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The ageing baby 
boomers in the West

Chapter 5

SUMMARY
Will you still need me? Will you still feed me? The Beatles asked the right questions back in 1967, 
when they sang ‘When I’m Sixty-Four’ on their iconic Sergeant Pepper album.  

What would happen to the baby boomers when they became 64? Would they be about to die, like 
their parents’ generation? Or would they have a different future? The boomers believed they were a 
different generation and they hoped that this difference would extend to a longer life expectancy.

Today, we know this hope has come true, thanks to the scientific advances driven by chemicals and 
pharma companies. And we are about to discover the answer to The Beatles’ question, as the oldest 
boomer reached the age of 64 last year.  

So this chapter aims to help companies to adapt their business models to this new normal.
As Chart 48 shows (on the next page), life expectancy in the More Developed Regions (MDRs)i was 

only 46 years in 1900, just a century ago. In the poorer Less Developed Regionsii it was nearly half this 
at 26 years. By 1950, it had reached 66 years in the MDRs and was still rising, making ‘When I’m Sixty-
Four’ very topical at the time it was written.

This means that two-thirds of all those who have ever reached the age of 65 years in the world are 
alive todayiii. The number of these over-65s is also set to increase dramatically over the next 20 years, 
due to rising life expectancy, as the boomers begin to leave the 25–54 age group in increasing numbers.  

This is the demographic timebomb that faces us. The boomers have been the richest, and largest, 
generation that the world has ever seen. But since 2001, they have been entering the 55+ age range, 
when people typically spend less and save more. By 2020, an unprecedented 33% of the developed 
world population will be over 55 years old.  

It is not surprising, therefore, that recent ‘recoveries’ have proved relatively weak, in spite of 
unprecedented amounts of stimulus. The boomers simply do not need more housing or new cars.  And 
they have to save more, to fund their extra decade of life expectancy compared with their parents’ 
generation.  



www.icis.com62 | ICIS Publications

The ageing baby boomers in the West

We cannot move forward, therefore, in terms of stimulating demand, until we recognise that there is 
no way back. Equally, though, this change in mindset could then help to open our eyes to the opportu-
nities that will exist in this new normal.  

The key issue, as The Beatles remind us, is that we can only guess at what their needs will be. But we 
do know that over-55s tend to spend less and save more. And we can assume they will need to spend 
less and save more, in order to enjoy their extra decade or more of life expectancy.  

 THE CULTURAL ISSUES OF AGEING
The baby boomers have been on an extraordinary journey since they were born between 1946 and 
1970. As Chart 49 showsiv, the 0–24 age group was the largest demographic group in the Most Devel-
oped Regions by 1970 – Europe (blue), Australia/New Zealand (orange), N America (purple), Japan 
(green) – accounting for over 40% of the total population in each area.  

Since then, however, this cohort has been in steady decline. It is heading towards 30%, or even 
lower, by 2030. The 25–54 age group instead became the largest demographic cohort as the boomers 
grew up. 

There was a surge in demand as more and more boomers settled down, had children and entered 
their peak period of consumption. This meant that companies were forced to find new sources of sup-
ply. They went first to Eastern Europe after the fall of the Berlin Wall in 1989. And then they discovered 
the BRIC countries (Brazil, Russia, India and China). China became particularly attractive as the 1990s 
continued and the word ‘outsourcing’ became part of business language. Yet as Chart 50 shows, neither 
the word or concept had existed before 1979. At that time, exports had accounted for just 5% of China’s 
GDP. Today, they are around 40% of the economy.  

The power of the new demand unleashed by the boomers was not only felt in Eastern Europe and 
the emerging economies. The size of their generation was also a major factor in sustaining the view 
within the West that older people were not very important as a potential source of demand. This 

Chart 48:  Rising life expectancy has created  
a new generation of people aged 55+

Life expectancy at birth, 1900–2025
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view had developed prior to 1950, when life expectancy was still only 66 years. Historically,  
those above 55 years with good health and significant discretionary income have been a very small 
minority.  

After 1950, as we shall see, this view was becoming increasingly outdated. But the sheer size of the 
boomer generation meant that the growing wealth of the 55+ age group was widely ignored. Most 
advertising is still focused on just two very similar demographic groups:  the 18–49 age group and the 
25–54 age group. Until very recently, when the boomers themselves began to move into this age 
bracket, those who had reached 55 were considered valuelessv as potential consumers. Even today, a 
recent study by the UK’s University of Kent has shown that “older people are stereotyped as friendly 
but incompetent”vi.   

Chart 49:  The falling percentage of  
people aged 0 – 24 in the West

0–24 age group has fallen sharply as % of  
total developed region population since 1970 

Chart 50:  The word ‘outsource’ only dates from 1979
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This view needs to change, and quickly. Businesses who fail to notice what is happening to the 
wider population will find the future much more difficult than the past. Demand patterns are changing 
quite dramatically from those seen since the 1980s. And they will continue to change for the next 20 or 
more years. This is the wonderful thing about population data – anyone who is going to be 25 years old 
in 2035 has already been born, so forecasting has a sound basis from which to work.

Every silver lining has a cloud, of course. And in this case, the cloud is based on the fact that those 
who became 25 after 1970 have lived in a world that has been economically dominated by the baby 
boomers. As we will see later in the chapter, this has been very different from anything seen previously 
in the modern world. For example:

• The US economy was in recession for 35% of the period between 1854–1982, accord-
ing to Deutsche Bank researchvii    
• The average cycle time from peak to peak was 56 months (4.7 years)
• But between November 1982 and December 2007, it was in recession for just 5% of the 
time – 16 months in 25 years

Very understandably, therefore, those who entered business since the early 1980s have a very different 
view of business cycles from their predecessors. This means it is very hard for many people to now imagine 
a world where demand is not supported by a wave of new boomers, all wanting to buy more of nearly every-
thing – and having the money to pay for it. But we need to recognise that we have already left this SuperCy-
cle behind, and are instead moving inexorably towards a new normal dominated instead by the over-55s. 

The rise of the baby boomers in the Developed Regions meant that during the 1950s and 1960s, as 
Chart 51 shows, the over-55s were only around 15% of the population. Average life expectancy still 
hovered around 65 years. But over the past decade the picture has begun to look very different, as the 
proportion of over-55s has followed the upward path already seen in Japan (green line). It has already 
reached around 25% in Europe (blue), N America (purple) and Australia/New Zealand (orange). By 

Chart 51: The rising percentage of people aged 55+ in the West

55+ age group in developed regions rises sharply after 2005 
(55+ as percentage of total population, 1950–2030)
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2020 it will have doubled to around 30% versus the levels seen in 1950.  
And it is unlikely to stop there. There is no reason to doubt the UN’s statisticians when they project that 

the proportion of over-55s will continue to increase post-2020. This is one of the main reasons why we be-
lieve individuals and companies need to start thinking in terms of a new normal that will be unlike both the 
Super Cycle of recent years and the earlier ‘old normal’ before 1980. The boomers will continue to dominate 
markets, given the relative size of their generation versus those of their parents and of their children. But 
their needs will be very different from those that have sustained growth over the past 30 years.  

THE IMPACT OF FEMALE BABYBOOMERS
Another key unknown arises from the boomer-led change in social attitudes and behaviour. As Chart 
52 from the OECD shows, female participation in the Western workforce rose quite dramatically be-
tween 1981 and 2001.  

In the UK, for example, it rose around 10% over the period:

• Until the introduction of the Sex Discrimination Act in 1975, women had often been forced 
to give up their jobs on marriage. This was the result of the earlier belief that it was the 
man’s role to be the breadwinner while the woman stayed at home to bring up the children

• And until the introduction in 1975 of the Equal Pay Act (passed in 1970), it was per-
fectly legal to pay women a lower wage for the same work 

• Today, female workforce participation is over 75%, and this increase in earning power 
has been another important contributor to boosting consumption over the past 20 years  

The same OECD study shows that around 25% of all female workers are in part-time employment, 
working less than 30 hours/week. This factor, and the relatively recent introduction of equal pay, 
means that most boomer women have historically earned less than men. Until recently, they have also 
had an earlier retirement age than men even though they have longer life expectancies.  

Chart 52: Labour force participation rates of prime age women (aged 25–54), 1981–2001viii 
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Thus their move into the 55+ generation will add to the downward step-change in demand growth.  They 
are unlikely to want to return to the second-class status of their mothers and grandmothers.  They are better 
educated and they do not expect their lives to be focused on caring for their children, partners and parents.  

But they are particularly likely to become more cautious in their spending. Their higher level of part-
time employment, and greater use of career breaks, means their prospective pensions are even smaller. 
They will therefore need to spend less and save, even more than the male population.     

Thus the next decades are likely to provide a much bumpier ride than those experienced since 1980. 
We will be very lucky indeed if we don’t find ourselves returning to a world where markets are much 
more volatile and recessions much more regular.   

CHANGES UNDER WAY IN CONSUMER MARKETS
Some major companies, particularly in the consumer area, have already started to focus on the changes 
taking place. The research arm of NBC Universal (the US television network) has undertaken some pio-
neering work in which they have studied what they term the “alpha boomers” – those boomers in the 
55+ age bracket.  

Already, they have discovered that these consumers, quite unlike their parents’ and grandparents’ 
generations, are heavy spenders on electronics and digital devices. They also spend more than average 
on areas such as home improvement, large appliances, casual dining and cosmetics.   Although they 
may not buy many video games, they do like to load up on iPods and iPads.

Equally, the main US networks are seeing a steady increase in the median age of their audiences. 
Over the past five years, CBS has moved to a median age of 56 years, while ABC is at 52.5 years, NBC at 
50.1 years and Fox at 45.4 years. All these ages have risen between two and five years since 2005.  
Similarly, ‘American Idol’, the hit US variety show, now has an audience with a median age of 47.2 
years compared with 32.1 years when it was launched ten years ago. Unsurprisingly, Neilsen, the audi-
ence measurement company, suggests that the 35–64 age range is slowly becoming a much more com-
mon target market for advertisers.

This trend is common across all Western countries. The Financial Times columnist Robert Shrimsley 
has written amusinglyix  about turning up for a Roger Waters ‘The Wall’ rock concert in London to find 
that this was not “the young, happening event of the capital”. Instead, he realised that boomers “don’t 
want to think they are too old to go to gigs, so we’ve found a class of gigs that are old enough to come to 
us”. Bands such as the Rolling Stones are still touring worldwide, performing for the same people who 
followed them in their youth.      

Shrimsley’s comment also highlights the disconnection that runs right through current attitudes to 
ageing throughout the population. Boomers grew up with the view that ‘old people’ such as their 
grandparents were generally “friendly but incompetent”. Ask any of them about their image of an ‘old 
person’ and they will mention Zimmer frames and an inability to care properly for oneself.  

But ask them about themselves and you will find they believe that “60 has become the new 40” in 
terms of the perceived start of middle age. And when they sing the famous line from The Who’s ‘My 
Generation’ record, “I hope I die before I get old”, they do not associate this, as their parents would have 
done, with being dead at 65 or 70.
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THE IMPACT OF INCREASED LIFE EXPECTANCY
Adequate financial provision is critical for individuals as they move into the 55+ generation. It is also 
critical for companies targeting products at the 55+ generation. The potential costs of pensions are also 
critical for governments and companies who have promised to pay them.

But the concept of the state pension is a recent invention. As we noted in Chapter 1, the first state pension 
was only introduced 125 years ago in 1889 in Germany. The UK then followed 100 years ago in 1908. Nei-
ther government ever considered the idea that it would be a ‘universal benefit’ likely to be available to all.  

In Germany, pensions were only for those who had reached 65 years. Very few people were therefore eligi-
ble as average life expectancy was just 45 years. In the UK, pensions were only available at the age of 70, while 
life expectancy was 50 years. And in the UK, then the wealthiest country in the world, the benefit was re-
stricted to those with incomes below 12 shillings a week (£40, $65 and €45 in today’s money). Equally, there 
was no thought of subsidised or free health care or any of the other benefits that we take for granted today.

All these benefits seemed to become much easier for society to afford after the Second World War.  
This was because of two key developments:

• Social security systems had typically been established on a ‘pay-as-you-go’ basis. So as 
the boomer population expanded post-war, payments increased into these funds every 
week and every year. Yet the inter-war generation born between 1919 and 1939 was 
characterised by low birth rates and low life expectancy (as discussed in Chapter 1). 
Thus a large number of younger people were paying for a small number of older claim-
ants, and every year the balance was becoming more favourable.

• Affordability was also increased by the fact that even in 1950, the pension age was still 
very close to average life expectancy. This had increased between 1900 and 1950 as we 
showed in Chart 48. But pension ages had originally been set at between 65 and 70 
years.  So even in 1950, it was only those who survived beyond average life expectancy 
who became eligible for a pension or other benefits.

Chart 53: Increasing life expectancy, 1950 - 2030

Life expectancy at birth, 1950–2030
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 The position has changed quite dramatically since 1950 as Chart 53 shows. Thanks in good measure to 
the chemical industry, via the development of better health care, food quality and living conditions, life ex-
pectancy in the More Developed Regions (red line) had reached 66 years between 1950 and 1955. It then 
reached 72 years by 1975–80 and 77 years by 2005–10.  The UN forecasts it will reach 80 years by 2025–30.  

The dilemma is simply stated. People still expect to draw a pension at 65 years. But they can now 
expect to receive it for 15 years or more, on average. This is a quite different scenario from that envis-
aged when pensions were first introduced. The sums of money required to fund this pensionable peri-
od are much larger. The ordinary Western pensioner will have needed to save very hard during their 
working life, and also to have achieved a good investment return on their money.  

Chart 54 is an example of the mountain that has to be climbed. It is based on official US earnings statis-
tics, which start from 1979. Over the period to the end of 2010, this worker would have earned a total of 
$811,096 if they had earned median wages every year. The chart is based on the assumptions that:

• The worker earned median wages from 1979 till the end of 2010 (blue dashed line)
• They saved a regular 10% of this income (red dotted line), a total of $81,110
• They achieved the average S&P 500 Index growth as a return on their investment each year

By the end of 2010, this worker had a pension fund of $242k (purple line), worth an annual pension 
of around $10k/year, with inflation proofing. A prudent 65-year-old male pensioner would probably 
want to include a continuing pension for his spouse, in case he died first, as females normally live 
longer than males. But this would reduce the starting pension below $10k.

No single chart can cover all circumstances. But achieving the S&P Index growth, after all investment 
charges have been paid, is a pretty stiff target over 30 years. And as the green line shows, S&P 500 per-
formance can be quite erratic. Its overall growth since 2001 has actually been non-existent (it ended 
2010 at 1258, compared with a value of 1320 at the end of 2000). Similarly, managing to save 10% year 
after year would be a considerable achievement for most people.  

Chart 54: Growth of a US pension fund, 1979–2020

Growth of a USA pension fund 1979–2010 
(median annual wages, 10% savings, S&P 500 index growth)
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Of course, some people will be more successful than this by, for example:

• Managing to save for more than 30 years
• Earning more than the median wage, at least for a period  
• Reinvesting dividends from their investments

But they will not be the majority. And many people, unfortunately, will have suffered the reverse of 
these events. They will have instead have had periods of:

• Part-time employment or unemployment
• Earning less than median earnings
• Achieving less success with their investments

The definition of median, after all, is that it is the middle value, which separates the top half of US 
incomes from the bottom half. And as the US is the wealthiest country in the world, even its poorer 
members may well still be in a better position than their peers in other countries.

The dilemma is simply put:

• Companies and governments have offered pensions from the age of around 65
• They took contributions via payroll deductions and taxes to pay for these
• Boomers were happy to pay these costs, to have the benefit of a secure old age 
• But one part of the contract was left unstated  
• This was that life expectancy would remain at around the pension age 

Now that this part of the implied contract has changed, then the whole system risks becoming in-
creasingly unaffordable.

The virtuous circle of the post-War period is thus starting to turn vicious. More and more people are 

Chart 55: The Old Age Dependency Ratio, 1950–2030

Old age dependency ratio, 1950–2030
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becoming eligible for pensions as the vast boomer generation reaches retirement age. But increasing life 
expectancy means many have not saved enough to survive in the comfort they had expected.  Equally, 
as we have also seen, the generation behind them is becoming smaller and smaller.  

The developing world (green line) faces the same problem. Its increase in average life expectancy has 
been even more remarkable, from 43 years in 1950–55 to 70 years by 2005–10. However, very few 
countries in the Less Developed Regions have the formal pension and social security structures that 
have become established in the West over the past century. Younger members of a family still expect to 
be responsible for their parents as they age. We will look at the implications of this in Chapter 6.  

One way of looking at the issue is via the concept of the Old Age Dependency Ratio, shown in Chart 55. 
This measures the number of people aged 65+ years versus the number aged 15–64. The ratio is then 
given as the number of people aged 65+, per 100 people of working age (15–64). It is a good indication of 
spending trends and likely demand growth as younger people spend more and older people save more.

As the chart shows, this ratio is rising in almost every country in the world. Here, we will just look at 
the implications for the more developed Western world (red line). We will look at the position in the 
Less Developed Regions (green line) in the next chapter.

The rationale behind the definitions is simple:

• Age 15–64 is taken as a broad range of adulthood when people typically earn money 
• Age 65+ is the period when people might currently expect to receive a pension 

As can be seen from the chart:

• The ratio in the more developed world was at 12 in 1950
• This meant there were 12 people aged 65+ years being supported by 100 people aged 15–64
• By 1980, the ratio had risen 50% to 18 as life expectancy increased
• By  2010, it had doubled to 24 as life expectancy increased and births decreased
• By 2030, the UN forecast it will have trebled to 36

All of this has happened seemingly without our noticing it. On the one hand, boomers can still sing 
“I hope I die before I get old” and feel that for them, being 60 years old is the same as being 40 for their 
parents. And increasingly, in terms of life expectancy, they are right. Their parents and grandparents 
did expect to die at 65 years on average or even earlier. But today, boomers can hope to reach 80 years.

This disconnection has very important implications for future demand patterns. In the short term, it 
is reasonable to assume that society will continue to honour the pension promises it has made, al-
though governments are already increasing future retirement ages by one or two years. So today’s age-
ing boomers appear to be well-positioned as they start to retire in increasing numbers from 2011 on-
wards (assuming retirement at 65 years).

But this is probably an unsustainable position, as a personal anecdote may help to clarify. When 
Paul Hodges joined ICI in 1978 – then the UK’s largest private company and the world’s second-largest 
chemical company – he was congratulated by the older people in the office. They explained that ICI 
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was a good company to join as while most people would work till 65 years, and then die at 66 years, 
retirement in ICI came at 62 years. Thus he could look forward to four years on the golf course at the 
company’s expense rather than just one year.

This highlights the fact that companies, like governments, have offered generous pension benefits 
while assuming that very few would actually receive these benefits for more than a few years.

It seems strange, looking back, that the impact of increasing longevity combined with a lower birth 
rate was not recognised during the 1980s or even the 1990s. It would have been relatively easy for com-
panies and governments to explain to prospective pensioners that they were going to index pension age 
to life expectancy. People might have grumbled a bit, but they would probably have accepted it on the 
basis that “what you never had, you never missed”.

This would have meant people would now be working longer on a routine basis. And it would have 
also meant that some reappraisal would have had to have taken place of working arrangements, as 
clearly people in their 60s do not have the same physical vigour as those in their 20s and 30s. But 
equally, older people have other things to offer society, such as experience and judgement, which 
could be put to good use. And today’s typical boomers are still mentally fresh, and physically not usu-
ally in need of Zimmer frames when they reach 65 years.

Instead, however, we face a future where companies are finding it very difficult to maintain the 
promises made in easier times. Most have already made the pensioner responsible for much more, if 
not all, of their eventual pension. Yet little has been done to help educate prospective pensioners about 
their future financial needs. Thus many believe that $100k (or €100k or £100k), is a small fortune, and 
one that will keep them in luxury till they die. But if you divide by 20 to determine the probable value 
per year over 20 years the result is a pitifully small annual sum.

It is highly likely, therefore, that people will increasingly rebel against this unexpected collapse in 
their living standards. They will also feel that a pension is “their money” and that they have earned it. 
They will not want to understand that 30 years of modest payments into a pension fund cannot be ex-
pected to fund an adequate pension for the next 10 or 20 years. Equally, they will resist the idea that 
they should be, as they will see it, “forced” to continue working beyond their expected pensionable age 
at 65 years or similar.

This makes the outlook highly uncertain over the next 5–10 years. Social unrest is already increasing 
in the peripheral eurozone countries as they battle to reduce spending. More widespread social unrest 
may well occur as the problems of the pension system become more widely understood in the major 
Western economies.  

It will become particularly acute in the US, where the Medicare trust fund (which pays healthcare bills for 
the over-65s) is already scheduled to run out of cash in 2024, according to its trusteesx. The main reason is 
increased life expectancy beyond 65, which is now 18.6 years for men and 20.7 years for women. A second-
ary reason is high unemployment, as both Medicare and Social Security are financed by payroll taxes. 

In an ideal world, politicians and companies would explain the position to people, and they would 
reluctantly accept the logic. But politicians, dependent on votes at the next election, are most unlikely 
to take this risk if they can avoid it. And top company executives, seen already as ‘fat cats’ due to their 
higher than average salaries and special pension schemes, are most unlikely to be seen as neutral 
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advocates in the debate.
Thus it is hard to see how society might initiate a rational debate about this key issue. Yet there is a 

pressing need to develop innovative solutions to the ‘income trap’ being faced by more and more 
boomers in retirement. An example of the difficulties that lie ahead is the suggestion being made in the 
US that the more widespread use of ‘reverse mortgages’xi might be one way to address the problem. 
These allow an elderly homeowner to receive a lifetime income from a bank or insurance company tied 
to the value of their home. On death, the home is then sold to repay the loan.  

But in recent years, such plans have often been a scam, used by unscrupulous salesmen to cheat 
trusting pensioners. This makes their mere mention a potential source of argument. Any suggestion 
that they might work well if properly regulated would seem laughable to many people after the scan-
dals that were allowed to develop during the financial excesses of the 2000s.  

Yet, properly regulated, they could well have a role to play in allowing people to keep a roof over their 
heads while receiving an income on which to live. They may be a necessary option for many retirees with 
low savings. They are therefore also an example of the uncomfortable fact that an achievable ‘good 
enough’ solution will often be better than the obstinate pursuit of an unobtainable ‘best’ outcome.     

THE END OF THE GOLDEN AGE OF PENT-UP DEMAND
Along with the word ‘outsource’, another new concept entered the language after 1980.  This was the 
idea of ‘pent-up demand’.  

Our analysis suggests that the rise of the baby boomers created a Super Cycle of demand growth as 
they entered the 25–54 age group, primarily between 1980 and 2000. This meant that demand did not 
disappear when interest rates were raised to tackle rising inflation. Instead, it went into abeyance, and 
the phenomenon of ‘pent-up demand’ developed. Thus, when central banks lowered interest rates 
again, after the inflation scare had passed, demand rebounded very strongly.

This was because: 

• All the boomers already in the 25–54 age group could afford to extend their home as 
well as buy new autos and electronic equipment. And they wanted to do this as their 
families were growing up and creating new demand.

• More boomers had entered the age range while rates had been rising so their demand 
had also been put ‘on hold’. They also wanted to make up for lost time.

• Until 2001, boomers were only entering the age group. None were entering the 55+ 
generation.

Then, the first boomers began to exit the age group in 2001. And each year, more and more boomers 
followed them. By 2013, the typical Boomer will be 55 as the youngest Boomer was born in 1970. Thus 
demand growth will become less robust. And so it is no surprise that central banks have had to resort to 
ever more desperate measures to stimulate demand since 2001.  

We can also see the boomers’ impact in the reaction to the infamous stock market crash of October 
1987, when major Western markets collapsed by 25% or more in a day. At that time, all the major Western 
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pension funds were in excellent shape financially. They were only paying pensions to the small inter-war 
generation, while receiving large amounts of regular monthly income from employed boomers.  

This made it almost essential for the pension funds to continue to invest after the crash, and helped 
to ensure that most markets had recovered lost ground within just two years. But as one senior pension 
fund manager has told us, this kind of support for equity markets has now declined. The large pension 
funds no longer have large incomes to invest each month. Instead, they are often paying out more than 
they receive.

As a result, central banks have instead moved centre stage, replacing this loss of new capital with 
artificial liquidity. This is achieved by expanding their own balance sheets, via the process called 
‘quantitative easing’ or more popularly, ‘printing money’. Yet liquidity, while useful for solving cash 
flow problems, is not the same as capital. It cannot help to pay down the debt that many companies, 
governments and individuals accumulated during the latter stages of the Super Cycle.

This argument is not yet widely understood, although history shows that the past three decades 
have been most unusual in terms of economic stability. Several alternative arguments have instead 
been put forward as to why this has occurred, centring around the idea that governments allowed 
central banks to become more independent, enabling them to take a strategic view of likely market 
developments.  

The theory holds that this independence in itself led to a much better outcome compared with the 
earlier periods when politicians would try to ‘fine-tune’ the economy in line with the electoral calendar.

This theory developed great credibility in the West during the late 1990s and early 2000s, as it ap-
peared to fit the facts. Chart 56 shows the percentage change in US GDP since 1929, with periods of re-
cession shaded.  It highlights the major change in economic performance that took place.

Between 1933 and 2007, the US economy was in recession for 14% of the time (125 months in 75 
years)xii. This period excludes the 43 months of the 1929-1933 recession, which if included would in-
crease the recession total to 18%.

Chart 56: US recessions, 1929 - 2010

US GDP annual % change ($bn 2005)
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But this period seemed in turn to be divided into two distinct eras:

• Between 1933 and 1982, the US economy was in recession for 18% of the time (109 
months in 50 years). Including the 1929–33 recession would increase this to 23% (152 
months in 54 years)

• Between 1983 and 2007, it was in recession for just 5% of the time (16 months in 25 
years).  There were only two minor recessions – each lasting eight months – in 1990–91 
and 2001

Thus it came to be widely believed that better economic management had largely ‘tamed the cycle’.  
Much of the credit for this success was given to the policy of having independent central banks.  More 
recently, though, this belief has begun to be seriously questioned as a result of the 2007–09 downturn. 
This also meant that the US’s time in recession during 1983–2010 increased to 10% (34 months in 28 
years).

The key question, of course, is whether it is this recent recession, or the 1983–2007 period, that 
proves to be the exception in the future. We have argued that it was the demographics that drove the 
change, not the decision to give central banks rather than politicians the power to set interest rates. And 
we would also argue that the position of Japan is once again strong evidence in support of our argu-
ment. Its central bank, after all, had the power to set interest rates, but this clearly did not enable it to 
ensure the country avoided the problems seen since 1990. 

Ben Bernanke and others would, of course, disagree with this view. Instead, as we have seen, they 
argue that Japan’s problems have been due to the failure of its policymakers to do a good job. But to us, 
this argument still undermines their position. If one has to have exceptional central bankers in order to 
achieve a good outcome, it is hard to see how this can be guaranteed.  

In addition, we believe that the myth of central bank omnipotence has probably helped to confuse 
the whole debate. If policymakers had not promoted this view so wholeheartedly, there might well 
have been more dispassionate analysis undertaken since 1982 – which could have highlighted much 
earlier the importance of demographics in driving demand. After all, if demographics don’t drive de-
mand, what does?

Our analysis also has the significant benefit of helping to resolve some otherwise puzzling factors:

• Policymakers around the world completely failed to spot the onset of the crisis that 
began in 2007. And even as it got under way, Ben Bernanke argued that its likely total 
cost would only be around $100bn. His predecessor, Alan Greenspan, had always ar-
gued that it was both impossible and unnecessary to spot potential financial market 
‘bubbles’, as central banks had the tools to clean up after them.

• Yet central bankers in the West, and in China, have since had free rein to prove this 
ability over the past two years. US demand, for example, has been artificially inflated 
via tax credits for house purchases and ‘cash for clunkers’ programmes to boost auto 
sales. In addition, financial markets have been flooded with two major waves of liquid-
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ity, with the latest $600bn of loans only ending in June 2011.  
•Stimulus measures to support housing/auto markets have also been key areas for China’s 

policymakers. They doubled banking lending to $1.4trn in 2009 and cut car taxes in order to 
stimulate sales. As investment bank UBS noted recently, “real estate and housing construc-
tion pervade the entire Chinese growth model. They are the most important determinant of 
commodity demand”. We will consider the outcome of these policies in the next chapter. 

• If we look at US housing and auto demand today, it is clear that the government’s vast 
stimulus policies have failed to deliver the expected results. US housing starts are now 
down around 600,000 per year compared with a 2006 peak of 2.2 million. They are 
lower than at any time since records began in 1959. Auto sales have slipped to a 10–12 
million/year range, versus a steady 15–17 million during the Super Cycle.  

There are growing signs in Europe and the USA that the liquidity-fuelled boom of the past 
two years is now coming to an end. We believe that this makes it all the more imperative to con-
sider a more fundamental analysis of what has gone wrong, and what can be done to help move 
the Western economy in the right direction.

We think there is more than enough evidence to support the argument that the pent-up demand of 
the previous 30 years no longer exists. And given the small size of the post-1970 cohort, it will not 
return for a very long time, if at all. Economic policies therefore have to change, and quickly, to adapt to 
this new normal, where the 55+ age group will increasingly become the main driver of demand.  

And this is truly a new normal, as the over-55 cohort has never previously been a major demand 
generator, due to the simple fact that it only really came into existence as a result of the relatively recent 
increase in life expectancy.

THE NEW NORMAL – THE RISE OF THE 55+ GENERATION
The new normal is one of the most remarkable developments that any society has ever seen. If we go 
back to the year 1000, economic historians such as Maddisonxiii tell us that average life expectancy was 
around 24 years in all major regions. In this period, Asia was responsible for around 70% of global GDP, 
and Western Europe less than 9%.  

But over the next 1000 years, the pendulum swung in the direction of the West as:

• Life expectancy increased to around 36 years by 1820, and then to 46 years in 1900, 66 
years in 1950 and 78 years in 2000

• The average for all More Developed Regions (ie including eastern Europe) is also ex-
pected to reach this level by 2030  

• Meanwhile, outside the West, life expectancy remained virtually static to 1900, when it 
was only 26 years, before starting an even more dramatic increase to reach 44 years in 
1950 and 64 years in 2000

• Over the same 1,000-year period, the West’s share of global GDP grew to 46%, while 
Asia’s declined to 30%  
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• Average per-capita incomes show a similar disparity today, as we saw in Chapter 1. People 
in the Western world remain around 10 times wealthier, on average, than people in the de-
veloping regions

Population levels fluctuated very widely over the past millennium due to disease, wars etc. Since 
around 1800, however, the Western population has embarked on a steady increase, due primarily to a 
long-term decline in mortality. People have been living longer, not only because they are less affected 
by disease, but also because the availability of food has increased and diets have improved.  

This then leads us to the picture shown in Chart 57. It shows:

• The Western population was very young in 1950. There were 255m in the 0–24 age 
group (blue column); 235m in the 24–54 cohort (orange column) and only 101m in the 
55+ cohort (green column).

• Fast forward to 2010, and it had become quite middle-aged. The number of 0–24 year olds 
had plateaued at 277m, after peaking at 310m in 1970, while the number of 25–54 year olds 
had risen to a peak of 392m. And those in the 55+ cohort had almost trebled to 272m.

• By 2030, the population will have aged still further. The number of 0–24 year olds is 
expected to remain stable, while the 25–54 cohort reduces to 369m, almost identical to 
the 55+ cohort at 364m.

The arrow (multi-coloured) uses the right-hand scale to demonstrate the critical change, which is the 
growth in the 55+ group’s share of the total population. This share rose very slowly from 17% in 1950 
to 20% in 1970, and then to 23% in 1990. Understandably, nobody really noticed this, as the boomer 
increase was so much larger.  

But less excusably, it was still being ignored as it rose to 29% in 2010.  
Thus in this section we aim to rectify this omission. By 2030, the over-55s are forecast to be 36% of the 

Chart 57: The Boomers are becoming  
the largest demographic group

Western countries see growth in 55+ age group as boomers age
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total Western population. This fact needs to be much more widely known and better understood. Then 
companies can position themselves to serve its emerging needs. 

The key question is therefore one of mind-set. There are very few historical examples to guide us.  Until re-
cently, the 55+ generation had no real existence as a separate economic unit. Advertisers ignored it, for the 
simple reason that once people reached the age of 55, their needs usually began to reduce quite sharply, and 
often became primarily focused on relieving health-related issues – the Zimmer frame of popular mythology.

So if we are going to venture into the unknown it seems sensible to avoid being too prescriptive about what we 
might expect to see over the next 20 years. Instead, we might sensibly try to construct some potential scenarios, 
to highlight some of the key variables that need to be considered. Flexibility of outlook, and the adaptability it 
promotes, is likely to be a very critical success factor for companies as we approach this brave new world.          

The ‘all’s well that ends well’ scenario
In this scenario, the key dynamic is that there is a rapid adaptation to the new normal. This may be 
driven by the observation of the major pain being suffered in countries already at the sharp end of some 
most unwelcome restructuring – Greece, Portugal, Ireland and Spain, for example. This gives Western 
politicians the courage to talk seriously about the issues that society now faces, while the wider popu-
lation becomes prepared to listen to their messages and to accept that major changes need to be made.  

Even so, the necessary changes will take some years before any real benefit begins to appear and the 
intervening period has the potential to be very painful for some parts of society. Unilever CEO Paul 
Polman summarised the position well when he noted in June 2011 that:

“There is already very slow growth (in Europe) and there is less disposable income. And I think we 
have just scratched the surface; what is of main concern is the social cohesion, the unemployment that 
comes with it. There are some structural issues that need to be solved, not only in the peripheral coun-
tries, the Portugals, Greeces or the Spains, but also increasingly in the core of Europe.”xiv 

Polman went on to add a second idea to our list of potential critical success factors – the need “to be 
very close to the consumer” in order to manage the volatility that will accompany less stable demand 
patterns. His rationale for this is that companies need to allow the consumer to switch price points and 
product offerings as their circumstances change. This seems to be important for companies all along 
the value chain, not just those directly serving the consumer.  

The reason is that it highlights the increasing level of financial insecurity that we are all likely to face 
through the transition. Many countries, companies and individuals will come to realise they have too 
much debt. Their creditors are thus likely to find themselves disappointed more than once.  

The ‘muddle through’ scenario
In this scenario, there is no rapid adaptation to the new normal, and although a higher quality of dia-
logue takes place between policymakers and the electorate than in the past, no firm agreements are 
reached on key policies and objectives. However, and most importantly, social cohesion is retained, 
and so society does not fragment into warring groups.

This scenario presents numerous challenges for companies as they seek to position themselves to best 
meet its future needs. It highlights again the need for flexibility and adaptability and staying close to the 
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consumer. It also emphasises the need to be able to live with uncertainty. This is another critical success 
factor, as it reminds us that it is impossible to plan with precision when the variables are so unclear.

It will be a major change from the past 30 years, when the steady growth of the 25–54 age group led to the 
concept of pent-up demand. The arrival of the personal computer added to the sense that all problems could be 
properly described in a spreadsheet. Equally, it fostered the belief that a good PowerPoint presentation was all 
that was required to ensure that the key elements of an Action Plan could be described and then implemented.  

This scenario does not mean that people lack any sense of how the future might look. Rather, it means that 
everyone has their own idea of what this will look like, rather than the more coherent vision of the first scenario.

The ‘if you don’t know where you’re going, any road will do’ scenario   
A third scenario needs to be added to those above. This is based on the potential for politicians to re-
main more focused on soundbites than policy. It assumes they will prefer to focus on the ephemeral 
demands of the 24-hour news cycle than on the issues that will drive long-term success for their popu-
lations. In this scenario, the current dysfunctional state of many Western political systems, and their 
alienation from the wider electorate, is not a temporary phenomenon but a sign of the future.

Clearly this is not an optimistic scenario. But considering it leads us to discover a fourth critical suc-
cess factor. This is the need to remain focused on deliverables and real needs. Over the past few years, 
policymakers and electorates have come to assume that ‘wants’ can be the same as ‘needs’.  But in the 
uncertain world that awaits us under any of these scenarios, it would be a brave company indeed that 
set out to provide goods or services which relied on government subsidy, or people’s belief that any-
thing they want can be afforded via judicious use of a credit card.

This scenario also highlights a fifth critical success factor. This is that it is important to do something 
rather than sit back and wait for the position to clarify. It suggests that we are living in a world where 
there is no obvious strategic path because there is no common objective. So instead, companies will 
need to look closely at individual market sectors and segments, as Polman suggested, in order to form 
their own view on where these might be headed, and the opportunities they could contain.

The ‘don’t worry, everything will be just fine’ scenario
This is the scenario under which the West has been effectively operating for the past few years, ignoring 
the demographic changes which have taken us in a new direction. It is characterised by an increasingly 
desperate belief that everything is just about to ‘return to normal’ (ie the former Super Cycle), and that 
all that is needed is more time and a larger dose of stimulus expenditure.

While we therefore recognise its existence, and its obvious short-term attractions, we do not regard it as 
a realistic scenario for the future. Even Ben Bernanke, of whom we have been critical earlier, has summa-
rised the position for the US as follows, and his logic also applies more generally to all Western nationsxv:

“The most important thing for people to understand about the federal budget is that maintaining the 
status quo is not an option. Creditors will not lend to a government whose debt, relative to national in-
come, is rising without limit; so, one way or the other, fiscal adjustments sufficient to stabilise the fed-
eral budget must occur at some point. 

“These adjustments could take place through a careful and deliberative process that weighs priorities 
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and gives individuals and firms adequate time to adjust to changes in government programmes and tax 
policies. Or the needed fiscal adjustments could come as a rapid and much more painful response to a 
looming or actual fiscal crisis in an environment of rising interest rates, collapsing confidence and asset 
values, and a slowing economy. 

“The choice is ours to make.... we should reform the government’s tax policies and spending priori-
ties so that they not only reduce the deficit, but also enhance the long-term growth potential of our 
economy – for example, by increasing incentives to work and to save, by encouraging investment in the 
skills of our workforce, by stimulating private capital formation, by promoting research and develop-
ment, and by providing necessary public infrastructure. 

“We cannot reasonably expect to grow our way out of our fiscal imbalances, but a more productive 
economy will ease the trade-offs that we face.”

CRITICAL SUCCESS FACTORS FOR THE TRANSITION TO THE NEW NORMAL 
These scenarios give us some valuable insight into how companies, and individuals, can maximise 
their chances of a successful transition to the new normal. They are valuable whichever scenario even-
tually turns out to be accurate, or indeed if others develop. They also suggest some critical success fac-
tors for managing the transition, which are set out in Chart 58 and can be summarised as follows: 

1.	Flexibility. This involves adapting to new circumstances and being willing to compro-
mise, rather than battling for an impossible nirvana. The potential of reverse mortgages, 
cited earlier, is an example of the need to accept a ‘good enough’ solution when this is 
likely to be the only viable one available.

2.	Change management. We have all become used to a remarkable degree of stability in the 
business environment over the past 20 years, due to the steady growth of boomer demand.  

Chart 58: Critical Success Factors in the New Normal

Critical success factors for companies in the new  
normal focus on meeting future market needs  
“Make what you can sell most cost-effectively”
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Now, however, we are likely to have to deal with rapid and unpredictable change. Some-
times this may have positive aspects, but often this will not be the case. Recessions, for ex-
ample, are likely to become more frequent again, and deeper, as we have discussed earlier.

3.	Scenario Planning. Companies need to adapt their planning processes to cope with the 
greater uncertainty that will come from living in a more ‘event-driven’ world. It also 
has a personal dimension, as most of us prefer to have a clear idea of what is happening 
and what we are expected to do. Companies will need to recognise this need in their 
thinking, if they are to have a chance of successfully implementing their plans.

4.	Real needs. Over the past 20 years, Westerners have often been spoilt by comparison 
not only with those living in emerging economies, but also with earlier generations. As 
a result, we have often confused ‘wants’ with ‘needs’, as there seemed no good reason 
to compromise. Companies will have to become aware of this distinction, however, as 
mere ‘wants’ are unlikely to be reliable market drivers for the future.   

5.	Action orientation. Uncertainty often breeds a loss of energy, as people worry about 
whether they are doing the right thing. In addition, creativity has been stifled by the 
box-ticking environment of recent years, which has demanded conformity with arbi-
trary rules. This combination can breed inertia, and so companies will need to encour-
age their employees to experiment creatively, if they are to move forward.

The positive news is that most boomers are likely to lead active and healthy lives well into their 60s 
and 70s. So the opportunities to capture their interest and their business are still very large indeed.  We 
will highlight some valuable case studies to help with this process in chapter 7.

Companies seeking to be successful in the emerging economies face a similar challenge, as we will 
discuss in chapter 6. Their core market will also be a currently unknown demographic: those just mov-
ing out of poverty and able to afford a bar of soap, or a bra and pair of panties, for the first time.   

But the Beatles provide a reliable guide, if we are prepared to listen to their message from ‘When I’m 
Sixty-Four’. The megatrends such as an ageing population, and the need for improved food production, 
provide the key to future success.
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ixFinancial Times, 21 May 2011, ‘Suits and cars and rock’n’roll’
xNew York Times, 13 May 2011, Good news for Grandpa
xiNew York Times, 25 June 2011, ‘Reverse Mortgages Here to Stay’,
xiiNational Bureau of Economic Research
xiiiMaddison, opus cit.
xivFinancial Times, 13 June 2011
xvFederal Reserve Board, June 14, 2011, Fiscal Sustainability



ICIS is the trusted information provider 
for the chemical and energy industries. 
ICIS aims to help companies in global 
commodity markets improve their 
revenues and profits by providing high 
quality, timely, commercially useful 
information, business leads and brand 
positioning across the globe. 

www.icis.com 

International eChem (IeC) are trusted 
commercial advisers to the global 
chemical industry and its investment 
community. Our team has an in-depth 
understanding of the issues, and of the 
‘real world’ in which clients operate, 
due to our experience in working with 
many of the world’s major companies 
and financial institutions.

www.iec.eu.com




