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Foreword
Oxford Analytica is delighted to present this Briefing Book in support of
the 2017 CECP Board of Boards Annual Meeting which showcases our
analysis of key trends by way of selected articles from the Oxford
Analytica Daily Brief.
Oxford Analytica is an international consulting firm founded in 1975 to
enable governments, corporations and international organisations
navigate the complex macro environments that impact strategies,
operations, investments and policies. It does so by drawing on a network
of some 1,500 experts at leading centres of learning around the world to
deliver actionable, authoritative and impartial insights into global events
and trends. The firm’s worldwide reputation for delivering unparalleled
macro diligence is based on its founding principles, robust methodologies,
and an impressive track record.

David K. Young
Executive Director

If you have any questions arising from any of the articles included here, or
on any of the services we provide, please do not hesitate to contact me.
Yours sincerely,

David K. Young
Executive Director
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Trump may reshape global corporate citizenship
Monday, February 6 2017
In his first weeks as US president, Donald Trump has shown a clear stance against
environmental, social and governance responsibilities being required of business. At the
same time, companies increasingly recognise that a record of social responsbibilty,
environmental stewardship and corporate ethics makes for good business. During the
campaign, scrutiny of the corporate social responsibility (CSR) initiatives of Trump’s
business empire indicated that the primary beneficiaries seemed to be his businesses,
raising questions for the philanthropic and social sector, as to whether Trump will continue
the White House's past advocacy for CSR.

What next
As Trump's administration takes shape, CSR will confront a politicised civic atmosphere
that may affect its funding prospects. The government's historic role of implementing legal
and financial supports to increase the efficacy of CSR and promoting social innovation
without prescriptively attempting to direct resources to specific organisations or causes
may be reversed. However, with more than 80% of S&P 500 firms now reporting on their
CSR activities, the movement has sustainable momentum.
Analysis
CSR momentum is set to continue but more of the drive will come from corporates and
employees.
CSR under Obama
Under President Barack Obama, the White House supported social innovation and the
philanthropic sector through structural mechanisms such as frameworks for participatory
policy design and outcomes-based funding.
In 2009, the Obama administration introduced the Office of Social Innovation and Civic
Participation (SICP). The SICP was created to engage and strengthen the intersection of
individuals, non-profits, foundations in the social sector, the private sector and government.
The SICP focuses on strengthening and supporting the social sector by developing
policies and programmes that can accelerate economic recovery through a communitybased approach.

The Women's March in Washington DC,
USA, 2017 (Reuters/Canice Leung)

Impact
• Causes will become more
politicised with contributions
increasingly carrying a clear
stance for or against issues.
• The scope and breadth of
public-private partnerships
may shift from contained
pilots and demonstration
programmes to larger
initiatives.
• Advancing CSR within
companies for employees,
through policies such as
parental leave and child care,
will gain prominence.
• A worry for the philanthropic
sector is whether the
politicisation of immigration
and welfare may threaten the
neutrality of state agencies.

Trump Foundation
During the presidential campaign, the activities of the Donald J Trump Foundation were
scrutinised:
• The primary beneficiaries of the Trump Foundation's activities seemed to be Trumpaffiliated businesses.
• Programmatic pledges by the Trump Foundation seemingly went unfulfilled.
• The Trump Foundation was not properly registered to raise funds in Trump's home state
of New York.
In September 2016, the New York attorney general announced that the foundation would
be investigated. In December, Trump said he would dissolve the foundation to avoid any
conflict of interest.
© Oxford Analytica 2017. All rights reserved
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Social progress
Many US businesses benchmark their CSR initiatives against the Social Progress Index,
a comparative international measure published by the Social Progress Imperative, a
Washington-based non-profit supporting social business.

Countries such as India and
South Africa have introduced
legislation that mandates CSR
programmes at large
companies

Very high
High
Upper middle
Middle
Lower middle
Low
Very low

International: Social Progress Index, 2016
Source: socialprogressimperative.org

Countries such as India and South Africa have introduced legislation that mandates
formalisation of CSR departments, programmes and spend for companies that exceed
certain thresholds of revenue and profitability. In Latin America, mining firms are beginning
to introduce more CSR (see LATIN AMERICA: Mining prices may affect CSR advances October 19, 2016).
The United States under-performs on social progress relative to GDP per capita. However,
the Trump administration is unlikely to introduce legislation mandating greater CSR
activity.
US government initiative may weaken
Trump's campaign indicated that his administration is likely to prioritise employment and
profit over CSR.
By encouraging US businesses to consider looking for better deals by moving state to
state rather than shift jobs abroad, the president may make it more difficult for companies
to build and sustain community-level CSR programming.
The 7 million dollars in incentives given by Indiana to deter Carrier from moving half of 2,000
heating and cooling manufacturing jobs to Mexico following the then president-elect's
intervention was a transactional, public-private negotiation rather than a public-private
partnership. This may signal a general reframing and deprioritisation of the Trump
administration's support for CSR initiatives.
Globally though, momentum will continue
In 2015, more than 80% of the firms in the S&P 500 index published a report on their CSR
activities. This suggests corporates were ready to take on more social responsibility.
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By the end of 2016, more than 100 large US companies had signed the Equal Pay Pledge.
This was introduced by Obama to reduce the gender pay gap. In 2015, Microsoft and
Netflix extended their parental leave programmes, and in March 2016 Etsy, a DIY ecommerce company, announced it was introducing six months paid leave for new parents.
Corporate commitment to climate change adaptation is also strong (see INT: China and
Germany support climate cooperation - January 19, 2017).
In December 2016, Shell confirmed plans to link its executive bonuses to meeting
emissions targets. The EU has several CSR initiatives underway and commitments are
increasingly being highlighted in project proposals.

More than 80%
Firms in the S&P 500 that
published a CSR report in 2015

If social and environmental regulations are weakened, it may encourage a backlash. For
example, in 1990 the Clean Air Act amendments were passed by the then new
administration after regulations had been weakened in the 1980s.
Top-down approach
'Shared value' is a mechanism for companies to evaluate social problems through the lens
of business opportunity devised by Michael E Porter of Harvard Business School and Mark
R Kramer at Harvard University. They outlined their view that corporate growth and social
welfare were not a zero-sum game in a 2011 paper, "Strategy & Society: The Link between
Competitive Advantage and Corporate Social Responsibility".
The authors argued that philanthropy and CSR as a shared value focuses management on
maximising the competitive value of solving social problems by building business models
around social good. The framework includes stakeholders such as NGOs, governments
and businesses addressing social problems in a scalable way through collective impact.
Philanthropy and CSR primarily direct assistance to external parties. Under the sharedvalue approach, systems are developed to capture, codify and report employee
participation and satisfaction in CSR programmes so corporations can measure and
evaluate the benefits.
Bottom-up approach
A European Financial Review (EFR) paper in January 2017 reviewing historical CSR
research argued that the current consensus top-down approach does not fully align social
justice with the needs and interests of employees. The paper argues for "Corporate Social
Responsibility: The Need for a Bottom-up Approach". Three benefits are outlined:
• balancing the needs and interests of top management, employees and external
stakeholders;
• securing the support and commitment of employees to CSR programmes, ensuring
progress is sustained; and
• helping recruitment and retention, attracting employees keen to work for companies
matching their social values.
Publicising CSR programmes is key and social media should support this.
Outlook
Pressure from employees, investors and customers for CSR will grow, resulting in more
employee-led programmes. Employers are increasingly likely to support these initiatives,
though in the United States that could happen in an increasingly politically polarised
context that holds reputational risks for companies in both directions.
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December 28, 2016

Risks and opportunities, 2017: Part 1
Geopolitical stress will be widespread as the world re-orders

Fragmentation

Sub-national entities such as cities drive forward
environmental and social change.

Protectionism and economic nationalism
curtail international trade and investment.
‘Internet of Everything’ permits cyber crime and
cyber insecurity on an unprecedented scale.

opacity and weakening of rule of law.
Global digital empowerment holds governments and
corporations to account as never before.

Connectivity

Scientific convergence creates new technologies,
biologies and industries -- and a boost for cyberinsurance.

Social and mainstream media become a
front line in infowars between nation states.
Anti-elite votes in the Dutch, Italian, French and
German elections elect right-wing and populist
parties in four of Europe’s largest economies.

Re-election of centrist President Hassan Rouhani
helped by Trump seeking to modify, not scrap
Iran nuclear deal.

Elections

Lebanese parliamentary elections under a fairer
electoral law present an opportunity to address
longstanding sectarian imbalances.

A united opposition against Kenya’s
incumbent President Uhuru Kenyatta
raises the risk of electoral violence.
Activists take to the streets to protest the Trump
administration’s radically conservative social agenda.

The Republican Party’s business backers stand
strong against raising trade barriers.

Trump’s United States

Infrastructure spending boosts growth through
higher demand in the short run and higher
supply in the long run.

A US trade war with #CrookedChina
deteriorates into wider economic hostilities.
Prolonged low growth intensifies populism,
inequality and economic nationalism, raising risk of
political instability in rich countries.

OPPORTUNITIES

Russia and China create regional spheres
of interest around nationalist visions.

Source: Oxford Analytica

The thematic drivers of change will create opportunities as well as risks across the global political economy.

Global economy

Business behaviour will be judged by its
contribution to the public good of sustainability.

Euro-area, already facing secular stagnation, teeters
on the edge of a banking crisis, triggered by Italy.

RISKS

Non-state pivots of power consolidate such as
corporations and NGOs, and 'disruptors' such as
terrorist groups, cyber mercenaries and drug cartels.

Developing world producing majority of global GDP
expands ‘middle class’ markets for consumer
goods and business markets for services.

New nodes

Leadership in green tech passes to
China, lowering climate-mitigation costs
for many developing countries.

Forces of populism, anti-immigration and anti-globalism
put long-established international norms at risk.

An isosceles triangle of power between the United States,
Russia and China will contest the fragmenting unipolar postCold-War order as global power reforms around new nodes
and orders.
The old orthodoxies of power, influence and civil society
will strain against potent new forces of populism, political
insurgency and, in many parts of the world, nationalist visions
of politics and economics, with often unpredictable outcomes.
However, deep drivers of change such as new technologies,
demographics and environmental pressures will push the
global economy forward even as greater protectionist and
economic nationalist tendencies seek to hold it back.

Middle class in middle-income countries
create critical mass of pressure on issues
from clean air to clean government.

_ Both liberal free-market capitalism and electoral
representative democracy will be questioned, even
where both appear deeply rooted.
_ Military defeats in Iraq and Syria will press Islamic
demonstrate it still has potency.
_ Regulation everywhere but in the United States will
bend further in the direction of a lower-carbon future.
_ States will start to construct a framework of norms to
govern cyberwar, much as were created in the 1950s
for nuclear war.

See also: Prospects for the global economy in 2017 -- November 2, 2016
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December 29, 2016

Risks and opportunities, 2017: Part 2
2017 will be a year of consequences of the geopolitical unpredictability of 2016

Africa

South Africa: Political turmoil
intensifies as ruling ANC seeks
a replacement for President
Jacob Zuma.

Central Africa: Instability risks
rise in a corridor of countries
across the middle of the continent
from Somalia to Democratic
Republic of the Congo.

Nigeria: President Buhari’s
anti-corruption drive is stymied
by low oil prices, Niger Delta
conflict and Islamists in the
north.

East Africa: Low energy prices
boost economies of
non-commodity producers such
as Kenya, Ethiopia and Rwanda.

Asia-Pacific

South Asia: Relations continue
to deteriorate between India
and Pakistan, with elections in
both deterring compromise.

South Korea: Politics is stalled
by the presidential impeachment,
encouraging Pyongyang
adventurism.

China: Rebalancing the
economy to make growth
sustainable could open some
state businesses to more
private investment.

One Belt One Road: China’s
grand plan to redraw the
geopolitical map of Eurasia
starts to yield trade and growth
benefits.

France and Germany:
Mainstream political parties
embrace more populist
policies, encouraging greater
euro-scepticism.

Western Europe: A renewed
influx of migrants in a heavy
election year stokes
anti-immigrant sentiment.

EU: A series of internal crises
– from Brexit to migration –
forces Brussels to refine the
EU’s core purpose.

EU: Non-contentious areas of
deeper EU integration such as
security and defence will
advance.

Europe

Latin America

Brazil: There is little expectation of
economic recovery and a growing risk of
ungovernability as the Petrobas corruption
scandal engulfs more of the political class.

Middle East /
North Africa

Iran: Nuclear deal unravels,
strengthening Tehran
hardliners.

North America

Russia/CIS

Iraq/Syria: Regional rivalries
between Shia, Sunnis and Kurds
derail the fight against Islamic
State (IS).

US/China: Protectionist tendencies and
an unorthodox presidency sharply
escalate tensions with China, prompting
a globally damaging trade war or worse.
Russia/US: The early promise
of rapprochement between
Presidents Putin and Trump
resetting Russia-US relations
proves false.

Mexico: $25bn of remittances from
Mexicans working in United States are at
risk from deteriorating tone of US-Mexico
relationship as is President Pena Nieto’s
domestic standing.

Russia: Labour unrest prompted
by falling real wages escalates
into social unrest ahead of 2018
presidential election.

2017 will start to reveal the ‘known unknowns’ and ‘unknown
unknowns’ of the Trump administration. The extent to which
Trump’s campaign-trail threats to China and promised
rapprochement with Russia materialise will in large part shape
the year, but the new president’s impact will be felt globally.
Imminent Republican control of all three branches of US
government gives Trump’s team and its congressional allies a
clear 18-month legislative run at the most radically conservative
social agenda since the 1930s. They will charge out of the gate.
Elections in three of the EU’s four largest economies will test
the extent of euro-scepticism and discontent with Europe’s
political class.

Venezuela: The opposition lacks the
strength to force out the Maduro
government, but the president is likely to
step down in favour of a hand-picked
successor, leaving the political deadlock
unresolved.

Israel: Trump administration’s
closer alignment with Israel
risks destabilising alliances in
the Arab world.

United States: Mayoral elections in 13
most-Democrat controlled cities, including
New York, Los Angeles and Miami, will
provide a focus of opposition to
Republican federal government.

Source: Oxford Analytica

Risks outnumber opportunities in most parts of the world next year.

Yemen: Opportunity opens for
negotiated end to conflict as
Saudi Arabia seeks a
face-saving exit from its military
intervention.

United States: Expansionary fiscal policy
and public/private spending to create US
jobs opens opportunities in
communications and transport
infrastructure.

Russia: Modest recovery from
recession allied with possible
erosion of sanctions provides
commercial opportunities.

Central Asia: Better ties
between Uzbekistan and
neighbours enhance Chinese
and other Central Asia-wide
projects.

_
insulation from Washington turning more protectionist.
_ China’s Regional Comprehensive Economic

_
North Africa will mean deadlier terrorist attacks.
_ Higher US interest rates, tighter global monetary
conditions and political uncertainty will drive the
dollar higher.

See also: Prospects for the global economy in 2017 -- November 2, 2016
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OECD growth and job creation will increasingly diverge
Monday, October 17 2016
Advances in machine learning and robotics will expand the impact of automation on labour
markets beyond routine work. Sectors that have been technologically 'stagnant' will likely
become technologically 'progressive'. That will boost productivity in advanced economies,
as the paper contends, but sharing the benefits of that in terms of jobs and social wages
will present policymakers with significant challenges, as will upgrading skills. With
economic growth and job creation increasingly happening in different parts of economies,
the social risk of growing inequality between highly digitally skilled cities and regions left
behind is elevated.

Less than 0.5% of the US workforce is employed in the digital industries that emerged
throughout the 2000s while across OECD countries less than 3.0% of the workforce works
in the information and communications technology sector, according to a new working
paper. However, the paper also finds that so far the computer revolution has not yet
reduced the overall demand for jobs as technology-using professional services firms and
'technologically stagnant' sectors of the economy such as healthcare, government and
personal services continue to create employment opportunities.
See INTERNATIONAL: Industry 4.0 will arrive unevenly - October 12, 2016.
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Industry 4.0 will arrive unevenly
Wednesday, October 12 2016
Dubbed variously 'Industry 4.0', 'intelligent manufacturing' or the 'internet of everything',
cyber-physical systems that control the flow of materials, products and information are
starting to transform industrial production and supply chains. They will eventually disrupt
business models and challenge policymakers.
SoftBank's robot 'Pepper' in Taipei,
Taiwan (Reuters/Tyrone Siu)

What next
Developed economies will promote Industry 4.0 as a pathway to enhanced global
competitiveness, a resurgence of manufacturing and disruptive product innovation in the
hope that it will create and retain well-paying domestic jobs. Falling costs as the
underlying technologies scale will make this feasible. However, substantial technology,
business model and regulatory challenges would need to be overcome. Cybersecurity
risks will increase exponentially. Net new job creation may take far longer than a likely
lengthy initial period of job destruction, fueling social restiveness.
Analysis
The term Industry 4.0 derives from the German-government-sponsored Industrie 4.0
Working Group set up in 2011 to study the advanced computerisation of manufacturing
and subsequently backed with 200 million euros (221 million dollars) of government
research and development (R&D) funding.
The reference to a prospective fourth industrial revolution was a deliberate move to connect
Industry 4.0 to the three revolutions that went before: manufacturing driven by steam
power, assembly line production driven by electricity and automation driven by
electronics/IT.

1.0
MECHANISED
PRODUCTION
Steam engines

2.0

3.0

MASS PRODUCTION
Assembly lines and
electricity

AUTOMATION
IT and
electronics

4.0
CONNECTIVITY
‘Smart’
technologies;
Cloud computing;
Big data;
Networked
machines and
processes

Impact
• Improved production flexibility
and vertical integration with
customers should facilitate
bespoke manufacturing
('mass customisation').
• Entire value chains will
vertically integrate, embracing
product design, procurement,
production, distribution, sales
and maintenance.
• Horizontal integration around
smart factories will create
new business models based
on manufacturing as a service
(MaaS).
• Pay-by-use and subscriptionbased MaaS could upend
traditional models for
financing capital expenditure
on plant and equipment.

€200mn
German government funding
for an Industry 4.0 working
group

The stages of industrial development
Source: Oxford Analytica

In the United States, Industry 4.0 is called the internet of everything as it brings together
the internets of things, services, data and people.
Sensors, radio chips, software and embedded intelligence are integrated into networked
industrial products and systems to manage and optimise product sourcing, production,
performance and service needs.

© Oxford Analytica 2017. All rights reserved
No duplication or transmission is permitted without the written consent of Oxford Analytica
Contact us: T +44 1865 261600 (North America 1 800 965 7666) or oxan.to/contact

9

Oxford Analytica Daily Brief ®
12th Annual Board of Boards

Making machines self-aware, self-organising and continually self-optimising, and
networking them together along the value chain should create industrial systems that
perform more efficiently, collaboratively and resiliently than conventional manufacturing.
The underlying technologies involved also include big data and analytics, predictive
analytics, artificial intelligence, robotics, additive manufacturing ('3D printing'), everythingas-a-service and cloud computing, and business-to-business online marketplaces.
Technology convergence
Four factors have reached a scale and convergence that is starting to turn the highly
automated plants of multinational consumer and industrial goods companies into
pioneering Industry 4.0 platforms. They are:
• advances in computational power and connectivity that allow the processing of large
data volumes and their visualisation;
• the application of analytics and artificial intelligence to business logic and processes;
• the manifestation of digital programmes in the physical world through, for example, 3D
printing; and
• the development of interfaces for human-machine interactions such as touch screens
and virtual reality.
In future, these industrial platforms will be able to link to other 'smart' networks, for
example, autonomous logistics and transport networks, smart grids for power and energyoptimised smart buildings and other infrastructure.
Government support
Developed economies, notably Germany and the United States, are funding Industry 4.0
R&D and infrastructure. They mostly incorporate it into industrial policy via promoting
public-private partnerships for innovation centres connecting business and researchers,
centres of manufacturing excellence and apprenticeships to fill skills gaps.
In Germany, Industrie 4.0 is the centrepiece of the government's High-Tech Strategy 2020
Action Plan. The US administration launched the public-private Advanced Manufacturing
Partnership in 2011 and updated it in 2013.
Japan, somewhat of a laggard despite longstanding automation of its factories, has set up
the Industrial Value Chain Initiative. The United Kingdom is similarly focusing on advanced
supply chains. France and Italy have smart factory programmes and the Netherlands a
smart industries equivalent. In 2015, the European Commission launched the Cloud-based
Rapid Elastic Manufacturing research project to promote the concept.
China, already the world's largest market for industrial robots, is closely following the
German model and spending heavily on industrial R&D to support a national goal for its
advanced manufacturing to be on an equal footing with the United States, Germany and
Japan by 2045.
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Benefits
All these nations see Industry 4.0 as enhancing the global competitiveness of their
industrial firms and providing a potential resurgence of manufacturing production and
exports that will create and retain domestic manufacturing jobs as well as potentially
repatriating those previously lost to lower-cost developing economies.
Potential efficiency gains through the agility, flexibility and scalability of cyber-physical
production systems should lower manufacturers' costs, raise product quality and
productivity, as well as promise disruptive product innovation.

Industry 4.0 could help
developed economies create
and retain domestic
manufacturing jobs

However, while some production in developing economies may return to developed
countries, increasingly the need to produce goods locally, especially in new growth
markets, will inform decisions on where to locate production.
Obstacles
Multiple hurdles remain to widespread implementation.
Reliability and safety
Engineering across the digital-physical divide is not a trivial problem. Nor is the integration
of heterogeneous and legacy systems across internal and external networks. The much
greater complexity of cyber-physical systems over conventional manufacturing means
many more potential points of failure, which will be of particular concern to the medical and
healthcare industry.
Standardisation
Machines will need standard interfaces -- with global acceptance -- to communicate with
each other and share data seamlessly. These standards will likely take years to be agreed
and be a point of national government contestation.
Security
Industry 4.0 requires high levels of data sharing. This will further elevate the already
heightened cyber risks of data theft, industrial espionage and other cyberattacks (see
INTERNATIONAL: Demand will outpace cyber insurance - August 12, 2016).
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Corporate resources
Surveys show that most companies lack both the staff and IT infrastructure to make the
transformation to Industry 4.0. This is particularly true for small and medium-sized
companies, although they potentially could be the greatest beneficiaries from Industry 4.0.
Uneven technology development
Industry 4.0 requires the exponential growth of many new technologies from artificial
intelligence to nanotechnology. These are unlikely to happen in parallel.
Legal issues
Questions of legal liability, data privacy and protection of intellectual property (IP) will
become increasingly complex and new legal frameworks will be needed.
Data sharing and IP rights will be a particular problem for companies operating in countries
where state controls over data are extensive and used as a policy tool of industrial
protectionism.
Taxation
3D printing will allow the production of products across countries with no physical crossing
of national borders, putting new demands on VAT and custom duties regimes.
Labour markets
A report for the International Federation of Robotics in 2013 forecast that industrial robots
would create 1-2 million new jobs in 2017-20. However, a frequently cited study by Oxford
University researchers Carl Benedikt Frey and Michael Osborne the same year forecast
that many times that number of jobs would be at risk in industrialised economies.
It seems likely that, as happened in earlier industrial revolutions, the effects on labour
markets will be asynchronous (see INTERNATIONAL: Artificial intelligence - June 28,
2016). Displaced unskilled or semi-skilled production workers will not have the skills or
qualifications needed to be employed in Industry 4.0, possibly on a large scale, while at
the same time there will be skills shortages.
This will profoundly challenge policymakers in the provision of education and training to
deal with skills mismatches and social welfare provision for displaced workers.
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Political inertia could lead to growing US skills gap
Friday, October 14 2016
The emergence of a two-track pattern of jobs growth could have dramatic implications for
US employers and policymakers. Development of the necessary skills requires significant
institutional support, which is subject to political meddling and budgetary vicissitudes.
While this may create economic incentives for greater immigration liberalisation for highskilled migrants, political leaders are more likely to back voters' demands for protection.

US Department of Labor data released yesterday indicated that unemployment insurance
claims are at their lowest level since 1973. The low level of benefits suggests that slow
economic growth has not yet carried over to slowed hiring. However, a recent report from
the Pew Research Center on Bureau of Labor Statistics data suggests that 2014-24
employment growth (5.2% overall) will primarily be driven by positions requiring greater
preparation (in-employment training, work experience and formal education) and social
skills (interpersonal, communication and management), most notably in the healthcare
sector. Jobs requiring above-average preparation are expected to grow 2.8 percentage
points faster than their below-average counterparts. The study expects that positions
requiring greater social skills will grow by 8.8% over the period, compared to 4.4% with
lower requirements.
See INTERNATIONAL: Lower workforce to impair trend growth - December 2, 2015.
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Lower workforce will impair global GDP trend growth
Wednesday, December 2 2015
Changes in immigration and societal factors are causing labour supply shifts in the EU
and the United States. Alongside the debate over the state of the US economy, there has
been discussion over the persistent decline in US labour force participation and the impact
on the economy of discouraged workers, who may never go back to the labour force. The
United Kingdom has experienced population gains and an acceleration in the birth rate due
to net immigration over the last decade.

What next
Labour supply will have both direct and indirect effects on potential growth. Directly,
economies will benefit from increasing populations and participation rates, provided they
translate into rising employment. Indirectly, positive labour market developments will boost
potential growth and total factor productivity through improved human capital ('learning on
the job'), more robust consumer confidence and economic resilience.
Analysis
The labour force (employed plus unemployed people) is determined by the slowly evolving
structure of the population over time, combined with people's decision on whether to seek
work or not. Demographers calculate projections for population cohorts and population of
'working age'.
The factors that determine the working age are mainly institutional, based on government
regulations for schooling and state pensions, among other factors. Most international
databases put it at 15-64, sometimes simply above 15.

People stand in a line to enter a
government employment office in
Madrid, Spain (Reuters/Andrea Comas)

Impact
• A rising UK population will
pressure an already tight
housing market and transport
systems.
• High social benefits paid to
younger people while actively
job-seeking will encourage
registration, boosting the UK
labour force.
• Higher cyclical unemployment
might become structural
through the 'hysteresis'
phenomenon, as job seekers
get discouraged.

The share of the working age population that actually participates in the labour force is
more changeable, linked to:
• social parameters, such as lifestyle choices, education systems, child care
arrangements, pension provisions and taxation; and
• labour market conditions, such as wages, hours of work, flexibility and job
opportunities.
Population trends
Population trends are rarely the source of economic shocks, except for some historic
examples of massive population losses (eg, from epidemics) and migrations (see
PROSPECTS 2016: EU - November 30, 2015). Unexpected changes have been mild
recently, but still could modify economic outcomes.
Germany
Germany has long projected a declining population (a loss around 1% over the decade to
2025) due to its low birth rate, depressing its labour force and potential GDP growth. The
refugee influx into Germany might mitigate the country's trend of ageing and declining
population (see GERMANY: Refugee influx unlikely to topple Merkel - November 5, 2015).
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If as many as 2-3 million migrants, mostly of working age, were to become established in
Germany by 2017, its labour force could increase by around 5% and GDP could gain 2-3%
by 2020, depending on the productivity of new workers.
United Kingdom

1%
Germany's projected
population loss by 2025
without high migration

Over the past decade, the United Kingdom has seen faster population growth than initially
projected, with most of the rise due to immigration increasing its working age population,
together with a recent increase in the birth rate. For these reasons, the United Kingdom
has slightly higher growth potential than previously foreseen.
Japan
Japan's population is declining, especially the population of working age. This trend is
unlikely to change substantively. Advanced robotics and other productivity-enhancing
innovations aim at offsetting the economic impact of adverse population trends.
Swinging population trends may reshape future growth, though any changes remain small
in scale. Swings in participation rates are more likely to impact in the short run.
Participation rates
Labour force participation is more volatile than population trends and is often associated
with labour market conditions. Poor conditions discourage people from seeking jobs,
unless social benefit systems are attractive and tied to job seeking. Cyclical slowdowns
also encourage prolonged training and early retirement.
Over the past 20 years, there have been shifts in labour force participation rates. Most of
these changes pre-date the Great Recession, but others have been caused, or
exacerbated, by the crisis and by slow growth over the past few years.
In the United States, there has been a marked fall in the labour force participation rate
since 2008-09, partly blamed on the 'discouraged worker' effect. The repercussions from
this may be one way in which 'secular stagnation' can emerge in deleveraging economies:
lost workers mean lost output if they do not return when the economy recovers (see
INTERNATIONAL: Monetary tightening risks stagnation - June 10, 2014).
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There is a range of reasons for the observed variations in participation rates:
Prolonged full-time education and training
Delayed entry into the labour market due to longer periods spent in full-time education has
been a long-term trend and partly explains the declines in participation for 15-24 year olds
over the past 20 years. However, sharp declines are not unique to the post-2008 era.
Recently, they may have reflected lack of jobs for young and inexperienced workers.
75

Male, aged above 15

70
65

Total, aged above 15

60

Female, aged above 15

55

Total, aged 15-24

50
45
40

1991

1995

2000

2005

2010

US employment-to-population ratio for people aged 15-24 and above 15
National estimate (%)

Sources: World Bank, World Development Indicators, National estimates

Supported declines in this age cohort may account for much of the overall discouraged
worker effect in labour supply, including in the United States, where there has been some
recovery in the type of jobs that discouraged workers might seek. The construction sector,
which shed around 2 million jobs in 2007-09, is now creating new jobs. The impact of
Spain's construction slump is also visible on its labour market.
Retirement
With the introduction of universal public pension benefits since the 1940s, came a
withdrawal of older workers and a fall in participation rates among the over 60s. Recently,
there has been some increase in participation among older workers, as better health
conditions have prolonged working lives and pension systems have become less generous.
The need to boost households' disposable incomes during harsh financial times might also
have played a role.
Female participation
Participation rates for women remain lower than for men, especially for older age groups,
but the gap is closing. Increases in women's participation have generally persisted over
2008-15 amid poor economic conditions and weaker participation rates for men.

The US female participation
rate has declined since 2000

Again, the need to boost household incomes may have played a role. Although the decline
in participation for US women goes against the trend seen in other countries, the US
female participation rate remains high and in line with developed country standards.
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Spain has also seen a marked rise in female participation rates, which helped boost its
overall employment record and growth potential during the boom years. When the bust hit
in 2008, female participation continued to rise. Even male participation declined only
moderately in Spain.
Another reason for rising participation rates among women (and steady male participation)
in Spain and other European countries is the linkage of social benefits to job seeking,
which encourages registration in the labour force.
In the United States, much of the economic growth and wealth generated come from the
technology sector, which actually employs few workers directly. Jobs are generated
indirectly, in lower-wage ancillary companies.
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This means that the benefits from the United States's boom in advanced sectors are small
for middle-to-low income households. Wealth may be spread through sectors such as
construction, but this needs to revive fully before it can perform a meaningful redistributive
role.
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Public policy risks to business development
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