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EXECUTIVE SUMMARY

Section 1: Trends since 2015

Global Trends to 2035

In 2015, the European Straegy and Policy Analysis System (ESPAS) launched its report

0G|l obal Trends

to 2030: Cahwadd®hdhkElYd meetdatth ai ois al

and extend that report by including developments that have occurred in European and global
geopolitics since then, and will project developments out to 2035.

By paying attention to longer -term trend development, how breakthrough technologies may
be overhyped, and the reinforcing intersection of trends, this report attempts to avoid the
cognitive trap of placing too much emphasis on the most high -profile events that emerged at
the time of its writing. Nonetheless, there are some major stories that, desjte being relatively
recent, could have major long-term implications for Europe .

given Trumpds

Admini stration

US President Donald Trump. While immediate US foreign policy is highly uncertain,

unort hodo xtermitdan be gxpeategdehatthaysuai n t h e
pressures and incentives of the international systemwill come into effect and force the
United States to engage with the world along the lines of policy under the Obama

and Geor.ge

W.

Bushds second ter.:

Brexit. This report does not make a prediction for how or whether Brexit will be negotiated.

It does assumethat the population and economy of the UK will remain broadly the same
as projected and that by 2035, at least, it will have an extensive relationship with the EU,

either as a member or partner.

Refugee/migration crisis. Although the numbers of illegal border crossings have dropped

since their peak in 2015 and a resolution to the conflicts in Syria and Iraq will presumably
reduce the pressure for migration from there, migration pressures overall will increase. It
is likely that 2015 could be a precedent for the next time a conflict or natural disaster occurs

in Europeds ne

Information and cyber warfare.

risks of hacks.

i ghbour hood.

Despite the near-certainty of damaging cyberattacks as
internet-enabled devices proliferate and zero-day vulnerabilities are found by criminal
actors and hostile governments, this report assumes that the developed world will remain
dependent on the internet and technology. In some areas, such as toplevel political
campaigns, there may be a reversion to preinternet workflows, but the economic
advantages of information and communications technology will continue to outweigh the

Terrorism. The high-profile nature of the lone wolf attacks that have occurred across

Europe in the last few years inspire copycats and are difficult to prevent. Security services
will not be able to track every potential terrorist in Europe, especially as the collapse of the
Islamic State in Syria and Iraq triggers a return for foreign fight ers. Individual attacks

against Osoft

targetsd are

traditional modes and sources of terrorism .

| i kel balongside pager si st &
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Section 2: Trends to 2035

Trend 1: An ageing global population

The world is facing an ageing population due to a combination of increased life expectancy
and declining fertility rates. As dependency ratios shift with growing elderly populations,
governments will be faced with falling saving rates, falling consumption, and growing
pressure on socid services. There are stark differences in demographic changes between
developed countries and developing countries. In general, high-income countries are
experiencing population stagnation or decline. Conversely, many developing countries,

particularly in sub-Sahar an Afri ca, are experiencing oOoyou

working -age population. Both demographic scenarios pose challenges for governments
seeking to create policies that are economically sustainable and politically palatable.

Trend 2: Fragil e globalis ation in a multipolar world

Fears about weakening enthusiasm for globalisation have, seemingly, been realised in the past

few years. However, there are numerous variables that will shape whether the purported anti -

trade environment of 2016 laststo 2035. In the most likely scenario, globalisation patterns will

be shaped less by politics and more by structural factors. Global trade is steady as a percentage

of global growth, | i kely due to Chinads reorientation t
maturing of trade in goods. A more services-oriented economy will have different
requirements for global trade governance, but Beijing, Brussels, and Washington will remain

the key decision points for global economic affairs.

Trend 3: Industrial and technol ogical revolution

By 2035, technological advances will have a major impact on the social and economic
foundations of society, potentially more far -reaching than the initial phase of computerisation
from the 1980s onwards. Technologies involving automation and machine learning have the
potential to disrupt job markets, making millions of jobs obsolete. As technologies like self -
driving cars begins to proliferate, governments at all levels will be faced with questions of
adaptation, governance, and human development. Countries will be forced to consider how
much of their core information infrastructure they will permit to be run by companies
domiciled in other countries. Parties may be faced with a trade-off between protecting
consumer s0 pri vagthe gnoatt of artificiad intellgende rfirms that rely on
large amount of data for training and improving algorithms. The question of when platform
companies achieve monopolistic power will be a key issue brought before the court system in
many countries.

Trend 4: Climate change and resource competition

Changes in the global climate due to rising greenhouse gases will not be reversed by 2035,

even if great strides are made with the implementation of political agreements to greatly

reduce carbon usage in the future. As the consequences of climate change become increasingly
apparent -- and natural events such as famines and water strain become linked to climate

change in popular discourse -- the world is likely to see climate -related political disputes

prolif erate at the national and international level. Renewable energy will proliferate and

become costcompetitive around the world, but will trigger instability in countries dependent

on fossi |l fuel s, many of which are in Europeds

(0]
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Trend 5: Changi ng power in the international system

In many ways, the power balance in the international system in 2017 looks broadly similar to
the world in 2000. Yet in some fundamental ways, the world has changed considerably. The
wars in Iraq and Afghanistan have lef tits participants wary of foreign intervention. China has
expanded its global presence. Russia has demonstrated a willingness to intervene in
nei ghbouring countries and attack democracies Wwi
the 2007%08financial crisishash i t many n at iesdaofundmilitasy merdases. Theere
are some broad trends that arelikely to continue through 2035: the United States will remain
the largest military power; China and regional leaders will see their power grow; Russiawill
focus on areas of asymmetric advantage to counteract its declining population; and the
creation of a unified European military structure with significant expeditionary power  will be
one of the biggest wild cards in the international system.

Trend 6: New arenas of state competition

When projecting long -term trends in international affairs, it is important to consider the
possibility that the major conflicts of 2035 will be centred on issues that barely register in the
international arena today, or are secondary matters at best. Over the next two decades, these
will likely include: the space market; new weapons systems like unmanned vehicles; policing
rogue states; cyberwarfare and internet governance; and the Arctic Ocean.

Trend 7: Politics of the Infor mation Age

Politics often evolves as a reaction to changing societal and economic trends. There is evidence
-- from measures on inequality to the percentage of the economy comprised of services-- that
in much of the developed world, the industrial era has transitioned to an information
economy. Political reactions to these economic changes are already underway across the
United States and Europe. While they are highly unlikely to completely overturn the existing
political landscape by 2035, they will add new layers that will shift partisan coalitions and
incentive structures. Some of the most important aspects will be industry disruption and
political competition for new or more important voting blocs such as newly upper middle
class profesionals, former industry workers, gig economy contractors, and the elderly.

Trend 8: Ecological threats

While climate change is a gradual process that will be felt over the course of decades, it also
increases the likelihood of relatively sudden disasters, from stronger hur ricanes, deeper
famines, or droughts. By 2035, the world will most likely be confronted by more natural
disasters, and the political system will be required to adjust to them. Northern Europe will
see greater flooding. Southern Europe will experience more frequent heatwaves. The
international system will need to create a more robust system to protect climate refugees and
migrants, who will grow as climate change increases the power of natural disasters and rapid
urbanisation means that natural disasters will affect more people.

Section 3: International power to 2035

The eight global trends discussed in the previous section will have significant consequences
for some of the more fundamental assumptions about the nature of the international system.
They will | ikely add up to a continued evolution away from what might be known as the post -
Cold War order, dominated by a unipolar United States, into a multipolar order, in which
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medium -sized powers will have considerably greater power and corporations and
internati onal institutions will be major constraints on state action.

Two of the major uncertainties of the international system involve st at esd freedom of
Ift he nucl ear taboo remains in place and statesd
the feasibility of interstate conflict or cross-border action declines. However, if states are

increasingly unable to prevent domestic politics from spilling over into other countries, either

through refugee flows, terrorism, or criminal activity, there may be a pattern of regional

coalitions intervening in unstable countries.

Another variable is the resilience of global institutions in the face of changing economic and
political weight s. Countries such as China will demand greater representation , but will be
opposed by those countriesthat would stand to lose influence. If reforms are not undertaken,
there is a high probability of alternative institutions being created by those countries pushing

for reform.

Section 4: Scenarios to 2035

This section uses the senario planning method developed by Pierre Wack at Royal Dutch
Shell in the 1970s to propose alternate futures about the environment in which European
decision-makers are operating in 2035. The scenarios are not meant to be predictive of what
will happen, but to create internally consistent and plausible scenarios of what could happen,
S0 as to test assumptions and encourage policymakers to create contingency plans.

The scenarios are built from the combinations of the two following variables.

1. Adaptation (or non-adaptation) of European economies to the challenges of the
information age, leading to (in)stability in Europe

2. Managed (or disorderly) evolution of the global system towards multipolarity, leading
(in)stability outside Europe.

The two macro drivers were combined in their extreme versions to create four mutually
exclusive scenarios.

Scenario 1: Sick men of Europe: unstable Europe in a stable world.

In this scenario, Europe fails to adjust to the economic dislocations driven by the information
economy and the growing power of China, India, and others are directed towards
maintenance of the international order.

Europe sees relatively low average economic growth, with a recession affecting many of its
members as the United Kingdom leaves the EU without a transitition deal. Greece leaves the
euro and speculation is persistent that more countries will leave during the next recession.
Political parties across Europe find their support dropping quickly once in government and
the political system fragments, with extremist, nationalist, or personal vehicles comprise a
greater percentage of the vote share.

The United States abandons its OAmerica Firsté
its pivot to Asia. Developing countries are brought more closely into international institutions,
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but find their demands for reform met | argely

the loss of a UN Security Council seat and voting rights at the IMF.

Scenario 2: Cold Wars: stable Europe in a stable world.

In this scenario, Europe adapts to the information economy and the United States, Europe,
and China collaborate on ensuring that a multipolar world does not descend into conflict.

Europeds growth is in part attributabl eocialo
contract. A Europe-wide fiscal union and social safety net are introduced, minimising the
extent to which the common currency is over- or undervalued in each country of use. The
result is not an immediate panacea, just as the New Deal under President Franklin D.
Roosevelt did not lead to an end to the Great Depression. Instead, the gradual accumulation
of new policies leadsto a transformation of the political culture over the course of 15 years to

a more federalist system, with greater power for the European and sub-national levels of
government.

The greater stability in the international system encourages a summit on the norms of
cyberwarfare and a series of global agreements, modelled on the Strategic Arms Reduction
Treaty, attempt to create an acc@tance that hacking and purposely damaging civilian targets
is not permissible and that proportional responses are accepted.

The stability of this scenario contains the seeds of future problems. Seeking a peaceful
transition to multipolarity leads the Unit ed States and Europe to acquiesce to authoritarian
regions, climate change may be neglected by a focus on employment, and ageing populations
may encourage governments to win votes by delaying pension adjustments, thereby

imperilling future fiscal health.

Scenario 3: Hollow foundations: unstable Europe in an unstable world.

In this scenario, Europe fails to adjust to the information economy, and few European firms
are able to compete with tech companies in the United States and China. Global governance
is increasingly frayed, as the United States, China, and others clash over the roles they seek to
play in shaping the norms of the system.

Integration is effectively reversed by states promoting their own policies that had previously
been under the aegis of theEU. Ad hoc groups collaborate on various issues together, but
rarely achieve a European consensus, while member states frequently clash on foreign policy.
The Untied States becomes increasibly isolationist and sees NATO as less relevant for its
agenda. Article V remains applicable to the territorial integrity of its members, but is seen not
to cover information warfare or terrorism.

Tax evasion becomes a greater source of lost revenues for countries around the world and the
developed world sees the de facto creation of a two-tiered tax system, with the wealthiest
individuals and corporations paying significantly lower taxes. This is a source of contention
at international forums and a source of distrust between citizens and their governments.

a
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Scenario 4: The EU as a global power: stable Europe in an unstable world.

In this scenario, Europe increases wages for all parts of the population and stabilises the
financial system. China is aggressive internationally , in part to distract from domestic

economic and governance challenges.Brazil, Russia, Nigeria, and India advocate an end to
the Western-led international order.

Economic growth and instability elsewhere create the push and pull factors for migration to

Europe, which leads to a continent-wide system modell ed on Australi ads i
approach. A series of external crises produce European common responses. These create a

new integration momentum which is codified in a new treaty, termed a Constitution. The

United Kingdom rejoins the EU.

The High Representa i ve becomes a more powerful actor on
declining economy has led to conflicts in neighbouring states, as countries seek to
reincorporate Russian-backed enclaves. Europe is requestedas a mediating power both in its
neighbourhood and abroad, as it is accepted as a credible interlocutor by the United States

and non-Western countries.

Section 5: Policy challenges and options

The trends and scenarios present a number of challenges to the EUor the next two decades.
The followi ng is not a proscriptive list of policy recommendations, but an overview of ten
areas that the findings of the previous sections show will be of particular importance to
Europe in the next two decades.

1. Manage tensions related to NATO

NATO is likely to rema in the leader in major areas of security and defence for European
countries to 2035. However, European governments will need to manage or resolve a series
of delemmas surrounding the organisation in the coming years. These include: the US pivot
to Asia; whether NATO involves itself with border security; and whether a specific policy is
needed for Turkey.

2. Enhance EU defence and security institutions

The year 2035 may be too soon for a unified command structure that might rival that of a

nation-state. Nonetheless, progress on defence and security integration is likely, in part due

to new threats and the possibility of US inattention to European issues. Specific policy
challenges that the EU will need to focus on in the next 20 years include: reducing
inefficiencies in defence procurement; developing a common strategic outlook; and how to

use piecemeal approaches to defence and security collaboration in the coming years in the
service of larger strategic goals.

3. Strengthen cybersecurity

Cyber attacks will present major challenges for EU countries over the next 20 years, in large

part due to their unpredictable nature. For example, most cybersecurity experts failed to

foresee the apparent Russian attempts to influence the outcomes of the US election by

manipul ati ng online information and hacking key pa
certain specific challenges appear very likely over the next 20 years, such as attempts by

10
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foreign intelligence services or related groups to influence European elections; data
|l ocalisation regul ations, as EU ciEU intligansed
agencies or criminal groups from accessing their online data; and the development of a
cyberwarfare doctrine.

4. Employ sustainability as a source of soft power

Over the next 20 years, the EU will be challenged in areas of soft power in which it currently
enjoys leadership. An important one of these is the area of sustainable trade and investment.
The EU and its member states have developed some of the most compehensive sustainability
legislation worldwide. In the long term, this provides strong support for the reputation of
both the EU and EU corporations. This body of legislation gives the EU a platform from which
to drive similar change towards sustainable tra de and investment in other parts of the world.
As sustainability and environmental awareness becomes a greater concern to countries
around the world, the EU could use its leading position to increase its power in this area,
countering some of the loss in diplomatic influence that its relative economic decline would
otherwise entail.

5. Regain fiscal space in an environment of ageing workforces

Over the long term, the EU will need new policies to combat the impact of ageing populations.
As European governments seek to enact further reforms to social programmes to account for
an ageing population, they will face the prospect of voting publics who will not accept the
prospect of diminished living standards in their retired years. Over the next 20 years, policie s
in the EU may need to include: measure to increase the pension age in a politically sustainable
manner; schemes to extend the working life of citizens or enhance their productivity; and
policies to increase patrticipation in the labour force for working -age citizens.

6. Harness the power of artificial intelligence

Automation and artificial intelligence will accentuate several economic and public policy

trends over the next 20 years. While there is a tendency to emphasise employment
displacement, there is dso a positive impact, as new jobs are established in R&D,
programming and technology -related services. Major policy challenges and potential
solutions include: building a social consensus around the future of automation; encouraging
the rapid adoption of relevant new technologies, particularly by small - and medium -sized
companies, which are at a disadvantage in any field that requires access to large amounts of
data; re-assesing the development models for poorer countries; and considering income
assistane programmes for those whose jobs have been eliminated by technological change.

7. Combat food and water scarcity in Africa and the Middle East

Between now and 2035, climate change and resource competition could increasingly make
food and water scarcity in Africa and the Middle East into a geopolitical and security issue for
the EU, rather than primarily a development issue. There is a chance that there will be a sharp
rise in the number of people displaced by climate change seeking to migrate to the EU. Sane
responses to this include: expanding aid budgets on issues such as governance, corruption,
social safety nets and quality of institutions; better managing global grains stocks, which can
prevent price spikes on the most basic foodstuffs; and encouraging developments in
biotechnology, in areas such as droughtresistant crop technology.
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8. Gain from the opportunities of space exploration

From its genesis at the end of the 1950s, the de
unique in its purely scientific origins. In the European Space Agency (ESA), it has also

produced an organisation that has flourished in parallel with the EU, but with a remit that can

offer membership to a wider range of countries. Over the next twenty years, several factors

are likely to feed into the development of European space policy, such as: considering
Europebds emphasis on heavy | i ft rockets as a ¢
military doctrines; and deciding whether to compete with the private sector in comm ercial

areas, or focus governmental action on non-commercial tasks such as space exploration.

9. Create business clusters to build Europeds | e

Clusters of interconnected businesses and institutions can drive productivity and innovation
in various fields, and often rely on government support, either directly (through the location
of a government facility) or indirectly (through grants to universities). In order to compete
with firms in the United States, China, and Japan, European businesses would benefit from
the development and deepening of clusters. However, this may go against the political
impetus of the EU, to ensure that prosperity is spread evenly across the union, rather than
concentrated in a few areas that may already be wealthy. Some ways to balance these two
needs include: developing cluster-based policies to replace industry-level and firm -level
policies; encouraging more government funding of basic research at universities; facilitating
European-level social services and pension policies, to encourage migration from across the
Union to clusters; and ensuring access to capital and markets to help an innovative business
find the success that grows a cluster wherever it emerges.

10. Adapt to new types of terrorist threat

The threat from terrorism will remain a major challenge for European policymakers to 2035.
In addition to seeking ways to respond to the currently known types of terrorist threat s, new
types of threats will emerge over the next 20 years. These may include, but will not be limited
to: bio-hacking, the design of new germs and viruses; advanced robotics, allowing precise
assassination attacks or mass casualty attacks to be remotely launched by individuals and
small groups; 3D-printing weapons; and lone wolf attacks against soft civilian targets.

12



Global Trends to 2035

SECTION 1: TRENDS SI NCE 2015

In 2015, the European Strategy and Policy Analysis System (ESPAS launched its report
0GIl obal Tr e n d be EJ oneeRtleXiallengEsaaneads! This report aims to update
and extend that report, incl uding developments that have occurred in European and global
politics since then, and will project out to 2035.

By paying attention to longer -term trend development, this report attempts to avoid the
cognitive trap of placing too much emphasis on the most high-profile events that emerged
near the time of its writing.

Nonetheless, there are some stories that, despite being relatively recent, could have major

long-term implications for Europe , both domestically and in relation to its geopolitical power,
which this report defines as its ability to influence events at the international level .

Their interaction with the trends and impact on policy challenges is explored in further depth
in the report, but it is useful to foreground the issues that this report co nsiders of particular
importance.

US President Donald Trump. At the time of writing this report, Trump is the president of

the United States, but there are strong indications -- from the firing of the director of the
FBI to historically low approval rating s -- that impeachment or resignation is possible.
Further, there are institutional constraints on the presidency and Vice President Mike

Pence, should he take office or become de facto president, wouldlikely manage a more

conventional foreign policy. Ther efore, while immediate US foreign policy is highly

uncertain, given Trump®&s unor-tetmdtdanbe egpedted c y

that the usual pressures and incentives of the international system would come into effect.

This is not a certainty, to be sure, given the long-term consequences of immediate decisions

that could lead to a war, but is the most likely scenario for how his administration will
affect US power to 2035.

Brexit. The process of the United Kingdom departing the EU is underway, wi th little
indication from London or Brussels on the contours of the post -Brexit relationship. This

creates a wide range of possible outcomes to 2035: from a weakened UK, which has

suffered a major depression and seen Scotland and Northern Ireland leave thecountry, to

a country that has proceeded largely along pre-Brexit economic projections, to a reversal

of Brexit or re-application of the UK to the EU. In forecasting the trends for the EU, this

report assumes that the population and economy of the UK will remain broadly the same
as projected and that by 2035, at least, it will have an extensive relationship with the EU,
either as a member or partner. Contingencies in which Brexit leads to a domino effect are

addressed in Section 4: Alternate scenarios.

applications received in 2010.The surge in migration appeared to be driven by the conflicts
in Syria, Afghanistan, and Iraq, which were the main three sources of origin for asylum

16 Gl obal Trends to 230: Can t hbRurogedh SimaegytandPdliey Amallysis ISystam, g e s

http://ec.europa.eu/epsc/sites/epsc/files/espas  -report-2015.pdf.
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applications. Although the numbers of illegal border crossing dropped by more than three -
guarters from 2015 to 2016, and a resolution to the conflicts in Syria and Iraq will
presumably reduce the pressure for people there to migrate, it is likely that 2015 could be
a precedent for the next time a conflict emer g

Information and cyber warfare. In US and French presidential elections, hackers
attempted to disrupt campaigns (and arguably succeeded). Damaging hacks and viruses
have also been seen in sitings as diverse as Hollywood -- with Sony Pictures in 2014 -- and
the healthcare sector-- with WannaCry in 2017. Despite the near-certainty of more hacks
as internet-enabled devices proliferate and zero-day vulnerabilities are found by criminal
actors and hostile governments, this report assumes that the developed world will remain
dependent on the internet and technology. In some areas, such as toplevel political
campaigns, there may be a reversion to preinternet workflows, but the economic
advantages of information and communications technology will continue to outweigh the
risks of hacks.

Terrorism. Since 2015, there have beemumerous terrorist attacks in Europe, some of
which appear to have beenplanned by terrorist organisation, and many of which appear
to be 01! on eWhietérbridm iariotaaewlplsEenomenon in Europe, the pace and
methods of the new round of attacks are particularly hard t o prevent. Six of the seven most
recent terrorist incidents causing fatalities in Europe have involved attackers using cars or
trucks to drive into crowds of pedestrians. It is likely tha t security services will be hard -
pressed to track all those radicalised, especially asthe collapse of ISIS in Syria and Iraq
triggers a return for foreign fighters, and that the high -profile nature of these lone wolf
attacks inspire others to copy their techniques.

14
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SECTION 2: TRENDS TO 2035

TREND 1: AN AGEING GLOBAL POPULATION

The world is facing an ageing population due to a combination of increased life expectancy
and declining fertility rates. As dependency ratios shift with growing elderly populations,
governments will be faced with falling saving rates, falling con sumption, and growing
pressure on social services. The ability of states to adapt to changing demographics will
largely depend on their capacity to in stall policies that are sustainable both politically and
economically in the long term.

There are stark differences in demographic changes between developed countries and
developing countries. In general, high-income and predominately western countries are
experiencing population stagnation or decline. Conversely, many developing countries,
particularly in sub-Saharan Afri ca, are wexperiencing
working -age population. Both demographic scenarios pose challenges for sustainable
development that could have global political and macroeconomic impacts. 2

| - Developing countries

Many developing countries are seeing a growth in working -age citizens, helped by high
fertility rates in recent decades combined with greater medical care. However, the youth bulge
has passed through some developing countries already and thesewill experience the same
ageing patterns as developed countries. As Figure 1 shows, the ratio of children to the working
age population to 2015 (indicative of how many will enter the workforce by 2035), has steadily
declined in many large emerging or developed countries, but remains extremely high in most
of Sub-Saharan Africa. This will hinder the chances that the Sub-Saharan African economies
grow strongly, as their dependency ratio will be high, but is also a reflection of an underlying
economic problem, in that fertility rates are most often high when women have the least access
to the workforce. High fertility rates will be both a cause and effect of pressures driving down
broad-based economic growth.

The fall in the you th dependency ratio, in those countries where it occurs, can be tracked with
the demographic dividends that countries enjoy , with a higher youth dependency ratio
indicating a demographic dividend that will extend further in to the future.

By 2040,the median citizen of Brazil and Mexico will be almost as ol d as thethat of the United

States, and Chind svill be older. South Korea, Taiwan, and Singapore have median ages
similar to Germany, Italy, and Japan3 More than one-third of the global over-80 population

will live in China and India by 2040 and 10% will bein Latin America. Social spending in these
countries will require a much larger budget share than in advanced markets if similar levels

of healthcare are to be provided, given the smaller per capita earnings of the working age

population .

26 Wor | d Popul aWnited Natidhs Roputhtton Fundhttp://www.unfpa.org/world -population -trends.

3 Where data in this report projects beyond 2035, it is because those years provided the most accurate data
available.
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Figure 1. Youth bulges worldwide. Size of youth (0 -14) population to working age (15 -64) population per 100.
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Developing countries face the challenge of capitalising on the demographic dividend they are
experiencing now, with rising workforce popul ations, while planning for the eventuality of
an ageing population in the future. The World Economic Forum forecasts developing
C 0 unt mealte spdnding will rise at 10% per year to 2022, compared to only 3.7% in
developed countries.4 Higher spending inc reases are likely to persist through 2035, as the
workers who constituted the leading edge of the demographic dividend in many countries
begin to retire. As seen in Figure 2, many developing countries have been growing older more
than they have been growin g wealthier, as compared to developed countries, over the past
two decades.

4Worl d Economic Forum, oOHealth Systems Leapfrogging in Emer
http://www3.weforum.org/docs/WEF HealthSystem LeapfroggingEmergingEconomies ProjectPaper 2014.p
df.
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Figure 2: Ageing and economic development trends

Source: IMF, Oxford Analytica

1. China and East Asia

East sharpdedire infertility, partially due to China's one child pol icy, will soon present
as an agewave, with the elderly share of the population rising from 11% to 24% by 2030. By
2030, China's working-age population will be contracting by 0.7% per year, and internal
migration from rural to urban areas will not be suffi cient to supply new workers for the
manufacturing labour force. Rates of saving and investment will likely fall as the Chinese
population ages, leading to a downturn in foreign direct investment, as China's economic
landscape presents lower rates of return on capital investments.

The short-term boom in Chinese fertility due to the ending of the one -child policy in 2016is
unlikely to do more than create a mild alleviation of China's ag eing issue. In fact, for at least
the next 15 years,the dependency ratio will grow, as more children are born but do not yet
reach working age.

South Korea and Singapore have incentivised having children with tax breaks and
government-sponsored dating services. It is possible that China will consider further boosting
policies that support more children per family . Nonetheless, increased fertility in the region
now will not add to the workforce until after 2035.

17



EPRS Global Trends Unit

2. India

The elderly population in India is expected to rise from 5% to 8% by 2030, and to 12% by 2050.
Unlike China, | ndia's working age population will continue to expand in the coming decades.
However, India will be challenged to find productive employment for all these workers. L ess
than half of Indians in their twenties have completed any form of secondary education and
37% of all Indian adults are illiterate . This has contributed to a large gap between the skills
demanded by the growing Indian workforce, and the skills available in the Indian population.

Large discrepancies in regional fertility rates will shape India 0 s ability t o co
demographic shifts. Birth rates have fallen in the Southern parts of the country, meaning the

less developed Northern stateswill have to create many more jobs than projected to employ

its young citizens. It is possible that India's long democratic tradition will aid its efforts in

adapting to these demographic shifts, but the internal dynamics of ageing and richer states

against younger and poorer states raises difficult questions of the political sustainability of

any policy arran gement.

3. Latin America

The demographic transition towards an older population is happening much faster in Latin
America than in other parts of the developing world, with fertility rates as low as 1.9 births
per woman in Brazil and Chile. The elderly popul ation in Argentina is expected to reach 17%
by 2050, 20% in Brazil and Mexico, and 22% in Chile, a ratio on par with the United States.
The challenges of Latin America will be to sustain their social welfare systems, as with Europe,
but with a lower per ca pita GDP.

4. Russia

Russia's demographic transition began early, and its fertility rate is already down to 1.4 births
per woman. Low birth rates have been accompanied by deteriorating health and lower life
expectancy, which have severely trailed the consistent improvements in life expectancy
among OECD members. Nonetheless, by 2050, Russia's median age will have risen to 48,
making it slightly older than the developed world , assuming that there is not another repeat,
in macroeconomic terms, of the collapse of the Soviet Union, which accompanied a
precipitous drop in Russian life expectancy

Russia's human capital will be eroded by the population's poor health and life expectancy, the

combination of which will put a damper on economic growth. Sick workers are les s
productive, which discourages foreign direct inyv
now around 140 million, is expected to drop to 125 million by 2030.

This will put Russia in a precarious position, as it becomes increasingly dependent on natural
resources as its labour force declines, but these resources are prone to sharp cyclical swings.
Its reliance on hydrocarbons may prove to be a major weakness if renewable energy becomes
the default energy source. The Russian economy is not, for the medum -term, likely to be able
to generate much stronger growth through innovation.
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Figure 3: Life expectancy at birth, years
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Il & Developed world

An ageing population poses a series of challenges to the global economy, due largely to a
combination of lower saving rates, changes in investment patterns, impacts on asset prices
and returns, and the effects of globalisation.>

Saving rates generally conform to a personds | if
of a career, and fallto negative during retirement. As workers head towards retirement, they

transfer savings from volatile assets such as equities to lowrisk assets such as bonds and

money market funds. This will place downward pressure on the value of stocks, by reducing

consumer demand.® This economic shift will be felt unevenly throughout the world, as some

countries see a savings boom as their growing working age population permits a demographic

dividend.

The United States will be less vulnerable to ageing pressures thanmost developed world
countries. It has a younger population than most developed world countries (median age of
38 compared to a median age of 47 for Germany) and has a tradition of accepting younger
immigrants.

SBoswort h, Barry P., Gary Burtless, and Ralph C. Bryant. 6T
Ecooomy: A Surevy | B r ®mdkingsRBraokings) 28 duly20i6,i on . 6
https://www.brookings.edu/research/the  -impact-of-aging-on-financial -markets-and-the-economy-a-surveyy/.

6 Institution of Medicine (US) Committee on the Long -Run Macroeconomic Effecs of the Aging U.S. Population.
6Saving and Ret iAgiegmedrihe M&m®eacanony:tLgdgr Implications of an Older Populatiotl,S.
National Library of Medicine, 10 Dec. 2012, https://www.ncbi.nim.nih.gov/books/NBK148839/.
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Japan will be on the leading edge of developed world ageing trends. It has the oldest median
age of any large country, one of the lowest fertility rates, and has a foreign-born population
of only 1.5% of the country, demonstrating a resistance to immigration.

1. Europe

Europe will sit between the Unit ed States and Japan in its demographic shift.

European states can be divided into two main categories: on one hand, countries such as
France, the Netherlands, and much of Scandinavia are experiencing a fertility rate ranging
from 1.8-2.0 per woman, close b replacement level. In the other group, Germany, Central and
Eastern European countries, and Mediterranean countries are experiencing fertility rates
between 1.3 and 1.6, leading to a sharply catracting workforce population.

Overall, the demographic old age ratio (people over 65 per 100 people aged 1%4) in the EU
is expected to increase from 27.8 to 50.1 by 2050, meaning that there will only be two working
age people for every person over the age of 65.As Figure 4 shows, although the low fertility
rates will reduce the number of young dependents in each society, the working age percentage
of the population will decrease as a result of growing older generations.

Figure 4: Working age population projections, per 100 people
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7European Commis si on. O6The 2015 Ageing Report: Economic
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http://ec.europa.eu/economy_finance/publications/european_economy/2015/pdf/ee3_en.pdf.
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The cost associated with an aging population will have fiscal impacts throughout Europe.
The declining working -age population and costs associated with an ageing population are
together expected to reduce growth rates by 0.2%, offset primarily by labour productivity
growth due to technological innovation and automation. The projected change in age -related
expenditures is expected to be two percentage points of GDP by 2050, primarily driven by the
costs of providing healthcare to the elderly, who use more health services on a peryear-of-
life basis than younger people. In countries such as Germany, where total GDP will fall
because of low fertility rates, there will be efforts to extend work lives and to boost labour
force participation.

1.1.Political s tability

Many European countries have recognised the implications of an ageing population and
contracting workforce, and have initiated reforms to pension systems. For example, in France,
pension contributions by employers and employees will slowly rise in an attempt to prevent
an increase in retirement age8 However, there is a tension between pension systems that are
sustainable & with pension benefits that can be supported by the working population & and
acceptabled not triggering an electoral backlash.

As European governments seek to enact further reforms to social programmes to account for
an ageing population, they will face the prospect of voting publics who will not accept the
prospect of diminished living standards in their retired years. The shift of populati ons to being
nearer to retirement age will constrain the ability of politicians to enact reforms that will take
effect soon, creating an incentive to transfer wealth from the young to the old. The Social
Security reform agreement by President Ronald Reagan and Congressin the United States in
1983 phased in changes so gradually that the largest tax increases and benefit cuts targeted
people who w ere at the time 11 years old-- and therefore could not vote against the measure.

Politics in the coming decades will see a constant balancing act by European governments
between temptations to increase benefits for the growing ranks of elderly voters, and the need
to make unpopular cuts if costsbecome unsustainable?

One possi bl e s ol udng populatiom colfdube onmigration. aFgur-fiths of
asylum applicants in Europe in 2015 were under 35 years old; refugees and immigrants could
partially offset the contraction of Europe's working age population. However, the process of
integrating immigran ts is acontentious political issue; politics may become divided between
parties that would rather increase immigration to pay for higher social spending, and those

that would rather restrict immigration and pension benefits. 10

Immigrants themselves age ard their birth rates quickly mirror those of the overall populat ion
and so immigration would delay but not solve the problem of ageing populations. Further,

8Carnegy, Hugh, r@Krn amd e oawaihdu |l Fimancipl®mes,i2bAug. 2083 or ms, 6
https://www.ft.com/content/a39fea58 -0f35-11e3ae6600144feabdcO

9Hernan Wi nkI|l er. o6Hotw owisl |a fafgeVéotlg Eppoarpiafadracis Jude 2015,
https://www.weforum.org/agenda/2015/06/how -will -ageing-populations -affect-politics/.

W6Attitudes abput Agi nd:ewA Re@lsemalc hP eresnpg eea toid0JeB.I2D1B,al At t i t ud
http://www.pewglobal.org/2014/01/30/attitudes -about-aging-a-global-perspective/.
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the volume of immigrants required & some estimates have suggested 800,000 per year in
Germany d may well be beyond what is politically, socially, or economically sustainable.

1.2.Europe's position in the geopolitical order

As Europe's working -age population contracts while the developing world sees increased
growth, Europe's position in the global economy an d international political order will be
threatened, a pressure that will grow to 2035. While GDP per capita may be sustained, the

regionds power in international institutions

aggregate GDP, which is dependenton population.

However, Europe will not see a rapid decline in global power before 2035. It will increase
relative to Japan and Russia, and China may be more constrained in its spending, as theeffects
of the one dild policy are felt in its worker -dependency ratio. Europe may therefore cede
some ground to India and developing countries in Africa, but will remain one of the largest
economies in the world, have considerable military expenditures, and have stable political
and economic institutions .

One possible wild card is automation and machine learning. If large numbers of jobs are
eliminated worldwide by technological substitution, then countries such as Germany and
Japan, with high innovation and declining populations, may be best positioned. They woul d
enjoy the advantages of economic growth, while avoiding the unemployment issues that
would affect other countries.

However, given current trends, that is a small probability event. While rapid adoption of
automation would permit greater productivity wit  h fewer workers, it is currently impossible
(and unlikely to be possible before 2035) to automate the high numbers of jobs in the
healthcare sector needed to accommodate an elderly population,and employment losses in
the working age population would furth er strain the tax base for a country with a high
dependency ratio.
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Trend 2: Fragile globali sation in a multipolar world

Fears about weakening enthusiasm for globali sation have, seemingly, been realsed in the past
few years. The United Kingdom vote d to leave the EU. China has launched the Asian
Infrastructure Investment Bank, which could be a signal that it will be shifting away from
Western-led international institutions. Donald Trump campaigned against nearly all existing
trade agreements, and pulled out of the Trans-Pacific Partnership (TPP) as one of his first acts
of his presidency.

However, not all of these events are definite indicators of a more fragile era of global trade.

There arenumerous variables that will shape whether the purported anti-trade environment

of 2016lasts to 2035. In the most likely scenario, globalsation patterns will be shaped less by

politics and more by structural factors dependent on the contours of a services-oriented global

economy, and Beijing, Brussels, and Washingtonwill remain the key decision points for global

economic affairs, and rhetoric on trade moving from an e
di scussion of what constitutes ofree and fairo t

| - Economic leaders

1. United States

Donald Trump appears persorally opposed to the concept of multilateral negotiations and
institutional frameworks for discussions, but Congressremains opposed to protectionism.

Therefore, it is unlikely that the United States will completely withdraw from international
trade agreements through 2021, when the next president will take office , but neither will it be
at the forefront of advocating for them. From 2021 (or earlier) through 2035, there will likely
be a return to a commitment to free trade principles. As China becomes more powerful and
its military spending increases, there will be a greater geostrategic impetus for the United
States to engage in global institutions. The desire to constrain China was one of the main
drivers of the TPP, but was not powerful enough to override other concerns held by members
of Congress, particularly that it would lead to job losses in the manufacturing sector . As China
builds new aircraft carriers and seeks to expand its influence in East Asia, national security
issueswill rise and the United S tates, as it did after the Second World War, will likely turn
away from protectionist impulses.

One indicator of whether a more pro-globalisation attitude will take hold in Congressiis if the
United States adopts a much stronger suite of policies to helpworkers displaced by a changing
economic landscape Increased funding for trade adjustment assistance-- financial support to
those workers who can show their job loss was as a result of a trade agreement- would permit
lawmaker s to back new trade deals with less fear of electoral consequences granting more
relative weight to the pro -trade business and defence communities

2. Europe

Headlines on EU trade policy in the near term will be dominated by Brexit negotiations. Yet

a more worrying indicator forthe EU6 s abi |l ity to conduct trade ag
the Comprehensive Economic and Trade Agreement (CETA) with Canada, which was

approved with difficulty after opposition in the Wallonia regional parliament. CETA may
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send the signal to other interested parties that agreements with the EU are uncertain, even
after negotiations are complete.

A May 2017 European Court of Justice decision has clarified some of the divisions of
competenciesbetween the EU and member states. This may help to protect future agreements.
However, the ruling stated that non -direct foreign investment and dispute settlement regimes
are not the exclusive competence of the EU, which raises the possibility of internal deadlocks
on those parts of economic flows.11

Europe will likely stil | be one of the drivers of global trade rules, despite the course of specific

major trade deals, simply because all European states have exports and imports as higher
percentages of their economies than thaeargddtni t ed S
exporter and importer.

3. China

In January 2017, at the World Economic Forum Annual Meeting, Chinese President Xi Jinping
pushed back against protectionist sentiments from the United States and Vice Premier Zhang
Gaoli reiterated China's commitment to multilateral free trade agreements (FTAS) at the Boao
Forum for Asia in March 20172 However, Zhang also stated that China intends to prioritis e
regional free trade relationships, rather than strengthening global institutions .

One example of this strategy is the 16-nation Regional Comprehensive Economic Partnership

(RCEP), composed of the ten member states of the Association of Southeast Asian Nations

(ASEAN), together with Australia, China, India, Japan, South Korea, and New Zealand. RCEP

membership represe nt s about 46% of the worl daheglghalpul at i
economy. While there are obstacles to completion, it is likely that sufficient compromises will

be found for its passage. As Figure 5 shows, the RCEP includes all of the AsiaPacific members

of the TPP.

This process, if repeated, may see a bifurcated systenmemerge by 2035 a series of trade deals
and institutions promoted by the United States and Europe competing with a China -driven
set of FTAs.

11 Court of Justice of the European Union, Press Release No 52/17, Luxembourg, 16 May 2017,
https://curia.europa.eu/jcms/upload/docs/application/pdf/2017 -05/cp170052en.pdf.

25China Vice Premier Sees 0©6Unst opHRoarbergcofBmomberd, 24Mar. of Gl obal i
2017 ,https://www.bloomberg.com/politics/articles/2017 -03-25/china -vice-premier -seesunstoppable-
momentum -of-globalization .
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Figure 5. Membership in RCEP and TPP, befo re the United States withdrew from TPP
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[l - Globali sation elsewhere
Between now and 2035, countries that are not in the G3 of the United States, EU, and China,
will have a major impact on how global trade develops.

There will be a push from developed c ountries for higher environmental and labour standards
in developing countries . This will be carried out both bilaterally and unilaterally; developed
countries will seek to engage emerging markets through governmental and business ties,
while raising stand ards on imported goods.

For example, Myanmar, Cambodia, Vietham, the Philippines, and Laos have implemented
measures to ensure higherfood and beverage standards to comply with Japanese, US and EU
food and drug codes. Such policy developments may lead to gradual changes that will, while
not replacing the lack of major US- or EU-led trade deals, mitigate the effects of their absence.

Regional agreements that do not include the G3 will expand and deepen. As the middle class
in Africa grows and has consumer power, the economic linkages created by the trade across
borders in Africa will pressure leaders to regulate trade. It is unlikely that a major trade
breakthrough will occur in these areas; the once-discussed monetary union and single market
within the E astAfrican Community seems highly unlikely, as domestic agendas and concerns
regarding economic sovereignty dominate member states. Nonetheless, gradual changes will
occur here to create a situation in which there are more power centes in the global economy,
most likely led by countries in the G20 or regional economic organisations.

[Il - Structural changes in globali  sation

It is doubtful that world trade can sustain past trend annual growth rates of as much as 6 -7%
in volume and 10% in value terms. Such rates were around double typical GDP growth. The
global average for the ratio of imports/exports to GDP rose from just over 10% in the mid-
1960s to a peak of more than 30% in 20QAvhere it has broadly stayed since. Data shows that
the difference between GDP growth and trade growth may be linked to the rapid increase in
exports in China from 1990 to 2006, as itbecame a major manufacturing exporter. As China

25



EPRS Global Trends Unit

redirects growth more towards domestic consumption , disconnect between trade and GDP
may be seen as aunique occurance, and that world trade will not experience a similar
phenomenon through 2035.

Figure 6. Annual growth rates in GDP and trade, five -year rolling average
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The IMF estimates that subdued trade in investment goods (volumes and prices) accounts for
about 75% of the world trade slowdown. The maturing of global supply chains has also
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contributed to slowed trade growth. China is transitioning towards more domestic -led
growth and domestic firms are internalising more of their supply chains. The growth of the
US shale oil and gas sector has also led to less offshore manufacturing by US companies,
through reducing energy input prices in US factories, helping the United St ates become more
self-sufficient.

Furthermore, there are limits to any policy measures countries could adopt to reverse the fall
in world trade growth. Particularly if the lack of demand for capital equipment is the most
important contributing factor to t he drop in trade, a boom in countries that manufacture
capital goods, such as the United States or Germany, or in sectors that require few major pieces
of equipment, will not reset trade growth.

1. Goods trade maturing

The falling share of the advanced economes in world trade raises questions about the
relevance of encouraging world trade . Over the medium to long run, increasing trade benefits
the world economy, despite its costs to some industries, according to the consensus of
economists. It spurs global efficiency, acting as a conduit for transmission of skills and
technology and raising long -term productivity through technical progress. However, other
drivers of growth could become more imp ortant to global GDP than trade, as on-demand
business requires shater supply chains, 3-D printing redu ces the need for manufacturing
hubs, and an emphasis on customgation benefits service providers located near the consumer.
The trade/GDP ratio may not return to its previous peak and may not be a key indicator of
economic strength of a region, in the way that it has been.

2. Shift to services

The trade outlook for global trade may depend on the balance between emerging market
developments that will boost trade and changesin developed countries that will decrease
trade.

Developing countries are witnessing growth in consumption and a rising middle class which
demands imported goods. Further, their exports and imports are increasingly flowing
between other developing countries, protecting trade flows from being tied wholly t o the
economic preferences of the developed world.

Advanced economiesare moving towards servicesas the main source of economic value, even
in manufactured goods. This, alongside shifts within the trade in goods, are likely to curb the
demand from advanc ed countries for imports and thus lessen their role in world merchandise
trade. As shown in Figure 8, trade in goods rose much more rapidly than trade in services
from 2000-2008 for the euroarea, China, and the United States. Since the initial recovery fron
the financial crisis, the share of trade has been even for these three blocsand has recently
begun trending towards services.
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Figure 8. Difference between value of goods trade (exports and imports) vs services trade (exports and
imports) , millions of U S dollars
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IV- New drivers of growth to 2035

It looks likely that the EU, focused as it is on its goods-export industries, will continue to lag
behind the United States in harnessingnew services and digital drivers of growth. While EU
collaboration has encouraged research and development (R&D) spending, it does not have
the fundamental research drive or capacity of a large single state, like the United States or
China, with investment in innovation needing to be shared among 27 countries.

In 2015, the EU snt less than 2% of GDP on R&D. To compare OECD members on average
spent 2.4%, the United States spent 2.8% and Japan spent 3.5%. addition, the EU venture

capital market is underdeveloped relative to the United States and the EU also lags behind
the United States in numbers of large high-tech companies and patents.

28



Global Trends to 2035

Trend 3: Industrial and technological revolution

By 2035, technological advances will have a major impact on the social and eonomic
foundations of society, potentially a more far-reaching impact than the initial phase of
computerisation from the 1980s onwards. Technologies involving automation and machine
learning have the potential to disrupt job markets , making millions of jobs obsolete. As
technologies like self-driving c ars begins to proliferate, governments at all levels will be faced
with questions of adaptation, gov ernance, and human development. Countries will be forced
to consider how much of their core information infrastructure they will permit to be run by
companies domiciled in other countries.

| - Technologies

1. Self-Driving Cars

Self-driving cars have left the realm of science fiction, with companies such as Google, Uber,
and Baidu investing in (R&D) for commercial self -driving car programmes. The success of
self-driving vehicles could eventually lead to the banning of human driven vehicles, as the
safety of driverless vehicles surpassesthat of traditional cars . While this shift will not happen
overnight, the possibility of a proliferation of self -driving car tec hnology by 2035 is likely. The
technology for fully autonomous cars will likely be in place by 2025, but human drivers will
still be wary of giving up control.

Until then, regulators will struggle to keep up with the commercial ambitions of the sector.
There will likely be several million fully autonomous vehicles on public roads by 2022, albeit
still with drivers present because of regulatory, insurance and safety issues, and with an
expected shift to non-drivers not long thereafter.

Autonomous vehicles are already deployed in dangerous locations, such as mines, and where
long hours of operation or tedious, repetitive trips are needed, like airport terminal shuttles.
Progress on developing self-driving cars is most advanced in China and the United States, the
worl dds t womarlkedsragveel as itsdaweo teading polluters. Unless major regulatory
changes occur elsewhere, it can be expected that selfiriving cars will advance most rapidly
in those places Some cities that see selfdriving cars as a component of an urban transit model,
like Helsinki and Singapore , will be the largest factors encouraging adoption elsewhere.

A tipping point may come when the first generation of drivers to have grown up with self -
driving cars takes the road. Young and new drivers are already the most dangerous; a
generation who rarely need to steer the car may not be trusted to take over from the car if
necessary, prompting more rapid regulatory change. However, it is still uncertain whethe r
that would happen before 2035 or which countries would be most skittish about this age
group. According to industry projections, self -driving cars would be about one -fifth of all

vehicle sales by 2035, with nearly half of all sales in the United States and China.
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Figure 9. Forecast sales d cars and light truck s
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Beyond changing the way that people use transportation, the proliferation of driverless
vehicles will put a dent in the tax income generated from traffic violations and other costs
associaed with private transportation , or may not be privately owned at all, reducing
registration fees. Local governments will have to create new tax schemes to make up for the
lost revenue in order to maintain their funding streams to maintain roads and bridges .13

It will also require governments to reconsider public transit options. It may be that self -driving
cars reduce traffic to the point that every commuter relies on an autonomous vehicle to get to
work, and the cars spend the day providing ride -sharing services. In this case, public transit
would be less and less relevant for commuting (unless the cars became owned and operated
by public transit systems). Or, conversely, selfdriving cars may be combined with public
transit services in a hub-and-spoke model. Self-driving cars can bring workers to a train or
subway station efficiently, where they travel long distances on a cheaper per-person basis.
This scenario would extend the reach of each station and increase the reliance on public
transit. Deciding whic h model a city will adopt should be a key component in transportation
investment decisions.

2. Artificial intelligence and automation

Automation, which involves programming a machine to perform a task previously done by a
human, and artificial intelligence ( Al), which involves programming a machine to learn about
the task as it performs it, are realities in many industries. While automated processes have
been present in many industries for decades, combining it with Al permits its use to spread
to many new industries much more rapidly than before, when each task required
programming by humans.

BDesouza, Kevin C., et altegLocaregdeennmenmpl08ati Bhsaof

Issues in Technology Innovatiomg. 27, May 2015 https://www.brookings.edu/wp -
content/uploads/2016/06/desouza.pdf
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2.1.Employment

In the next 20 years,researchers at the Oxford Martin School estimates that 47% of jobs in the
United States will become vulnerable to computeri sation, and that 35% of UK jobs could be
eliminated as a direct consequenceof artificial intelligence. 14 Particularly at risk are jobs that

consist of a set of tasks following defined procedures, such as data entry.

While automation and artificial intelligence are us ually associated with lower skilled jobs,
they have also begun to replace highly skilled workers. For example, oncologists at Memorial
Sloan Kettering, a leading cancer hospital in New York, have begun using IBM's Watson
artificial intelligence platform for diagnostics, and many law firms have begun replacing
paralegals with software such as Symantec's Clearwell system. As education improves in
many countries, there could be a growth of high -skilled workers that exceeds the growth of
high-skilled positions available.1® This could contribute to the shift in the makeup of the
workforce, as many highly skilled workers will be forced to take jobs below their pay -grade
or be supported with continual job retraining opportunities.

2.2.Governance

Al has the potential to generate significant wealth, but not everyone will benefit equally. A
small number of large companies will attract a significant amount of the relatively small pool
of people with Al expertise because theyhave the resources to develop sophisticated Al
systems. Al must be trained on vast amounts of data, and only a few companies in the world
have this supply. As their Al systems improve, and they can offer better products, they will
attract more customers, creating a feedback loop that builds their market position while
locking out others.

One of the concerns with this trend is that it gives a few companies a powerful yet hidden
influence. Al is used to present advertisements, search results and newsfeeds to users, which
gives power to the designers and owners of such systems to control what users see and how
they see it. Governments will need to decide whether anti-trust actions should be levied
against Al companies, especially if rounds of industry consolidation create a single entity with
monopolistic pow er, in addition to the economies of scalein big data and Al.

To address these issues, some orgasations have started trying to become more transparent
with their work on Al by making their algorithms and data publicly available for others to
use and analyse. Companies including Google, Microsoft, Facebook, Amazon and IBM have
formed a partnership for this purpose, while others, such as OpenAl -- a non-profit founded
by Elon Musk & were built on the idea of Al benefiting everyone in society.

Calls for transparency in Al will increase, as Al adoption grows and its failures , when they
occur, affect more people. By 2035, the social impacts of Al will be a major point of political
concern. If Al algorithms begin to evolve faster than engineers can understand them, such as

“Frey and Osbourne, 0The Future of Employment: How suscepti
http://www.oxfordmartin.ox.ac.uk/downloads/academic/ The Future_of Employment.pdf .

6Technol ogy, globalisation and the future of work in Eur oj
Dolphin, Tony. (eds.), Institue for Public Policy Researchlar. 2015,
http://www.oxfordmartin.ox.ac.uk/downloads/academic/technology -globalisation -future -of-

work Mar2015.pdf.
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the Facebook chatbots that invented their own non-human language, there will likely be

incidents that cause questions of legal liability for the creators of destructive or invasive

algorithms. 16 Questions about how Al runs advertising or news aggregation in the run-up to
elections may be one of the first debates to be held about this issue, and will likely arise in the
next few years.

3. Sharing economy

It is estimated that a sharing economy, one in which non -full time employees use assets they
already own (such asa car or a spare bedroom)to generate additional income, could have an
annual global value of 335 billion dollars by 2025. Governments have had mixed success
regulating sharing economies. Firms that coordinate such activities are growin g in popularity
among providers and users of the service, and their legal, lobbying and marketing resources
have often helped them prevail as force in highly regulated markets -- although in other cases
they have adapted to comply with at least some existing rules.

By 2035, most governments will have adopted some regulatory framework for these
companies, given the unsustainability of the current system of firms operating in legal grey

areas and then adopting post-hoc lobbying campaigns. However, the time of adoption will

likely depend on whether incumbent actors decide to co -opt the new market entrants, or fight
to exclude them.

One guestion will be whether any sharing economy achieves monopolistic status. This has not
yet happened. In the New York City taxi market, one of the most currently lucrative of all
sharing markets, Uber and Lyft combine for more weekly trips than taxis in 2017. However,
Uber faces a number of reputational challengesand licenced taxis are adopting ride -hailing
software.1” Nonetheless, platform economics -- in which companies act as the intermediary
between vendor and customer -- lead naturally to monopolies, because having a larger
number of customers attracts a larger number of suppliers (such as drivers for Uber,
homeowners for Air BnB, or sellers on eBay, which increases the options for customers,
creating a mutually reinforcing cycle of growth . As the sharing economy matures and
monopolies emerge in various markets, goverments will likely find themselves pressured to

break up firm s that are preventing new entrants into that market. 18

4. Data privati sation

The amount of private data ownership is rapidly rising, creating a unique problem for
governance. Questions of data ownership, consent, passive and purposeful data exchanges,
and individual liberties will enter public discourse as government ability to secure data is
tested.

LaFrance, Adrienne, O0OAn Artifici#ddumbmnt &lkhJheatpeiec ®Devel oped
Jun. 2017.

7Schnei der , Todd W. , 6Taxi, Ub e r http:/doddidvschneidet.colposisfiaexi i-n New Yo
uber-lyft -usage-new-york-city/ .

8Choudary, Sangeet Paul, o0The Dangers of Platform Monopol i e
https://knowledge.insead.edu/blog/insead  -blog/the -dangers-of-platform -monopolies-6031
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Local governments will increasingly need access to data in order to deliver human services
and enforce laws. Location data from personal devices could be used tohelp support search
and rescue operations and disaster response teams. Sociometrics could help innovate
communication systems. Governments will have to collaborate with com panies developing
new technologies, which could be difficult given limited budgets.

Yet privacy concerns will only grow as the amount of data expands. 1 Governments will be

asked to pass regulations to ensure <citizenso

legislation allowing governmental access to data for law enforcement purposes. If glasses that
include cameras like Google Glass, or home listening devices like the Amazon Echo,
proliferate, then citizens will be unwittingly creating recordings of nearly every moment of
their lives, creating a political debate that will touch some o f the most sensitive issues in
society.

Il - Implications for Europe

The European Commission estimates that new technology will boost Europe's GDP by 110
billion euros annually over the next five years, benefiting sectors that account for 60% of the
regions GDP 20 However, the poorer EU Member States are likely to face severe drastic job
losses because they have higher concentrations of lowskill jobs. The disruption of the job

market will be particularly challenging for countries that have less developed pe nsion systems
and even the richer states will lose out if Europe as a whole does not compete in the field of
Al.

One of the largest problems Europe will face in the next two decades is that most of the largest
tech providers in the world are based in the United States and China, and their dominance in

the sector will be consolidated by the shift to Al. The knowledge economy is particularly
suitable to economic clusters, in which a concentration of workers, companies, and capital
create a competitive advanta ge t hat is difficult to break.
largest cluster for information technology in Silicon Valley, with clusters for other industries

in New York (finance), Boston (biotech), and Detroit (automobiles).

Europe does not have similarly dominant clusters in these some of thesesectors. Rathermany
industries are spread out across countries2! Widespread networks can function well in some
sectors, especially complex manufactured products which can have separate hubs for types of
parts or assembly factories. However, industries in which there is a high level of turnover
within companies, or rapid start -up formation , tend to favour clusters, for the simple reason
that changing jobs does not necessitate a person move houses, thereby ragting friction in the
labour market. Of further concern toEurope, a o6 har d Br e x i th&sedclostels,d
such asthe finance cluster in the City of London.

Therefore, the EU will face the challenge of either supporting the development of single
clusters, which will require picking which regions will benefit from investment and job

®Totty, Michael . 0The The WallsStreetfloumdhav JGhesa&rComp&hy, L6yApr62017,
https://www.wsj.com/articles/  the-rise-of-the-smart-city-1492395120

20Karnitsching, Matthew. O6Why Europeds Lar ge BditicoFdcAprn o my
2017, http://www.politico.eu/article/why -europes-largest-economy-resists-new-industrial -revolution -factories
of-the-future -specialreport/.

21 For details on clusters by industry, see http://clustermapping.us and http://www.clusterobservatory.eu.
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growth, or rely on US or Chinese technology, with the concern that Brexit negotiations will

lead to the disruption of some existing clusters. Both are politically diffic ult approaches, and
there has already been considerable USEU friction over EU rulings against US technology
companies. The mismatch between the relative profiles of US and EU firms in the web
economy means that EU interventions in applying EU rules and de signing new legislation

will have differential impacts and major US firms will lobby European governments and
regulatory agencies -- perhaps with US government support -- to minimi se any adverse
effects.

Trend 4: Climate change and resource competition

Changes in the global climate due to rising greenhouse gases (GHGs) will not be reversed by
2035, even if great strides are made with the implementation of political agreements to greatly
reduce carbon usage in the future. As the consequences of climate chang become increasingly
apparent -- and natural events such asfamines and water strain become linked to climate

change in popular discourse -- the world is likely to see climate -related political disputes

proliferate at the national and international level.

| - Growing GHG emissions

According to the European Environment Agency, Europe is on track to hit its 2020 GHG

emissions target, and to miss its 2030 targe®? By 2023, all countries will be expected (at aUN

Framework Convention on Climate Change 6 st keekdt)a t o i ndicate traject
targets for GHG reduction efforts beyond 2030. By 2035 a new round of GHG emission

reduction targets will be underway, more demanding than the current round.

Despite the efforts of countries to fulfil their targe ts set out in the 2015 Paris Agreement,
climate change will have drastic effects by 2035. Globally, emissions will continue to rise, by
about 13% for carbon dioxide emission by 2035, according to the base case in the 2017 BP
Energy Outlook. 23 Even if there were a major breakthrough in renewable technology soon, the
amount of GHG already in the atmosphere and the time needed to shift the global economy
away from carbon means that some of the most damaging effects of climate change will begin
to be experiencedin 20306:35. The result will be disruption in weather and climactic patterns
that will lead to competition and possible conflict over resources, with spillover into the
political realm.

26Tot al Greenhouse Gas Emi s sTotal Greenhbuse Gad EmisaionsiTréAdsanide ct i ons . 0
Projectionsd European Environemnt Agencg1 June 2016http://www.eea.europa.eu/data -and-
maps/indicators/greenhouse -gas-emission-trends-6/assessment

220 BBner gy Out |l ook Bttf:Bsvw.ldp.cdmécbnient/datn/bBpdf/energy -economics/energy -
outlook -2015/bp -energy-outlook -2035booklet.pdf .
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Figure 10. Global warming above pre -industrial levels by 2100, degree s centigrade
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Il - Resource competition

1. Food

Food sits at the nexus of manytrends in resource competition and is one ofthe most important
topics for its effects on political and humanitarian matters.

The Arab Spring of 2011 has been attributed, in part, to a spike in worldwide grain prices in

2010, caused byweather effects lowering the size of harvests in Russia, Ukraine, China,
Argentina, Canada, Australia, and Brazil. 24 Political change triggered by rising food prices i s
not new; the French Revolution followed two years of poor harvests. However, in the next
decades, that clim ate volatility is expected to increase the frequency and severity of these
events.

Food scarcity on a global scale isnot inevitable. In its latest working paper, the UN Food and
Agriculture Organisation ( FAO) is sanguine about the ability of agriculture to provide for
population growth. 251t projects that population growth will be lower than in the past century,
especially in richer countries with mo re land-intensive diets, and the bulk of population
growth will come in poorer countries , which will have diets based on grains and vegetables
that are more efficient to farm.

However, there are three major wild cards. Climate change could make existing agricultural
areas less suited for cultivation. A global middle class may shift more rapidly to demanding

24Kel |l ey, Colin P., et al . 6Cl i mate change in the Fertile Ci
Proceedings of the National Academy of Science of the United States of AvaéricE2, no. 11, 2015,
http://www.pnas.org/content/112/11/3241

25A]l exandr at os, Ni kes. , Brui nsma, Jel |l e. , 6 Wo rESAIWaking i cul t ur e
Paper No. 103,FAO, 2012, http://www.fao.org/docrep/016/ap106e/apl06e.pdf
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meat -- itself a driver of climate change. And yields may cease to rise quickly enough to keep
up with demand.

The most likely course for food competit ion in 2035 is that there are sufficient resources for

the world population, but with periodic protest movements as importers face price rises.
Developed countries will be inve sting in innovative farming techniques, such as indoor farms
ormeatgrowninlabor at ori es, but the vast majority of
traditional farms. Food supply measures will come increasingly to focus on minimi sing
wastage -- the EU wasted about 88 million tons of food in 2012 -- and maximising yield

through better monitoring of farmland. 26

However, food production may increasingly be in competition with other environmental
objectives. The need to limit deforestation, and thereby constrain development of palm oil and
the area available for grazing cattle expansion, or the demand for renewable biofuels, could
cut into the supply of affordable food.

2. Water

The availability of water is becoming one of
economy. In many parts of the world, such as the Middle East, water basins are becoming
0closed, 6 meaning that all/|l water has been all

additional pressure.

Figure 11. Freshwater withdrawal as percentage of total renewable water resources in countries near Europe .
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Figure 12. Projected water withdrawal in 2025
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To tackle this issue, governments are experimenting with a variety of regulatory and
legislative reforms. These include:

restricting the amount of water rights available;
creating tradeable water permits; and
increasing effluence controls and introducing tradeable effluent permits;

Water prices rarely reflect the true cost of provision, as governments have often created
indirect or direct subsidies. Reform of water practices will therefor e increase the cost of water
for industry and agriculture. This will lead to business adaptation to minimi se the use of
water, or to minimi se the effect of using water, such as building factories that can recycle their
wastewater.

Emerging policy developme nts and technological innovations will significantly shape water
management practices and opportunities in the coming decade. These innovationswill occur
in three main areas:

Water Data. Advances in satellite and drone-based remote sensing allow systematt
data collection of water uses while sensorsallow water utilities to monitor water use,
leaks, and contaminants in real time.

_ Water supply. Emerging desalination technologies will make desalination
increasingly viable for many uses. New generation membranes incorporating
nanoparticles, carbon tubes, and graphenebased materials are showing superior
permeability and salt-rejection. Combined with renewable energy, which will allow
easy power supply to desalination plants, coastal cities around the world may be able
to supply their own water by 2035 through ocean water. However, it will still be
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inefficient to move water inland, given the power challenges inherent in moving the
weight of water against gravity.

Water Use. Agriculture claims 70% of world water withdrawal s, soprecision irrigation
techniques, such as drip systems delivering water directly to crop roots, can be some
of the most effective water control measures possible Advanced genomics could help
farmers optimi se growing conditions, watering am ounts, and schedules based on
better understanding of plant genomes.

2.1.Water in Europe

Europe is, as a region, relatively resilient in terms of water availability, but will be affected
negatively by migration pressures from areas of collapsing water supply , notably the Middle
East, and positively from the demand for European technology to monitor and minimi se
water usage.

3. Energy

The energy sector may see little to no competition for resources by 2035. This is, in large part,
due to the rapid advances made by renewable energy in the last decade.Energy companies
are attempting to position themselves for this new business model. They are shedding high

carbon assets such as codiired generation power plants.

The fall in solar and onshore wind costs puts renewable energy on a new footing. Previously,
renewables helped countries to meet climate change targets and secure supply, but were
relatively expensive. By 2035 they will likely meet affordability criteria, and do so without
subsidy in developing countries, leading to increased generating capacity worldwide,
tracking the shape of the power market in the United States, as shown in Figures 13 and 14
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Figure 13. Estimated levilised cost of electricity (LCOE) for new plants in  the United States in 2040, dollars
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Figure 14. Estimated electricity generating capacity in the United States, gigawatts
350
250
200
150
50
0

2018 2020 2022 2024 2026 2028 2030 2032 2034

Coal Oil and Natural Gas Steam 4
= Combined Cycle Combustion Turbine/Diesel
== NUuclear Power = Renewable Sources

Source: Energy Information Administration Annual Energy Outlook 2017

39



EPRS Global Trends Unit

3.1.Fracturing the global market

By 2035, the proliferation of renewable energy technologies, especially wind, solar, and tidal,

combined with more energy efficient buildings and electric vehicles, could put an end to the

concept of countries as energy exporters. Because renewable energgan be produced in any
country that has wind and sun, the | ocal energy
own resources. For many developing countries, this will require the development of grid

infrastru cture across countries. This would allow t he peaks and troughs in the solar and wind

to be balanced out across large distances.

There may still be a need in many electric grids for a fossil fuel-generated baseload, which can
take over when renewable sources are lagging, or to produce ondemand increased load.
However, this market may soon be serviced by natural gas, which can be globally traded when
more LNG terminals are built in both exporting and importing countries. The baseload could
become more climate friendly if technology develops surroun ding bio -energy with carbon
capture and storage (CCS). This involves using biomass in energy plants, then storing the
carbon. The technology is at an even earlier level of maturity than regular CCS, but it features
heavily in many future energy models, and is probably the main requirement in terms of
meeting climate targets by 2100. However, there are land-use implications of bio -energy with
CCShbecause it would require turning agricultural land away from food production

Nonetheless, the development of alternate sources of energy will likely fail to create climate -
friendly fuels for aviation and shipping, which will form a rising proportion of GHGs.

For Europe, the downside of this will be the geopolitical instability that a shift to renewable
energy could unleash. Many countries in its neighbo urhood are dependent on oil and natural
gas;fuels comprise more than 50% of merchandise exports forthe Republic of Congo, Oman,
Russia, and Kazakhstan, more than 75% of exports for Saudi Arabia, Qatar, Azerbaijan and
Kuwait, and more than 90% of exports for Nigeria, Algeria, Angola, and Irag. A drop in those
exports could trigger unrest, as governments find that they are unable to fund services or
maintain the social contract that, in some countries, was dependent on the revenues oil and
gas provided.

[1l - Political solutions

Many of the developments in this era will impact the outlook for climate change and spur
new divisions within international politics .

1. US-China rivalry

After the 2009 Copenhagen summit, which led to no concrete plans, much of the developed

worl dés efforts on climate change focused on enc
2015 Paris summit, these efforts succeeded, only to see the United States turn away from a
climate-friendly trajectory when President Donald Trump announced plans to pull out of the

Paris Agreement.

However, by 2035, Trumpds Administration wil!/ ma
trajectory. US cities and states have promised to keep their own emissions targetsmitigating

the damage to climate efforts from US withdrawal . Nonetheless, Trump may delay concerted

US action by four years, which will make global targets difficult to achieve.
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More importantly, the US business community will look to keep pace with China on
renewable energy technology. Beijing has announced a 2.5trillion -renminbi investment
program me in renewable energy as part of its 13th Five-Year Plan (201620). This continues
the twin strategies of boosting the share of non-fossil fuel in the energy mix and supporting
the growth and internationali sation of China's renewable energy manufacturing industry. As
long as the Chinese economy does not suffer a major collapse during the next two decades,
investment and state support for the sector is likely to continue in the 14t and 15" Five-Year
Plans.

2. Developed world vs developing world

One of the major accomplishments of the Paris summit was to commit all signatories, both the
developing world and developed world, to GHG reduction targets. However, this w ill
continue to be one of the key dividing lines, as developing countries such asIndia will push

for greater flexibility and financial assistance, while Europe, the United States post-Trump,
and China will push for stricter controls.

Climate change could become a source of international power dynamics, much in the way

that terrorism has shaped diplomatic efforts since 2001. If a major ecological disaster hits the
United States, China, or the EU (see Trend 8), there may be political will to use both hard and

soft power to enforce climate governance on recalcitrant countries. Tariffs on exports or

sanctions on companies known to use fossil fuels could be used to mandate compliance; more
likely, foreign aid will be targeted to renewable and energy efficient pr ogrammes, while

bilateral assistance in carbonrintensive industries will receive international scrutiny.

Trend 5: Changing power in the international system

In many ways, the power balance in the international system in 2017looks broadly similar to

theworld in2000 The United St at es supespovet, ablelo latineheandvo r | d 6 s
sustain major military operations around the world . The international system can be most

accurately described as unipolar. NATO and the EU provide for security in Europe. Scond-

tier powers, notably China and Russia, do not yet have the capability to challenge for global

leadership.

Yet in many fundamental ways, the world has changed considerably. The wars in Iraq and
Afghanistan have left the United States and its coaliion partners wary of foreign intervention.

China has expanded its global presencewith foreign investment, aid and military bases.
Russia has demonstrated a willingness to intervene in neighbouring countries and attack
democracies with information @&vars.6The impact of the financial crisis and economic

downturns have hit many nations® capabilities to func
Projecting the future power balance of the world in 2035 is highly susceptible to wild cards

and black swan events. Nonetheless, thee are some broad trendsthat are likely to continue
through 2035.
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| - Country power projections

1. United States

In 2035, the United States will most likely stllbe t he worl dds preeminent r

wi || have t he defencelbudgétsandlhave theensost technologically advanced
military. The US armed forces have spent the last two decades learning how to better operate
in the oLong Warsdé in Iraq and Afghanistan, wi t

defences against irregular forces.

The United States will likely continue to have the capabilities for a wide range of operations,
from carrier group actions to Special Forces raids. Its plans for these actions will include
greater budget space for drones, special operations, and cyberwarfae.

2. Russia
Russiafds military wil |l etosomhn Th mituyn wil lben affectechiyned by
the income from the countryds mineral wealth, wh

prices from the peak of 2014 and the impact of a declining workforce. If current trends hold,
the working force population would drop from about 85 million to less than 75 million by
2035

However, this does not necessarily mean that the geopolitical power of Russia will drop

precipitously. Military capabilitie s are slow to develop; an economic boom cannot be

immediately translated into the hardware and tactical proficiency needed for adequate
operations. Just as China6s military rise has | ¢
maybe more, Russian military power will remain significant even if its economy crumble s.

Russian power will be focused on areas of high impact and relatively low cost. One of the
most important will be anti -access/area denial (A2/AD) systems, which would prevent

operations by other countries in or near its territories. In the Russian case, the A2/AD
'bubbles' that Moscow has created along its western frontier include the S-400 air defence
system, the Iskander ballistic missile, and the K-300 Bastion antiship missile.

These longrange anti-access systems are complemented by platforms,including new
generations of submarines and fighter jets, which further contribute to Russia's ability to keep
NATO at a distance during a crisis. However, a major issue will be the extent to which t he
Russian defence industry can remain competitive . It has been heavily dependent on export
orders, which will dry up if Chinese or Indian manufacturing reaches Russian levels of quality
and price.

Russia will therefore | i kheugh 2085 cormréntaying itsdorces o0 s poi |
in preventing freedom of action for NATO, or in state -based asymmetric warfare, such as

informational attacks and cyberwarfare. Geopolitically, it will likely focus its attention on its

neighbours, especially former members of the Soviet Union with internal disputes , as

described in Figure 15.
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Figure 15. Russian-backed regions that claim sovereign or autonomous status

Areas under the control of non-state actors; control of these areas is also contested by different groups
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distinct governance systems rather than 2008, and maintains a troop tion after the 2008 conflict, and since
merging. Confllct status: Ongoing hostilities, presence and state subsidies. then by Russian forces and subsidies.
dampened but not halted by 2015 ceasefire. Conflict status: Largely dormant. Conflict status: Occaslonal friction.

. AN
Ukraine ™
-

-
..

- RN
T i 4
/ ‘r \‘. |I \\\\\\\ I|
| % Transnistria o /
Moldova ", / S
S
Crimea
Abkhazla South
A Ossetla
\\
’, \
TRANSNISTRIA: Russlan subsidies and ( i /fz | ,L NAGORNO-KARABAKH:
troops have supported a separate ‘republic’ \\ /' |" S| An Armenlan-inhabited region support-
since conflict in 1992, Lack of a land border — Gebrgié\ ed by Yerevan. A 1994 ceasefire ended
with Russla has forced the reglon to engage x h full hostilities but no progress on
and trade with Moldova and Ukraine. Armenia — A;grbauan Karabakh's future status has been made
Conflict status: Dormant. / /// ) In talks with Azerbaijan.
Armenlan-occupled ———— Ij Conflict status: Frequent gunfire and
areas outside ' S occaslonal large-scale fighting.
Karabakh —
Nagorno-
Karabakh
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3. China

C h i smiliiary capabilities will continue to grow , a product of increased expenditures as its
GDP grows and time spent incorporating modern equipment into tactical and strategic plans .
By 2035, itwill have multiple aircraft carriers and will likely have more basing rights for its
forces in other countries. Most likely, it will attempt to do so in the ports it is building or
funding around the Indian Ocean rim.

Ch i nnailitaryy will not equal that of the United States by 2035, but it will be sufficient to play
a major role in its near abroad. The South China Sea may be thdirst flashpoint, as island
building and territorial dispute s could be the ingredients of miscommunication leading to
conflict. It may also play a role in peacekeeping operations outside of Asia.
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Figure 16. South China Sea provides a strategic advantageto Chi na 8 s g r o warnredsubmarné fereer
as a more secure outlet to the open ocean

Source: Oxford Analytica

Chinads gr eat e s tsthse threah that iggoses tb athers. iAlthoughyit will have
less military power than the United States, balance of threat theory suggests that it will be
seen as the largerconcern to countries nearby. The United States has been able to play the role
of the offshore balancer and a supporter of an Asia-Pacific order that is largely supported by
the other states in the region.

China may become severely constrained in its freedom of action if its greater strength leads
to the creation of coalitions against it. This seems to have already happened in the Indian
Ocean. The United States and Japan are helping Indh to develop advanced naval platforms
and weapons systems, giving it privileged access to their military technology. India may
eventually become a security contributor not only in the Indian Ocean but throughout the
Indo -Pacific as the trilateral relationship deepens.

4. European Union

The largest variable in projecting global military power in 2035 is that of the EU. At the
moment, one of the largest tensions within NATO is European members spending less than
the 2%-of-GDP guidelines. In part, this is because within member states, the largest perceived
threats for Western Europeans are not geostrategic, but relate to climate change, economic
stability, and domestic terrorism . Defence spending may increase over the nextdecade in
response to US calls, but larg increases areunlikely as public support appears to be weak,
especially in Italy and Spain which face large debt burdens.
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