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Focusing on the issue of internal resource allocation between shareholders and employees, this
study empirically examines the intersection area between corporate financial policy and human
resource management. As the research outputs, the following two academic papers were
published: (1) "The Firm-Employee Relationship and Firm Value: The Significant Role of Corporate
Pension Plan Policies" (Securities Analysts Journal, Vol.60-1), (2) "Pension Return Assumptions
and Shareholder-Employee Risk-Shifting" (Journal of Corporate Finance, Vol. 70). A summary of
the content of each paper is as follows. The first paper discusses that the relationship between the
firm-employee relationship and firm value is of particular interest to both academics and
practitioners in discussing the "Social (S)" aspect of the "Environmental, Social, and Governance
(ESG)" investing. Existing studies suggest that a strong firm-employee relationship can improve
firm value by helping recruit/retain key employees and by enhancing worker motivation and
commitments. This paper focuses on the role of a firm's corporate pension plan policy in managing
the long-run firm-employee relationship as a part of its overall corporate financial strategy. The
second paper discusses how observed pension plan management policies reveal the managers'
primary "motives" — risk-shifting (internal financing) or risk -management — in managing their
business models and firm-employee relationships to enhance the firm-specific human capital.
Especially, this paper focuses that firm managers of defined-benefit (DB) pension plan sponsors
reveal their primary motives — risk-shifting or risk-management — through their assumed
expected rates of return (ERRs) on the plan assets. Managers with risk-shifting motives choose
high ERRs to exploit flexible internal financing from employees via pension underfunding. Those
with risk-management motives choose low ERRs to reduce future cash-flow uncertainty by
improving the pension funding status. This paper examines if ERRs predict the firms' future cash-
flow allocation between pension funding and corporate investments, in a Japanese sample that
mitigates the selection bias concern for US DB plan sponsors. Using dynamic panel regressions
that control for lagged dependent variables, firms' business prospects, and unobserved fixed
effects, this paper show that higher ERRs precede higher capital investments, R&D expenses, and
net pension obligations while revealing managerial aggression, especially among firms with high

external financing costs. Higher ERRs predict higher market-to-book ratios for the firms with larger




R&Ds and/or underfunding, suggesting that the risk-shifting channel of internal financing with high
ERRs can help alleviate underinvestment problems.
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An Empirical Study on the Internal Resource Allocation between Shareholders and Employees in Corporate Pension Plans
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Focusing on the issue of internal resource allocation between shareholders and employees, this study empirically examines the
intersection area between corporate financial policy and human resource management. As the research outputs, the following two
academic papers were published: (1) “The Firm—Employee Relationship and Firm Value: The Significant Role of Corporate Pension
Plan Policies” (Securities Analysts Journal, Vol.60-1), (2) “Pension Return Assumptions and Shareholder-Employee Risk—Shifting”
(Journal of Corporate Finance, Vol. 70). A summary of the content of each paper is as follows. The first paper discusses that the
relationship between the firm—employee relationship and firm value is of particular interest to both academics and practitioners in
discussing the “Social (S)” aspect of the “Environmental, Social, and Governance (ESG)” investing. Existing studies suggest that a
strong firm—employee relationship can improve firm value by helping recruit/retain key employees and by enhancing worker motivation
and commitments. This paper focuses on the role of a firm’ s corporate pension plan policy in managing the long-run firm—employee
relationship as a part of its overall corporate financial strategy. The second paper discusses how observed pension plan management
policies reveal the managers’ primary “motives” — risk—shifting (internal financing) or risk —-management — in managing their business
models and firm—employee relationships to enhance the firm—specific human capital. Especially, this paper focuses that firm managers
of defined-benefit (DB) pension plan sponsors reveal their primary motives — risk—shifting or risk-management — through their
assumed expected rates of return (ERRs) on the plan assets. Managers with risk—shifting motives choose high ERRs to exploit flexible
internal financing from employees via pension underfunding. Those with risk-management motives choose low ERRs to reduce future
cash—flow uncertainty by improving the pension funding status. This paper examines if ERRs predict the firms’ future cash—flow
allocation between pension funding and corporate investments, in a Japanese sample that mitigates the selection bias concern for US
DB plan sponsors. Using dynamic panel regressions that control for lagged dependent variables, firms’ business prospects, and
unobserved fixed effects, this paper show that higher ERRs precede higher capital investments, R&D expenses, and net pension
obligations while revealing managerial aggression, especially among firms with high external financing costs. Higher ERRs predict
higher market—to—book ratios for the firms with larger R&Ds and/or underfunding, suggesting that the risk—shifting channel of internal
financing with high ERRs can help alleviate underinvestment problems.
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