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Effects of an Aging Workforce on Younger Workers and Firm Productivity
FmICER4 | - Conflicts Surrounding Workforce Aging -
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In Kores, the workforce aging process is accelerating, coupled with population aging due to low fertility rate and increased
longevity, To compensate for the rapid aging of the population (workforce) in Korea, the mandatory retirement age set by firms
will be increased to a minimum of 60 as of 2016. Increasing the employability of older people would have some positive
effects. It would not only ease the burden on the younger generation to support older people, but also decrease poverty among the
clderly. However, from a labor market perspective, the impact of policies related to elderly employment is not limited to the
elderly, but inevitably affects younger workers, who can be substituted with them, and employers, who hire them. Therefore,
policy makers must balance the sometimes conflicting interests of all these groups. To determine how best to achieve this
balance, it is important to take into account the effect of an aging workforce on the labor market and address conflicts
surrounding workforce aging.

Thers are two common concemns regarding the potential negative effects of extending employment of the elderly. First,
concerns about the impact of increased elderly employment on other workers (i.e. younger workers) are often raised, specifically
related to the possibility of substitution between older workers and younger workers. Second, there are worries about a negative
impact of increased elderly employment on employers (firms’ outputs). A popular belief is that under strong seniority wage
systems like that in Korea, increased elderly employment leads to fower productivity and higher labor costs for firms. These
concerns have been expressed in Korea during the political debate over the extension of the mandatory retirement age, and the
discussion continues on the road to its implementation in 2016. In spite of this continuing debate, there is not yet sufficient
evidence to eliminate these concerns.

This dissertation examines these two key concerns. First, the effects of an aging workforce on younger workers are
considered, and second, the effects of an aging workforce on firms. In other words, the way firms (employers) respond when an
exogeneous shock such as workforce aging occurs—that is, the effects of workforce aging on the demand side of the labor market
(i.e., employment, firm productivity and labor costs) —is analyzed.

The first chapter, titled “Does Elderly Employment Substitute for Younger Employment in Korea?” discusses the
relationship between employment of the elderly and younger age groups using time-series data and macroeconomic variables
from Korea. The second chapter, titled “Exploring Substitutability Across Age Groups and the College-High School Wage Gap in
Korea,” investigates substitutability across age groups using the imperfect substitution model of Card and Lemieux (2001} under
the framework of a CES production function. The third chapter, titled “Aging Workforce, Firm Productivity and Labor Costs in
Korea: Are Older Workers Costly to Firms?” explores the impact of the aging workforce on firm productivity (benefits) and labor
costs {costs) using unique firm-level panel data from Korea.

In summary, this dissertation describes research showing that increased elderly employment has a beneficial effect on
younger workers at both the extensive and intensive margins and no negative effects on firm profitability. These findings suggest
the possibility of intergenerational coexistence and demonstrate that policies aimed at improving the employability of older
workers are unlikely to result in any adverse economic impact on other workers or on employers (firms), contrary to general

perceptions.
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