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ABSTRACT

The Group of 20 (G20) countries are experiencing or starting to experience the im-
pacts of demographic change on their economies. The reduced working population
in the G20's aging societies necessitates a social transition to maintain labor produc-
tivity and fiscal sustainability. Given this situation, this policy brief recommends four
proposals to tackle the demographic challenges on the economy: 1) improve pro-
ductivity through enhanced labor participation and investment in human capital; 2)
Invest in education to prepare future generations; 3) strengthen fiscal frameworks
to prepare young societies to deal with the demographic transition; and 4) develop
comprehensive reform for public pension and healthcare schemes in the light of de-
mographic changes.
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CHALLENGE

Demographic change is a critical issue that affects the social and economic aspects
of global societies. A reduction in the working population in aging societies requires
a social transition. This includes greater female labor participation, effective labor mi-
gration, and skill development and knowledge enhancement for youths to maintain
labor productivity. The United Nations (UN) Department of Economics and Social Af-
fairs (UNDESA 2019) demonstrated the demographic challenges that will arise in the
next 30 years. The working population will decrease in high-income and middle-in-
come economies, while low-income economies will experience steady growth in the
working population (see Figure 1).
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Figure 1: Age population by income groups
Source: UNDESA 2019

In light of this challenge, many economies in the G20 have been experiencing or have
started to experience the impacts. IMF (2019) categorizes the G20 economies into
three groups according to the stages of demographic transition: late stage of demo-
graphic transition, advanced stage of demographic transition, and early stage of de-
mographic transition. Figure 2 and Figure 3 illustrate that many economies in the G20
have entered the aged/aging status since 2000. However, some G20 members with
a younger population still reap demographic benefits as their working population
increases (see Figure 4).

TASK FORCE 9. MIGRATION AND YOUNG SOCIETIES



CHALLENGE

60%
50%
40%

30%
20% “
10% I“
0% II [ [ | [T _ m

|
Ill 'I
-y

-20%
-30%
-40%

Australia Canada Germany Spain France Italy Japan ROK Russia UK USA
H2015 2020 m2025 m2030 m2035 m2040 m2045 m2050

Figure 2: Working population (percentage change from the base year 2000) of late-stage
demographic transition countries
Source: UNDESA 2019
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Figure 3: Working population (percentage change from the base year 2000) of advanced-
stage demographic transition countries
Source: UNDESA 2019
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Figure 4: Working population (percentage change from the base year 2000) of early-stage
demographic transition countries
Source: UNDESA 2019

Although population aging has multifaceted impacts on an economy, the main chal-
lenge is how to balance fiscal revenue against increasing fiscal burdens from social
security and pension systems and rising healthcare expenditures. Figures5and 6 illus-
trate the ratio of government revenue and government expenditure as a percentage
of gross domestic product (GDP), respectively. Although most G20 member countries
gained an increase in government revenue, many experienced a rise in government
expenditure during this time. For Gulf Cooperation Council (CCC) countries, govern-
ment revenue is closely tied to oil export revenue and is sensitive to external shocks.
This is evident in the 2020 oil supply shock in conjunction with a contraction in global
demand due to the COVID-19 pandemic. Figure 7 illustrates the GCC countries’ sensi-
tivity to oil revenue as a percentage of exports and total government revenues.
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Figure 5: Government revenue (percentage of GDP)
Source: IMF 2019
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Figure 6: Government expenditure (percentage of GDP)
Source: IMF 2019
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Figure 7: Fiscal revenues and exports of GCC countries
Source: OEC Trade Map (2018); National sources; UN; and Fitch Solutions.

Figure 8 illustrates the government health expenditure as a percentage of GDP in
the G20 member countries. An increasing trend was observed in most G20 countries,
while Figure 9 presents the growth of government health expenditure as a percent-
age of total government expenditure in many G20 countries.
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Figure 8: Government health expenditure (percentage of GDP)
Source: World Bank 2019
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Figure 9: General government health expenditure (percentage of total government

expenditure).
Source: WHO 2017

Different economic and financial implications are derived based on varied savings
and investment behaviors due to the stage of demographic transition. Figure 10 ex-
plains the relationships between demographic changes, the balance of payments,
savings, investments, and growth. Once a society becomes aging, there is a tendency
for household savings to reduce and for government savings to fall due to an increase
in health and pension expenditures. This could impact total domestic consumption
as the aging population increases, and thus, possibly slowdown investment and pro-

ductivity growth.
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Figure 10: Conceptual view of the possible channels from aging to saving and from saving
to investment and growth

Source: Chawla, Betcherman, and Banerji. 2007, 119.

The different stages of demographic change across the G20 economies require a set
of customized policy frameworks tailored to specific characteristics of each group to
ensure and manage the fiscal sustainability. The global challenge of COVID-19 and
subsequent economic contraction will, in many ways, aggravate the challenge to
promote fiscal sustainability in a time of demographic change. The most nuanced
analyses of the economic, social, and political impacts can be found within the Think
20 (T20) COVID-19 taskforce policy papers. G20 members can look to the policy ap-
proaches of other countries to address the challenge of an aging population, while
also looking to promote economically feasible approaches.
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PROPOSAL

To address and prepare for the impacts of demographic change, four policy recom-
mendations are proposed based on the different stages of demographic transition in
G20 members to ensure fiscal sustainability.

Improve Productivity

To maximize potential gains from demographic dividends and mitigate the possible
impact from a shrinking working population, productivity must be raised. Two main
approaches are proposed to boost economic productivity. The first approach involves
enhancing labor participation in the labor market. This can be achieved through labor
market reformm measures, including an increase in female participation, the extension
of the retirement age, and accommodative migration policies for demanded-skKill
shortages. The second approach includes investing in human capital and education
for a quality labor force or higher labor productivity. Lifelong education and training
programs should be offered to working and aging populations to overcome the barri-
ers to productivity caused by innovation and rapid technological advances.

Boosting labor force participation and productivity also includes increasing access to
financial services, so that wages can be used in a broader sense for national economic
growth.

In Saudi Arabia, the potential of increasing female labor force participation and fe-
male access to financial products can have a large effect on long-term financial sta-
bility and planning for lower and middle-income families. Vision 2030 has a direct
target of increasing homeownership to 70% among citizens. The mortgage industry
is growing in Saudi Arabia, and with it, more young people will have to access loans to
buy their first homes. According to a report on financial inclusion by the King Khalid
Foundation, nearly 7 million Saudis do not have bank accounts, and women make up
60% of the “unbanked” population (2018). The acceleration of women’s employment
may be a key factor that will increase first home purchases for young Saudis. Working
women will expand the market size of potential mortgage borrowers, either on their
own or as part of dual-income families. As more women are employed, they qualify for
loans, and they create demand for new financial products, such as mortgages, which
strengthens the position of local banks listed on the Saudi stock exchange, Tadawul.
Bank stocks on the Tadawul are also strengthened by incoming foreign investment
as a result of emerging market index inclusion. Social policies that target women'’s
economic empowerment (employment and access to financial products) can also be
a powerful growth multiplier. According to projections by HSBC (Aybek 2019), there
is the potential for USD $150 billion of growth in mortgage loans in Saudi Arabia over
the next five years, and as much as USD $78 billion could come from first-time buyers,
with women accounting for as much as 40% of first-time buyers.
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Sometimes the “sweet spot” in economic development policy requires simple policy
adjustments, which in turn, create noticeable impacts. World Bank economists, Elena
lanchovichina and Danny Leipziger, argue for combining gender-enhanced growth
diagnostics to identify solutions based on policies that are good for women'’s eco-
nomic empowerment (2019). These will simultaneously create positive growth effects
in the overall economy. There is often a misinformed bias that policies that remove
obstacles to women's participation in the labor market will harm their male counter-
parts. However, there is a body of literature that disproves this and demonstrates the
positive gains at both the household and country levels.

Invest in Education

Achieving economic growth requires investment in formal and technical education to
prepare future generations for work. Investing in youths with a focus on productivity,
entrepreneurship, and innovation will be key to job creation. In GCC countries, many
strategic visions speak to the commitment to education in relation to job growth.
They focus on the need for diversified economic growth and educational opportuni-
ties in both classroom settings and on-the-job internships. It is important to ensure
that the education system is closely aligned with the skills that future workers will
need to be successful in the future job market.

Crucial skills required for the future labor market include: i) critical thinking; ii) emo-
tional intelligence; and iii) flexibility. While many parts of the world still focus on teach-
ing to prepare youths to pass an exam, a greater emphasis on “soft skills” is required.
Critical thinking and emotional intelligence will be necessary as jobs that require
these skills are much less susceptible to automation (Barbieri et al. 2019). Flexibili-
ty and adaptability will become more important for future workers as workers are
predicted to not only change jobs more often but also change careers much more
frequently than in the current labor environment (Gallup 2017). It is important, there-
fore, to introduce these three skills as early as possible in the education system. In the
COVID-19 era, communities around the globe are struggling to find ways to adapt to
education at a distance, and the T20 COVID-19 taskforce provides a wealth of views
on how to move from the present challenges to building education systems that can
prepare youths for the workforce.
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In 2018, Saudi Arabia introduced philosophy into its secondary education system,
which is an attempt to nurture the critical thinking aspects of its population from
an early age. This is compatible with the Saudi Vision 2030 goal of transitioning to a
knowledge economy, which reaps the economic benefits of a highly educated work-
force. Oman also seeks this transition in its Vision 2040. This is a step in the right di-
rection in a region where education is often regarded as overly focused on rote learn-
ing (Oxford Business Group 2018), which will not prepare students adequately for the
future labor market. Emotional intelligence and flexibility are soft skills that are more
difficult to nurture, but education systems need to be devised in ways to introduce
these concepts into national curricula. A focus on group learning and teamwork over
rote learning and standardized testing could go a long way to improving these skills,
and adequately prepare youths for the future of work.

Strengthen Fiscal Framework

Given the implications of demographic changes on fiscal sustainability, G20 govern-
ments must strengthen fiscal frameworks in response to or in preparation for possi-
ble impacts caused by population aging in both the short- and medium-term. In prin-
ciple, how countries address the demographic impacts depends on the fiscal space
available to implement their government revenues and benefit programs. This task
will be especially important as the international community seeks to find ways to sta-
bilize markets and create options for reconstruction in the post-COVID-19 era. Social
behavior and its values of redistribution and intergenerational equity are also a factor
in the context of financing individual and family consumption, particularly in older
age (UNDESA 2019).

Tax systems should be modified to compensate for fiscal imbalances while not put-
ting too much burden on the taxpayers. Generally, tax revenue is closely linked to
employment, and declining employment rates can put pressure on public finance.
According to the Organisation for Economic Co-operation and Development (OECD
2019), to cope with increasing pensions, healthcare costs, and other expenditures, tax
revenue would have to increase by between 4.5% to 11.5% of GDP by 2060 to keep debt
at current levels in G20 countries. A tax system should be designed to finance addi-
tional older age spending and manage any shortfalls in revenue while ensuring a fair
burden-sharing across generations. Proposals are made for increasing tax revenue
through raising the effective retirement age and enhancing the labor force via female
participation, adjusting benefits, or increasing other (tax or non-tax) public revenues.
Implementation of these measures could balance the fiscal budget and may also al-
leviate adverse macroeconomic impacts of population aging.

T20 SAUDI ARABIA

12



One option is to shift from individual income tax to consumption taxes. Income tax is
usually levied on the working population base while consumption taxes, such as VAT,
have a larger base of population/taxpayers, which entails fewer negative-side effects.
Japan, for example, has imposed a 10% VAT since September 2019, up from 8%. Ad-
ditionally, a promotion toward environmental taxation, including carbon taxes, could
raise substantial government revenue without compromising efficiency. For exam-
ple, countries could consider imposing taxes to price carbon emissions on transport.
An idea of reviewing inheritance taxes has also been introduced, not only to improve
government revenue but also to mitigate income and wealth inequality.

For economies with a younger population, creating fiscal space in preparation for the
impact of population aging on their fiscal balance is necessary. This can be achieved
by improving the revenue-generating capacity of tax and social security systems. To
enhance this capacity of tax, enhancing formality will help improve the tax base; for
example, avoiding high labor tax rates on low-paid workers and incentivizing workers
to join the formal sector. Together, improvements in tax administration with targeted
audits, user-friendly/digital registration, and the use of indirect methods to ascertain
tax liability will lead to higher tax revenues (OECD 2019).

In economies, such as Saudi Arabia, which are attempting to diversify from hydro-
carbon reliance, the fiscal balance will require alternative sources of government rev-
enue. Simultaneously boosting private sector productivity and growth will require
human capital investment and access to finance, and legal institutions that allow
entrepreneurs and firms to fail and try again. Across the GCC countries, since 2015, we
have seen movement on the implementation of a value-added tax of 5%; the reduc-
tion of energy, fuel, and water subsidies; and new excise taxes (Young 2019; see table
1). Simultaneously, GCC governments have expanded protections for nationals within
the labor market. They have secured jobs in certain sectors for citizens only, while ex-
panding some provisions of immigration policy to attract highly skilled workers and
potential investors.

TASK FORCE 9. MIGRATION AND YOUNG SOCIETIES
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Saudi Arabia UAE Bahrain Oman Kuwait Qatar

VAT of 5% v v v
Excise Tax
(Tobacco; Energy and Soft drinks) / / / /
Electricity and Water Tariffs \/ \/ \/ \/ \/ /
Transportation Fuel Prices \/ \/ \/ \/
Longer-Term Residency
Visal Mobility / ‘/ \/
Labor Market Protection \/ \/ / \/ \/ \/

Table 1: GCC Reforms - Summary of Major Reforms

Source: American Enterprise Institute (AEI) Gulf Economy Policy Tracker n.d.

Additionally, public spending should be reviewed and improved in a way to stabilize
public debt and ensure efficiency. Reducing and removing regressive expenditures,
such as VAT exemptions, are proposed. Priority should be placed to either cut or elim-
inate inefficient government expenditures. These include public subsidies that do
not bring in economic or social benefits, growth, and inclusiveness. There is no one
bullet solution for tax design. The tax system should be designed and customized
subject to each economy’s characteristics and demographic stage. Some changes in
tax design may have more impact and be more politically feasible if done earlier than
later (OECD 2019). Although some G20 members have not yet reached the stage of
rapid aging/aged population, early tax reforms can help to prepare the countries for
possible fiscal pressures. Consequently, economies with younger populations should
expand fiscal space by establishing effective tax systems and a thorough review of
public spending.

Comprehensive Reform of Public Pension, Social Security, and Healthcare
Schemes

A comprehensive reform of public pensions, social security, and healthcare schemes
is required to address the short- and medium-term impact on fiscal sustainability as
well as the long-term impact on worker welfare after retirement. More importantly,
the design of pension schemes needs to address the triple challenges of ensuring
fiscal sustainability, providing adequate incomes in retirement, and guaranteeing
intergenerational fairness (OECD 2019). For comprehensive reform, many parame-
ters of public pension design should be included. These include contribution periods
and rates, benefits packages and coverages, replacement rates, flexibility to combine
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work and pensions, and pension-scheme options. Complex modeling to compute ap-
propriate levels of contribution and compulsory government subsidy should be de-
veloped, and macroeconomic indexation can be considered, among other options.
In addition, considering possible demographic impacts, governments may want to
consider indexing the statutory age at retirement by socioeconomic status. As men-
tioned, raising the effective retirement age as life expectancy increases can promote
fiscal sustainability, not just by expanding the government revenue base, but also by
widening the period of contribution for retirement pension systems. The better-edu-
cated and higher-income groups that enjoy longer life expectancy can expect to pay
contributions and receive pensions later, compared to the less educated and low-
er-income populations.

To avoid an excessive burden on younger generations, effective pension contribution
rates should be computed along with promoting private savings to ensure wealth
at retirement age. To manage longevity risks, public pension systems should adopt
timely information on mortality and life expectancy to determine appropriate rates of
contribution. A comprehensive evaluation of demographic developments and pen-
sion schemes can help governments manage public finances more effectively. More-
over, many approaches are proposed to incentivize individuals to save more to avoid
poverty or guarantee wealth at old age and manage risk in private saving schemes.
Automatic enrollment systems tend to be an efficient option to enhance participa-
tion, where individuals are automatically signed up to a pension plan but have the
flexibility of opting out. Employers are, however, required to contribute to make this
system work. Financial incentives are also important to minimize opt-out rates. Tax in-
centives and government subsidies, such as matching contributions or fixed nominal
subsidies, can also help boost participation in retirement savings. Another proposal
should include the annuitization of accumulated assets for the pay-out phase during
retirement age. This can help limit longevity risks, particularly if individuals rely inten-
sively on those assets to finance their retirement.

Additionally, according to SDG 3, promoting lifelong health and preventive care to
maintain the maximum functional capacity of individuals can improve health and
well-being. An idea of healthy aging can indirectly improve fiscal sustainability by
containing healthcare costs in government expenditure. Promoting healthier life-
styles is required within and beyond the health sector. For example, adjusting life-
styles toward physical and cognitive exercise as well as providing equitable access to
disease prevention, treatment, and rehabilitation for all stages of life. Other policies
can be implemented to prevent harmful activities to health or associated illness, such
as alcohol prevention policies via taxation and other regulations. Furthermore, health

TASK FORCE 9. MIGRATION AND YOUNG SOCIETIES
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and long-term care systems should be aligned to provide age-appropriate integrated
care and maintain the intrinsic capacity of aged/aging populations.

Younger economies should consider these proposed measures that are appropriate
for their demographic stage and socioeconomic status by tailoring their policy design
for their social security and pension systems. The customized policy framework will
balance both the need to support the vulnerable and fiscal sustainability in the future.

Disclaimer

This policy brief was developed and written by the authors and has undergone a peer
review process. The views and opinions expressed in this policy brief are those of the
authors and do not necessarily reflect the official policy or position of the authors’

organizations or the T20 Secretariat.
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