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leaves for work or a
business trip, she simply
checks her phone for
mobility options

Israel realized that it
had plenty of alternative
and sustainable energy
sources — the wind on
the coast, the harsh sun
in the desert
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offers her various options and Stefanie no longer needs to think much
about planning her trips: “anything goes at any time”, as MobyCol's slogan

aptly says.

When Stefanie now leaves for work or a business trip, she simply checks
her phone for mobility options. Most of the time she has access to three
different rideshare offers. But it does happen occasionally that none of
her usual ridesharers are online, and then she might use a train or taxi.

Recently, she had a rare experience: when she was in the rural Eifel area,
MobyCol was unable to suggest travel options to her. But even in such
cases, MobyCol has provisions in place — free of charge, of course. A
private driver came to pick Stefanie up. She is grateful for the emergency
service, but knows that if she were to live in a more remote place, she
would need it more frequently, and then she would have to pay for it.
Stefanie’s family therefore decided to live in a well-connected area, where
her reduced mobility expenses compensate the slightly higher rent.

Scenario 2

The micro smart grid — Energy self-sufficiency in the kibbutz

In the spring of 2040, the energy-kibbutz Lotan in the Israeli Negev desert
is celebrating its 10th anniversary. A huge banner hangs on one of the
kibbutz's houses and there are billboard with photos of proud residents.
Some of the images show residents standing in front of their houses and
fields, which are equipped with impressive photovoltaic systems; others
depict small wind turbines next to a vegetable garden. The selection of
photos emphasizes Lotan's ethos of combining tradition with innovation,
sustainability with self-sufficiency.

Israel, which itself has limited oil, gas and coal resources, had to import
energy from abroad for decades. But then the country realized that it had
plenty of alternative and sustainable energy sources — the wind on the
coast, the harsh sun in the desert — and it began to make the most of
these natural resources. It was only when the kibbutzim discovered the
issue for themselves that the dependence on foreign energy sources
actually shrunk. Israel’s energy sector can now be considered to be nearly
self-sufficient.

It all began in Lotan with a handful of enthusiastic people and some
rooftop solar panels. Now, in 2040, the movement has caught on, and
there are many self-sufficient communities across the Middle East. Most

communities are still connected to the regional and national energy
grids, but they tend to use them for selling off surplus energy. These sales
have even led to a modest increase in the communities’ incomes. The
majority of Israeli kibbutzim nowadays generate their own electricity.
Solar panels are combined with wind turbines of different shapes and
sizes. They provide the energy needed for the kibbutzim’s houses, air-
conditioning, irrigation systems and charging the electric vehicles.

The Lotan kibbutz was the first to combine its systems and energy infra-
structure with a micro smart grid, which allows the residents to bundle all
their energy and use it efficiently throughout the entire system. As the
costs of photovoltaic systems and wind turbines kept falling, Lotan quickly
became a net-provider of energy, which has led to considerable overall
savings and allowed the kibbutzim to pay off its initial investment in the
new energy system. Lotan still has an old diesel engine, in the case of
emergency or general energy shortages, but these have yet to occur.

12,100

square kilometers of
solar panels would
theoretically be enough
to supply the EU's entire
power (the Sahara is
9.6 milliom square
kilometers)
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It was the momentum of the Lotan eco-pioneers that motivated others to
increase their energy efficiency. Solar cooking, houses made of eco-
friendly materials and waterless toilets were only the beginning. In the
past, the 250 kibbutzim in Israel tended to use a lot of water and energy
and dumped or burned their trash in the desert. The success of the eco-
mavericks from Lotan changed all this. Their success story inspired others
and, for most communities, building their own energy supply and
increasing their self-sufficiency have become integral parts of everyday
communal life. It was the self-sufficiency aspect — more than the sustain-
ability factor — that attracted most communities.

Independence, self-sufficiency and decentralized systems are popular
issues among voters in a small and resource-poor country such as Israel.
The national government eventually recognized this, too, after it had
initially viewed the new small grid structures with suspicion. The govern-
ment then started a long-term funding initiative and subsidies program

to develop independent intelligent energy grids. No single kibbutz alone
would have been able to handle the cost of investing in smart systems
that balance energy demand on a local and regional level, as well as in
energy storage solutions.

The state has learned to appreciate its citizens’ resourcefulness and vol-
unteering spirit—which contributed to establishing a decentralized ener-
gy policy, as well as playing a significant part in the détente with its Mid-
dle-Eastern neighbors. Most of the other Middle-Eastern countries had to
refocus their energy policies and supply solutions, too. Learning from
their Israeli counterparts helped at least in part to overcome historical
grievances and paved the way for even more far-reaching cooperation.

Several countries in the region are now thinking about interlinking their
smart grids across borders — something that would have been unthink-
able just 20 years earlier. Now such transnational plans appear feasible, in
part because they would not endanger the self-sufficiency of any given
participant. Even if a community or state were to opt out of the transna-
tional smart grid, there would be no major complications. But all partici-
pants would gain from joining because they can only achieve the most
effective grid, and thus the lowest energy price available, if they can use
the cheapest and most readily available source of energy in a wider area.

Scenario 3

Seamless access — The limitless concert ticket

Mike is an American teenager who lives in the small town of Eureka,
northern California. Like many in his age group, he enjoys going to
concerts. He loves the vibrant concert atmosphere and sharing the
experience with his peers. Now, in September 2035, Mike is particularly
looking forward to seeing his favorite band play in San Francisco.

In the past, Mike would have ordered the ticket online on the event orga-
nizer's website. But in 2035, there are other ways of doing things. Mike
finds out about the upcoming concert on the social media platform
Connection (a Facebook successor), where he immediately gets in touch
with other fans from the region, who are also planning to attend the con-
cert. He buys the ticket with just one click, since Connection is partnered
with almost every US event organizer and ticket reseller.

As soon as Mike buys the ticket, Connection automatically shows him
his options for getting to the concert venue and back. And, as other

Several countries in
the Middle East are
now thinking about
interlinking their
smart grids

3.8 billion

mobile internet users
by 2020, compared with

2.2 billionin 2014
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Hardly anyone in Mike's
age group has his or her
own car; the costs are
just too high

1 billion

cars were on the world's
roadsin 2010

While the van is parked,
the car batteries are
used to help balance
the local grid
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music-lovers buy their tickets, Connection immediately registers their
locations and adjusts the travel offers accordingly.

Hardly anyone in Mike's age group has his or her own car. The costs of
maintenance and power are just too high. And in any case, most of the
Californian highways are closed to cars with just one passenger, because
of previous problems with traffic jams and congestion.

Connection establishes a link between Mike and three other fans in the
Eureka area who are also going to the concert, and it suggests a rental car
as the cheapest option for them to get there. As more fans in the same
area buy tickets on Connection, the system automatically upgrades the
rental car to a minivan that can accommodate them all. Of course, all
rental cars are electric vehicles, since the California Zero-Emissions Act
of 2025 does not allow any other kind.

The car that Mike and his fellow passenger take to the concert is a driver-
less one, so none of them needs a driving license and they can all spend
the journey getting to know each other. The state of California promotes
autonomous vehicles, not least because they allow commuters to use
the time spent in traffic productively. The rate of accidents has also gone
down as autonomous cars have become more widespread — since no
human driver operates the vehicle, alcohol levels no longer play a role.

Once Mike and his new friends arrive in San Francisco, Connection orga-
nizes parking and recharging facilities for their minivan close to the con-
cert venue. Parking in San Francisco has become extremely expensive,
but Connection has found some savings options: while the van is parked,
the local electricity provider uses the car batteries to help balance the
fluctuating levels of wind and solar power in the local grid. Mike and the
group receive a small return, which reduces the car rental bill.

Connection has informed the electricity provider of the time when the
concert ends and when the vehicle should be fully charged again. Since
California has switched almost entirely to the use of renewable energy,
the batteries of electric cars provide a valuable service in balancing
the system.

Another, even cheaper option for Mike and the others would have been if
Connection had found another group to use the car while the concert is
on. The car would have driven itself empty to its next appointment and

Connection would automatically have booked a car to collect Mike and
the others after the concert. On this occasion, this did not work out.

Several days after the concert, Connection sends Mike and the others a
bill for the tickets, drinks, the rental car, parking and electricity. Connec-
tion stores all this data for the next concert visit. Mike knows that this
ubiquitous data collection and analysis can pose a risk to his privacy. But
when he looks on the Connection page with all the photos from the
concert and his new friends, his doubts are dispersed. And Connection
is already recommending the next concert, including transport and
suitable people to go with.
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BOX 8

How we
produce things
in 2050

by Michael Bruch

In 2015, we sensed that technology was changing our lives profoundly. Today,
in 2050, the change has gone beyond what most of us could have imagined
back then.

Tiny sensors and communication elements are embedded in all kinds of
things. Manufacturing processes and supply chains run themselves. Prod-
ucts act to avoid being damaged. Computerized cars drive themselves and
communicate with each other. They are much safer than in the past, since
90 per cent of car accidents used to be caused by human error.

Innovation has also transformed the way in which we produce things. Radio
frequency identification and sensors allow machines and products to
observe their physical surroundings. The resulting data helps businesses
track and locate products within their supply chains.

The need for human intervention in production has been greatly reduced,
not only through simple automation but also through robots that manage
entire manufacturing processes, materials that heal themselves and 3D
printers that produce spare parts on demand. Inventories check themselves
and products diagnose their own faults. Machines are linked together in net-
works, which makes manufacturing faster, more energy efficient and cheap-
er. 3D printing provides customized products at high speed and low costs.

Our world has become simpler, safer, more convenient and more accurate.
Industrial companies know much better what risks they face and what the
costs of accidents and failures would be.

Digitalization, however, has also created new risks to product safety. As
3D printing is both a manufacturing and a digital technology, files can be
counterfeited and copied illegally, which increases the risk of pirated and
defective products.




In the past, companies would buy insurance against the losses caused
by hard-to-predict events — for example, the failure of a piece of machinery,
a fire in the factory, a fault in their products or disruption to their supply
chain. Today, wireless sensors in factories monitor and control every step of
the production process. They inform managers immediately if a part of
machinery needs to be replaced. If the supply chain is interrupted, sensors
instantly detect this and propose solutions in order to keep damages to a
minimum. Burst water mains, fires or serious road traffic accidents are now
exceptional events.

Big interruptions to business are much more rare. When such events do
occur, however, the damages are much greater because systems are now
often fully automated, tightly run and universally connected.

In this world of smart things, insurance companies have become active part-
ners. In industry, their main function is no longer to provide financial services

but offer innovative solutions for detecting and managing risk. If a business
suffers a disruption, the insurer not only pays out the claim but swiftly and
automatically coordinates all necessary steps, such as tidying up, starting
repairs and ordering replacement parts.

The data from each incurred loss feed directly into a predictive modeling sys-
tem — developed jointly by industrial managers, IT experts and insurance
companies. The system produces customized data of the biggest risks for
each company and how they can be prevented in the most cost-effective
way. Managers use their digital risk assistants to learn how frequent and how
costly specific risks are, how best to prevent them and how to insure against
them. As soon as the manager has chosen a risk-management solution, the
insurer implements it.

The momentous changes in the world of things have greatly benefited
society. Factories are quieter, cleaner and leaner. They can even be built in
densely populated areas, which reduces the need for long transport routes
and commutes. Modern supply chains run themselves in a way that increases
resilience. Companies no longer churn out things in the hope that people will
buy them, butinstead very often customize products to the specificdemands
of individual customers. Although data privacy is still an issue in this world of
smart production, there is a lot less waste.

Michael Bruch is Head of Research & Development, Risk Consulting at
Allianz Clobal Corporate & Specialty SE
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CHAPTER 10

World on the move:
The future of migration

by lan Goldin

Very few of us would be where we are today if we, our parents, our
grandparents or great grandparents had not migrated to the countries in
which we now live. But while we proudly reflect on how such moves
have shaped our lives and our families, we tend to neglect the implica-
tions for our economies and societies, for our own future and that of
generations to come.

Intense arguments are raging in European and other nations regarding
migration. Much heat and smoke has been generated, but this has been
at the cost of clarity and evidence-based analysis. Our current policies will
shape future outcomes, so it is vital to think longer term.

Migration is a complex subject. We cannot even agree on how we define
migrants. Typically we mean people who live in a country other than that
of their birth, but there is no agreement as to whether this includes
students or temporary visitors. How such definitions will evolve is a
source of uncertainty for the study of migration, as is the question of how
borders might change. In September 2014, Scotland voted by a narrow
margin to remain part of the UK. If it had voted for independence, the
hundreds of thousands of Scots who live in England would suddenly have
been classified as migrants.

History shows that change dislodges people and compels them to search
for a better life away from their original homes. In 2013, some 230 million
people were living outside their home country — which is more than the
combined populations of Germany, France and Great Britain. Since 1990,
the number of international migrants has grown by 50 per cent. This
growth trend will be amplified over the first half of the 21st century,
as the forces of globalization continue to swell the ranks of those who

Some 230 million people
were living outside their
home country —more
than the combined
populations of Germany,
France and Great Britain
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People in richer
societies may look
forward to higher
levels of migration
with trepidation

50 million

refugees worldwide
in 2014
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move for economic and social reasons. By 2030, there could be 300 million
migrants worldwide (see also figure 10.1).

For millions of people, these growing movements will bring unprece-
dented opportunities. Others, however, especially those in richer socie-
ties that already have a large share of newcomers, may look forward to
higher levels of migration with trepidation (see also figure 10.3).

To get an indication of how migration will develop, we need to under-
stand the forces that drive people to pack up and re-start their lives
somewhere else. Understanding the forces behind migration is also
important in predicting its consequences, both for the societies from
which the migrants come and for their new host countries.

Population growth in the developing world will increase migration flows,
as a growing number of working-age people look for opportunities
abroad. The reverse is true for developed countries. Here, collapsing birth
rates and population aging will increase the demand for workers from
abroad (see chapter 12). But supply and demand factors only explain a part
of migration. Other relevant factors include historical migration patterns
(people prefer to move to places where they find existing communities
from their home countries), policies in the sending and receiving coun-
tries and wage gaps between countries. It is usually a combination of
factors that explain migration, not any one factor.

In addition, wars, natural disasters and other threats propel people to
move. These refugees tend to be the most desperate of the migrants,
incurring extraordinary hardships and even death, as we have seen with
refugees escaping Syria, Irag, Afghanistan and Libya who have tragically
drowned in the Mediterranean. Climate change and the associated threat
to livelihoods posed by ocean rises, flooding and droughts could well
further encourage people to migrate.

The link between globalization and migration

Globalization will continue to facilitate the growth of migration in the
future. The process will not be smooth. Globalization — the erosion of
economic, financial and informational barriers since the second World
War —has resulted in a sharp increase in international travel and commu-
nication, which has made it easier for people to move. As the economies
of the world become even more integrated, rising numbers of workers
and students will move, while travel and tourism will continue to grow.!

Nevertheless, countries will not respond in a uniform way. The EU, for
example, has created an area of free movement between its member
states (and some neighboring countries). Other countries, however, have
raised barriers to migration.

One reason why there is so much uncertainty over how countries will deal
with growing people movements is that there are no global rules for
migration. The growth of financial and trade flows is facilitated by inter-
national organizations such as the International Monetary Fund and the
World Trade Organization. By contrast, no global body exists to facilitate,
and set a legal framework for, the movement of people. Migration thus
remains the orphan of international liberalization efforts. For the move-
ment of people, borders are becoming more, not less significant.

As a leading scholar has asked, “If everything else is globalized, why not
labor?"? The answer is that countries still see migration as a sovereign
prerogative: they insist on determining their own rules. Powerful countries

If everything else
is globalized, why
not labor?
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Figure 10.1 Developements in mirgration
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have rejected global rules designed to facilitate migration. This is partly
because citizens of richer countries do not suffer as many restrictions on
movement as those of poorer countries.

While crossing national borders may be getting more onerous — partic-
ularly due to the growing use of shared databases among border agen-
cies, secure travel documents, retina scans and other new technologies —
in other respects migration will continue to become easier. Globalization
means falling international transport costs and a multiplication of cheap
flights and international airports. The Internet allows people to access
information on other places more easily, stay in contact with family and
friends and draw and remit money. Individuals have more opportunity to
learn about foreign cultures and customs and connect with networks of
their own kin abroad.

As migrant populations grow around the world, other would-be migrants
will often find existing communities of their own people in other coun-
tries. That means that the risk of identity loss associated with migration
is much reduced. In their search for opportunity and security, migrants
are more likely to move to countries that have geographic and social ties
to their home countries and with which they have already had some sort
of contact.

Figure 10.2 GDP per capita
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These factors, together with the growing supply and demand for
migrants, leads us to believe that migration will continue to grow —
political obstacles notwithstanding. The greater barriers at official bor-
ders, however, will also lead to a continuous rise in the number of undoc-
umented migrants, as well as the risks endured by refugees and others
who are forced to move.

What drives the supply of migrants?

There are several factors — often complex and interrelated — that encour-
age people to make the sacrifices associated with migration. They need
careful consideration. Stories in the media about “floods” of migrants
fleeing poverty by moving to richer countries only serve to confuse us. So
let us look in more detail at the factors that drive the supply of migrants.

| Income differences

The prospect of higher earnings elsewhere can make people move —
but other factors are typically more important. In the 19th century, for
example, millions of people moved from Europe to the New World. Wage
differentials at the time were actually rather small —around 4:1 between
the US and Italy in 1870. But employment opportunities, the promise of a
better life and escape from European famines, wars and other threats led
to mass migrations.
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It is often the poorest people that are unable to leave, while those who
have already escaped poverty have the means to pay for their voyage and
other costs associated with migration. So there is no simple link between
income differences and migration.

Income differences between countries, however, are at historic highs
(see figure 10.2). Even the most conservative estimates put the welfare
gain of an average worker from a developing country migrating to the US
at $10,000 a year — that is double the average GDP per capita of the
developing world. Therefore, “it is at least plausible that the existing
wage differences indicate potential forces for substantially larger labor
movements than those currently observed”.?

Much will depend on the overall situation in the home country of the
migrants. If people in poor countries see that their lives are improving
and theirincomes are rising faster than those in rich countries, then they
may feel that the costs of uprooting themselves are not justified by the
monetary benefits. On the other hand, a combination of large and rising
wage differentials and declining security or employment prospects is
likely to encourage people to emigrate.

Historically, developing countries have gone through a migration “life
cycle” emigration first increases as growing incomes enable people to
move, but then the incentives to leave get weaker as wages continue to
rise. Following this logic, as sub-Saharan economies grow over the next
50 years, emigration from that region is likely to increase while emigra-
tion rates from Latin America and East Asia, where incomes are higher,
will likely fall.

In poorer countries, not only rising income levels but also the associated
effects of urbanization, better education and demographic change will
further increase the supply of migrants. Once countries move from low
to middle income levels, better job opportunities and falling birth rates
decrease population and employment pressures and may well lead to
labor shortages. In China, this may already be coming to pass, as the
economically active workforce is declining sharply, which is putting
upward pressure on wages.

Il urbanization

For the first time ever, more than half of mankind lives in cities. The flow
of people into urban areas will continue, especially in rapidly growing
emerging markets. By 2050, half of the world's urban population will be
in Asia.

Rural-urban and cross-border migration tend to be mutually reinforcing,
since urban areas are the primary source of international migrants.
Labor shortages in urban areas and higher salaries entice rural workers
to move to cities. Once there, their incomes improve, which makes them
candidates for cross-border migration.

Urbanization would lead to more emigration even if the move from
country to town did not put people into a higher income bracket. Urban
populations are more likely to migrate simply because they are typically
younger and more willing to take risks, have higher expectations in life,
are more plugged into all sorts of networks and are more likely to have
received education. They also have access to better information and
transport. Finally, inequality raises the pressure to migrate, and urban-
ization leads to greater awareness of inequality and hence contributes to
the propensity to search for opportunities elsewhere.

Rural-urban and cross-
border migration tend to
be mutually reinforcing
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Figure 10.3 Stock of migrants
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]| Rising education levels

Education and migration are closely linked. Young people leave rural
areas either to seek an education or use their existing skills in jobs that
do not exist in the countryside.* A similar logic applies to international
migration. Better educated people tend to have higher expectations and
they find it easier to get work visas that are often restricted to skilled
workers. The prospect of being able to go abroad, in turn, creates an
additional incentive for people to acquire skills, so the demand for higher
education rises.’

Students themselves make up a growing share of global migration. Over
four million students studied abroad in 2012 and the number is growing
rapidly.5 This trend reflects not only the dearth of high-quality universi-
ties in developing countries, but also the lure of more internationally
recognized qualifications and the ensuing potential for better job oppor-
tunities at home or abroad. Moreover, the increasing standardization of
content and qualifications further encourages the migration of students.’
So do the growing number of “branch campuses” that prestigious
universities are setting up in developing countries, as well as distance-
learning programs, often delivered over the Internet (see also box 9). The
education revolution will leave students better prepared to move due to
increased social mobility and recognition of skills.2

IV The size of the workforce

As poorer countries develop economically, people tend to live longer and
have fewer children. In part, a family’s decision about how many children
to have depends on how long they can be expected to live. More impor-
tant, however, are other factors associated with economic development,
including that women increasingly get educated, move to cities and work
outside the home.

In the early stages of economic development, mortality rates usually fall
before birth rates do (declines in fertility tend to lag 10 to 20 years behind
increases in life expectancy). This means that the population initially gets
bigger. It takes many decades before this bulk of young workers reaches
retirement, so development is associated with a rapidly growing work-
force. This demographic transition usually affects cities first, where faster
economic development and the delivery of social services allow people
to live longer than in the rest of the country.

China, however, is a special case. Although China’s average income levels
are still low, the number of workers relative to dependents (old-age
pensioners and children) is declining. This is exceptional for this stage
of development, and is due to the one-child policy having been enforced
for35years.

Countries that are in this first phase of demographic transition (where
mortality rates fall but birth rates remain high) typically also experience
high emigration rates, since for many young people emigration might be
the only option to enter gainful employment. Once birth rates also fall
and populations grow more slowly, emigration decreases.

V Climate change and environmental stress

The impact of climate change is becoming more tangible (see box 5) and
this, too, will have an impact on the global movement of people. Damage
to livelihoods resulting from floods, droughts, storms, excessive fluctu-
ations in heat or cold and other weather factors will play a larger role in
migratory patterns.’

The impact will be most severe in developing countries. The damage in
those countries will be particularly acute as the citizens and governments
of poor countries do not have the resources to respond to such stresses.

In the early stages of
economic development,
the population initially
gets bigger

—75 million

change in the working-
age populationin the
world's more developed
regions until 2050

+1.3 billion

change in the working-
age population in the
world's less developed
regions until 2050
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A deteriorating environment —and the resulting shortages of farm prod-
ucts, fish stocks, water and other resources — can add to the pressures
that encourage people to migrate. But the actual impact that environ-
mental change will have on migration will likely be determined by local
conditions and political responses.®

One critical factor is how big the environmental changes are and whether
they are temporary or permanent. Sudden environmental crises, such as
hurricanes and short-term flooding, rarely affect international migration
or result in long-term displacement, as people usually return to their
homes after the threat has passed. A similar effect can be seen with slow-
paced environmental changes that affect livelihoods: if their local condi-
tions deteriorate, people generally prefer to move to towns or villages
within their current borders rather than go abroad.

This tendency may shift in the future. Climate change exacerbates con-
flicts over land and resources; such conflicts, in turn, create more political
refugees. This has already happened in Sudan, where an ecological crisis
has added to political and military tensions, leading to hundreds of
thousands of refugees and over a million internally displaced people.
Also, countries that face a direct existential threat from climate change,
such as the Maldives (where 80 per cent of land is less than a meter above
sea level) will almost certainly see a rise in emigration as sea levels rise
and destroy existing land.

Whether environmental changes lead to migration depends crucially on
the degree to which the affected country or region is prepared and how it
responds. “A tropical typhoon, for example, (only) becomes a disaster if
there is no early-warning system, the houses are poorly built and people
are unaware of what to do in the event of a storm”."!

The importance of the capacity to respond was clearly illustrated by trop-
ical cyclone Gorky and hurricane Andrew in the early 1990s. Even though
hurricane Andrew was stronger, it killed only 65 people in the US; Cyclone
Gorky was weaker but killed 138,000 and left 10 million homeless in Ban-
gladesh. A similar contrast in the impact of natural disasters is evident
when comparing Haiti and the Dominican Republic which share the same
island; floods and hurricanes affect both parts of the island similarly, but
as Haiti is far less prepared, the impact on its citizens is inevitably much
more severe, and the number of migrants from Haiti much greater.

Itis difficult to make projections for environmental migration because so
much depends on how national and international institutions handle
environmental change. Moreover, environmental migrants are not gen-
erally a different class of migrants. Changes in the natural environment
are only one of many factors that shape the decision to move somewhere
else. As the impacts of climate change get more severe, these pressures
will get stronger, adding further to our view that we should anticipate
higher levels of migration, especially from poor places that are under
high levels of environmental stress.

Where does the demand for migrants come from?

The main factor that determines demand for migrants is employment
opportunities. “If jobs are available, people come. ... If jobs are not avail-
able, people don't come”'? This principle was, for example, illustrated
by the fact that both the US and UK saw steep declines in migrants in
the immediate aftermath of the 2007/08 financial crisis, when unem-
ployment in both economies rose. However, there are also other, longer-
term factors at work.

| Population decline and aging

People have been living increasingly longer as healthcare has improved
around the world (see also chapter 7). Meanwhile, birth rates have fallen
as countries have been getting richer. In almost all developed countries,
fertility rates are now below the replacement level rate of 2.1 (the aver-
age number of children per women required to sustain the size of a
population).

The sharp decline in fertility, coupled with rising life expectancy among
the baby-boomer generation, is leading to a increasing share of the pop-
ulation above the age of 65. The rising dependency ratios (the proportion
of working to non-working-age citizens) will put considerable strains on
state budgets: spending on pensions, healthcare and social security will
go up while tax revenues will be squeezed as fewer people are in work
(see also chapter 8).

Current proposals to mitigate the effect of this demographic shift include
tax hikes, increasing the retirement age and encouraging more women
to work — all of which are important, but none of which is likely to be
popular or provide an adequate solution to the challenges posed by
structural demographic shifts.”3

If jobs are available,
people come; if jobs
are not available,
people don't come
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Many commentators and some international organizations are therefore
exploring how immigration could help mitigate the consequences of
aging labor forces. The European Commission, for example, sees part of
the solution in encouraging more economically active migrants “through
bilateral agreements and a partnership for mobility” with developing
countries." Such a replacement policy, though adding immigrants to
the local labor market, will not in itself solve the problem. An estimated
25 million workers would have to be admitted to the European continent
every year until 2050 to keep dependency ratios at their 1995 levels.'>
Such movements would dramatically affect the makeup of the countries
affected and are politically unimaginable.

Not only the advanced economies are seeing their dependency ratios rise.
Many developing countries are experiencing a similar transformation.
China, as mentioned, already has a shrinking workforce. East Asia and Latin
America, too, are likely to see a sharp decline in their economically active
populations (see chapter 12). Many of the emerging market countries will no
longer be suppliers of migrants but will instead start looking for foreigners
to fill vacancies in their own local labor markets. Demographic change will
therefore result in a growing competition for migrants worldwide.

Il National competitiveness and mobile skilled labor

On a global level, economic growth, together with demographic and
technological changes, will expand both the supply and demand for
labor. But within each country there will be growing imbalances, with an
excess either of demand for, or supply of, workers.' In the advanced
economies, we are already seeing shortages in knowledge-intensive
industries. In the future, there will be fierce competition for an increas-
ingly global group of highly talented people.

Already, the number of people gaining university degrees in developing
countries exceeds that in advanced economies. Nevertheless, for many
poorer countries, the emigration of their best and brightest (“brain drain”)
will continue to be anissue. For example, a large proportion of profession-
als from the small Caribbean island economies are leaving to work in the
US. Butin the future, we will also see more “brain circulation”, with gradu-
ates working in a number of countries over their careers and perhaps
returning home for periods of time — especially when political and eco-
nomic conditions there improve. As people live increasingly longer, yet
can expect fewer secure retirement benefits from any one job or country,
more and more of them will move several times during their lives.

A growing body of research shows a direct correlation between immi-
gration policies and the rate of innovation.” In the short term, knowledge-
intensive industries face potentially large losses when visa restrictions
prevent them from hiring skilled workers from abroad. In the US, for
example, the IT industry is estimated to have lost $4.5 billion a year in
the late 1990s because of visa restrictions.'® In the medium term, those
countries that maintain restrictive immigration policies will lose out to
those who allow themselves to benefit from the increased mobility
of human capital. Not only countries, but also cities and regions will be
competing for the best and brightest. For example, the US cities of
Cleveland and Philadelphia have already hosted campaigns to attract
high-skilled migrants.

In an increasingly competitive global environment, businesses will
encourage governments to adopt more open attitudes towards migra-
tion. A growing chorus of employers is calling for new measures to attract
high-skilled workers. Large businesses are also increasingly looking for
cross-cultural workers who are comfortable living and working in
multiple locations.

Many countries are now considering — or are already in the process of
implementing — immigration policies designed to attract high-skilled
workers. At the same time, however, the economic crisis has fueled a
backlash against globalization and a rise in nationalist tendencies. Across
Europe and in the US, political parties that promise to reverse immigra-
tion have been doing well at the polls. Such sentiments are understand-
able in the context of high unemployment, rising inequality and stagnant
living standards. On the other hand, demographic pressures and compa-
nies’ needs for workers, both skilled and unskilled, will push against the
populist tide.

Since restrictions on migrants will dampen economic growth and harm
innovation, | do not believe they are likely to be sustained. It may take
some time, but eventually the migration debate will be “overwhelmed by
the economic demand for more migration”.’®

I pemand for lower skilled labor

Some developed countries are already experiencing a shortage not only
of professionals but also of low-skilled labor, as their workforces shrink
while workers get better educated. Rising education levels leave people
with higher career expectations, so they are less willing to take on more

Visa restrictions cost
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basic jobs. Many economies already have a high number of job vacancies
despite high unemployment, as the skills of their workers do not match
those demanded by companies.

In some industries, robotics and automation can substitute for low-skilled
workers. But agriculture, care services (which will require more workers
as the population ages further), restaurant and cleaning services are
resistant to automation. Migration can help in some cases. For example,
almost half of the eastern European migrants who came to the UK after
their home countries had joined the EU in 2004 and 2007 took jobs in
the hospitality, trade and manufacturing sectors.?0

Unskilled workers do not assimilate as easily and their unemployment
rate is higher than for skilled workers. Many countries therefore have
restrictions on low-skilled migration. This, however, often encourages
illegal migration — for example in the US, where undocumented workers
are quietly accepted as a compromise between the demands of the
employers and the more restrictive official policy. This clandestine
environment places undocumented migrants at risk of exploitation and

w5105 | g Cand

also undermines their integration into society. Since they are undocu-
mented, they draw less on public resources, but they also pay no tax and
generally contribute less to their host economies than regular migrants.

Some countries try to resolve this dilemma by giving workers only tem-
porary work permits. But permanent immigration better allows migrants
to fully contribute to the economy and society. While current policies are
primarily designed to discourage low-skilled migration, this is likely to
change as labor shortages increase competition for both low-skilled and
high-skilled migrants.

The future of migration

In the future, people will move for the same reasons as in the past: they
will seek security, opportunity, peace and a better life. The integration of
markets and transport systems, improved information flows and other
networks are lowering the cost of migration, while the factors that influ-
ence the supply and demand for migrants remain as powerful as ever.
Migration controls, while remaining relevant, are likely to become more
selective and allow for increasingly large movements of people.

Many citizens are understandably concerned where all this is leading.
Our societies need to discuss the potential trade-offs that result from
migration, between future economic prosperity and losses in cultural
identity. If the experience of the world's most dynamic cities — such as
London, New York or Palo Alto — are a guide to the future, many may well
opt for the “diversity that higher rates of migration will produce in the
interests of a more dynamic and secure future”.?" Cities such as Toronto,
which are among the most diverse in the world, are consistently voted as
the best places to live.

Migration is an orphan of the international system: no UN body exists to
ensure that migrants have rights and that their interests are protected.
Simple agreements to cover data exchanges or allow the portability of
pensions would be an important first step. But the international gover-
nance of migration remains in its infancy and is unable to cope with
the increasingly transnational character of more and more people’s lives.
Other areas of globalization, such as trade and finance, have frameworks
forinternational exchange. This is urgently needed for migration as well.

Our ancestors were all migrants at some point; in the future, it is likely
that a growing number of our children and grandchildren will be, too.

Migration controls are
likely to become more
selective and allow
forincreasingly large
movements of people
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Our lives and our economies will increasingly depend on migration. It is
high time that we thought more about the consequences and prepared
ourselves fora future of not only more migrants, but also better-managed
migration. Thisis in the interest of our societies, our economies and of the
migrants themselves.
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private sector.2 By 2035, the question of whether education should be deliv-
ered by the public or the private sector will be seen as an irrelevant or even
counterproductive obsession.

Even today, parents from London to Lahore and Lagos care only about the
quality of the education their kids are receiving. Governments care (or
should care) only about whether children from all levels of society have
access to a good education. Who owns and runs a school — whether the
state, a private business, an NGO or any combination of these — will become
increasingly irrelevant.

Some of the old battle lines are blurring already. England, for example,
has rolled out a program of “academies”: schools run by charities, religious
groups or businesses that have a higher degree of independence than
the traditional state school. Teacher unions remain suspicious of this new
model, but all political parties now support it to varying degrees. Why?
Because it works.

Ofsted, the schools inspectorate, found that schools that opted to become
academies have improved more quickly than those that have remained
under the control of local authorities.

There is similar evidence from the US. Charter schools, which receive public
money but operate independently, have not become the plaything of rich
benefactors, as some have feared. They have been shown to deliver good
results with less public money than traditional state schools.

In many ways, the obsession with public versus private education is a West-
ern phenomenon. Emerging market countries are less concerned about it.
In India, for example, the government’s decision in 2007 to make primary
schooling compulsory triggered an explosion in the number of private
schools.2 Some of the most efficient now deliver education for as little as
$100 to $300 a year. In Ghana, low-cost private providers like Omega Schools
are challenging both state schools and more traditional private establish-
ments because they offer a decent education for only 40 pence a day.4
Innovations such as these are vital in achieving the huge increase in high-
quality schools that we will need over the next two decades.

Il we will learn useful things

Another massive shift in the education system of the future will be a growing
emphasis on employability. In the 20th century, many governments were
obsessed with pushing up the number of young people that go to university.
In the future, we will see education as a way of acquiring a good job, not
some kind of intellectual exercise.

How important this shift will be is illustrated by the current situation, in
which many countries have both cripplingly high youth unemployment and
companies that complain about not being able to find skilled workers. In
Europe, half of the youngsters who take academic courses say they would
have preferred a vocational one.®

In many countries, people still regard vocational education as inferior to
university degrees. But attitudes are changing. In Great Britain, for example,
the middle-class no longer look down at apprenticeships.® Faced with the
frequently exorbitant costs of higher education, many young people are
asking themselves how much they would really benefit from investing in a
university degree.

Germany is often seen as a model. Here, the traditional apprenticeship, which
combines on-the-job-training and formal schooling, guarantees most young
people a job straight after their education. German youth unemployment
rates are a fraction of what they are in most other European countries. Ger-
many has signed agreements with Spain, Greece and other countries to help
them improve their own vocational education systems.

Emerging market countries, especially in Africa, now recognize that they
need to train more nurses, engineers and electricians if they want to sustain
their economic development.

HI we will never stop learning

Learning will no longer stop at 15 or 25. A portion of the workers now reach-
ing retirement age have not had much formal training since they entered the
job market. In the future, staying ahead in the job market will become more
of a priority. The need for lifelong learning will be fueled by the breakneck
speed of technological change, increased global competition and working




lives that will last as long as six decades (see also chapter 12).

IV We will understand technology — not just use it

The growing focus on employability will also change the way in which
schools approach new technology. Today, schools teach children how to
use computers for word processing, creating presentations or compiling
spreadsheets —sufficient for many jobs, but employers also need people who
know how computers actually work. Computer science is starting to make a
comeback on many curricula — from Israel to New Zealand, Australia to
Denmark. In the next few decades, programming will take its place in the
curriculum alongside physics, maths and chemistry.

\' Going to school will mean something else

Technological changes will disrupt the traditional classroom. This sounds
obvious. But it's remarkable that, while innovation has transformed health-
care, entertainment, transport and just about every other sector, education
has remained impervious to change.

If a surgeon from 1915 walked into an operating theatre in 2015, he would be
befuddled by the all the new technology being used there. But if a teacher
from 100 years ago walked into a modern classroom, she would only notice
that the blackboard has been replaced by a whiteboard and that the pupils
are dressed more casually. Everything else — from the front-facing desks to
the way lessons are taught —would feel familiar to her.

Fast forward another two decades and things will look very different. First,
classrooms will have a different purpose. Much of the actual teaching of
material and absorption of information will not take place in schools. Pupils
will watch instructional videos at home and then meet their teachers in
school to work on specific tasks or problems.

Second, massive open online courses (Moocs) will open education up to mil-
lions and allow students of all ages to study at their own pace. Moocs are
online courses that thousands of students can take simultaneously without
having to go through a selection process beforehand. Moocs are already
spreading fast today, and future growth will be brisk.” Harvard, Yale and other
elite universities are already offering Moocs.

Moocs are transforming learning opportunities, especially for those people
who have traditionally lacked access to high quality education. In Africa, for
example, Internet use is expected to increase 20-fold in the next five years
alone, which could open up an entirely new education universe for the
children there.

Moocs will also disrupt the traditional model of educating children according
to their age, rather than their academic progress. Take the case of Khadijah
Niazi from Lahore, Pakistan, who completed online courses in artificial
intelligence and physics before she was 12 years old.

Yet it is important that we don't succumb to breathless tech-utopianism.
Much will change in education, but many of the key challenges will remain
the same. Too often teachers remain undertrained, underpaid and under-
valued. In China, teachers are highly respected, but most Western countries
do not value them highly.® Whether they are using chalk, a tablet computer
or not-yet-invented device of the future, it is the quality of teachers that
determines the quality of education. Only if we improve the status of teach-
ers — so that we can attract the best and brightest into this valuable profes-
sion — will we be able to unlock the potential of millions of young people.
That's one prediction that won't be proven wrong by 2035.
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On the way

to become the world's most
populous country

CHAPTER 11

View from a fast-growing nation:
What demographic change

means for India

by K.S. James and N. Kavitha

India today has over 1.2 billion people — almost as many as the entire
European Union, the US, Japan, Brazil and Russia combined. Two-thirds
of India’s population is below the age of 35, and almost 30 per cent are
kids under 15. Most Indians live in rural villages, and the average house-
hold still consists of five people. Poverty is still a major problem.

India is a highly diverse nation. Its 2,000 ethnic groups speak half a dozen
languages and practice various religions. India is so diverse that it resem-
bles a continent more than a nation state. With these features, India is in
many ways the opposite of the well-off, aging, individualized, urbanized
and still pretty homogenous (by Indian standards) European countries.

ButIndia is changing. By around 2030, India is projected to overtake China
to become the world’s most populous country. This is despite the fact
that, like in most emerging-market countries, India’s birthrate has been
falling rapidly in recent decades. Since India has long considered it a
challenge to feed, house and educate its fast-growing population, this
demographic transition is good news. The country’s economy should
benefit from a very large and stable working-age population.

Indian demographics, however, exhibit characteristics that are very
different not only from developed countries but also from other emerging
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Figure 11.1 India’s population growth is slowing sharply
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markets. India's policy makers will have to grapple with challenges such
as a general lack of skills and education, vast regional diversity, traditional
marriage and family patterns, and a persistent “overhang” in the number
of men compared with women.

In this chapter, we will describe the trends and patterns of India’s
changing demographics as well as illustrating future scenarios. We will
briefly discuss the effect of such changes on the economy and society,
and conclude by looking at the challenges that the country faces as a
result of its changing population.

Population growth is slowing

Even though India’s birthrate has declined rapidly in recent decades,
the population will continue to grow for the best part of this century.
According to UN projections, India will overtake China and become the
most populous country in the world by 2025-2030.

During the early years of the 20th century, India’s population grew very
slowly. Although women had many children, death rates were also very
high — particularly because of recurring famines and epidemics such
as the plague, influenza and cholera." The result was a wide variation
in population growth rates in the early part of the last century. In the
decade between 1911 and 1927, the population actually shrank due to the

Figure 11.2 India will have a large and stable working-age population
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influenza epidemic of 1918, but then it steadied and started to increase
again. The momentum of growth picked up and reached nearly 2 per cent
ayear by the 1960s, and even more in the 1970s and 1980s. Two per cent
ayear might not sound like a lot, but it adds up to growth of a quarter over
adecade. Asaresult, India’s population exploded from around 400 million
at the beginning of the 1960s to more than 1.2 billion today.

This trend is now reversing. Since around the year 2000, the population
growth rate has fallen sharply. This decline will remain steep during the
first half of this century (see figure 11.1). By 2050, India’s population should
be stable. But by then, almost one in five people on the planet will be
living in India.

Not only the size but also the age composition of India’s population will
change drastically during this period (see figure 11.2). Adults of working
age will make up 60 to 70 per cent of the population. The share of children
will spiral down. The number of elderly people will grow significantly
during the entire period, especially after 2025. All these changes will
undoubtedly create ripples in both in the economy and society.

Women are having fewer children
More than any other factor, changes in fertility patterns in recent years
have impacted on India's population trends. Until around 1950, the
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Figure 11.3 Fertility is higher in the north and lower in cities
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average Indian woman had six children?, and this did not change signifi-
cantly even after the introduction of family planning programs in 1952. It
was only in the 1980s that Indian women started to have fewer babies.
This decline in fertility has accelerated since the 1990s.3 According to the
latest reliable data, the number of children per women stood at 2.4 in
2012 and, if current trends continue, India will most likely achieve the
“replacement level” of 2.1 children per woman within this very decade.
(The replacement level is the number of children people need to have in
order to replace themselves and keep their society stable in numbers.)

Although fertility rates have declined in all parts of the country, the
overall trend masks considerable regional differences. Not only is there a
split between urban and rural areas — as you would expect, given the
disparate development of cities compared with the countryside — but
there are also big differences between the southern and northern parts
of the country.

In cities, where almost a third of Indians now live, the fertility rate has
already dropped below replacement level (it was down to 1.8 in 2012).
All the southern states also have low birthrates (below 2), while in the six
northern states, fertility rates are still above 2.5 children per woman.
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Since most Indians live in the north, where population growth is declining
the fastest, India’s overall birthrates are set to come down rapidly in the
near future.

This prospect has led to considerable optimism. In the past, Indians
have perennially worried about overpopulation. India’s policy makers,
academics and even the general public have for decades considered
rapid population growth to be the main reason for poverty and unem-
ployment.

The UN projects that India’s fertility rate will ultimately stay within a “safe”
range of 1.8 to 2.1, which would mean that India's population would
remain stable. Europe’s history, however, shows us that once birthrates
start to fall, they often continue to do so— to far below replacement levels.

Many European countries saw their fertility rates plunge between the
mid-1960s to the mid-1980s* — with all the associated economic
and social challenges (see also chapter 8). Such a collapse in birthrates is no
longer an exclusively European phenomenon; they have been dropping
in an increasing number of areas.> Some countries are now subject
to what demographers call “lowest low fertility"®, by which they mean
1.3 children or fewer per woman. Many cities in India have already seen
rates drop to below 1.8 in recent years, and in the cities of West Bengal
to as little as 1.2 (see figure 11.3). Such developments could indicate
that India’s birthrate will plunge far below replacement level in the future.
India would then struggle with an aging and shrinking society before it
has had a chance to prosper.

What makes India special

Falling birthrates have been the subject of a fierce debate in our country.
Conventional theories of why women have fewer children do not seem to
apply.” In the developed world, improving living standards, changing
family patterns and the growing share of women joining the labor force
were behind the drop in fertility. These factors, however, never appeared
to be a plausible explanation for India — not even in those states where
fertility rates have dropped below replacement levels.

Birthrates tend to drop as a society gets more affluent, partly because
families assume they need fewer children to toil the fields and look after
their aging parents. But in India, fertility has fallen much faster than the
improvement in living standards would suggest. Most Indians are still

poor, with over 60 per cent living on less than $2 a day (at purchasing
power parity) in 2010.

In most places, as more and more women go out to work, they tend to
have fewer children. But in India, the birthrate dropped although most
women were still not part of the formal work force. Less than a third of
working-age women participate in the labor market in India, compared
with almost two-thirds in China, for example.

In western European and East Asian countries, birthrates fell as increasing
numbers of people married late or not at all. But the trend to get married
later in life has not come to India. By the time they reach their early 30s,
more than 98 per cent of women in India are married, compared with
only 65 per cent in Japan, for instance. Although Indian women are also
marrying somewhat later than before, their average age at marriage is
still only 22, and 15 per cent get married before they are 20. Marriages are
also more stable in India than elsewhere, with divorce rates that are only a
tiny fraction of those seen in the US, Japan and Europe.

Another factor we looked at in India was female education, because there
is a noticeable difference in birthrates between states where more girls
go to school and those where many of them remain illiterate. But even
this link does not hold everywhere. The first state where birthrates
dropped was Kerala in the south. Here, female literacy played an impor-
tantrole. In the late 1980s and 1990s, however, two other southern states
(Tamil Nadu and Andhra Pradesh) recorded a rapid decline in fertility but
without any significant progress in girls’ education.?

Since neither an improvement in living standards nor changing family
patterns nor education offer a sufficient explanation for the develop-
ments in Indian birthrates, there must be another factor at work. It seems
that differences in birthrates are due to differences in the use of birth
controls. Arguably, the implementation of family planning programs has
been less effective in the north of India, where contraception is less
widely available than in the south.? Not only family planning initiatives
but also general health-care systems are less efficient in the north than
in the south.

Successive Indian governments have made determined efforts to con-
trol the birthrate since independence, particularly since the 1970s. The
programs have had mixed success, with too much emphasis on rigid —
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at times coercive — targets, and not enough education, options and
choice. The authorities used to set unrealistic targets for the number of
sterilizations that health workers were supposed to perform in their area.
Health workers sometimes resorted to forced sterilizations to achieve
their targets.

On the whole, this approach worked badly. Despite India’s growing focus
on family planning, birthrates remained high, and the population kept
growing at more than 2 per cent a year, even in the early 1990s. India
therefore announced a new National Population Policy in 2000. This
affirmed that families should be able to make a voluntary and informed
choice about their offspring. It made reproductive health services more
widely available and moved away from its previous targets, instead
setting more realistic goals for the short, medium and long term —
particularly to achieve the replacement level of 2.1 children per woman
by 2010 (although it did not meet that goal either).

In its family planning efforts, India has primarily relied on non-reversible
methods of contraception, namely the sterilization of women. This prac-
tice has attracted much criticism and concern. Under the National
Population Policy of 2000, the government sought to promote other
methods of contraception, but without much success to date. Steriliza-
tion of women still accounts for up to 90 per cent of the birth control
methods put in to practice. One result of this is that Indian women tend to
have their children very young and without much of a break in between,
which can have severe health consequences.

Since government policies have been so important in shaping India's
demographic transition, it has been different from that in other parts of
the world. But this targeted intervention has not been free of problems.
Pushing down the birthrate without also achieving commensurate social
and economic progress will have serious repercussions for the future of
India's economy.

Improving the chances of infant survival

India’s life expectancy has improved slowly but steadily, particularly in the
second half of the last century. In 1950, the average Indian could expect
to live only 36 years. By 2010, that had risen to 65 years.'? Life expectancy
in India is expected to rise to 70 years by 2025 and 74 years by 2050.

However, India has had much less success in bringing down its very high
infant mortality rates — despite various government programs aimed at
improving the chances of survival for newborns. Although the infant
mortality rate has declined from a very high 300 per 1,000 live births
around 1950 to 42 in 2012, this is still 10 times higher than in the EU.

It is worrying that infant mortality has stayed so high even though the
fertility rate has declined. In most other countries, these two develop-
ments have gone hand in hand, as women typically have fewer babies as
the survival rate of their existing children improves. Many people have
been critical of a public health system that focuses too much on family
planning at the expense of healthcare for mothers and babies.
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In 2005, the government launched a major initiative (called the National
Rural Health Mission) to allow more women to deliver their babies in
hospitals, thereby reducing infant mortality. And in fact, the share of
births taking place in hospitals more than doubled between 2005 and
2012, to almost three-quarters. Since the introduction of the new policy,
the decline in infant mortality has accelerated'" — without any under-
lying improvements in socio-economic conditions or public health. This
indicates that not only birth but also infant mortality rates are a function
of government policy in India.

The difference between men and women

Nevertheless, there have always been big differences in mortality and life
expectancy between men and women in India, with women historically
the worse off. In the past, this was one of the main reasons why India
has always had an “overhang” in the number of men compared with
women.'2 In the 1950s, a woman's average life expectancy was at least
two years less than a man'’s. But subsequently the mortality rate fell faster
for women than for men, with the result that women now live on aver-
age three years longer than men. It would be reasonable to expect the
preponderance of men in society to disappear if women have the same
mortality rates and higher life expectancy than men.

But it hasn't. On the contrary, the imbalance between men and women
has worsened, particularly among the younger ages. In 1961, there were
961 girls for every 1,000 boys below six years of age. By 1991, there were
only 945 girls for every 1,000 boys, and in 2011, this went down to 914.

Factors other than demographic trends must be responsible for this
growing imbalance. The most likely reason is the widespread practice of
gender-selective abortions. Many Indian families have a high preference
for sons, as they fear the burden of having to marry off their daughters —
which, in the Indian system, requires a dowry. Moreover, only sons can
performs the last rites for parents.

The government has tried to stop the practice of gender selection, for
example by banning scans in 2001 that reveal to would-be parents the
gender of their child. But it appears that these measures have not had
much success. India’s excess of men over women will have great societal
implications in the future. The skewed gender ratio leaves many men
struggling to find women of marriageable age. As a result, men often
marry women far younger than they are. There is also evidence that, in
areas with a particularly pronounced excess of men over women in the
population, violence against women has increased.

The consequences of demographic change

Indians have always been worried that an overly fast-growing population
would stunt their economic development. Now that population growth
rates are rapidly declining and the fertility rate is approaching replace-
ment level, Indians are more optimistic that demographics will work in
their country’s favor — as was the case in other East Asian countries.'®
Since the vast majority of its population will be of working age for decades
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to come, India should have a natural advantage over many other
countries that have to make do with a shrinking workforce.

Nevertheless, the nature of India's demographic transition also creates
economic disadvantages. Demographic changes were not preceded by
sufficient progress in education, particularly for girls. More than one-third
of women in India cannot read and write, and even many women who
are literate have very basic education levels.

Therefore, although India has plenty of workers, they are often badly
educated or not at all. This will stay true for generations to come. Over
a third of India’s working-age population is is neither working nor study-
ing — and hence will be completely unprepared for employment in the
21st century.'* And, as explained earlier, most women in India are still not
part of the official labor market — despite the fact that they have fewer
and fewer babies, which means they spend much less time on bearing
and rearing their children.’

All these indicators imply that, unless India addresses its deficit in skilled
men and women as a priority, its favorable demographics will not trans-
late into economic gain, as similar developments have done in other
parts of the world.

India may also remain unique by virtue of the fact that demographic
change has not been accompanied by widespread changes in marriage
patterns and family structure. In India, family traditions and rules remain
strong. Arranged marriages within the tightly defined limits of caste and
religious groups are still the norm. The system of arranged and stable
marriages is unlikely to change any time soon, rooted as it is in India’s
caste and religious systems.

Demographic changes are shaping India’s society, and government
policy has been instrumental in this. Fears that population growth would
limit economic progress have given way to optimism about economic
opportunity. Parents with fewer children put more emphasis on educat-
ing their offspring. Therefore the future now looks brighter than it did
a few decades ago, when larger families had lesser means to invest in
their children’s future.

If demographic opportunities are now backed by government efforts to
improve education and skills, particularly for girls and women, then India

will become a country to be reckoned with in the coming decades. But
we must also urgently deal with the perils lurking in our demographic
development—in particular, the excess of men over women in the popu-
lation, the use of female sterilization and the slow change in marriage age.
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CHAPTER 12

How will the private
sector deal with
demographic change?

by Michaela Grimm

Demographic trends are gradually changing the business environment
for companies, on the national, regional and global level. In the course of
declining fertility, on the one hand, and increasing life expectancy, on
the other, the number of people over 65 is projected to triple by 2050
to reach 1.5 billion. At the same time, the number of younger people
between 15 and 24 years will level off at around 1.3 billion.! These devel-
opments will result in major shifts in the age structure of societies.

Discussions about aging have thus far been focused on how it will strain
social security systems. Many countries have adopted a broad range of
reforms in order to ease the financial burden on future generations and
make pension systems more sustainable (see chapter 8). Governments
have reduced the benefit ratios of tax or contribution-funded (pay-as-
you-go) public pension systems, increased retirement ages and intro-
duced or further strengthened capital-funded occupational and/or
private pension schemes. Furthermore, many industrialized countries,
particularly in Europe, have stepped up their efforts to become more fam-
ily friendly. Public subsidies, tax breaks and the provision of better child-
care are designed to make having more children attractive to families.

Demographic change will also have a major impact on a country's inter-
national competitiveness, as it determines the composition and the size of
its consumer market as well as its labor force. So far, current or expected
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changes in the working-age population have mainly been discussed with
a view towards the future financing of social security systems, if at all.
Less attention has been paid to the question of how companies might
cope with a workforce that is aging and, in some places, stagnating
or even shrinking. These aspects will gain in importance, especially
because the availability of qualified workers is a prerequisite for eco-
nomic growth.

Older, but healthier

There are two reasons for the impressive rise in the number of people of
retirement age.? First, the baby-boomer generation is reaching retire-
ment age. In the US, for example, the number of baby boomers — those
born during the years of high birth rates between 1946 and the mid-
1960s — is estimated at 76 million, or almost one quarter of the total
population. Second, life expectancy is rising fast while retirement ages
are changing slowly. In the 1950s, a 65-year-old man could expect to live
an average of almost 11 years after retiring; a woman of the same age
around 12 years. In 2014, a man retiring at 65 could expect to spend an
average of 15 years in retirement, while the average further life expec-
tancy of a 65-year-old woman had increased to 18 years. By 2030, if
people could still leave work at 65, men would be looking forward to
more than 16 years and women to around 19 years of retirement.

These numbers, however, refer to the global average. There are of
course significant differences between countries and world regions
(see figure 12.1). An Australian man in 2014 can expect to live 19 years
beyond age 65; and a Japanese woman 24 years, for example. In Sierra
Leone, by contrast, the average further life expectancy of both men and
women at 65 was less than 10 years. Nevertheless, what all countries and
regions have in common is that life expectancy at birth as well as life
expectancy at higher ages is set to increase further.?

It matters not only how long we live, but also whether these additional
years are spent in relatively good health and without disability
(see chapter 7). In recent years, researchers have collected growing
amounts of data on the actual and perceived health of people of different
ages. These statistics show that healthy life expectancy has also increased.

In the EU-28 countries, for example, an average boy born in 2012 could
expect to spend 61 years, or 79 per cent, of his life, in good health,
while the healthy life expectancy of a baby girl was almost 62 years, or

Figure 12.1 Time spentin retirement is getting longer
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74 per cent of her total life. On average, men and women aged 65 could
expect to spend respectively another 8.4 and 8.5 years in good health.*

Demographers are optimistic that the time spent in good health will
increase further, last but not least due to medical advancements. In
Malta, the leading EU country in this respect, the average newborn boy in
2012 could already expect to spend 91 per cent of his life in good health,
and a girl, 87 per cent. Demographers expect the onset of age-related
illnesses — such as cancer, cardiovascular disease, dementia and diabe-
tes — to occur later. This will not only add to the quality of life but also
reduce health care costs.

Know your (aging) customer

For companies, these trends will entail great changes in their pool of
potential customers in a rather short period of time. In 2014, the over-
50s already accounted for more than half of consumer spending in many
Western countries.® This trend is set to persist: nearly one in two potential
customers in Europe and the US in 2030 will be aged 50 or older. Among
them, the share of those over 65 will also increase further. In the US
and Canada, one in five potential customers will be 65 or older in 2030;
in western and southern Europe, it will be one in four; and in Japan,
almost one in three.

Source: UN Population Division, World Population Prospects, 2012 Revision
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The elderly of 2030 are likely to differ from the older generations of today
in their tastes, consumption habits and activities. They will be much more
familiar with the Internet and new technologies, for example. Pension
reforms mean that a higher share of people between 65 and 69 will be
active in the labor market. The older generation will not only be healthier,
but most of them are also likely to have more money to spend on goods,
leisure and travel.

Older generations of the future will demand age-appropriate products,
such as cars with the latest driver-assistance systems, gadgets with
senior-friendly keyboards and new mobile care technologies.

Consumer industries and healthcare providers are not the only sectors
that will have to adjust to an increasing number of older customers. The

construction industry, for example, will also have to cater to the growing
demand for barrier-free, senior-friendly residences, public buildings and
hotels, while the transport sector will have to provide easily accessible
buses and trains.

The financial services industry could see a rising number of applications
for start-up loans from company founders over 60, who will want to
continue utilizing their experience and know-how, either because they
need an additional source of income or because they are simply not
ready to retire. There may also be a growing demand for modular insur-
ance solutions, designed to allow older customers to assemble insurance
coverage in line with their individual needs. Due to cuts in social services,
products such as pension annuities, health policies and long-term care
policies will probably remain the basic and most popular products for this
age group. In addition, there may be a growing demand for short-term
travel or accident insurance tailored to the needs of the customers. And,
with traditional family structures disintegrating and the number of single
or two-person households on the rise, there will be probably be a greater
demand for assistance services.

A changing workforce

However, companies should prepare for a customer base that is not only
older but also still active. They will have to adjust to the changing needs
of an aging and stagnating or even declining workforce. The question
of whether companies will be able to hire sufficient numbers of qualified
people will become crucial in the economic fortunes of countries and
regions.

Due to decreasing fertility rates worldwide, growth in the number of
people of working age — here defined as those between 20 and 64 — will
slow down more or less markedly in all regions of the world. At the same
time, the share of those aged between 50 and 64 in the overall working-
age population will increase. However, countries and regions will be
affected to varying degrees by changes in the size and age structure of
the working-age population.

In the US, the working-age population will have grown by less than 4 per
cent by 2030 — from around 192 million in 2014 to 199 million in 2030.
The developments in Latin America, Asia and Africa will be much more
dynamic. In Latin America, the working age population is expected to
increase by around 20 per cent; in Asia, it will grow by around 13 per cent;
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Figure 12.2 Europe’s shrinking pool of workers
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and in Africa, by around 53 per cent. By contrast, the growth rate in
Europe (including Russia and eastern Europe) has already turned nega-
tive and the number of Europeans in this age group is expected to decline
by 9 per cent, from 461 million today to 418 million in 2030.
EU countries will be affected by demographic change to varying degrees
(see figure 12.2). While Lithuania will have to cope with a 36 per cent
decrease in its working-age population between 2014 and 2030, the
decline in Germany will be 13 per cent, and in France, only 2 per cent. By
contrast, the working-age population in the UK, Sweden, Denmark and
Luxembourg is expected to continue to grow. The forecast for an
extremely high growth rate of almost 40 per cent in Luxembourg, how-
ever, is based on the assumption that the country will continue to attract
high numbers of immigrants.®
Nevertheless, not only European countries will have to cope with a shrink-

1 998 ing working-age population. Asia and Latin America will also be facing

the yearinwhichJapan's  demographic challenges. Asia’'s comparatively favorable outlook in this
working-age population  respectis largely due to India’s demographic development (see chapter 11),
started toshrink even though Japan, Thailand, China and the Asian Tiger countries (Hong
Kong, Singapore, South Korea and Taiwan) will have to come to terms
with diminishing working-age populations. In China, for example, the
working-age population is projected to peak in 2016.” Already today,
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Figure 12.3 The aging of workforces is a worldwide trend

Older workers (50-64), as per cent of total working-age population
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there are growing complaints about a shortage of skilled workers in
coastal regions. Thailand’s working-age population will start to shrink in
2017; and South Korea's, two years later. Japan has had to cope with a
declining working-age population since 1998, and the number of work-
ers is projected to contract by another 10 per cent in the next 15 years.

In most Latin American countries, the growth of the working-age pop-
ulation will slow down markedly, reflecting the steep decline in fertility
rates since the 1970s. Brazil, the region’s largest economy, might even
face an absolute decrease of its working-age population from the end of
the 2030s onwards.

Working-age populations, however, will not only grow more slowly or

shrink in many parts of the world, but they will also age. This trend will  In the US, Canada, lapan
persist even after the baby boomers will have left the labor market, ~ and most European
largely due to declining fertility rates. In the US, Canada, Japan and most ~ <0Untries onein three
European countries today, one in three people of working age is already Eesvzlre;g working age
over 50. And this proportion will continue to increase. By 2030, around

40 per cent of the workforce in Spain and Portugal, for example, will be in

this age group, like in Japan and South Korea (see figure 12.3).

How countries can cope with demographic change
Countries have several options for mitigating the impact that demo-
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Figure 12.4 Potential to increase participation in the labor force

Activity rates by sex and age group, per cent of respective age group, 2013
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graphic change will impose on their economies and businesses: fostering
immigration; increasing labor productivity, for example through educa-
tion and training; bringing more people into the labor force; and extend-
ing working lives, especially by postponing retirement.

| Immigration

Countries facing a shrinking working-age population can try to attract
more skilled immigrants in order to ease labor shortages, at least tempo-
rarily. If future net migration were zero (in other words, the number of
emigrants leaving were balanced out by immigrants to the country), in
the EU-28 for example, the EU’s working-age population would shrink by
30 million — instead of the currently predicted 17 million — to 277 million
in 2030.2 In the US, the working-age population would drop by 8 million,
to 184 million — instead of increasing by 7 million, if current immigration
rates persist.?

Although such scenarios are unlikely, it may well become more difficult
for Western countries to attract qualified migrants, as the countries and
regions where most migrants come from today are also subject to
demographic change (see chapter 10). Today, around one-third of immi-
grantsin the EU originate from other European countries, with 25 per cent
coming from Africa, especially from the former French colonies, and
around 21 per cent from Asia. More than half of the 38 million immi-

grants to the US are from Latin America — mostly from Mexico — and
another 30 per cent come from Asia.'9 As both Asia and Latin America
also face demographic challenges, immigration to North America and
Europe from these regions may decline in the future, while intra-regional
migration in Asia and Latin America could increase.

Il educationand training

With skilled migrants becoming a scarcer resource and working-age
populations in stagnation or decline, Western countries will have to take
measures to raise their levels of productivity in order to cushion the
demographic effects on their working-age populations. The most prom-
ising way to do this is to improve the education and qualification of the
working-age population. This, however, does not simply involve sending
increasing numbers of young people to university. It will also entail
offering people of all ages more training, either within companies or
externally. Lifelong learning will become more important, especially
against the background of an aging workforce and a longer working life

(see also chapters 7 and 8 as well as box 9).

I increased labor force participation

In most countries, only a portion of the working-age population is actually
available on the labor market. Therefore, measures to increase activity
rates can help cushion the impact of demographic change on the labor
market.

There are marked differences in labor force participation rates between
countries and age groups as well as between men and women. In
general, men’s participation rates are higher than those of women
(see figure 12.4). In many countries, women still struggle to combine work
and family, and they either drop out of the labor market for several years
or, if possible, work part-time.

Moreover, the proportion of those available for work is higher among
those aged 25 to 54 than those aged 55 to 64, as many people who are
still entitled to early retirement leave the labor market before reaching
the statutory retirement age.

Some countries, such as Sweden and Switzerland, are very successful in
drawing a large share of the working-age population into the labor
market. In 2013, more than 90 per cent of those aged 25 to 54 in both
countries were available on the labor market. For the age group 55 to 64,

Lifelong learning will
become more important
against the background
of an aging workforce
and a longer working life

8%

of those aged 55 to 64
are available for work in

Sweden

49%

of those aged 55 to 64
are available for work in

France
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Sweden reported an overall activity rate of 78 per cent, and Switzerland
of 74 per cent. The main reason for these high numbers is that both coun-
tries have succeeded in integrating a high share of the female population
into the labor force. Japan, on the other hand, has even higher activity
rates among men, but the overall labor force participation was much
lower, as the proportion of working women is lower.!!

Many governments are trying to copy measures taken in countries with
high participation rates, such as Sweden or Switzerland, since an increase
in participation would have a significant impact on the labor market. If
the US, for example, succeeded in increasing the labor force participation
of those aged 55 to 64 from today's 64 per cent to the 78 per cent that
Sweden has achieved, it would add another 5.6 million people to its labor
market by 2030. In Germany, the increase in the official retirement age —
from 65 to 67 years — will potentially add another 2.7 million people to its
workforce in 2030.

Raising the retirement age and reducing early retirement options can
help increase activity rates among older age groups. Pension reforms in
various EU-28 countries since 2001, for example, have extended the
average working life by about three years. This has contributed to a rise
in the average labor force participation rate of those aged 55 to 64 — to
54 per cent, anincrease of 11 percentage points.

Companies, however, must also be willing to employ older workers. It
makes little sense to restrict early retirement options and raise retirement
ages if older people cannot find jobs.

What companies must do

In most industrialized countries, as the baby boomers approach retire-
ment age, the number of people in the 15-24 age bracket completing
their education and entering the labor market will either shrink or
stagnate. In the US, for example, their number will increase by a mere
0.1 per cent between 2014 and 2030. In western Europe, the number of
new entrants will shrink by 6 per cent over the same period.

Faced with these demographic trends, one of the key challenges for
companies will be to attract young people and immigrants while main-
taining and training existing staff and adapting to the needs of an aging
workforce.

Young people entering the labor market around 2030 (often referred
to as Generation Z) will be even more digitally savvy than those starting
work today, and they will probably have different demands and expec-
tations. Ongoing digitalization is likely to continue blurring the bound-
aries between work and leisure. Therefore, when choosing an employer,
Generation Z will be weighing up not only career opportunities and
fringe benefits, but also flexible working hours and an improved work-
life balance.

Furthermore, faced with such pressing demographic challenges, neither
societies nor companies can afford to leave less qualified young people
behind. Therefore, efforts to attract young people as employees should
not solely focus on university graduates. As the number of school leavers
is shrinking, companies will have to reinforce their efforts to integrate
those with poorer academic performance. Providing these young people
with targeted support — for example mentoring and special education
courses — may not only help them pass their exams and prepare for
working life, but it could enable companies to retain them as qualified
workers in the medium to long term.

As the competition for qualified migrants increases, it will also become
more important for companies to overcome intercultural and language
barriers (with the latter probably being easier to achieve). Simple steps
can help — for example, providing information about a company and its
career opportunities not only in the language of the country where the
company is based in but also in English. Many companies already offer
international employees assistance in dealing with everyday life in their
new country, or mentoring through a colleague who speaks the same
language. Such measures will become more important distinguishing
characteristics of companies in the future.

Many countries are already discussing how better to retain and integrate
women in the labor market. Nevertheless, numerous companies still
seem to adopt an attitude of wait and see. In future, in order to attract and
retain female employees, companies will have to provide more childcare
facilities — either by running their own nurseries, kindergartens and after-
school facilities or by subsidizing establishments nearby. In addition,
flexible working hours and the possibility of reducing working time
temporarily will increase inimportance, as will career chances for those —
both women and men —who work part time.

Future entrants into

the labor market will
value flexible working
hours and an improved

work-life balance

70%

of German mother with
under-age children work
part-time, compared

with 6% of fathers
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The shortage of younger workers, the need to attract highly qualified
migrants and the question of how to draw women into the workforce are
all issues that have been the subject of lively debate in many countries.
By contrast, much less attention has been paid to the challenges of an
aging workforce. One reason for this could be that many companies are
still not aware of this development, as activity rates in this age group
today are still relatively low. With the curtailment of early retirement
options, increases in retirement ages and lowering of public pension ben-
efit levels, this is likely to change. Moreover, in a few years, companies in
countries with shrinking working-age populations might depend even
more heavily on their older, more experienced employees.

As the aging of the workforce is an irreversible trend, the working
environment must be adjusted to the changing needs of older
employees, particularly to maintain or increase their productivity. While
some necessary adjustments may be made quickly, others will take
considerable time. Worryingly, surveys show that many companies still
claim that they will not be affected by these changes and have no clear
picture of what the age structure of their workforce might look like in 10
to 15 years' time.

One of the easier —though not necessarily cheaper —ways to adapt would
involve making workplaces more age-friendly by, for example, installing
brighter lighting, bigger screens, height-adjustable desks and ergonomic
chairs. Companies may also have to consider how they assemble teams:
whether it is more effective to integrate younger and older workers into
teams or to collect teams of colleagues in the same age bracket.

It will probably take some time to find solutions that fit best for each
task and workflow. In companies that rely on shift work, for example, re-
scheduling day and night shifts could raise overall productivity, with
younger colleagues working more night shifts than older ones.

Furthermore, with retirement ages rising, career paths should not end at
the age of 50, as they often do now. Longer career paths would not only
reduce pressure during the earlier stages of careers, they would also
provide incentives for companies to offer — and workers to enroll in —
more education and training even at later stages of a career. Lifelong
learning will become increasingly important as companies require high-
qualified staff to remain competitive.

When planning future workflows and work organization, companies
will also have to consider their older employees’ growing demand for
sabbaticals and part-time employment. This demand doesn't just stem
from the wish to have time for hobbies or travel. Many employees over 50
will want to spend more time with their family, and many will have to
provide care for a frail parent or relative. A growing number of employees
will have parents in their 80s and 90s who may require help or care.
Today, between 60 and 70 per cent of all people in need of care are being

Many older employees
will have to provide
care to a frail parent or
relative
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looked after by their own children or family members, most of whom are
over 55 themselves. This will create a conflict between the demands of
the labor market and the growing need for care provision. Companies
can play an important role in alleviating this dilemma, for example by
offering flexible working arrangements.

Finally, and perhaps most urgently, as the baby boomers start to retire,
companies need to implement measures to manage the transfer of know-
how from the older to the younger generations.

Editorial Office

This list of measures to cope with demographic change is not meant to be Allianz SE

comprehensive. Nevertheless, it illustrates the urgent need for companies

and countries to adapt to upcoming demographic shifts in order to stay
competitive in a changing environment.

Michaela Grimm

she has held various research positions. Since 2009, she has been working in the
Economic Research department, focusing on insurance market developments in

emerging countries and the impact of demographic change on the private sector,
social security systems and financial markets.

Group Public Policy and Economic Research
Koeniginstr. 28

80802 Munich

Germany

Creative Agency

is Senior Economist in Group Public Policy and Economic Research, Allianz SE. After OPUE5 hambtrg gmbh

studying economics and Chinese at Eberhard Karls University Tuebingen, Germany, Gro neumabr t50

and Peking University, PR China, Ms Grimm joined Allianz Group in 2000, where 20459 Hamburg
ermany

Printing House

Langebartels & Juergens GmbH
Woerdemanns Weg 58

22527 Hamburg

Germany

Population projections in this chapter are from the UN 6  Eurostatdatabase. Cl' t P t o
Population Division, World Population Prospects — The 2012 7 Thisrefersto the age group 20 to 59, taking into account . ] m a e a r n e r
Revision, 2013, CD-ROM edition, unless stated otherwise. the official retirement age of 60 years. The number of people climate neutral

The majorityofpeopleaged 65and older livein Asia,yvhere aged between 15 and 59, however, has been shrinking Print | ID: 53249-1412-1003

we will also see the most dynamic development of this age since 2011.

group. Their number will nearly triple by 2050 — from 317 8 Initscentral scenario, Eurostat assumes annual net

million today to 900 million — whereas it will increase by only immigration of around 1 million until 2030. g MIX

one third in Europe — from 127 million to 191 million. 9  UN Population Division (2013). The US Census Bureau Paper from

UN demographers expect that, by mid-century, the average assumes an annual net immigration rate of 955,000 FSC responsible sources

further life expectancy inJapan of a 65-year-old man will be until 2030. wwiscorg  FSC® C005266

23 years, and of awoman 28 years. 10 US Census Bureau; data refers to 2011.

See Eurostat, http://epp.eurostat.ec.europa.eu.

See for example Statistisches Bundesamt, Wirtschaftsrech-
nungen. Laufende Wirtschaftsrechnungen. Einnahmen

und Ausgaben privater Haushalte, Wiesbaden, May 2014.
Bank of America-Merrill Lynch, The Silver Dollar —
Longevity Revolution: Growing the Silver Economy in Europe,
September 2014.

242

n

Japan has the highest labor force participation among men,
with 96 per cent of those aged 25 to 54, and 84 per cent aged
55 to 64, available on the labor market in 2013. Sweden has
the highest labor force participation among women, with

88 per cent of prime-age women, and 74 per cent of

those aged 55 to 64, available on the labor market in 2013.
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