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The great demographic reversal

Global inflation concerns have stayed longer than expected. Even the fed who was
calling inflation “transitionary” has moved to a more aggressive tightening policy after
stubborn top line and core numbers refused to budge. This is not just in the US, but in
several countries across the world.

Central banks around the world have responded to rising inflation by increasing interest
rates. Governments have also responded with policies to help the population cope with
rising costs. Yet, even with all that is being done, inflation remains a key concern around
the globe.

Top global concerns over the past two years
June 2020 - June 2022 (Global country average)
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What was thought of as temporary supply disruptions and reopening led price pres-
sures, has become rather sticky even as the world has somewhat returned to “pre-covid”
openness in economies and between countries. An exception being China which is still
having on-going lock downs due to its covid-zero policy. Put aside these above listed
factors as the culprit for inflation, could there be a larger trend at play that is causing
inflation to be as sticky as it is?

Let’s talk demographics.

The world population has aged rapidly over the past half-century. In the last 50 years,
the old-age dependency ratio, defined as the share of individuals above 65 years old to
the share of the working population (15 to 64 years old), has significantly increased.
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Estimates And Projections

Favorable demographics provided the country with a huge and rapidly growing labor
force willing to work hard for low wages. China’s inclusion in the world’s production and
trading networks ended up affecting labor markets in advanced economies as well. In
the years leading up to hyper-globalization, Western companies were eager to offshore
their production to Asia in order to profit from these areas’ low labor costs.

The question of why inflation is bouncing back now can be answered in part by the
reversal in China’s demographics. The size of the working age Chinese population has
started to shrink, and this trend will intensify in the years ahead. At the same time, the
ranks of the elderly keep swelling. No other nation in the world is aging at the speed
and scale of China. Demographers predict the world’s most populous country will start
to shrink in 2022, a turning point with profound ramifications for its future. A recent
Financial Times article highlighted that population in China is expected to fall below
800mn by 2100.

Demographic shifts, such as the aging of populations in the Western world, and now also
in China, will revive inflationary pressures in the decades to come. These demographic
trends will place increasing pressures on public policies, fiscal and monetary. An ageing
society will require greater medical and pension expenditure, just as a declining workforce
is slowing output growth, and hence taxable capacity.

This great demographic reversal will lead to a return of inflation, higher nominal interest
rates, lessening inequality and higher productivity, but worsening fiscal problems, as
medical, care and pension expenditures all increase in our ageing societies.

This may mean, sticky inflation - higher for longer.
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Disclaimer:

The documents herein are issued for general information purposes only. Views and opinions contained herein
are those of Bordier & Cie. Its contents may not be reproduced or redistributed. The user will be held fully
liable for any unauthorised reproduction or circulation of any document herein, which may give rise to legal
proceedings. All information contained herein does not constitute any investment recommendation or legal or
tax advice and is provided for information purposes only. Please refer to the provisions of the legal informa-
tion/disclaimer page of this website and note that they are fully applicable to any document herein, including
and not limited to provisions concerning the restrictions arising from different national laws and regulations.
Consequently, Bordier & Cie does not provide any investment service or advice to “US persons” as defined by
the regulations of the US Securities and Exchange Commission, thus the information herein is by no means
directed to such persons or entities.
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