Vol. 20, No. 40, Autumn & Winter (2025), 123-141.

S E . .

— onE Journal of Population Association of Iran
PUBLISHING homepage: https://www.jpaiassoc.ir/

Research Article

The Impact of Population Aging on Foreign Direct Investment Flows in Iran

Majid Dashtban Farooji '*

, Sahar Dashtban Farooji*'¥/, Ali Azarioon®

1 Associate Professor, Department of Economics, University of Bojnord, Bojnord, Iran .
2 Assistant Professor, Department of Economics, University of Bojnord, Bojnord, Iran.

S MA in Economics, University of Bojnord, Bojnord, Iran.

ARTICLE INFO

ABSTRACT

Received: 04 May 2025
Accepted: 27 August 2025

One of the most important demographic challenges of the 21st century is population aging.

This phenomenon not only influences the population structure of countries but also impacts

Published: 15 October 2025 . . . i .
various economic, social, political, and cultural aspects. Moreover, it can present

opportunities to attract Foreign Direct Investment (FDI). To take advantage of these

Keywords: opportunities, countries must adopt appropriate policies and create an attractive

Population aging, . . . . . . . .
R environment for foreign investors. The aim of this paper is to examine the impact of
Foreign direct investment,

Trade openness population aging on FDI flows in Iran from 1960 to 2023. The findings indicate a positive

Domestic Investment, and significant long-term relationship between population aging and FDI inflows in Iran.

Vector autoregressive model. Furthermore, trade openness, broad money supply, and the real effective exchange rate

also have a positive and significant long-term impact on FDI inflows in Iran. However,
domestic investment exhibits a negative and significant effect on FDI. The findings of this
study indicate that population aging can positively influence FDI attraction in Iran. This
occurs as reduced demand for labor encourages companies to adopt new technologies
through increased investment in research and development. This phenomenon necessitates

careful attention from policymakers to its economic and social implications.

Introduction

Today, the global population is aging, primarily owing to factors such as increased life expectancy, declining fertility
rates, and a significant decrease in mortality rates resulting from medical advancements and disease control. Beyond
its impact on the labor force, population aging can alter consumption and saving behaviors and consequently influence
investment patterns. Davies & Reed III (2007) argue that economies with older populations exhibit lower saving rates,
based on the assumption that individuals begin to draw down their accumulated savings during retirement, which in
turn impacts investment. Furthermore, older workers may be less productive than their younger counterparts due to
outdated skills and poorer health, thereby reducing the effective labor force. Consequently, Foreign Direct Investment
(FDI) serves as a vital source of financing and technology transfer. According to Moosa (2002), FDI is a process
whereby residents of one country (the home country) acquire ownership of assets to control the production,

distribution, and other activities of a firm in another country (the host country). Given the significance of FDI for
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economic growth and development, examining its determinants, including population aging, is crucial, as this
phenomenon can alter a country's attractiveness for both inward and outward investment.

Methods and Data

Following Mitra & Abedin (2020), this study employs a time-series approach using Vector Autoregression (VAR) and
Vector Error Correction (VECM) models to examine the effect of population aging on Foreign Direct Investment (FDI)

flows in Iran. The analysis covers the period from 1960 to 2023 .The choice of this methodological framework is

justified by its ability to analyze both long-run and short-run dynamics among the variables, as well as to investigate
cointegrating relationships in non-stationary time series. This approach is well-suited to the nature of macroeconomic
data and the results of the unit root tests conducted. The model's dependent variable is the net inflow of Foreign
Direct Investment (FDI), measured as a percentage of Gross Domestic Product (GDP). The independent variables are
defined as follows:

e DRO: The old-age dependency ratio

e OPN: Trade openness

¢ INV: Domestic investment

e RER: The real effective exchange rate

e MS: Broad money supply (as a percentage of GDP)
Findings
The model estimation results indicate that in the long run, the old-age dependency ratio (DRO) has a positive and
significant effect on foreign direct investment inflows in Iran. This is attributed to the fact that a population age
structure with a high dependency ratio leads to lower private and public savings, thereby creating a greater need for
international capital inflows. Furthermore, consistent with Acemoglu (2010), a shrinking labor force and rising wage
levels—both driven by population aging—act as catalysts for innovation in labor-saving technologies. Therefore, to
counter labor shortages, firms may increase investment in research and development (R&D) to develop such
technologies, which in turn leads to a rise in foreign direct investment. Additionally, the results demonstrated that

trade openness (OPN) and the real effective exchange rate (RER) have a positive and significant impact on FDI flows,

whereas domestic investment (INV) has a negative and significant impact.
Discussion and Conclusion

The results indicate that population aging has a positive and significant effect on FDI flows in Iran. Specifically, by
reducing the labor force, population aging can increase the demand for innovative technologies to compensate for
this shortage, thereby stimulating investment in research and development (R&D) and attracting foreign investors.
Furthermore, a decline in the national saving rate and a consequent increase in the need for external capital, both
driven by an aging population, can boost foreign capital inflows. Moreover, a shift in consumption patterns towards
goods and services catering to the elderly can create new markets for foreign investors. Currently, Iran is undergoing
a demographic transition and is expected to experience significant population aging in the coming decades. While
this phenomenon presents new challenges, it also offers several opportunities for the nation's economy. These include:

e Encouraging investment in innovative technologies and elderly-focused industries.

¢ Fostering new markets through shifting consumption patterns.

e Reforming pension policies and empowering the older workforce.

Improving the business environment and reducing trade barriers to attract capital and knowledge.
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