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Does the Aging of a Firms' Workforce Affect
Its Investment Behavior?
—An Analysis Using Financial Panel Data of Japanese Firms—

Masanori UMEDA, Takuma KAWAMOTO,
Tetsuro SAKAMAKI, and Masahiro HORI

Abstract

While Japan's corporate sector is performing relatively well, the level of domestic investment
nevertheless appears to be sluggish. Potential explanations include intense global competition
and/or the shift to a service economy; however, it is important not to ignore the possible ef-
fects of population aging, which is progressing much faster in Japan than in the rest of the
world. In order to examine the effects of population aging on investment, we conduct an em-
pirical analysis using firm-level financial data of listed firms and some unlisted firms. Specifi-
cally, we estimate investment functions that include variables reflecting the age structure of
workers in a firm.

When considering the effects of population aging on firms behavior, one can do so from two
perspectives: (1) the aging of society as a whole, and (2) the aging of firms” own workforces.
In this article, we focus on the latter, i.e., the effects of the aging of firms  managers and em-
ployees on their investment behavior. Intuitively, one might expect the aging of a firm's man-
agement and workforce to be associated with negative effects such as a decline in corporate vi-
tality and conservative decision-making, but there could also be positive effects through the
increase in experience and skills. Our results show that older CEOs do not necessarily reduce
investment to the extent one might expect. A likely explanation is that firms with an older
CEO are more stable, which tends to promote investment. However, especially in the case of
listed firms, a nonlinear negative association between the age of the CEO and investment is
observed once the CEO is older than 70 years of age. On the other hand, regarding the aging
of employees, we find that, at listed firms, this tends to be associated with lower investment,

likely because it pushes up labor costs and reduces profitability.

JEL Classification Codes: E22, G31, J11

Keywords: Population aging, Fixed investment, Financial panel data, Tobin's q
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