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* Peak and duration of the first demographic dividend

Categories

The concept of a demographic dividend is well established in demography and population studies. It typically refers to the
temporary economic opportunity that arises from changes in the ratio of the working-age population to the dependent
population, which includes children below 15 years of age and the older population, 65 years and above, the latter
generally considered the retirement age. The actual retirement age is now being increased in most developed economies
as governments respond to lower fertility rates and population ageing, as well as the fact that young adults are entering
the labour market much later, often still in the education system until their early twenties.

Chart 8 presents the four categories of the demographic dividend, with the first category being the most important for
Africa. The first dividend occurs when the share of people of working age (15 to 64 years) increases relative to
dependants, thereby increasing the contribution that a larger labour force makes to economic growth. Because the labour
force grows faster than the dependent population, it accelerates income growth. However, beyond the structural shift in
expenditure discussed previously (such as investing in existing schools rather than building new ones), the income growth
is not automatic. It must be supported by policies that improve health, education, job creation and governance. A second
dividend may follow when older workers accumulate assets for retirement. In high-income societies, a third may arise if
older adults remain healthy and remain productive. A final dividend can follow, with longevity, during which people
remain economically active into old age.

Chart 8: Different Categories of the Demographic Dividend
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Having a large working-age population is not enough; it must also be productive and engaged. Productivity depends on
people being healthy, well-nourished and adequately educated, as well as on the availability of decent employment
opportunities.

These ratios can be misleading, however, as retirement age, education duration and women'’s labour participation vary
widely. Teenagers in rural Sudan, who leave school early to work on farms, contribute differently than urban South
Koreans, for example, who remain in education into their mid-twenties. Therefore, the size of the labour force (a
definition that includes persons active in the formal and informal sector) does not perfectly align with the working-age
population (which is simply an age cohort), as many are still studying, unemployed or in informal work. Yet, the essential
relationship holds: the balance between workers and dependants remains a key driver of development. For many
Africans, having a “job” still means surviving in the informal sector without security or benefits. Employment, explored in a
separate theme on this website, remains the crucial link between demographic potential and realised economic growth.

Even so, smaller families bring important social benefits: fewer schools are needed, teacher-pupil ratios improve and both
parents and governments can invest more in each child’s education. Later, once population growth falls below
replacement level, economies can stagnate, but not necessarily. Japan and Singapore, where life expectancy exceeds 85
years, demonstrate how sustained investment in technology and capital can sustain growth despite ageing.

Overall, demographic change shapes development outcomes not in isolation, but through its interaction with productivity,
human capital and institutions.

Conceptualisations of the demographic dividend

The measure used extensively in this theme is the ratio of working-age people aged 15 to 64 to dependants, children and
elderly people. When the ratio of working-age people to dependants reaches 1.7-to-one (1.7:1), countries generally enter
the first demographic dividend. The ratio is similar to calculating the working-age population as a percentage of the total
population, which, if it exceeds 62%, is equivalent to the 1.7:1 ratio. Demographers also use fertility rates as an indicator
of a demographic dividend. Typically, a country enters a first demographic dividend with a total fertility rate of 2.8 children
per fertile woman and exits at rates of below 2.1 children.

Chart 9 depicts the various conceptualisations of the first demographic dividend.
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Chart 9: Conceptualisation of the first demographic dividend.

Fertility rate between 2.1 and 2.8

Median age between 25.5 and 41 years

0-14 years < 30% and 65 years and older < 15%

Ratio of working-age to dependants is > 1.7

A similar measure is the dependency ratio, which represents the proportion of dependants (children below 15 years of
age are less than 30%, and those 65 years and older are below 15% of the total population). For all practical purposes, the
dependency ratio is the inverse of the demographic dividend. When the dependency ratio falls below 0.6, the
demographic window generally opens.

The median age is another useful indicator. It divides a population into two halves, with one half being younger and the
other half being older. When a country’'s median age lies between 25.5 and 41 years, it generally has a large enough
working-age population to sustain income growth and support its dependants.

Each of these measures captures a similar dynamic: the shift in population structure that opens a first demographic
window of opportunity, when countries can experience faster growth due to the larger contribution that labour makes to
economic growth.

Peak and duration of the first demographic dividend
The level at which countries achieve their peak demographic dividend—and how long they stay there—can have a

significant impact on prosperity over long time horizons. The longer a country remains within this positive demographic
dividend window and the higher the ratio, the better.

Chart 10 enables users to display the ratio of working-age persons to dependants for selected countries and groups from
1960 to 2100. A few interesting observations:
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* On average, high-income countries entered the demographic window of opportunity in 1966, whereas upper-middle-
income countries entered in 2000 and lower-middle-income countries in 2016. Low-income countries are expected to
enter the window in 2054. China, currently an upper-middle-income country, is excluded from its peer group given the
size of its population, which skews the average.

Separately selecting China and the Asian Tiger economies (Hong Kong, Singapore, South Korea and Taiwan), countries
that have grown more rapidly than others in modern history, provides an important explanation for that growth, namely
the much higher peak at 2.8:1 and 2.7:1, respectively, which is significantly higher than the average for their peer
groups. At these rates, the size of the potential labour force relative to dependants is large, implying a more productive
population structure.

The benefit of a continually growing pool of working-age people is evident in the US, where the ratio did not peak as
swiftly and as high as the levels of China and the Asian Tigers but increased gradually and then remained in modest
positive territory (i.e. above 1.7:1) for an extended period. This has led to steady economic growth and productivity
improvements, which eventually earned it high-income status and sustained wealth growth.

Chart 10: Demographic dividend by global income groups and selected countries, 1960-2100
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On average, countries remain in this fortunate demographic window of opportunity for 54 to 59 years, during which the
level of their peak dividend makes quite a difference, and then exit. At this point, they need to invest in technology to
offset the decline in the relative size of their working-age population. For example, India will spend around 58 years in the
demographic high-growth phase, having attained a ratio of 1.7:1 working-age persons per dependant in 2008. However,
while China experienced a peak demographic dividend ratio of 2.7:1, India is likely to peak lower at around 2.3:1. By this
metric, India could experience a modest income growth catch-up with China, but only in the second half of the 21st
century, but is unlikely to attain the same rates of economic growth despite the rapid ageing of the Chinese population at
that point.

The four countries that, by mid-century, are expected to have the largest total populations globally are China, India,
Nigeria and the US. By around 2044, Nigeria's population is expected to surpass that of the US, making it the country with
the third-largest population globally, after India and China. However, Nigeria is only expected to progress to a 1.7:1 ratio
by about 2058 in the Current Path. It is expected to peak 30 years later (i.e. around 2092) at a ratio of 2:1 and to exit the
favourable demographic window early in the next century. Given this long-term horizon, it is virtually impossible to
speculate responsibly about Nigeria's long-term future growth prospects, as the region is expected to experience
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significant impacts from climate change amid rapid technological advances. However, what is certain is that current
demographic forecasts predict only moderate income growth, and even then, this is expected to occur much later than for
most others.

These examples illustrate how timing, peak levels and duration interact differently across countries. For individual
countries, the duration of the demographic dividend depends on the speed of fertility decline, the pace of economic
transformation and the rate of increase in life expectancy. Countries that sustain moderate fertility (i.e. not below 2.1
children) while expanding employment and human capital can enjoy a longer and more productive window.
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