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To hel p get our bearings in a conpl ex and ever-changi ng worl d,
it is useful to ask what the world wll look like in a decade or
two. Forecasting the future accurately is of course inpossible.
And of course we cannot forecast surprises, by definition. But by
projecting known trends and tendencies, it is possible to say a
remar kabl e amount about the broad outlines of the world one to two
decades from now. In particular, we can identify wth high
confidence four factors which we hardly notice fromyear to year
but whi ch accunul ate relentl essly over tinme, such that by 2015 t hey
wi || have profoundly transformed the world as we now know it. The
four factors are population gromh, growmh in per capita incone,
increasing international nobility anong national firnms and
I ndi vi dual s, both made possi bl e and driven by technol ogi cal changes
In transportation and communication, and the aging of existing
political |eaders (as well as everyone else). For concreteness, |
will focus below on the year 2015, sixteen years from now. The
year should not be taken literally, but as the rough m d-point of

one to two decades from now. That | ooks beyond the imrediate



i ssues of today, and allows the cunul ation of small annual changes
in the trends nentioned above. But it is also a conprehensible
di stance into the future, the sane distance as the year 1983, which

many adul ts can probably renenber, is into the past.

A Cel ebration of the Past Half Century

But before turning to the future, | want to nake sone
cel ebratory remarks about the past, the last half of the 20th
century. Qur daily newspaper and TV fare gives the i npression that
we lurch from one crisis to another, whether it be Thailand or
North Korea or Kosovo. From m d-1997 the world experienced a
series of financial crises, from Thailand through Ml aysia and
I ndonesi a and Korea, then Russia and Brazil in 1998 and early 1999.
Japan experienced its first serious post-1945 econom c recession.

It is therefore worthwhile fromtine to tinme to stand back
fromthe i nmediate, pressing issues of the day to apprai se how far
the world has cone since, say, 1950. The overall econonic
performance during the past half century has been nothi ng short of
fantastic, in the literal sense: if sonmeone had forecast in 1950
where the world econony actually was in 1995, he would have been
dismssed as living in a world of fantasy. (Not only econom c
performance: Europe experienced its |ongest period of peace since

t he Ronman Enpire.)



The i nmedi at e ant ecedents to 1950 were the Great Depression of
t he 1930s and the Second World War from 1939 (1937 in the Pacific)
to 1945, foll owed by pai nful recovery in Europe, Russia, China, and
Japan. Those disasters reflected in part a failure to construct a
cooperative world following the First Wrld Wr. The Angl o-
Anerican planners of the 1940s determned to do better. Wth help
fromrepresentatives fromother countries they created the United
Nations, with its Security Council, plus a collection of economc
institutions including the International Mnetary Fund (I M) and
the World Bank, and laid the philosophical basis in the Genera
Agreenment on Tariffs and Trade (GATT) for what in 1995 becane the
Wrld Trade Organization (WO).

The basic phil osophy underlying the United Nations is that
threats to the peace anywhere in the world are of legitimte
interest to all nations, and that collective action could be
undertaken to preserve or restore peace. The basic phil osophy of
econon ¢ arrangenents, against the background of the catastrophic
G eat Depression, was that national governnents should take
responsibility for stabilizing national econom es and for ensuring
hi gh enpl oynent (sonething that was seen to be possible in |ight of
t he Keynesi an revolution in economc thinking, with its enphasis on
the potential of fiscal policy for economc stabilization); and

that countries should avoid beggaring their neighbors through



restrictions on international trade. Thus procedures were put in
place, in the formof the | M and the GATT, to eschew many forns of
trade and paynents restrictions, and to reduce over tine the
restrictions on inports that many countries inherited from the
1930s.

Stabilization of national economies and |iberalization of
trade together have resulted in outstandi ng econom c perfornmance,
both in the rich (mainly northwestern Europe and North Anerica)
countries and in the initially poor (devel oping) countries. Wrld
per capita incone increased by 2.2 percent a year from 1950 to
1990, rnuch higher than in any previous period, including the rapid
i ndustrializing period of the late 19th century. (Table 1 shows
data from 1820 to 1990.) The average world citizen had an incone
nearly two and a half tines larger in 1990 than it was in 1950.
What many forget -- or never knew -- is that several of today's
rich countries were poor 50 years ago -- Japan, ltaly, Spain, to
nanme three |large ones. South Korea was considered economcally
hopel ess. As these exanples illustrate, econom c devel opnent has
occurred wth economic growh, not only here, but in nmany other

countries as well.

Table 1

Gowh in Per Capita |Incone



(percent per annum

1820- 1870 0.6
1870-1913 1.3
1913-1929 1.0
1950- 1990 2.2

Source: cal cul ated from Maddi son (1995)

During this period other neasures of human well-being also
i nproved: the spread of contagious diseases was brought under
better control; infant nortality dropped dramatically; |ongevity
I ncreased. Health and nutrition inproved in nost places.
Smal | pox, once the scourge of mankind, was bani shed entirely.

Partly for these reasons, world population grew during this
period nore rapidly than ever before, nore than doubling (1.9
percent a year). Prices also rose substantially, attributed by
sonme to the uncritical adoption of Keynesian economc policies. In
the United States the consuner price |level was five tinmes higher in
1990 than it was in 1950 (4.3 percent a year, on average), and nost
ot her countries experienced even greater increases.

International trade outpaced the growth in econom c output,
growng nore than 6 percent annually, partly a result of a

cunul atively dramatic, but tenporally gradual, drop in inport



protection over the period foll ow ng eight rounds of nultilateral
tariff reductions. By 1995 tariffs on manufactured goods into the
rich countries were only about ten percent of the | evels they were
in 1947, the year of the first nultilateral round; the eighth was
the Uruguay Round, concluded in 1994. I nternational capital
novenents, stifled by the defaults of the 1930s and t he di srupti ons
of the Second Wbrld War, recovered nore slowy, but by the 1990s
extensive trans-border investnent also occurred.

The dom nant econom c characteristic of the late 20th century
is that techni cal change, which has been occurring at a rapid pace

for two centuries, has been institutionalized. Processes and

I ncentives have been established in the world's rich countries to
ensure the search for new, useful ideas , even in the absence of a
particul ar focussed objective. This institutionalization ensures
a constant flow of new practical ideas, mnmany of which, once
I ntroduced, are irresistible. Consider howrapidly the fax machi ne
spread; for those who have now becone accustoned to it, life
wi thout fax is hard to i nagi ne (al though even the venerable fax is
being replaced in many uses by email). But that is only one of
t housands of new ideas, enbodied in products and processes, that
have been introduced over the past decade.

These new t echnol ogi cal ideas, conbined with social order and

t he trai ned hunan bei ngs who generate and apply them are the basis



for nodern economc prosperity. Territory, resources, raw
manpower, and mlitary m ght play a nmuch smaller role than they did
in earlier, |ess successful eras.

The conpetitive systemin which these new i deas are generated
and introduced is one of controlled chaos: chaos because no one is
in charge -- tens of thousands of people are making deci sions that
will over time affect billions of people; controlled in the sense
that they operate within a defined social, economc, and |ega
order, and the results of their collective behavior within that
framework create a conprehensible if sonmewhat t ur bul ent
envi ronnent .

Forecasting the future accurately is difficult. It is
possi bl e, however, to identify some factors which we hardly notice
from year to year, but which accunulate relentlessly over tine,
such that by the end of tw decades wll have profoundly
transforned the world as we now knowit. W turn nowto population
growh, growth in per capita incone, and inprovenents in
conputati on and comrunication that wll increase international
nmobi lity anong national firnms and individuals, reducing economc
and ultimately cultural differences anong different parts of the

gl obe.

Popul ati on G- owt h




Bet ween 1965 and 1990 the world's population grew by 2000
mllion persons, or about 1.9 percent a year. Sonme slowdown in
popul ation growh occurred toward the end of this period,
especially in China and in a nunber of middle-income countries,
such as South Korea, as well as in the industrialized countries.
But Chi na was the exception anong | ow i ncone countries. Popul ation
growh normally accelerates at first after a country begins to
experience increases in per capita inconme, as |ongevity increases,
as child-bearing ages are |engthened, and especially as infant
nortality rates fall with better nutrition and nedical care. A
sl owdown i n popul ati on grow h usually occurs only after per capita
i ncome reaches around $1000, when nodes of production change,
parents realize that their children are likely to survive beyond
i nfancy, and parents becone better inforned about famly planning
t echni ques. Qutside China, there are still over two billion
persons living in countries with average per capita incones bel ow
$1000, nmostly in Africa and South Asia. Even if global popul ation

growt h sl ows by a substantial 0.4 percentage points, to 1.5 percent

a year, the world population would still reach 7.5 billion by the
year 2015, an increase of two billion from 1995.

More people nean nore demand for energy -- for warnth, food
preparation, illum nation, notive power, and producti on processes;

nore demand for food; nore denmand for fresh water; and nore denand



for housing and other forns of capital. It would take
extraordinary efforts of a nature and magnitude not generally
contenplated to alter this denographic projection significantly,
al though nore efforts now could have significant effects beyond
2015.

Alnmost all this population increase will be in relatively | ow
i ncone countries.® And nost of the growth will occur in cities.
| ndeed, during the next decade the world will switch fromhaving a
majority of rural dwellers to having a majority of urban dwellers,
with inplications for housing and other urban infrastructure, and
with concentrations of people that nmake political action easier.

Denogr aphi c trends in Europe, Japan, and Russia, in contrast,
suggest slow or even negative growh and a nmarked aging of those
societies, wwth profound i nplications for the fiscal sustainability
of the governnent entitlenents that have been conferred on their
publi cs. (China too will age on the basis of its current
popul ation policies, but only later, after adding another 350
mllion people because of the | arge nunber of wonen still in child-
beari ng age.) Before 2010 over 20 percent of the population wll
be 65 or older in Italy, Japan, and Germany, sonewhat later in

France and Britain. Indeed, thanks both to increased | ongevity and

1 On the "nediunt scenario of the UN popul ati on projections, the population of the OECD countries will
fall from21 percent of the world's total in 1990 to 15 percent in 2025; Europe's share will fall fromnine to
si x percent over the same period of tinme.



to declining natality in all the rich countries, the ratio of
wor ki ng age popul ation to those over 65 will decline from5.0 in
1990 to 3.5 by 2015. Projections further out, to 2050, on the
basi s of these trends suggest an absol ute decline in the popul ation
of Japan to 105 mllion, 17 percent below the 126 mllion of 1998.
Even greater percentage declines are projected for Russia, UKkraine,
Spain, and especially Italy (at 28 percent). Peacetine declines in
popul ation are way outside our range of experience since the
begi nning of the industrial revolution around 1800; it is unclear
how these societies will adjust to both the aging and to the
decline in total population. Demand for schools will decline, and
| and will becone nore readily available; caring for the aged w |
beconme nore demandi ng.

Li ke Europe and Japan, the United States and Canada have al so
experienced a decline in natural population growh, but over the
years they have been far nore receptive to imm gration and t hus can
repl eni sh their young adult populationwithwllinginmmgrants from

countries with nore rapidly grow ng popul ation.

Hi gher Per Capita | ncone

The second dom nant feature of the world econony is the all-
but - uni versal aspiration for higher standards of living in all but

the richest parts of the world. In this respect the world has been
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westerni zed; it has absorbed the notion and the expectation of
mat eri al progress. So in future there will not only be nore
peopl e, but nore peopl e wanti ng hi gher standards of living. And we
now know how, in principal, to achieve higher standards of |iving:

install a stable social systemwi th incentives for effort and ri sk-
taki ng. Most of the world does not need to generate newtechnol ogy
or even savings to grow -- increasingly those can be borrowed from
the rest of the world. But it does require extensive investnent in
bot h physical and human capital; of the two, the latter is both
nore inportant and nore difficult. Thus the state continues to
play a key role in econom c devel opnment, in providing for socia

order, proper incentives for effort, saving, and risk-taking, and
wi despread education. But it does not have to play the role of
entrepreneur, investor, and manager as well. | ndeed, in these
rol es, widely espoused in many countries in the 1960s, it is likely
to inhibit devel opnent.

Econom c growt h everywhere i npli es econom ¢ and soci al change,
and change alnost invariably involves sone l|losers even in an
envi ronnment i n which change i s being generated by econom c grow h.
Change invol ves stress and even duress. Established enterprises
have extensive investnment in existing ways of doing things -- in
their machines, their people, and their organi zational hierarchy.

It is nuch easier sinply to carry on in established patterns than
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to change, and that is what nost organi zations, including business
enterprises, prefer. Yet in western societies these business
enterprises are, paradoxically, the principal instrunents of
econonm ¢ change. They change because they feel conpelled to do so
by conpetition, by fear of losing their custoners to other firns.
The nore far-sighted ones change on their own, to stay ahead of
their actual or potential conpetitors. But for many firnms and
i ndi vi dual s change is disagreeable. | ndi vidual s can find that
once-prom si ng careers are now dead-ends, that once-learned skills
are now obsol ete. Some individuals adapt well, others do not.
This is the essence of what Austrian-turned-American econom St
Joseph Schunpeter called creative destruction, and it is a process
that, over tinme, has made the average individual in western
countries unbelievably well off when viewed fromthe perspective of
forebears only three or four generations earlier.

This is a |l esson that former and current conmuni st countries
will have to learn if they wish to nodernize their econom es, and
it will not be an easy or agreeable |esson, since it runs agai nst
the strong apparent preference in many of those countries for
stability throughout one's life. It also is being |earned in many
devel opi ng countries, where it carries the possibility of socia
upheaval, since it is not possible to nodernize economc activity

and norns w thout also altering both nornms and expectations in
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other areas as well, as Chinese |eaders have discovered but to
whi ch they have not yet becone reconcil ed.

Can the earth feed an additional two billion people? The
answer is certainly affirmative. The scope for further extensive
agriculture -- adding cultivated land -- is limted; but yields can
continue to increase on existing cultivated |and. Average yields
are far below best practice, and best practice is continually
i mproving, as we learn nore about what nutrients plants need at
each stage of their life cycle. Irrigation can be extended, where
water is readily available. (Water scarcity in sonme regions of the
wor |l d, however, will limt the scope for intensifying agriculture
in those regions, such as the Mddle East and northern China.)
Mor eover, grow ng know edge about genetic engineering will permt
nore disease-resistant and insect-resistant plants, and even
drought-resistant plants. the efficiency of |ivestock feeding can
be further increased. Wiile we are reaching the practical limts
of harvesting native fish from the oceans, aquaculture can be
extended to increase yields fromthe sea.

Hi storically, economic growh is associated with an enornous
grow h in demand for comrercial primary energy. In the two strong
decades foll owi ng 1950 the demand for primary energy in the 24 now
rich countries of the Organi zation for Econom c Cooperation and

Devel opnent (OECD) nore than doubled; in the two decades foll ow ng
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1960 the demand for primary energy in the centrally planned
econom es increased by a factor of nearly 2.5; and in the two
decades following 1965 the demand for prinmary energy in the
devel oping countries trebled. |If gross world product doubl es over
the next two decades (1.5 percent a year in population and 2.0
percent in per capita incone, for 3.6 percent total), the demand
for primary energy on historical relationships between energy and
growh wuld rise by over 60 percent over present energy
consunpti on. Put another way, inprovenments in the energy
efficiency of the world econony nust be 2.4 percent a year if we
are to avoid increased demand for primary energy over current
| evel s.

Modern economes are still based heavily on energy, even
t hough the efficiency with which it is used is inproving steadily
and is vastly greater than it was 25 years ago, before the 1973 oil
shock. Devel oping countries, in particular, rely increasingly on
hydr ocarbon fuels as they nove from subsistence to manufacturing
economes. Gl is still the unmatched fuel for transportation, and
W th nodernization the demand for transportation increases nore
than proportionately. (Synthetic oil can be nmade from coal and
from natural gas, but it remains unconpetitive with petroleumin
cost.)

Assum ng a nore nodest world growh rate of 3 percent over the
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next two decades (real gross world product would be 82 percent
hi gher in 2015 than it was in 1995), the US Departnent of Energy
projects the world demand for oil to grow by 30.4 mllion barrels
a day (nmbd) between 1995 and 2015, or by 44 percent (rather |ess
than the 49 percent growth in total energy denand). O this
increase in demand, only 7.5 nbd are projected to take place in
today's rich countries of Europe, Japan, and North Anmerica; the
remai ning 22.8 nbd increase will arise in today's relatively poor
countries, of which in turn 14.1 nbd arise in Asia (excluding
Japan) . China alone will increase its demand for oil, and its
i nports, by 5 nbd.

The world will not, perhaps surprisingly, have difficulty
supplying this increase in demand for oil. Technol ogi cal
devel opnments have greatly inproved the prospects and reduced the
costs of exploring for and devel oping new oil wells, both on |and
and under water. But the nost economical oil remains in the
Persian @Qulf region, and if the countries of that region are
willing to undertake the necessary investnents in exploration and
devel opnment, this great increase in demand can be satisfied at only
nodest increases in price. (The DoE reference case projection
assunes a price, in 1994 dollars, of $25.43 a barrel in 2015; other
forecasters assune an even |ower price.)

On these price and investnent assunptions oil production
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outside of OPEC will grow by | ess than 3 nbd between 1995 and 2015,
|l eaving 28 nbd to come from OPEC countries; of these, only
Venezuel a outside the Persian Gulf region can be expected to be a
significant contributor, |eaving over 25 nbd of the increase --
nearly equal to total OPEC oil production in 1994, of which 18 nbd
fromthe Persian Gulf -- to cone increnentally from the Persian
@l f countries. If these projections are realized, world oil
production comng fromthe Persian Gulf will rise from29 percent
in 1994 to over 46 percent in 2015. Denmand for oil tankers wl]l
al so rise sharply.

We know from the experiences of 1973-74 and 1979-80 that a
several -fold rise in oil prices, generated by an actual or an
antici pated shortage of oil (world oil production did not fall in
1979, following the Iranian revolution and a decline in Iran's
out put, but anticipation of shortages |led to extensive build-up of
stocks), can play havoc with the nacroeconon cs of countries around
the world, being largely responsible for the "stagflation" (deep
recession conbined with inflation) of the 1970s and t he devel opi ng
country debt crisis of the 1980s. So the danmage fromdisruption in
the flow of oil can be severe.

H gher growth will also affect the environnent. The effect
wi Il be mainly unfavorable in | owinconme countries, with their eye

mainly on raising incones. It will be mainly favorable in higher
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i nconme countries, as publics protest the foul air or water they
nmust endure, and revenues are increasingly devoted to inproving
| ocal environnental conditions. Geatly increased use of fossil
fuels will of course increase em ssions of carbon dioxide, thus
contributing to future gl obal climte change, but such change wil|

be hardly noticeable during the next few decades.

Conti nui ng Advances in Conmputati on and Conmuni cati on

The third driving factor for the world econony will be the
continuing revolution in conputation and conmunication. Two
decades from now the costs of conputation and |ong-distance
comuni cation will once again have fallen by nore than 90 percent,
meki ng themnearly "free" by today's standards. This will lead to
much greater integration of the world econony, in the specific
sense t hat business enterprises will increasingly take, and will be
driven by conpetition to take, a nore-than-regional or nationa
perspective in framng their business decisions. Thi s has been
true of markets for produced output and sources of supply for a
long tinme, and of sources of capital for the past two decades. But
it wll be increasingly so also for the | ocation of production and
the related issue of [|abor force. The secular decline in
transportation costs, especially of air freight and bul k carri age,

inplies they are no longer a decisive factor for |ocation of
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production of many goods. Not only Persian Gulf oil but al so South
African coal and Liberian iron ore can be noved | ong distances to
mar ket . Cheap |ong distance comrunication neans that the “back
rooni activities of financial and other businesses can take place
at great distance fromheadquarters, e.g. in lreland or India when
the front office is in New York or San Francisco. Under these
ci rcunst ances many industries in principle becone footl oose, able
to locate at a variety of convenient places. They seek an
i nexpensive labor force able to neet the required skil
qualifications, social stability, and a tax and regulatory
envi ronment favorable to | ow production costs. These devel opnents
imply that a country far out of line in one dinension that is not
adequately conpensated in sone other dinension will |ose those
econom c activities that do not require close proximty to markets.

Most inportantly, information of all kinds will flow nore
cheaply and nore quickly around the world than has ever been the
case. This is true not only for scientific, financial, and
political information, but also for technol ogical, nmarketing, and
cultural information. It wll be ever nore difficult for
governments to insulate determned publics from obtaining
i nformati on from abroad, even when the information is detrinental
or even threatening to the governnents in question.

The influence of higher nobility should not be exaggerated.
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The managers of many enterprises still have strong ties of loyalty
to their hone society and culture, they have useful but specialized
know edge about how best to operate in a famliar political
environnment, and they are subject to the inertial forces that
attend nost human action. Recent research has shown that even so-
call ed mul tinational firns undertake two-thirds of their investnent
in the hone country. But the trend is clear: conpetitive
pressures are eroding these factors, and nore and nore firnms are
novi ng sone of their activities away fromtheir historical bases.
As always in economcs, it is decisions at the margin, not the

typical firm that determ ne nost outcones.

Political Succession

One ot her factor can be predicted confidently over the passage
of sufficient time: the death of today's political |eaders. For
many countries this wll nmake little difference. Mst denocracies
have wel | -established processes of succession and deeply-rooted
political traditions that result in snmooth political transitions
and substantial continuity in policy, especially foreign policy.
Monarchies too have well-established patterns of succession,
general ly accepted by subject popul ati ons, whether by passage to
t he deceased nonarch's el dest son (or, occasionally, to a daughter)

or to a crown prince selected by nenbers of the royal famly. But
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personal dictatorships rarely have an accepted pattern of
succession; death of the |eader results in a power struggle anong
woul d- be successors, sonetinmes even to civil war. By 2015 several
of today's autocrats will be gone: Asad of Syria, Saddam Hussei n of
Irag, Castro of Cuba. All these countries have highly uncertain
political futures. Suharto of Indonesia is already gone, as a
result of the Asian financial crisis, leaving a still uncertain
political future for Indonesia, although the interim as been
snoot her than many i magi ned. Wile the evolution of the regine in
North Korea 1is highly uncertain, continuation of current

arrangenments to 2015 is highly unlikely.

I nplications of the Identified Trends

VWhat are the inplications of these various devel opnents? The
first is that there will be many nore "South Koreas" in the future,
that is, devel oping econom es that grow rapidly, denocratize, and
gradually join the ranks of rich countries. The Asian financial
crises will be seen by sone countries fromthe perspective of 2015
as adol escent growi ng pains -- unpleasant when it occurred, but
maki ng possible a stronger mature body. The growh of these
countries will create some turbulence for others, since their
exports wll be concentrated in certain industries, thus posing

adj ustnent problens for those industries in nore mature econom €s;
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but by the sane token their inconmes, expenditures, and i nports wl |
al so grow rapidly, creating market opportunities for industries in
mat ure econom es that are poised to take advantage of them On
bal ance, the devel opnent of such economes will also permt even
higher living standards in the already rich countries. On
pl ausi bl e projections (2.4 percent growh in the rich countries,
5.1 percent in today's devel oping countries) the share of the 24
OECD countries of 1995 in gross world product will decline from75
percent in 1991 to 62 percent in 2015. That is especially true of
Japan, whose agi ng, |ow popul ation growh, and inhospitability to
I mm gration assures a substantial decline in relative economc
I mportance over the next 20 years.

Second, however, there will also be nore "lrags" in the
future, that is, countries whose |eadership judges continued
internal stability (at least of their |eadership) to depend on
aggressive activity toward their neighbors, to acquire resources,
to protect ethnic mnorities, or sinply to keep neighboring
countries or their own restless publics off guard. As nationa
incomes rise, all governnents wll have greater scope for
harvesting resources from their publics through taxation
Aut hori tarian governnments can channel di sproportionate anounts into
mlitary or other expenditures devoted to pursuing an aggressive

foreign policy, and we can be reasonably confident that a nunber of
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countries will turn in that direction. G ven the advance and
spread of mlitary technology, those adventures wl]l be
i ncreasingly costly in human ternms, and may t hreaten gl obal peace.
O her countries will therefore have to remain sufficiently arned to
cope with these potentially aggressive countries, preferably to
deter themfromgoing too far in the first place.

I f China achieves a plausible but still outstandi ng annua
grow h of 8 percent (higher than the 6.6 percent assuned by the
Wrld Bank in its recent report on China in 2020, to allow for a
|'i kel y appreciation of the real exchange rate), China's GDP woul d
reach $3.3 trillion (in 1995 dollars) in 2015, or about 27 percent
of US GDP in that year, and roughly equal to US GDP in 1966. It
woul d be larger than France, but still smaller than Germany and
Japan. Chinese per capita income would increase by a factor of
3.7, making Chinese nuch richer than now (near but bel ow Thail and
in 1995), but still poor by world standards. Under these
circunstances, China's population will be vastly different from
today, with greatly different attitudes, especially anong the
youth. The first individuals born under the one-child policy wll
be 35 years old in 2015, and everyone younger will have grown up in
an envi ronnment of devoted parents, rapid econom c growth, hope for
the future, and awareness of both future econom c and politica

possibilities. Those seared by the Cultural Revolution wll be
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above the age of 65, conprising (on past experience) the senior
| eader shi p of China. Many of those making up m ddl e managenent
will be drawn from the ranks of the Cultural Revolution's Red
Guards, many of whom mi ssed at |east parts of their education and
now regret the severe harmof their collective actions then.

The high GDP woul d put the Chinese governnent in a position,
if it can tax effectively, to be a mgjor player on the world scene,
in armanments, trade, and foreign aid, just as the USA was in the
m d- 1960s. But the enphasis of a devel opnent-oriented Chi na woul d
be concentrated on continuing requirenents for infrastructure --
el ectric power; water for irrigation and for grow ng urban areas;
roads, airports, and other transportation; urban housing; and heavy
demands for higher quality education for everyone.

The aging in Europe wll require a re-negotiation of the
"social contract” that led to the creation of the nodern welfare
state in the 1950s and 1960s. Even though Europe is nuch richer
today than it was then, it created entitlenents for its citizens,
especially for its older <citizens, that wll be fiscally
I nsupportable under the expected denographic conditions noted
above. Publicly provided pensions and health care are generous,
and | argely on a pay-as-you-go basis. Unfunded pension liabilities
are highin all rich countries, ranging (in 1990) from 113 percent

of GDP in the United States through 162 percent of GDP in Japan to
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an extraordinary 242 percent in Italy. Yet continental European
countries are near to the practical limts on taxation, around
fifty percent of GOP. Wth the expected increase in the ratio of
aged to working age people, existing entitlenents wll be
unsust ai nabl e wi t hout severely squeezi ng nor mal public
expenditures, such as those on defense, education, and research.
Taking away perceived rights is difficult in any country,
especi al ly denocraci es. Re-negotiating the ternms of the socia
contract will be a mmjor pre-occupation of European nations in the
com ng decades.

As incones rise in devel oping countries, and as publics becone
better educated, they expect inprovenents in their well-being, and
these days they expect governnments to assure that. In rich
countries, the initiatives for change will conme from business
firms, and increasingly also from non-governnmental organizations.
In devel oping countries, nmuch investnment is needed in public
infrastructure (roads, water and sewage, etc.) and into inproved
housing -- all intensive in the use of capital. I f governnents
fail to provide adequately for the inproved i nfrastructure, and for
social infrastructure such as an ordered society and inproved
education, people wll becone restless, and wll engage in
politically disruptive activities, or they wll mgrate.

W are likely to see the reassertion of religious, ethnic, and
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tribal differences as sone states fail to live up to expectations
i n delivering econom c devel opnent or public services, as external
i nfluences grow, and in some cases as governnents are increasingly
recogni zed as predatory. Again, increased mgrationis likely to
eventuat e as a consequence of popul ati on pressures, state failures,
and information from outside the country.

What are the inplications of increased interdependence for
governnent econom c policy? Individual countries cannot inpose
stiff regul ati ons and expect to retain the econom c activities that
are especially hard hit, unless for one reason or another the
activities are immobile, or unless the firns in question see an
offsetting benefit to thenselves flowng from the stiff
regul ati ons. Over tine, the activity will shift to |ower cost
| ocati ons. Wth increasingly nobile production, there wll be
growi ng conflict between each nation's exercise of its sovereign
rights of regulation and its ability to retain the heavily
regul ated activity.

An anal ogous problemapplies to taxation, especially taxation
of corporate incone or of interest, dividends, and capital gains on
financial investnments. Through their pricing on intra-corporate
transactions, corporations can shift profits fromregions with high
corporate profit tax rates to those with | ow ones, thereby reducing

or at | east deferring its t ot al t axes. Wth t he
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i nternationalization of two-way conmunication and of securities
trading, individuals can hold their financial investnents in nmany
parts of the world, in many nanes, and thereby avoid national
taxation. |ndeed, many countries today do not even attenpt to | evy
taxes on the overseas financial earnings of their residents.

The sane factors that increase the international nobility of
| egi ti mat e busi nesses al so increase the international nobility of
non- profit non- gover nient al organi zations  (NGOs), and of
illegitimate business. Oganized crine will increasingly operate
across national boundaries to confound national police authorities.
Crimnal groups may even in effect capture a state, using it not to
attack its neighbors but to provide a base for planning, a
sanctuary, and a place of financial security. Sonme small states
al ready advertise thensel ves as no-questi ons-asked pl aces to bank
funds from anywhere. And others (e.g. Panama under Noriega) have
been acconplices in the international narcotics trade.

NGOs wi I | al so operate increasingly on an international basis,
reporting adversely on and even operating in countries that do not
live up to their standards on human rights or the environnent or
animal rights. Sonme NGOs, as well as official international
bodies, will be relied upon to performlocally some of the 20th
century functions of governnment, such as distributing food in tines

of harvest failure or even providing police protection of sorts.
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Such activities nmay be highly regarded by the | ocal popul ace, but
of course they bring with theminfornmation and i deas fromabroad as
wel | as goods and services, and their very presence underlines the
i neffectiveness of the host governnent.

Hi gh nobility of business enterprise reduces the effectiveness
of traditional nation-based regulation, taxation, and |[|aw
enforcenment. But of course governnments are not oblivious to this
trend. They attenpt to cope with the increased nobility in a
variety of ways: inport prohibitions, extra-territorial reach, de-
regul ati on. But they also increasingly recognize the need to
cooperate with other |ike-m nded governnents, and even sonetines
those that are not so |ike-m nded. Cooperation is especially
evident in the area of financial regulation, where traditionally
donmesti c agencies, such as the Securities and Exchange Comm ssion
and the Federal Reserve, increasingly collaborate with their
counterparts to preserve the effectiveness of their (now
collective) actions. Tax and | aw enforcenent authorities are al so
noving toward greater exchange of information. So increased
mobility of enterprises, and of organized crinme, wll also lead to
new patterns of cooperation anong national authorities, at |east at
the technical level, and at |east anong |ike-m nded governnments
such as those in the G7. By 2015 these practices in al

i keli hood will have becone habitual.
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Wher e national governnents have manifestly "failed,"” or where
t hey abuse their citizens grossly, or where they provi de sanctuary
or even encouragenent to international terrorism or organized
crime, there is likely to be increased external interference in
their so-called internal affairs. Such a devel opnent raises a
whol e host of practical and | egal questions which the international
comunity is only beginning to recogni ze, and which it is reluctant
to face squarely since the principal interlocutors in such a
di scussion are the representatives of states. But as it occurs, as
it nust, the role of the United Nations and other internationa
organi zations will increase, and these devel opnents will mark the

begi nning of the end of the Westphalian state system
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