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DEMOGRAPHIC CHANGES
How changes in the population composition will drive economic performance

Introduction
Demography is the study of statistics such as
births, deaths, income, and the incidence of
disease, which illustrate the changing
structure of human populations.

The team used three case examples to explore
how demographic change impacts economies,
and how governments are responding to these
challenges today. The challenges differ for the
developed and the developing world, but when
analyzing in the case of Brazil, it is expected
that part of the developing world will soon face
similar demographic problems as the current
developed world.

Finally, the team outlines the implications of
demographic change on business.
Demographics are expected to create new
opportunities (e.g. new markets), but also new
challenges (e.g. availability of labor).

Four trends drive
demographic change
The key demographic changes are increased
life expectancy across the world and a
reduction of birthrates in developed countries.
For example, the average life expectancy in
France increased from 66 years in 1950 to 82
years in 2010, while fertility rate went from 2.75
to 1.98 (1) (2). Acting together, these trends
lead to a contracting population pyramid.

Figure 4: Evolving world demographic pyramid

As the population pyramid contracts, countries
move through three phases of demographic
change: Expansion, demographic bonus, and
contraction.

Figure 5: Three phases of demographic development

During re-expansion phase life expectancy
increases while fertility rates remain high. An
example of such a country is Angola, where the
bottom of the pyramid is expanding rapidly,
while the working population is not yet
growing, leading to an increased dependency
ratio.

After expansion, countries enter into a phase
known as `demographic bonus’, where the
majority of the population is of working age,
while the bottom of the pyramid is contracting.
The large working population combined with a
small amount of people dependent on the
working population leads to a temporary
economic boom. Brazil is a country that is
currently in the economic bonus phase of its
demographic development.

The final phase is contraction, of which Japan
is a good example. In the contraction phase,
people are ageing out of the workforce, while
the low fertility rate limits the replenishment of
the workforce. The result is an increasing
number of (retired) citizens depending on a
shrinking workforce.

Levers
Demographic changes in the world population
have caused expectations on real GDP growth
to decline to between 1% and 1.4% 2005-2050
(down from 1.6%-2.9% 1960-2005), assuming
other factors of growth (labor productivity and
utilization) continue to evolve as evidenced in
the last decades (3).

To mitigate this, government policy could
target different aspects of the labor supply;
among the “prime-aged workforce”, there is a
clear opportunity to increase output growth
through an increased inclusion of women in
the workforce, increase youth employment and
encourage a positive net migration (3).
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The aging population also brings significant
challenges for the pensions system in many
developed countries. Many of these are so
called pay-as-you-go (PAYG) systems, where
“current contributions finance current
expenditure” (3). In other words; this can be
thought of as a Ponzi scheme that functions as
long as lower layers of the pyramid (i.e. the
younger generations) are growing faster than
the expenditures of the dependents. While this
was true during the 20th century when the
pension systems were funded, it will face
serious challenges over the next decades.

These challenges can clearly be understood
through understanding how the “dependency
ratio”, i.e. the percentage of the population
over 65 years old, will increase over the next 40
years in many parts of the developed world.
For instance, Japan will see an increase from
around 35% in 2010, to above 70% in 2050 (4).

Policy reforms will need to address this
imbalance. These reforms could include rising
the retirement age (also as a percentage of
new life expectancy), raising pension
contribution levels (higher taxes) or call for
more private funding (3). Probably, all these
measures will need to be addressed to
alleviate the current challenge.

Another area that faces spending challenges is
healthcare. Older people tend to spend more
on healthcare as they grow older: a teenager
spends on average below 5% of his average
GDP per capita on healthcare, while an 80-
year-old person reaches levels close to 20%
(5).

Policy reforms aimed at mitigating these
healthcare costs can target both supply and
demand-sides of healthcare. Specifically,
policies can work to reduce demand or to
increase funding through reducing demand for
publically funded healthcare. Demand
reduction can be achieved through an
increase/introduction of co-payment systems
to incentivize a reduced demand, encourage a
physically and a mentally active life to mitigate
cognitive decline (e.g. through a delayed
retirement age). Increase of available funding
and cost reduction could be achieved through
increased contribution levels, streamlined
services or better use of benchmarking of
different providers to increase transparency
(3).

Case example 1: Japan
Japan’s rapidly aging population is putting
strain on its already fragile economy.
Increasing life expectancy is combining with a
decreasing fertility rate to shift healthcare and
pension outlook and intensify the effect of an
inverting age pyramid.

A decreasing fertility rate of 1.391 and an
ageing demographic - approximately 225 of the
population is 65 or older, combines with an
increase in life expectancy projection. To
negate this effect the government will need to
increase the fertility rate to 2.07. It would
necessitate a financial policy that would either
require a increase in GDP by 8-10% above 2005
levels or an increase in consumption tax (from
3% at present to 25-30%). This would prove
disastrous and greatly reduce the health of
Japan’s already fragile economy.

Fertility trends can be attributed to both
cultural and economic changes that include an
increasing marriage age, an increasingly slow-
growth economy and young population that is
becoming increasingly urbanized. The
employment of Japanese women has shown to
have a positive correlation with birthrates.
Addressing these issues would require a
cultural shift and mentality change that would
likely require a generation to implement.

Immigration is Not an Option
However if Japan were to substantially
increase immigration of working aged people
and was to incentivize settlement in semi-rural
areas of around 400k new residents yearly, this
would mitigate these economic consequences.
These populations should be young and
independent, economically mobile but still
career dependent because immigrant
populations tend to be more fertile. They would
bring a new productivity base and stave off the
projected decline in population. In this way this
new population would carry with it a multiplier
effect provided Japanese social infrastructure
was adjusted to compensate.

This strategy was implemented in the late
1980’s and early 90’s. 300,000 Brazilians of
Japanese descent were incentivized to return
to Japan. The results were mixed and
subsequent economic downturns resulted in
their return to Brazil in the mid 90’s. The
primary factor was a lack of integration into
the highly homogenized Japanese culture.
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The direct result of continued population
inversion and deterioration of the dependency
ratio will be an increased strain on Japan’s
efficient yet costly health care system, pension
schemes, and an increase in the overall
complexity of service provided. Japan’s debt
burden, though bolstered by high levels of
savings per capita, is also a contestable issue
that increases the severity of the country’s
financial situation while.

Japan’s Future Outlook
Japan can expect slower growth and changes
in aggregate spending patterns. The
healthcare sector will see increased
profitability and increased demand while
education profitability will decline in line with
the population shift.

Public policy must seek to change cultural
mindsets inherent in the Japanese population.
Such measures are being undertaken currently
and an increasing pressure from family
planning organizations, social and community
programs, and even extreme measures such
as robotic infant simulations that seek to
stimulate maternal instincts in the general
population. Such measures counter the
declining fertility trend over the long term.
These, if well implemented, could gain the
most traction and shift the mentalities of young
couples who may be more inclined to support
larger families.

Case example 2: Brazil
Brazil is undergoing a profound socioeconomic
transformation driven by demographic change.
The population of working age, between 15 and
64 years old, is increasing rapidly. In addition,
the older population has begun to increase and
this will accelerate.

Demographic bonus
In Brazil, the demographic bonus began in
1995 and will continue until 2043. It can be
divided in two phases. First, a growing
working-age population implies more people in
economic activity, which, all else being equal,
results in more wealth being generated.
Second, as life expectancy at birth continues to
increase, the older population is expected to
live longer, which results in more required
savings over the life cycle to finance
consumption at old ages.

The dependency ratio advantage will cease in
2020 as aged population grows. During this

demographic transition, the proportion of
people of potentially productive age grows
steadily in relation to dependent ages. This
period is particularly conducive to
development.

Aging population
The prospect of population aging in Brazil is a
source of concern both because it may (i)
hinder further economic growth and (ii) put a
strain on existing institutions.

Meeting the needs of a large elderly population
requires rethinking the economic and social
institutions needed to realize income security
and provide adequate healthcare and other
services for an aging society. The cost of
existing programs (relative to GDP) may
continue to rise for a number of years along
with the transition period before the stabilizing
effects of a reform are felt.

General implications
The speed of the demographic transition in
Brazil will be significantly faster than that
experienced by more affluent societies over the
last century – the elderly population will
quadruple over the next four decades. The fast
pace of aging will affect all aspects of society,
from healthcare and social security to urban
planning, education, and the job market.

Case example 3: Israel
Israel is an example of a country with a specific
demographic problem. The birth rate amongst
the mainstream Jewish population is declining,
while the orthodox Jewish population and the
Israeli Arabic population remains high. As a
result, the population share of the ultra-
orthodox Jewish population has risen from 3%
to 11%, while the share of the Israeli Arabic
population grew from 11% to over 20%.

The decreasing share of the mainstream
population results in two issues. First, the
ultra-orthodox population has a low labor
participation based on religious grounds, but
does receive benefits. Therefore, the shrinking
mainstream population has to generate more
income to support this growing group of ultra-
orthodox Jews.

Second, the growing Israeli-Arabic population
poses a political challenge. The religious
tensions in Israel between the Arabic and
Jewish populations are strong, and the Jewish
population fears that over time, the
mainstream Jewish population becomes a
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minority. Already in the 2015 elections, Israeli
Prime Minister Benjamin Netanyahu urged
Jewish voters to come to the elections by
saying “that the Arab people were doing so in
droves”. (6)

To counteract these changes, the government
incentivizes Jewish people to immigrate back
to Israel. Economic incentives include cash
payments of approximately $5,000, free plane
tickets and transportation in Israel, reduced
taxes, reduced tuition, and rent and mortgage
subsidies. Nevertheless, immigration is
tapering off, as fewer Jewish people are willing
to move to Israel and political tensions with the
Palestinian population increases security
worries.

These trends bring opportunities in the short
term because attracting foreign talent and
workers is encouraged and the relentless
immigration stimulates the economy with an
emphasis on moving services, the construction
market, and the retail sector.

On the long term they also burden the
business environment. Higher taxes are
required in order to cover the expensive
immigration policy and the growing
unemployed ultra-orthodox population.
Businesses need to be flexible to integrate
employees with widely different cultures and
religious preferences. And finally, the constant
state of political uncertainty and recurrent
military conflict impacts bottom lines in the
tourism and hospitality sectors.

Conclusion
Developed countries, as illustrated by the
extreme Japan case, are facing a steep decline
in their population, resulting in declining inputs
into their social systems. Their futures will be

determined by their abilities to create
population growth.

For developing countries such as Brazil, the
current demographic change is a bonus. Brazil
will eventually face the same problems as
developed countries. Brazil’s response will
determine the future of its economy.

In Israel, the population is growing, but the
political system is facing pressure as the
composition of the population changes. Again,
the future of the state will be determined by
how well it manages to tackle these issues.

Countries may have to incentivize immigration
to avoid having an inverted pyramid, while
improving productivity at the same time to
cope with a structurally smaller working
population in the future.

For business, demographic change promises
both opportunities and challenges.
Opportunities are expected particularly in the
healthcare, medical technology and
pharmaceuticals sectors. In addition,
consumer serving industries can tap new
markets for older people. Additionally, as the
age of the population increases, companies
can profit from a more experienced labor
force.

Expected challenges for business are the need
for continuous education to ensure workforce
skills do not become outdated, loss of
expertise as a significant part of the current
experts is set to retire in the short term. On the
consumer side, business will face shrinking
markets for youth oriented products and
changes in product preferences. Financial
institutions will also see older generations
withdraw their savings to support retirement,
reducing the amount of funds available in the
mark
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