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Demographic dividend or demographic time bomb?


What will Africa’s youth bulge be – a boon or a bust?

Philadelphia - Over the last thirty years or so, China has benefited enormously from what demographers and economists call a demographic dividend. One economist working at the Chinese Academy of Social Science (the top think tank in Asia) estimates that the demographic dividend has "has contributed 15-25% of [China's] economic growth and 5-21% of [its] savings rate [since the implementation of pro-market reforms in the 1970s]."

Clearly, a demographic dividend is a very nice thing to have; it can help a country grow rapidly and improve its savings rate (which in turn facilitates growth), but what exactly is it? Simply put, a demographic dividend is what you get when your country's dependency ratio falls. Now, that isn't a very helpful definition, so let's break it down.

The first step in getting a demographic dividend is to reduce infant mortality rates while maintaining fertility rates. In societies with high infant mortality rates, the average woman may have six children, and lose three of them to early childhood diseases. However, once infant mortality rates fall, all six of those kids will make it to puberty. The result is a youth bulge - an increase in the number of young people in the population.

This then means that, down the line, the older generation will be supported by a bigger group of working age people (because more kids are surviving to enter the workforce). Instead of three kids supporting mom and dad in their golden years, there are now six. This constitutes a reduction in the dependency ratio - the number of people that depend on those who are of working age.

The demographic dividend is even better when it's combined with a later second step: falling fertility rates, or a reduction in the number of children the average woman has. Usually this is accomplished by educating girls, and making contraception more widely available (it's pretty much a law of nature that literate young women who have the option of controlling their fertility have fewer children, with the exception of the Duggars). As fertility rates fall, those six kids that made it to puberty will go on to have, say, two kids each, instead of six. Then, instead of those three kids from earlier supporting two parents and eighteen kids of their own, there will be six kids supporting two parents and twelve kids - a much lower dependency ratio.

This has a number of positive consequences. As dependency ratios fall, countries see an increase in consumer spending and saving (because those six kids who survived puberty are spending less on their parents and children, and more on couches, TVs, and retirement annuities). Economic growth thus accelerates, along with incomes. This is essentially what happened in China, which combined a reduction in child mortality in the 1960s with, a few decades later, a one-child policy that created a bulge of working age people with few dependents that sent the Chinese economy into orbit.

Now, Africa is currently just about the only place in the world with a youth bulge. Most countries, including China, are facing the prospect of a shrinking youth population and a growing number of retirees. In Africa, however, about 40% of the population is under 15, and nearly 70% is under 30.

This could represent a significant opportunity. If this youth bulge can be channelled into productive economic activity, growth and incomes in Africa could skyrocket. If governments also adopt policies to reduce fertility rates (that is, get girls in school, and give them access to contraception), the benefits could be even greater.

There is, however, a pretty major caveat. For the whole demographic dividend thing to work out, it has to be possible for the members of the youth bulge to get involved in productive, formal-sector economic activity. China achieved this through the creation of its special economic zones, the liberalization of many of its markets, and a host of other market reforms.

In Africa, however, there is a major risk that the demographic dividend will turn into a demographic disaster if the huge and growing youth population is unable to find jobs. African countries are almost all struggling to create employment, and too many nations have combined strict labour laws with low levels of education, leaving would-be young workers with few options. A large mob of angry and unemployed young people is not exactly a recipe for social stability - in fact, youth unemployment is a significant factor in civil wars and civil unrest.

So unless African governments take steps immediately to channel the young into jobs - even if they are relatively low-paying, low-skilled factory jobs of the kind that China has long specialised in - the future could look pretty scary. Let's hope politicians turn the youth bulge into a dividend, and not a ticking bomb.

