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Introduction and context

This document presents a discussion of global themes that are likely to shape the political, eco-
nomic, social, institutional, technological, and operational environments of the world through
2030. The thematic discussions presented here are abridged versions of a more comprehensive
document that seeks to understand the major forces shaping the future of the world. They were
developed as inputs into a larger scenario planning project to understand potential outcomes
that will determine the future operating environment for global institutions and their interac-
tions with partners, stakeholders, and citizens in both the developed and developing world.

The themes were crafted through an iterative process involving Eurasia Group thought leaders,
analysts, and outside experts. Taken together, they seek to be comprehensive, individually and
collectively probable, and relevant to the future landscape for global institutions. The themes
range across four primary dimensions: Institutions, Ideas, Economics, and Technology. Each
theme was developed through a systematic process. We first identified a large set of drivers,
organized around the four dimensions listed above. Examples of factors that were considered
include economic growth, gender equality, urbanization, income inequality, and demographics,
among many others. We then grouped those drivers, cutting across the four dimensions, into the
nine distinctive and interdependent themes, considering trajectory and impact. Likely and alter-
nate directions of each driver were identified by analyzing relevant data (which are collectively
compiled into a driver factbase).

Each abridged report begins by laying out a likely path for the theme. Potential policy interven-
tions and responses, as well as potential exogenous shocks from technological and other devel-
opments, are then discussed. An exploration of the implications and relevance of each theme for
the US, Europe, China, India, and Africa (and other relevant geographies, where appropriate),

as well as a number of key sectors (education, healthcare, and agriculture, where appropriate),
conclude each section.

Collectively, the nine themes elaborated in this report present a “basecase” of the future outlook.
However, given the likelihood of policy and other responses, the interdependent nature of the
themes, and the complexity of forecasting, alternate directions and outcomes are explored. For
sake of clarity, these alternative outcomes - ranging from negative to positive - are presented in
chart form as a probabilistic range at the end of each theme discussion.

Executive summary
The geography of low growth

+ Owing to number of structural challenges, through 2030, growth will be generally lower in
advanced economies and more varied and, in general, lower in the emerging and developing
world.

+ A more fragile global economy suggests heightened risks of and fewer resources to respond to
financial crises; global labor markets may experience large dislocations, although there will
be large regional and country-level differences in severity.

+ More fundamentally, slower growth suggests heightened risk of policy backlash against finan-
cial and trade globalization that could result in a slowing - and potentially even a reversal - of
the 40+ year trend toward global income convergence.
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The changing landscape of labor

Automation will reduce the returns to labor through 2030, driving different responses and outcomes be-
tween rich and poor countries, and at the regional and country levels.

The demographics of emerging economies will condition this trend and its effects on future labor markets.
Automation poses the greatest challenges for countries with large youth populations, poor education sys-
tems, weak institutions and low per-capita income.

In this context, political capacity will be a crucial factor in determining a variety of socioeconomic and
political outcomes. Successful countries will be able to gain productivity and wealth, easing fiscal constraints
and funding income redistribution and other programs to mitigate the more nefarious effects on low-skilled
jobs.

New financial blueprints

The erosion of consensus views around capital accounts and floating exchange rates will lead to a remodel-
ing of the global financial architecture through 2030.

A growing acceptance of capital controls - a broader pullback from financial globalization - will give way to
financial market vulnerability and drive potential sources of crises.

Emerging financial technologies will present opportunities for bypassing traditional institutions and ex-
panding access to global capital markets.

Climate change: Environmental stress, conflict, and response

Climate change will drive an increase in the frequency and severity of environmental stresses through 2030.

This will generate increased conflict over natural resources - particularly when coupled with poverty, poor
governance, and weak state capacity - therefore breeding potential sources of new disruptions, and creating
a variety of negative health effects.

In the broader context of a low-growth environment and a less effective multilateral system, effective collec-
tive action on climate change will likely prove insufficient, creating scope for state and non-state actors to
respond.

The state: Shifting identities, changing demands, and new competitors

The socio-economic and political dislocations experienced by individuals and communities will force shifts
in national, ethnic, and religious identities through 2030.

These shifts will drive new and increasing demands for the goods and services typically provided by states.
State capacity to meet these demands, however, will vary and create scope for non-state and sub-state actors
to deliver such “stateness.”

Moreover, state capacity will become an increasingly salient determinant of a wide variety of growth and
development outcomes.

Volatile paths to a multipolar world

The US-led system of global multilateral trade agreements, security alliances, and international financial
institutions will weaken through 2030. Meanwhile, the EU will grow preoccupied with internal and external
challenges, and China (alongside other emerging powers) will gain increased influence, giving way to a mul-
tipolar global system.

Though this multipolar world may be more stable, the path to achieve it will be volatile - generating intensified
conflict over issues such as international macroeconomic coordination, financial regulatory reform, trade poli-
cy, and climate change, and conditioning the geopolitical environment for the emergence of fat tail risks.

This trend will give rise to a more fragmented global institutional landscape and a more contentious multi-
lateral agenda.
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The fraying of the social fabric

Rising income inequality within many industrialized and emerging market countries will continue into 2030.
This will undermine social cohesion and drive decreased political trust and satisfaction, as well as the recon-
stitution of value systems and the risk of conflict.

As rising income inequality sows distrust, people will increasingly turn away from formal political partici-
pation and operate outside of existing institutions, via independent political movements and other informal
activities.

Within-country income inequality will call social contracts into question as perceived socio-economic and
political needs go unmet. To avoid erosion of their political legitimacy and stability, governments will be
compelled to explore new kinds of social contracts.

The erosion of liberal values

Over the forecast period, support for traditional liberal values will erode across the globe. This will be evi-
dent in three areas: 1) a decline in support for economic liberalism; 2) a decline in support for democratic
institutions; 3) and shifting attitudes toward social liberalism.

As belief in the supremacy of liberal institutions withers among developed-world populations, there will be
less pressure on governments to support the spread of those values abroad, particularly in parts of the devel-
oping world where they are more fragile.

Social media will exacerbate this trend, giving way to more tolerance for illiberal and authoritarian forms of
governance.

Science, technology, and the changing nature of human interaction

The pace of innovation - in digitization, in the material sciences, and in biotechnology - is increasing globally.

This rapid pace of technological development is driving unprecedented, exponential economic, social, and
political change.

Through 2030, new innovations will change individuals’ relationship with their environment, their relation-
ship with machines, and their ways of organizing.
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The geography of low growth

Global economic growth is likely to face a number of structural challenges through 2030. In

the absence of coordinated policy responses or exogenous technology shocks, these challenges
suggest: 1) despite a cyclical recovery in the early part of the forecast period as the fiscal stance
becomes more accommodative, growth will still be generally lower in the advanced economies
than seen over the pre-2008 period and especially in comparison with 1945-73; (2) growth will
be more varied at the country and regional level and in general lower in aggregate in the emerg-
ing and developing world, and (3) the world will experience significant economic and political
dislocations related to automation, financial and trade globalization, and other structural shifts.
Moreover, new technologies and changing patterns of demand will lead to fundamental changes
to the structure of the global natural resources and energy economy, with large implications -
both positive and negative - for producing regions and countries.

Forecasted annual growth to 2030 relative to 20-year historic average

Sources: IMF, Economic Research Service, Eurasia Group

Slower growth Faster growth

Outlook

Advanced economies

In the advanced economies, growth may be slower than at any comparable extended period
since 1945. Following the 2008-2009 global financial crisis, several arguments have emerged to
advance the thesis that growth will remain low: inequality boosting savings too high (drawing on
Hobson), technological stagnation (drawing on Hansen and now championed by Gordon), excess
savings in emerging markets (Bernanke), a broken financial sector (Rogoff), and low expected
inflation (Krugman, Blanchard), among others.

Former Treasury Secretary Larry Summers synthesizes these arguments in his “secular stag-
nation” thesis, which concludes that the advanced economies are suffering from a structural
imbalance due to an increased propensity to save and a decreased tendency to invest. Excessive
savings will drag on demand, reducing growth and inflation. Investment suffers from a per-
sistent overhang following dramatic global capacity expansion in global resource and capital-
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goods sectors, relatively low capital intensity in recent technological revolutions, and political
barriers to investment in frontier areas where the return on capital would otherwise be higher.

Developing economies

In emerging and developing economies, aggregate demand may suffer from the combination of
weak external demand, elevated political risk, and falling demand for lower-cost labor as automa-
tion and Al change firm-level investment decisions. Lower returns to labor resulting from wide-
spread adoption of automation will complicate the development path of many developing coun-
tries, along the lines of the premature industrialization argument advanced by Dani Rodrik and
others. In its extremes, some developing countries may fall further behind, with declining incomes,
rising poverty, and the potential for internal conflict along regional, ethnic, and religious lines.

Greater divergence in growth paths and outcomes across emerging and developing economies is
likely to take place over the forecast period, depending on income levels, human capital and natural
resource endowments and investment, the innovation environment, macroeconomic policies and
stability, integration into the global economy, infrastructure investment and quality, level and type
of industrialization, and policy choices of the government, among other factors.

Policy interventions and alternate paths

The structural nature of the economic challenges facing the industrialized economies means that
economic growth likely will remain low through 2030 unless there are structural changes that
effectively raise the neutral real interest rate. This suggests that there are a range of policy inter-
ventions - either in coordination or carried out independently by the larger advanced economies
- that could result in a higher growth path for the industrialized world. Key signposts for a transi-
tion to higher growth in these economies would include much higher (and higher quality) public
investment, a shift in the Eurozone towards making the burden of adjustment more symmetric,
measures to improve labor force participation especially among key groups (women in Japan,
youth in Europe, prime-age males, especially minorities, in the US); regulatory reform, business
tax reform, industrial policy, and import substitution (which, however, could have the undesirable
side effect of lowering DM trend growth and limiting the opportunities for EM convergence).

Theme relevance for key geographies and sectors

Slower growth relative to the 1945-2008 period implies potential slower reduction in global pov-
erty. A more fragile global economy also suggests heightened risks of and fewer resources to
respond to financial crises, which could result in acute country - or regional level increases in
poverty. Global labor markets - particularly in developing countries in earlier stages of indus-
trialization - may experience large dislocations, although there will be large regional and coun-
try-level differences in severity. More fundamentally, slower growth suggests heightened risk
of policy backlash against financial and trade globalization that could result in a slowing - and
potentially even a reversal - of the 40+ year trend toward global income convergence.

Regional relevance

US and Europe: The major developed countries are likely to grow below their recent historical lev-
els over the forecast period, notwithstanding the likelihood of a cyclical recovery driven by some
fiscal expansion in the early years of the forecast horizon. Further out on the forecast horizon,
coordinated global policy responses and/or productivity shocks resulting from widespread adop-
tion of automation or other exogenous technology shocks could improve the outlook for global
economic growth. This suggests additional fiscal pressures in the US and especially in Europe.

Prepared by Eurasia Group | 16 March 2017 eurasia group | 6



SCENARIOS TO 2030 | THEMES SHAPING THE FUTURE OF OUR WORLD

Africa: Africa’s growth outlook will likely improve from its current low point of 1.4% in 2016 to
closer to 4% over the next decade, but the recovery will not return the continent to the 6%+ growth
experienced from through the early 2000s. The lower level of growth continent-wide will largely be
driven by the continent’s biggest economies - South Africa, Angola and Nigeria - all of which are

large commodity exporters.

Asia: India is likely to be a bright spot in the global economy for much of the forecast period.
China’s economy will continue to grow over the forecast period, although growth will slow as per
capita income converges higher. If China follows the path of other East Asian countries - Japan,
South Korea, Taiwan and Singapore - growth should slow to the 3-4% range over 2020-2030.

Sector relevance

Healthcare: Slower growth suggests a future where healthcare needs increase, but where public
spending struggles to keep pace. A key - and potentially quite positive - caveat is that large scale
healthcare reforms have typically occurred on the heels of major political or economic crises,

because they galvanize people toward change.

Education: The implications of slower growth for education will vary sharply at the regional and
country level, but in general slower economic growth will put downward pressure on public ed-
ucation budgets, especially in the developing world and in resource-exporting countries. In the
developed world, the slower growth environment - as well as labor market shocks from automa-
tion - may add an additional labor market premium to higher education, especially in math and

sciences.

Agriculture: There is widespread evidence to support the positive correlation between increases
in agricultural productivity and economic growth. Moreover, the agriculture sector has long been
shown to be a key tool for generating economic growth and alleviating poverty in the developing
world, where it accounts for a large share of the workforce and value added in the economy.

Range of outcomes

Sudden slowdown
of China growth

Worse growth-inflation
trade-offs in DM

Protectionism
hurts EM growth

More frequent
financial crises

Backlash to globalization/
automation

Mild-fiseal expansion and
redistribution. puts floor
on DM growth

Europe growth ~ 1%

US growth < 2%
China growth 4-5%

w/ reforms
Africa growth varied
at country-level, but
below average

EM growth

generally low

India 6%+ growth w/
occasional Balance of
Payments constraints

Countries successfully
manage globalization/
automation challenges

US, Europe experience
better growth outcomes

Africa and broader EM
follow China, India
growth path

Worse outcome

Source: Eurasia Group
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The changing landscape of labor

The automation of human tasks by technology will reduce the returns to labor through 2030,
driving different policy responses and social and economic outcomes between rich and poor
countries and at the regional and country levels. The demographics of emerging economies will
condition this trend and its effects on future labor markets, particularly as countries with large
youth populations (ie. Nigeria, Kenya, the Philippines) may be those most vulnerable to “prema-
ture deindustrialization.” In this context, political capacity will be a crucial factor in determining
whether countries can meet the challenges of demographic structures and labor market trends,
thereby shaping a variety of socio-economic and political outcomes.

Vulnerability to automation and capacity for response
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Outlook

The application of technology toward automated processes has fueled the growth in productivity
and wealth for hundreds of years. But this trend - along with the collapsing cost of computing
power - mean that a huge number of jobs across sectors and industries will be vulnerable to
outright replacement over the next few decades. Automation, robotics, and Al likely will make
services and advanced cognitive and even creative tasks increasingly vulnerable to automation,
cutting off potential sources of future job creation to replace jobs lost in the manufacturing
sector. As computers increasingly carry out more complex analytic tasks, it will become more
difficult for workers to move up the “cognitive value-chain” in search of future job opportunities.

Advanced economies - understanding the productivity enigma

In advanced economies, technological trends should increase total factor productivity by re-
ducing labor utilization, at least in the sectors directly vulnerable to labor automation. To date,
however, this trend is not apparent in economy-wide productivity data. One potential explana-
tion - which may persist over the forecast period - is that automation and technology, broadly
speaking, are raising productivity and creating opportunities for high skilled and highly-paid
jobs, while also creating low productivity and low wage service jobs (the so-called “butler econo-
my”). This barbell effect suggests that, even as productivity rises significantly in many important
sectors of the global economy, overall economy-wide productivity gains will be more limited.
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Developing economies - from demographic dividend to demographic
margin call?

For poor and middle income countries, rapid changes in technology that reduce or eliminate
demand for labor will diminish the role of labor-cost arbitrage in determining the location of
manufacturing, in turn blocking the path to industrialization-based growth. As a result, these
countries will languish in a precarious state of “premature deindustrialization,” where petty
services and informal labor are the only employment option for millions of young people, unless
they are educated at levels advanced enough to take advantage of the types of jobs created - or
left intact - by automation.

Automation poses the greatest challenges for countries with large youth populations, poor edu-
cation systems, weak institutions and low per-capita income. As automation takes hold, the most
vulnerable countries will combine large youth populations, lower per-capita income, and weaker
state institutions, such as Pakistan, Kenya, Nigeria, Ghana, the Philippines, Egypt, Ecuador, and
Venezuela.

Gender

Recent research suggests that women may be disproportionally vulnerable to labor market dis-
ruptions arising from automation. In the more advanced countries, office and administrative
jobs are expected to be especially vulnerable to automation (even more so than manufacturing
jobs); these job categories have especially high (above 90%) female participation. Conversely, the
job categories expected to see growth as automation takes hold - computing and mathematical
occupations, engineering, and management - generally have below 25% female participation.

Policy interventions and alternate paths

The primary policy responses from governments across advanced and developing countries to
automation will be, on the one hand, to capture productivity and wealth gains from automation
while, on the other, to mitigate negative labor market effects. Governments can capture more
gains from technology by investing in human capital and in high-tech infrastructure, by creat-
ing cities that are magnets for global talent, by investing directly and indirectly in research and
technology, and by taking other steps to create a policy environment that supports innovation.
The relative success or failure of these policies will condition whether countries are net losers
or gainers from automation; successful countries will be able to gain productivity and wealth,
easing fiscal constraints and funding income redistribution and other programs to mitigate the
more nefarious effects on low-skilled jobs. Political and state capacity is a crucial factor in deter-
mining whether countries can meet the challenges associated with labor market displacement.

Theme relevance for key geographies and sectors

Labor markets are likely to change markedly over the forecast period, with very different impli-
cations for advanced and developing countries, between regions, and between and even within
countries.

Regional relevance

US and Europe: The US and Europe will experience major labor market shifts as a result of au-
tomation and other technologies, but are better equipped than most middle-income or poorer
counties because of demographics (fewer future jobs to create) and because they are more likely to
capture wealth and productivity gains from automation and other labor-displacing technologies.
However, the labor market shock in industrialized countries may contribute to populist and na-
tionalist movements that are more skeptical about providing public goods for the rest of the world.
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Africa: The IMF projects that sub-Saharan Africa’s working-age population will nearly triple by
2050. The current weak growth outlook will undercut job creation, leading to a growing unem-
ployed youth population and the potential for social unrest. In this environment, existing govern-
ment policies oriented toward developing a manufacturing base may be misplaced in a world of
increasing automation.

Asia: India’s positive long-term growth outlook is based in part on the assumption that it can edu-
cate and find employment for its massive youth population to avoid serious social unrest. Protec-
tionism amid slowing global growth, alongside automation, seriously threaten policymakers’ plans
to make India the world’s next great manufacturing powerhouse. China will begin to emerge as
one of the winners from automation in the years to 2030, thanks to significant government invest-
ment and shifting demographics.

Sector relevance

Healthcare: Automation-driven labor substitution will have both direct and second-order implica-
tions for healthcare. Directly, automation should translate to lower labor costs for payers. Indirect-
ly, in parts of the developing world, as automation reduces the labor footprint of many multina-
tionals, it will likely reduce their incentive to contribute to building stronger health systems. At the
international level, automation will help change the global health conversation from being primar-
ily focused on managing acute public health emergencies to addressing long term concerns.

Education: Automation and the new landscape of labor that it creates will affect the education
sector in two primary ways: first, by shifting the demand for different types of skills and, second,
by transforming the learning environment and means of education. The education sector will see
a rise in non-traditional education formats and in re-training capacity to help offset automation’s
more negative externalities. There will be also be greater pressures on the sector to incorporate
new technologies (such as online courses) that drive down costs and raise productivity.

Agriculture: Agriculture is likely to see important productivity gains from technology, including
automation, but may also see declining demand for labor. Technologies that raise agricultural
productivity across the developing world will have several positive implications: the agricultural
sector may contribute more to growth, technology may eliminate inefficiencies on pricing and
market access that benefit farmers and smallholders, domestic food security will improve, and it
may free up labor allowing rural migration into cities and higher-paying jobs.

Range of outcomes

; ; ; Tech creates new job
Expanding DM inequality and opportunities in
higher structural unemployment developed world

across US, Europe
US, Europe, Japan labor

markets remain weak for
low-skilled workers New methods are developed
to successfully retrain
displaced workers

Backlash against imports and
labor-replacing technologies

Frequent crises in EM w/ weak High capacity, high

. . . innovation EM (India, China, India big
Er;gomgggaa)md ey Py China) see benefits drivers of innovation w/
' positive growth
spillovers for Africa, EM
Trade and financial
de-globalization hurt The rest of EM struggles
development path for with premature or non-
poor countries industrialization
Worse outcome Basecase Better outcome

Source: Eurasia Group
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New financial blueprints

The erosion of elite policymaker consensus will lead to a remodeling of the global financial archi-
tecture through 2030. Previously thought to be automatically stabilizing, open capital accounts
and floating exchange rates will be challenged by a growing acceptance of capital controls. At
the same time, new technologies in the financial space - including blockchain, digital curren-
cies, mobile banking, and other disintermediating technologies — will present opportunities

for bypassing traditional financial institutions and expanding access to global capital markets.
These changes will have several lasting consequences: They will reduce some sources of system-
ic financial risks while creating other unforeseen vulnerabilities, widen access to finance, and
potentially lead to the more efficient allocation of capital and financial services.

Total flows (net disbursement) to developing countries
USD (millions)

500,000 [
400,000
300,000
Official development
200,000 assistance (ODA)
Private flows at
100,000 — market terms
Net private grants
0 = Other official flows
(OOF)
-100,000 —

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Sources: OECD, Eurasia Group

Outlook

The intellectual consensus on the global financial architecture will change

One of the most significant developments in the intellectual policy landscape over the last few
years has been the loss of faith in elite policymaker consensus that the combination of floating
exchange rates and fully open capital accounts is automatically self-stabilizing. This reassess-
ment has come after the experience of large capital flows in and out of emerging markets in the
aftermath of the 2008 financial crisis.

This experience led to the recognition that there is a global financial cycle dominated by US
monetary policy settings, which leads to sharp shifts in investor appetite for foreign (especially
emerging market) assets. These sharp shifts can then lead to an inappropriate configuration of
exchange rates and interest rates for domestic and international stability.

As a result, capital controls will return to intellectual respectability over the forecast period.
There is also rising consensus among economists that many harmful activities are better taxed
than banned. These factors make it likely that we have reached the high tide of financial global-
ization, that capital flow management measures will become increasingly acceptable, and that
the taxation of flows will become the most likely instrument of “capital controls”.

This trend is compounded by rising populist and, in some cases, nationalist sentiment in the US
and in Europe, which function as a backlash against open capital flows and to the broader issue
of over-financialization.
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Blockchain and digital currencies will disintermediate financial flows and
challenge governments

A number of new and emerging financial technologies have the potential to radically change
the structure of global payments systems, with large and potentially disruptive implications for
traditional intermediaries and for governments (including central banks and regulators). Chief
among these are the emergence of private and sovereign digital currencies, blockchain technol-
ogy and its derivatives and applications, and the application of big data and predictive analytics
to financial services. These new technologies suggest that a different set of global systemic fi-
nancial risks - including risks related to cybersecurity - will emerge over the forecast period.

While these technologies are in their infancy, over the first half of the forecast period, banks and
other institutions will increasingly use them alongside existing systems, especially for interna-
tional payments and securities settlement. This hybrid model will likely persist over the next five
to ten years. Beyond that, however, a range of outcomes are possible, up to and including radical
transformation, in which there is widespread adoption of sovereign digital currencies alongside
a stateless digital currency that displaces cash and traditional sovereign currencies.

Fragmented regulatory responses

Geopolitical shifts may result in a more fragmented global financial architecture, especially
concerning regulation and systemic risk management. These strains on the existing architecture
are likely to make it harder to forge consensus regarding future regulatory changes, generating
disagreements over the national implementation of standards and challenges to the generally
market-oriented liberal policy orthodoxy that has prevailed in the postwar era, and especially
since 1980.

Policy interventions and alternate paths

Country and/or regional responses will be critical in determining the macrosystemic global fi-
nancial architecture. One key variable here is the Eurozone’s ability to reach a level of mutualiza-
tion that satisfies the minimum criteria for a single currency to be both economically viable and
politically acceptable. The second is the extent to which the US political economy remains con-
sistent with the provision of international public goods. The third variable is the extent to which
China succeeds in converting itself into an alternative hub for an economic network configured
around Chinese suppliers of commodities and goods and recipients of Chinese development
capital. In combination with the likelihood that the world has reached the peak of a particular
model of financial globalization, the most likely outcome becomes a tripolar global financial
architecture built around the US, China and the Eurozone, a congruence of real and financial
spheres of influence, and a capital flow model more attuned to the vulnerabilities stemming
from large capital flows.

Theme relevance for key geographies and sectors

There are several broad implications of the future trends discussed. The first is that the global
economy may have already passed the peak level of financial globalization. Some pullback in
global financialization, however, could reduce risks of systemic financial crises. Moreover, these
trends, especially in the area of fintech, will create much more disintermediation in the flow

of capital both within countries and around the world. This creates a host of opportunities in-
cluding wider access, and potentially more efficient allocation of capital (and financial services)
between owners and users of capital.
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Regional relevance

Africa: Broad capital controls are unlikely to be introduced across already open capital markets in
sub-Saharan Africa over the early years of the forecast horizon. However, both Ethiopia and Nige-
ria will likely be outliers. Countries with entrenched restrictions like Ethiopia and Nigeria will be
loath to weather the political ramifications of significant devaluations and may face less pressure to
reform from multilateral institutions as attitudes shift in favor of capital controls. A rising African
fintech industry will drive new technology adoption, increasing the banked population and forcing
regulators to catch up.

Asia: Given its bright economic outlook, India likely will attract sustained investment inflows over
much of the forecast period, helping it finance current account deficits and keeping the rupee rel-
atively stable. This outlook also means that India is unlikely to experiment with capital controls.
Expanded access to financial technology will disproportionately benefit India. In China, the eroding
consensus on the desirability of open capital accounts and floating exchange rates will have several
consequences. First, policymakers will be less likely to aim for full capital account liberalization. Sec-
ond, China will use these concerns (among others) to increasingly push for a “multipolar” financial
architecture in which it plays a significant role. China will likely be a global center for the adoption of
fintech, particularly within the payments system space. However, significant government regulation
of this sector could impact future growth.

Sector relevance

Healthcare: One implication of fintech for healthcare in developing countries is that it may serve as
a platform for the mobile delivery of a wide variety of public and private services. Beyond the deliv-
ery of services, mobile platforms could provide important monitoring and communication services
during crises, including outbreaks of communicable diseases.

Education: As with healthcare, fintech may build platforms that are used to deliver services related
to education. This could include student funding for higher education, communication of curricula,
and the monitoring and evaluation of educational standards for students and teachers.

Agriculture: The benefits of widespread adoption of mobile fintech applications in developing coun-
tries may disproportionally accrue to rural and agricultural areas, which often lack access to basic fi-
nancial services. This includes not only banking, but insurance and access to markets and price data.

Range of outcomes

Eurozone collapses New global financial

architecture around 3 poles
(US, China, Europe)

Same as base with additional
positive externalities

Fintech is broadly adopted
across developing world,
raising financial inclusion

and productivity

China reverses process of

loosening capital controls
Separate but effective
development institutions

More frequent financial

crises from US financial
spillovers

Digital currencies and other
fintech-enable illicit uses and
create systemic risks

Sovereign digital currencies
widely adopted

Fintech heightens
financial inclusion
where it is adopted

Fintech finds unexpected
applications for wide
range of economic
activities in developing
world

Worse outcome

Source: Eurasia Group
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Climate change: Environmental
stress, conflict, and response

As a consequence of climate change, the frequency and severity of environmental stresses will rise
through 2030. This will generate increased conflict over natural resources and breed potential
sources of new disruptions and negative health effects. International coordination in develop-
ing solutions will be constrained; meanwhile, local efforts will prove insufficient for solving an
inherently global problem. This dynamic will create scope for state and non-state actors to re-
spond. The ability of these actors to do so successfully will be in part determined by their levels
of political and institutional capacity, which will vary across regions and countries.

Global 2016 Environmental Protection Index (EPI)
Higher score = stronger protection

Sources: Yale University, Eurasia Group e W 25-44 W 45-54 M 55-64 [1165-74 W75-84 = 85-100

Outlook

Local responses will be inadequate to the challenge

Local and regional responses to global environmental challenges will, by their fragmented and
partial nature, generally be insufficient for mitigating environmental stresses, especially over
the long-term, and especially in poorer countries with weaker state capacity.

Local responses are likely to be better tailored to local needs and conditions, but absent a glob-
ally-coordinated or institutionally-guided approach, these actors will lack an external driver that
are more likely to result in more comprehensive and constructive solutions to the most the seri-
ous environmental challenges.

Global coordinated collective action will be constrained

The transition to a more multipolar world in which international institutions weaken means that
rich industrialized countries are more likely to minimize their compliance with global rules and
norms that clash with domestic political priorities. One of the biggest casualties of fragmenting
international coordination is the environmental agenda.
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There are a variety of highly politicized questions about the distributional impacts of both climate
change and the attempts to mitigate its effects or reverse them. While market-based solutions based
on recognizing the costs of negative externalities are now considered a “best practice” solution for
climate change, the application of market solutions is much more controversial in other areas.

Environmental stresses will contribute to geopolitical tensions and local
conflict in Asia and Africa

A wide variety of social science research concludes that environmental scarcities are often a con-
tributing factor to both international and civil violent conflict, especially when coupled with pov-
erty, poor governance, and weak state capacity. The intensification of environmental stresses over
the forecast horizon - in conjunction with the problems of coordinated and local responses de-
tailed above - suggests that risks of environmental-related conflict, particularly in areas of India,
South East Asia, and Africa, will increase.

Policy interventions and alternate paths

There are a variety of potential outcomes related to climate change and other environmental
stresses depending on both the severity of the environmental stresses and on the efficacy of both
global and local responses. Local political and state capacity to respond will vary widely across
(and even within) countries, and condition the range of possible outcomes.

Theme relevance for key geographies and sectors

In the broader context of a low-growth environment and a less effective multilateral system,
effective collective action on climate change will likely be elusive over the forecast period. While
considerable uncertainty surrounds any 15-year forecasts for complex systems like global cli-
mate, adverse effects from climate change already have affected some of the world’s more vul-
nerable regions. Much of Africa and South Asia are particularly vulnerable to the adverse effects
of climate change and broader environmental degradation, and many of these areas lack suffi-
cient local institutional capacity to address such challenges without outside support.

Regional relevance

US and Europe: The primary relevance for the US and Europe is their role in creating - and
potentially unlocking - the collective action problems that are likely to constrain global coordi-
nated responses to climate change. Environmental protection is one of the biggest casualties of
fragmenting international coordination. In addition, there are likely to be significant ideological
and political issues in the US in the early half of the forecast horizon, at minimum, that make
collective solutions more difficult.

Africa: Rising temperatures and rainfall volatility are projected to increase the impact of
droughts and floods across much of Africa, particularly by impairing agricultural productivity,
exacerbating water shortages, and disrupting hydropower generation. This will leave subsis-
tence farmers vulnerable to weather-related income volatility, offsetting gains from broader
application of technology to agriculture, undermining progress toward moving out of poverty,
and in turn driving continued economic migration toward Europe. Climate change, whether in
the form of drought or excessive rain that leads to major flood and mudslide damage, will pose
a major health risk for nearly all sub-Saharan African countries. Moreover, it is likely to exacer-
bate existing conflicts linked to a lack of grazing land and usable water in the Sahel, Horn and
southern African bread basket.
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Asia: One primary environmental challenge for India is water scarcity, particularly in North
India. Inter- and intra-state, as well as urban-rural, disputes over sharing access to water bodies
will sharpen as demand on these strained resources grows. Environmental changes will also
threaten Indian agriculture and worsen the incidence of diseases. China, too, will face severe
water shortage issues, as well as air quality problems, driving instances of social unrest. This
will further compel the government’s efforts to reach a multilateral climate deal.

Sector relevance

Health: Environmental stresses will amplify a number of healthcare challenges, shifting the
locus of the needy, their needs, and the institutions that serve them. The WHO projects that by
2030, climate change is expected to result in 250,000 deaths worldwide from a combination of
infectious disease, heat stress, and malnutrition—and disproportionately affect women, chil-
dren, the elderly, and the poor. By buoying the burden of infectious disease (eg, by changing
vector-borne disease epidemiology, reversing global improvements in access to clean drinking
water, etc.), climate change has the potential to leave stakeholders with less resources to address
chronic healthcare issues.

Agriculture: Some of the heaviest burdens of global climate change will be borne in agriculture,
especially in developing countries in Africa and South Asia where the local impacts may be most
severe. Agricultural yields and production will be vulnerable to extremes in climate (both water

scarcity and periodic flooding), higher temperatures, and changing crop suitability for regions
undergoing local climate change. While the negative impacts on agriculture may, in some cas-
es, be offset by the adoption of yield-enhancing technologies, climate change at minimum will
contribute to more variability in production, particularly for less well-capitalized or subsistence
agriculture, contributing to the risk of food scarcity and famine.

Range of outcomes

Progress on global
environmental
agenda reverses

Rise of severe food
shortages, humanitarian
crises in parts of Africa,
S. Asia

Increase in localized
violent civil conflict

Visible depletion of the
global commons

Limited global
coordination

Incremental increases
in regulation and
carbon pricing

Frequent local disputes
over water rights (eg.
Northern India)

Localized improvements
in environmental quality,
but no major tech shifts to
address severe threats

China, others take leadership
role along with US in global
coordination

Broader acceptance of pricing
negative environmental
externalities

Dramatic tech shifts
(eg. geoengineering)
that stabilize/reverse

climate change threat

Worse outcome

Source: Eurasia Group
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The state: Shifting identities,

changing demands, and new
competitors

States will face a range of internal and external challenges over the period through 2030. On the one
hand, demands for the services typically provided by states will increase in response to a variety of
economic, political, and environmental dislocations. Many traditional states, however, likely will
struggle in response to these demands. At the same time, the success or failure of growth and devel-
opment outcomes will be highly conditioned by state capacity. In many states — including those with
both high and low capacity - a wide range of non-state and sub-state actors will increasingly compete
with states for legitimacy and the ability to deliver services to citizens that traditionally have been
reserved for the state. Some states will also see their ability to govern challenged by shifting and in
some cases eroding national identities, as declining trust in national institutions and elites results in
increased affinity for other identities - along regional, ethnic, racial, religious, and class lines.

Eurasia Group's political capacity index 1Q 2017

"

Strongest Weakest

Source: Eurasia Group

Outlook

Citizens, governments, and changing identities

Two major factors that will determine the relationship between citizens and their governments are
state capacity (the ability of governments to provide public goods and services) and state account-
ability (the extent to which the state apparatus is answerable to citizens). Over the period through
2030, as the global economic environment becomes tougher and states respond to shocks ranging
from environmental pressures to labor market disruptions, capacity and accountability will be-
come increasingly determinative of the economic and developmental fate of countries.

Economic and political factors will also influence patterns of identity within states over the fore-
cast period. Identities in some countries become more “national” while in others significant por-
tions of the population may be resistant to acquiring/adopting national identity. In portions of the
developed world, identities that are simultaneously sub-national and post-national may take hold.
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Successful nation states will be able to mobilize capacity, accountability, and widely-shared eco-
nomic success (with the ingredients employed to different degrees) as part a broader campaign of
“nation building” grounded in tools like education, conscription, communications technology and
popular culture. Elsewhere, economic discontent, elite disconnection and a combination of low
state capacity and accountability could fuel the rise of oppositional identities grounded either in
sub-national or sectarian/religious terms.

State competitors

As detailed above, demands for greater public goods and services - such as quality education
and healthcare, reliable law enforcement, sanitation and infrastructure, privacy and security -
are likely to rise into 2030. In this environment, differing - and sometimes insufficient - levels
of state capacity mean that different countries will keep up with citizen demands unevenly and,
in some cases, not at all. Accordingly, there will be increased scope for non-state and sub-state
actors to step in and provide the services of stateness where national governments prove incapa-
ble or ideologically unwilling to do so.

Non-state actors fall into two broad categories: non-violent non-state actors, and more violent
non- state militant groups. Non-violent non-state actors include individuals and entities such

as corporations, NGOs, and wealthy individuals. Examples of non-state militant groups include
Hizbullah in southern Lebanon or the Muslim Brotherhood in Egypt. Looking to the future, the
first grouping of non-state actors — and specifically technology companies - are likely to become
even more important non-state political actors. Beyond the categories of non-state actors, we
also highlight sub-state actors such as city and local governments, which are gaining salience.

Policy interventions and alternate paths

One of the key questions and sources of uncertainty is whether the interactions among capacity,
accountability and identity in a world facing dramatic technological and political shifts results in
a landscape that is more fractured or one that is more resilient.

Improvements in the provision of basic public goods, and education above all, can increase not
just the strength, but also the scope of civil society beyond traditionally-defined communitari-
an or sectarian identities toward the creation of a broader public sphere. At the other extreme,
where capacity and accountability are lacking, or alternately, where populations feel excluded
from its benefits, technology offers the scope for the creation of radicalized, purely oppositional
identities (as ISIS has recognized). Between these extremes, the goal is to increase capacity and
accountability in the face of more acute challenges, while simultaneously dampening conflict
where there are competing providers of the same.

Theme relevance for key geographies and sectors

As demands for goods and services traditionally provided by states rise, state capacity will become
an increasingly salient determinant of a wide variety of growth and development outcomes.

Regional relevance

US and Europe: For the US and Europe, the shifting nature of national identities will be particular-
ly salient. The developed world in particular is perhaps especially likely to develop identities that
are simultaneously sub-national and in some cases (particularly in large cities like London and the
northeast and west coasts of the US) post-national. These divergent identities will create a more
unstable political environment and a high degree of political polarization which, in turn, will make
it difficult to generate consensus within areas traditionally used by states to develop and consoli-
date national identity, such as education.
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Africa: Africa’s traditionally more stable states will face increasing demands for inclusion in the
political process. Demands for greater local resource allocation and power will grow, requiring
significant reform to government institutions and public financial management. In general, many
political parties in sub-Saharan Africa have focused on patronage and self-preservation rather
than on improving state capacity. The inability of some states to effectively deliver will frustrate a
younger population, and the absence of credible opposition will turn the populace against the state
rather than corral support around opposition parties.

Asia: Through 2030 the Indian state system will likely become less centralized. States and cities
will enjoy a greater share of total tax revenue and enjoy more authority over day to day policy
decisions. Urbanization will also help drive the demand for greater local-level autonomy. Im-
proved state capacity, particularly at the municipal level, will help improve education and health
outcomes, and the national government will continue to allow large scope for the private sector

in service delivery. In China, though the country maintains a high level of state capacity, there are
important regional differences. The unequal allocation of resources between developed regions
on the coast and inland provinces will continue to be a driver of popular unrest, especially in Chi-
na’s ethnic frontiers (Xinjiang, Tibet and Qinghai). However, unlike India, China will approach this
issue by increasing the centralization of services instead of increasing localization.

Sector relevance

Healthcare: Typically, a government’s role in healthcare increases alongside national incomes, al-
though the US has long been a notable exception. The current global trajectory may challenge that
notion. In a number of large markets globally, policymakers increasingly will find it difficult to
reconcile fiscal constraints with heightened demands for healthcare, and will respond by carving
out a larger role for non-state actors including the private sector. Going forward, a two-tiered mod-
el may gain the most prominence, whereby the state is responsible for guaranteeing a very basic
parcel of healthcare services, and looks to private players to supply higher-end care and offerings.

Education: Education will present multiple challenges in both the developed and developing
worlds over the forecast period, as polities face contentious debates on the purpose, content, fund-
ing, and delivery mechanisms of education. These disputes will create space for pluralist systems
of educational delivery - with public provision coexisting with private provision, and structured
delivery in well-defined institutions co-existing with relatively unstructured delivery.

Range of outcomes

Accountability
doesn't improve
in China
India backtracks on
improvements
in capacity

Populist backlash heightens
divisive identity challenges
in US

EU breaks up and.creates
global economie’spillovers

Failed states in parts of
Africa, SW Asia, MENA

Stronger state capacity in
China, India, but-resistance
to destabilizing devolution
of state control (esp. China)

Gradual erosion of
DM state capacity

State capacity in Africa
under pressure, but
few/no failed states

State capacity and
accountability improves
across EM

Heightened state activism
and institutional strength
prevent deterioration of
capacity in US, Europe

Incremental efforts to
increase state capacity/
cohesion prevent state
disintegration in Africa,
SW Asia, MENA

Worse outcome

Source: Eurasia Group
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Volatile paths to a multipolar
world

The US-led system of global multilateral trade agreements, security alliances, and international
financial institutions will weaken through 2030. As the US pulls back from its commitment to
global leadership and the EU simultaneously grows preoccupied with various internal and exter-
nal challenges, China and other emerging powers will gain increased economic and geopolitical
opportunities, giving way to a multipolar global system. Though this multipolar world may be
more stable, the path to achieve it over the next 15 years will be difficult; it will challenge the
existing organization of international financial institutions and aid organizations and the eco-
nomic, political, and social “values” and rights upheld by this system. This trend will condition
the geopolitical environment for the emergence of fat tail risks.

Military expenditure and forecasts (current $PPP billion)
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Sources: IHS, CATO Institute, Department of Defense 2012, Pentagon 2010, Stockholm International Peace Research Institute (SIPRI), Eurasia Group

Outlook

Toward a multipolar world

The world’s largest economies are under stress. In this geopolitical environment, increasingly
there is no single country or bloc of countries with the political and economic leverage—or the
will—to drive a truly international agenda, therefore creating a vacuum of international leader-
ship. In a context of waning US influence, no single state can step in and play the leadership role
that the US has since 1945. The EU faces both internal and external challenges, and the limited
political capital of European elites is much more likely to be spent on the essential task of deep-
ening European integration to prevent a catastrophic breakup of the Eurozone rather than on
spreading or defending North Atlantic liberal ideals. China has economic influence around the
world, but its ability and willingness to project hard power - while on the rise - will still focus
chiefly within Asia through 2030. Russia will remain influential even in decline, especially in the
former USSR and in the Middle East, but it lacks military power, capable allies or broad ideolog-
ical appeal. Estimates from the OECD suggest that even though India will be the world’s third
largest economy in 2030 (roughly the same size as continental Western Europe), it will still only
be half as big as China’s economy (the world’s biggest by then), limiting it to a regional power.
Brazil will remain only a regional power. The world in 2030 will have multiple global leaders, but
it will lack global leadership.
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A multipolar world ultimately can be stable, but the transition to multipo-
larity will be volatile

The “balance of power” concept implies a correlation between the number of international
actors (or great powers) and the stability of the geopolitical environment. In a multipolar world,
traditional international relations theory expects that the frequency and intensity of conflict
should diminish, that no single nation should become dominant, and that most nations should
continue to survive.

A more multipolar world may ultimately be a stable one, but the transition to that order - which
likely will occur over the period through 2030 - will entail a range of geopolitical, economic, and
security challenges. Beyond the broader questions of war, peace, and cold or hot variations of
the same, global institutions whose leadership structure and power no longer reflect global real-
ities - such as the UN, WTO and Bretton Woods institutions - will be less effective and ultimately
will change or cede to new ones. Many NGOs that monitor emerging states’ compliance with
Western liberal values, including civil society and human rights, will lose influence and freedom
to operate as their principal sponsors in the industrial world back away from global commit-
ments. And as global norms on trade and capital flows recede, governments will use market ac-
cess, currency policy, capital controls, and other tools to shape the commercial landscape within
their borders and across the regions they influence.

Policy interventions and alternate paths

There are several possible paths and policy reactions that could result in a wider range of out-
comes. First is the evolution of political attitudes toward global leadership within the US, which
may change over the forecast period. Future US elections could bring to power an electoral
coalition that is more supportive of both globalization and, by extension, a more active global
leadership role. Second is the role of China. China’s global influence will rise but likely remain
constrained over the forecast period, but that could potentially change depending on strategic
decisions made by China’s leadership. Third, there will be even greater concern about those
parts of the world where regional powers are too weak and/or too divided among themselves to
engage in financial, political or humanitarian interventions or cooperate in stabilizing or build-
ing cooperative multilateral institutions. The regions that are most at risk from such an outcome
are South-Western Asia, the Middle-East, and Western/Southern Africa.

Theme relevance for key geographies and sectors

The potentially volatile transition toward a more multilateral global system will transform the op-
erating environment for all organizations operating internationally, for a number of reasons. First,
traditional global institutions that helped establish the postwar order are likely to be less effective,
while competing institutions will grow in influence. This suggests a more fragmented global in-
stitutional landscape. While more fragmented, the multilateral agenda is also likely to grow more
contentious. As a consequence, we can expect intensified conflict on the international stage over
issues such as international macroeconomic coordination, financial regulatory reform, trade poli-
cy, and climate change. Finally, a global order no longer driven primarily by the US and its allies is
less likely to prioritize or even reflect western values, including civil society and human rights.

Regional relevance

US and Europe: In an environment of changing domestic political priorities and reduced ability
and will to project global influence, the US will be far less willing to act as leader of a multi- lateral
system over the forecast horizon. Similarly, Europe - with governance likely to remain challenged
by populist and nationalist movements - will remain inwardly focused, expending energy and re-
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sources on rescuing the European project. These developments suggest that, for the major western
countries, international development may be less of a priority and see fewer public fiscal resourc-
es devoted to it.

Africa: African states such as Kenya and Nigeria will seek to diversify their global bilateral rela-
tionships in a more multipolar world. However, nationalist policies will likely prevent full integra-
tion across regional or continental blocs. At the multilateral level, the IMF will likely continue to
be a force for policy change at least within countries, requiring financial support as higher exter-
nal debt loads and a difficult borrowing environment lead to financing constraints.

Asia: In a multipolar world, India will likely become increasingly self-sufficient in its defense
needs, elevate security and economic links with its neighbors and friendly South East Asian coun-
tries to act as a counterweight to increasing Chinese influence, become more actively involved in
regional financial institutions, and further enhance its relationship with the US. India will increas-
ingly see itself as the regional power and will work to mediate external influence in South Asia on
its own terms. China’s economic and geopolitical rise will start with China trying to take a leading,
and primary, role in Asia. With the death of the TPP, Beijing will redouble its efforts to set the rules
of trade in the Asia-Pacific region by promoting the Regional Comprehensive Economic Partner-
ship. China will also try to increase its regional and global economic influence through the One
Belt One Road initiative and the Asian Infrastructure Investment Bank.

Sector relevance

Healthcare: Devolution of global governance will complicate global health efforts, and render the
largest and most diverse platforms (eg, WHO, G20) less fit for purpose. As traditional sup- porters
pull back from global commitments, these organizations may have fewer financial re- sources.
Moreover, their reputational capital will suffer if they are seen as falling short in tack- ling acute
public health crises and chronic health and development challenges.

Agriculture: The agriculture sector is heavily reliant on the system of international trade fostered
by globalization. The renegotiation of trade agreements brought about by the development of a
multipolar world order, therefore, could have a variety of negative implications for the sector.

Range of outcomes

Post-Pax-Americana world
sees complementary/
competitive US-China

relationship

US-China power sharing

China perceives threats with India, EU as allies

to its “peaceful rise”

Areas without clear regional
leaders (West Africa, MENA)

Rigid alliance systems
take shape

see persistent instability

Multilateral institutions see
incremental declines in
effectiveness

High degree of economic
interdependence with
joint responsibility for

global order

New China-led
regional i o

Multilateral organizations organizations Multilateral institutions
lose power and influence gain clout regain effectiveness

Non-state actors

increasingly influence

global agenda

Worse outcome Basecase Better outcome

Source: Eurasia Group
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The fraying of the social fabric

Rising income inequality within many industrialized and emerging market countries likely will
continue into 2030, potentially undermining social cohesion by buttressing the role of identity,
tribalism, and nationalism in the social and political discourse. Over the long-term, rising in- come
inequality within polities will drive decreased political trust and satisfaction, as well as the recon-
stitution of value systems and the risk of conflict and violent/nonviolent mobilization. This will
generate political pressures and create the backdrop for new social contracts to emerge.

Percentage change in Net Gini (1990-2015)

Sources: Solt Database, IMF, Eurasia Group W5t026 MOtob -5to0 M-36t0-5 Not enOUgh data

Outlook
Inequality will continue to grow through 2030

Many factors affect income inequality - migration, urbanization, commodity cycles, female work-
force participation, among them. But the primary driver of growing within-country inequality
over the next fifteen years will be technological advancements that push a higher share of income
to capital than to labor. Government policies, for their part, have historically addressed inequality
of outcomes (income and wealth) through redistributive policies, while addressing inequality of
opportunities (social origins) through policies that improve education, healthcare and housing.
Absent more rigorous policy interventions, we expect inequality to rise through 2030.

Inequality may eventually yield to new social contracts

While a certain measure of inequality is both inevitable and healthy for a functioning market
economy, a deepening perception that high inequality is institutionalized and insurmountable
can be very damaging for social and political cohesion. Over the period to 2030, further widen-
ing of within-country income inequality risks eroding regime stability in some developed coun-
tries. It also will increase risks to government stability in developing and emerging markets,
where political systems are more fragile, relative to advanced economies with consolidated de-
mocracies. And across nations, regardless of their level of economic development, within-coun-
try income inequality will call social contracts into question as perceived needs go unmet and
wishes remain unsatisfied.
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To avoid erosion of their political legitimacy and stability, governments will be compelled to
explore new kinds of social contracts that are appropriate to a world in which technological
advancement renders large swathes of the employment landscape either redundant or partly
unnecessary. Most models of new social contract involve an expansion of the traditional welfare
state, in which unemployment benefits for example go from being a cyclical fallback to being a
structural part of people’s income.

Many governments are already experimenting through various reforms and initiatives, such as
universal basic income, new personal accounts for financial dealings with states and citizens,
credits or frameworks for human capital and lifelong learning, rights to care, and new ways of
handling everything from personal data to health. This reworking of social contracts will require
tremendous state capacity, both to develop and to implement.

Policy interventions and alternate paths

There is a wide range of potential outcomes influenced by possible policy choices made in re-
sponse to rising inequality and the renegotiation of social contracts. The first uncertainty regards
the degree to which rising inequality creates popular skepticism toward globalization and resis-
tance against political and economic elites. Outcomes here will vary widely from the industrial-
ized democracies (where there is skepticism about both globalization and elites), large emerging
market democracies (where there is less skepticism about globalization given perceived benefits
but, in many cases, greater resistance to elites), and more authoritarian systems, like China (where
there is less skepticism about globalization, and opposition to elites is tightly controlled).

In cases where inequality does result in a fraying of the social fabric, including in the western
industrialized democracies where social cohesion has declined and political and other forms of
polarization have risen, there also is a considerable range of outcomes stemming from the effica-
cy of policy responses to these stresses. This will depend in part on state capacity, but also on the
broader ability of governments and companies to forge a new social contract with citizens.

Theme relevance for key geographies and sectors

Over the forecast period, a social fabric that frays because of rising inequality will present a
number of challenges for key geographies and sectors. Socially, rising within-country income
inequality and its negative impact on social cohesion will foster crime and instability and influ-
ence the development of divisive and potentially dangerous social values including racism and
xenophobia. Countries experiencing rising income inequality will see increased fragmentation
between communities, ethnic groups, regions and social classes, either because income dispar-
ities overlay these divisions to begin with, or simply because income inequality erodes social
trust more broadly.

Politically, the fraying social fabric will impact states at both the citizen level and at the gov-
ernment level. At the citizen level, the fraying of existing social contracts will influence civic
participation (positively for the rich and negatively for the poor), political party positioning, and
redistributive preferences. It will influence their value systems and operate as a driver of political
movements, both violent and non-violent. A key component of all of these relationships is trust -
the trust that citizens have in their governments and in the institutions of the country to provide
opportunities and the means for attaining a sustainable livelihood, and to ensure a safe and secure
environment for the enhancement of individual wellbeing. As rising income inequality sows dis-
trust, people will increasingly turn away from formal political participation and operate outside of
existing institutions, via independent political movements and other informal activities.
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Regional relevance

US and Europe: The erosion of social cohesion, and the scramble to develop policy responses to
it, are likely to constrain the international agenda and priorities of the US and European coun-
tries. In part, this is because higher inequality and the populist political movements it likely will
sustain are, in general, skeptical of global commitments. More practically, the policy responses
that will move the world’s industrial democracies toward new social contracts are likely to be
expensive and push up against fiscal constraints.

Africa: Nigeria and Ethiopia have been historically divided by region, religion and ethnicity;
these divisions would be exacerbated by economic shocks, especially if those shocks increase
inequality. While in the more globally connected national capitals of these countries, rising
education and income levels will help ease these socio-economic and political divides, rural
communities will continue to identify locally, rather than nationally.

Asia: Historically divided across caste, religious, linguistic, and regional lines, rising levels of
education, rising levels of urbanization, rising incomes, and greater mobility and access to tech-
nology will help make class divisions much more salient in India by 2030. Class distinctions will
become more important, and nationalism will grow. The major risk to this outlook in India is the
possibility of worsening divisions along Hindu-Muslim lines. In China, though 700 million peo-
ple have emerged from poverty over the past three decades, the inequality gap has grown larger
between the low-income population, the middle class and new elites, as well as between rural
and urban areas. Accordingly, social cohesion will undergo considerable strain in the coming
10-15 years, giving way to an updated social contract.

Sector relevance

Education: The fraying of the social fabric over the forecast period will put greater pressure on
the education sector as a core component of the social contract between governments, corpora-
tions, and citizens. The main vector through which inequality influences an individual’s ability
to accumulate physical and human capital is education. Over the next fifteen years, increasing
inequality within some countries will drive under-investment in children’s education. This rela-
tionship will be exacerbated by the likelihood of inter-generational educational persistence.

Range of outcomes

DM social fabric frays Tech/automation heightens Differentiated pattems
further, as social contract DM inequality, with some of inequality between
fails to meet critical offset from better safety net DM, high capacity EM,
needs (eg. adoption of Universal and low capacity EM
Basic Income schemes)
Inequality expands in DM optimize safety nets to
China, India, reducing reduce inequality and boost
cohesion and trust Rise of inequality continues aggregate demand
in EM, but pace slows in
East Asia

New social contracts increase
inclusion and capacity in weak
EM, aided by other govern-

Much of EM, especially ments and NGOs

Africa, sees erosion of trust India follows China path -
and state capacity wealth of bottom quintile
rises, but inequality worsens
overall
Worse outcome Basecase Better outcome

Source: Eurasia Group
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The erosion of liberal values

Over the next fifteen years, support for traditional liberal values is vulnerable to erosion in key
countries across the globe. This will be evident in three areas: 1) a decline in support for eco-
nomic liberalism; 2) a decline in support for democratic institutions; 3) and shifting attitudes
toward social liberalism. In this context, social media will exacerbate the deterioration of lib-
eral values, insofar as democratic institutions rely on a certain level of consensus about what
constitutes an authoritative source of information. Through 2030, these factors may, in many
key countries, operate in conjunction to produce more tolerance for illiberal and authoritarian
forms of governance.

Number of countries with declines in freedom outnumbered those with gains since 2005
Number of countries
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Sources: Freedom House, Eurasia Group

Outlook
Decline in support for liberal values unlikely to reverse

In the industrialized democracies of Europe and the United States, popular support for democ-
racy and the traditional values of economic and political liberalism is in decline. Moreover, the
likely set of future economic, social, and geopolitical trends suggests that the observed decline
in liberal values in industrialized and emerging countries likely will persist through 2030. There
are two components to this phenomenon, both of which affect the resilience of democratic insti-
tutions and the liberal political ideas that underpin their functioning.

The first is declining participation in the institutions of democracy - political parties, elections, or
civil society organizations. The more troubling aspect, from the perspective of democratic values,
is the second component: a broad and consistent deterioration in levels of support for the values
that underpin democracy - such as freedom of speech and association, individual liberty and mi-
nority rights - and a corresponding uptick in receptivity towards authoritarian or repressive forms
of government. This is particularly concerning among the millennial generation in the developed
world, which is displaying higher levels of skepticism towards democratic principles, when com-
pared both to older adults and to similar generational cohorts in earlier periods.

These trends have been underway for many years, and have advanced through the election of
both left wing and right wing governments in the United States and major European economies.
The recent rise of right wing populism, therefore, likely has less to do with democratic disillu-
sionment than it does with globalization’s decades-long economic and cultural marginalization
of sizable electoral minorities that finally felt their power in 2016. These forces have brought to
power leaders who oppose economic liberalism (globalization) and social liberalism (progres-
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sive agendas) in a political register that also poses a challenge to accepted democratic norms of
political liberalism. Declining support for democratic institutions and ideals in the industrial-
ized world is occurring in a larger global context of democratic exhaustion and erosion. Accord-
ing to Freedom House, over the past ten years more than one hundred countries have suffered a
net decline in democratic indicators, while just 61 have enjoyed gains.

The role of social media

Social media plays a central role in contemporary political discourse and organization, but the
increasing penetration of social media platforms does not in principle favor liberal or illiber-
al groups as such. What can be said, however, is that within industrialized democracies, the
right-wing populist insurgency against a liberal establishment is currently reaping the most
substantial gains from social media’s inherently anti-establishment features - the radical de-
mocratization of content consumption and creation that can easily blur lines between author-
itative accounts’ politicized interpretations and, in extremis, “fake news” hoaxes. Insofar as
democratic institutions rely on a certain level of consensus about what constitutes an authori-
tative source of information, social media is likely to pose a continuing challenge to traditional
forms of democratic organization and liberal political values.

What these trends mean for the future of governance

The ascent of populist and illiberal movements in the US and Europe will have an impact on the
nature of governance in these regions - or more specifically, on the expectations and ideals that
will frame policy and public debate in the coming years. The welfare of national citizens - and
within that, the citizens who until now have been the biggest losers from globalization - will in-
creasingly take center stage, and in response to the economic and cultural grievances of these peo-
ple, governments are more likely to adopt avowedly anti-globalist and anti-progressive agendas.

Policy interventions and alternate paths

Policy changes that might revive faith in liberal democratic institutions would include a turn
towards increased federalism in the large Western democracies - on either fiscal or cultural
issues. On this score, technology could play a role if and as it provides pathways for more di-
rect participation in democratic processes.

It is also possible that the erosion of support for liberal values - and the increasing receptivity
to authoritarian ones - has in part to do with a certain a historic apathy on the part of a gener-
ation that, in its lifetime, has encountered neither a real test of democracy nor a true taste of
authoritarianism. On this view, the emergence of real political illiberalism may in fact galva-
nize a response that invigorates the commitment to liberal values.

Technology threatens to exacerbate the erosion of liberal values in two ways: First, the basic
epistemological and editorial challenges that social media has posed to factual authority will
persist and likely deepen. Second, as automation and AI eat through higher and broader areas
of employment, the socioeconomic dislocations may prompt people to prioritize economic
security over political or social liberalism.

Theme relevance for key geographies and sectors

As belief in the supremacy of liberal institutions withers among developed-world populations,
there will be less pressure on governments to support the spread of those values abroad,
particularly in parts of the developing world where they are more fragile. As a result, govern-
ments in Asia and Africa may feel more leeway to repress or sidestep increasing demands for
liberal values coming from their own populations.
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Regional relevance

US and Europe: The erosion of liberal values in the western industrialized democracies sug-
gests declining willingness to promote these values globally through multilateral organiza-
tions, through support of NGOs and other organizations that implicitly and explicitly monitor
and defend liberal values, and through unilateral actions including military intervention and
other attempts at nation building or overt promotion of democratic values.

Africa: Ethiopians and Nigerians will likely push for a greater commitment to representative
governments and free and fair elections while their governments resist, especially in the case
of Ethiopia. Citizen demands for liberal values in Ethiopia will likely grow as the ruling party
seeks to stem the rise of a coordinated opposition movement. Amid this climate, greater scru-
tiny will be placed on NGOs perceived to be supporting civil society initiatives to make the
government more representative. In Nigeria, the media and NGOs will continue to be given
relatively more space than their Ethiopian counterparts.

Asia: Indians are likely to remain deeply committed to existing democratic institutions. But
classical liberal values such as free speech have always faced constraints, and these constraints
will grow given the likelihood that nationalism increasingly becomes a force in Indian political
life. In China, as per capita income rises, a larger and wealthier middle class will increasingly
demand a more transparent and responsive government over the forecast period. So long as the
government is able to meet this demand, calls for outright democracy are likely to remain fairly
muted. Over the forecast period, the Chinese government will encourage a broadly conservative
attitude toward political liberties and political order in order to ensure regime survival. It will
likely promote a skepticism of civil liberties, however, that could lead to political instability and
will strongly oppose ambitions for ethnic minorities to achieve political or cultural autonomy.

Sector relevance

Education: Insofar as education serves not only to functionally prepare students for certain
kinds of employment but also to inculcate certain basic societal values, education policy may
emerge as a flashpoint in debates about what kinds of values are appropriate to introduce in
the classroom. At the same time, if economic dislocation is seen as a contributor to acceptance
of authoritarian values (in exchange for promises of economic security) then a renewed focus
on increasing the functional relevance and impact of education will be a key consideration.

Range of outcomes

Y . Y Anti-pluralist populist Renewed DM acceptance
Creeping authoritarianism movements gain ground of pluralism in culture and
in US, Europe ideology

Broader global acceptance

of authoritarian regimes Some backlash against

empowerment of women Citizenship defined as
and minorities civic participation rather
than via identities

Less space and public support

for NGOs that monitor human Shifting gender roles

rights broadly accepted
T e e Institutions suffer from
media and freadom of backlash against “experts
speech in parts of DM
Worse outcome Basecase Better outcome

Source: Eurasia Group
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Science, technology, and the
changing nature of human
interaction

The pace of innovation will continue to accelerate globally, largely driven by scientific break-
throughs and technological advances, in particular in digitization, material sciences, and biotech-
nology. This rapid pace of technological development will continue to drive unprecedented and
often disruptive economic, social, and political changes. Over the next fifteen years, these devel-
opments have the potential to fundamentally change how individuals relate to their environment,
their relationship with (intelligent) machines, and their ways of organizing. For these changes to
have real impact, certain levels of interoperability, regulatory progress, and ethical structures will
need to be in place. While the effects of technological change will be largely positive, there will be
a number of more negative externalities that take shape and will have to be managed.

Current state of innovation index, rankings by region Future innovation policy index, rankings by region
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Outlook

The acceleration of innovation

The pace of innovation has been increasing globally, driven largely by the acceleration of scien-
tific insight generation and technological development over the last fifty years. Importantly, rates
of technological adoption are also increasing. Over the next fifteen years, the changes wrought
by science and technology will fundamentally influence the relationship of individuals to their
environment, their relationship with machines, and their ways of organizing. These changes are,
of course, dependent on a socio-political environment that supports human capital development,
entrepreneurship, financing access, macroeconomic stability, and public sector investment to
support research and development in digitization, materials science, and biotechnology.

The changing nature of human interaction

First, technological change and its adoption are driving innovations that will affect humans’ relation-
ship with the environment - by influencing the genetic code of species, the energy harnessed to power
daily life, and the natural habitats in which we live. Second, technological change will rapidly alter
humans’ relationship with (intelligent) machines. It will enable them to extend their intelligence, shift
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their transportation patterns, create new objects, and engage in new forms of learning. And finally,
technological change will influence human ways of organizing, leading to radical disintermediation.

The technological innovations enabling such changes can be unpacked into three buckets: 1) digiti-
zation; 2) materials sciences; and 3) biotechnology. And each of these areas is only possible with the
availability of capital financing. Moreover, for the technology-enabled changes elaborated above to be
realized in society, three features of the socio-economic and political environment must be in place: 1)
interoperability; 2) regulatory change; and 3) ethical structures.

Policy interventions and alternate paths

Population growth, the rise of automation, and less certain global economic conditions have refo-
cused policymakers’ attention on the need for countries to embrace and implement policies that
promote innovation. These policies are critical for long-term economic growth potential, especially
in countries with high demographic vulnerability. Population growth no longer necessarily supports
economic growth: In an age of rapid technological evolution, countries must harness innovation to
generate employment, create new industries, and enhance productivity.

In order for innovation to be supported comprehensively and for the above-elaborated theme to be
realized, a number of policy measures must be in place at the country-level. First, governments in
both developed and developing countries must support the development of human capital among
young people. Second, a healthy environment for entrepreneurship is critical. Next, policies must
ensure financing access for new and small innovative firms. In the forecasted environment of low-
growth, policies to support country-level macroeconomic stability will help to reduce uncertainty,
thereby encouraging innovative risk-taking. Openness to international trade and investment will
also foster competition, which in turn will encourage innovation and help disseminate knowledge
across borders. And finally, government entities will have the option to embrace certain innovative
initiatives that private firms are more likely to avoid be- cause of long time horizons and the lack of
marketable near-term results. In this environment, governments should help finance research insti-
tutions and invest in both physical infrastructure and in the expansion of information and communi-
cation technologies via data sharing.

Theme relevance for key geographies and sectors

Regional relevance

US and Europe: Rising protectionism and regulatory fragmentation within the US and Europe will
result in rolling crises that challenge the environment for innovation and technological develop-
ment. Moreover, greater automation and Al use in specific sectors will force governments and corpo-
rations to engage in serious dialogue on how to manage labor market displacements.

Asia: The Chinese government is pursuing a strategy for building the country into a cyber superpow-
er. Beijing is pushing its IT industry to develop indigenous hardware and software products, partic-
ularly for government organizations. Beyond its production of hardware and software, China is also
becoming a critical source of demand for new innovations. These developments will put western
firms at a disadvantage. Outside of China, India functions as one of the world’s most critical IT hubs,
and innovation is a key policy objective of the BJP government. The Indian government understands
that a return to more rapid economic growth requires a host of liberalizing reforms that it is cham-
pioning, however risks surrounding security and intellectual property rights will continue to hinder
innovation. In both India and China, the shortage of qualified software engineers and cyber savvy
regulators could impact the deployment of Al capabilities and cybersecurity-related legal issues.

Africa: Weak property rights, poor technical manpower, and insufficient infrastructure chal-
lenge Africa’s innovation environment. Moreover, a lack of integration of entrepreneurs into the
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formal economy means that formal investment in innovation is difficult. Through 2030, how-
ever, sub-Saharan Africa will become more populous, youthful, urban, mobile, and networked.
The forecasted low growth environment will, therefore, put a premium on science and technol-
ogy to generate greater productivity and economic growth at the country-level. In this context,
sub-Saharan Africa’s weak governance environment, ironically, will serve as a key enabler of
innovation, owing to the lack of regulation and bureaucracy that enables engineers and entre-
preneurs to have greater space for experimentation.

Sector relevance

Healthcare: Over the past century, the health sector has undergone a massive transformation based
on increased scientific understanding and technological developments. The rate of change and un-
derstanding is continuing to increase exponentially. Biotechnologies are at an inflection point and
over the next 10-15 years, we expect advances to truly transform human health including longevity.

Education: The education sector has been positively impacted by technological advances, especially
in post-secondary education. Technology will continue to impact both faculty, students, infrastruc-
ture and processes, addressing issues such as the cost of learning (not just in financial terms, but also
in time) and enabling more modular approaches to education.

Agriculture: The agriculture sector has seen the application of science and technology advances in
every part of the value chain, in an effort to reduce costs, improve efficiencies and enhance produc-
tivity. The superior access to capital and technological advances in developed countries will continue
to drive farming into the realms of manufacturing operations, where every last ounce of efficiency is
taken from land and technology. Developing countries could leap-frog into the future of agriculture
(as they did with telephony, widely adopting mobile over fixed lines) if they receive adequate fund-
ing, government support and if the required infrastructure is in place.

Range of outcomes

Inequality rises as gains
from tech are concentrated

Blockchain networks and digital
currencies create unregulated and
opaque systemic financial risks

Insufficient ethical frameworks lead
to abuses of privacy and political
blowback, esp. around genetics

Failed geoengineering
projects create’severe
environmental damage

Intense farming and-tse of
chemicals worsen agriculture
output, creating food shortages

S&T advances have varying
success in‘developing countries,
as infrastructure, education and
healthcare are slow to keep up

Adaptive learning helps education
levels, but lifelong learning is not
prevalent

Precision and alternative
farming improve in DM

Limited coordination on
standards and regulations slow
spread of new advances

Inequality rises, but offset
by new social safety nets

Tech results in productivity
gains that push global
growth frontier out

Global coordination on
standards/regulations
allow benefits to be
shared

Technological advances
reduce disease and
mortality rate over and
beyond trend lines

Worse outcome

Source: Eurasia Group

Basecase

Better outcome
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