Europe 2050: Demographic Suicide
and Low Growth on the Old Continent

Jean-Michel BOUSSEMART and Michel GODET

A deafening silence surrounds Europe’s demographic suicide, projected for
2050. Although demographic projections for major world regions up to then
are known and re-evaluated every two years by the United Nations and regularly
by Eurostat for EU members, only a data base specialist could use the figures.
In fact, no one mentions these alarming numbers, especially not in Brussels
where technology, sustainable development or energy transition are the pre-
terred topics for reports. In what follows, we reveal how economic growth and
productivity have not been linked to key indicators in population figures.

Here we are fulfilling our duty as whistle blowers, even though we will no
longer be around to say (sadly) ‘told you so’. Unlike North America, which
should see its population rise by 75 million inhabitants (two times less than
the number for South America), the Europe of 28 (EU-28) could stagnate in
2050 at approximately 500 million people while losing 49 million people of
working age (20-64). That number means 11 million potentially active workers
tewer in Germany and 7 to 8 million fewer in Spain and Italy. Meanwhile,
France will be content to catch up with Germany, something the United
Kingdom will likely achieve even earlier.

Of course it would be foolish to be pleased with this prospect given that
our neighbors are also our main market: 87% of France’s production is con-
sumed within Europe; i.e., 70% for France itself and 17% through export to
other European countries (56% of the 30% exported).

Demographic Tectonic Plates

Other equally compelling lessons may be drawn from this tectonic shift
in demographics to take place by 2050. China, Japan, and Russia should lose
38, 20 and 15 million inhabitants respectively while India should increase
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by approximately 400 million people thus surpassing China by at least
300 million people. Between now and 2050, the loss will be particularly dra-
matic for the 20-to-64 age bracket. The figures translate to 22 million for
Russia, 20 million for Japan and 195 million for China. The United States
should see the number of potentially active workers rise by almost 20 million
during the same period.

Table 1
Population and GDP per capita

China 1,376 1,348 -28 13 K$
India 1,371 1,705 +334 6
Russia 144 129 -15 24
Japan 127 107 -20 36
Africa 1,186 2,478 +1,292 5
(including N. Africa) 224 354 +130 10
Latin America 634 784 +150 11
North America 358 433 +75 51
UE (28) with UK 505 500 -5 35

Sources: Population : UN — World Population Prospects 2015 Scenario medium
GDP per capita : World Economic Outlook — IMF — April 2016

Table 2
Europe 2015-2050, Wanted: Brawn and Brains

Under age -8.4 -1.8 0 1.3 -1.5 -1.1_
20

Adults 20- -49.1 -1 0 +2.3 -7.3 -8.6
64

65 and
more

Of which
80 and
more

+51.2 +7 6.4 +7 +7.3 +6.4

+33.1 +6 +4 +4.3 +3.6 +4.7

Source: UN — World Population Prospects 2015 Scenario medium

More brawn and brains will be needed to make up for the lost active labour
force. What are the chances? During the same period, the population of Africa
will likely increase by a total of 1 billion and 300 million — 130 million in
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North Africa alone. In other words, the migratory pressure on Europe will
be greater than ever! This will be a demographic shock - implosion (inside
Europe) plus explosion (outside the EU). Yet nobody in Europe is talking
about it, let alone preparing for it. Everything goes on as if this demographic
tsunami were less important than the so-called digital wave.

To break this Omerta, we suggest that readers picture a few million climate
refugees from Asia or more political and economic refugees arriving from Africa
and the Middle East. Also, let us point out that if 1% of the increase from
the African population settled in France within the next 35 years (remember
1980 is barely 35 years ago), that would equal 13 million more inhabitants
by 2050; i.e., 20% more. Recalling how shaken the fragile European Union
was in 2015 when a million refugees (3/4 political refugees) arrived, we realize
that Europe should start preparing now for these potential situations. Europe
could follow the Canadian example; i.e., a policy which does not hesitate to
use quotas tied to labour market needs. At the same time, the Old Continent
should encourage its population to have more children. After all, the integra-
tion process begins through sociocultural interaction in school.

Any builder knows that cement simply can not hold when there is too
much sand. If we are to receive more sand, we need more cement; i.e., more
children speaking the national language, regardless of their color. In short, to
remain open to the world, we should promote fertility in Europe as of right
now. Yet who is interested in family policy in a Europe that allows hotels and
vacations for adults only, with pets only — no children allowed!?

The media have only just begun panicking about the fact that in 2016
the number of coffins will surpass that of cradles in Europe. Actually, this
has been the case for Germany since 1971; Italy, since 1991, and Spain, as
of 2016. The same may be said for Russia since 1991 and Japan since 2006.
China’s turn will come in 2028. The same phenomenon will hit France, even
the USA, but only after 2050.

Cradles are not made from coffins. Although Europe’s demographic suicide
has already been announced, there is still time. After all, a good forecast is not
necessarily one that takes place but rather one that leads to action avoiding it.

Grey Hair and Low Growth

Traditionally Europe’s strong, post-war economic growth has been attrib-
uted to rebuilding and to catching up with the United States. Of course, this
economic boom coincided with a well-known demographic one. However, we
rarely hear about the increase in apparent productivity of labour during the
1950s and 1960s, a time of no computers and little talk of a technological
revolution yet boasting a productivity rate two to three times higher than that
of the 1980s and beyond. What else could be behind this higher productivity
other than the effect of both an experience curve and a drop in unit produc-
tion costs in markets experiencing continuous expansion?

Inversely, both economic growth and productivity have continued slowing
down in Europe, Japan and the United States since the early 1980s.

StateUnion.indo 65 06/03/2017 17:11



66 — STATE OF THE UNION 2017

Researchers try to uncover the causes of this concomitant slowdown in
growth and productivity while information technology, biotechnology, nano-
technology and energy (new forms and storage) are more present than ever.
Indeed, this is Solow’s famous paradox arising from his 1987 quip about seeing
the computer age everywhere but in the productivity statistics. Strangely
enough, the same researchers have not asked about the possible link between
this slowing down and the population’s aging in old, developed zones like
the United States, Japan, and Europe.

Table 3
Decline in the average growth rate of the GDP per capita since 1960
Annual Average in% 1960- 1980 1980-2000 2000 -2015
United States 2.5 23 0.9
Japan 6.0 2.4 0.7
Europe of 15 3.4 2.1 0.7

Calculation: Coe-Rexecode using OECD Data

In the Europe of 15 (EU-15) and in Japan, GDP growth was stronger during
the 1980s than in the 1990s (2.5% versus 2.3% for Europe; 4.6% versus 1.1%
for Japan). Throughout those same two decades, GDP growth in the USA
remained approximately one point higher than that in Europe. Essentially
the reason is demographic, given that the gap in GDP growth per capita is
only 0.2 of a point higher across the Atlantic than in Europe for the same
periods. In fact, demographic growth of 1% annually has existed in the US
since the early 1960s; i.e., two to three times higher than the European rate.
Another part of the explanation for the higher GDP growth in America lies
in the higher employment rate and annual number of days/hours worked.
The Americans may well be advancing faster because there are more of them
and they are doing more.

We assembled a 23-country panel of long-time OECD members: Austria;
Australia Belgium; Canada; Denmark; France; Finland; Germany; Greece;
Iceland; Ireland; Italy; Japan; Luxembourg; New Zealand; Norway; Portugal;
Spain; Sweden; Switzerland; the Netherlands; United Kingdom, and USA.
Using the Ameco data base from the European Commission, we then calcu-
lated per country for 1993-2015 the average annual variation in percentage
of total population and the average annual variation in percentage of volume
of GDP per capita. The cluster of 23 pairs of data obtained is statistically sig-
nificant using a linear regression with an R*of 0.42.
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Graphic
Demographic growth and growth of GDP per capita (1993-2015)
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Digital Wave Hiding Demographic Tsunami?

At the Commission in Brussels, as well as in most other national and inter-
national instances, the issue of a link between demography and growth is rarely
raised. Reports on technology, innovation and competitiveness abound, but
humans are only studied as capital, primarily from the perspective of training,
accurately considered an investment or long-term growth factor. Demography
is only treated in terms of aging from above with the inherent problems arising
from the pension system, healthcare expenses and senior dependent living costs.
Almost never does anyone mention the consequences of aging from below; i.e.,
the impact of aging on both growth and the position of Europe within the world.
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In 2000, the ambitious Lisbon strategy for growth and employment wagered
heavily on information technology and the knowledge economy to ensure
Europe a future and powerful position on the international scene (horizon
2010). Almost halfway, in 2004, the Wim Kok Report stayed the course on
the knowledge society and sustainable development for an enlarged Europe
but added something new, one page devoted to Europe’s aging population.
This demographic detail had the potential to decrease the EU’s potential for
growth by one point (approx. 1% instead of 2%) by 2040. Yet not a word was
uttered about demographic development comparing Europe with the United
States. This oversight seems all the more remarkable as intercontinental com-
parisons are systematically carried out regarding research efforts, innovation,
and productivity assessment.

Demographic Multiplier Effects

As Alfred Sauvy put it, economists ‘refuse to see’ the link between eco-
nomic growth and demographics so they never try to verify it. Yet the
postwar economic and baby booms go together and the rise of the United
States may also be explained by healthier demographics. For thirty years,
the fertility rate in the USA has been approximately 2.1 children per woman
versus 1.5 in the EU-15. The American population, also experiencing sig-
nificant migratory flows, has continued its strong growth. The comparison
between the two growth rates (US and EU) usually points to technology in
explaining differences over the long term. Nevertheless, we have to wonder
if there is no ‘demographic multiplier’ effect, too. This hypothesis enables us
to understand better why growth and productivity gains between 1950-60
were two times higher than during the 1980s and 1990s even though these
years were marked by technological revolutions, theoretically sources of
productivity gains.

With the new economy, the whole matter seemed settled. The US would
undergo a period of robust economic growth with productivity increases
(apparent productivity of labour) much greater that Europe’s. Once again
this was proof of Europe’s technological disconnect in comparison with
America. Or was it? We may have doubts about this explanation now that
we possess statistics validated by past performance. In the 1980s, GDP growth
per active member of the population was comparable (approx. 1.5%) with a
slight advantage for Europe in the 1980s. Nonetheless, since the 1990s, the
European situation seems to diverge from the American in which apparent
productivity of labour (GDP/employed active member of the population)
increased by more than 2% annually in the 1990s and 1.5% annually until
2007. The rate has been 1% since the crisis. During the same interval, the
increase in productivity in the EU-15 slumped from 1.7% in the 1990s to 1%
annually between 2000 to 2007 and then slipped to 0.3% as of 2008. Here
is the question: should this productivity gap be attributed to the technology
gap or the demographic gap? Our hypothesis: the latter plays a determining
role, as the demographic gap is widening more than ever.
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Of course, all the inhabitants of a country are not working, but the number
of hours clocked do help explain the difference in the level of apparent
productivity of labour per active member of the labour force because the
Americans work 46% more than the French annually. If the Americans are
working, there must be a genuine demand to satisty, indeed, perhaps a more
sustained demand due to demographic expansion.

If we discard the hypothesis that the two variables ‘GDP per person’ and
‘demographic growth’ are independent, we can advance a new hypothesis,
that of a demographic multiplier driving a significant portion of the greater
gains in American productivity. As a rule, economists refer to the famous
Cobb-Douglas production function to explain growth through three factors:
capital, work and technical progress (technology). Let’s go back to those
basics. The multi-factor productivity (MFP) measures the residual growth
that cannot be explained by the increase of production factors (capital and
labour). Given the lack of alternatives, the increase in GDP growth per active
member of the labour force is thus attributed to technical progress, notably
the spread of information technology. This becomes a positive way of treating
an unexplained residual.

Demographic Dynamics and the Apparent Productivity of Labour

GDP growth actually depends on two factors: GDP per active employed
worker and the number of active employed people in the labour force. The
increase in GDP per active employed person has indeed been stronger in the
US than in Europe since the mid-1990s.

In reality, the variance in GDP per actively employed person (apparent
productivity of labour) is all the more significant as the number of actively
employed and the number of job opportunities increase within an expanding
population. Technology, learning and economies of scale combine to lower
unit costs, enhance quality, and in short, increase the value added; i.e., the
GDP per active member of the labour force. The multiplier in this demographic
dynamic still functions in the US, albeit less than in the 1960s. It no longer
operates in a gray-haired Europe. Economists cannot find this demographic
multiplier because they are simply not looking for it. Yet this hypothesis
would go beyond just the lag in information and communication technology
to shed more light on the widening gap in GDP growth per active worker
between the US and Europe, witnessed since the start of the new millennium.
In short, long-term growth in developed countries is driven by demography.
Without human capital, growth remains stunted.

With the current fertility indicator at approximately 1.5, tomorrow’s Europe
will have one-third fewer young active members of the labour force than
today’s. A dip in the birthrate for a country is like a decrease in investment
for a corporation. In both cases, the bottom line looks fine for a while but
at the expense of serious problems in the future. Accordingly, a government
tamily policy that supports demographic growth is a long-term investment.
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Some may argue that the birth deficit in Europe and its negative impact on
future economic growth and the raising of the standard of living could be
compensated by ever larger migratory flows. They are kidding themselves, as
highlighted by recent events, notably the UK’s vote to leave the EU (Brexit),
and by the reactions of almost all European nations to recent fluctuations in
the number of migrants arriving from Africa and the Middle-East.

All in the family

European countries look like orchards whose trees were fruitful for 40 years
then reached maturity without any seedlings planted. Yet, if we are to invest
and consume, we must have confidence in the future and the need to pur-
chase basic goods. Unfortunately, these two characteristics decrease with age.
Deep down, a dynamic society relies upon the same fundamentals as eco-
nomics and demographics. In other words, the desire to live is expressed
through economic initiatives and raising children. Somehow, the entrepre-
neurial spirit remains closely linked to the family spirit.
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APPENDIX:

France is slipping in comparison with its main partners: Germany and the
Netherlands. Meanwhile the UK has caught up to France. It is not by rowing

less that one moves ahead faster.

The GDP per capita shift not only involves the whole world but is good

news.

Gross domestic product per capita In thousands of $ 2011 (PPP)

United States

EU of 28

of which UK
Sweden
Denmark

Japan

South Korea

Euro Area (19)
France
Germany
Italy
Spain
Netherlands

Russia

Turkey

Brazil

China

India

Africa (total)

of which North
Africa

of which Other
World

1980
29.3
21.2
20.3
24.5
26.8
19.9
5.1
23.8
25.1
26.1
24.5
18.5
27.1
na
8.3
na
0.7
1.3
2.6

6.6

1.4

na

2000
46.0
30.5
33
36.9
41.3
32.2
20.8
34.5
36
37.3
36.1
30.6
41.9
14.1
12.9
11.5
3.6
2.5
3.3

7.5

2.2
10.5

2007
50.9
35.2
38.5
44
45.2
35.3
28.1
38.5
39
41.1
38.3
34.7
46.8
22.8
16.5
13.4
7.2
3.8
4

9.2

2.7
12.8

2015
52.5
35.6
38.7
45.1
43.0
35.8
34.4
37.9
38.8
441
33.6
32.8
46.3
239
19.2
14.7
133
5.8
4.7

9.9

3.5
14.8

Source: WEO-IMF April 2016, Calculations: Coe-Rexecode
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