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Demographics
fuelling Asia’s shifting
balance of power

Demography—the fundamental driver of all economies—is shifting the
balance of power in Asia. India’s young economy is on the rise, Japan'’s big
budget deficits are being worsened by ageing, and both China and Australia
are getting older at a speed that will re-fashion their business landscape.

Two centuries ago Napoléon Bonaparte noted,
“China is a sleeping giant . . . when she wakes, she will move the world.”

He was right. But now two other sleeping giants are stirring.




Ageing Tigers, hidden dragons

India is the first awakening giant. Its rise as an
economic superpower is about to be felt in earnest.
Our first article in this issue—Ageing Tigers, hidden
dragons—shows that India will account for more
than half of the increase in Asia’s workforce in the
coming decade.

The consequences for businesses are vast: An Indian
summer is coming, and it will last half a century. And
while India’s rise might have the largest impact on

the world, it isn’t the only economy set to surge, with
Indonesia and the Philippines on track to enjoy similar
trends. Both of these nations have a relatively young
population, mainly because they still have birth rates in
excess of the global average. This makes demographics
a tailwind rather than a headwind for their growth
across at least the next 20 years.

It's time to wake up and see the opportunities
The second awakening giant is the accelerating pace of
retirements across much of Asia. Hong Kong is set to be
hit harder than anywhere else in Asia as its workforce
ages fast, but the likes of China, Vietnam, and Australia
will all see their economies witness slower growth due
to their ageing population—with Thailand and New
Zealand not far behind.

The world is beginning to wake up to the emerging
challenge of ageing markets. Yet in many cases
businesses simplistically assume that the glory days of
market growth have passed. It may well be challenging,
but that demographic destination isn’t absolute. Indeed,
it isn’t entirely new. Japan, which led Asia’s first wave of
demographically powered economic growth, is already
grappling with a rapidly ageing population.

The second article in this edition—Asia’s growth on
the cusp of change, driven by demographics—asks
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how businesses on the right side of those changes
can maximise the potential benefits. Our analysis
shows that even for those nations on the wrong side
of demographics, ageing will produce some very large
winners at the industry level.

That last point isn’t well understood. Ageing may be

a challenge to some economies, but it will also present
some incredible business opportunities within those
same nations. Ageing populations will generate a
“growth cluster” of vibrant businesses at the heart

of the collision of megatrends such as rising life
expectancies, increasing relative health care costs,
and tightening public sector health budgets.

The scale is simply staggering, and so are the associated
business opportunities.

Our analysis shows that those in Asia aged over 65 will
be the largest and fastest growing market in the world;
they are set to grow in number from 365 million in
2017 to more than 520 million in 2027.

There are already more over-65s in Asia than there are
people in the United States. The number of over-65s in
Asia will exceed one billion just after the middle of this
century. In fact, by 2042—in just a quarter of a century—
there will be more over-65s in Asia than the populations
of the Eurozone and North America combined.

Yes, you read that right: More people aged over

65 in Asia than the total combined populations of
North America and the Eurozone, and in just 25 years
from now.

This will provide a target-rich environment of
business opportunities, and these opportunities will
be concentrated in nations at the forefront of ageing
in Asia.
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Country insights illuminated

When it comes to demographics, it’s also important

to take a closer country-specific look to uncover shared
trends and collective insights across the Asia-Pacific
landscape.

In article three of this edition—Demographics in the
spotlight, by country—we asked our national experts
to look into three key questions to bring their own
voice to the topic of demographics. The questions
focus on opportunities for industries, the effect on
disenfranchised communities and the role of digital
technology in driving changes across the workforce.

In turn, that connects this edition of Voice of Asia
(which concentrates on people power) with the last
edition, which focused on digital developments
across Asia Pacific. While the last edition assessed
the effectiveness of workers, this one concentrates
on worker numbers.

This edition of Voice of Asia also highlights just how
much of an issue the ageing of the global population is
for this region. By 2027, Asia is likely to see 160 million
people added to the ranks of its over-65s. Yet that same
figure for the Eurozone and North America combined
is expected to be “just” 33 million extra.

That’s not, by the way, to underplay the effect of
ageing in the Western world, but to put it in context—
Asia is enormous, and it is set to age faster than the
West, which means the business opportunities and
policy challenges of ageing now loom largest in Asia.

So what can countries do right now
to get ahead of this?

It isn’t clear whether Asia will rise to these
challenges as fast or as fully as it might.

For Asia’s ageing Tigers, their growth now lies on
the wrong side of demographic destiny, and will now
rest on other growth drivers, including productivity-
enhancing reforms, an openness to migrants, and a
drive towards greater participation among women.

Unlocking people power among female workers:
No matter which side of this decade’s demographic
divide a nation stands on, it can boost its markets
best if it can make the most of its potential people
power. That’s true, for example, of Japan, Malaysia,
and India, where participation rates of women in
the workforce are less than those of men.

Welcoming migrants: It makes sense for nations
most at risk of a demographic-driven growth slowdown
to be among those most open to immigration. Yet,
2017 is a year in which opposition to immigration is
garnering votes all over the globe. Migration can help
ward off ageing at the national level, but the critical
issue is whether policy—and property prices—will
allow this immigration to happen on a sufficient scale.

To be clear, bigger isn’t better. But accepting young,
high-skilled migrants has the potential to boost all
three of the building blocks of economic potential at the
same time: population, participation and productivity.

So a key test of Asia’s political systems looms: Those
nations that are able to politically sustain solid levels

of net immigration, especially of higher skilled workers,
will grow faster than those that can’t achieve that—

and the same will be true of nations that welcome
women workers as much as they welcome men.
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Ageing may be a challenge to some economies,
but it will also present some incredible business
opportunities within those same nations.

What can businesses do right now to embrace
the coming demographic opportunities?

Risk and return usually move in opposite directions—
the better the returns on offer, the greater the risks.

But demographics is a different story. In a world of

uncertainty, the most reliable forecasts of the future
are those focused on how many people there will be
in different parts of the globe.

It has long been established that older customers spend
differently than younger ones, on everything from
recreation to health care. This says that some of the
best bets businesses can now make involve embracing
the customer trends Asia’s sleeping demographic giants
will send their way, repositioning their business models
to take advantage of the “growth clusters” emerging
across a range of sectors.
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Ageing Tigers,
hidden dragons

Asia as we know it will rapidly change shape over the coming decade,
with demographics set to drive huge changes in growth momentum
in our region. Asia’s third wave of growth is set to begin, stirring
hidden dragons, while ageing Tigers must face the challenges and
opportunities of an older population.

The first wave of growth in Asia saw Japan'’s relative “people power”
peak in the 1990s, while China’s people power sprinted for four
decades and generated a second great wave of growth in Asia,
before peaking at the start of the current decade.

That second wave rewired the world economy more significantly
than any other event since the industrial revolution.

Now the third great wave of Asia’s growth is beginning, one that
will cement us as the centre of the world’'s economy and its growth.

Figure 1.1 shows the rise and fall of the working age population
(those aged 15-64) as a share of the total population of Asia’s
three biggest economies.” This simple ratio of workers (productive
potential) to total population (demand) is marvellously predictive.




Figure 1.1. Working age as a percentage of total population—Japan, China, India

75% of total population of working age Demography is causing
a wake-up call across the
economic landscape. India’s
young economy is on the rise,
Japan’s big budget deficits are
being worsened by ageing,
and China is getting older at
a speed that will re-fashion
its business landscape.
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As these two waves begin to recede, the figure shows
they will be replaced by Asia’s third wave, with India’s
contribution to global growth increasingly set to rise to
the fore, well supported by the likes of Indonesia and
the Philippines.

The demographic dividend

Asia’s tides are turning. And these massive demographic
tides in countries such as India, the Philippines, and
Indonesia will drive more growth than generally realised.

The great waves shown in figure 1.1 essentially map the
ageing process. But these waves aren’t just a cause of
economic change; they’re also a symptom.

Nations get older for a reason—ageing happens because
birth and death rates both fall as nations get richer:

« When people are poor, having more children is both
insurance against the child mortality rates seen in
poorer places, and also insurance for aged care—
that there’ll be someone to take care of you when
you can’t take care of yourself.

« As nations get richer, different things happen,
including greater spending on training and
education, and a fall in birth rates, which creates
the opportunity for more women to work, as well
as a rise in life expectancy that encourages people
to work for longer.

They are the additional accelerators of growth for the
countries on the rising side of the wave but they could
also be the decelerators of growth for the countries on
the declining side of the wave. These factors, as well
as different speeds of getting richer, aren’t captured in
figure 1.1—they alter the size of the labour force (the
share of the population that would take a job given the
opportunity) differently than the change in working
age population.
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But they do travel alongside those background
demographic trends. And, if given the chance, these
additional factors typically add to each country’s
productive capacity.

That says there’s a potential virtuous circle: Improving
demographics are usually accompanied by (1) increased
productivity thanks to a better-trained workforce and,
in the case of some countries, that is accompanied by
(2) increased participation within the working age
population as more women work, and (3) growing
workforce participation outside of the traditional

15 to 64 age group as retirement ages start to rise.

(Some of these trends will, of course, be partially offset
by other factors. For example, while education boosts
productivity, it will often lower workforce participation
as young people delay their entry into the market as
they undertake higher education.)

So, for example, the lift in Japan’s relative people
power through the 1950s and 1960s was occurring
mainly thanks to the first factor. In Japan, the second
and third factors came later, being the focus of policy
amid declining demographics in order to mitigate the
damages of a shrinking labour force.

In China’s case, we can also add a policy factor to
these demographic impacts, with its one-child policy
contributing to the speed of the initial wave of China’s
relative people power versus that in other countries.

Equally, India’s contribution to the economies of

Asia and the globe won’t simply be because of worker
numbers or population alone but also because those
gains will go hand in hand with increased productivity
and participation, which have been realised by
improving demographics.
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Figure 1.2. Median age in 2017 (years)
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Japan, land of the rising age—

and disappearing worker

In the early 1990s, Japan surpassed Sweden as the
oldest country in the world. In the quarter century
since, its median age has leapt to over 47 years (see
figure 1.2). The average resident in Japan today is
25 years older than in 1950.

This increase is to some extent driven by increasing
life expectancy—Japan’s life expectancy is among the
highest in the world. However, the average woman
in Japan is having only 1.4 children in her lifetime—
compared with 2.5 around the world—well below the
2.1 required to maintain population levels without
assistance from migration.

The low birth rate (combined with low migration
levels) is now cutting into the supply of potential
workers in Japan. That measure—the population aged
15 to 64—peaked in the 1990s at around 9o million. It

It may well be challenging,
but that demographic
destination isn't absolute.

has already fallen to close to 75 million, and the latest
United Nations projections suggest it will likely halve
from its peak over the course of this century. This sort
of decline is viewed by some as the real “population
bomb™? of the 21st century, dragging down rates of
economic growth through ageing-driven recessions
and by the increase in the number of retirees relative
to the number of workers.

Japan’s rather unique immigration policy only adds

to these effects. While many European and Asian
countries facing ageing populations have adjusted their
immigration policies to mitigate the problem, Japan
has kept its door strictly closed to foreign workers

and immigrants. One observation is that while this
policy does not help ease labour shortages, it may still
contribute to enhancing the cohesion of society (which
helped to overcome national crises such as Japan’s
March 2011 triple disasters of earthquake, tsunami
and a nuclear meltdown). With many countries facing

10
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increasing social divides and unrest now reconsidering
their open immigration policies, how Japan keeps or
changes this unique policy may be a lesson for others.

The resulting ageing and declining population have been
causing many problems for Japan, one of which is its
declining potential growth rate. Japan’s potential growth
rate has been constantly declining, from 3-4 percent
during the 1980s to less than 1 percent a year from now,
mainly owing to declining growth in worker numbers.

Another problem has been the worsening government
budget deficit, caused in large part by rapidly rising
spending on the growing number of retirees. Japan’s
public debt is now more than double its annual national
income—Dby far the highest in the world. As its social
security system was designed assuming stable funding
of the older generation by the younger generation,

an ageing population risks the collapse of the system
(without reducing the benefits for the old or increasing
the contributions by the young). Japan’s ageing
population also limits the potential for the political
system to fix the problem, as the dominant older
generation’s vote makes it quite difficult to transform
the system.

Japan might be fortunate in that many of the more
negative impacts of population ageing—notably,
increasing health care expenditure—are lessened by the
relatively healthy state of the populace (the Japanese
take less medication than almost any other rich nation),
but they are of course unable to avoid all of the issues
around population ageing.

One rather unexpected problem of Japan’s changing
demographics was that the great growth of the
1980s—and accompanying financial bubbles in its real
estate and stockmarkets—misled companies, banks,
and the government into thinking that the pace of
growth would continue. This occurred even though
demographic change is one of the easier events to
forecast and prepare for. Still, the inertia of people’s
mind-set, which is often accustomed to growing
population over generations, makes it difficult for them
to accept the new reality. In practice the demographic
cycle turned, meaning that many investments failed to
meet their potential, thereby adding to non-performing
loans and deflationary pressures. This result is another
lesson that other countries would be wise to take note of.
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Ageing Tigers

What Japan has in averages, China trumps in scale.
Indeed China probably already has more than

150 million people aged over 65, and the echoes of

its one-child policy mean the next generation will be
much smaller than would otherwise have been the case.

Much of the rest of Asia’s story will mirror that of
China. That’s true, for example, of Thailand, Hong
Kong, Taiwan, Singapore, and Korea. Like Japan,
many of these countries have relatively high life
expectancies and low rates of child birth (according
to some measures,’ Singapore, Hong Kong, and Korea
have three of the five lowest rates in the world).

This group of five will face similar demographic-driven
challenges, and opportunities, to those of China. In fact,
as figure 1.3 shows, they are almost indistinguishable in
the tides of their demographic rise and fall.

That may seem strange, given that average incomes in
China are a fraction of those of developed Asia. But that’s
because China’s demographics, like much of the rest of
the China story in recent decades, have been sprinting.

It usually takes longer for nations to get older, but
China’s one-child policy accelerated that timetable. One
of the key reasons why figure 1.1 saw China’s working
population share rise higher than other countries was
the lack of children born through the 1980s and 1990s,
but that same lack of children (and the inability of the
government to lift birth rates in recent years) will see

a rapid reversal of those trends.

Countries typically get both rich and old in tandem, at
least in part because ageing is a symptom of incomes.
However, the acceleration of this process means China
will get old before it fully succeeds in getting rich. This
is yet to seep into the consciousness of most of the
world, which still regards China simply as a country
with an extremely large population.

Yet, the most recent update to the long-term population
outlook for China has seen a sharp downward revision
of the long-term size of its workforce. Despite moves

to unwind the one-child policy, younger people do not
need to be prevented from having more than one child;
they may require significant encouragement to have
any children at all.
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Figure 1.3. Working age population as a percentage of total population—
Thailand, Hong Kong, Taiwan, Singapore, Korea, and China
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The worst-case scenario would be if China followed
Japan’s path, with declining growth, a worsening
government budget deficit, and pressure on its
property and financial markets.

If so, the global implications would be massive, given
that China’s population is ten times that of Japan,
and given that China doesn’t yet have a sound social
security system. And there’s a chance that ageing,
particularly in China, could lead to higher inflation
rates and higher interest rates around the world.*

In turn, that says the business opportunities opening
up as a result of demographics—which we cover in

the next article, Asia’s growth on the cusp of change,
driven by demographics—will be different in China
from those that can be expected in Thailand, Taiwan,
Singapore, and Korea. All of these nations have enjoyed
a remarkable run of growth over the past half century.

China

B korea [l Taiwan

Source: United Nations, 2017
Deloitte Insights | Deloitte.com/Insights

And, as figure 1.3 shows, some of that economic
expansion has been thanks to an underlying trend
in demographic growth that has boosted the share
of the population most likely to work.

But this trend is poised to reverse its direction.

In China, Hong Kong, Thailand and Singapore,

the working age population peaked as a share of total
population a few years ago, while that demographic
peak is happening pretty much now in both Korea
and Taiwan.

This group may sit behind Japan in terms of the
median age of their populations, but they are the
next in line for ageing pain to hit their economies.

This tide will go out relatively fast. For each of these
countries the next half century will not merely unwind
the demographic gains of the last half century, it will
see new demographic lows being hit. And although
some of these effects will be slow, a number of them
will travel at speed.
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Figure 1.4. Demographic addition/subtraction to size of economies over the coming decade

India

Philippines

Indonesia

Southeast Asia -0.2%
Asia -0.5%
Malaysia

Japan

China will get
old before it
fully succeeds in
getting rich.

Edition 3, September 2017

Vietnam
Australia
New Zealand
China
Thailand
Singapore
Korea
Taiwan

Hong Kong

Figure 1.4 sets out the projected losses attributable
to (or gains from) demographics. These calculations
assume that, other things equal, the size of these
economies will be:

« Proportionately larger where there’s a demographic
dividend (India, the Philippines, Indonesia), and

« Smaller where working age populations will shrink
as a share of the total between now and 2027.

The figure tells a remarkable story, but not a pretty one.

The group of economies considered in figure 1.3 are
those most in the firing line. The backdrop to doing
business in Hong Kong, for example, will change
radically within a decade as retirees surge in number.’
The number of people in Hong Kong aged 65 and over
will rise from just 1.2 million to 1.9 million by 2027,
and 2.4 million by 2037.

Source: Deloitte
Deloitte Insights | Deloitte.com/Insights

At the same time, the number of children in Hong Kong
(those aged through to 14) has already fallen behind
the number of people aged over 65. In fact, Hong Kong
has around one-quarter fewer children today compared
to the 1980s. While births are finally on the rise, these
past trends will limit future growth, with consistently
fewer people starting their working lives than there are
older workers retiring at the end of theirs.

To add to that quantitative problem, there is survey
evidence suggesting a surprisingly high number of
young adults would live elsewhere if they could,’

a qualitative issue further jeopardising the long-run
pipeline of new workers.

Yet, although this story is particularly stark for
Hong Kong, it doesn’t—or shouldn’t—overshadow
what is starting to happen in Korea, Taiwan, and
Singapore. Each of these nations is also seeing the
demographic tides turn sharply against them.
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This group was lauded as Asia’s Tigers during the
1980s and 1990s. But from here on they are ageing
Tigers, whose growth now lies on the wrong side of
demographic destiny, and whose policy challenges
will now rest on other growth drivers, including
productivity-enhancing reforms, an openness to
migrants, and a drive towards greater participation
among women.

Aussies and Kiwis

A glance at figure 1.5 shows another little-recognised
fact: Over the coming decade, Australia and New
Zealand will see demographic-driven slowdowns
even larger than those being faced in Japan.

What gives? How is it, for example, that Australia
shows up as more in the demographic firing line
than Japan over the next decade?

The difference is simple: Japan has been feeling its
demographic downdraft since the mid-1990s, with
the last decade putting considerable pressure on
that nation’s growth potential.

In other words, Japan has already faced the facts,
whereas the pace of future pain is starting to go
up for the likes of Australia and New Zealand, as
well as in countries such as China and Thailand.

As the figure shows, by 2047 Australia will have lost
all of the demographic-driven gains in the ratio of
potential workers to total population made since 1961,
and the same will be true of New Zealand by 2061.

The hidden dragons have demographics
that look like India’s

As seen above, much of Asia’s demographic change
across the rest of the century will match the trends
seen in China.

Yet, it is equally true that much of Asia’s story will also
track India’s more positive outlook. That’s true, for
example, of Indonesia, Malaysia, and the Philippines.

Although the lines in figure 1.6 map similar paths,
the stories are slightly different.

As the most developed economy of this group, it makes
sense that Malaysia is also the most advanced on

its demographic journey. In 1965, barely one in two
Malaysians were of working age. Now that ratio is at

its peak—at close to 70 percent. Yet, unlike a number
of nations, Malaysia’s demographic transition will be
relatively gentle, and the impact of ageing won’t really
take big bites out of its economic growth until the 2050s.

That decade, however, will see a demographic bell toll
for Malaysia: Changed birth rates and a rise in life
expectancy will see its demographics depart from the
rest of this group, leaving it older and greyer than these
others beyond that decade.

With a slower fall in its birth rate and an equally
moderate advance in life expectancy, Indonesia will
also see relatively benign demographic tides in coming
decades. This is a nation with a younger population
than many others, making demographics a tailwind
rather than a headwind for growth through to the
mid-2030s.

Thereafter, and in common with Malaysia, the
transition from tailwind to headwind will also be
relatively gentle—with the difference being that
Indonesia’s glide path will remain gentle long after
Malaysia’s doesn’t.

By the end of this century, Indonesia will have kept
its status as younger than average, competing with
the Philippines on that score.
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Figure 1.5. Working age population as a percentage of total population—Australia and New Zealand
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Figure 1.6. Working age population as a percentage of total population—
India, Indonesia, Malaysia, and the Philippines
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Figure 1.7. Peak potential workforce—Japan, China, India

By mid-century
India’s potential
workforce will grow
from 885 million
people to 1.12 billion.

Japan 1995

An Indian summer set to last for half a century
Figure 1.1 showed three great growth waves through
Asia, beginning in Japan, spreading to China, and
increasingly encompassing India.

Yet the figure doesn’t pick up the absolute size of these
waves. And those differences are tremendous.

As we saw, Japan’s working age population peaked
close to a quarter of a century ago, at less than 9o
million potential workers. Figure 1.7 shows the peak

in China’s workforce at more than ten times as many
people—more than a billion potential workers—far and
away the greatest workforce the world has ever seen.

China’s rise across recent decades indeed moved
the world.

And there’s further potential there too. Although
China’s demographic tides are moving fast, changes in
the skills base of its workforce and the potential for a
range of reforms to unlock assets into more productive
use means that economic forecasters still rank China
second with regard to expected speed of growth over
the next decade.

China 2014

\h India 2037 1- India 2050 \h

f

Source: United Nations, 2017
Deloitte Insights | Deloitte.com/Insights

The nation expected to beat China—the one that the
consensus view of forecasters sees having an economy
growing even faster than that of China over the next
decade—is India.

That’s because the coming wave of people power will
have an even higher crest.

India’s potential workforce today is 885 million people. Yet:

» Asseen in figure 1.7, this number will jump to 1.08
billion people some two decades from today, and it
will remain above a billion people for half a century.

» These new workers will be much better trained
and educated than the existing Indian workforce,
and there will be rising economic potential coming
alongside that, thanks to an increased share of
women in the workforce, as well as an increased
ability and interest in working for longer.

This combination says the three big levers of economic
potential—the 3Ps of population, participation, and
productivity—are all set to surge in India.
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The numbers here are simply staggering:

« Over the next decade, India’s working age
population will rise by 115 million people and
account for more than half of the 225 million
expected across Asia as a whole.

» Across that same decade, Japan’s working age
population will shrink by more than 5 million
people, and China’s by 21 million.

« And the decade after that—through to the mid-
2030s—will see India’s working age population jump
by another 78 million people, but Japan’s will once
again shrink by 7 million, and China’s demographic
destiny will enter a sharper decline, with a further
drop of more than 80 million.

The next 50 years will therefore be an Indian summer
that redraws the face of global economic power.

However, there’s an important caveat—and
opportunity—to note. “Getting richer” isn’t guaranteed.
India needs the right institutional set-up to promote
and sustain its growth. Otherwise its rising population
could cause increasing unemployment and consequent
social unrest—the phenomenon often observed in
African countries.

In particular, it will be vital to get more women to
join the labour market. Yet workforce participation by
women in India has fallen rather than risen, dropping
from 37 percent to 27 percent over the last decade.

India is not alone in seeing female participation

rates fall over recent years; China, Indonesia, Korea,
Thailand, the Philippines, and Japan have all seen
either stable or falling rates since 2000. However,
female participation in India is significantly below the
rates in all these countries, meaning there is far greater
economic potential that could be unlocked.
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For India’s economic growth to outperform the
potential mapped out in this article, women’s
participation needs to start to rise from its current
global ranking of 16™ lowest in the world.” This is
a key issue we pick up in the second article in this
issue: Asia’s growth on the cusp of change, driven
by demographics.

As figure 1.1 illustrated earlier, the Indian demographic
cycle is about 10-30 years behind that of other
countries. This presents an opportunity for it to catch
up with its peers in per capita income levels. However,
the Indian story has some unique features:

«» First, India’s working age population to non-working
age population is likely to peak at a ratio much lower
than Brazil and China, both of which sustained a
higher level for at least a quarter of a century.®

» Second, India is likely to remain close to its peak for
much longer than other countries.

The growth consequence of such a phenomenon would
come in the form of reduced fluctuations in growth
compared to other East Asian countries. Both the
acceleration and deceleration in growth momentum
are likely to be slower, suggesting India’s demographic
structure could sustain higher levels of growth for longer.

The next decade will see a changing of the guard
Asia’s growth momentum is on the cusp of significant
change.

Two centuries ago, Napoléon Bonaparte noted

“China is a sleeping giant . . . when she wakes, she
will move the world.” He was right. But now, with
demographic changes impacting the entire Asia Pacific
region, there are stirrings and rumblings among many
giants, which see a new terrain of challenges and
opportunities emerging.
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This article makes the point that the great underlying
force of change—people power—has driven a series
of surges in economic capacity across the Asia Pacific
landscape. After the first wave, in Japan, the second
wave of growth, seen in China over the past four
decades, reshaped the world’s economy. Now, a third
wave shows India moving front and centre stage.

Its rise as an economic superpower is about to be

felt in earnest, with further growth to be driven by
the increasing importance of Indonesia, Vietnam,
and the Philippines.

But just as these economies have seen the incoming
tide of a rapidly rising working age population, the path
of demographic transition is not one of endless growth.
Population ageing will see the growing impact of rising
retirements across much of Asia, as the likes of China
and Australia join Japan in seeing their economies
grow more slowly due to the force of demographics.

In combination, those effects will rewrite the playbook
of businesses around the globe. Both the levels and
types of growth will bring new opportunities, risks

and challenges. Population growth is often a cause for
concern: The global population rising from 7.5 billion
now to 10 billion by the middle of the century will bring
many challenges.

And, in addition to the mere number of people, there
will be changes in the way they want to live. As Asia’s
growth on the cusp of change, driven by demographics
notes, younger people across Asia often aspire to the
lifestyles of their peers in the West, rather than their
own parents.

That choice will drive increasing demands on the global
environment—a fraught prospect. Yet it is also true that
we have made incredible strides in lowering the inputs
required to create the output we desire, an oft-forgotten
trend that works against the more obvious increases in
consumer spending.

But, these demographic trends are coming, whether
we want them or not. This means we really have little
choice but to face up to them head on, embracing

the changing demands of the future (rather than
pretending that, if we ignore them, they will go away).

The next article, Asia’s growth on the cusp of change,
driven by demographics, looks at how various Asian
economies and businesses are already preparing
themselves for these coming changes. It also gives
some concrete examples of how businesses can harness
the opportunities that areas of stronger growth will
provide, and be prepared for the challenges that ageing
populations will bring.
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There are a number of figures detailing past and future population trends in this edition of Voice of Asia. All results are taken from

recently released United Nations Population projections, World population prospects: The 2017 revision, http://www.un.org/en/development/
desa/population/

For example, in Ben Wattenburg's 2004 book Fewer

These results are from World Bank estimates of 2016 total fertility rates (TFRs), http://data.worldbank.org/indicator/SP.DYN.TFRT.
IN?year_high_desc=true

BIS Working Papers No 656, by Charles Goodhart and Manoj Pradhan, Demographics will reverse three multi-decade global trends, 2017:
“Between the 1980s and the 2000s, the largest ever positive labour supply shock . . . led to a shift in manufacturing to Asia, especially China;
a stagnation in real wages; a collapse in the power of private sector trade unions; increasing inequality within countries, but less inequality
between countries; deflationary pressures; and falling interest rates. This shock is now reversing. As the world ages, real interest rates will
rise, inflation and wage growth will pick up and inequality will fall.”

Richard Morrow, Hong Kong budget fails to address pension savings issue, Asian Investor, 2017, http://www.asianinvestor.net/article/hong-
kong-budget-fails-to-address-pension-savings-issue/434096, accessed June 30, 2017

South China Morning Post, Four in 10 Hong Kongers want to leave city, with some already planning their exit, 2016, http://www.scmp.com/
news/hong-kong/education-community/article/2027021/four-10-hongkongers-want-leave-city-and-1-10-has, accessed June 30, 2017
International Labour Organization, India: Why is women’s labour force participation dropping?, 2013, http://www.ilo.org/global/about-the-ilo/
newsroom/news/WCMS_204762/lang--en/index.html, accessed June 30, 2017

Ministry of Finance, Government of India, Economic survey 2016-17, 2017, http://indiabudget.nic.in/survey.asp, accessed June 30, 2017
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Asia’s growth on
the cusp of change,
driven by demographics

Deloitte regularly surveys CFOs in almost 60 nations across Asia, Europe,
and the Americas. In the last two years these surveys have shown that
executives are increasingly worried not just by traditional risks (such

as those stemming from economies and politics), but by new ones too
(from disruptive technologies to the likes of cyber and terror attacks).

Yet, amid all this uncertainty there are a surprising number of things that
can still be planned with confidence. In fact, some of the biggest changes
in markets as well as entire economies in the years and decades ahead
can be mapped with reasonable likelihood.

The first article in this edition, Ageing Tigers, hidden dragons, set out two key
changes we will witness over the next quarter century, such as the surging
growth potential in India and a peak in the working age population in China,
and the outcome of these changes.

The world is beginning to wake up to the emerging challenge of ageing
markets. Yet, in many cases, businesses simplistically assume that the glory
days of market growth have passed. It may well be challenging, but that
demographic destination isn't absolute. As Japan’s experience of the past
two decades already shows, the future might well be challenging, but the
impacts of Asia's demographic destiny don't have to be entirely, or even
mainly, negative.

This article asks how those on the right side of the changes can maximise
potential benefits, and how those challenged by demographic destiny can
best rise to the challenge.
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How big is the demographic challenge?

As figure 2.1 shows, ageing is an issue for Asia as a
whole, and one that is just about to bite, with more of
an impact to be evident in Asia than across the world.

Our analysis shows that those in Asia aged over 65 will
be the largest and fastest growing market in the world;
they are set to grow in number from 365 million in
2017 to more than 520 million in 2027.

There are already more over-65s in Asia than there

are people in all of North America. The number of
over-65s in Asia will exceed one billion just after the
middle of this century. In fact by 2042 (in just a quarter
of a century) there will be more over-65s in Asia than
the total populations of the Eurozone and North
America combined.

Yes, you read that right: More people aged over 65 in Asia
than the total combined populations of North America
and the Eurozone, and in just 25 years from now.

So how big is Asia’s challenge? Figure 2.2 lays out the
relative effects of demographic destiny across Asia in
the decade ahead.’

This figure sets out the demographic dividing line
between producers (workers aged 15 to 64) and
consumers (the total population). The result is a simple
ranking that sheds light on where overall markets will
go across the next decade.

But there are factors that would act to both improve
and worsen that picture. Why might the effects of
ageing be smaller than those shown in figure 2.2?

+ Retirement age can rise: Not only are people
starting work later (as they are studying for longer),
but they’re also retiring later. Partly that’s because
they can—fewer jobs are back-breaking these days,
rising life expectancies are encouraging longer
working lives, and today’s higher incomes are
also encouraging people to work for longer. Of
course, not all people are willing to retire later,
but rising life expectancies mean many of them
are effectively forced to do so. Many countries are

also seeing moves by the government to extend the
expected working lives of their citizens to boost their
economic potential and mitigate some of the impacts
of ageing on public finances. Accordingly, the
assumption behind figure 2.2—that the population
aged 15 to 64 is a sufficient proxy for the potential
workforce—can overstate ageing effects.

More women could join the workforce: Patterns
differ markedly across Asia, but in most nations
there are far fewer women than men in the paid
workforce. Accordingly, the demographic downdraft
to economies can be fought by unleashing the pent
up potential among less tapped groups of workers.
The potential is significant. As the discussion at the
end of this article notes, the potential gains for India
can be measured in trillions of dollars.

Migration can give wriggle room: These population
projections already assume people moving between
nations. However, if the impact of ageing starts to
be too severe, more workers may be “imported” than
these figures allow. This may be true, for example,
for Hong Kong. And it seems unlikely, as these
projections would have it, that Japan’s population at
the end of this century would have fallen by a third
from current levels.

We can actively draw up the experience that
comes with age: Much of the evidence shows that
the experience older workers can bring to bear

on the workplace makes up for any loss of mental
dexterity and enthusiasm.

Bigger isn't necessarily better: In the end, it’s not
the size of the economy that determines whether
people are happy or not, it’s average incomes and
standards of living. This means productivity is

just as much a contributor to final outcomes as
population and participation. Many previously
labour-intensive jobs—ones which might have
needed younger workers—may well be replaced

by automation in coming years. And governments
around the world have long focused on education
and skills as a key plank of growth.

And worse isn't necessarily smaller: As Japan
clearly shows, ageing might be challenging, but there
are ways to face that challenge. Indeed, across the
past decade living standards in Japan have risen
almost as fast as those of the United States.
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Figure 2.1. Working age population as a percentage of total population—Total for Asia and for the world
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Figure 2.2. Demographic addition/subtraction to size of economies over the coming decade
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And why might ageing effects be larger than those
shown in figure 2.2? First, certain factors mitigate
attempts to get around the problem:

Productivity and participation march alongside
population: Most importantly, and as noted above,
there are both virtuous and vicious cycles in play.
Favourable demographics are usually associated
with rising workforce participation and better
education. While some governments have faced

up to the demographic challenge, the world is yet

to come to terms with what happens when the
demographic pendulum moves onto its downswing.
Migrants age too: Migration can help ward off
ageing at the national level, but not forever. Besides,
from a global viewpoint, migration is essentially

a zero sum game. And in an age of international
mistrust, local populations are wary of too many
people coming from “elsewhere.”

Less productivity, less risk-taking: The positives
noted above included one about the benefits of
experience outweighing “any loss of mental dexterity
and enthusiasm.” But these studies mostly looked
at individuals. Once you start to look at states

and nations, that’s not what the latest evidence
suggests. For example, researchers from Rand
Corporation looked at what different speeds of
ageing had done to the growth of different states

of the United States.” They found that the direct
demographic effects derived in figure 2.2 accounted
for less than half the impact of ageing on overall
economic growth, as older States became less
productive. Although its conclusions were less stark,
the International Monetary Fund also found ageing
workforces reduced productivity.?

Financial bubbles tend to be formed and burst:
When demographics drive growth, an expectation
of continuing good growth can get priced into

real estate and stockmarkets. Equally, when
demographics turn, it can ‘surprise’ businesses,
governments and markets, and the resulting failure
to meet expectations can see asset prices go through
a “bust.”

And then there are additional challenges that ageing
will bring:

» Budget pressures: In simple terms, governments
tax workers and hand subsidies to the young (for
their education and health) and the old (for their
health and for aged care). So ageing puts stress on
government budgets by reducing revenue growth
and adding to spending. Other things equal, this
weighs on growth because the shortfall has to be
remedied by some combination of higher taxes or
lower spending.

« Therise of the “grey vote”: While the economy
in general may be affected by falling growth rates,
many will fear that they are being forced to pay too
large a price to fix the problem if governments cut
expenditures. This may see the increasing electoral
voice of the growing older generation stifle much
needed policy changes.

On balance then, figure 2.2 may understate the changes
afoot across business prospects in a range of nations.

Every challenge is also a business opportunity
Ageing will slow overall economic growth rates in a
number of countries, but it will turbocharge a range of
specific markets at the same time. Yes, ageing brings
costs, but it also brings benefits, and those benefits may
be concentrated in particular industries. Simply put,
we spend on different things as we age. And therein lies
opportunity.

There are megatrends in play here. Across much of Asia:

« We're getting older.

« We're getting richer.

» New technologies will add to health care costs.

» Public sector budgets will come under even
greater pressure.

» More people will be living with chronic conditions.
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Figure 2.3. Number of people aged over 65 in various regions of the world
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This combination says a range of sectors will become
bigger business in the future than they are today.
And the scale of the opportunities is mind-boggling,
with Asia expected to be home to over 60 percent of
the total population aged 65+ years across the world
by the 2030s. That’s a rapidly rising share of an even
more rapidly expanding pool.

As figure 2.3 shows, the number of over-65s in Asia is

already much larger than in other regions of the world.

This market is set to swell rapidly, hitting almost a
billion people by the middle of the century.

In fact these markets are already moving. Over the
decade to 2027, Asia will see 160 million people added
to the ranks of its over-65s. Yet that same figure for
the Eurozone and North America combined is just

33 million extra.

Deloitte Insights | Deloitte.com/Insights

That’s not, by the way, to underplay the impact of
ageing in the Western world, but to put it in context—
Asia is enormous, and it is set to age faster than the
West. And, in turn, that says the business opportunities
and policy challenges of ageing now loom largest in Asia.

The next decade and more will therefore see a
developing “growth cluster” of health-related
businesses across Asia. These business opportunities
will lie at the heart of the collision of trends such as
rising life expectancies, rising relative health care costs
and tightening public sector health budgets.

The last factor is little understood. In most nations,
taxpayers fund a larger share of health spending than
they do of other types of spending. However, with
public sector budgets set to come under increasing
pressure over time, more health care and related
opportunities will come to the private rather than
the public sector.
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As the megatrends noted, we're getting older and richer.
That means we are more likely to need health care,

and we will also need to pay more for it, but we’ll also
be better placed to pay. And technology increasingly
means that what we want is actually doable, so more
and more procedures are likely to occur.

Of course, some of those advances will cut costs as
new drugs will mean surgery is no longer required,

or improvements to techniques mean recovery from
surgery is much faster and requires less time in hospital.

On the other hand, the world is seeing a shift towards
chronic conditions such as diabetes, some types of
cancer, dementia, Parkinson’s disease, cardiovascular
disorders, and musculoskeletal diseases. And, to the
megatrends we've just listed, you can also add obesity.
With the simple addition of “heavier” to “older” there is
a risk Asia’s population of diabetes sufferers will surge
in the years ahead.

These chronic conditions are likely to be future
drivers of health care spending. As Asia lives longer,
it is increasingly living with ailments that are not life
threatening, but require more care than otherwise.

It won'’t just be the case that future conditions will be
longer lasting. Many of the new business opportunities
they drive will be much more “recession proof” than
average. When times are tough, you may put off buying
new clothes or eating at restaurants, but chances

are you won't put off treatment for a sore back or an
infected tooth.

Pain is a powerful motivator.

In turn, this points to a welcome advantage for
businesses selling into these markets—they know the
future looks bright. That’s why the coming wave of
growth in health care and related sectors will see a
major shift in the spending habits of Asia, presenting
a number of business opportunities as it does so.

If “demographics is destiny,”* then the future of health
and related industries is bright across much of Asia.
That very destiny represents a long-term opportunity
for businesses to invest in what will clearly be growth
sectors in coming decades.

There are policy challenges here too—

skilled migrants, anyone?

There are also challenges to be faced, and it isn’t clear
whether Asia will rise to these challenges as fast or as
fully as it might:

* Unlocking people power among female workers:
No matter which side of this decade’s demographic
divide a nation stands on, it can boost its markets
best if it can make the most of its own potential
people power. That’s true enough, for example,
of Korea, Japan, Indonesia, and the Philippines,
where participation rates among women not only
lag those of men, but have failed to lift significantly
over recent years. It’s even truer for India, where
the participation gap is around twice as large
as it is in these economies (and has actually
widened across this century). Some nations in the
region—Australia, New Zealand, Taiwan, Malaysia,
Singapore, and Hong Kong—have seen the opposite
trend, with female participation rates rising strongly
since 2000.”

« Welcoming migrants: It makes sense for those
nations most at risk of a demographic-driven growth
slowdown to be the most open to immigration. Yet,
2017 is a year in which opposition to immigration is
garnering votes all over the globe. However, there
are some success stories. Singapore, for example,
has a low birth rate, but manages a better ranking
in the projections here than it would otherwise
have done thanks to a relatively liberal view of
immigration. Yet, the political willingness to accept
migrants often appears to be strongest in regions
where, at least from the viewpoint of demographics,
it isn’t particularly called for. For example, Malaysia
has a large number of guest workers, and the same
is true of Thailand (albeit with the important caveat
that some of the latter are in Thailand illegally) but it
is in Hong Kong where these questions loom largest.
Immigration from mainland China developed
Hong Kong in the first place, and will continue
to be a driver. There’s already a large inflow of
skilled professionals from China, but inflows of
lower skilled workers are more tightly controlled.
The critical issue is whether policy, and property
prices, will allow this immigration to happen on a
sufficient scale.

« Raising birth rates: Although it takes longer to have
an impact on worker numbers, the other key lever
here is the potential to lift birth rates once more.




To be clear, bigger isn’t necessarily better. Accepting
young, highly skilled migrants, a longstanding policy
in Australia, has the potential to boost all three of the
building blocks of economic potential at the same time:
population, participation and productivity.

So a key test of Asia’s political systems looms:

As countries grapple with the effects of ageing,
nations able to politically sustain solid levels of net
immigration, especially of higher skilled workers,
will grow faster than those that can’t. And regardless
of whether working age populations are still rising,
the same will be true of nations that welcome women
workers as openly as they do men.

Girl power: What India can gain from its women
India’s potential workforce will rise by 115 million
people over the next decade—and account for more
than half of the 225 million strong workforce increase
expected across Asia as a whole.

But just how well will “potential” translate into
“actual”? India has the 16" lowest rate of female
workforce participation in the world. Were that to lift,
it would turbocharge the demographically driven boost
to India’s economy over coming years.
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Compare two cases—one where India’s female
workforce participation rates remain at 27 percent, and
another where it gradually rises to 49 percent (equal to
Japan’s current position) by the 2030s. This may seem
like a huge leap, but it would merely lift India to the
second lowest of the countries shown in figure 2.4.

Such a change would nearly double the number of
women working in the paid economy, with the extra
workers lifting the overall size of the workforce by more
than 20 percent above its expected level.

And, even after noting that women tend to receive
lower wages than men, this would boost the overall
size of the Indian economy by around one sixth, or the
equivalent of close to US$2 trillion a year in terms of
today’s purchasing power.°

So there is a huge incentive to act; yet getting there
won’t be easy. Japan, with female participation rates
still below 50 percent, shows that even after a long
period of grappling with the need to boost female
participation, progress can be slow.

Figure 2.4. Female workforce participation rates in 2015
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And there’'s more than just who—

there’s how and where

Different economies will see other factors impact
the challenges they might face. The previous article,
Ageing Tigers, hidden dragons, noted that both
growth in population and a change in the type of
lifestyle these populations might wish to enjoy will
put increasing pressure on the environment, both
in terms of the demands on food and water and the
pollution that might result. These challenges can also
be driven by choices made in the past and that are
still affecting the environment today.

The long-running impacts of urbanisation continue to
be felt across Asia. While the rise in China’s population
has been important to its success, the internal
movement of people from rural regions to the cities
has been just as important. Official estimates have

put the level of internal migrants at over 10 percent

of the country’s population’—150 million—with other
estimates suggesting that the true figure is more than
twice that.®

Urbanisation leads to differing issues across the
economies of Asia—both positive and negative. In the
faster-growing areas of Indonesia and the Philippines,
the huge construction requirements the trend brings
are clearly a massive business opportunity, but where
development is too slow, problems around housing
availability can be dangerous for social cohesion.

Gaps between the richer urban areas and the
impoverished countryside can also exacerbate the
risks of the “middle-income trap”—where a period
of strong economic development stalls.

Demographics may add further to the risks, with declining
workforce levels not only leading to increasing pressure
on wages and limiting international competitiveness,
but also increasing demands on public expenditure on
the elderly through pensions or health care.

Millennials to the rescue?

This report sets out the challenges arising from the
great tides of demography. Yet, demography isn’t
manifest destiny. Weakness in growth potential as a
result of an ageing population can be offset if the rising
generation can bring sufficient productivity benefits.

That, for example, is the test for China. Its population is
ageing and its potential workforce is already beginning
to shrink. The good news is that it is likely that the
younger workers swelling the ranks of the employed
over the next decade will be able to fight off some of
those demographic difficulties.

The first edition of Voice of Asia’ noted that the young
people of Asia were revolutionising marketplaces:

“A new and optimistic generation is taking its place in
driving the direction of their economies: One that is
technologically savvy, comfortable with the borderless
consumerism of the global middle class, and yet
imbued with the consumption-smoothing instincts of
its parents and grandparents. These new consumers
are exactly what Asia and the world need right now.
They’re inherently optimistic and incredibly open to
innovation and new ideas.”

That’s a very Asian story, with this region’s youth front
and centre in the global roll call of optimism. Our own
research on Millennials'® found a chasm between the
developing world and the rich world when it comes

to the outlook of the younger generation. Millennials
in emerging markets expect to be both financially

(71 percent) and emotionally (62 percent) better off
than their parents, whereas in the developed world
only 36 percent of Millennials predict they will be
financially better off than their parents, and a bare

31 percent say that they’ll be happier.

And times are changing fast. There is a new class
of consumers, as we are going from “Millennials”
to “Minimals.”"" They carry some traits of the




10.
11.

12.

13.

Millennials, but aim to declutter their lifestyle by
minimising asset ownership while still getting the services
they desire. In a minimalist economy, ownership of
assets is lowered as services are preferred over products
and Minimals instead invest in health, well-being, and
productivity. The sharing economy is perhaps a source
and a product of the advent of the Minimals.

Yet, it is the behaviour of the young as producers which
may prove even more revolutionary than their behaviour
as consumers. In both India and China, the next
generation to join the workforce will be rather better
educated than the average of the current workforce.

In turn, this may enable these younger workers to
unlock the power of new digital technologies with
increased “productivity potential” covered in edition
two of Voice of Asia."
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These trends in lifestyle, whether workforce
participation or productivity, will be just as important
as demographics to overall economic trends in the
decades to come. Long-term projections for economic
growth across the next 40 years' show the Indian and
Indonesian economies leading the way in terms of
speed, growing at close to 5 percent per year.

And while China’s growth might be hampered by its
more negative demographics, the 3.3 percent average
growth rate forecast would mean one economy would
still account for more than a quarter of all economic
growth around the world across this period.

Add India and Indonesia, and the three biggest Asian
economies will account for more than half the world’s
economic expansion between now and the middle of
the century.

So some things might be set to change, but Asia’s role
as the world’s business powerhouse is not one of them.

The figure matches figure 1.4 in the first article in this edition, but covers the likes of Europe and North America as well.
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Demographics under the
spotlight, by country

With demographics creating a rich tapestry of challenges and opportunities,
it's important to take a closer country-specific look to uncover shared trends
and collective insights across the Asia-Pacific landscape.

In this edition of Voice of Asia, we asked each country to look into three key
questions to bring their own voice to the topic of demographics:

1. What are the opportunities for industries related to
population changes in your country?

2. As a result of the population changing, what are you
seeing in your country around the income/socioeconomic
inequalities and the rise of disenfranchised communities?

3. How is digital technology driving changes across the
workforce in your country?




China

Opportunities for industries

China’s population is ageing. That is not only because
we are living longer, but also because there are fewer
young people—the next generation of workers—in the
country. This is why the government recently decided
to do away with the one-child policy and has even
encouraged discussions to encourage women to have
two children, an attempt that has had only limited
success so far, with the birth rate rising from below
1.5 in 2000 to just 1.57 in 2015." Indeed, sharp declines
in the number of young adults across the last decade
may have led to the labour shortages that have been
felt by the manufacturing sector in recent years.

Rising labour costs have also resulted in the migration
of some industries to less developed countries (such as
Indonesia and Vietnam), as well as a continued drive to

automation and strong demand for vocational education.

In general, these demographic trends will favour
services and weigh on the manufacturing sector.
From the government’s perspective, China must
retain its advantages in the manufacturing sector—
advantages that are increasingly built on the back of
first class infrastructure linked to an educated and
productive workforce.

In addition, in common with much of the world, the
generations born after 1990 show a much higher
propensity to consume, rather than save, due to lower
aversion to credit and a greater acceptance of digital
payments. It will be impossible to truly understand
China’s growing consumer spending without
appreciating its confident young consumers, whose
audacity of spending has provided a floor to growth
against the backdrop of economic moderation. The
policy implication is clear—China does not need to
have another stimulus in order to cushion potential
sharp slowdown. For companies that are targeting
Chinese consumers, those who were born after 1990
are a force to be reckoned with.

These demographic changes are also underpinning

demand growth in the health care industry, with citizens
becoming more health-conscious and therefore demanding
better services. However, supply has lagged significantly.

On health care policies, both Taiwan and Hong Kong
(where universal health care is being made available)
could provide some interesting lessons. In Taiwan

and Hong Kong, life expectancies (80 and 84 years
respectively®) are higher than those of many developed
countries, and yet, health care expenditures are

well under control (accounting for 6.7 percent and

5.7 percent of GDP respectively, not much higher

than China’s 5.7 percent).’?

Demographic changes and inequalities
Yet, even as China tries to mitigate the negative impacts
of these demographic trends, policy remedies must also
address the welfare of disadvantaged groups.

China’s rapid pace of urbanisation and asset inflation
means that those who do not already own property
have to struggle to survive in big cities. Many of these
people flocked to cities as migrant workers but find
they may be forced back to their villages. In addition,
it is often extremely challenging for them to acquire
new skills in the rapidly transforming economy.

Meanwhile, the elderly who have been left behind are
in an even worse position. They get little access to
public services, such as health care, and have the least
amount of lobbying impact.

Migrant workers who have successfully settled in cities
face challenges as well. Their children often do not have
adequate access to even the basic amenities that are
taken for granted by urban dwellers.

In short, while an ageing population has heightened
China’s urgency to move away from the middle-
income trap, certain policy remedies that are aimed at
raising productivity are exposing the vulnerability of
disadvantaged groups because they are less connected
to education, health care, and social mobility.

China's workforce—with more than a billion potential workers—

is far and away the greatest workforce the world has ever seen. For now.




Impact of digital technology

Many of the changes being brought about by digital
technology in China are breathtaking. In light of
sharply rising labour costs, the Chinese Government
is determined to move up the value chain by using
robots and artificial intelligence (AI) to raise
national productivity.

The rise of robots and AI will have its biggest impact
by replacing jobs involving repetitive tasks rather
than those involving personal interaction. This poses
a particular challenge for China, whose great advances
in recent decades have been relatively more focused
in areas such as manufacturing rather than service
sectors. Other things equal, that says the rise of
machines looms larger as a game changer for China
than it does for many other nations.

For example:

« A major energy company has built four intelligent
factories for demonstration purposes and boosted
labour productivity in these pilot plants by over
10 percent.” Their factory in Zhenhai in southern
China is the first fully enclosed, fully automated
chemical warehouse in China, where the staff were
reduced by 66 percent.

« Alarge appliance maker retrofitted its factory into
an intelligent one, and managed to reduce the
number of employees from over 3,000 to just 700.?

 In the red-hot fintech sector, where Chinese
companies are likely to emerge as global leaders,
interesting applications are increasingly pervasive.
Investment and trading are being done by AI, which
makes use of big data to predict market trends and
improve investment portfolio performance.

« In health care, machines are being built to complete
specific tasks such as assistance in medical imaging,
precision medical care, health management, and
drug research and development.

In the foreseeable future, continued digitisation, along
with the development of robots and Al, will facilitate
the further movement of workers from repetitive to
innovative work.
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Opportunities for industries

Rapid ageing of the Japanese population has changed
the needs of people and the way businesses satisfy
them. While falls in population overall are a negative
for demand, the Japanese experience has shown that
ageing can have positive impacts as well,*’ increasing
demand for some sectors such as:

» Health care and nursing services for the elderly,
including funeral-related services

» Consumer goods for the older person, including
disposable diapers, high-quality and small-portioned
daily meals, anti-ageing products, high-class and
well-prepared cruises, and/or train tours

« Age-appropriate houses and social infrastructure,
such as high-rise apartments close to big city
centres, and urban design concepts such as “compact
city,” (which realise high residential density in a
small area with multiple social functionalities)

« Asset management and testamentary trust
services, as well as insurance policies focusing
more on longevity risk than on mortality risk

While an ageing population increases opportunities for
industries that provide the above products and services,
there are a number of positive impacts on the supply
side, as there will be increasing need for:

» Labour-saving technologies, including robotics,
sharing economies, and AL

« Aged worker retraining services, adapting the
capabilities of the elderly after their retirement
to meet labour market needs

» Child-care services to help mobilise the female
labour force, along with a variety of services to
support working women®

» Foreign worker training services, which assist
in adapting foreign workers’ capabilities to
the requirements of Japanese immigration
regulations, and a variety of services to support
the daily life of foreigners in Japan
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Japan'’s overall population is falling by 250,000 people per year.

The number is set to double in a decade.

Demographic changes and inequalities

The declining potential growth tends to result in
looser monetary policy, but those lower interest rates—
and the higher asset prices they generate—result in
increasing inequalities between the asset-rich elderly
and income-poor younger generations.’

Over time, that divergence can increase the younger
generation’s economic dependence on the elderly,
discouraging young people from getting married and
starting families. In turn, this can lead to further falls
in the birth rate.

Furthermore, the increasing importance of holding
assets (for instance, real estate in big cities) over
generating income flow tends to reinforce the division
between rich and poor families over generations
(though that could be mitigated by future inheritance
tax hikes).

The issues created by declining and ageing populations
also tend to have greater impact on disenfranchised
communities, posing further risks to social harmony.
Some of these problems are now being addressed, for
example, by using the idea of a compact city, which
means the elderly are encouraged to move from rural
to urban areas."

Demographic factors will also change the political
scene. The increasingly strong voice of an older
generation that accounts for the majority of votes in

a democracy will limit the ability of governments to
change their pension and health care systems. This
may mean more intergenerational income transfer
from the young to the old, or cause more consumption
at the expense of investment.

Impact of digital technology

Digital technology may be instrumental in
addressing problems that arise from an ageing
and declining population.

A prime example can be found in automated driving
technology, which can address developing labour
shortages in the transport sector—shortages that may
arise amid a significant increase in demand for goods
and services delivered through e-commerce businesses.
Drone technology, already being introduced in the
home-delivery service industry, can assist access to
services in remote communities.

And the future may see the increasing ability of
robots to care for the elderly—abilities that range
from physically moving elderly bedridden patients,

to stimulating their minds and providing company
through Al-generated conversations and interactions.
These developments can help address a lack of aged
care personnel across Japan.

AT also helps facilitate the transfer of advanced
manufacturing skills from experienced older workers
to their younger counterparts. Some innovative
companies have started to use Al to analyse the “tacit
knowledge” of their skilled workers. This includes key
manufacturing industries where ageing is becoming a
serious problem, such as steel and machinery sectors,
but also traditional performing arts and agriculture.

One of the biggest hurdles to Japan accepting more
foreign workers, the language barrier, is also being
addressed. Recent years have seen the development
of many convenient translation applications,
particularly for smartphones, which facilitates very
smooth conversation between Japanese speakers
and foreigners without any pre-existing knowledge
of the other language.




India

Opportunities for industries

India’s demographic dividend has been feeding growth
for the last 30 years and is likely to continue to have a
positive effect for some decades to come."" The impact
has not been consistent across the economy, with some
sectors benefiting more than others.

At a broad level:

» The services sector has received the biggest push,
as it has benefited from an increasingly mobile,
adaptive, and educated workforce.

« Critically, the IT sector has particularly benefited
from India’s changing population. The initial
opportunity in this segment was created in the
outsourcing industry, largely on the back of a higher
education infrastructure that produced an army of
English-speaking engineering graduates who were
able to work at comparatively lower wages.

« That success in IT has since been replicated across
a number of service sector segments, where the
Indian education system has been able to provide
skilled graduates in areas such as health care,
accounting, data processing, and legal outsourcing.

+ The manufacturing sector has also benefited from
a range of demographic-related factors, but its
gains have been uneven at best and have lagged
behind those of the services sector.

« India’s largest employer, the agriculture sector,
has been unable to climb onto the bandwagon
of technological innovations leading to weak
productivity increases and rising wage pressures.

Additionally, demographics have ensured the creation
of a large and resilient domestic sector. India is already
home to one of the largest consumer bases, one that

is growing rapidly in terms of both its ability and its
willingness to spend.
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Demographic changes and inequalities

India is one of the world’s fastest-growing economies,
but it still has a high level of income inequality,
primarily due to a lack of adequate growth in its
agricultural sector. With a large part of the population
still dependent on the sector, this has driven rapid
migration from rural areas, not only putting pressure
on urban infrastructure, but creating a pool of urban
poor struggling with low income and poor access

to services. Similarly, landless labourers, marginal
farmers, rural artisans, and the communities displaced
by environmental and political disturbances still
struggle to reap the benefits from India’s strong growth.

If these inequalities are not narrowed, they could
restrict the ability of the Indian economy to fully
capitalise on future demographically driven expansion.
In fact, in its Global Risks Report 2016, the World
Economic Forum has identified inequality as a
significant risk to global growth in this decade.”

From a policy perspective, the key requirement to
enable inclusive growth (apart from employment

and education) is a focus on the efficient delivery

of government policies and services.

Impact of digital technology

Digital India is the new aspirational India. There is a
widespread focus on expanding the use of digitalisation
as a tool to provide direct access to public services
and as a means to generate self-employment
opportunities and to spread education at a lower cost.
The government is trying to push this along with its
recent policy of “demonetisation,” which encouraged
people to stop using cash, start engaging in electronic
payments, and participating in the formal financial
sector. The recent creation of a Goods and Services
Tax (GST) will hopefully have the effect of boosting
digitisation of tax compliance.
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The private sector has also started to use digitalisation
as a tool to grow sales, and more businesses are now
using technology to develop niche-specific business
models. A good example is the growth in hyper-local
retail along with the growth in e-commerce. Both have
grown because of the spread of the Internet and mobile
telephony, but they have different business models.
Using a digital backbone, aggregation across multiple
sectors such as small merchants, urban services, logistics,
transport, and even credit, is also growing in importance.

However, growth in technology also threatens
employment, at least in the short run. For the IT
sector, the country’s premier industry association,
NASSCOM, has estimated around 40 percent of the
workforce will need reskilling to stay relevant in the
face of automation while 50-60 percent of jobs will
require new skills.” Automation is an even bigger
challenge for manufacturing sectors. There are many
instances where companies have opted for higher
levels of mechanisation and robotics, in sectors
ranging from aviation and warehousing to automobile
manufacturing. In effect, technology is seen to be
replacing low-skill, routine tasks while putting a
premium on high-skill jobs.

By mid-century India’s potential
workforce will grow from
885 million people to 1.12 billion.

For India, changes in technology can lead to the
following trends:

« Short-term threat to employment, which can become
long term if the government and private players do
not respond adequately by creating infrastructure
to participate in the new technological environment.

« On the other hand, it also opens up opportunities to
use India’s population base to drive growth across
labour-intensive sectors such as textiles, toys,
electronics manufacturing and assembly, housing,
and infrastructure.

» This would provide opportunities for niche sectors
such as services for affluent older populations,
social entrepreneurship, and so on.




Taiwan

Opportunities for industries

With life expectancy on the rise and Baby Boomers
reaching retirement age, the proportion of the elderly
in Taiwan’s population has been increasing. Taiwan
is set to become an aged society (with over 14 percent
of the population aged over 65) in 2018 and a super-
aged society in 2025 when that proportion passes

20 percent."

Longer life expectancy and high economic growth
from 1950 to 2000 are increasing demand for
mobility products and services for the elderly, as well
as preventing and treating chronic diseases that afflict
older people. Consumers have also become more
health conscious, creating a demand for organic food
and fitness products.

To better utilise its resources to help elderly citizens,
the Taiwanese government launched a “long-term care
service program 2.0,” which came into effect in 2017.

It will boost the number of neighbourhood care stations

to 4,529 by 2021, more than double the 2016 level.
The program will also increase services provided, and
try to reach more people in need via these stations."®
The program creates new business opportunities for
medical solution providers to offer their services to
neighbourhood care stations.

Demographic changes and inequalities

An empirical study found that from 1998 to 2006,
Taiwan saw a correlation between ageing and rising
income inequality. Some of this can be attributed to a
decline in multigenerational families, with additional
impacts due to a rise in the number of elderly households
with no additional income beyond a pension."” Without
income from work, some elderly people need help from
the government to make ends meet.
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Pension schemes and insurance packages have become
increasingly unsustainable because of the rising level

of retired population compared to the working age
population.'® This, coupled with Taiwan’s slower economic
growth since 2000" has placed strains on the current
system, thereby leading the government to amend the
scheme to prevent it from collapsing.In addition to
direct help to the elderly, the “long-term care service
program 2.0” also hopes to empower local communities
to take care of their elderly members.”

Impact of digital technology

The government has set itself the goal of becoming
a “digital country, intelligent island”*' by initiating
policies to assist Taiwanese companies to transform
themselves. This includes:

« Asia Silicon Valley: The government aims to
transform Taiwan into the Asia Silicon Valley by
building an Internet of Things (IoT) ecosystem®
with a focus on six areas: mobile lifestyles, Al,
automated driving and piloting, augmented and
virtual reality, information security for the IoT,”
and Southeast Asian markets.*

« Fintech and regulatory sandbox: The cabinet
passed a draft bill for a regulatory sandbox, which
is pending approval by Taiwan’s legislature. The
draft would set up a “regulatory sandbox” for
financial institutions and technology companies
to test innovative services, products, and business
models in a live environment with exemption
from regulations.”

+ Smart manufacturing: The government has
established the Smart Machinery Promotion
Office to help manufacturing companies in Taiwan
transform to Industry 4.0 standards, with the
aim of maintaining the competitiveness of many
“hidden champions” in Taiwan.*®

Taiwan is one of the fastest-ageing societies in the world; estimated to
become an aged society in 2018 with 14 percent of the population aged 65 and over,
and a super-aged society in 2025 when that figure reaches 20 percent.




Thailand

Opportunities for industries

Thailand is entering a new era of slow population
growth, rapid population ageing, and even probable
population decline. The falls may set in by the mid-
to-late 2020s, on the back of startlingly low birth
rates which have been below the replacement level
of 2.1 births per woman for the past two decades.”’
The country is also experiencing rapid urbanisation,
as more people from the outskirts move towards
cities such as Bangkok, often in hopes of better
employment outcomes.

These changing demographics have opened up
some key business opportunities:

« Care of the elderly: Demand for health care
products and care services, as well as doctors
and nurses, is growing. Demand for long-term
residential facilities like elder communities,
retirement centres, and nursing homes are
also an area of increasing opportunity.

+ Rebalancing the economy towards services:
These major demographic shifts position Thailand
as a provider of services geared for an ageing
population, such as medical and wellness tourism.
Furthermore, as the country ages and the workforce
declines, automation will be required to help offset
losses by increasing overall efficiency.

Demographic changes and inequalities

The changing demographic structure has resulted in
widening income and socioeconomic disparities as
well as an increase in disenfranchised communities.
Key trends include:

« Growing old before growing rich: Thailand risks
becoming mired in the middle-income trap, as
the working population declines and productivity
diminishes before the economy reaches high
income levels.

 Rising dependency rates: The shrinking support
base of adults that the elderly Thai population
can depend on has resulted in a sharp increase in
the age-dependency rate,?® straining the working
population in Thailand.

< Brain drain exacerbating urban-rural disparities:
Disparities in national wealth distribution were
amplified by the 1997 Asian Financial Crisis and
will be further exacerbated by rapid urbanisation
as more educated and skilled workers, usually
young adults, migrate to urban areas due to the lack
of appropriate and attractive jobs in rural areas.
The elderly or poor (those not able to afford to
move) are usually left behind in rural areas, further
intensifying rural-urban disparities. More than
40 percent of Thailand’s poor live in the north-east,
with less than 5 percent of the country’s poor living
in Bangkok.”

Impact of digital technology

The development of digital technologies in Thailand
has strong government support as part of the Thailand
4.0 masterplan to develop 10 industries of the future*
The goal is to transform the country’s traditional
farming, manufacturing and small and medium-sized
enterprises (SMEs) into “smart” enterprises, and to
shift traditional services to high-value services. This
policy seeks to promote creativity, innovation, and

the application of technology in various economic
activities that are also high in value-add.

Technology can help ease the gap between skills
shortage and an ageing workforce. A shift towards
automation and robotics will aid productivity and
efficiency as manual labour gets too arduous for an
ageing population. However, Thailand has to ensure
that its working age population is well-equipped

to handle high-tech processes. This also means
considerable improvements need to be made to its
current education system.

Thailand is entering a new era of slowing population growth,

rapid population ageing, and even probable population decline.




The Philippines

Opportunities for industries

The Philippines’ population is expected to cross

120 million in the next decade, an increase of

15 million from current levels.>' However, the rate

of population growth is expected to slow as birth

and death rates are dropping, even as life expectancy
is increasing.

World Bank data shows the Philippines as one of

the fastest urbanising countries in the region, with
Manila being the most densely populated urban area
in the world.** Currently, 45 percent of Filipinos live
in cities, and this proportion is set to surge to around
65 percent by 2050.” Urbanisation requires cities

to improve infrastructure and transport systems to
remain sustainable.

Key insights include:

« Growth in the construction sector: Urbanisation
results in higher demand for housing, functional
transport systems, and basic services. Within the
next five years, the government plans to increase
spending on infrastructure as part of the Build!
Build! Build! program—Ilifting infrastructure from
5.4 percent to 7.4 percent of GDP across this period.
The construction sector will contribute significantly
to Philippines’ growth in the future.

» Need for better education: With urbanisation,
Filipinos need to improve their skills for better job
opportunities in the future. Besides educational
institutes, creating online platforms where people
can obtain specific technical skills or even diploma
courses will be key.

« Business Process Outsourcing (BPO): The rapid
expansion of the BPO industry is providing the
younger workforce with middle-class jobs. There
are currently approximately 800 call centres,*
and this is expected to grow in the years to come.

World Bank data shows the
Philippines as one of the fastest
urbanising countries in the region.
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Demographic changes and inequalities

A report by Asian Development Bank (ADB)*
said that approximately 400 million people in the
Asia-Pacific region still experience poverty due to
widening income inequality. This may decline in
the years to come thanks to:

¢ Higher incomes for rural communities:
Urbanisation has mixed impacts on rural
communities. While some see a decline in
population as workers move from agriculture
to more remunerative jobs in the city, efforts
by the government to improve rural infrastructure
can boost yields and lift rural incomes.

« Government intervention: The authorities have
adopted a plan which hopes to eradicate poverty
by 2040, tripling real per capita incomes across
this period and wiping out poverty and hunger.

However, other risks remain. In particular, sectarian
conflicts could widen the gulf. Filipino Muslims,
constituting about 5.6 percent of the population, are
a minority in the archipelagic nation. They are also
disproportionately located in the poorer parts of the
Philippines—notably in the south. In 2015, 59 percent
of the population living in the Autonomous Region in
Muslim Mindanao (ARMM) were classified as poor,
and one-third live in extreme poverty.”” Events like
the recent conflict in Marawi City make it difficult for
economic development to take root properly in order
to overcome poverty.

Impact of digital technology

Advances in digital technology have improved the
efficiency of financial institutions in the Philippines.
For example, the Bank of the Philippine Islands (BPI)
and BDO Unibank Incorporated have recently invested
in chatbots and Al to streamline back-end processes
and augment customer service.

The Philippines has latched onto the digitalisation
wave and is well-poised to ride it to greater heights.
The country boasts some of the largest incubator hubs
in Southeast Asia and, with appropriately supportive
regulatory regimes, the Filipino digital technology scene
can potentially drive innovation through the region.
With the recent establishment of the QBO Innovation
Hub, start-ups and young entrepreneurs can utilise its
resources to create a more sustainable business.




Vietham

Opportunities for industries

Despite being youthful in comparison to other Asian
countries, with almost half of its population being
below the age of 30, Vietnam’s population will undergo
a gradual ageing process through to approximately
2040.

The drivers of that process are classic: The country has
experienced a remarkable drop in birth rates (from
five births per woman in 1980 to just two children per
woman in 2016), while the average life expectancy has
increased significantly, up from just 40 years in 1960
to 73 years now.*®

The country’s demographic trends have provided
opportunities to tap into the young, emerging middle
class which dominates nearly half of the population,
as well as to meet their needs in their later years.

Key insights include:

« Health care as a primary sector: There will be a
growing demand for hospital capacity, elderly care,
and pharmaceuticals.

« Improved lifestyle options for the emerging
middle class: As the country develops, people are
migrating to cities in big numbers in pursuit of good
jobs. This has created a large and growing consumer
class as wages increase and the population becomes
more affluent. Demand is expected to increase
in the consumer products, infrastructure, IT and
education, automotive and housing industries.

Vietnam’'s demographic trends have
provided opportunities to tap into the
young, emerging middle class which
dominates nearly half of the population.

Demographic changes and inequalities
Several disparities are the by-product of changing
demographics:

« Rising dependency ratios: While the proportion
of children in the entire population has shrunk
due to declining birth rates, the fast-growing
senior population is driving up the overall
dependency ratio.

» Worsening gender imbalances: The practice of
pre-natal sex determination and selection in
Vietnam has led to a gender imbalance over the
years, with 112.2 male births per 100 female births
in 2014, well above the world average of around
104 male births per 100 female births. While this
means there are relatively few girls and young
women, women consistently live longer than
men; therefore the population aged 65 and over
is projected to remain predominantly female.

» Entrenched urban-rural disparities: Despite recent
poverty reduction programmes, the disparities
between rural and urban, lowland and upland areas,
and between agricultural and non-agricultural
sectors have all increased. This will further intensify
as more young people move to cities, leaving the
poor and elderly behind in rural areas.

Impact of digital technology

The digital economy in Vietnam is thriving. The
country’s ICT industry and rate of mobile phone
penetration is growing faster than in any other country
in the region. Research has found that about 43 percent
of Vietnamese learn about products and make decisions
through online advertisements,* and this has given rise
to a wave of entrepreneurship including local start-ups
and SME:s.

With the country’s emerging young population, this
trend will only increase in the future. Furthermore,
the government aims to make Vietnam the world’s
factory. The country will have to build more
infrastructure and improve its business operations,
especially in the manufacturing sector. Automation
will benefit manufacturing in the face of an ageing
workforce, particularly as younger workforce turns
towards ICT, e-commerce, and start-up activities.




Malaysia

Opportunities for industries

Malaysia’s total population is expected to grow by
more than 75 percent, from 19 million as recently

as a quarter of a century ago to nearly 34 million in
2022. The population aged 65 and above is projected
to more than triple over that time, from 700,000 to
over 2.5 million, and to reach 7.5 percent of the total
population. This highlights the need for Malaysia to

improve health care options to accommodate the aged.

Key trends include:

 Increasing need for geriatric health care: As
Malaysia’s population ages, chronic diseases and
disabilities will become more common, leading
to an increased need for professionals trained in
geriatric health care. Services such as elderly care,
rehabilitation, social clubs, and home nursing also
need to be adequate to enable the aged to remain
in the community.

« Rising demand for insurance: An ageing population

will drive the need for health insurance products,
such as life insurance plans, as the population

increasingly becomes aware of the cost of long-term

health care.

Additionally, the growth of the Muslim population
means there is the prospect of significant growth of
the Halal industry to provide food that meets religious
requirements. The Halal Industry Development
Corporation (HDC) has forecast the global Muslim
population will increase from 23 percent to 277 percent
in 2030,*' creating business opportunities for the
industry, while the government has adopted the Halal
Industry Master Plan (HIMP) to expand capacity in
this sector over the coming years.
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Demographic changes and inequalities

Based on measures of gross household income
(including both rural and urban areas) Malaysia’s
level of inequality has decreased over the past decade.”
Key insights include:

« Increased government spending: In the last decade,
the government has increased wealth-distribution
efforts to address the problem of income inequality.
Between 2009 and 2014, the real average
household income of the bottom 40 percent grew
11.9 percent each year—outpacing the total increase
of 7.9 percent across the population,” thereby
helping close the gap between the groups.

« Rising top income tax rates: Malaysia’s current
tax rate for the top income bracket is at 25 percent—
a rate significantly lower than some other Asian
economies (for example, 38 percent in Korea
and 35 percent in Thailand).* An increase in the
tax rate will help reduce income disparity and
generate revenue for development and poverty
alleviation projects.

* Policy reform to promote greater equality among
races: Racial discrimination in Malaysia continues
to rise, according to the recent Racial Discrimination
Report.*” The government should focus on need-
based policies to help the bottom 40 percent,
regardless of ethnicity, while efforts need to be
made to reduce the potential for perceptions of
racist overtones in the public sphere.

Impact of digital technology

Deployment of robots in Malaysia increased about
8 percent annually from 2010 to 2015, according to
the World Robotics Report.*

A case study of a local apparel manufacturer suggests
it could increase its production volume by as much as
300 percent by automating its operations, avoiding
the hiring of an additional 100 workers and reducing
defect rates by 80 to 90 percent.”’

The population aged 65 and above is projected
to reach 7.5 percent of the total population by 2022.




Singapore

Opportunities for industries

Singapore is already grappling with a rapidly ageing
population and an extremely low birth rate. United
Nations population projections suggest the number
of Singaporean citizens aged 65 and above will more
than double to 1.5 million in the next 15 years, and the
government has suggested Singapore will age more
rapidly than any other society in the world.*

This is likely to drive growth in the following industries:

« Private health care, pharmaceuticals,
biotechnology, and nutritionals and supplements:
Growth in these industries is likely to be driven by
increased health care expenditure arising from the
greater prevalence of chronic diseases due to the
rising proportion of senior citizens.

« Asset management services: As asset ownership
levels among elderly Singaporeans are relatively
high, demand may increase among senior citizens
seeking to manage their assets, generating
opportunities in the financial services, insurance,
and legal industries.

+ Child-care and elderly-care industries: As more
families face a situation where fewer working
adults are supporting both younger and elderly
dependents, demand may rise for child-care
services, health care monitoring devices, assisted
living technologies, care-giving services, retirement
homes, and hospices.

Demographic changes and inequalities

The demographic changes discussed above may worsen
income inequality (which remains high in Singapore
despite falling from a peak in 2007*’) and wealth
inequality (which is rising).

Key insights include:

» Widening of income disparities: This may arise as
a result of the government’s policy of making up
for falling birth rates (and to prevent Singapore’s
population from shrinking) by granting citizenship
to immigrants. These immigrants tend to be
high-income earners, often drawn by Singapore’s
aspirations to become a “global city.” This may raise
average incomes at the top, even as incomes for the
lower end of the population remain depressed.

» Exacerbation of wealth inequality: Singapore’s
household net wealth has more than doubled in the
last decade, but rising levels of wealth inequality
suggest that the wealth of the richest Singaporeans
is growing much more rapidly than that of
Singapore’s poorer households. With falling birth
rates, wealth may become increasingly concentrated
within smaller families, and this could eventually
exacerbate wealth inequality.

Impact of digital technology

Faced with a rapidly ageing and shrinking workforce,
Singapore has turned to technological innovation

in a bid to boost productivity and economic growth.
Automation, intelligent machines, and data analytics
can allow firms to cope with decreasing numbers of
available workers and raise productivity.

However, the adoption of new digital technologies

and disruption of existing industries threatens many
workers if they are unable to continually adapt and pick
up new skills. In an attempt to help the workforce cope
with these developments, the government has launched
the SkillsFuture initiative to help workers pick up new
skills and take advantage of new technologies and the
new jobs created.

Singapore is already grappling with a rapidly ageing population and
an extremely low birth rate. The Government has suggested the

country will age more rapidly than any other society in the world.




Indonesia

Opportunities for industries

Indonesia is set to benefit from the “demographic
dividend” over coming decades, where increasing life
expectancies and falling birth rates produce an increase
in the working-age population and relatively fewer
dependents than in previous generations.

The proportion of working-age adults is estimated
to remain relatively stable at about two-thirds of the
total population, which is higher than neighbouring
Association of Southeast Asian Nations (ASEAN)
economies such as Thailand or Singapore.

Indonesia also faces the fastest rate of urbanisation in
Asia, but has so far under-invested in its cities. Many
urban communities lack access to safe water, sewer
systems, and public transportation, and the resultant
congestion, pollution, and disaster risks are holding
back economic growth in Indonesia.

These trends are likely to drive growth in the
following areas:

« Consumer goods: This includes tourism,
entertainment, hospitality, manufacturing,
and education. Demand for such goods is likely
to increase, given that working adults typically
have higher purchasing power and levels of
disposable income.

« Construction, utilities, and transport: Given
the rapid urbanisation, these industries are set
to benefit from tremendous opportunities as the
government is likely to face political pressure
to increase investment in urban infrastructure,
including public transportation systems, ports,
airports, housing, and utility networks.

« Gaps left by changing Chinese production:
Manufacturing costs in China have crept up steadily
as average wages in the sector increased by about
80 percent since 2010.> This means Chinese firms
are gradually abandoning low-cost manufacturing
and moving up the value chain, thereby opening up
an opportunity that Indonesian firms can fill, given
the youthful Indonesian population and the need to
industrialise. The average daily cost of factory labour
in Indonesia is US$9 compared to US$28 in China.”
Indonesia should capitalise on this trend to promote
low-cost manufacturing to attract more investors.
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Indonesia’s relatively youthful work-
force gives it a significant advantage
in adapting to technological changes.

Demographic changes and inequalities
Indonesia has one of the highest levels of income and
wealth inequality in the world, and the concentration
of wealth is also rising faster than in other countries,
as the economy continues to grow at a high rate.
These trends will likely have the following impacts:

- Exacerbation of income and wealth inequality:
Should assets and capital continue to be largely
owned by a small elite class, the richest Indonesians
are more likely to benefit disproportionately
from the projected high rates of economic growth
generated by the demographic dividend.

+ Improvement in the average Indonesian’s
access to infrastructure and education:

Due to urbanisation, fewer Indonesians live in
rural areas and are therefore better able to access
good employment, educational opportunities, and
infrastructure. Urbanisation may act as a social
leveller and moderate any rise in income and
wealth inequality.

Impact of digital technology

Internet and smartphone penetration rates remain
low in Indonesia compared to other ASEAN
economies, such as Malaysia or the Philippines, and
the country continues to lag behind in the adoption

of digital technologies in the workplace, such as

cloud computing, Al, and big data.*” Even though
Indonesia does not face the problems of an ageing and
shrinking workforce, digital technologies create great
opportunities for Indonesia to raise productivity levels.

Furthermore, Indonesia’s relatively youthful workforce
gives it a significant advantage in adapting to the
technological changes that are likely to arise as digital
infrastructure in Indonesia catches up with the rest

of the world. The increased utilisation of digital
technologies in Indonesia will allow it to maximise

the economic growth generated by the coming
“demographic dividend.” Indonesia will, however,

have to make concerted efforts to improve higher
education to truly drive growth through digitalisation.




Australia

Opportunities for industries

Australia has long benefited from the industrialisation
of China and India, selling resources to their rapidly
growing economies. Now it faces up to the need to
transition its economy to ensure future prosperity.

Many of the key areas that may drive Australia’s
coming growth successes were examined in
Deloitte’s Building the lucky country: Positioning
for prosperity,” and three of these in particular are
linked closely to demographic trends in the region:

+ Agribusiness: While Australia ranks as the world’s
driest continent, it is still a net exporter of food.
Population growth across Asia will combine with
rising incomes, increasing demands on food
production generally, with the additional issue that
growth in the size of cities may restrict available
land. Demand for Australia’s fresh produce,
particularly proteins, is set to rise significantly
in coming years.

« Higher education: Teaching foreign students is
Australia’s fourth-biggest export earner, generating
an income of AU$20 billion a year* and employing
a significant number of Australians. The future
potential is also enormous, given the emerging
economies of today will become the knowledge
economies of tomorrow. The additional possibility
of using education as a pathway to Australian
citizenship means Australia can sell both education
and migration potential. With India, Indonesia,
and the Philippines still boasting a growing
pool of young workers, there is scope for further
expansion in the sector.

« Wealth management: At the other end of the
ageing spectrum, retirement management is set
to be a growing industry in the Asia Pacific region
that Australia will chase. Two trillion Australian
dollars in pension assets under management, a
sophisticated finance sector, and the surge in the
number of people in Asia aged over 65 should help
Australia become a global competitor in the business
of managing people’s money.

By 2040, Australia will have lost
all of the demographicdriven
gains made since 1960.

Demographic changes and inequalities

Australia has long recognised the risks from demographic
ageing—the 2002 Intergenerational Report™ examined
the long-term impacts that these trends would have on
government health expenditure, as well as the supply of
labour. Since then, large inflows of (typically younger)
migrants to Australia have slowed this process and
offset the impact that the start of the retirements of

the Baby-Boom generation might have seen.

Yet, that growth has led to its own problems: As overall
population growth rates increased, Australia began to find
itself struggling to build the infrastructure required to
deal with the rising population as well as surging property
prices in the major population centres of Sydney and
Melbourne. Combined with weak wage growth, a general
surge in populist political sentiment has begun to put
pressure on the government to curtail immigration.

Impact of digital technology

The impacts of digital disruption across all sectors of
the economy has long been anticipated by futurists, but
the past couple of years have seen this coming change
begin to impinge on mainstream discussions. Early
effects—for example, the rise of on-demand car services
and the demise of print media—are now being eclipsed
by the rise of automation across a number of industries.

While a strong adopter of technology, as well as a key
developer, with Australia’s CSIRO being the creator
of the now-ubiquitous WiFi technology,”® Australia is
still grappling with the scale of infrastructure required
to run new digital industries. The construction of the
nation’s National Broadband Network, a system to
improve connection speeds nationwide, is continuing.
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What's next?

By taking a bird's eye view across Asia Pacific, these country-specific
spotlights paint a powerful picture of the trends, challenges, risks,
and opportunities of demographics.

The time for planning, preparation, and innovation is now. We
all have a role to play in harnessing the data, insights, and analysis
of demographics to cultivate and shape the future of tomorrow.
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