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OLDER POPULATIONS NEED NOT LEAD TO SLUMPING ECONOMIC
GROWTH AND MOUNTING FISCAL PRESSURES

he demographic dividend thathas supported

global economic expansioninrecent decades

will soon make way for a demographic drag.

In advanced economies the share of work-

ing-age people is shrinking already. The
largest emerging market economies will reach this
demographic turning point within the decade, while
the most populous low-income countries will get
there by 2070. What do falling fertility and rising
longevity mean for the world economy?

Our recent study with coauthors from the IMF’s
Research Department weighs the economic head-
winds from older populations against the tailwinds
from healthy aging. We show that improved labor
market outcomes for people aged 5o and older,
thanks to better health, could contribute about 0.4
percentage point annually to global GDP growth
in2025-50 (see dark-blue portions of bars in Chart
1). Global growth would still be about 1.1 percent-
age points slower than in prepandemic years if
governments do nothing, with demography’s drag
accounting for almost three-fourths of the decline.
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But policies to improve people’s human capital and
keep them in work as they age could offset a lot of
this growth drag.

Healthy aging

We aim to offer a new perspective on the old argu-
ment that aging will lead inevitably to slump-
ing economic growth and mounting fiscal pres-
sures. Data on individuals from 41 advanced and
emerging market economies reveal that the recent
cohorts of older people—those 50 and older—have
better physical and cognitive capacities than earlier
cohorts of the same age. When it comes to cogni-
tive capacities, the 70s are indeed the new sos: A
person who was 70 in 2022 had the same cognitive
health score as a §3-year-old in 2000. Older work-
ers’ physical health—such as grip strength and lung
capacity—has also improved.

Better health means better labor market out-
comes. Over a decade, the cumulative improve-
ment in cognitive capacities experienced by some-
one aged 50 or over is associated with an increase
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of about 20 percentage points in the likelihood of
remaining in the labor force. It’s also associated
with an additional six hours worked per week and
a3o percentincrease in earnings. All this could mit-
igate aging’s drag on growth.

Economic impact
Our analysis uses a multicountry general equilib-
rium model that takes into account both the uneven
changes in the age structure of economies and the
fact that individuals are living longer lives in better
health. Despite the positive effects of healthy aging
on the labor supply and productivity of older work-
ers, our analysisindicates that global growth will still
slow in the future. Some advanced economies with
relatively older populations (such as Japan) are likely
to see their economies shrink. Others (notably Can-
ada and the United States) are expected to continue
to grow during this century, albeit at a slower pace.
Among emerging market and developing econ-
omies, China will see a particularly sharp decline
in GDP growth. Driven by acutely adverse demo-
graphics and the end of rapid catch-up to the world’s
productivity frontier, China’s growth will slow by
about 2.7 percentage points relative to 2016-18.
We expect India to see a milder growth decline, of
about 0.7 percentage point in 2025-50, as its near-
term demographics remain favorable. But India and
low-income developing countries are set to experi-
ence a sharper growth slowdown from 2050 onward.

Policies that help

These projections are not set in stone. In many
countries, a significant fraction of workers leaves
the labor force after 50, well before statutory retire-
ment age. Healthimprovementsinrecent decades
indicate thathealth policies can enhance the human
capital of older workers, leading tolonger and more
productive working lives. Policies that reduce the
sizable disparities in health outcomes across socio-
economic groups and countries could reinforce this
trend. Other policies to boost labor supply, notably
among women, and adjusting incentives to foster
longer careers, would also help.

Will it make a difference? Consider the follow-
ing scenario. First, suppose governments imple-
ment additional public health measures that narrow
cross-country gaps in the functional capacity of older
individuals by about one-fourth over the next four
decades. Second, suppose these health measures are
complemented by changestoretirement plans, train-
ing programs, and more flexible work conditions that
incentivize a gradual rise in the effective retirement
age in line with improvements in life expectancy.
Finally, suppose that policies narrow gender gaps in
labor force participation by three-fourths by 2040.

Our simulationsindicate that these policies could
boost global annual output growth by about 0.6 per-
centage point over the next 25 years (see light-blue
portionsof barsin Chart1). This offsets almost three-
fourths of the estimated demographic drag during
thatperiod. The growth dividends vary across coun-
tries. India, for instance, could see a strong boost to
growth given large existing gender gaps in labor
force participation. European economies where the
effective retirement age is low relative to life expec-
tancy (such as Greece, Italy, and Spain) would ben-
efit from incentivizing longer working lives.

For the majority of countries in our study, the
improvements in health and labor supply assumed
in this exercise are comparable to trends observed
over the past two decades. They are, in other words,
within reach. F&D
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gLCHART 1
Defying demography’s drag

Healthy aging and policies to boost labor supply can mitigate
demography’s drag on growth.
(contribution to change in GDP growth, 2025-50 vs 2016-18, percentage points)
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