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“DEMOGRAPHICS IS THE SINGLE MOST IMPORTANT FACTOR THAT CHART 1 World Population in 1970 and 2015
NOBODY PAYS ATTENTION TO, AND WHEN THEY DO PAY ATTENTION, In Millions
THEY MISS THE POINT.”—PETER DRUCKER, 1999 m 80+ 125
When the world’s population surpassed 7 billion a few years back, m 65-79
it triggered a media blitz of apocalyptic predictions of overpopula- : ;51'24

tion and resource shortages. But those who study demographics
knew that the story was much more complicated. As while the
population is definitely growing, the population is also growing
older. Between 1970 and 2015, the portion of the population that
is over 65 has more than tripled and life expectancy has increased 25
significantly. This is where the world’s real demographic story be-
gins (see CHART 1 and CHART 2).
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Starting with the premise that longevity has risen and the world’s
population is aging, the world’s demographic story is important
to investors both on a micro and macro level. On a micro level,
it can be used to assess supply and demand to determine what 1,385
businesses will be operating in growing markets. For example, an
aging population should see more growth in demand for pharma
than surfboards. On a macro level, demographic data can pro-
vide a unique understanding of a nation’s economic future which
can have implications for markets, industries and companies. We  Source: UN, Credit Suisse Demographic Research
have opted to explore the macro picture and have again gone out-

side the usual gaggle of market analysts. We have pulled from

the work of Peter Zeihan-The Accidental Superpower, Kenneth CHART 2 Life Expectancy at Birth
Gronbach-Upside and various writings by former Credit Suisse Years

demographer Alman Roy. 86
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From their work, we have identified 3 basic demographic factors 84 = 1980-1985

as a framework to assess a country’s long-term economic progno- 82 m 2010-2015
sis. We then provide some insights into the demographic state of
the world and its implications. 80

1
1. THE NEED FOR PRODUCTIVE LABOR 1
From a demographic perspective, a large population of working 1
age adults (generally ages 16-64) is required to fuel economic 7
growth. A labor force not only provides the engine that allows 7
businesses to produce their products, but also earns wages 68

US UK

that are funneled back through the economy to create demand.

CHART 3 provides a demographic look at GDP Growth for several France Germany Italy Japan
countries. In all cases, as the growth of the working age popu-

lation has slowed so has GDP Growth, forcing countries to rely  Source: UN, Credit Suisse Demographic Research
on higher work force participation and productivity to push their

economies forward.
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It is worth noting, however, that increased work force partici-
pation and productivity are tied together by technology and to
some extent they can be inversely correlated. As technological
advances drive automation, the per worker output increases.
This rise in productivity could potentially lead to less workforce
participation (i.e. unemployment) as machines replace workers.
Historically, the result has been a process of creative destruction
in which unneeded jobs were replaced by newer jobs some-
times in entirely new industries. Whether the alternative intelli-
gence being developed today will maintain the same paradigm
in this regard has not yet been determined. What is clear is that
machines will not spend money so that consumer demand in an
economy without workers could suffer. The effect of automa-
tion will need to be monitored going forward.

CHART 3 Demographic Drivers of GDP Growth
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An aging population implies a higher percentage of retirees who
are no longer economic producers. These people are essentially
dependent on their savings, pensions and social programs for
their living expenses. The Old-age dependency ratio measures
the ratio of a population’s elderly to working aged. To a large ex-
tent, it measures the amount of output by current workers that
will need to be spent on supporting the elderly. Much of retir-
ees’ income relies on funding, either directly or indirectly, from
current workers, so a high dependency ratio can jeopardize that
funding. The chart below shows that the dependency ratio has
risen over the last 30 years for several developed nations. Ja-
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pan’s ratio, in particular, has already reached an alarmingly high

rate. As the population continues to age, countries with high

dependency ratio will struggle to grow their economies (see
). This brings us to the final factor.

CHART 4 Old-Age Dependency Ratio
Population Aged 65+ per 100 Population Aged 15-64
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While children are usually financially dependent, they eventu-
ally grow into adults and enter the workforce. This is neces-
sary because when current workers retire, an economy needs
workers to replace them. and (on the next
page) explain this concept. They are demographic “pyramids”
that breakdown a population by age and gender. We chose to
display the charts of India and Japan to contrast the difference
between a healthy and unhealthy demography. Examining the
charts, India’s picture is of a healthy demography; it looks like
a pyramid (see ). Its population has more people in
their working years than in their dependent years and it has a
healthy group of young people who will eventually replace cur-
rent workers when they retire. Japan'’s chart ( ), on the
other hand, shows that the country has more elderly than chil-
dren. As Japan’s population ages, they will likely face a financial
crisis as the current slew of workers retire and there is no one
to take their place.

While a nation can change its demographic future, it is compli-
cated. Birth rates, mortality rates and net migration all impact
a nation’s demographic profile; however, statistically meaning-
ful changes take many decades. This makes forecasting depen-
dency ratios decades into the future more reliable than many
other forecasts.

Using the Japanese example, it is unlikely that higher birth rates
could significantly alter Japan’s demographic outlook as there is
a limited population in child rearing years and it will be decades
before newborns could meaningfully impact the workforce.
Additionally, Japanese culture has historically been closed with
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low levels of immigration. There is no reason to believe that this will change. Therefore, it is likely that they will have an increasingly
high dependency ratio into the future.

CHART 5 India Demography: 2015 A CHART 6 Japan Demography: 2015
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CHART 7 United States Demography: 2015 CHART 8 Developed World Demography without US: 2015
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USING DATA TO UNDERSTAND THE WORLD

e America is entering a period of workforce reduction as the largest generation of workers to date, the Baby Boomers, are rap-
idly approaching retirement years. This will strain defined benefit programs, potentially decrease stock market investment and
change consumption patterns. The trend should reverse in about 15 years as there is a large population of young people (Mil-
lennials) who will mature and take on the role as the nation’s producers (see CHART 7).

Philadelphia | Chicago | San Francisco FIS GROUP | www.fisgroup.com | 215.567.1100



e The remainder of the Developed World faces a more severe CHART 9 China Demography: 2015 *
aging trend than the United States (see on pre-  InMillions :
vious page) and does not have a large population of Mil-

lennials to reverse the trend. Additionally, the developed Female | 100+ Male
nations that are more reliant than the US on defined benefit 1 9599
plans to fund their retirees’ lifestyles will see their problems -' 90-94
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exacerbated. -,
. ., . 579
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world, China’s demographic picture (see ) is not EE— 5-69
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pretty. They will face a major labor shortage and the coun- — gg:gg
try’s dependency ratio projects to reach an alarming level I () 5/
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solve China’s demographic problems. I 529
I () )/,
e Asia has over half the world’s population and has a mixed 15-19
o - . I {(_14
demographic picture. As previously noted, China and Ja- e
pan face severe struggles, while India has an extremely I (-4
bright outlook.
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e Russia (see ) has one of the world’s oldest popula-
tions, low fertility rates and a net migration of young people
out of the country. On a purely demographic basis, one can
question its long-term viability as a nation. Peter Zeihan, in CHART 10 Russia Demography: 2015
particular, has posited that Russia’s Crimea and Ukraine ad- In Millions -
ventures are the first steps in a survival strategy of gaining
more people through border expansion. Female 100+ Male
_ _ 1 9599
e Emerging market nations are generally younger than the W 90-94
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young people. While many African nations are young, that [———
will not guarantee their economic success as many African I /0-74
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As with any statistical information, drawing conclusions from
demographic data in isolation of other factors can lead to poor
decisions. There are many interconnected factors that will de-
termine the world'’s fate. Still, demographic data is a useful tool
and can provide some clues about the future of specific countries.
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From a macro perspective, the easiest conclusion to draw is that the aging population will require the workers of the developed
world to work later in life. However, it is doubtful that longer work lives alone will be enough to ease the economic burden of an
aging population. Emerging Market nations, on the other hand, have younger populations and will provide a substantial amount
of the world'’s labor and production. This will increase their relative economic importance to the world and provide a demographic
wind to their sail.

However, by their very nature demographics are long term, so it is logical that the resulting investment ramifications reflect a longer
term outlook. While the demographic picture of the world has been painted, the largest variable will be migration. Looking forward,
the extent to which young workers from emerging nations migrate to the developed world to gain employment will be a key predic-
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tor of which nations will achieve long-term economic success.
While evaluating migration patterns will be important, investors
will also need to monitor individual country’s ability to attract
workers through its policies, culture and economic strength to
gain insight into how the world’s demographic story will unfold.

The caveat to this analysis comes from technology; specifically,
the impact that developments in technology will have on the
work force. There is a growing body of research that supports
the thesis that rapid technological change destroys more jobs
that it creates. This conclusion contradicts the historical para-
digm. If proven true, the world will enter uncharted territory
in which need for workers may be significantly reduced. But

Important Disclosures:

while technology has the ability to displace workers, it also has
the ability to allow an aging population to be productive work-
ers later in life. The former evokes fear of the obsolete human
worker and mass unemployment, while the latter solves a ma-
jor problem faced by the developed world.

Contemplating the future of technology goes beyond demo-
graphic study (look for our upcoming piece The Future of Labor:
Creative Destruction or Rise of the Machines), but technology'’s
ability to affect the issues surrounding demographics is real. In
fact, the key to predicting the future of the world’s economies
may lie at the intersection of demographics and technology.

This report is neither an offer to sell nor a solicitation to invest in any product offered by FIS Group, Inc. and should not be considered as investment advice. This
report was grep_ared for clients and prospective clients of FIS Group and is intended to be used solely by such clients and prospects for educational and illustrative
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This report is based on information believed to be correct, but is subject to revision. Although the information provided herein has been obtained from sources which
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All performance and other projections are historical and do not guarantee future performance. No assurance can be given that any particular investment objective or
strategy will be achieved at a given time and actual investment results may vary over any given time.
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