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Thánatos
It has been argued by economists,
such as David Foot, that demographics explain roughly twothirds of what transpires in an
economy. It is one of the few areas where long-term projections
tend to be on the mark. An ageing
society is primarily the result of
two trends: increasing life expectancy and declining birth rates. So
it is disconcerting that a number
of ancient countries are facing an
existential question.
If we want to have an idea of the
future for parts of the developed
world, examine Japan. Japan is a
bug in search of a windshield.
Japan has the world’s oldest
population and is in a demographic death spiral. It has one of
the lowest birth rates at 1.4 per
woman in the world, far below
the 2.1 replacement rate necessary
just for a stable population. 2005
was the first year since records
began in which the country had
more deaths than births. By 2050,
almost 40% of Japan’s population
will be over the age of 65, up
from 22.6% in 2010. To exacerbate the problem, Japan is one of
the most xenophobic countries on
Earth and accepts the fewest
amount of immigrants, at just
1.71% of its population by last
count, in the developed world.1

proaching 230% (compared to an insolvent Greece at 160% of GDP) and is
growing at 8-10% a year. Japan finances almost all of its debt with domestic savings. However, all of that
debt is weighing on the savings rate,
which is declining rapidly and will
soon go negative as retirees draw down
on their savings. At that point, the
thought is, Japan will need to seek out
foreign investors to buy its bonds. But
who will want a Japanese bond paying
just 1% for ten years? If rates rise only
to 2%, then Japan would be spending
almost 80% of tax revenues just on the
interest on its bonds.2
Given that Japan will collapse if interest rates rise, interest rates will probably not be allowed to move higher.
The Bank of Japan could fire up the
printing presses for their own version
of quantitative easing programmes but
on a scale that will make other central
bankers of the world jealous. The Yen
could fall to unprecedented lows. In
future, you may be able to buy a new

Lexus for less than an Hyundai, a
VW or a Ford.
Why is Japan experiencing such deflationary pressures? One reason is
because ageing populations don't
spend. What do old people like?
That’s right, falling prices. Deals.
Sales. Early bird specials. And that
may explain why Japan’s aged voters
have put up with deflation for the
past twenty years. The Japanese government has been reluctant to take
measures to reduce the Yen’s value
(which is hurting exporters) because
a strong Yen benefits its ageing
population. Cheaper imports and the
resulting deflation have the effect of
increasing the purchasing power of
senior citizens.
On this side of the Pacific, the
American Federal Reserve is fighting
a battle it may well lose: trying to
inflate an economy that is determined to deflate. While the govern-
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ment may be insulting drunken sailors
with the amounts of money being
spent, the corporate and household sectors are deleveraging at a furious pace.
There are 76 million Baby-Boomers
who increasingly want to save, not
spend.
Old people don’t buy houses. At the
top of the housing boom in recent
years, we had the typical upper-middle
-class family living in a 4,000 squarefoot McMansion. About ten years from
now, what will they do? They’ll
downsize to a 2,000 square-foot townhouse. What do they need all those
bedrooms for? The kids are gone and
don’t visit any more. Twenty years
after that, where are they? They’re in a
200 square-foot nursing home. Ten
years later, where are they? They’re in
a six square-foot grave plot.3
That’s the likely future of property.
That may be why property has not
bounced in Japan after 20 years and
that’s why it may not bounce back
much in America. For every young
couple that gets married, has babies
and buys a house, there is an older couple downsizing, retiring, moving into a
nursing home or dying.
The developed world is at the forefront
of this ageing trend. It is projected that
senior citizens will account for 26% of
the developed world’s population by
2050, up from its current 16%. For instance, with Canada’s birth rate of 1.48
per woman, seniors will make up
26.9% of the Dominion’s population
by 2050.

decline of 2.1 million. The U.N. has
calculated that Germany would need
24 million new immigrants over the
next 40 years just to maintain its
workforce at current levels. This
raises the question of whether Germany has adequate financial resources
to provide long term support to the
Euro zone.4
Assuming there still is an Euro zone
to support. France’s birth rate is 1.89;
Greece’s 1.30; Italy’s 1.23; and
Spain’s 1.1.5
The costs of dealing with the needs of
the developed world’s ageing population are set to skyrocket. Ideally,
countries should have spent decades
preparing for this demographic tipping point, but this has not been the
case. During both good and bad economic times, many developed countries ran deficits. The US and UK are
perfect cases in point. The UK has
managed to have six budget surpluses
since 1975, while the US has done so
five times since 1960.
The fiscal situation of the developed
world was undermined further by the
2008 global financial crisis and the
European debt crisis. The IMF estimates that industrialised countries
saw the average public debt levels
increase from 73% to 103% of GDP
in 2011. It is reasonable to argue these
economic crises have fast-forwarded
the developed world’s inevitable agerelated fiscal crisis by perhaps 10 – 15
years.6

At the same time as developed world
countries will be facing unpreceGermany is one example of a European dented increases in age-related costs,
country that is rapidly ageing. Its birth the ratio of workers to retirees (i.e. the
rate is 1.35 per woman. After Japan, it old-age dependency ratio) is set to fall
is the country with the most seniors as drastically. This means there will be
a total percentage of the population. By fewer workers to support retirees.
2050, it is projected that 34% of the
Yet another major problem is that rispopulation will be over 65, up from
ing age-related costs (e.g. in America:
20% in 2010. The number of children
under the age of 18 fell from 18.8% of Social Security, Medicare & Medicaid) means funds are being diverted
the population to 16.5% by 2010, a

away from the very investments, such
as research and development, education and infrastructure, that are
needed to stimulate growth over the
long-term. Without strong economic
growth, it becomes even more difficult to finance health care and pension
costs.
Finally, the growing electoral clout of
seniors means politicians are increasingly fearful that cuts to pension and
health-care related expenditures will
lead to a political backlash. Not only
do seniors and those close to retirement have a much greater demographic weight than younger voters,
they also tend to vote in much greater
numbers. In the 2008 US presidential
election, only 48.5% of those between
18 and 24 years old actually voted.
This compares with 71.5% for those
aged between 55 and 64 years old and
with 72.4% for those between 65 and
74 years old. Canadian seniors also
vote at much higher levels than their
younger counterparts. The question is
are seniors prepared to give up their
“entitlements”? 7
Demographic decline + Debt + Disgruntled senior voters = Existential
Crisis.
As the polemicist, Mark Steyn, has
noted, “When history comes a-calling,
it starts with the most basic question
of all: Knock-knock. Who’s there?”7
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