. 

While the model is not intended to be used as a forecasting tool and dependencies 
may change over time should the current conditions hold, the process of ageing does 
not appear to have an immediate downside for the investment fund industry catering to 
households because people close to retirement age seem to be prime contributors for this 
type of asset, peaking at 0.4 per cent for ages 60–64. Even once they enter retirement, 
they may not be keen to unwind. 

5. Conclusion 

An array of empirical and theoretical studies dedicated to the relationship of demograph-
ics and various forms of investments published in the 21st century by the imF, iCi 
and numerous independent researchers signifies the timeliness of the paper’s topic. The 
research spanning from the USA to the eU and Asian countries affirms interest in demo-
graphic phenomena and their implications. Ageing, the role of retirement and the Baby 
Boomer phenomenon are specific points of interest.
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The cited third-party case studies suggest the complexity of links between demo-
graphic changes and investment funds. Demographic-inclusive methodologies benefit 
from adherence to precise grouping, filtering and assessing linearity at a significant cost 
to degrees of freedom. models based on these methodologies remain susceptible to be-
havioural assumptions if used for predictions.

Empirical analysis in parts of the world remains challenging due to the novelty of in-
vestment funds affecting data availability. Differences in the economic and demographic 
development, regulation and investment infrastructure compound difficulty in interna-
tional studies.

Results stemming from regression analysis do not appear to reject the hypothesis of 
non-overlapping five-year age group weights having a non-linear effect on net annual 
household-generated open-ended fund flows in domicile in the eU over the 1996–2013 
period.

These results do not contradict conclusions reached by comparable studies carried 
out with different asset classes in the USA and Japan, nor do they contradict the Life-
cycle Hypothesis.

Throughout the course of this study, the utility of the methodological framework 
previously used by the authors to analyse the dependencies of GDP on demographics has 
been modified and expanded, demonstrating its flexibility. Given the limited number of 
empirical studies focused on EU data, compared to research dedicated to demographic 
phenomena in the USA, the framework has a potential for the further expansion.

it has been estimated that the largest positive effect on net open-ended investment fund 
flows generated by households in domicile is attributable to the 55–64 age range. An in-
crease in the relative weight of this range by 1% increases the net flow by an average of 
0.3%. Conversely, the group of 85 and over has the largest negative effect at –1.2%.

Financial institutions, investment fund managers, investors and the eU financial mar-
ket regulators may benefit from this study. The application ranges from data-driven con-
tingency planning, guidance to demographics-sensitive investment products, gauging 
demand, targeting the most profitable age groups and regions to benchmarking invest-
ment fund performance on the micro level. The authors expect the latter application to 
have the highest utility. Ceteris paribus, the proposed econometric model may also ap-
pear in a serial application to determine market saturation throughout a given lifecycle. 

Finally, the article provides an eU-centric voice in an American-dominated discus-
sion. it is a study encompassing a number of member states, taking into account the 
longest period possible for joint analysis of all five-year age groups. While it highlights 
similarities among the demographic challenges faced by the eU and the USA in com-
parable studies, it also presents an outlook from a different socioeconomic perspective 
in an environment that encourages reviewing performance to account for demographic 
shifts. The importance of dialogue during a period of uncertainty is further maintained 
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by providing a platform for subsequent research. either utilising alternative macroeco-
nomic indicators or slicing results into smaller regional clusters, there are possibilities 
to further our understanding of the effects of demographic trends on the financial sector.
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