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Executive summary

DEEP WATER WAVES
August 2021 Deep water waves originate in depths of around 200 metres1 or more. They start out wide 

and accelerate rapidly, twisting and changing as they brush the contours of the seabed. 
They become intertwined with others and form bigger waves. The slope of the beach and 
the features of the seabed can either calm or exaggerate the force, current and speed  
of deep water waves. The extent of their power is hard to see from the surface and we can 
easily misunderstand the potential impacts.

That is a striking parallel with the long-term drivers that face investors. We typically react  
to the impacts we can foresee on the surface, with the logical misattribution of the  
drivers beneath. Powerful ‘waves’ are sweeping away established assumptions before them, 
fundamentally altering the economic, political and public policy foundations for asset 
prices. Accelerated by COVID-19 and intensified by socioeconomic pressures, climate 
change and geopolitics, these forces will exert themselves on every facet of investment 
portfolios for years to come. Meanwhile, the struggle between supply- and demand-side 
economics is changing, with a direct impact on the outlook for many countries. The rela-
tionship of these factors is one of interdependence, not dependence. 

This paper explores the interplay between them and their likely impact on investment 
outcomes in the next decade. Below is an executive summary of the key points addressed 
in the full paper. 

Global growth is set to slow to below its long-term trend of 3.45%2 over the next generation. 

The countries that have driven global economic growth over the past two decades are 
growing older. This leads to reduced output as working age populations shrink; inevitably it 
increases the liabilities of older populations, especially in a scenario of longer life  
expectancy. The ratio of dependents to working age citizens will rise, despite longer working  
lives, implying higher taxation to cover higher costs and the increased requirements  
for healthcare investment. As a higher proportion of resources is gradually dedicated to a 
non-productive section of the population, this acts as a drag on economic growth. Potential 
productivity growth appears unlikely to be enough to offset the ageing demographics.
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THE  
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National borders will continue to harden, as anti-immigration sentiment persists or grows in 
many countries, leading to significant negative implications for lower income countries that 
depend on remittances.

Migration would typically have been the answer to the ageing workforce in developed 
countries; it is relatively quick to implement measures such as quotas, especially for 
semi- and lower-skilled workers. These workers take up the slack from those retiring and 
pay taxes immediately, thus also replacing lost government revenue. However, many  
countries are now set against the prospect of more migration. COVID-19 seems to have 
sharpened this attitude. In the next decade, the implied economic costs of this posture 
may become painfully apparent in terms of lost productivity and output, unless govern-
ments move fast to facilitate significant investment in technology instead. For lower income 
countries that depend on remittances, this is a disaster, undoing progress in poverty 
alleviation, education and development. 

The next decade will see an urgent and widespread boom in investment in innovation across 
all economic sectors. It will be in both private and public sectors, with much of it driven by 
geopolitical imperative, not just economic value.

Driven by national security as much as economic considerations, the wealthy nations at 
least appear set to urgently invest in technological innovation. The use of automation  
will accelerate across all sectors. Widespread adoption requires urgent deployment of 
certain enabling technologies such as 5G, but also accelerating the implementation of 
artificial intelligence (AI) and machine learning applications across sectors and the develop-
ment of quantum computing. In most cases, this requires new or updated legislation to 
account for transparency of algorithms, safety and fundamental rights. This adds a layer of 
complexity that arguably only matters in democracies. These technologies’ use in service 
sectors has the potential to revolutionise the structure of the job market in advanced 
economies, which have become more service-sector driven. The disadvantages are the 
capital requirements and the relatively long lead time to reaping the resultant boost to 
productivity, but the geopolitical struggle between the United States (US) and China will be 
an important additional driver beyond economic value considerations.

The tension between inflation and deflation will continue, but the calculus has changed. 
Longer term, control of inflation trumps economic growth, but the resolution will vary by 
country or region. 

From Volcker to Powell,3 this struggle incorporates economic debate, but is now  
accompanied by the creation of a new, conspicuous political bloc focused on the priorities  
of the senior population, which are typically inflation, healthcare, and law and order.  
In countries with already declining populations, fiscal incentives to try to boost fertility rates 
are increasingly complemented by a drive to change economic and social welfare policy, 
straining many sovereign finances to the breaking point. 

COVID-19 has exacerbated socioeconomic inequality in many countries; progressive and 
redistributive taxation will be prioritised globally, unorthodox economic experiments will be 
attempted, and Big Government is back.

After the first global pandemic in a century, existing trends have accelerated sharply. 
Foremost is the general malaise of democracies at their embedded social and economic 
inequalities, which were exacerbated by COVID-19. This factor, along with the growing 
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THE  
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pressure on sovereign balance sheets from the extent of stimulus in 2020–2021,  
drives many of the discussions on economic policy today. One of the inevitable outcomes is 
the proliferation of unorthodox theories, such as Modern Monetary Theory (MMT).  
MMT says monetarily sovereign countries which spend, tax, and borrow in a fiat currency 
that they fully control, are not operationally constrained by revenues when it comes  
to federal government spending. In truth, it seems only one country has a track record of 
conducting a version of MMT: Japan. But Japan is a unique situation: a wealthy country 
whose institutional savings pools hold most of the country’s sovereign debt. The only  
other country that could continue to extend its sovereign debt ratios significantly is the US, 
which benefits from its position as an attractive issuer and the position of the US dollar in 
the global financial system. For the rest, write-offs are impossible; low rates are imperative, 
and older voters have little interest in debt repayment. Meanwhile, many governments 
aspire to be part of the solution, providing more material for the debate on the rise of 
 ‘European’ social market economics at the expense of ‘orthodox’ neo-classical economics. 

Great Game4 geopolitics is set to increase its influence on investment outcomes over the  
next decade, as the confrontation between the US and China plays out, with asymmetric 
cyberwarfare the most likely scenario. 

Until an accommodation is reached, the ‘social distancing’ underway between the giants of 
global growth now appears irreversible and it will set parameters for investment in  
most sectors. Technology is clearly the immediate and most intense battle ground. Fossil 
fuels and green energy, metals and ores, even aspects of financial services will all be 
impacted by increasing government involvement on national security grounds as the great 
powers jockey for position. Uncertainty around the willingness of the US to come  
to an ally’s aid is more urgent when the most likely scenario is a concerted cyber campaign. 

Economic polarisation between nations and regions will increase. After the pandemic, wealthy 
countries may feel compelled to renew their commitments to multilateral organisations  
like the World Bank and the International Finance Corporation (IFC)5 as mechanisms to help 
low-income countries. But the development gap remains and is growing, so migration  
pressures remain.

Many middle- and low-income countries will struggle with the declines in foreign direct 
investment (FDI) and increases in unemployment as multinationals redeploy their supply 
chains and adopt automation in a meaningful way. For most of these countries, their 
relatively poor educational attainment levels are obstacles to adapting their economies. This 
limitation suggests clear investment opportunities in education, online services and,  
of course, businesses related to broadband infrastructure. Since local governments may 
lack the funds and the project management experience, they require collaboration— 
likely with the IFC and the World Bank, who will be redoubling their efforts in this regard.  
China, meanwhile, has not only redoubled efforts to project soft power via vaccine  
diplomacy but also via the use of infrastructure investment, with a particular focus on 
technology and communications infrastructure. For the countries concerned, this is a 
welcome development. Within nations, governments will provide investment opportunities 
via incentives in previously disadvantaged regions that are politically expedient. 
Governments will also direct credit decisions to facilitate specific types of investment in 
particular regions. It means that investors should be aware that the strings are being pulled 
by governments and that traditional returns criteria may not be relevant.
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Climate change will increasingly exacerbate border tensions, threaten agricultural production 
and heighten social stresses in many regions. This process also heightens the existing divide 
within countries: e.g. rural/urban; coal region vs. solar region.

In developing countries, the population is still growing fast, but local institutional capacity 
remains limited and arguably unfit for the forthcoming challenges. Many poor countries 
were already struggling to feed, educate and provide healthcare services for their citizens 
before COVID-19. They now are faced with the prospect of social unrest driven by a  
combination of poverty, unemployment and inequality. The loss of jobs and revenues as 
foreign companies reconfigure their supply chains and invest in automation is an existential 
threat for some. At the same time, water shortages, irregular rainfall and more frequent 
heatwaves conspire in many of the world’s poorest regions to drive their fast-growing 
populations towards the cities in search of better conditions. The multilateral agencies of 
the United Nations (UN) are long established and well-placed to help, assuming the  
wealthy countries follow through on their funding promises; it is in everyone’s interests to 
ensure the worst outcomes are avoided.

Companies that are demonstrably good operators and especially good corporate citizens  
are already developing a valuation premium over their peers, as the definition of ‘quality’ in 
investment terms widens.

Companies will feel the pressure to change at almost every level—from heightened compe-
tition for workers and investing in technological innovation, to increased requirements  
to demonstrate sustainability credentials, to navigating more intrusive legislation against  
a backdrop of climate change and geopolitical strains—boards and executives will require  
a wider set of skills and experiences to be able to succeed. The traditional divide by devel-
oped and emerging markets increasingly looks artificial, as country specifics dominate, 
selectively offset by what could be called management alpha, meaning management quality, 
evidenced by companies that are not only good operators, but also good corporate citizens, 
skilfully preparing their companies for ever-higher investor expectations.

From an asset allocation perspective, historical biases around asset class returns, volatility 
and overall risk management would need to be re-oriented. For example, if interest  
rates remain lower for longer and demographics are pointing to a larger number of depen-
dents, selecting appropriate safe havens that provide income may require a more  
creative use of global options outside of an investor’s home country. Incorporating a wider 
definition of ‘quality’ that includes such factors as environmental, social and governance 
(ESG) will be necessary to enhance both sides of traditional 60/40 portfolios.6 Alternative 
vehicles can also offer differentiated exposures to these larger themes as well as  
play an increasing role in diversifying traditional portfolios as risk reducers, income 
enhancers and alternative income providers. 

For more detail, view the full paper as well as the companion piece—Deep Water Waves 
Country Scorecards. We have included the methodology for the scorecards on the  
following pages.
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This study includes 70 
countries that currently form 
about 80% of the world’s 
population7 and 96% of the 
world’s GDP.8 These 70 
countries are the constituents 
of the MSCI World,  
Emerging Markets and 
Frontier Markets indices.  

Argentina
Australia
Austria
Bahrain
Bangladesh
Belgium
Brazil
Bulgaria
Canada
Chile

China
Colombia
Croatia
Czechia
Denmark
Egypt
Estonia
Finland
France
Germany

Greece
Hong Kong
Hungary
India
Indonesia
Ireland
Israel
Italy
Japan
Jordan

Kazakhstan
Kenya
Kuwait
Lebanon
Lithuania
Malaysia
Mauritius
Mexico
Morocco
Netherlands

New Zealand
Nigeria
Norway
Oman
Pakistan
Peru
Philippines
Poland
Portugal
Qatar

Romania
Russia
Saudi Arabia
Serbia
Singapore
Slovenia
South Africa
South Korea
Spain
Sri Lanka

Sweden
Switzerland
Taiwan
Thailand
Tunisia
Turkey
UAE
United Kingdom
United States
Vietnam

List of countries considered to derive the scales for each country reviewedCountry coverage

DEEP WATER WAVES  
COUNTRY SCORECARDS
STARTING POINT
In gauging a country’s preparedness to deal with the challenges outlined in the Deep Water 
Waves paper, our starting point must be the current structural position. We identified 
several building blocks that help us determine where a country is today: demographics, 
technology, debt and taxes. We used these building blocks to provide an indicative rating of 
country preparedness. Policy decisions taken in the next five years will either enhance or  
prejudice a country’s potential. As a result, these ratings should be considered a snapshot 
in time, indicating where countries are in terms of their structural positioning before  
any subsequent policy action. 

STRATEGIST VIEW
The strategist view contains an assessment on each country’s vulnerabilities, future chal-
lenges and current signposts. This is a subjective view combining demographics dividend, 
building block parameters and overall preparedness scale.

DEMOGRAPHIC DIVIDEND
Each country case study contains its demographic dividend classification as defined by the 
World Bank. The demographic dividend is the accelerated economic growth that can  
result from a rapid decline in a country’s fertility and the subsequent change in the popula-
tion age structure. It corresponds to a 20–30 year period in a country’s demographic 
transition when the proportion of working age population compared to the number of 
dependents increases rapidly. With fewer births each year, a country’s working-age popula-
tion grows larger in relation to the young dependent population. Smaller families result in 
increased public and private per capita investment in health, education and other forms  
of human capital. With more people in the labour force and fewer young people to support, 
a country can exploit the window of opportunity for rapid economic growth given prudent 
and timely policies and investments in health, education, governance, and the economy.9

Whilst the benefits of a dividend can be great, the gains are neither automatic nor guaran-
teed. The extent to which countries reap these dividends varies and depends on  
policies, and the dividends will not occur for pre- and early demographic dividend countries, 
if fertility does not decline. Thus, a slow or stagnating demographic transition poses 
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Demographics
• Percent of Population in 2040: Calculations based on data from UN Population 

Division’s World Population Prospects 2019.
• Number of Males to 100 Females in 2020: UN Population Division. 
• Education Attainment: Secondary & Tertiary: World Bank; Macrobond;  

STEM (% of Graduates): UNESCO Institute for Statistics.

Technology
• R&D as % of GDP:  World Bank; Macrobond. 
• Country Ranking in WIPO’s Global Innovation Index: World Intellectual Property 

Organization’s Global Innovation Index.
• Number of Robots per 10,000 Employees (in Manufacturing Industries):  

International Federation of Robotics; Macrobond. 
• Knowledge-intensive Employment (% of Workforce): International Labour Organization. 
• High-Tech & Medium-High-Tech Manufacturing (% of Total Manufacturing  

Output): United Nations Department of Economic & Social Affairs; Macrobond.

Debt
• Total Debt as a Percent of GDP at end-2020: International Monetary Fund, Macrobond.
• Reserves as a Percent of External Short-Term Debt: International Monetary Fund;  

Joint External Debt Hub; Macrobond.
• Social Spending as a Percent of GDP: OECD; Macrobond; International Monetary Fund, 

if mentioned.
• S&P Credit Rating: Bloomberg.

Tax
• Tax Complexity (100 is worst): Global MNC Tax Complexity Project. 
• Tax & Social Contributions Revenue as a Percent of GDP: OECD; Macrobond.
• Social Security Contributions as a Percent of Total Tax Revenue: OECD; Macrobond.
• Corporate Tax Haven Score (100 is worst): Tax Justice Network. 
• Top Statutory Personal and Corporate Income Tax Rates: OECD; Macrobond; PwC.

Data sources used to construct the building blocks

considerable risks to countries. Not only will a stagnating fertility decline risk missing the 
demographic divided, but it is also associated with increased poverty, worse health 
outcomes for women and children, lower investments per capita in education, lower levels 
of women entering the labour market, lower levels of women’s empowerment, higher levels 
of youth unemployment, and higher risks of political instability.10

PARAMETER METHODOLOGY AND OVERALL PREPAREDNESS SCALE
Each building block—demographics, technology, debt and taxes—comprises of parameters 
that we believe would facilitate an assessment of a country’s preparedness. The parameters 
selected are key nuances pertaining to each building block and are based on several 
underlying data points. Each parameter is measured by quintile across the 70 countries 
under coverage. The lowest end of the scale on the left indicates the first quintile, and the 
fifth quintile is on the right. The left to right scale reflects the scoring of the parameter  
from low to high. The use of  and  signs clarifies whether it is better/worse when the 
parameter is at lower levels or when the parameter is at higher levels. For example,  
parameters that are better when they are high like ‘innovation’ have the  sign on the right 
side of the scale. Parameters that are better when they are low, like ‘ageing population’,  
have the  on the left side of the scale.

The Overall Preparedness scale is derived by assigning an equal weight to the measurement 
of each parameter after reversing the scales for those parameters that are better when  
low (that have  on the left side of the scale). The result for Overall Preparedness is more 
prepared at the right side and less prepared at the left side of the scale. The weight  
of a building block in the Overall Preparedness scale depends on the number of parameters 
that represent it. Consequently, demographics, technology and debt have the same  
weights (since these have an equal number of parameters), whilst tax has a lower weight, as 
it has fewer parameters. We stress that this is not a predictive scale, but rather an indica-
tion of where the country stands today. Policy decisions taken in the next five years will 
either enhance or prejudice a country’s potential. As a result, these ratings should be 
considered signposts indicating direction of travel at the time of the data points indicated.

We compiled the data from various sources for each indicator listed below. These sources 
do not provide data for all the countries, so additional sources were needed and noted  
on each page. As some data are updated infrequently, we did the best we could to find the 
most recent sources. We provide footnotes for data that are sourced differently or that 
pertain to years prior to 2018.

Innovation

EXAMPLES

Ageing population

Debt levels

Somewhat positive

Neutral

Somewhat negative

Negative

Low High

Positive
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Endnotes
1. Source: US National Oceanic and Atmospheric Administration—“What is the deep ocean?” 
2. Source: International Monetary Fund (IMF), World Economic Outlook Database, April 2021—annualised real global GDP growth from 1996–2021.
3. Paul Volcker was the 12th Chair of the Federal Reserve. Jerome Powell is the current Chair. The two men are often referred to as personifying two schools of monetary policy—Volcker 

is remembered as waging war on inflation, whilst Powell has been more relaxed, focusing instead on unemployment.
4. Refers to the nineteenth century struggle between Great Britain and Russia to try to fill the vacuum created by the political decay of Islamic Asia. The Russians refer to it as  

Bolshaya Igra and it started from Constantinople and ranged to Persia, Afghanistan and the rest of Central Asia.
5. The International Finance Corporation is a member of the World Bank Group, dedicated to advancing economic development and growing the private sector in developing countries. 
6. The traditional mainstay of investment strategy has been to invest 60% of the portfolio in relatively higher risk/higher return equities and to dampen volatility with 40% in  

fixed interest.
7. UN Population: Based on data calculations for the year 2020 sourced from the United Nations Population Division’s World Population Prospects 2019. 
8. IMF data: Based on data calculations for the year 2020 sourced from the International Monetary Fund’s World Economic Outlook, April 2021. 
9. Source: UNFPA—United Nations Population Fund. Demographic Dividend. 2016. 
10. Ibid.

WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. The value of investments can go down as well as up, 
and investors may not get back the full amount invested. The positioning of a specific portfolio may differ from the 
information presented herein due to various factors, including, but not limited to, allocations from the core portfolio 
and specific investment objectives, guidelines, strategy and restrictions of a portfolio. There is no assurance any 
forecast, projection or estimate will be realised. Stock prices fluctuate, sometimes rapidly and dramatically, due to 
factors affecting individual companies, particular industries or sectors, or general market conditions. Bond prices 
generally move in the opposite direction of interest rates. Thus, as the prices of bonds in an investment portfolio adjust 
to a rise in interest rates, the value of the portfolio may decline. Special risks are associated with foreign investing, 
including currency fluctuations, economic instability and political developments. Investments in emerging markets, of 
which frontier markets are a subset, involve heightened risks related to the same factors, in addition to those associ-
ated with these markets’ smaller size, lesser liquidity and lack of established legal, political, business and social 
frameworks to support securities markets. Because these frameworks are typically even less developed in frontier 
markets, as well as various factors including the increased potential for extreme price volatility, illiquidity, trade barriers 
and exchange controls, the risks associated with emerging markets are magnified in frontier markets. Derivatives, 
including currency management strategies, involve costs and can create economic leverage in a portfolio which may 
result in significant volatility and cause the portfolio to participate in losses (as well as enable gains) on an amount that 
exceeds the portfolio’s initial investment. A strategy may not achieve the anticipated benefits, and may realise losses, 
when a counterparty fails to perform as promised. Currency rates may fluctuate significantly over short periods  
of time and can reduce returns. Investing in the natural resources sector involves special risks, including increased 
susceptibility to adverse economic and regulatory developments affecting the sector—prices of such securities can  
be volatile, particularly over the short term. Impact investing and/or Environmental, Social and Governance (ESG) 
managers may take into consideration factors beyond traditional financial information to select securities, which could 
result in relative investment performance deviating from other strategies or broad market benchmarks, depending  
on whether such sectors or investments are in or out of favour in the market. Further, ESG strategies may rely on 
certain values-based criteria to eliminate exposures found in similar strategies or broad market benchmarks, which 
could also result in relative investment performance deviating.
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