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The EUISS has conducted a wide-ranging exercise to detect the 

long-term trends, factors and actors shaping the global environment of

European integration – The New Global Puzzle. This Report illustrates

the evolution of the key structural factors affecting change over the two

decades to come – demography, the economy, energy, the environment,

science and technology – and addresses some of the main questions 

concerning the future of the international system. The Report also

includes seven regional outlooks exploring prospective developments of

relevance to the European Union in Russia/Eurasia, the Middle East and

North Africa, Sub-Saharan Africa, the United States, China, India and

Latin America.

Many critical junctures can be envisaged over the decades to come, from

energy supply shocks to environmental catastrophes, from renewed 

confrontation between large state powers to a systemic breakdown of the

Middle East. The development of the European Union into a 

fully-fledged global actor requires a shared assessment of the future chal-

lenges, threats and opportunities with which it will be confronted, and of

the best options for driving, as opposed to enduring, change. 

This Report argues that the biggest challenge confronting the EU will be to

reconcile the emerging multipolar international system with a sustainable,

effective multilateral order. The Report is intended as a first step in

paving the way towards further reflection on the future position and role

of the EU in the world. Both experts and the policy-making community,

at the European and national levels, need to engage in this debate with a

view to defining common, effective responses to tomorrow’s challenges.
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In January 2002 the Institute for Security Studies (ISS)
became an autonomous Paris-based agency of the
European Union. Following an EU Council Joint
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new structures that will support the further develop-
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The Team

This Report is the result of a collaborative effort involving, under the leader-
ship of Director Nicole Gnesotto, the research team of the Institute and a
group of Visiting Fellows and Research Assistants whose added value to the
work of the Institute cannot be stressed enough. 

Burkard Schmitt, Assistant Director at the Institute, conducted the first
stage of the Long-Term Vision project, between the end of 2005 and March
2006, with the involvement of Giovanni Grevi and Gustav Lindstrom from
among the Research Fellows. His input and leadership were decisive in
defining the scope of the exercise, drafting the first version of the Report to
the EDA, as well as managing the team. He subsequently left the Institute for
a position in the European Commission, but his name will remain associ-
ated with this publication. 

Giovanni Grevi, Research Fellow at the Institute, took charge of the second
stage of the exercise: without his full-time commitment and dedication, this
project would never have been completed. He was responsible for thor-
oughly reviewing and expanding the first version of the Report, while man-
aging a team of Research Assistants, and drafting a wide range of new sec-
tions. He shared the final editing of the book with the Director .  

Most of the Research Fellows of the Institute were also directly involved in
this project. Their distinctive contribution provided much added value by
bringing in specific regional expertise. In particular, they highlighted some
of the defining questions affecting the future internal and external develop-
ments of key countries and regions. In this context, special mention should
be made of their work, including : 

Dov Lynch on Russia and Eurasia; 
Walter Posch on the Middle East and the Mediterranean; 
Pierre-Antoine Braud on Sub-Saharan Africa; 
Marcin Zaborowski on the United States;  
Martin Ortega on Latin America; 
and Gustav Lindstrom on Science and Technology.
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A team of Research Assistants worked throughout the spring and summer
of 2006 collecting and reviewing relevant sources, checking, completing,
and analysing  all the facts and figures that form the basis of the Report and
providing their own insight and advice on a number of issues.

Stéphane Delory has been involved as Research Assistant since the very
beginning of the project and his key contribution deserves a special men-
tion. Vincent Vicard, who joined the team in spring, was responsible for the
economic dimension of the study. Christian Burckhardt, Johan Edqvist,
Sophie de Laboulaye, Bastien Nivet, Patrizia Pompili, Andras Roth,
Nathalie Stanus and Daniel Steinvorth also participated in the project.
Last but not least, the Institute’s English-language editor, Gearóid Cronin,
did an excellent job in polishing up the final draft of the Report. 
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Introduction

Nicole Gnesotto

The background to the project

At the end of 2005, the European Defence Agency (EDA) invited the Euro-
pean Union Institute for Security Studies to participate in the development
of an initial Long-Term Vision (LTV) study for European capability and
capacity needs in the field of ESDP. The task of the EUISS was to prepare, on
the basis of existing relevant studies, a report on the global context in which
the European Security and Defence Policy will operate in 2025. Our mission
was not to foretell the future but to assess the most likely developments in
several key areas, on the basis of existing open sources. Other EU bodies were
involved in this project, addressing the military, industrial and technologi-
cal dimensions of the Long-Term Vision, under the leadership of the EDA.

The Institute completed its work and delivered a ‘Global Context Study’
to the EDA in March 2006. Since then, the EDA has been working on the
elaboration of a comprehensive Long-Term Vision for future ESDP needs.
The Agency will present the final output of the project to Member States
under its sole responsibility. 

For our part, we felt that the EUISS contribution to the EDA-led project
provided a good basis on which to deepen and expand the Institute’s reflec-
tion on the actors and factors shaping the global context of European inte-
gration. The resulting report, The New Global Puzzle – What World for the EU in
2025?, in no way represents the official position of the European Union on
any specific subject. Nor does it engage any Member State to endorse its
findings and conclusions. As is the case for all the other publications of the
Institute, an independent think-tank at the service of CFSP, the contents of
this publication are the sole responsibility of the Institute. 

The structure of the Report

The first part of this Report analyses major long-term trends in five key
areas, namely demography, the economy, energy, the environment and sci-
ence and technology. Since most of these trends differ considerably between

7
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the various parts of the world, the general analysis is complemented, where
appropriate, by a more detailed examination by region. On the basis of this
work, in the second part of the Report the Institute’s team presents seven
regional outlooks. These combine the main facts and figures highlighted in
the first part of the Report with an evaluation of the key political factors
influencing the future evolution of major regions and countries. Separate
sections belonging to the first and the second parts of the Report have been
drafted with a view to being stand-alone. It should be noted that this
approach inevitably entails a  degree of repetition between the thematic and
regional sections. The last part of the Report includes a broader perspective
on the state of the international system by 2025, highlights some key politi-
cal questions and focuses on the EU itself. 

The purpose of the Report

This Report does not aim at predicting what the world (and the EU) will look
like twenty years from now – an impossible task. Rather, the Institute has
undertaken a wide-ranging exercise whose aim is to identify the long-term
trends, factors and actors shaping the global environment of European 
integration — The New Global Puzzle. The purpose of this project consists in
providing the European public and decision-makers with a better under-
standing of the variables influencing the evolution of the international system
in which the EU will have to act. 

Too often European integration is regarded as an insular process,
advancing or stalling depending on endogenous, intra-European variables
only. Absorbed in endless debates on the reform of their political, economic
and social structures, there is a risk that the EU and its Member States may
lose sight of the momentous developments taking place beyond their bor-
ders, yet affecting their own future. This Report advances a strong plea for
the debate on the integration of Europe to be set both ‘in context’ and ‘in
perspective’.

As such, this Report does not focus on the EU itself, nor on the evolution
and destination of the process of continental integration. The future of the
Union is uncertain: how many Member States will have joined the EU by
2025? What level of cooperation and integration will be achieved and in
which areas? The answers to these questions will be crucial for Europe’s
capacity to cope with the political, economic, demographic, energy and
security challenges that lie ahead. However, focusing on global develop-

8
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ments across a broad spectrum of different variables helps change perspec-
tives and provides new insights. The Report paves the way for further reflec-
tion and provides a contribution to strategic policy-making at the 
European level. 

The method 

This Report is based on the review of hundreds of documents, including spe-
cialised reports, in-depth studies, essays and articles from international
organisations, the private sector, academia, think tanks and NGOs. The
Institute’s team has also benefited from the input of several experts who
were consulted concerning specific thematic and geographical issues. Hav-
ing cross-checked relevant sources, identified and addressed possible incon-
sistencies and distilled the key questions emerging in each issue area, the
Report provides an extrapolation of ongoing trends, with a horizon of 2025. 

The assumption of continuity underlying the Report is deliberate.
Needless to say, the possibility of major disruptions, changing the course of
history, cannot be dismissed. The ‘surprise factor’, be it the spread of global
pandemics, major terrorist attacks, or natural catastrophes, needs to be
integrated into strategic policy-making. Even globalisation, the overarch-
ing trend affecting almost all others, could conceivably be reversed. Having
said that, for the purposes of this exercise, we felt that the assumption of
continuity was the only viable one. 

In particular, we have decided not to produce alternative scenarios,
which are often included in prospective studies to draw attention to differ-
ent possible futures. This does not mean, however, that we have down-
played uncertainties. On a number of issues, we acknowledge the potential
for deviation from established forecasts. In conducting our study, we kept
some cautionary guidelines firmly in our minds, so as to avoid sliding into
determinism. 

All trends are highly interrelated, which means that unexpected devel-
opments occurring in one of them will inevitably affect the others. The evo-
lution of most trends depends, among other factors, on political decisions,
which can be reversed (e.g. the declining use of nuclear energy in Europe).
Last but not least, potential solutions to some of the major problems of our
age might stem from ground-breaking innovations whose full impact as
yet cannot be foreseen (e.g. progress in biotechnology applied to health, or
new applications for renewable energy sources).

9
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On top of that come the specific difficulties affecting each trend area. In
some cases, projections are based on assumptions and data which are the
subject of debate and/or are very difficult to collect (e.g. regarding oil and
gas reserves or migration flows). Other developments are based on models,
which are scientifically controversial (e.g. climate change). As a conse-
quence, figures for the same trends often differ widely between various
sources (e.g. the expected increase in temperatures across the world). 

Conscious of the many twists that could affect the linear evolution of
current trends, we nevertheless believe that this Report provides a solid and
comprehensive (although by no means exhaustive) picture of the driving
factors that will shape the world to come, of the position of major countries
and regions therein, and of the questions that all global actors will need to
address. 

The future 

There are two main reasons why we decided to complete, deepen, and
expand the scope and the structure of our initial work, and finally to circu-
late it as a book published by the Institute. First of all, putting together an
overall picture of the world in which the EU will operate over the next two
decades filled a vacuum and presented a stimulating challenge. This has
been one of the most interesting studies that we have undertaken since the
creation of the Institute. Reviewing hundreds of documents on such differ-
ent issues as climate change, foreign direct investments, oil reserves, the
spread of contagious diseases or regional conflicts certainly posed a difficult
challenge. But it was also an instructive exercise, in so far as this broader
vision obliged us to put in perspective the immediate priorities and chal-
lenges of EU external policy. The result of this comprehensive study is cer-
tainly not beyond questioning. Most of our findings can be discussed, chal-
lenged, and interpreted differently. This is why we thought it useful to
distribute them to a wide public audience. At a time when the lines of the
debate on the future of Europe are blurred, there can never be too much
reflection on the shape of the world to come, and the EU’s role in it.

Secondly, we hope that we have set a precedent. In the future, we are con-
vinced that it would be extremely useful for the EU to establish a joint
mechanism to monitor developments systematically in key areas and regu-
larly develop a comprehensive vision of long-term global dynamics, with a
twenty- to thirty-year horizon. Every five years, at the beginning of each new
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European ‘legislature’ (the new terms of office of the European Parliament,
the Commission and the High Representative for CFSP/future Union Min-
ister for Foreign Affairs), such joint analysis of the long-term global envi-
ronment would constitute, in our opinion, an important contribution
enabling all EU institutions to behave more strategically, in synergy. This is
indispensable if the Union is to face up to its growing responsibilities as a
global actor in a challenging global environment. 
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Demography

The growth of the world’s population will slow down as the twenty-first cen-
tury progresses, due to a general shift in demographic patterns from high
birth rates, high mortality and short life expectancy to low birth rates, low
mortality and long life expectancy.1 However, this transition will be incre-
mental, and will take place in several phases, at different times and at differ-
ent paces in the different parts of the world. Whereas the developed coun-
tries are already at an advanced stage of demographic transition, most
developing countries are still in the early stages, showing considerably
higher birth and population growth rates. Twenty years from now, nine out
of ten people will live in the developing world, as opposed to eight out of ten
today.

15
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General Trends

The world population is expected to increase from 6.4 billion in 2005
to 7.9 billion in 2025 (+23.4%). Population growth will be particularly
strong in developing countries in Sub-Saharan Africa (+43 to 48.4%),
MENA (+38%), Latin America (+24%) and Asia (+21%). 

The total population of the developed world will remain stable, but
demographic trends will differ greatly between the US (+17.4%), the EU
(+2%), Japan (-2.6%) and Russia (-10.8%).2 In 2025, the EU-25 will
only account for roughly 6% of the world’s population. 

Population ageing will be the main demographic feature in developed
countries, but also in China.3 In many EU Member States, but even
more so in Japan, this will have major implications for the composition
of the workforce and dramatically increase old-age dependency ratios.
In many developing countries, in contrast, the population will remain
relatively young and the working-age population will expand, putting
huge strains on labour markets. 
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By 2025, about 1.2 billion people will be older than 60. In absolute terms,
the majority of older people will live in developing countries, but their share
of the total population will be much higher in developed countries (30% as
compared to 13% in the developing countries).5 In the long-term, popula-
tion ageing will lead to a labour force deficit in many developed countries.
However, the full effect of this trend will be seen only from 2030 on. 

Up until 2025, technological adjustment, the expansion of workforce
participation rates and immigration will probably be sufficient to main-
tain sizeable workforces. The effective old-age dependency ratio (number
of non-active persons older than 65 as a percentage of employed persons
between 15 and 64), however, will increase dramatically over the next
twenty years, in particular in Europe and Japan. Most developing countries,
in contrast, will have difficulty generating enough jobs to absorb their
labour force stocks. 

Because of the many variables affecting migration, and because of the
different categories of migrants, the evolution of migratory flows can only
be the subject of broad estimations. On the whole, the flow of international
migration has slowed down in the past years, and societal and economic
constraints are likely to hinder massive migration flows.6 Proportionately,
however, immigration from developing countries to developed ones is on
the rise. Roughly 2 million people per year are expected to migrate from
developing to developed countries, with only 10% coming from the least
developed regions.7 In 2005, France, Germany, Italy, Spain and the United
Kingdom hosted more than 29 million international migrants. Over the
last few years, net migration gains for the EU ranged between 1.5 and

16
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Although the number of migrants on the move has been decreasing
slightly, the share of international migrants directed towards devel-
oped countries has been rising.4 Migration rates towards Europe are
expected to remain stable, while much will depend on the economic
performance of neighbouring areas and on European migration poli-
cies. 
Health care will probably continue to improve, but also face new chal-
lenges both in the developed world (due to pollution and population
ageing) and the developing world (due to pollution and urbanisation).
In certain regions, diseases are expected to have a massive impact on
the age structure of the population. In general, however, they are
unlikely to alter population growth fundamentally. Epidemics will cer-
tainly spread more easily due to migration and increased mobility.
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1.7 million per annum, including the regularisations implemented by Italy
and Spain among others. That means that a considerable share of these
migrants were already living in the EU. Europe (Belarus, Russia and
Ukraine excluded) was the primary recipient of a stock of 44 million inter-
national migrants, on a par with the US but behind Asia (53 million).8

Assumptions on net immigration rates towards the EU for the foresee-
able future can only be very broad, ranging between around 600,000 to
1 million per year,9 while for the US the figure is significantly higher
(1.2 million). Whereas the stock of migrant population and the pace of
migratory flows towards the US will sustain considerable demographic
growth and provide sufficient workforce numbers, this is unlikely to be the
case in Europe. According to the United Nations, about 1.6 million
migrants would be required on an annual basis, over the next decades, for
ageing Europe to preserve its workforce at current levels. Given the very low
fertility rate posted by most European countries, the number of migrants
required to maintain the potential support ratio (i.e. the ratio of the popu-
lation aged 15-64 to those aged 65+) constant would need to be much
higher still.10

Forced migration (due to natural disasters, armed conflicts, etc.) cannot
be foreseen either but can have a locally devastating impact.11 The UNHCR
has reported a constant decrease in the worldwide number of refugees,
from 12 million in 2000 to 8.4 million in 2005 – the lowest level since 1980.
On the other hand, since 2003, the number of internally displaced persons
(IDP) has been constantly rising (from 4.3 to 6.6 million in 2005). The same
goes for those considered to constitute a ‘population of concern’12 by the
UNHCR (20.8 million in 2005). This increase is primarily caused by the sit-
uations in Iraq and Somalia but also in Colombia, where 2 million IDPs are
recorded.13

In 2030, more than 60% of the world population will live in cities.
Urbanisation ratios will be higher in developed (81.7%) than in developing
countries (57%).14 Urbanisation, however, will pose a bigger challenge for
the latter, where the transition from rural to urbanised societies is likely to
be uncontrolled and unbalanced. 

Demographic and urban explosion, combined with environmental
degradation and global warming,15 may lead to the emergence of ‘new’ 
diseases (new strains of viruses or newly identified endemic viruses), the re-
emergence of old ones, and the widening of areas struck by diseases that
used to be regionally constrained.16 Africa and Asia are particularly
affected, the former hit by AIDS, malaria and dengue, and the latter partic-
ularly affected by tuberculosis (TB) and respiratory infections. Dengue
fever is currently the most rapidly disseminating vector-borne disease, but

17
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re-emerging drug-resistant diseases, such as TB, will also represent a real
threat. Worldwide, cases of TB have grown by 20% over the last ten years. 1.7
to 2 million people died from it in 2004, and 8.8 million are infected each
year. Some forecast that 35 million people could die from TB by 2025,
should this trend persist. 

Malaria and HIV/AIDS, which are likely to remain the deadliest dis-
eases,17 combined with TB, kill 6 million people per year. Those diseases,
but also dengue, fevers, diarrhoeal and respiratory infections, are hindering
the economic development of entire regions. The WHO estimates the loss
of economic growth in malaria’s endemic areas of Sub-Saharan Africa to be
1.3%, and estimates the loss of GDP caused by TB to be between 4% and
7%.18 Prospects of reversing these trends are uncertain and depend as much
on future vaccines and prophylactic treatments as on the social and eco-
nomic development of the areas concerned. Global warming could also
provoke migration of vector-borne species carrying infectious pathogens
but the scale and impact of such migration cannot be anticipated. New
pathogens represent yet another kind of risk. One or two of them are iden-
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tified each year and their potential mutations are still unpredictable (e.g.
avian influenza and SARS).19 These pathogens, as well as drug-resistant
strains, can imply epidemiological risks that may have direct economic
impacts on agriculture, trade and migration. 

Regional differences

Developed world

Most developed countries will see their population growth rates fall (indeed
some will even turn negative) and their elderly populations expand. The
median age20 in these regions is expected to rise from 38.6 today to 43.1 in
2025 (worldwide from 28.1 to 32.8). However, important differences exist, in
particular because of varying fertility rates. The countries particularly con-
cerned by population shrinking and ageing will need to compete for skilled
workforce from abroad.

The European Union (EU-25)

Based on the interplay of immigration and population ageing, the popula-
tion of the 25 current EU Member States is expected to grow from 458 mil-
lion in 2005 to 470 million in 2025, before decreasing.21 Demographic
trends will not be uniform (steady growth in France and the UK until 2025,
early decline in Germany, Italy and Spain, among others). In all Member
States, however, low fertility rates (EU average 1.5) and long life expectancy
will lead to population ageing (+37.4% of people aged 65-79 years, with an
EU-wide median age of 44.5, rising to even 50.5 in Italy). It is noticeable that,
since the end of the 1980s, demographic growth in the EU has resulted more
from immigration than from natural increase.22

Up until 2025, taking into account the contribution of migrants, higher
participation rates of older people and women will probably be sufficient
to maintain a sizeable workforce, but the recruitment of qualified and
highly skilled labour is likely to prove increasingly difficult. After 2030, the
working age population will begin to shrink. Twenty years from now, the
effective economic old-age dependency ratio will rise sharply from 37% to
48%, with potentially huge consequences for pension schemes.23

Controlled immigration and incentives for qualified foreign human
capital will likely become increasingly important to relieve the strained
European labour markets. Immigration to the EU is expected to vary
between 600,000 and 1 million per year, mainly directed to Western Europe
and, increasingly so, to Southern countries such as Italy and Spain, whereas

19

Demography

part-01.qxp  03/10/2006  10:24  Page 19



1

Eastern Europe is projected to lose around 75,000 migrants per year.24 It is
generally assumed that this influx can only mitigate the economic effects
of population shrinking and ageing in Europe.

The United States 

The US population is expected to grow from 296.4 million in 2005 to
more than 364 million in 2030.25 This increase is due to fertility rates
close to the replacement rate (2.1 children per woman), but even more so
to longer life expectancy and immigration. The share of the working age
population (defined here as 20-64 years) will decrease slightly from 59%
to 55.2%, but immigration and higher workforce participation rates
(older people, women) are expected to be sufficient to compensate for
this trend.

Racial and ethnic distribution will evolve considerably. By 2030, the
share of the white population (Hispanics excluded) is expected to decrease
to 57.5% (from 69.4% in 2000). The proportion of African-Americans will
remain stable (13.9%), whereas the Asian and Hispanic populations are
expected to more than double their shares to 6.2% and 20.1% of the total
population. 

Immigration – both legal and illegal – has traditionally been a major ele-
ment of US population growth. According to UN estimates, net migration
to the US will average 1.1 million per year over the next decades. In 2004, an
estimated 800,000 people entered the US illegally (57% from Mexico), driv-
ing the number of undocumented migrants up to 10.3 million.26 Immigra-
tion pressure, in particular from Mexico and other Latin American coun-
tries, will certainly continue, with significant implications for US domestic
politics and culture. However, security concerns may lead to stricter immi-
gration policies and reduce both legal and illegal migration.

Japan

Japan is likely to suffer a demographic collapse as the century progresses.
The total population is expected to decline from 128 million today to 124.8
million in 2025, while the median age will increase from 42.9 to 50. Popula-
tion ageing will increase old-age dependency ratios dramatically and lead
to a net decline in the labour force.27 High cultural barriers will make it dif-
ficult for immigration to ease these developments.28 A large number of the
legal immigrants (343,000 in 2002) are specialised in show business
(123,000), while engineers and specialised workers only represent a fraction

20
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of this total (2,800 and 1,800 respectively). In 2002, undocumented
migrants in Japan amounted to only 250,000 people, compared to 1.8 mil-
lion foreigners legally residing in the country.29

Russia  

Like the majority of former Soviet Union Republics, Russia is facing a steep
decline in its population. Population growth rates have been negative since
the mid-1990s (-0.02% in 1995) and are expected to fall further to -0.58% on
an annual basis between 2020 and 2025. Despite a slight migration inflow
and a marginally rising fertility rate (from 1.40 to 1.58), Russia’s popula-
tion is expected to fall from 143.2 million to 129.2 million people over the
next twenty years.30 The increase of the proportion of elderly people, aged
over 60 (from 17.1% to 24.3% of the population by 2025) could result in seri-
ous social problems, notably given the corresponding stagnation of the
percentage of young people, at around 16% of the population. At the same
time, the country has one of the highest rates of HIV infection in the world,
with severe social and economic consequences.31 Certain worst-case sce-
narios foresee 11 million HIV infections and 8.7 million HIV/AIDS-related
deaths between today and 2025.32

Developing world

In many developing countries, birth rates and population growth rates are
expected to remain relatively high over the next few decades. The popula-
tion of developing countries will remain relatively young (with a median
age increase from 25.6 in 2005 to 30.8 in 2025) and their working-age pop-
ulation will expand. The difference in demographic patterns is shifting the
global distribution of population increasingly from the developed to the
developing world.

The number of people living in cities in the developing world is expected
to almost double from 2.2 billion today to 3.9 billion people in 2030. 15 of
22 mega-cities (cities with populations of over 10 million inhabitants) will
be located in developing countries. In many regions, in particular in Africa
and in India, rural economies will thus coexist with urban centres with high
population concentrations.

Emigration from developing to developed countries will continue, but
is unlikely to increase dramatically. Asia is expected to suffer the biggest net
outflow (1.2 million per year), followed by Latin America/the Caribbean
(570,000) and Africa (330,000).33 However, notably in the case of small
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countries, these migration rates may entail a significant ‘brain drain’ and
the loss of the most innovative part of the workforce, which, in turn, may
hinder economic development.34

Sub-Saharan Africa

Due to high fertility rates (from 4.7 in 2005 to 3.5 in 2025), population in
Sub-Saharan Africa is forecast to grow from 731.5 million today to 1.04 bil-
lion in 2025 (+43%). Nonetheless, with the noticeable exception of Nigeria,
which will account for 190 million people (131 million in 2005), no demo-
graphic power will emerge. Life expectancy should rise from 45.8 years in
2005 to 52.3 in 2025,35 but could be considerably lower in the ‘AIDS Belt’ of
Southern Africa.36 The proportion of people belonging to the younger gen-
erations will remain high (59% under 24 years by 2025) and the median age
low (21.8 years, North Africa included). Very different trends can be detected
at the regional level, with population growth nearly equal to zero in the
southern part of the continent (+0.2 %, 55 million people in 2025), but high
in Western Africa (+52%, 401 million people) and in Eastern Africa (+55%,
447 million) and very high in Central Africa (+68%, 184 million people).37

However, Sub-Saharan Africa’s demographic trends depend heavily on
future progress in the fight against diseases. In particular, the development
of vaccines for malaria and AIDS could affect demographics considerably.
Today, 9% of Africa’s adult population (29.4 million) is HIV-infected.38

Accounting only for 11.4% of the world’s population, the continent har-
bours 70% of all HIV infections and accounts for 77% of HIV-related
deaths.39 Between 67 and 83 million casualties are expected from 1980 to
2025. In parallel, an increase in cases of malaria and in cases of dengue fever
is expected.40 Malaria kills 900,000 Africans per year (90% of the world
total) and tuberculosis killed 587,000 in 2004. The spread of other resilient
diseases (cholera, tuberculosis) and the negative impact of human 
pollution could increase death rates even more.

In 2025, Africa will still be an empty continent, with relatively low 
population density and urbanisation (50% in rural areas). The degree of
urbanisation will be lower in Africa than in Asia and Europe, but the annual
growth rate of urbanisation is projected to be higher (Lagos +4.51%, Kin-
shasa +4.03%, etc.).41 Around 2020, Africa will have 11 major cities with a
population of five million or more and over 700 cities with a population
surpassing 100,000.42 The impact of demographic growth and rural migra-
tion may be severe, in particular because of inadequate infrastructures and
competition for resources.
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The Middle East and North Africa

Fertility rates are expected to continue to fall from 2.91 to 2.38 in North
Africa and from 3.11 to 2.52 in the Middle East, slowing down population
growth rates in the MENA region as a whole to 1.3% in 2025 (from 3.4% in
1985 and 2% today). By 2025, however, the population is expected to grow by
38% (from 388 to 537 million).43

The working-age population will expand particularly fast (+40% in
North Africa, almost +50% in the Middle East).44 Given the social and eco-
nomic prospects in many MENA countries, part of this workforce will
probably emigrate. If current trends continue, Europe is likely to remain
the main destination for emigration from North Africa. This dynamic
might be enhanced if the traditional recipient countries in the region –
those belonging to the Gulf Cooperation Council (GCC) – continue to
restrict the influx of foreign migrants in order to relieve their labour mar-
kets and reserve jobs for the local population. The presence of foreigners in
the workforce is close to 90% in the United Arab Emirates (UAE) and Qatar,
and 60% in Saudi Arabia and Bahrain. Foreigners represent 38.5% of the
GCC countries’ global population, with shares ranging from 26% to 80%
and Arabs representing less than one third and outnumbered by Pakistani
and Indian workers.  The GCC countries have already started to massively
expel their foreign workforces, in particular those coming from India, Pak-
istan, Egypt and Yemen.45 This, in turn, cuts off the population in the
migrants’ countries of origin from an important source of revenue in the
form of remittances. 

Asia

Asia will remain the most populated continent (3.9 billion people today, 4.7
billion in 2025) with a still relatively young population (median age 27.7
today, 33.7 in 2025). However, trends differ considerably between the vari-
ous countries: Pakistan’s population, for example, will increase from 158 to
229 million, and its fertility rate of around 2.6 will still stand well above the
replacement rate. Indonesia’s population will increase from 222 million to
267 million, but its fertility rate will drop to 1.85.46 Yet the whole area will be
under heavy demographic pressure, which will impact the most on those
countries posting feeble rates of economic growth, such as Pakistan and
Bangladesh (186 million people in 2025).  

Migration within and out of Asia is expected to remain substantial and
play an important role for the economy of the least developed countries of
the continent (with local populations depending on remittances).47

23

Demography

part-01.qxp  03/10/2006  10:24  Page 23



1

The major countries of net emigration in Asia are expected to be China 
(-327,000 annually), India (-241,000), the Philippines (-180,000), Indonesia
(-164,000) and Pakistan (-154,000).48 The GCC, US, Japan, Australia and
some relatively well-off states of South East Asia are the main destinations
of those fluxes.

Since the emergence of new viral diseases seems to be increasingly linked
to the proximity between human beings and animal species, the high den-
sity of animal and human populations cohabiting in Asian cities could rep-
resent an increasing threat for human health. Moreover, Asia, and South
Asia in particular, is exposed to a steep increase in HIV contamination.49 

China 

By 2025, the Chinese population is forecast to grow from 1.31 to 1.44 billion.
By then, the proportion of the working-age population will still be high (68.4%
of the population), but two decades of the one-child-policy will increasingly
make its impact felt on the population’s age structure.50 The median age in
China will increase from 32.6 today to 39.5 in 2025 (and 43.0 in 2035).

From 2015 on, population ageing will lead to a rapidly increasing num-
ber of elderly people (from 7% of the total population today to 20% in 2025)
and to a steadily increasing dependency ratio (40.2 in 2015, 50.5 in 2030). In
2015, the young-age dependency ratio will be 26 and the old-age depend-
ency ratio 13; in 2030 these figures will be around 25 for young-age depend-
ency and 24 for old-age dependency, with a marked progression of the lat-
ter and a consequent increment in the social costs that it will entail.51 The
rapidity of this shift is likely to create considerable social problems and to
at least slow down China’s economic growth. 

Increasing discrepancies in living standards between rural areas and
cities are expected to provoke migration towards urban areas, in particular
in the coastal regions. Consequently, the urbanisation rate is expected to
rise from 41% today to 57% in 2025 (824 million people living in cities), with
85% of the population living in the Central and Eastern regions of the coun-
try.52 This means that a huge imbalance is emerging between the extension
of the (mostly empty) national territory and urban density.53

India

India’s demographic development will remain dynamic. Fertility rates will
remain above the replacement level (2.76 in 2005, 2.11 in 2025) and life
expectancy will grow (from 65 years in 2005 to 70 in 2025). India’s total pop-
ulation will come close to China’s by 2025 (1.39 versus 1.44 billion), but will
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remain considerably younger (the median age will be 30.4 in 2025 and 33.9
in 2035). The old-age dependency ratio, with an elderly population (people
aged over 65) doubling to about 80 million by 2025 (only 6% of the popula-
tion) will remain very low as well.

Demographic distribution across the country will remain highly
uneven. In 2025, India will still be a mainly rural country with 62% of its
population living in rural areas (71.3% today). Population density will nev-
ertheless be very high (425 inh/km2 in 2025, as opposed to 336 inh/km2

today). Moreover, population growth, compounded by internal migra-
tions, will notably impact on 60 or 70 large urban centres with over 1 mil-
lion people, in a country where only 30% of the population has access to
improved sanitation and urban structures are already under huge strain.
Some experts consider that HIV/AIDS could turn into an epidemic in the
coming years. Up to 25 million AIDS cases could occur in India by 2010.
Cumulative AIDS deaths from 2000 to 2015 could reach 12.3 million and
49.5 million from this date up to 2050.54
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Economy

Economic development is interlinked with other key variables such as poli-
tics, security, demography, technology, and energy. Economic performance
can be measured by various indicators such as productivity, investment,
trade, and financial flows. All this makes future economic trends particu-
larly difficult to predict. However, there is a general consensus on some
important broad trends.
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General Trends

Economic globalisation will continue and deepen. In spite of recurrent
protectionist tendencies, cross-border trade is expected to grow world-
wide. 

Greater openness and new trade powers will enhance competition and
increase the pressure to adapt economic and social systems, which will
pose different challenges to developed and developing countries. Coun-
tries and regions that fail to adjust will risk marginalisation. 

The dominant triad – the US, the EU and Japan – will probably remain
leaders in many high-value markets, but continue to offshore labour-
intensive production and business services.

Some of the target countries for these offshore activities will become
new economic powerhouses. China and India, especially, are likely to
continue their economic rise, shifting the centre of the world economy
to Asia. However, in both countries, sustainable economic growth will
depend on domestic reforms, energy supply and the development of
infrastructures.
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Over the next twenty years, economic globalisation will most probably
continue to drive economic growth. World growth is expected to remain
sustained, with an average annual rate of 3.5% between 2006 and 2020. By
then, world GDP is expected to be two thirds bigger than in 2005 ($44.4 tril-
lion).1 Provided unforeseen major events do not occur, international trade,
investment and capital flows are expected to steadily grow worldwide, lead-
ing to further integration of markets for goods and services. At the same
time, these flows will continue to diversify geographically towards emerg-
ing markets. Globalisation will therefore entail momentous, and some-
times contradictory, consequences. Greater openness and growing compe-
tition will impose structural adjustments on all countries and will put not
only economic but also social models under stress, which could be painful
at the domestic level and lead to tensions on the international stage. 

New competitors have emerged on the world market, challenging devel-
oped and developing economies across a broadening range of industries.
Thanks to rising levels of education and investment, China and India are
beginning to diversify their economies towards sectors with higher techno-
logical added value.2 On the whole, technological progress will play a key
role in fostering globalisation. In technology-intensive industries, innova-
tion is associated with radical changes in production methods and organi-
sation (flatter structures, outsourcing and transnational alliances).3 Com-
panies will increasingly be able to outsource any given segment of
production to the most cost-effective location.4

Service offshoring is still at an early stage but is growing very fast, with
an envisaged expansion of offshore outsourcing of business processes from
$1.3 billion in 2002 to $24 billion in 2007.5 New information and commu-
nication technologies have increased the tradability of information-
centred sets of services. Firms will increasingly profit from offshoring these
activities to a foreign country, either through FDI or outsourcing.6

In parallel to these intensifying trends, FDI and trade flows will expand
and take new directions. Most notably, developed countries will no longer
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Emerging economies in Asia are expected to post the highest growth
rates, with Chinese and Indian GDP expected to triple by 2025. How-
ever, in terms of GDP per capita, they will remain a long way behind
OECD countries. The distribution of wealth will thus remain highly
unequal.
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be the only large investors. Over the last 15 years, FDI outflows from devel-
oping countries have grown faster than those from developed countries
(although from a negligible level in the early 1990s). They accounted for
one tenth of the global FDI stock ($0.9 trillion) in 2003. In particular, FDI
among developing countries is growing faster than investment from devel-
oping to developed countries.7 In 2000, it represented more than 30% of the
FDI inflows reported by developing countries.8

The diversification of trade flows has already taken place on a much
larger scale, and will most likely continue at an accelerating pace. The con-
solidation of integrated regional economic areas represents one of the
main trends of international trade. In particular, East Asia is emerging as a
key regional trade area. Between 1984 and 2004, developing Asia’s share of
world exports almost doubled and reached 21.3%. The share of intra-
regional trade flows has increased from 22% (1984) to about 40% (2004) of
developing Asia’s total exports (54% if Japan is included), compared to 46%
in North America and 64% in the EU.9 Trade routes follow a new regional
and international division of labour. Chinese exports of final goods to the
US and EU are expanding rapidly. Other industrialised Asian countries
have lost shares on those markets, but are increasing their exports of inter-
mediate and capital goods to China.10

Asia still depends on Western markets, and notably on US domestic
demand, for the export of final goods. However, the growing demand from
the fast expanding middle-classes in emerging Asian countries will proba-
bly determine considerable shifts in trade patterns, and create new export
opportunities for developed economies. The middle class (those with an
income higher than $3,000 per year) in the four largest emerging
economies (China, India, Brazil and also Russia, whose economy seems on
the way to recovery) could be 800 million-strong in less than a decade. If
high growth expectations are fulfilled, 200 million people with an income
above $15,000 could be added to these economies by 2025.11 Rapid income
rise will result in a growing domestic market. For example, Asia is likely to
become the world leading automotive market as soon as the next decade.12

Another important feature of global exchanges is the proliferation of
preferential trade agreements, especially bilateral free trade agree-
ments.13 Compared to multilateral liberalisation at the global level, advo-
cated by the WTO in the Doha Round, preferential agreements may
address a wider range of issues including investment, competition, envi-
ronment and labour standards, and lead to deeper economic integration
among those involved. However, the complex network of overlapping
regional and bilateral agreements may lead to conflicts of regulatory stan-
dards and undermine transparency and predictability. Failure to spur mul-
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tilateral trade liberalisation during the Doha Round will likely foster more
preferential agreements. Ensuing fragmentation would provide lower
global gains and mainly benefit key economic and trade ‘hubs’ (such as the
EU and the US) compared to other countries. 

The globalisation of exchanges and investments benefits a growing
range of countries, but not all. Those countries left out of global trade and
investment flows risk further marginalisation. At the global level, income
inequalities between countries are narrowing. Progress in this direction,
however, largely derives from the economic growth of populous South and
East Asian countries, especially China and India. On the other hand, the
gap between developed (and emerging) countries and Sub-Saharan Africa
has been widening. With a view to offsetting this trend, countries in Sub-
Saharan Africa, as well as other least developed countries, would need to
achieve and maintain growth rates well above the world average. 

Likewise, while extreme poverty has been declining globally, this has not
been the case in every region.14 Based on the World Bank definition of
extreme poverty – those living with less than $1 per day – the numbers have
gone down. 400 million fewer people lived with less than $1 per day in 2001
than in 1981. High growth rates in Asia have driven the poverty reduction
process, especially in countries like China, India and Bangladesh.15 In con-
trast, Africa has experienced an increase in the number of people living in
absolute poverty, from 160 million in 1981 to 303 million today. If the cur-
rent levels of economic growth prove sustainable, the Millennium Devel-
opment Goals’ target of halving the number of people living with less than
$1 a day by 2015 (from 1,218 million in 1990 to an expected 617 million)
will be met, but only because progress in Asia will offset the opposite trend
in Sub-Saharan Africa. In this region, those in dire need are expected to
increase to 336 million (or 38% of the population in 2015).16

Taking yet another international standard of reference to measure
poverty – those living with less than $2 per day – poverty reduction proves
slower. The number of people living on less than $2 per day has only slightly
decreased since 1990, from 2.65 billion to 2.61 billion, despite the rapid drop
in China (from 825 to 533 million).17 The envisaged drop from 2.61 to 1.99
billion by 2015 will largely stem from economic development in the Asia-
Pacific region, and especially in China.18 When it comes to poverty reduc-
tion, therefore, the pace of progress will vary greatly depending on the region
at stake and on the parameter of reference. 

Clearly, considerable disparities will therefore persist between different
countries, which will be exposed to different challenges in the process of
globalisation. A key distinction should be drawn between developed and
developing countries. Developed countries will need to confront a process
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of economic adaptation to growing competition, and transfer their
resources from declining activities to sectors where they enjoy a compara-
tive advantage. This evolution, together with the offshoring of a (limited)
part of their industrial base and of business services, and increasing inter-
national competition, will probably lead to considerable social tensions,
potentially leading to protectionist reflexes.19

Developing countries will be confronted first and foremost with the
tasks of building adequate physical infrastructures, enhancing their
human capital and improving governance structures and the investment
climate. The least developed countries may face yet another serious obsta-
cle to their development. Although their economic growth will at least par-
tially depend on trade liberalisation, the consequent loss of revenue from
import duties, and preference erosion to the advantage of emerging trade
powers, may severely affect them.20

As a result of ongoing trends and of the momentous changes that they
will determine, rich developed countries will see their share of global
wealth, trade and FDI decline in relative terms, to the advantage of emerg-
ing countries. At the horizon 2025 and beyond, Asia will likely become one
of the pivotal centres of the world economy. The share of world GDP pro-
duced by OECD countries will shrink, in PPP terms, from around 55% in
2000 to 40% in 2030, while emerging Asia’s share will rise from 24% to 38%
over the same period.21 According to some projections, the aggregated
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GDP of Brazil, Russia, China and India could amount to half the GDP of
the current six biggest developed countries (US, Japan, Germany, UK,
France and Italy) by 2025 and overtake it by 2040.22 Looking at the size of
national GDP, the top five countries in 2025 will be the US, China (due to
overtake Japan in 2016), Japan, India and Germany.23

The picture will, however, look radically different when focusing on the
levels of GDP per capita. From a current GDP per capita of $6,300 in PPP24

(15% of the US level), China could reach 24% of the US level in 2020 (higher
than the level of Brazil today). India, with a GDP per capita of $3,400 in PPP
in 2005 (8% of the US level), is expected to reach 12% in 2020, close to the
level of Thailand today.25 From this perspective, therefore, filling the gap
between emerging economies and rich countries will take several decades. 

Following the envisaged shake-up of the global economic order, global
economic governance will become increasingly complex, with China, India
and others challenging the traditional leadership of the US, Japan and
Europe in key international institutions (WTO, World Bank, IMF).26 The
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growing complexity of decision-making at the global level may reinforce
the trend towards bilateral and regional agreements. However, such frag-
mentation is not expected to reverse the general trend of globalisation. 

Regional differences

The dominant triad

The three currently predominant economic blocs – the US, the EU and Japan
– will face increasing competition from emerging markets and will continue
to offshore labour-intensive activities. However, they are expected to main-
tain their industrial cores, in particular in capital- and research-intensive
sectors, but also in sectors where transport costs relative to the value of the
good being produced are high. At the same time, financial and investment
flows will increasingly become a two-way street, with emerging countries
buying into the industrial base and holding foreign debts of developed
countries. 

The United States

The US is expected to remain the world’s leading economic power in 2025,
continuing to post the highest level of GDP overall and per capita. Several
comparative advantages will probably allow the US to maintain its current
position: continuing population growth, in combination with high-quality
human capital, flexible labour markets and high labour productivity; a
strong culture of innovation, combining high spending on research in key
sectors for the future (IT, biotechnology and nanotechnology) and the capac-
ity to quickly translate new technologies into commercial applications (low
level of regulation, a big domestic market, access to venture capital, etc.). The
US is expected to remain the world leader in business and professional serv-
ices, in particular in the ICT sector. Services are also expected to contribute
positively to net trade, whereas goods trade is likely to remain in deficit.27

Between 1997 and 2004, the US has accounted for 46.6% of the increase
in world aggregate demand.28 The question is for how long the US will
remain the world’s economic engine. The main factors fuelling uncertainty
as to the sustainability of US domestic demand are high budget and cur-
rent account deficits. The current account deficit is close to $800 billion, or
6.4% of GDP (matched by increased surpluses in East Asia and oil-export-
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ing countries), and the budget deficit grew from a surplus of 1.3% of GDP
in 2000 to a deficit of 4.1% in 2005. On present trends, both in absolute
terms and relative to GDP, both deficits are projected to continue to grow.
The current budget deficit is in part driven by high defence expenditures. In
the next few decades, significant strains on the budget will come from a
growing elderly population and rapidly rising health care costs, which will
cause federal spending for social security, Medicare and Medicaid to
increase from 8% of GDP in 2005 to almost 15% in 2030.29

The US ‘twin deficits’ are also core factors of global financial and trade
imbalances and among the main financial risks to the global economy. The
US must import about $1 trillion of foreign capital per year to finance its
deficit and its own FDI. This results in the huge and increasing share of for-
eign ownership of the US Federal debt (in particular by Japan and China). It
is generally recognised that these imbalances are difficult to sustain and
imply in particular the risk of a sharp depreciation of the dollar. To mitigate
the risk of a disorderly adjustment, the US would have to stimulate house-
hold savings and reduce the public deficit, whereas the surplus countries
would have to increase investment and encourage domestic spending.30 In
addition, a realignment of exchange rates is considered a necessary step to
overcome the imbalance. Another, albeit related, problem for the US econ-
omy are high security costs (for both the federal budget and companies).31

The European Union

GDP in the EU is expected to grow more slowly than in the US. In many
Member States demography will become a major drag on economic growth,
with population ageing putting social and economic systems under consid-
erable strain. Until 2025, higher participation rates (of older people and
women), productivity gains and immigration will probably be sufficient to
maintain a sizeable workforce. However, effective old age-dependency ratios
are expected to rise sharply and raise complex questions regarding pensions
and health care.32

Offshoring of production and business services will continue to thin
out the European industrial base, implying further job losses in particular
in labour-intensive sectors.33 Offshoring , however, will be directed not
only outside the Union but also towards the new Member States in Central
and Eastern Europe, which offer business and industrial investors the
attractions of low wages as well as geographic proximity and a sound and
stable institutional environment. At the same time, core industries, such as
telecommunications, mechanical engineering, automobiles or civil aircraft
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are expected to remain competitive and innovation leaders. However, rela-
tively low research investment and overregulation may limit Europe’s role
in future key sectors.34

The EU’s pattern of specialisation has already evolved. EU countries
maintain a strong position in the field of high-quality products, but have
accumulated a trade deficit for low-quality goods. In addition, the EU has
lost ground in high-tech industries since the end of the 1990s, suffering like
the US and Japan from China’s competition. Technological innovations
can, however, provide EU industry with new opportunities. In important
sectors such as chemistry, where the EU retains a strong position, or phar-
maceuticals, the technological revolution could dramatically change the
face of the market.35 The focus on technological innovation highlights the
importance of the Lisbon process and goals for the future of the European
economy. The ability of the EU to maintain its position in high-tech and
high-quality products, intensive in R&D and skilled labour, will determine
its growth prospects. At the same time, relatively low investment rates in
ICT for services will need to be raised if service productivity is to grow, as has
been the case in the US, and stimulate a positive economic cycle. 

The Lisbon targets are, however, increasingly considered as ‘desirable’
rather than ‘achievable’.36 European R&D expenditure equals two thirds of
the US level. In 2003, only 1.93% of EU GDP was devoted to R&D (against
2.59% in the US, 3.15% in Japan, and 1.31% in China), up 0.7% per year
between 2000 and 2003. At this pace, the share would be 2.2% in 2010, far
from the Lisbon target of 3%.37 The low levels of private R&D funding
explain this delay.38 Moreover, Europe falls short of fully exploiting its
potential: with 38.3% of global scientific publications, the EU leads world
scientific output, but lags behind both Japan and the US in number of
patents.39

Japan

After a decade of stagnation (1.4% average growth in the 1990s, and 0.4%
between 2001 and 2003), Japan is experiencing relatively sustained growth
rates (2.3% in 2005, down from 2.6% in 2004). The growth outlook for the next
few decades is, however, the least optimistic among industrial countries.
Japan will be even more affected than Europe by demographic decline. A
shrinking workforce and consumer markets, on the one hand, and burden-
some transfer payments on the other, will likely slow down real GDP growth40

(estimations ranges from 0.7% to 1.1% per annum over 2006-2020).41 Indeed,
a persisting low fertility rate (currently at only 1.3 children per women) is
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expected to lead to a decline of the working age population by one-fifth over
the next 25 years.42 Policies aiming at increasing the labour force participa-
tion of older persons and women would be particularly important to mitigate
this negative trend, as well as productivity-enhancing investments.

Rapid population ageing aggravates the key challenge facing Japan over
the coming decades: to control its fiscal deficit and tackle its huge gross
public debt (currently above 170% of GDP). The government plans to
achieve a balanced budget balance in 2011 (from an estimated deficit of 4%
of GDP in 2006, down from 6.7% in 2002).43 Stabilising the public debt to
GDP ratio would nevertheless require additional efforts.44

Japan’s insertion in the world economy and its relations with its neigh-
bours are evolving rapidly, due in particular to the emergence of China as
the major trading power of the region, overtaking Japan. Japan’s trade has
largely shifted from the US to China, and is likely to continue to do so.
While Japan was for a long time the first Chinese supplier, 2004 was a turn-
ing point as China became the first supplier of Japan. Japanese corpora-
tions have indeed created production facilities in developing Asia and espe-
cially China, leading to a new regional division of labour and the offshoring
of segments of production.45

Among OECD countries, Japan exhibits the lowest level of inward FDI
stock, import penetration and proportion of foreign workers in the labour
force.46 Policies aiming at opening up the economy are, however, under
way. In this perspective, the government has outlined its ambitious target
to double the stock of FDI as a share of GDP by 2010.

New powerhouses

China and India are expected to continue their economic growth path over
the next two decades. First, they will further develop their respective roles as
‘extended workbench’ and ‘service provider’ of the industrialised world. Sec-
ond, they will probably be able to further diversify their economies, with
India expanding its manufacturing base and China shifting its production
to more knowledge-intensive goods, and to services. Third, as illustrated
above, these two countries will likely diversify their current trade patterns
towards emergent demand within Asia.47 Both countries will probably
catch up considerably with the developed world, but remain in many ways
developing countries (in terms of per capita GDP, social security systems,
etc.). At the same time, they will need to undertake enormous investment in
their energy and transport infrastructures to sustain current growth rates. 
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China

Economic growth in China is likely to continue over the next couple of
decades, although at a slower rate. Its GDP is expected to triple by 2025,
ranking second behind the US (or even overtaking it in PPP terms).48 GDP
per capita, in contrast, will still be much lower (close to a quarter of the US
level in PPP in 2020).49

GDP growth in China will continue to be driven primarily by industrial
production. This includes a gradual shift from cheap and simple items to
higher-quality products. For most sophisticated capital goods and 
knowledge-intensive products, however, Chinese firms will probably still
find it difficult to keep up with foreign competitors.50 This does not how-
ever rule out the possibility that China could catch up partly in certain
strategic areas, such as IT, biotechnology and aerospace, which Beijing has
defined as research priorities.51

In 2025, China will be the world’s largest exporter and importer. Chi-
nese trade is expanding at an amazing pace (+35% a year between 2003 and
2005). Its exports have been particularly dynamic towards countries such
as the US (+30% in 2005), and European countries such as Germany and
the Netherlands (+37% and +40% respectively). Two-thirds of China’s
imports originate in Asia, and half of its exports go to that region. China
could thus become the heart of a booming and increasingly integrated
Asian region.52 In parallel, massive investment in sea transport, air traffic
and related infrastructures, together with further liberalisation of foreign
trade, will make the country the world’s biggest trading nation.53

The flipside of China’s strong industrial growth is its neglect of agricul-
ture. Although most people in the mainly rural provinces are still involved
in agriculture, domestic production in many regions is insufficient to feed
the local population. On top of that, 200,000 hectares of farmland are
being lost each year. Consequently, China will increasingly depend on agri-
cultural imports.54

Moreover, enormous (and hardly affordable) investments in energy sup-
ply and power generation will be necessary to sustain the development of
the industrial sectors. Further economic problems range from bad loans in
the banking system – a problem that is being addressed – and bankrupt
local governments to corruption and nepotism, which are closely related to
the ongoing entrenchment of the state in the economy.55 The discrepancy
between underdevelopment and poverty in rural regions, on the one hand,
and relatively high living standards in urban areas of the booming costal
regions, on the other, is expected to grow further and may increase social
tensions.56
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Demographic trends are likely to reinforce these problems: population
ageing will lead from 2015 onwards to a rapidly rising number of pension-
ers, expanding from 7% today to 20% (or 300 million) in 2025. Considerable
resources will need to be directed to setting up a credible pension system for
an elderly population lacking adequate pension insurance and social secu-
rity.57 Looming over all of this is the spectre of environmental degradation:
by 2030, the direct impact of pollution on its population’s health alone
could cost China 15% of its GDP.58 All this impedes China’s development
and creates a considerable potential for social unrest.

India

India is expected to be one of the fastest growing economies (maintaining its
current growth pace of roughly 6% to 8% per year) and compete with Japan
for the place of the third largest national economy in the world by 2025,
behind the US and China. Favourable demographics, increasing (although
as yet inadequate) investment in education and infrastructure and further
integration into the world economy are the factors driving this process.59

GDP per capita, however, will still be modest (at 12% of the US level in PPP in
2020). In fact, although this share has been steadily shrinking over the last
few decades, about one third of India’s population, or 360 million, still lives
in conditions of extreme poverty with less than $1 per day. These figures put
in perspective the remarkable economic achievements in specific sectors,
and highlight the future challenges of development and employment. In
this context, it should also be noted that India, thanks to its large diaspora
in the US and the Gulf region, is among the biggest beneficiaries of remit-
tances in the world, totalling $21.7 billion or 3.6% of GDP.60

Thanks to its young and rapidly growing population, India will add
about 15 million workers to its labour pool each year over the next two
decades. The country can draw on an enormous and ever-growing pool of
(English-speaking) scientists, IT specialists, technicians and engineers
which will further drive its economic development, although only a minority
proportion of them is considered competitive by international standards.61

India has established itself as the world’s leading location for IT services
and business process outsourcing, with 25% of the world’s offshored IT
and IT-enabled services located there. Since many industrial countries
have only just begun to shift some of their business services abroad, this
sector is expected to grow further.62 However, India will only be able to pro-
vide enough jobs for the younger generations and to reduce its still heavy
dependence on agriculture (22% of GDP, employing 55% of the workforce)
if it succeeds in developing a major industrial pillar. The textile and cloth-
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ing industry, pharmaceuticals, civil aviation and biotechnology are con-
sidered to be among the most promising sectors. The main prerequisite for
developing the industrial sector is to improve the country’s largely inade-
quate physical infrastructure. In so far as transport infrastructure is con-
cerned, estimated costs range between $150 and $200 billion over the next
10 to 15 years, although the costs involved to upgrade physical infrastruc-
ture at large could be much higher, up to $100 billion per year by 2010.
Given the already high budget deficit, private investments, and particu-
larly FDI, will be needed to finance big infrastructure projects.63

India is increasingly integrated into regional trade patterns. In 2004,
ASEAN +3 (China, Japan, South Korea) nations have become, as a group,
the biggest commercial partner of India, accounting for 20% of its trade.
The EU follows closely at 19%, with the US remaining the single biggest
national partner with 11% of total trade in 2004/2005 and China featuring
second, following a stunning 80% increase in the volume of trade between
the two countries over the same year. 

Other parts of the world

Other Asian countries, in particular Malaysia, Thailand, Indonesia and
Korea are also expected to post high GDP growth rates. The same is true for
certain Latin American countries, such as Mexico, Chile, Argentina and
Brazil.64 Most other regions, in contrast, are expected to experience great dif-
ficulties in integrating into world markets and risk being left by the wayside. 

Sub-Saharan Africa

Sub-Saharan Africa’s share of world trade and foreign direct investment has
fallen to a historical low of 2%. At the same time, the percentage of the pop-
ulation living with less than $1 per day has increased to a historical high of
46%. In most countries, economic growth rates fall short of the 7% GDP
increase necessary to achieve the UN’s Millennium Goal One of halving the
number of poor people by 2015.65 The continent, however, is not entirely
stalled from an economic standpoint. In 2005, economic growth in Sub-
Saharan Africa rose to 5.2% (against an average of 2.3% during the 1990s),
which sends an encouraging signal for the future.

This positive performance needs, however, to be put in perspective. With
a fast expanding population, GDP per capita has actually been decreasing
in Sub-Saharan Africa by 1.3% over the 1980s and by 0.3% over the 1990s.
Even if this trend were to be durably reversed, it will nevertheless take
decades to overcome widespread poverty.
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In addition, the economic performance of resource-rich and resource-
poor countries largely differs: in 2005, oil-exporting countries, such as
Nigeria, grew by 6.4%, and oil importing countries by only 4.3%. Many
resource-rich countries remain heavily dependent on the export of a few
primary commodities, including most notably oil but also iron, copper and
diamonds, and have great difficulty diversifying into market-dynamic
products. Rising oil prices, however, will be detrimental for poor importing
countries, whose current account deficit has plunged.66 Furthermore,
inadequate infrastructure will impose serious constraints on the energy
supply of these countries, and undermine their potential for growth.

African agriculture is undermined by lack of irrigation, lack of invest-
ment and worsening environmental conditions. Productivity is low and, as
a consequence, food imports are expected to significantly increase. Turn-
ing to manufacturing, progress can be detected in specific sectors, such as
textiles, but a lack of economies of scale and growing competition from
emerging countries will likely narrow the margins for growth. On top of
that come low savings and investment rates, as well as the low quality of
infrastructure and underdeveloped human capital. Far-reaching economic
and governance reforms are necessary to improve this situation. However,
the capacity to implement them will likely differ greatly between African
countries.

Thanks to the existence of an indigenous business class and a well-devel-
oped infrastructure, South Africa is expected to perform much better than
any other Sub-Saharan country. Economic spillover could also promote
growth in neighbouring countries and foster development in Southern
Africa in general. On the other hand, South Africa’s economy is handi-
capped by the small size of its domestic market and its geographical dis-
tance from world markets. High AIDS rates also hamper further economic
development.67

On the whole, leaving aside the pressing challenge of poverty reduction,
the economic development of most African countries will mainly depend on
the capacity to attract foreign investment, retain skilled manpower, build
infrastructure and take advantage of technological developments. The
weaker the governance record, the greater the risk for these countries of
being marginalised and falling victim to the dark side of globalisation.68

The Middle East and North Africa

MENA is a very heterogeneous region, with important differences in partic-
ular between resource-poor countries (Egypt, Jordan, Lebanon, Morocco
and Tunisia), labour-abundant, resource-rich countries (Algeria, Iran, Iraq,
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Yemen and Syria) and the labour-importing, resource-rich GCC states.69 On
the whole, all MENA economies have underperformed in the past decades,
with GDP, productivity and investment rates well below the global average.
It is therefore generally recognised that the dominant economic model of
the region – based on the public sector, oil incomes and workers’ remit-
tances — is not up to the challenges of globalisation. 

According to the World Bank, the region needs in particular to shift its
sources of growth – from oil to non-oil sectors, from state-dominated to
private, market-oriented investment, and from protected import substitu-
tion to export-oriented activities.70 That said, an important distinction
should be drawn between resource-rich and resource-poor countries. The
former have benefited from booming oil prices, making up for about 40%
of their GDP since 2002. In this group, GCC countries have made progress
in mobilising the oil wealth to modernise their economies and their infra-
structures, whereas so far countries such as Iran and Algeria have proved
less successful at fostering significant economic diversification. 

Economic reforms are urgently needed, in particular to provide jobs.
Population growth in the region implies an enormous increase of the work-
force to some 185 million people by 2020. Under a worst case scenario, this
could bring unemployment up from 15 to 50 million over this period,
affecting in particular young and female jobseekers with intermediate and
higher education qualifications. To absorb all this labour, MENA
economies would have to maintain investment rates of 30% of GDP and
annual income growth of 6-7% – which is far beyond their recent record.71

Even the resource-rich GCC states may have great difficulties in generating
adequate employment opportunities for young job seekers (who constitute
nearly 25% of the population).72

Expanding trade and attracting foreign capital will be increasingly dif-
ficult, since the region faces growing competition in world markets both
at the skill-intensive end (from EU candidate countries and NAFTA
among others) and at the labour-intensive end (from low-wage, high pro-
ductivity countries, such as Bangladesh or Indonesia).73 FDI, which
amounted in 2005 to $9.1billion and accounts for 0.9% of global FDI
(3.8% of FDI to developing countries),74 is mostly directed to the energy
sector.

Whether MENA countries will be able to tackle these challenges will
depend both on internal political reforms and developments in the region
as a whole. In many countries, strong resistance persists against transition
from state-dominant and protectionist to open, market-led economic sys-
tems. Positive developments can be seen in Morocco and Tunisia, as well as
in the smaller GCC states (in particular the UAE). However, economic

45

Economy

part-01.qxp  03/10/2006  10:24  Page 45



2

prospects in the region will remain closely linked to political developments
(i.e. in the context of the Israeli-Palestinian conflict, Iraq and Iran). 

Russia

Between 2003 and 2005, Russia posted GDP growth rates ranging between
7.3% and 6.4%, with GDP rising to $581 billion. Important economic and
fiscal reforms have been recently introduced, which improve the governance
framework and pave the way for sustainable growth. According to some pro-
jections, Russian GDP would maintain high growth rates over the next 20
years, and approach the level of France’s or Italy’s.75 Economic growth is
likely to be driven mainly by the increase in energy prices, which should 
benefit Russia as a major exporter of oil and gas.76

Three factors, however, put the sustainability of high growth rates into
doubt. First, Russia’s growth largely depends on energy exports, while eco-
nomic diversification has not been seriously undertaken, and tight public
control over the energy sector will likely entail poor management and col-
lusion. Second, it is estimated that huge investments will be needed to
maintain and expand energy infrastructure, quantified at more than €700
billion between 2003 and 2020.77

Third, the investment climate is likely to remain unfavourable for the
foreseeable future. The poor quality of its legal system and public adminis-
tration, the selective application and enforcement of laws and the high level
of crime and corruption are expected to remain major impediments to for-
eign investments and economic growth. FDI directed to Russia stood at
$9.4 billion in 2004, and the accumulated stock of FDI in the country as a
share of GDP amounts to only a fifth of the level of other transition
economies in Europe.78 At the same time, the country has one of the high-
est rate of HIV infections in the world, which affects the younger generation
in particular and thus impacts on labour supply and productivity.79
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Energy

Energy demand, supply, consumption and efficiency will be key variables
affecting economic growth and political stability. With demand growing
faster than supply, and the price of oil and gas rising for the foreseeable
future, access to energy resources will be subject to growing geopolitical
competition. Massive investment will be required to maintain and expand
existing infrastructures. Technological innovation will be essential in har-
nessing the potential of renewables, at a time when the finite nature of fossil
fuels reserves is becoming tangible, and our model of economic develop-
ment is attaining the limits of environmental sustainability.
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General Trends

Between 2006 and 2025, global demand for primary energy is expected
to grow at an average rate of 1.6% per year.1 By around 2030, energy
requirements are predicted to be more than 50% higher than today.2

Fossil fuels (oil, gas and coal) will continue to be the world’s primary
energy source, accounting for 81% of demand.3 Oil will remain the sin-
gle largest energy source while natural gas will overtake coal and rank
second by around 2020.4

The share of nuclear energy is expected to decline in most mature mar-
ket economies, but to increase in developing countries.5 Renewable
energies will grow faster than any other energy source, in particular in
OECD countries, but will still make only a small contribution to total
global energy supply.6

Developing countries will account for more than two thirds of the
increase in energy demand. Regional disparities will nevertheless be
important, the growth (in volume terms) in Asia being much higher
than in Africa.7 Demand will also grow in the OECD world, but at a
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According to the IEA reference scenario 2005, global energy demand is
projected to increase by 52% from now to 2030, reaching 16.3 billion
tonnes of oil equivalent (btoe). Fossil fuels will make up the biggest share
of the increase in the demand (81%).9 Due to growing energy demand,
potential political instability in many supplier countries, but also possible
investment shortfalls, oil and gas prices are expected to increase over
time.10

Oil will remain the single largest source of energy, and demand is
expanding fast.11 Between 2001 and 2005, world oil demand increased by
8.8% per year, but China’s consumption alone went up 46%.12 Between
2004 and 2030, world oil consumption is expected to increase by 40%,
from 82.1 million barrels a day (mb/d) to 115.4 mb/d.13 Two thirds of this
increase will go to meet transport sector demands.14 The share of oil in
global energy demand is expected to remain roughly the same (35%).15

According to most estimates, the size of existing reserves and the discovery
of new fields will be sufficient to meet demand for the two decades to
come. Leaving aside political tensions and the consequent potential dis-
ruption of flows, however, some question whether supply will keep up
with the accelerating pace of demand. The discovery of new fields has been
declining for years, and a large share of the world’s production relies on a
few giant fields, notably in the Middle East.16 The capacity of Caspian
reserves remains uncertain but expectations have been reappraised. The
OPEC considers that the production of non-OPEC countries will reach a
plateau around 2015 at 58-59 mb/d, with the bulk of the increase coming
from offshore fields in Africa and Latin America.17

Global consumption of natural gas will increase by 87%, from 2,622 to
4,900 billion cubic metres (cm) in 2030.18 The market for liquefied natural
gas (LNG) is expected to grow even more rapidly, with demand expanding
by about 10% a year.19 The share of gas in world energy demand will rise
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lower rate.8 The dependency of developed and emerging countries on
energy imports will increase substantially. 

Energy resources are most probably sufficient to meet the projected
growth in demand, but their effective exploitation is strictly conditioned
to investments. In addition, while both energy demand and energy sup-
ply will increase, the former will grow faster than the latter, which could
result in higher energy prices. 
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from 20% in 2003 to 24% in 2030.20 Tensions on the gas market can be
envisaged, stemming from the gap between growing demand and inade-
quate infrastructures to deliver supply, be it by land or by sea. 

Coal consumption is expected to fall in mature economies, but to
increase in developing countries. Demand is projected to grow worldwide
from 5,200 million tonnes (Mt) in 2003 to almost 7,300 Mt in 2030.21 At a
time when oil and gas supplies are subject to growing uncertainty, and their
price is mounting, coal can provide a relatively cheap and attractive alter-
native for both developed and developing countries. While coal remains a
relatively polluting energy source, new technologies make coal exploitation
more environmentally sustainable, which is part of the reason why the
orders for coal-based power plants have recently outpaced those for gas-
based plants.22 Today, two thirds of coal is used for power generation, and
coal represents 40% of worldwide electricity production.23 Power genera-
tion will remain the main driver of coal demand, notably with a view to the
growth of electricity consumption in emerging countries such as China
and India.24 These countries hold abundant reserves of coal and are distant
from gas suppliers. On the whole, unless access to other energy sources
becomes too expensive, the coal share of world energy demand is expected
to fall slightly (from 24% to 23%). 

The share of nuclear power in global energy demand is expected to
decline from 6.4% in 2003 to 4.7% in 2030,25 with production peaking in
2015. The largest decline will occur in Europe (provided attitudes and pol-
itics towards nuclear energy do not change), whereas nuclear output will
increase in Asia.26 Today, nuclear energy accounts for 17% of global elec-
tricity consumption. Electricity demand may grow by 100% between now
and 2030,27 which should entail renewed interest in the potential of
nuclear energy for non-polluting power production. China and India, in
particular, have envisaged considerable investments in new nuclear power
plants, although those will cover only a modest proportion of their sky-
rocketing electricity needs. In this context, the European Commission has
recently sought to relaunch the debate on investment in the nuclear sector,
but there is a clear understanding that decisions pertain to individual EU
Member States, whose policies widely differ.28 However, if power produc-
tion is to be environmentally sustainable over the long term, notably with a
view to reducing greenhouse gas emissions levels, and if dependency on
energy supply is to be curbed, the debate on nuclear energy will need to be
tackled again at some point in the future.29 The recent policy paper
unveiled by the British government, envisaging that investment on renew-
ables and energy efficiency could be flanked by the re-launch of its nuclear
programme, is a telling illustration of this.30
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The share ofbiomass in world energy demand will remain at roughly 10%
in 2030. In developing countries, traditional biomass will increasingly be
replaced by modern commercial fuels, such as ethanol, but its consumption
in absolute terms will continue to grow. New biofuels can potentially pro-
vide a viable alternative to oil for the transport sector, as the Brazilian but
also the German experiences show, notably when oil prices are high. The
price of fossil fuels, technological innovation and the required investment in
infrastructure will be among the key factors determining the shift towards
biofuels. In developed countries, commercial biomass and waste will be
increasingly used in power generation. According to the European Environ-
mental Agency, the bio-energy potential in 2030 will represent around 15-
16% of the projected primary energy requirements of the EU-25.31

Hydropower represents the main source of renewable power generation.
The EU as well as the US capacity of hydropower production has nearly
reached its peak. On the other hand, hydropower will be the main driver of
Chinese power generation increase, far ahead of the nuclear sector. Unex-
ploited potential still exists in Latin America, India and, to a lesser extent,
Africa. The use of solar energy and wind power will grow rapidly (+365%
between 2002 and 2030), in particular in developed countries, but also in
emerging and poor countries, with considerable potential for hydropower
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in Africa and India. However, their share in primary world energy con-
sumption is expected to be still modest, at 2% in 2030. On the whole, the
share of sustainable renewables, except biomass (hydropower, biofuels,
solar energy, wind power etc.) is expected to stand at 8% of global energy
consumption. Traditional biomass, such as wood burning, will, remark-
ably, still account for 6% of total energy consumption.32

Driven by population and economic growth, urbanisation and industri-
alisation, developing countries will make up for more than two thirds of the
increase in world energy demand.33 Mainly because of the booming demand
in Asia, in particular China and India,34 the developing world’s oil and coal
consumption is projected to almost double, and its gas consumption to
almost triple.35 Increase in energy demand will be less pronounced in the
OECD world. However, in 2030, developed countries are still expected to
consume more oil (55.1 vs. 50.9 million b/d) and gas (2,061 vs. 1803 billion
cm) than developing countries.36 The same is true for nuclear energy as well
(2,083 vs. 675 billion kWh in 2025), in spite of the envisaged decline in con-
sumption in most developed countries. Only the consumption of coal will
be higher in developing countries (3,984 Mt vs. 2461 Mt in 2030).37

Increase in primary energy production will occur almost exclusively in
the non-OECD world (the Middle East, Russia, Latin America, Africa). In
the US, the domestic production of oil is expected to decline (from 5.4
mb/d in 2004 to 4.5 mb/d in 2030) 38 but gas production should increase,
whereas in Europe offshore oil resources are quickly depleting. Other devel-
oped and emerging countries do not dispose of significant resources (with
the exception of coal). As a consequence of these trends, and of the boom-
ing demand for energy, exports of oil and gas from developing to developed
and emerging countries will increase significantly, leading to a situation of
acute dependency on energy imports. By the horizon year 2025 Europe is
expected to depend on external supply for 90% of its oil needs and 80% of
gas, and these shares will increase further to 94% and 84% in 2030.39 Depen-
dency will be less absolute, but nevertheless large and growing, for the US,
which will import 51% of its oil in 2020 and up to 66% in 2030 (as opposed
to 47% in 2004).40 Between 2020 and 2030, India’s dependency on oil
imports will increase, from 87% to 91% (69% in 2002). As far as China is con-
cerned, in the same period, the oil dependency will rise from 75% to 84%
(34% in 2002).41 By 2030, India and China will need to import, respectively
40% and 27% of their gas.42
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As a result of these imbalances, importing countries will seek to diversify
their suppliers, and exporting countries will be in a better position to select
their clients. The success of both strategies will notably depend on existing
and envisaged infrastructures, among other factors. Under all circum-
stances, importing countries will need to enter tougher competition to
ensure their supplies. At the same time, however, dependency works both
ways, with many producers relying heavily on energy exports for their eco-
nomic development and political stability. In addition, when it comes to
the oil market, importing countries are exposed not only to the sudden dis-
ruption or reduction of supply flows directed to them but also, more likely,
to turbulences in supply anywhere in the world. In a global market, these
would impact on the price of oil regardless of the geographical location of
the crisis spot.  
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An estimated total of $16.4 trillion will have to be invested in infrastruc-
tures until 2030 to meet the growing energy demand ($6 trillion in oil and
gas, $400 billion in coal, and $10 trillion in power generation). Whether the
necessary investments will be made in time to avoid a bottleneck in supply
remains to be seen. The replacement of existing infrastructure will con-
sume the bulk of envisaged investment for the energy sector – around
51%.43 Considerable investment will also be required in maritime transport
– due to grow by over 93% in the next 25 years in terms of oil tankers’ capac-
ity alone44 – and oil refining, notably to meet the demand of large emerging
markets. In the gas sector, investment in infrastructures should nearly add
one million km to the existing pipeline network of 1.1 million km,45 and
maritime transport capacity is expected to double. Compared to these
ambitious targets, perceptible under-investment in physical infrastruc-
tures may lead to future shortages.46

Some experts, moreover, fear a hiatus between demand and supply
between 2015 and 2020, due to little progress in the discovery and exploita-
tion of new reserves. Massive investment would be required in the Eastern
and Arctic regions of Russian Siberia but also in Canada, Venezuela and
Africa. Given pressing needs and a mounting energy demand, investment
will concentrate on the most directly profitable projects. Those developing
countries deprived of resources risk failing to attract the necessary foreign
investment to renew their own infrastructures. Of the world’s 47 poorest
countries, 38 are net oil importers, and 25 import all of their oil needs.
Together with potential political instability and/or national market rigidi-
ties, inadequate investment may well lead to serious supply problems.
According to the UN, limitations on energy access may become one of the
major obstacles to economic growth in developing countries.47

Resource nationalism may pose yet another obstacle to investment.48

According to the IEA, around 57% of world oil reserves are shielded from
foreign access, with priority given to national companies. The latter enjoy
an exclusive position in Saudi Arabia, Kuwait and Mexico, home to 35% of
the proven reserves of oil. Moreover, former liberalised markets, such as the
Latin America oil and gas market, are increasingly locked by national
authorities and governmental interference is on the rise in Russia,
Venezuela, Bolivia and Ecuador. In South America more precisely, energy is
perceived as a means of development (Bolivia, Ecuador and Argentina) but
also as a vector to counterbalance the overwhelming presence of the US and
of certain foreign corporations (Venezuela, Bolivia). These recent trends
imply that a substantial share of investment will be diverted from the
energy sector, entailing in turn a slowdown of expected production growth.
In parallel, the introduction of new actors, such as Chinese companies,
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exacerbates the competition between energy companies even more and
increases the access costs to new oil and gas fields accordingly. 

Regional differences

Major energy exporters

OPEC countries

The Middle East will continue to play a pivotal role in world energy supply.
Oil reserves in the region are the biggest in the world (expected to last for
over 70 years), of high quality and easily exploitable.49 The Middle East cur-
rently produces 28% of the world’s oil. This share should rise to 43% by 2030.
By 2030, oil production from the entire MENA region is expected to increase
by 74% from 29 mb/d to 50.5 mb/d, and gas production to triple and reach
900 bcm in 2030.50 At the same time, the Middle East has enormous proven
natural gas reserves (expected to last 245 years), and its gas production is
expected to triple by 2030.51 Around 50% of both China’s and India’s oil
demand is supplied by the Middle East, while the flow of gas from Iran and
other Gulf countries to China and India might grow via the envisaged (but
highly controversial) overland pipeline across Pakistan and/or in liquefied
form, through the Indian Ocean.

Saudi Arabia has the world’s largest oil reserves and will remain the
biggest oil exporter with an expected production increase of 75% by 2030.52

With a notable shift compared to the last decades, the main export destina-
tions will be Asia, followed by the USA and Europe.53 At the same time,
Saudi Arabia has the fourth largest proven reserves of natural gas in the
world (6.7 trillion cm) after Russia (48 trillion cm), Iran (28 trillion cm) and
Qatar (26 trillion cm).54 Its gas production is expected to increase from
60 billion cm in 2003 to 155 billion cm in 2030.55

Iraq possesses one of the largest oil reserves in the Middle East.56 The
IEA forecasts Iraq ‘to see the fastest rate of production growth, and the
biggest increase in volume terms after Saudi Arabia’57 (+119 % production
increase by 2030).58 Natural gas production is expected to grow sharply
from 2 billion cm in 2003 to 32 billion cm in 2030.59 However, these pro-
jections do not take into account the security context and the uncertain
political future of the country. 

Iran also holds enormous oil reserves and is expected to increase its pro-
duction by 66% by 2030.60 Currently, half of Iranian oil is exported to
Europe, while the rest goes to Asia (South Korea, Japan and China).61

Natural gas reserves (28 trillion cm) are the second largest in the world after
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Russia,62 and gas production is expected to grow steadily from 78 billion
cm in 2003 to 240 billion cm in 2030, mainly due to the exploitation of the
giant South Pars field resources.63 Iranian gas will be exported increasingly
to Europe and to Asia, with new pipelines being planned or at least dis-
cussed.64

The smaller Gulf states also have important energy reserves. Kuwait and
the United Arab Emirates (UAE) are projected to almost double their oil
production to 4.9 and 5.1 million b/d respectively, exporting mainly to the
Asian-Pacific region and Japan.65 The UAE are also a major gas producer
(44 billion cm in 2004) and hold proven gas reserves of 6.1 trillion cm
(which are roughly equal to those of Saudi Arabia). Qatar has the third
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Countries 
Production 2004 

(millions of b/d) 

Production 2030 

(millions of b/d)  

Reserves (in 2003) 

billions of barrels∗∗  

Saudi Arabia 10.4 18.2 262 

USA and Canada 9.7 7.4 27.2 

Russia 9.2 11.1 60-69 

Asia Pacific 6.2 4.3 39 

OECD Europe 6.0 2.3 18 (Western Europe) 

Iran 4.1 6.8 133 

Latin America 3.8 6.1 117 

Mexico 3.8 3.4 - 

Non-OPEC 
Africa*** 

3.3 8 114 

Venezuela      3.1∗∗       5.6∗∗∗ 77 

UAE 2.7 5.1 97 

Kuwait 2.5 4.9 99 

Iraq 2.0 7.9 115 

* Source: International Energy Agency, World Energy Outlook 2005;
** Source: OPEC, Annual Statistical Bulletin 2004;

*** Source: Energy Information Administration, International Energy Outlook 2006.

The world’s biggest oil producers* and
estimates of proven crude oil reserves
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largest gas reserves in the world (26 trillion cm) and is expected to dramati-
cally increase its gas production from 41 billion cm in 2004 to 255 billion
cm in 2030 (representing 30% of total Middle East production), with a
growing share in LNG.

Venezuela will remain the most important OPEC producer outside the
Middle East, followed by Nigeria, Libya and Algeria.66 By 2025, Venezuela’s
oil production is expected to increase by more than 80%, although ongoing
political developments, which strengthen government control over energy
resources, might dissuade foreign investment and therefore, in time, lead
to a stagnation of production.67 Nigeria’s production could double and
reach 4.4 million by 2020. The US shows considerable interest in Nigerian
oil, mostly because of its quality and of the absence of maritime choke-
points between the two countries.68 Libya seems on the way to becoming
another major supplier, with production expected to grow up to 3 mb/d in
2015.69 Algeria’s oil production is projected to decrease somewhere
around 2020. Its gas production, in contrast, which is the largest of all
OPEC countries (88 billion cm in 2003), will double, with Europe as its
main export destination.70 The use of LNG and the construction of a third
pipeline to Europe should boost the volume of exports (144 billion cm in
2030). Algerian gas reserves are estimated at 4.6 trillion cm.

Non-OPEC countries

Non-OPEC energy supply is expected to continue to increase as well,71

with Russia and the Caspian region playing a special role. Russia holds
roughly 6% of the world’s oil reserves, mainly in Western Siberia (proven
reserves are projected to last 19 years, recoverable reserves 2-3 times
longer).72 Its oil production is projected to increase by 22 % from 8.5 mil-
lion b/d in 2003 to 10.4 million b/d in 2030.73 However, lacking infra-
structures and investment, it seems doubtful whether such growth rates
will be sustainable in the long run.74 In fact, according to some govern-
mental sources, the peak in Russian oil production may be attained much
earlier.75 By 2025, Russian oil (which is of poorer quality compared to Arab
oil) is expected to be exported mainly to Northeast Asia, with possible fric-
tions between China and Japan as a result.76

At the same time, Russia is the world’s largest gas exporter, with esti-
mated reserves of 48 trillion cm.77 Russian gas production (608 billion cm
in 2003) is expected to expand further,78 with export destinations probably
diversifying, but only to a limited extent, from Europe to Asia. It is esti-
mated that the energy sector as a whole (including exploration, develop-
ment and maintenance of nuclear, coal, heat, electricity, gas and oil) will
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require around €715,000 million between 2003-2020.79 Such massive
investment will depend heavily on the effective openness of the overall
Russian economy, and on the trust of foreign investors.

Much expectation surrounds the potential of the Caspian region.80

Current oil reserves in the region are estimated between 17 and 44 billion
barrels (more than half of these reserves are in Kazakhstan), and gas
reserves are estimated at 6.4 trillion cm (most of these in Turkmenistan
and Kazakhstan).81 Many of these resources have not been tapped yet,
and further reserves are suspected, but not proven.82 However, ‘future
available infrastructure remains the key constraint to the expansion of
exports from this region’.83 Some prudent estimations envisage a peak in
the Caspian oil production as early as 2010, at around 2.5-2.6 mb/d.84

Sub-Saharan Africa 

Some African countries will hugely expand their production capacity.
The oil production of Angola is expected to increase from 1.25 mb/d in
200585 to 3.2 mb/d in 2020. According to OPEC, the output of non-
OPEC African producers could reach 8 mb/d in 2025, the bulk of the
increase stemming from offshore fields in West Africa.86 African proven
oil reserves amount to 114 billion barrels (around 10% of the world oil
reserves) but it is believed that more is yet to be discovered.87 African oil
exports already represent 28% of Chinese imports and 18% of American
imports. Importantly, the latter could increase to 25% by 2015.

The aggregated African oil production (OPEC and non-OPEC) could
comfortably match the foreseen continental demand (around 5 mb/d in
2030) but poor intra-continental transport infrastructure and pressing
external demand make this prospect remote. Thus, the access to energy will
remain one of the main constraints to development. Moreover, the increase
in oil prices is likely to impact negatively on the growth of non-producer
countries.88

Major energy importers

The European Union

While energy demand in the EU will continue to grow (by about +15%) by
2030, it will do so at a slower rate than in the past (and less than in the US).89

Dependence on energy imports will grow (from current 50% to 70% in
2030),90 with 90% of oil and 80% of gas being imported in 2025.91 OPEC, and
in particular Saudi Arabia, Iran, Iraq and Algeria, are expected to continue to
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provide around half of the EU’s oil needs (currently 45%), while the remain-
der will come from Russia and Norway.92 Gas imports are expected to come
mainly from Russia (60%), followed by Norway and Algeria.93 However, the
growing use of LNG could help to diversify gas imports, with countries such
as Qatar and Egypt as suppliers.94

The rapid increase in energy prices is reshaping the envisaged European
energy mix. The expected share of oil in total energy consumption may
decrease to 33.8% in 2030 (38.4% in 2000). Most remarkably, the respective
trends of gas and coal consumption – growing for gas, and declining for
coal – might be reversed between 2020 and 2030. The European Commis-
sion envisages that, after peaking in 2020, the share of gas will slightly
decrease (from 28.1% in 2020 to 27.3% in 2030) whereas reliance on coal
will increase (from 13.8% to 15.5%). The share of renewables should reach
12.2% in 2030 (5.8% in 2000). As far as nuclear energy is concerned, current
projections still show an expected decrease (from 14.4% in 2000 to 11.1% in
2030).95

In 2004, power generation in the EU relied mainly on nuclear energy
(31%) and coal (29%), with gas (19%), renewables (15%) and oil (4%) playing
a less important role.96 Electricity production is expected to grow by 51%
up to 2030. Most of this increase should be covered by gas facilities, with a
corresponding doubling of the share of gas in power generation. Renew-
able energy may account for 28% of the total power generation in 2030, and
the share of nuclear power is expected to decrease to 19%, despite the
renewed interest of some Member States and of the European Commission
for this source of energy.97 €625 billion will have to be invested to meet the
energy demand, half of it to replace existing infrastructures and most of the
rest to develop renewables.  

The growing dependency of the EU on energy imports poses not only
technical challenges but also and above all political ones. European insti-
tutions have raised the question of over-dependency on a few suppliers in
recent key documents and have sketched out policy guidelines to avert the
risk of energy distress.98 Partnership and dialogue with suppliers and tran-
sit countries, the setting up of an international framework between pro-
ducers and importing countries and the development of complementary or
redundant infrastructures are some of the envisaged solutions. 

The United States 

Energy demand will increase faster in the United States than in any other
OECD country (+36%, from 2002 to 2025).99 Consumption of oil is expected
to increase by 39% (from 19.7 mb/d in 2002), and consumption of natural
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gas by 34% (from 23.0 trillion cubic feet [cf] in 2002).100 As with all mature
economies, the US will need to increase oil and gas imports.101 By 2030, it is
expected that America will need to import 66% of its oil (47% in 2004) and
around 20% of its gas (4% today) from abroad.102 In addition, given decreas-
ing gas production in Mexico and Canada, US demand for LNG might mul-
tiply by seven, with a huge impact on an already strained market.

However, compared to other energy-importing countries, the US has
the strategic advantage of having important oil and gas reserves on its soil
(amounting to 21.3 billion barrels and 602.8 trillion cubic feet respec-
tively)103 and a more diversified supply base (currently 33% of oil imports
come from Latin America, 23% from the Middle East, 18% from Africa and
16% from Canada).104

President Bush has stated that the US aims at reducing its dependency
on Middle Eastern oil further, replacing more than 75% of their imports
from that region by 2025.105 To achieve this objective, the US will foster
renewable energies (current projections foresee a share of 14% of alternative
energy sources in 2025, whereas nuclear energy is expected to stagnate at
around 9-10%).106 At the same time, the US is trying to further diversify its
imports. The strategic importance of Africa and Latin America for US sup-
plies will only grow. Africa is expected to account for 25% of US oil imports
in 2025. Nigeria, already providing 10% of US oil supplies and expected to
become a large source of LNG, will continue to play a pivotal role. Current
attempts to enhance oil imports from Africa, however, bring US companies
increasingly in competition with already established investors, such as BP
and Total (in Nigeria, Congo, Angola and Gulf of Guinea), but also Chinese
firms (already present in Sudan and Angola and intensively prospecting in
other parts of Africa).

China

China’s energy demand, already accounting for 12% of the world total, will
boom over the next few decades.107 In the period from 2002 to 2030, oil
demand is expected to grow by 150% (from 5.3 to 13.3 million b/d), demand
for gas by 336% (from 36 billion cm to 157 billion cm),108 and demand for
coal by 83% (from 1,308 Mt to 2,402 Mt).109 Whereas coal demand can be
satisfied from domestic reserves, oil and gas will have to be imported.110 In
this context, China is trying to reduce its dependency on the Middle East
and Africa (who represent more than 50% of oil imports today), via direct
investments in particular in Iran, Sudan, the Caspian region and Australia,
and plans for a new oil pipeline connection with Russia.111 China is also
cooperating in the development of port facilities in Pakistan and
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Burma/Myanmar, which will provide platforms for alternative energy
routes and for the projection of its naval power in the Indian Ocean.

To sustain current economic growth rates, China would have to increase
its electricity production from 360 GW in 2002 to 1,220 GW in 2030.112

Coal-fired power plants will remain the main source of energy production
(776 GW planned in 2030), followed by gas-fired plants (111 GW). The
remaining 333 GW are supposed to be produced by hydropower (200-
240 GW), other renewables (38 GW) and nuclear energy (35 GW). However,
many experts consider these projections as unrealistic (in particular for
hydropower and renewables). To reach the objective of 1,220 GW, China
would have to invest $2 trillion until 2030 only for power generation, which
would represent 12% of the total world energy investments. Hydropower
projections would imply the construction of a new Three Gorges Dam
every two years.113

Energy supply in general, and power generation in particular, might
therefore well slow down China’s economic expansion. In any case, its
growing demand will increasingly have an impact on energy prices. It may
also reshape political alliances to control energy supply, with Chinese
investments in Central Asia, Africa and the Middle East challenging the
positions of the US, European countries and Russia.

India 

India’s energy demand is projected to increase by 109% between 2006 and
2025.114 Oil consumption will increase by 123% (from 2.6 million b/d in
2004), and gas by 292% (from 28 billion cm in 2002). Coal consumption will
grow considerably as well (by 94%, from 391 Mt in 2002), but be covered
almost completely by domestic production (10% of world coal reserves are
located in India).115 By 2030, coal will still generate 64% of India’s electric
consumption, as opposed to 68% today. Nuclear energy growth rates will be
high (+164%), with a production capacity of 1,346 billion kWh being
planned by 2025.116 It is envisaged that 8 nuclear reactors will be added to
the 15 currently in operation. 

Major investments in India’s energy infrastructure are necessary to ful-
fil the projected needs. India’s electric power demand is expected to more
than triplicate by 2025, which will require the tripling of the installed gen-
eration capacity from 124 GW in 2005117 to about 300 GW. In power gen-
eration alone, annual investment needs equate up to 2% of GDP until 2030.
Since most of this investment would have to come from abroad, the fulfil-
ment of India’s energy (and economic) objectives will depend highly on the
country’s capacity to attract foreign (private) investors. 
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In any case, India will be very much dependent on foreign energy supply.
Oil accounts for one third of India’s total energy consumption. Domestic
oil production, which covered half of consumption in the 1980s, will only
satisfy 10% of the demand ten years from now.118 About 62% of Indian oil
imports come from four countries: Saudi Arabia, Kuwait, Iran and Nigeria.
Discovery of new reserves could allow India to cover almost half of its
expected gas demand. For the rest, political and geographical constraints
are pushing India to invest in LNG, with several projects which by 2030
could cover 27% of the national demand. Most of the LNG imports will
probably originate from the Middle East (notably from Qatar, Oman and
Yemen, but also from Australia and Malaysia). In particular, India has
signed a massive gas deal with Iran in 2005 to begin LNG imports in 2007,
for a period of 25 years, aside from the envisaged pipeline connecting Iran
to India via Pakistan (a project severely opposed by the US). Gas imports
will also flow from Burma/Myanmar, where Indian firms have substan-
tially invested in newly discovered reserves, and probably from Bangladesh,
with proven gas reserves of 14 trillion cubic feet.

In addition to diversifying deals with potential suppliers, India is in the
process of deploying a multi-pronged domestic strategy to address its vul-
nerability in the energy domain, including three main elements. First, India
envisages intensifying the development of the nuclear share in power gen-
eration. Ultimately, by 2050, the nuclear sector is expected to produce
roughly 20% to 25% of the country’s power generation. However, given the
lack of national reserves of uranium, India will be confronted with a
dilemma between relying on the international market to buy uranium, or
investing in an alterative option, based on fuel breeding and reprocessing
and, in the medium term, on the thorium fuel cycle.119

Second, some envisage domestic alternatives to imported fossil fuels,
namely the massive development of energy plantations to draw energy
from biomass, as well as sustained investment in the production of bio-
fuels, following the example of Brazil. The vast surface of degraded waste-
land available in the country offers a unique opportunity for India.120

Third, India is pursuing a more proactive policy of exploration of new oil
and gas fields in its own territory, encouraging Western companies to inter-
vene, and plans new investments to increase oil recovery rates from existing
reserves and to improve the fuel efficiency of coal power plants. 
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The negative environmental consequences of the current model of indus-
trial development are widely recognised,1 but a sustainable alternative is still
a long way off. This is the case for developing countries in particular, but
even OECD countries will, at best, be able to move only gradually to a more
sustainable model through economic incentives and technological innova-
tion.2 Moreover, the possible reduction of pollution in developed countries
will be more than offset by the increase in pollution in emerging economies
(in particular in Asia). As a consequence, the global environment is expected
to further deteriorate. However, given the complexity of ecosystems and the
multitude of inter-related factors that impact on them, future develop-
ments and consequences are difficult to forecast and are often scientifically
controversial. This is the case in particular for climate change and its inter-
action with pollution.
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General Trends

The emission of greenhouse gases is expected to continue to grow. Their
dissolution in the atmosphere takes at least several decades.3 Global
warming is therefore a long-term trend, which in the foreseeable future
can be mitigated but not stopped.

By 2025, temperatures are expected to rise worldwide between 0.4°C
and 1.1°C,4 with important regional variations in precipitation. Over
the next twenty years, this would probably not imply a dramatic climate
change with catastrophic consequences.

However, the impact of global warming will become increasingly notice-
able in certain arid and semi-arid areas of Africa and Asia, where the
environment has already been damaged and the effects of pollution are
particularly visible. 
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Controlling anthropogenic (man-made) greenhouse gases (GHG) is
one of the main challenges for the world economy. GHG emission and
holes in the ozone layer caused by human activities (industry, heating,
transport) are presumed to be responsible for a global rise in temperatures.
The level of carbon dioxide before the Industrial Revolution was around
280 parts per million by volume (ppmv) and is currently around 370 ppmv.
The amount of emission is correlated to energy use and, on the basis of the
expected rates of economic growth and envisaged environmental policies,
levels of CO2 are expected to rise up to between 490 and 1,260 ppmv by
2100.7

According to the IEA, the expected growth in energy consumption will
imply a 1.6% growth per year in the emissions until 2030.8 Developed
countries would thus increase their emission from 12.7 billion tonnes of
CO2 to 15.3 billion tonnes in 2030. By then, they will be overtaken by the
developing economies, which may emit around 18.1 million tonnes of CO2.
Those figures, however, can only be indicative: several European govern-
ments, already committed to the Kyoto Protocol, intend to tighten their
emission reduction policies after the 2012 deadline of the Protocol. The
main emission producer, the US, is implementing a more stringent envi-
ronmental policy. In parallel, emerging economies such as China and India
intend to dramatically increase their energy efficiency. 

Moreover, emerging economies (designated as Non-Annex 1 in the
Kyoto Protocol, and hence not committed to cut their emissions) are
involved in negotiations on establishing ceilings on the levels of emission.
Nonetheless, curbing global warming would require greater determina-
tion. By 2100, worst-case scenarios forecast an atmospheric GHC concen-
tration of around 1,200 ppmv. To effectively mitigate global warming,
those concentrations would need to be brought down to a third of that
level. Energy efficiency improvement is a precondition for slowing down
emissions but strategic choices between fossils resources, nuclear power
and renewables will have to be made promptly in developed as well as in
developing economies.   
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In the short to medium term, industrialisation and urbanisation will be
the main sources of environmental degradation.5 In developing coun-
tries in particular, they will increase pollution and put water supply, san-
itation capacities and food security increasingly under stress.6
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It follows that, regardless of specific policy initiatives, the rise in tem-
perature seems inescapable in the long term. In arid and semi-arid areas
(the Middle East and North Africa, the Horn of Africa, Southern Africa,
North-West China, Central Asia), a rise in temperatures and a decrease in
rainfall will affect river discharge, vegetation and soils, and cause droughts
and desertification. The impact on agriculture and water resources will be
severe, even in the short term. In temperate regions (Western Europe or
Eastern parts of the United States, for instance) and tropical areas, temper-
atures will rise and rainfall will increase. This is likely to cause floods and
heatwaves.9 Tropical areas are also liable to be threatened by tropical
storms, typhoons and hurricanes.10

The melting of the polar icecap and of the glaciers is likely to intensify
global warming. A 2004 report suggests that the average temperature in the
Arctic has risen at almost twice the rate of other parts of the world over the
last few decades. The reduction of the sea ice area is now assessed to be at a
rate of 8% per decade since 1978. The implications of Arctic warming are
wide-ranging, spanning from rising sea levels to changes in global biodiver-
sity.11
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Sea levels are expected to rise only slightly (between 0.14 cm to 0.3 cm)
and not to endanger costal areas by 2030.12 If the current trend persists,
however, the Arctic ice cap could disappear by 2060.13 The desalinisation
of Arctic water, due to ice melting, may slow down the thermal exchanges
between hot and cold streams in the North Atlantic waters, weakening the
effects of the Gulf Stream. Recent studies assess that the Gulf Stream may
already have weakened by 30% since the middle of the last century.14 A sub-
stantial alteration may in turn severely cool US and West European cli-
mates but the probability, the intensity and date of the phenomenon
remain unknown.15

Global warming will change the environment in the long term, whereas
industrialisation, over-farming and urbanisation16 (more than population
growth as such)17 will have an impact even in the short to medium term.
Consequences will be particularly severe in developing countries.18 In gen-
eral, poor populations will be the most exposed to environmental degrada-
tion, both in urban and rural areas.19

Driven by population growth and extensive/intensive agriculture, con-
sumption of blue water20 is expected to increase considerably throughout
the developing world. Currently more than a billion people are deprived of
access to clean drinking water and exhaustion of soils, pollution and deser-
tification will diminish resources. This will put at risk blue water supply in
particular in arid and semi-arid areas, where almost 90% of available
resources will probably be exploited by agriculture in 2030.21 Management
of trans-boundary water resources could thus become a critical issue.22

The decimation of rain forests through extensive agriculture, and con-
sumption of wood for heating,23 is likely to continue, intensifying green-
house gas emissions and soil erosion. Forests can function as carbon
‘sinks’, absorbing CO2, or convert into a major source of emissions, when
the woods are felled and burned.24 In the 1990s, out of a total of 1,950 mil-
lion hectares of forest, 15.2 million hectares were lost each year essentially
because of changes in land use (roughly 8% of the total forest surface has
disappeared over the last decade).25 If temperate forests in Europe and the
US are considered as carbon sinks, tropical forests have become net pro-
ducers of carbon. Their progressive reduction could therefore be an impor-
tant source of the release of greenhouse gases. 

African, Asian and South American forests totalise 216 billion tons of
carbon and figures for the 1980s quantify the release of carbon in tropical
forests at 2-2.4 billion tonnes annually. Analysis of deforestation trends
shows a slowdown in worldwide net losses, but not a fundamental modifi-
cation of the deforestation process over the last 20 years.26 Thus, a real pol-
icy turn would be necessary to restore the role of tropical forests as carbon
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sinks. By 2050, the restoration of damaged tropical forests and better forest
management could allow a saving of between 11.5 and 28.7 billion tonnes
of carbon,27 although economic and demographic pressures may well
thwart initiatives in this direction.28 According to some scenarios, more-
over, global warming could lead to a reduction of the boreal forest of up to
36%. This forest is one of the main reservoirs of carbon (74 billion tonnes in
the vegetation and 249 billion tonnes in soils). 

Driven by increasing industrialisation and urbanisation, pollution will
continue to increase. The effects of industrial pollution on human health
are well-known (e.g. allergies, poisoning of resources), but human pollu-
tion will become increasingly important, in particular in urban centres of
developing countries. In these areas, pollution of waters by sewerage and
dumping of rubbish leads to disease (e.g. cholera, diarrhoea) and is already
a major factor of mortality, which will certainly get worse. Some experts
estimate the amount of annual deaths caused by water-related diseases at
up to 5 million. It is expected that respiratory ailments, caused by biomass
fuel consumption (wood, coal, oil etc),29 should affect about 3.7 billion
people in 2030, in particular in the urban centres of developing countries.30

Regional differences 

Europe 

Though highly industrialised and urbanised (76% of the European popula-
tion will live in cities in 2030),31 Europe should not be too heavily affected by
environmental degradation by 2025. The main risk to health is expected to
come from air pollution, mainly due to industry and transport. Tempera-
tures in Europe are expected to rise between 0.1°C and 0.4°C by decade.
Mediterranean countries, on the one hand, and Finland and Western Rus-
sia, on the other, are likely to suffer the most acute variations in this regard.
Precipitation is expected to decrease in Southern Europe (-1% per decade, -
5% in summer), but to increase elsewhere (1-2% per decade).32

Climate warming should firstly affect water resources (including gla-
ciers), mostly in Southern Europe where droughts will be more frequent
and river discharge continue to decrease.33 Droughts, heatwaves and water
stress may also cause shifts in agricultural production.34 Increased crop
yields in Northern Europe will probably offset losses in Southern Europe,
but European crop yield growth as a whole is likely to slow down. Most of
Europe could suffer from some degree of water stress: the Southern part of
it due to lack of supply, the North-Western part due to the increase in
demand, and the Eastern part of the continent due to both.35 Heatwaves36
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and coldwaves may affect the health of populations and also impact on
infrastructures, in particular electricity networks. In Northern Europe,
floods (caused by increased precipitation) are seen as a real but nevertheless
manageable threat. 

The EU is an Annex 1 Party of the Kyoto Protocol and is thus bound to
reduce its greenhouse gas emissions to 8% below its 1990 ceiling by 2010.37

Unlike the US, the EU has opted for a ‘market pull’ approach to limit its
emissions: financial incentives are supposed to lead the market to upgrade
its industrial capabilities. The EU Emissions Trading Scheme (ETS) has
been established to trade carbon credits on the international market and to
complete the Kyoto mechanism to reduce emissions. However the meas-
ures that have been undertaken appear insufficient: according to the Euro-
pean Commission, CO2 emissions should ‘increase significantly, exceeding
the 1990 level by 3% in 2010 and by 5% in 2030’.38 Stricter national policies
will have to be implemented to respect the Kyoto targets and additional
commitments in this direction are currently being taken by EU govern-
ments individually. 

The United States 

The US currently accounts for about 25% of worldwide emissions of green-
house gases and is expected to reduce its share only slightly to 22% in
2030.39 As in other parts of the world, global warming and its effects will
increase throughout the twenty-first century,40 but tangible signs are
already expected to become visible in the run-up to 2020. The most likely
phenomena will include increased dryness in Western parts of the country,
higher rainfall in temperate regions, warmer winters in the North, but also
migration of disease-carrying species, in particular from Florida to the
North. Intensive agriculture and urbanisation in semi-arid areas are bound
to put a heavy strain on water resources in the Southern and Western parts
of the country.41 The number of tropical storms and hurricanes in the Gulf
of Florida, Gulf of Mexico and in the Caribbean is also expected to increase
(although it is unclear whether this trend is linked to ocean warming).42

Concerning the environmental policy, the Administration has chosen
to implement a national policy disconnected from the Kyoto commit-
ments. The ‘Energy Security Act 2005’ does not refer to GHG.43 Current
environmental policy guidelines are based on an 18% cut in greenhouse
gas ‘intensity’ from 2002 to 2012,44 and a 70% decrease of sulphur dioxide,
nitrogen oxide, and mercury by 2020. $4.1 billion of fiscal incentives is to
be made available over the next five years for renewable energy and
hybrid/fuel-cell vehicles, and $1 billion for the development, over a ten-
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year period, of a coal-based, zero-GHG emissions, power plant prototype. 
Nonetheless, the priority given to economic growth and the lack of envi-

ronmental control at the federal level explains the significant increase in
GHG emissions from the US. Between 2002 and 2030, US emissions may
increase by 29% whereas Europe plans to adopt more stringent measures to
contain the increase in its emissions. On the other hand, should the US gov-
ernment revive a stronger nuclear programme, together with modernisa-
tion of the transport and the coal-generating infrastructure, its capacity to
address the GHG issue could be significantly enhanced. In perspective, the
US focus on technological innovations, as opposed to multilateral frame-
works potentially slowing down economic growth, could lead to alternative
policy options from those envisaged by the Kyoto Protocol, and shape a
new (or parallel) environmental agenda.

Latin America 

The number and intensity of violent natural disasters in Latin America is
expected to increase (notably tropical storms in Central America), which could
entail serious dangers for local populations, largely residing in coastal areas.45

The future of the Amazon forest, considered as one of the planet’s main
reservoirs of CO2, remains bleak. The pace of deforestation, linked to infra-
structural developments and extensive agriculture, should remain intense.
Out of an overall extension of 7 million km², about 25,000 km² of the Ama-
zon forest disappears each year (16% of the forest has already been lost).46 It
is estimated that, short of a determined policy change, 30% to 42% of the
Amazon forest will be severely damaged by 2020, reinforcing climate
change through massive greenhouse gas emissions.47 The extension of
human activities – mostly agriculture – at the expense of the Amazon forest
is achieved partly through land burnings, thus releasing additional green-
house gases. Those alterations could locally dry the climate of the Amazon
basin. This modification could, in turn, accelerate the transformation of
the rain forest into bushes and savannahs, increasing the effects of natural
and human-induced forest fires and the release of greenhouse gases with a
spillover effect.  

Sub-Saharan Africa

Until 2025, global warming is expected to have a mixed impact in Africa. In
certain regions, warming and changing precipitation patterns, in particular
in combination with over-farming, are likely to lead to a noticeable deterio-
ration in environmental conditions.48 Some manifestations of climate
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change, like the quasi-disappearance of Lake Chad (which has shrunk from
25,000 km² to 1,200 km²) or the melting of the ice cap of the Kilimanjaro,
illustrate the potential impact of global warming on the continent. Violent
natural events (essentially droughts and floods) caused by global warming
or by the El Niño Southern Oscillation (ENSO) could put parts of the pop-
ulation at risk. At the same time, Africa will be much more affected by
human than by industrial pollution. 

Africa’s lack of access to water is particularly worrisome since water
resources are abundant but very unevenly distributed; most of them are
concentrated in Central Africa and, to a lesser extent, in West Africa. Cur-
rently, about 300 million people lack access to a suitable water supply and
roughly 313 million people lack access to appropriate sanitation. Overall,
fourteen countries currently suffer from either water stress or water
scarcity.49 By 2025, this number is expected to have almost doubled. Worst-
case scenarios forecast 40% of African people suffering from water stress in
20 years from now.50 In particular in the semi-arid areas of Southern Africa
and the Horn of Africa, rising temperatures and decreasing precipitation
should aggravate already existing water shortages and soil erosion (deserti-
fication currently affects about 46% of Africa). Even in equatorial Africa,
where precipitation is expected to increase, human intervention (dams,
pollution, deforestation) could lead to water shortage.51

In these regions, extensive agriculture, deforestation, and domestic
wood consumption will enhance soil erosion and decrease crops output.52

Those trends could worsen the deficiencies of the agriculture sector. Africa
is already depending on cereal imports (currently 10 million tons per year)
and 33% of the population is currently undernourished, with peaks of 50%
in some countries. Projections assess that this dependency will deepen (30
million tons) unless agricultural output increases annually by 3.3%. 

At the same time, warmer temperatures will accelerate the maturation
of parasites in mosquitoes, which is likely to increase the spread of infec-
tious diseases, such as malaria or dengue.53 Due to the migration of infec-
tious disease-carrying species, these diseases are likely to expand to temper-
ate areas as well.

The Middle East and North Africa

The MENA region is the most arid in the world with more than 87% of its 14
million km2 consisting of desert. In the future, it is expected to witness even
higher temperatures and less rainfall. Combined with growing water con-
sumption (due to a rapidly growing population, urbanisation, industriali-
sation, and extensive agriculture), this is likely to lead to a serious shortages
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in the water supply.54 The international management of this resource will be
imperative since major countries, such as Egypt and Syria, largely depend on
freshwater resources (rivers) originating from other countries, and are there-
fore vulnerable to the water policies of their neighbours.55 The management
of water basins, however, is increasingly subject to multilateral arrange-
ments in the Maghreb/Mashreq area (Nile Basin Initiative, Turkish-Syrian
Joint Water Committee).

Under current estimates, annual per capita water availability, currently at
about 1,200 m3, should shrink to 600/500m3 in 2025.56 The sustainability
of the human and economic development of the region will thus depend on
long-distance water transfers and massive desalinisation projects.57 With-
out appropriate and expensive measures, by 2050 the whole region (with the
exception of Iraq) could experience water stress or water scarcity.58 In the
medium term, water scarcity will affect agriculture and increase the region’s
dependence on food imports, when 80 million tons of food are already
imported each year. Rapid population growth and water scarcity in rural
areas will lead to growing urbanisation. In 2015, 70% of the region’s popula-
tion is expected to live in cities.59 This will put urban infrastructures under
enormous pressure and may lead to considerable supply problems.

China 

Pollution and environmental degradation cost China around 10% of its
GDP.60 Due to its reliance on fossil fuels, China’s share of world CO2 emis-
sions is expected to rise from 15.2% to 19% in 2025.61 China is a non-Annex
1 party to the Kyoto Protocol and is not legally bound to reduce its emis-
sions, even if China intends to control them through national programmes
(energy efficiency, modernisation of transport, etc). Nonetheless, the effects
of pollution are already tangible. Combined with biomass burning, pollut-
ing emissions already cause acid rain on 30% of China’s territory, a quarter of
which is also exposed to rapid desertification.62

Over the last 10 years or so, China has lost almost 8 million hectares of
farmland63 and the process continues at the pace of 200,000-300,000
hectares per year. Although the decrease of arable lands is not exclusively
caused by pollution (but is also due to restoration of the natural environ-
ment, which is, according to the Chinese Ministry of Environment, the
main cause of loss of arable land), their deterioration is an additional cause
for concern (affecting 37.1% of total arable surface according to official fig-
ures).64 Some studies expect that 10 million hectares of arable land could
be lost by 2030.65 These developments have also put considerable strain on
food supplies.66 Turning to water, the picture looks no better, with 75% of
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major rivers polluted and 180 million people depending on contaminated
water. Northern regions experience important shortages, notably in the
valleys of the Yellow, Huaihe and Haihe rivers.67 Water scarcity is such that
official statements describe it as ‘an unavoidable issue threatening national
security’.68 It has been estimated that environmental degradation may
result in 20 to 30 million ‘environmental refugees’ up to 2020, adding to the
huge number of economic migrants within the country.69

The magnitude of the coming environmental crisis is such that a mas-
sive intervention will be required to change energy production and con-
sumption patterns, improve soil and water management and reform agri-
culture. Investments in water management have been evaluated at tens of
billions of dollars and some huge projects, such as the north-south water
diversion scheme,70 have been launched. Nevertheless, ageing infrastruc-
ture, budgetary constraints and mismanagement will continue to pose
major obstacles.

South Asia / India

Increasingly violent monsoons and typhoons are likely to strike coastal
areas of Southern Asia and India. Consequences could be severe since the
Asia Pacific region is already the most exposed region in the world (account-
ing for 91% of the worldwide death toll due to violent natural events and 49%
of the concomitant worldwide economic damage).71 Floods and a rise in sea
levels could threaten low-lying lands (Bangladesh, the deltaic coasts of
China and South East Asia) and impoverish soils. 

Geographical constraints (mountainous relief and forests) tend to drive
populations onto coastal land, notably in South East Asia. Those concen-
trations will facilitate the spread of diseases, increase vulnerability to vio-
lent natural events72 and heighten the impact of pollution on health. Infec-
tious/epidemic diseases linked to global warming and urbanisation are
likely to spread and are bound to widely affect human health in South Asia. 

Urbanisation and industrialisation have already caused a massive haze
layer (atmospheric brown clouds) to appear for 3 or 4 months a year in the
skies over parts of India and South Asia. Caused by anthropogenic aerosols
(essentially resulting from biomass and fossil fuel burning), they have a dif-
ferent impact from greenhouse gases on local climate, agriculture and
health.73 Haze lowers temperatures and increases dryness, implying
changes in the vegetation distribution. The impact of pollution on health
is not precisely estimated. It is clear, however, that indoor pollution poses a
particularly serious problem and respiratory infections are the second
cause of death in South Asia.74
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Science and Technology

The field of science and technology (S&T) is evolving rapidly. Its applica-
tions and techniques are found in many domains, ranging from health sci-
ences to information technology. Over the past twenty years, S&T discover-
ies and products have revolutionised the way we live, interact, and work.
Looking towards 2025, the trend is likely to continue. At least four key driv-
ers are expected to fuel the process.

Synergies among these four enablers will also play a pivotal role. For
example, in around 2015, the combination of certain elements of biotech-
nology, IT, and nanotechnology may yield implantable nano-sized devices
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General Trends

Growth in information technology (IT). The centrality of IT in daily life
is likely to increase as new IT applications are developed and comput-
ing power, data storage, and bandwidth capacity are enhanced.

Advances in nanotechnology. Nanotechnology, or the ability to control
and assemble materials measured in nanometres (a billionth of a
metre), may radically transform the way goods are assembled and
manufactured.1

Innovations in biotechnology. Advances in biotechnology may improve
our capacity to cope with disease, malnutrition, and pollution. Innova-
tions are expected to increase both the quantity and quality of human
life in many parts of the world.

Research and development investments. Current trends in public and
private research and development investment point to increased invest-
ment in R&D in areas such as nanotechnology, raising the prospect of
future breakthroughs.  
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that can deliver personalised medicines.2 By 2025, we may see ‘smart’ mate-
rials that are responsive to physical variables such as light, heat, noise,
odours, and electromagnetic fields.3

It should be noted that making projections in the field of science and
technology is difficult. New discoveries need to be transformed into prod-
ucts and applications before their impact can be appreciated. For instance,
when the Internet went mainstream, few could have predicted that it would
spawn applications such as instant messaging, online telephony, peer-to-
peer sharing systems, and web logs (blogs) further down the line. 

Moreover, the amalgamation of different technologies may result in
applications that are not immediately evident. The combination of satellite
technology and precise atomic clocks, for example, paved the way for posi-
tioning, timing, and navigation services. From a different angle, challenges
such as high production costs, unexpected societal reactions, legal implica-
tions, or other factors may complicate or block product development. With
these challenges in mind, what are some of the more likely trends in the
field of S&T in the next twenty years?

Growth in information technology 

Over the last thirty years, computing power has doubled approximately
every two years. Known as Moore’s Law, the trend has encouraged the IT rev-
olution and an upsurge in associated technological applications. Studies
suggest that Moore’s Law will hold for another ten to twenty years before the
limits of silicon technology are reached.4

In around 2015, industry experts expect chip manufacturers to start
moving away from silicon transistors as relevant nanotechnology applica-
tions materialise.5 Prospective replacement materials include carbon nan-
otubes or silicon nanowires that could provide three times greater per-
formance compared to conventional transistors of the same power level.6
Closer to 2020, transistors may consist of only a few atoms – introducing
the possibility of quantum computing.7

The capacity of future computer systems will be staggering. By 2010,
Cray hopes to develop a computer system capable of sustaining petaflop
performance.8 This equates to computing speeds that are 1,000 times faster
than today’s supercomputers that reach teraflop speeds.9 Around the same
time, new data storage techniques such as nanotechnology-enabled mem-
ory may vastly increase the capacity to maintain data.10 With respect to
bandwidth, supply is expected to exceed demand in most cases as we
approach 2020.11 The implications are likely to be wide-ranging, affecting
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how we work and how society is organised. Beyond IT-related impacts,
these developments are likely to reinforce the process of globalisation –
especially as interconnectivity grows worldwide.

The Internet will also continue to evolve. The large-scale integration of
computer systems via high-speed networks will facilitate ‘grid-computing’
– allowing users to access computing power, storage capacity, data, and
software irrespective of their location.12 The gradual switch towards grid
computing may make the personal computer less relevant in the future.13

Grid computing may also shorten time spent on tasks significantly. For
example, with access to centralised computing power, a civil engineer may
be able to test an earthquake-resistant bridge design in minutes rather than
months.14

Advances in nanotechnology  

Nanotechnology (NT) is a hybrid science that combines elements of chem-
istry and engineering. Scientists speculate that major nanotechnology
breakthroughs are liable to occur anywhere from five to twenty years in the
future depending on specific commercial products and applications.15 This
does not include current uses of nanoscale materials in industries such as
electronics, magnetics, cosmetics, and pharmaceuticals.16 There is an
expectation, however, that nanotechnology could be used in nearly half of
all new products by 2015.17

Nanotechnology is likely to impact on different areas of electronics,
medicine, materials, engineering, and the environment.18 Many believe
that NT will be the backbone of the next technology wave as new platforms
become smaller and more powerful.19 If successful, molecular electronics
could extend Moore’s law well beyond 2015.20 In medicine, advances in
nanotechnology may help improve diagnostic tests, upgrade imaging
agents, and enhance cancer therapies. By 2015, semiconductor quantum
dot technology based on NT could overhaul chemical labelling, enabling
rapid processing for drug discovery, genotyping, and other biological
applications.21 It is estimated that the demand for nanotechnology health
care products will exceed $100 billion by 2020.22

Breakthroughs in IT and nanotechnology may also have consequences
for automation, impacting on processes ranging from commercial logistics
to the conduct of warfare.23 The potential for robotic transport vehicles, for
instance, was first demonstrated during the second Darpa Grand 
Challenge held in October 2004. Using an assortment of sensors, several
‘driverless’ vehicles were able to navigate a 131-mile desert course.24 As this
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technology matures over the next five to fifteen years, an assortment of
automated transport and cargo shipments may become widespread. 

Innovations in biotechnology

Biotechnology refers to the application of S&T to living organisms in
order ‘to alter living or non-living materials for the production of knowl-
edge, goods, and services.’25 While biotech advances have already
impacted on certain sectors (e.g. pharmaceuticals), analysts predict that
biotechnology will start revolutionising life itself sometime around
2015.26 It is expected that advances in biotechnology will extend life
expectancy in many parts of the world through ‘better disease control,
custom drugs, gene therapy, age mitigation and reversal, memory drugs,
prosthetics, bionic implants, animal transplants’ as well as other
advances.27 Overall, effects may be felt in areas such as human health,
agriculture, and industry (e.g. biofuels and biorefineries).28

By 2025, diagnostic tools may be more predictive, therapeutic inter-
ventions more preventive, and healthcare more personalised.29 The abil-
ity to use bioartificial organs is projected to mature between 2010-2025.
Stem cell-based therapies for the treatment of chronic diseases such as
diabetes, Parkinson’s and Alzheimer’s may emerge around 2015-2025.30

Discoveries in biotechnology may also help develop new vaccines against
a host of diseases or pathogens.31

With respect to agriculture, advances in biotechnology may help
usher in a new generation of genetically-engineered crops. Advances to
date, focussing on the production of herbicide-tolerant and insect-resist-
ant crops, may gradually give way to crops that are longer lasting and
healthier for consumption.32 For example, some companies are investi-
gating genetic engineering principles to produce foods with lower values
of trans fats between 2010 and 2015.33 Overall, such developments may
have implications in areas ranging from poverty reduction efforts (e.g. by
developing crops that can grow in formerly unproductive regions) to the
promotion of healthier diets to increase life expectancy.34

Synergies across the IT and biotech sectors may also enhance existing
products such as sensors. In the future, biosensors may be able to probe
the environment for specific molecules that are either airborne, solid
materials, or liquids resulting in significantly fewer false positives 
compared to present-day systems.35 Networking these devices would
enable users to monitor different locations on a real-time basis. 
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Research and development investments

Public and private R&D investments often represent the stepping-stone for
future S&T discoveries.36 Together with other factors, such as the quality
and availability of scientific education, they provide important indications
of where innovations might take place.37 While there are no long-term pro-
jections, gross expenditure on R&D (GERD) represents a general indicator
of R&D investments. In 2002, US contributions towards GERD were 35%
of the world total. Asia came in second with 31.5% while Europe came in
third with 27.3%.38 In contrast, some regions captured very small portions
of overall GERD. Africa, for example, represented 0.65% of global GERD.39

It should be noted that certain countries within these regions have
increased their GERD investment levels substantially. To illustrate this
point: China’s GERD/GDP ratio went from 0.6% in 1996 to 1.23% in
2002.40 This trend is also reflected in the number of patent filings made by
individual countries. Between 2000 and 2005, the number of patent appli-
cations by Japan, the Republic of Korea, and China rose by 162%, 200% and
212% respectively.41

R&D investments in key sectors such as nanotechnology may also shed
light on future S&T developments. Overall, government-funded research
in nanotechnology increased from $500 million in 1997 to $3.5 billion in
2003 – highlighting the field’s growth potential.42 Currently, the US and
Europe are the principal investors in nanotechnology. In the United States,
the 2006 National Nanotechnology Initiative (NNI) requested $1.05 bil-
lion for nanotechnology R&D from the relevant departments across the
federal government – a 137% increase from 2001.43 Within the EU, €1.3 bil-
lion was assigned for nanotechnology research through the 6th Framework
Programme (2002-2006).44 Other countries, however, are taking notice
and increasing their efforts in the field. While half of the world publica-
tions in nanoscience and nanotechnology come from the US and Europe,
countries such as China, Japan, and South Korea account for most of the
remaining share.45

With respect to human capital formation, a variety of metrics point to
US research universities being world leaders in science and technology.46

Thirty-seven of the top fifty universities (all fields) are located in the United
States.47 Given this prominence, the United States is the principal destina-
tion for the world’s top foreign students. In 1999, Chinese and Indian-born
students accounted for the vast majority, numbering about 33,000 and
23,000 respectively (35% and 25% of the total). Overall, foreign students
accounted for almost 50% of all Ph.Ds in engineering, mathematics, and
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computer science.48 A more complicated visa process in the aftermath of
9/11 temporarily slowed down the entry pace of foreign students.
Presently, increased competition from other countries in Europe and Asia
is putting additional pressure on the United States, intensifying the scram-
ble to acquire the best talent. 

Challenges posed by S&T developments

It should be acknowledged that there are potential downsides associated
with S&T developments – many of which are frequently neglected. Left
unattended, their implications could be substantial and long-lasting. In
addition, since technical applications tend to outpace existing laws and reg-
ulations, there is scope for a range of unintended consequences. Below are
examples of challenges associated with certain S&T drivers.

Growth in information technology (IT)

Loss of personal privacy – Improved abilities to maintain large databases
and monitor electronic signals may result in substantial loss of privacy.
Enhanced sensors and positioning systems may likewise affect privacy
negatively. 
Increased vulnerabilities – Greater reliance on technology across society
may make us more vulnerable to electronic attacks. With more critical
infrastructures and systems interconnected, these risks can multiply via
so-called ‘cascading effects’. 
Maintenance of the digital divide – Regional disparities may linger or grow
if some regions of the world cannot benefit or tap into the IT revolution.
Potential side effects include sustained poverty and/or regional instabil-
ity. 

Advances in nanotechnology 

Questionable applications – These may range from the use of NT for harm-
ful purposes to unintended consequences associated with the growing
use of automated processes.49
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Innovations in biotechnology

Questionable applications – These may include issues surrounding human
reproductive technologies (e.g. cloning), the use of embryos to procure
stem cells, and the use of genetic therapeutics for enhancement pur-
poses.50 Societal reactions may also surface in other application areas
such as the use of genetically-engineered crops. 
Loss of privacy – Improved capacities to diagnose (as well as to map genes)
may make it easier to gauge personal health histories and predisposi-
tions towards disease. Individuals affected may be barred from certain
jobs or denied health insurance.
Dual-use risks – Technologies that serve to improve human welfare may
also be used to inflict harm. For example, advances in civilian biotech-
nology may indirectly help certain individuals or groups acquire biolog-
ical warfare capabilities.
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Eurasia and Russia

Twenty years from now, the former Soviet Union as a concept will no longer
be meaningful. Over time, this area of fifteen states will have shattered as a
unified region into several new regions: a new Eastern European region on
the EU’s borders; the South Caucasus, heavily tied to the Black Sea region;
and the Central Asian region, associated closely with China and South Asia.
The Russian Federation will remain as a pivot linking these various regions
together. 

Eurasian trends

A diverse region

Regional differences reside at three levels which, two decades from now, will
be more pronounced. First, the region will show sharp variations in political
and economic structures, ranging from democratic polities and market
economies in Eastern Europe (Ukraine, Belarus, Moldova and parts of the
South Caucasus) to more authoritarian state-regulated societies and
economies in Central Asia. The Russian Federation is likely to have devel-
oped a state-led market economy within a democratic political system that
has strong illiberal features. Second, by 2025, the states of Eurasia will show
differences in levels of good governance and stability – independently of
their regime type (democratic or semi-authoritarian). Levels of healthy gov-
ernance will range from strong performance from parts of the European for-
mer Soviet Union to weak and unhealthy governance in Central Asia. 

Finally, in terms of foreign policy orientation, the region will become
heavily diversified. The states in the European region, including also Geor-
gia and possibly Armenia and Azerbaijan, will become more closely tied to
the EU zone and to NATO. The Central Asian states will be more oriented in
the Asian direction, towards China especially in trade relations. Russia is
likely to have developed a more varied foreign policy after its strong Western
focus in the 1990s, with deep trade and political ties in the Asian arena in
addition to economic and political links with Europe.
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The political evolution of Eurasian states

At the same time, despite such diversity, the states of Eurasia will face simi-
lar questions at four levels. The first question will concern the continuing
process of state building across the region. In 2006, the final status of the
post-Soviet states – their borders, their constitutional structures as federa-
tions, confederations or unitary states – remains incomplete. In the cases of
Georgia, Moldova, Azerbaijan and Russia, separatist and territorial conflicts
remain unresolved, which pose fundamental challenges to the final status
of their states. By 2025, it is likely that some of these conflicts will have been
resolved (Moldova, Azerbaijan and Russia). However, new challenges will
arise, most likely in Central Asia regarding border questions between states
and the balance within these states between regional and central power.
Overall, the states of Eurasia are likely to range from stronger states (such as
Russia and the European states) to brittle states (in the South Caucasus and
Kazakhstan) to weak states (in Central Asia). The possibility of the region
containing failed states, such as Tajikistan, cannot be ruled out. 

A second question will concern the political regimes of the states in the
region. The premise underlying international approaches to the fifteen
post-Soviet states in the 1990s viewed these countries as undertaking a tran-
sition process towards democratisation and a market economy. By 2006, the
emergence of varied political regimes across the region – ranging from
strong authoritarian regimes in Belarus and Turkmenistan to fledgling
democracies in Ukraine and Georgia – has undermined this overarching
premise. Twenty years down the line, Eurasia’s political regimes will be ever
more diverse. In some cases, such as Belarus, authoritarian regimes are likely
to have fallen. The Central Asian states, however, may go through difficult
periods of succession following the departure of their current leaders, which
may cause serious tensions, perhaps even social unrest. By 2025, stronger
democratic polities are likely to have emerged in Ukraine and Moldova, as
well as Georgia and Armenia, with more developed multi-party systems and
better defined constitutional structures. However, these states, including
the Russian Federation, are likely also to demonstrate strong illiberal ten-
dencies, in terms of media control and levels of corruption.

Economic challenges

Third, the Eurasian states will face difficult economic questions by 2025.
The changes that have occurred in the economic systems of these countries
since 1992 are radical in terms of privatisation and structural economic
reform.1 By 2025, however, the economic development of the Eurasian
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states will face three inter-related challenges, which are already currently at
play. The first concerns whether and how these countries will have offset
their resource dependency, either internally, in terms of economic diversifi-
cation away from energy-driven growth, or externally, in terms of addressing
their reliance on external sources of energy supply and developing effective
service industries. Indeed, some of these countries, such as Russia, Kaza-
khstan, Azerbaijan, and Turkmenistan, will face the challenge of building
healthy economies that are not solely dependent on the development and
export of their natural gas and oil reserves. For other countries, such as
Armenia, Georgia, Belarus, Ukraine and Moldova, the challenge will be to
diversify their reliance on external energy sources away from their present
dependence mostly on Russia. Energy resources are likely to continue to
both unite and divide the region – uniting it in terms of the transportation
of energy to local and world markets, but dividing it also between energy
producers and dependent users.

Another economic challenge will centre on the investment climate in the
Eurasian economies, in terms of the rule of law, protection for foreign
investment, and levels of corruption. In 2004, for example, Russia’s FDI was
$9.4 billion, but the net capital outflow was $7.8 billion, leading the EBRD
to state that ‘the accumulated stock of FDI amounts to about 6.5% of GDP,
only a fifth of the average level of the other European transition
economies.’2 Without serous improvements in the investment climate, for-
eign direct investment in 2025 will most likely remain low, and sectorially
targeted.3 A final economic challenge will be linked to the role of the state in
the economies of the region. In 2006, the trend points towards an increasing
role for the state in local economies, particularly in declared ‘strategic sec-
tors’ such as energy. A strengthening of the role of the state, especially if the
state is riddled with corruption, may have deleterious consequences, as it
will increase the opportunities for rent seeking, limit foreign investment
and have negative effects on overall economic performance. 

Demographic trends

The fourth question facing the Eurasian states in 2025 is likely to centre on
developments in their societies, and in state-society relations. Demographic
trends will produce pressures on all of the states for different reasons and
with different results. The Russian Federation is facing a steep demographic
decline (conservative estimates point to a loss of one million people a year
through to 20204) due to low fertility and high mortality rates. By contrast,
the Central Asian states will face increasing difficulties stemming from
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higher population growth rates, and especially the difficulties associated
with a ‘youth bulge.’5 In the South Caucasus, as well as the other Eurasian
states (Tajikistan especially), demographic difficulties will stem from the
impact of continuing out-migration for economic reasons. 

Sources of instability

Overall, by 2025, Eurasia will feature a number of difficulties, articulated
around the following points:

Relationship between states and societies

The relationship between state structures and societies by 2025 will vary
from relatively healthy relations in the European part of the region and
some countries of the South Caucasus, to heavier control in the Central
Asian states. Societal pressures for greater political participation will take
different forms across the region, from inclusive challenges in the European
region to more turbulent pressures in Central Asia, as in Russia perhaps also.
State structures will have different capacities and will react differently to
potential threats that arise at societal levels. In such circumstances, tensions
may arise in state-society relations, especially as revisionist ideologies may
come to challenge existing regimes. Across Eurasia, such ideologies are likely
to have two faces in 2025: an increasingly intolerant nationalism and the rise
of political Islam in parts of Central Asia and the Russian Federation.6 The
danger is that the heavy-handed repression of Islamic extremist movements
in Central Asia is likely to produce a backlash. Both of these movements may
develop in ways that challenge the status quo of the early post-Soviet period
and, perhaps even, overall state authority.7

Relations between haves and have-nots

By 2025, the states in Eurasia will become divided according to levels of eco-
nomic prosperity, demographic trends, educational and health opportuni-
ties and overall relationship to globalisation. According to a 2005 World
Bank Report, poverty levels have declined across the region since 1998,
driven by rising economic growth rates.8 However, poverty will remain a
problem in many Eurasian states in 2025, including in middle-income
countries such as Russia, Belarus and Kazakhstan. This poverty will be
reflected in increasing regional disparities inside these countries between
living standards and job opportunities in the capital cities and those avail-
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able in the regions.9 In so far as differences between countries are concerned,
a first group, including some of those states that will develop close associa-
tions with the EU zone, may succeed in developing more stable economies
and governance structures that can provide educational and health
resources for their societies (Moldova, Ukraine, Russia, Kazakhstan, Geor-
gia). Another group lies at the other end of the spectrum, consisting of
deeply weak and impoverished states that have worrying demographic
trends and provide little in terms of educational and health resources (Kyr-
gyzstan, Tajikistan, regions within other states).10 Such weak states may also
pose challenges to regional security as the sources or transit points for inter-
national criminal networks dealing in the smuggling of illicit goods, espe-
cially narcotics.11

Enduring and new zones of tension

In addition to the possibility of still unresolved conflicts in the region (most
probably in Georgia), an analysis of current trends shows that new zones of
tension will become clear by 2025. These areas will feature a volatile mixture
of entrenched economic dislocation, widespread poverty, poor central state
management and high social mobilisation – to produce deep challenges to
some states and sub-regions of Eurasia. One should note in particular the
worrying trends at all of these levels in Russia’s North Caucasus, rising ten-
sions in Central Asia’s Ferghana Valley and the possibility of collapsed state
control in parts of Tajikistan. 

Russian Federation trends

After a decade of severe economic decline, the Russian Federation in 2006
has never looked more strong or confident. Following the 1998 collapse of
the Russian rouble, the economy effected an exceptional turnaround. From
a high point of 7.3 percent GDP growth in 2003, the World Bank estimated
that the rate remained strong at 6.4 percent in 2005.12 Russia’s GDP stood
in 2005 at US$ 581 billion. The government has pursued a stable macro-eco-
nomic policy, an internationally lauded fiscal policy, and launched struc-
tural reforms in vital sectors of the economy. Industrial productivity has
also increased relative to the decline of the 1990s. Energy production and
exports have driven much of the growth. The Russian Federation holds
roughly 6% of the world’s oil reserves, mainly in Western Siberia.13 Although
estimates are particularly controversial, its oil production is projected to
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increase by 21% to 11.1 million b/d in 2030. Russia is also the world’s largest
gas exporter, with estimated reserves of 47.8 billion m³ and current produc-
tion estimated at around 616.5 billion m³.14 In addition, relative to the
political volatility of the 1990s, Russia’s constitutional and federal structure
had stabilised by 2006, with the rise of a stronger executive and more potent
central power. 

Optimistic projections for Russia’s development have placed the country
in the so-called BRIC grouping, composed of Brazil, Russia, India and
China.15 In this analysis, by 2050 the BRIC economies could be larger than
the G6 in dollar terms, with the Russian GDP projected to increase to $US
2,264 billion by 2025 (larger than France and Italy).16 Such a best-case sce-
nario is dependent on Russia building the conditions for growth through
sound macroeconomic policies, strong and stable political institutions,
openness to trade and foreign direct investment as well as high levels of edu-
cation. None of these steps can be taken for granted. 

Domestic developments

Until 2025, Russia’s development will be conditioned by a number of uncer-
tainties. These uncertainties reside at the political, economic, constitutional
and social levels. 

An ‘illiberal’ democracy in the making?

Uncertainties surround the future trajectory of the Russian political system.
After 1999, Vladimir Putin succeeded in consolidating a deeply enfeebled
state by strengthening the so-called ‘power vertical’ of executive central
power. In so doing, the Russian president declared that Russia would follow
the path of crafting a ‘sovereign democracy’ that is fitting for Russian con-
ditions. For many external observers, Russia’s ‘sovereign democracy’ has
raised concerns. To all intents and purposes, the Russian political system
has a democratic form, with regular elections, ensured constitutional free-
doms as well as checks and balances, but the practice is quite different.17

Russia’s ‘sovereign democracy’ has translated into weakening political plu-
ralism, increased state control over the media sector, the arbitrary applica-
tion of the rule of law, and pressures to control independent civil society. In
2006, the Russian political system featured strong elements of what has
been called ‘illiberal democracy’ – combining a liberal democratic form with
illiberal content.18 Certainly, after the years of volatile politics under the rule
of Boris Yeltsin, greater centralisation under Vladimir Putin provided vital
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stability to the Russian political system. However, the longer-term impact of
a ‘managed democracy’ is far more uncertain. By 2025, the dislocation
between a centralising state and an increasingly alienated society could pro-
duce the rise of revisionist political figures with ideologies that challenge the
status quo. In particular, the danger in Russia is of the rise of intolerant and
exclusive nationalism.

Reasserting centralism

At the constitutional level, the Russian Federation is likely to face continu-
ing questions over the next two decades related to the structure and distri-
bution of power across the country. According to the Constitution, the
Russian Federation is composed of 89 subjects, including 49 ‘regions’ and
21 ‘autonomous republics’ (which are ethnically defined). Vladimir Putin
reversed the policies of Boris Yeltsin, which had devolved powers from the
centre to the federation subjects, through greater control over elections at
the regional level and strengthening the power of the executive centre. In
many cases, reinforced central power has worked to the benefit of stability,
but not everywhere. 

The North Caucasus has emerged as a fracture point in federal rela-
tions, where deep poverty, high relative population growth, poor central
policy and increasing social mobilisation paint a deeply worrying picture.
The challenges are different but no less serious in Russia’s Far East. For the
foreseeable future, therefore, uncertainty is likely to remain in the balance
of centre-regional power in Russia’s federal relations, with political ten-
sions remaining high in the North Caucasus. It is not unthinkable that
some regions and republics may seek greater autonomy in their affairs,
especially if they have natural resources of value to world markets (as is the
case in parts of Siberia). In other cases, centre-region relations may face
tensions because of deepening – whether voluntary or not – regional ties
with neighbouring countries.19

Economic challenges

Russia’s economic development also faces deep uncertainty. The rising
importance of energy production and its export for Russia’s economic
growth raises several challenges for the Russian government. It has been esti-
mated that Russia’s oil and gas sector may have accounted for up to 25 per-
cent of GDP in 2003, while employing less than 1 percent of the popula-
tion.20 First, future economic growth will be affected by the lack of serious
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diversification away from resource-dependent development. In this, the
Russian leadership would need to undertake wide structural reforms that
would open the path to investment in and development of non-energy
related sectors, such as industrial goods.21 The management of Russia’s Sta-
bilisation Fund, based on energy windfall profits, will be of crucial impor-
tance for such diversification.22 Second, the current trend of increasing
public control over the energy sector may have deleterious long term effects,
in terms of increased corruption and collusion, poor management,
increased politicisation and overall decreasing efficiency. 

Third, the Russian energy sector requires substantial reform, which may
be more difficult to achieve in conditions of high state control. Not least, it
is estimated that the energy sector as a whole (including exploration, devel-
opment and maintenance of nuclear, coal, heat, electricity, gas and oil) will
require some €715,000 million between 2003-2020.23 Such massive invest-
ment will depend heavily on the effective openness of the overall Russian
economy, the development of firm and indiscriminate rule of law and clearly
defined property rights.24 Developing an effective banking sector will also
be vitally important for developing internal investment.25 Attenuating cor-
ruption is another strategic challenge, affecting all sectors of the economy
and their development.26

Social challenges

Finally, the Russian Federation will face a range of social challenges by 2025.
First, Russia faces a profound demographic challenge. Despite a slight
migration inflow and a marginal rise in the fertility rate (1.40 to 1.58), over
the coming twenty years Russia’s population is likely to fall, from 143.2 mil-
lion to 129.2 million people by 2025. The share of working age population
will probably remain quite high (around 60%); but the very low increase in
the young-age category (around 16% of the population for the 50 years to
come) and consequently, the net increase of the share of elderly people (from
currently 17.1 to 24.3% by 2025) could create serious social problems. At the
same time, the country has one of the highest rates of HIV infection in the
world, which may have wide social and economic consequences if current
rates are maintained. In addition, Russia will face the problem of distribut-
ing the impact of economic growth in terms of living standards and employ-
ment prospects across the country’s varied regions and republics. Without
deep structural changes, Russia may present an extremely diverse social-eco-
nomic picture, with some cities and regions featuring global ‘first world’
characteristics while others present attributes closer to the ‘third world.’ 
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Russia and the world

Russia’s strategic outlook

Enduring economic weakness and internal challenges combined with resid-
ual and new areas of economic and political strength will most likely lead
Russia to adopt a broadly status quo orientated foreign policy. For much of
the 1990s, in the Russian view, Russia had been subjected to the forces of
globalisation with little control over them. As much as possible, Russia will
seek to exploit residual elements of its previous superpower status and new
areas of strength to ensure that the country becomes more an ‘actor’ of glob-
alisation and less its ‘victim.’ Within the overall objective of retaining a great
power status, the two main objectives of Russian foreign policy are likely to
be, first, that of creating an external environment that is predictable and
favourable to Russia’s internal transformation, and secondly, to strengthen
Russia’s sovereignty and freedom of manoeuvre in international affairs. A
number of policy lines are likely to stem from these overarching objectives.

Playing a global role

First, the Russian government will continue to insist on maintaining a
strong ‘voice’ in as many international organisations as possible. The UN
Security Council has pride of place in this vision, as the foundation pillar of
international regimes and international law, and as the only forum ensuring
Russian influence on all major international questions. In addition, Russia
will seek membership of the World Trade Organization as well as closer asso-
ciation with key regional organisations. In Europe, NATO and the EU,
despite current difficulties, will continue to receive significant Russian
attention at the political and economic levels. In Russian strategic thinking,
the European orientation is vital because of the importance of economic ties
and also because Europe is seen as source of security solutions rather than
problems for Russia – in contrast to the perceived threats arising from the
southern direction. Russia’s European focus is likely to be balanced, how-
ever, by Russia’s desire to become associated with other regional organisa-
tions, either as a leader, such as with the Shanghai Cooperation Organisa-
tion, or a member/observer, such as with ASEAN.27

Second, Russian foreign policy is likely to continue its movement away
from the predominant Western and European focus pursued in the 1990s to
adopt a more global posture. Europe will remain a key interlocutor for 
Russia, not least because of the scale of economic exchanges with European
partners and because of the importance of Europe as a leader of globalisa-
tion. However, Russian foreign policy is likely to become increasingly 
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diversified towards new states that arise as regional and global leaders by
2025, notably towards China and India at the global level and towards
Turkey at the regional level. Russian foreign policy is likely to continue to be
multi-vectored with the aim of building a multipolar world. The United
States will retain its central position in Russia’s vision of world affairs, as the
single greatest world power, and Moscow will seek to maintain elements of a
special relationship with Washington.28 However, the high point of US
influence over Russian internal and foreign policy of the 1990s will not be
repeated. 

Russia’s assets

Third, Russian foreign policy will seek to make maximal use of residual and
new elements of strength. The current emphasis on energy in Russian for-
eign policy as a factor of influence is likely to become reinforced, with Russia
seeking to become a truly global energy player through diversified relations
away from Europe towards Asia and the United States. Russian strategy will
be to develop a more balanced and competitive energy profile, in terms of the
production of energy (LNG will increase in importance) and in terms of the
orientation of its exports (Europe will remain central but Asia and the
United States may also become important markets). In addition, Russia
seeks to develop modernised armed forces, in parallel with a competitive
military industry. By 2025, Russia aims to have modernised its armed forces
in two directions: first, through the renewal and modernisation of its strate-
gic deterrence, and second, through the development of professional and
mobile forces able to protect Russian interests inside the country and on its
borders. The use of force is likely to retain a role in Russian foreign policy,
especially in the former Soviet Union. In addition, the Russian government
seeks to retain a leading position in world arms’ sales.29

The post-Soviet space

Finally, Russian foreign policy will still attribute special importance to the
former Soviet Union. The region is important for the Russian economy as a
source of labour, a market for Russian products and an enduring (if decreas-
ing) source of energy transferred through the Russian pipeline network. On
the whole, Russia’s presence in the region will become more diversified,
ranging from a regionally-based forward defence policy in Central Asia to
strong bilateral ties with Armenia and Azerbaijan, as well as with Belarus and
Ukraine. Relations with Moldova and Georgia are likely to remain difficult,
with Russia still conducting coercive policies towards the two states. In 
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general, Russian policy will likely become economically-driven throughout
the region, as Russian business increases its presence as well as through the
development of regional and sub-regional free trade areas. 

In 2025, therefore, Russia stands to be a more global player than it was
after the collapse of the Soviet Union. Increasing room for manoeuvre will
also make Russia a more sovereign actor on the international stage, more
able and willing to defend its interests and ensure that its ‘voice’ is heard. In
the former Soviet Union, Russian foreign policy will most likely have a post-
imperial direction seeking hegemonic influence but not territorial control.
Such a posture may continue to include coercive policies if Russian interests
are seen to be threatened. 

In conclusion, the central question driving Russia’s future will concern the
tension between the country’s trend towards an increasingly authoritarian
centralism and its openness to globalisation. This tension will be played out
at several levels that are closely linked. At the federal level, this tension will
consist of balancing central control from Moscow and its federal institu-
tions with the powers of Russia’s numerous republics and regions. At the
political level, Russia’s future will be driven by tensions between greater
political control, even of an authoritarian nature, by the state and the emer-
gence of a looser and more democratic form of polity. At the economic level,
this driving question translates into a tension between an economy that is
becoming reliant on the production and export of energy, itself increasingly
controlled by the state, and the diversification of the country’s economic
structure. In managing these multiple tensions, it is possible that Russia
may feature elements of an Asian model of political and economic develop-
ment, including a mix of contrasting aspects. On the one hand, strong cen-
tralised political control, including state control of strategic sectors of the
economy. On the other, tentative economic diversification and a limited
openess to those dimensions of globalisation that are considered to be in 
Russia’s interests. Balancing these tensions will not be an easy task.
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The Middle East and North Africa

The Middle East and North Africa region consists of 18 diverse Muslim
countries from Morocco to Iran. It can be divided into two dissimilar halves,
the Maghreb (i.e. North Africa), west of Egypt, and the Mashreq (the Middle
East or West Asia), east of Egypt. A belt of adjacent countries is connected to
a greater or lesser degree with either or both of these sub-regions. The most
important of these countries are Sudan and Somalia, Afghanistan and Pak-
istan and, increasingly, Turkey. Structural and political developments in the
Middle East and North Africa pave the way for growing instability. On the
one hand, stability in this region is crucial to the security and prosperity not
only of neighbouring areas, including Europe, the Caucasus, Central Asia
and the Indian sub-regional complex, but also of the world at large. On the
other hand, the region harbours unparalleled potential for crisis, including
steady demographic expansion, worsening environmental conditions, stag-
nating economies and endemic political, ethnic and religious tensions
whose resolution is not in sight. The intertwined nature of the ideological
(i.e. fundamentalism) and structural (i.e. energy, demography, environ-
ment) drivers of potential conflict is another distinctive feature of this
region. Although, although the urgent requirement for socio-economic
reform, good governance, and regional frameworks of cooperative security
is apparent, little progress is being made in that direction.

Regional issues

Energy

Home to the largest oil and gas reserves in the world, the Middle East cur-
rently produces 28% of the world’s oil. This share should rise to 43% in 2030.
By 2030, oil production from the entire MENA region is expected to increase
by 74% from 29 mb/d to 50.5 mb/d, and gas production to triple and reach
900 bcm in 2030.1 The countries of the region (and most particularly Saudi
Arabia, Iran and Iraq) are expected to account for around 50 % of the EU’s oil
needs (they currently provide 45%). European gas dependency is, for the
time being, less pronounced. The potential increase in European imports
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from the region may depend on the energy policy of Russia and on the 
development of transport infrastructures (LNG/pipelines). Since this is the
only region with a strong excess oil production capacity, exports from
MENA, and notably the Gulf countries, will be vital to sustain the rapid eco-
nomic growth of other emerging powers. Around 50% of both China’s and
India’s oil demand is supplied by the Middle East, while the flow of gas from
Iran and other Gulf countries to China and India might grow via a much-
discussed overland pipeline across Pakistan and/or in liquefied form,
through the Indian Ocean. Alternative routes from Iran through Central
Asia are also being explored.

The challenge of governance

Driven by the rise in oil prices, GDP growth in the region has climbed to 5.5%
in 2004 and almost 5.7% in 2005,2 twice as much as the average rate of
growth in the 1990s.3 From an economic standpoint, accruing oil and gas
revenues represent a window of opportunity for the region. Sound gover-
nance and structural reforms will, however, be essential to reap the benefits
of oil and gas wealth, promote the diversification of the economy and sus-
tain growth. On the whole, whether rich in hydrocarbons or not, all MENA
states are confronted with fundamental governance challenges. These
include improving the quality of public administration, the rule of law and
the accountability of the public sector to citizens and private economic
operators.4 Structural reforms are urgently needed to open up to trade and
investment, develop the private sector,5 and diversify the economy (and
thereby limit dependence on oil and energy prices). 

Governance reforms are an enabling condition for structural economic
reforms. The latter may be painful in the short term, and will require strong
political will. Political tensions in most of the region, however, will hardly
encourage local regimes to introduce much-needed reforms (such as those
of the labour market and banking system, or the further privatisation of
public services) which could weaken their domestic power base. As a conse-
quence, the business environment of most MENA countries is likely to
remain relatively unattractive. Foreign direct investment, which in 2005
amounted to $9.1 billion and accounts for 0.9% of global FDI (3.8% of FDI
to developing countries),6 is mostly directed to the energy sector in
resource-rich countries. 

While these governance shortcomings are likely to affect the whole
region, however, an important distinction should be drawn between
resource-rich and resource-poor countries. Rising prices have resulted in
additional oil receipts for the MENA oil-exporting countries worth a total
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of 39% of GDP over the period 2002-2005.7 MENA countries have reacted
differently in profiting from this windfall. Large oil- and gas-rich countries,
such as Algeria and Iran, have developed a rent economy that stifles further
reform and diversification, with high unemployment, a predominant pub-
lic sector and protective trade barriers. Resource-rich countries around the
Gulf, with a much smaller population, have pushed ahead with further pri-
vatisation and have greatly improved their infrastructures. For resource-
poor countries, on the other hand, sound economic policies and gover-
nance reforms are even more pressing, as their growth will depend on better
integration in international trade and investment patterns.8

Yet another distinction, whose implications go beyond the purely eco-
nomic dimension, should be pointed out: that between labour-abundant
and labour-importing countries. The latter are concentrated in the Gulf
region, whose migrant population represents the large majority of the
workforce and, in some cases (e.g. UAE and Qatar), of the population itself.
The Gulf countries have decided to severely restrain further immigration
and to downsize the pool of foreign workers,9 a move which is likely to
entail very serious social costs and affect the countries benefiting from
remittances from the Gulf. Broadly speaking, labour-abundant countries
will face the opposite challenge, namely the need to create enough employ-
ment opportunities for an exploding population.10 Demographic expan-
sion is likely to pose the biggest structural challenge for the stability of the
region as a whole over the next two decades.

Demographic and environmental trends

By 2025, although fertility rates will progressively decline, the population of
MENA will grow by 38%, from 388 to 537 million, with an increase in the
working age population of 40% in North Africa and as much as 50% in the
Middle East. The working age population will expand by 80 million people
(for a total of 185 million people) by 2020. According to the World Bank,
roughly 100 million additional jobs would need to be created in the next
twenty years to absorb the workforce.11 It is estimated that an economic
growth rate of 6 to 7%, maintained over many years, would be required to
generate sufficient employment opportunities. Should oil prices fall, and
the sluggish performance of the non-energy sectors of the economy con-
tinue, unemployment is expected to affect 50 million people (27% of the
envisaged overall workforce) within two decades.12 Things will not be made
easier by the growing market-shares acquired by Asian countries, including
China but also India, Indonesia and Bangladesh, at the labour-intensive end
of the manufacturing industry.13 On balance, with the possible exception of
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some small Gulf countries such as Bahrain and UAE, specialising in finan-
cial services, port facilities and tourism, MENA countries risk remaining
marginal to economic globalisation, if energy exports are not taken into
account.14 The biggest financial flow directed to countries in the region
consists of remittances from their expatriate nationals in Europe or in the
Gulf, which amounted to $20.3 billion in 2004. 

The deterioration of environmental conditions will represent another
challenge for the region. 87% of the MENA surface consists of desert, and
that share is bound to expand due to global warming, which induces higher
temperatures and lowers precipitations. Despite considerable public
investment in potable water supply services,15 deteriorating environmen-
tal conditions, compounded by sustained demographic growth, will lead to
a serious water shortage problem. The current annual per capita water
availability of about 1,200 m³ (compared to a world level of 7,000 m³) may
well drop to 550 m³ by 2050.16 Collateral effects of drought and desertifi-
cation include less irrigated arable land (and increasing dependence on
food imports17), and a growing flow of the rural population towards urban
centres that should host, by 2015, 70% of the region’s population. Water
scarcity can be regarded from another, more political, angle as well. Various
countries, such as Egypt and Syria, largely depend on freshwater resources
(rivers) originating from other countries, and are therefore vulnerable to
the water policies of their neighbours. Water management frameworks
have, however, recently been established in the Maghreb/Mashreq area (e.g.
the Nile Basin Initiative and the Turkish-Syrian Joint Water Committee).18

A quick review of some basic structural indicators reveals the magnitude
of the development challenge with which most MENA countries, including
many of the resource-rich countries, will be confronted. That said, failure
to address these and other problems lies notably at the political level. From
this standpoint, key issues for the future concern the faltering pace of gov-
ernance reform and democratisation, ethnic and sectarian religious strug-
gles across the Middle East, and the potential for a major systemic crisis in
the Mashreq/West Asia.

Three key political challenges

The Mashreq region is in the throes of change as democratisation is widely
discussed, distinctive ethnic and sectarian identities are becoming increas-
ingly marked and regimes are toppled (the Baathist regime in Iraq), voted
out (Fatah in Palestine) or come under increasing internal and external pres-
sure (Syria, Saudi Arabia, Iran and Lebanon). National power holders 
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perceive these new developments as a source of instability. This is all the
more the case, as one has to remember the devastating roles politicised reli-
gion and ethnicity have played until now in Afghanistan, Iraq, Turkey and
Lebanon. In each case, the results were state breakdown or the loss of state
authority over much of its territory. Failed states, lawless territories and
rogue regimes throughout the 1990s (especially in Afghanistan and Soma-
lia) were the breeding grounds for extremism and the rear bases for interna-
tional terrorist networks like Al-Qaida and Mafia-like organised crime net-
works, mostly drug cartels. But failed states/regions and the harbouring of
extremists and criminals are just one element of what has been called the
Greater West Asian crisis.19 The second element is the internationalisation
of local conflicts, with the conflict between Israel and Palestine acting as the
catalyst and multiplier of regional tensions. 

Israel and Palestine

The conflict between Israel and Palestine remains the most important chal-
lenge for the international community. Today the question is whether a sov-
ereign Palestinian state will be created on the territory of Mandate Palestine
or not. Palestine continues to be the cause célèbre of Arab nationalism as well
as political Islam and the traditionally anti-Imperialist left. Therefore it will
continue to politicise Arabs and Muslims around the world. People in
MENA already see all conflicts as local expressions of one and the same con-
flict: Western hostility towards Islam. Foreign presence in Iraq is largely per-
ceived by people in MENA in the same terms as the Israeli presence in the
occupied territories. At the same time, given the geographic centrality of
Iraq, a new kind of radical militant underground combining diverse groups
from Kashmir to Palestine is developing. It seems likely that, as the chances
for a negotiated two states solution look increasingly dim, frustration,
embitterment and outright hatred against the West (here understood as
Israel, the US and Europe) will intensify, which will in turn aggravate the
security situation of EU countries.

Democratisation and islamisation 

The intertwined nature of democratisation and Islamisation will pose one
of the biggest dilemmas of the next two decades.20 This apparently odd rela-
tionship has deep roots: it is about overcoming both authoritarian power
and backwardness. In the twentieth century ‘Islamism’ emerged as ‘political
Islam’ on the intellectual-political level and generated a more virulent form
of ‘Islamic fundamentalism’ at the societal level.21 Both were reactions to

121

The Middle East and North Africa

part-02.qxp  03/10/2006  11:45  Page 121



7

colonial power-holders and, subsequently, to the misrule of the authori-
tarian crony-based regimes in MENA22 and to the dwindling appeal of
their nationalist and/or Marxist ideologies. Civil society organisations
like the Muslim Brotherhood23 in Egypt, and later throughout MENA or
the Nurcu movement in Turkey, led to Islam becoming a more important
factor in society. The aim of these organisations was, and is, to Islamise
society from the bottom up. To do so, they resort to a whole variety of
social institutions and networks like charities, also engaging in economic
activities, and thereby building up so much indirect social pressure that
people are constrained to adhere to Islamic norms and mores in public life.
This trend is unlikely to abate any time soon: it will remain a cultural as
well as a political challenge to the secularised elites of MENA. The degree
of confrontation and instability that Islamic activism will cause will
depend on the importance that political elites in MENA states attach to
secularism. 

The approach of political Islam to the issue of democracy has under-
gone considerable evolution. Initially, promoters of political Islam were
very critical of democracy,24 yet over the 1990s a tendency to support the
popular vote emerged. This shift was based on the expectation that, fol-
lowing the successful Islamisation of society, up to 40% of the voters
could be mobilised to vote for Islamic parties in many Muslim countries.
Hence, the marriage between Islamism and democracy was a marriage of
convenience.25 However, looking ahead to the next decades, democrati-
sation should not be seen as the natural result of this development.26

Frustration caused by rigged elections27 or by the international commu-
nity not accepting the result of elections, risks diluting the attraction of
democracy itself. Furthermore, enthusiasm for democracy could also
erode as a consequence of political apathy among the masses. 

In addition, the relationship between Islamism and democratisation
is, and will be in the future, upset by minority extremist movements,
which continue to reject democracy as a deviation and a sin against God.
These tiny pockets of extremism cannot be included in democratic poli-
tics. They have developed a violent approach, for which the term
jihadism28 has been coined. It is important to note that a clear inverse cor-
relation is emerging between the maturity of parliamentarism and the
appeal of jihadi ideologists: the bigger the chance for political Islam to win
by free elections, the smaller the spectrum for extremists. Nevertheless,
extremists who subscribe to jihadism will continue to exist in all Islamic
countries and also in Western Europe.29 By using the tool of terrorism
they still have the potential to influence the global debate on how to deal
with political Islam. The loosely knit network of global jihadis is the main

122

The New Global Puzzle — PART II

part-02.qxp  03/10/2006  11:45  Page 122



7

terror threat for the EU, since jihadis subscribe to a global agenda and follow
totalitarian aims. Their hitherto most famous network is Al-Qaida.30 On
the other hand, Al-Qaida as such is a transient phenomenon, whereas
jihadism continues to flourish and will possibly convert national, issue-
driven Islamic resistance movements into aggressive terrorist organisa-
tions. 

The fact that this jihadi/salafi movement is gathering momentum in
most of the MENA countries has three consequences. (1) At the ideological
level this means extreme hostility towards and persecution of moderates of
any colour, in order to disrupt nascent democratic tendencies, which are
perceived as tools of imperialism. (2) At the religious level this has already
materialised in aggressive persecution of the Shiites, who are viewed as
heretics. But the last (3) consequence has the most disturbing impact not
only for the region and the EU, but also for Africa, India and Southeast Asia:
trans-border terrorism. As the jihadi movement is international – a legacy of
Al-Qaida – it can provide rotation of fighters from one conflict to another.
Today hundreds of small, independent resistance groups in Iraq provide
combat training, while new terrorist tactics originating from Iraq are
already in use in Afghanistan and elsewhere. The longer the conflict con-
tinues, the more foreign fighters will train and the better and the more
sophisticated the post-Al-Qaida networks will be able to operate. 

Given the fact that no ideology other than Islamism has serious appeal
among the masses in MENA, Islamisation and democratisation will go
hand in hand in the region for the foreseeable future. For all their differ-
ences, the Turkish AKP, Iraqi UIA, Lebanese Hizbullah and Palestinian
Hamas serve as examples. Western support for free and fair elections will be
key to promoting democracy in the region. This will include making eco-
nomic support conditional on good governance, human rights and media
freedom – and accepting the results of elections. Needless to say, the
democratisation process will be incremental, and is unlikely to result in
political regimes resembling Western liberal democratic systems. The
establishment of multi-party parliamentary democracy, on the other hand,
is an important target per se. 

For all its shortcomings, this seems the sole viable approach to the de-
radicalisation of radical Islamists. On the other hand, this approach will be
exposed to considerable challenges. First, new democracies can be badly
governed or politically unstable too. Second, jihadism will continue to men-
ace both regional regimes and the internal security of the West notwith-
standing how democratic, or not, regimes in the region are. Third, radical
Islamist forces may decide to use the power that they gained via democratic
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channels for non-democratic ends. Hence the importance of supporting
structural governance reform to sustain the democratic momentum.

Ethnicity and sectarianism

Most borders of MENA states were artificially drawn by the former colo-
nial powers, ignoring ethnic and sectarian realities on the ground. In gen-
eral, the nationalist elites in MENA countries have always perceived eth-
nic, tribal and sectarian tensions as national security threats, i.e.
threatening national unity and hampering state control over society.
MENA states generally did not endorse minority rights but rather tried
assimilation, which was temporarily successful during the last century.
However, from the late 1980s/1990s onwards, this trend has been reversed
and some minorities have openly challenged the state. Currently, minori-
ties are increasingly raising their voices. This is the case, for example, of the
Berbers in North Africa,31 Copts in Egypt or non-Wahhabi Muslims in
Saudi Arabia. Two cases however will have a serious impact on regional
security: the Kurdish issue and the relationships between Sunnis and Shi-
ites. If these cases are mishandled or tensions exacerbated, the region
might live through a phase of instability caused by ethnic and sectarian
strife for decades to come. 

The Kurdish issue
Kurds form sizeable minorities in Turkey, Syria, Iraq and Iran and have
often violently fought for their cultural and political rights in each of these
countries.32 The new de facto Kurdish state33 in Iraq serves as a source of
inspiration for all Kurds and has the potential to become the nucleus of an
irredentist entity. Yet the de facto state of ‘Kurdistan’34 will try to resist irre-
dentism as long as it has not gained full independence and will try to find
an equilibrium between Turkey, Iran and Syria over the next ten years.
Hence, the next decade in this region will be dominated by the ‘Kurdish
issue’ or the ‘Kurdish question’ i.e. whether de facto existing Kurdistan will
be recognised as a new state or not. This will increasingly distract diplo-
matic energy and statecraft from regional countries, the US and the EU
and will put the EU’s relations with Turkey under stress.

The status of Kurds in other countries, notably Syria, Turkey and
Iran35 will heavily influence the fate of these states since it will transform
their ideological foundations. Turkish Kemalism36 will be hardly recog-
nisable once minority rights for Kurds are fully implemented,37 and the
same can be said for the Baathist ideology of Syria. In either case, the state
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of minority rights for Kurds can be used as a barometer for the overall situ-
ation of democracy. 

In the case of Iran, the relative success of the Kurdish nationalist move-
ment(s) is already encouraging other minorities within this country, where
only 55% of the population is made up of Persians.38 Kurds and Azeris have
fought for autonomy on several occasions in the twentieth century.39 Iran-
ian regimes were generally able to keep autonomist tendencies under con-
trol by simultaneously suppressing them militarily and proving relaxed on
cultural matters, especially regarding the use of minority languages. How-
ever, because of widespread frustration with the regime, periphery-centre
(i.e. province-Tehran) relations are increasingly regarded from an ethnic
perspective.40 This tendency is exacerbated by outside actors who try to
manipulate Iran’s multiethnic society in order to undermine the regime.
And this in turn seriously affects the policy calculus of Iranian decision-
makers, who will be forced to view Iran’s multiethnicity from a security-
related angle and not from the angle of regional and cultural policy. 

Sunnites and Shiites 
In general, Arab elites to this day perceive Shia Islam as a Persian ‘heresy’
rather than as genuine Islam. This mindset was, and still is, responsible for
the various discriminations which Shias have suffered at the hands of the
Sunni elites and population in the Mashreq. With a Shiite-Arab Iraq, it will
be less and less possible for Saudi Arabia, Yemen, Bahrain, Qatar, the 
Emirates and Kuwait to sideline and ignore confessional diversity among its
citizens and to deny the existence of Shiite minorities or even majorities.41

Careful reform is already taking root in Kuwait and Shiites increasingly par-
ticipate in political life. However, whether the Kuwaiti experience might
serve as an example for others depends on the pace of democratisation and
whether this would be enough to alleviate sectarian tensions.42 With some
certainty three predictions about the Shias can be made. First, the Sunni
elites will no longer be able to ignore the Shias. Second, incremental democ-
ratisation might prove a means of easing tensions between different confes-
sional groups. Third, the possibility of Iranian and Iraqi intervention in the
Persian Gulf region in support of Shia minorities will remain a source of
major concern. 
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Notes

1. World Energy Outlook 2005 (International Energy Agency, Paris, 2005), p. 91. It should be
noted that some uncertainties exist regarding the validity of these figures, since the in-
crease essentially depends on the Saudis’ capacity to increase their own production from
10.5 mb/d in 2005 to 18.2 mb/d in 2030.

2. Regional growth has averaged 5.8% since 2002.
3. During the current oil price boom, only 25% of additional export revenues have been

spent (compared to 60% during the 1973 boom). Several countries choose to use addi-
tional oil revenues to reduce their external debt. See ‘Middle East and North Africa. Eco-
nomic and Development Prospects 2005: Oil Booms and Revenue Management’, Mid-
dle East and North African Region, Office of the Chief Economist, The World Bank,
2005. This important report informs some of the considerations developed in this sec-
tion.  

4. Ibid.
5. The private sector represents less than 50% of GDP on average, and is concentrated in a

small number of large firms and a large number of micro-enterprises. The public sector
provides on average one third of total employment in the region. This ranges from 10%
in Morocco to 93% in Kuwait. Ibid.

6. Global Development Finance: The Development Potential of Surging Capital Flows (The World
Bank, Washington D.C., 2006).

7. Between 2003 and 2004, oil exports accounted for 70 to 80% of the Saudi state revenues.
Including gas, energy exports amount to 40% of the GDP of Saudi Arabia and Kuwait,
and 40 to 50% of Algeria’s. In the case of Iran, oil and gas exports are supposed to repre-
sent 40 to 50% of the Iranian government budget. See Energy Information Administra-
tion, Country Analysis Briefs (http://www.eia.doe.gov/) and the CIA World Fact Book
(http://www.cia.gov/cia/publications/factbook/geos/ag.html).

8. Some oil-importing countries succeeded in managing their rising energy import bill, with
GDP growth rate at 5% in Egypt, 7.2% in Jordan and 4.2% in Tunisia. On the other hand,
in 2005, exogenous events reduced growth in Morocco to 1.8% (due to bad climatic con-
ditions for agriculture) and to 1% in Lebanon (due to domestic political tensions).

9. Martin Baldwin-Edwards, Migration in the Middle East and Mediterranean, A Regional Study
prepared for the Global Commission on International Migration, Mediterranean Mi-
gration Observatory, January 2005.

10. In some cases, such as Saudi Arabia, the two trends are connected. On the one hand,
Saudi Arabia is planning to reduce the share of its immigrant population to 20% of the
current total. On the other, its own population is expected to almost double over the next
20 years, putting enormous pressures on an oil-dependent economy.

11. Unlocking the Employment Potential in the Middle East and North Africa (The World Bank,
Washington D.C., 2005).

12. Ibid.
13. Since January 2005, with the end of the Multi Fibre Agreement that included quotas for

the exports of textile products to developed countries, Tunisia and Morocco have been
facing growing competition in the textile sector, a key one for their economies.

14. It is interesting to note, for example, that the non-oil exports of the entire MENA region,
are lower than the exports of Finland. See Daniel Muller-Jentsch. 2005, ‘Deeper Integra-
tion in Trade Services in the Euro-Mediterranean Region: Southern Dimensions of the
European Neighborhood Policy’, Draft working paper (The World Bank, Washington
D.C., 2005). 
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15. In 2002 Saudi Arabia spent 1.7% of its GDP, roughly US$3.4 billion, in this sector
whereas at the same time Egypt invested US$ 750 million on water supply and sanitation
services. In the case of Egypt, the water sector – including irrigation – represents 20% of
the national state budget. Countries of the Gulf Cooperation Council (GCC) have in-
vested as much as about US$ 4.9 billion in water supply services. See 4th World Water Fo-
rum, Middle East and North Africa Regional Document, 16-22 March 2006. Accessible
at http://www.worldwaterforum4.org.

16. Demand for water is around 200 km³ per year whereas renewable water resources range
around 335 km³/year. To put it bluntly, according to an expert, ‘The MENA region’s pres-
ent rate of groundwater withdrawal cannot be considered sustainable over the long run
since it far outpaces the rate of replenishment and will relatively rapidly deplete the
aquifers’; Mamdouh Nasr, ‘Assessing Desertification in the Middle East and North
Africa: Policy Implications’, in Hans Günter Brauch et al. (eds.), Security and the Environ-
ment in the Mediterranean: Conceptualising Security and Environmental Conflicts (Springer Ver-
lag, Berlin-Heidelberg, 2003).

17. Food imports already cover more than 50% of the local needs, while 80% of the regional
cultivations depend on erratic rainfall. 

18. Bilateral or multilateral frameworks for water exploitation are a necessity for some ma-
jor countries of the region: 97% of Egyptian freshwater resources come from outside and
about 70% for Syria.  

19. Fred Halliday, The Middle East in International Relations: Power, Politics and Ideology (Cam-
bridge University Press, 2005), pp. 154-64.

20. By democratisation we understand the introduction and implementation of parliamen-
tary systems including fair elections and a free press in MENA countries; hence the result
of democratisation is parliamentarism, which is not the same as liberal democracy. Re-
garding ‘Islamisation’ we suggest, following Günter Seufert, understanding this as all
acts and attitudes which aim to endorse the Islamic religion as the very forming power of
politics, society and economics. In other words, the term ‘Islamisation’ might more cor-
rectly, albeit rather cumbersomely, be replaced by the coinage ‘Islamistisation’. Cf. Gün-
ter Seufert, Politischer Islam in der Türkei. Islamismus als Symbolische Repräsentation einer sich
modernisierenden muslimischen Gesellschaft (Beiruter Texte und Studien 67/Türkische Wel-
ten 5, Istanbul/Stuttgart 1997), p. 25, note 1. 

21. The standard reference work on future developments in Islamism is: Olivier Roy, Global-
ized Islam. The Search for a New Ummah (Columbia University Press, New York, 2004); this
was originally published in French as L’Islam Mondialisé (Seuil, Paris, 2002). For an alter-
native interpretation, see Ahmad S. Mousalli, Islamic Fundamentalism: Myths and Realities
(Ithaca, Reading, 1998); for a thorough analysis of the problematic use of the terms ‘fun-
damentalism’, ‘Islamism’ etc., see Gilbert Achcar, ‘Maxime Rodinson on Islamic “Fun-
damentalism”’, Middle East Report, vol. 34, no. 233, Winter 2004, pp. 2-4.

22. Hardly any of the authoritarian rulers in MENA countries were delivering on the econ-
omy, since they preferred a state-run system to the free market. The oil-producing coun-
tries became what has been described as the ‘Rentier State’: this term applies to conser-
vative monarchies like Saudi Arabia as well as to revolutionary republics like Iraq under
Saddam Hussein. On the use of the term ‘rentier state’ in the context of regional eco-
nomics, see Giacomo Luciani, ‘Oil and Political Economy in the International Relations
of the Middle East,’ in: Louise Fawcett (ed.), International Relations of the Middle East (Ox-
ford University Press, 2005), pp. 79-104.

23. The standard reference work is still Richard P. Mitchell, The Society of the Muslim Brother-
hood (Oxford University Press, 1969, republished 1993).
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24. On the state of democratisation, see Ghassan Salamé (ed.), Democracy without Democrats?
The Renewal of Politics in the Muslim World(I.B. Tauris, London-New York, 1994); on the cur-
rent political debate, see Sigrid Faath (ed.), Politische und gesellschaftliche Debatten in
Nordafrika, Nah- und Mittelost. Inhalte, Träger, Perspektiven (DOI Mitteilungen 72, Hamburg
2004).

25. On democratisation in the Arab world, see Alan Richards, ‘Democracy in the Arab Re-
gion: Getting There from Here,’ in Middle East Policy, vol. XII, no. 2, Summer 2005, pp. 28-
36.

26. See for instance the round table discussion ‘Democracy: Rising Tide or Mirage?’ in Mid-
dle East Policy, vol. XII, no. 2, Summer 2005, pp. 1-27.

27. See Jillian Schwedler and Laryssa Chomiak, ‘And the Winner Is… Authoritarian Elections
in the Arab World,’ Middle East Report, vol. 36, no. 238, Spring 2006, pp. 12-19.

28. Gilles Kepel, Jihad: Expansion et déclin de l’islamisme (Gallimard, Paris, 2000); Fawaz A.
Gerges, The Far Enemy. Why Jihad Went Global (Cambridge University Press, New York,
2005). John L. Esposito, Unholy Wars: Terror in the Name of Islam (Oxford University Press,
New York 2002). 

29. This is the topic explored by Olivier Roy in Globalized Islam …, op. cit.; see also the final
chapter in Gilles Kepel, Fitna: Guerre au Cœur de l’Islam (Gallimard, Paris, 2004), pp. 286-
334, which bears the telling title ‘La bataille d’Europe’.

30. Among the vast literature on Al-Qaida, the must-reads are : Marc Sageman, Understand-
ing Terror Networks (University of Pennsylvania Press, Philadelphia, 2004); Peter Bergen,
Holy War Inc.: Inside the Secret World of Osama bin Laden (Free Press, New York, 2002); Karen
J. Greenberg, Al Qaeda Now. Understanding Today’s Terrorists (Cambridge University Press,
2005); Gilles Kepel and Jean-Pierre Milleli, Al-Qaida dans le texte (Presses Universitaires de
France, Paris, 2005).

31. On North Africa, see Paul Silverstein, ‘State and Fragmentation in North Africa,’ Middle
East Report, no. 237, Winter 2005, pp. 26-33; on the Berber, see Paul Silverstein and
David Crawford, ‘Amazigh Activism and the Moroccan State,’ in Middle East Report, no.
233, Winter 2004, pp. 44-7.

32. Regarding the Kurds, the following authoritative studies are worth consulting: Martin
van Bruinessen, Agha, Sheikh and State. The Social and Political Structures of Kurdistan (Zed
Books, London 1992); Hamit Bozarslan, La question kurde, États et minorités au Moyen-Ori-
ent (Presses de Sciences Po, Paris, 1997); David McDowall, A Modern History of the Kurds
(I.B. Tauris, London, 1997)); Martin Strohmeier and Lale Yalçin-Heckmann, Die Kurden.
Geschichte, Politik, Kultur (C.H.Beck, Munich, 2000); a dated classical work of reference is
Gérard Chaliand (ed.), Les Kurdes et le Kurdistan (Maspero, Paris, 1978), published in Eng-
lish as A People without a Country. The Kurds and Kurdistan (Zed Books, London, 1980, sev-
eral reprints). 

33. On the definition of de facto states, see Dov Lynch, Engaging Eurasia’s Separatist States. Unre-
solved Conflicts and De Facto States (United States Institute of Peace, Washington D.C.,
2004); on Iraqi Kurdistan, see Gareth Stansfield, Iraqi Kurdistan: Political Development and
Emergent Democracy (Routledge, London, 2003); Brendan O’Leary, John McGarry and
Khaled Salih (eds.), The Future of Kurdistan in Iraq (University of Pennsylvania Press,
Philadelphia, 2005).

34. The geographic definition of Kurdistan is still roughly the same as described in the 16th

century history of the Kurds, the Sharafnâme; see van Bruinessen, Agha, Sheikh and State, op.
cit., pp. 11-13; It should be mentioned that there has never been an independent state of
Kurdistan with the exception of the short-lived period of the republic of Mahabad in Iran
towards the end of World War II. 
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35. M. Hakan Yavuz and Nihat Ali Özcan, ‘The Kurdish Question in Turkey,’ in Middle East Pol-
icy, vol. XIII, no. 1, Spring 2006, pp. 102-119; Henri J. Barkey and Graham Fuller, Turkey’s
Kurdish Question (Rowman and Littlefield, New York, 1998); Robert Olson (ed.), The Kur-
dish Nationalist Movement in the 1990s: its Impact on Turkey and the Middle East(University Press
of Kentucky, Lexington, 1996); Robert Olson, The Kurdish Question and Turkish-Iranian Re-
lations. From World War I to 1998 (Mazda Publishers, Costa Mesa, 1998). 

36. On Kemalism, see Hugh Poulton, Top Hat, Grey Wolf and Crescent: Turkish Nationalism and
the Turkish Republic (New York University Press, New York, 1997), pp. 87-129.

37. On nationalism and language politics in Turkey, see: Hüseyin Sadoglu, Türkiye’de Ulusçu-
luk ve Dil Politikalari, [Nationalism and Language Politics in Turkey] (Bilgi Üniversitesi
Yayinlari, Istanbul 2003). 

38. See Kaveh Bayat, ‘The Ethnic Question in Iran,’ in Middle East Report, no. 237, Winter
2005, pp. 42-5.

39. On the Azeris, see for instance Jamil Hasanov, Güney Azärbeyjan: Tehran – Baki – Moskva
arasinda, 1939-1945; [South Azerbaijan between Tehran, Baku and Moscow, 1939-
1945] (in Soviet-Azeri), (Baku, 1998); Ali Morâdi Marâghei, Az zendân-e Rezâ Khân tâ sadr-
e ferqe Demokrât-e Azerbayjân (…), [From the prison of Reza Khan to chairmanship of the
Democrat Party of Azerbaijan] (in Persian), (Nashr-e Awhadi, Tehran 2004).

40. See Bernard Hourcade, ‘Iran’s internal security challenges,’ in Posch, Walter (ed.), Iran-
ian Challenges, Chaillot Paper no. 89 (EU Institute for Security Studies, May 2006), pp. 41-
59; see also Marie Ladier-Fouladi, ‘Population et politique en Iran. De la monarchie à la
République islamique’, Les Cahiers de l’INED, no. 150 (Institut National d’Etudes Démo-
graphiques, Paris, 2003).

41. See the Symposium notes ‘A Shia Crescent?’, in Middle East Policy, vol. XII, no. 4, Winter
2004, pp. 1-27; Graham Fuller and Rend Rahim Francke, The Arab Shi’a. The Forgotten
Muslims (New York, 1999); a general introduction is Heinz Halm, Die Schia (Wis-
senschaftliche Buchgesellschaft, Darmstadt, 1988); Rainer Brunner and Werner Ende
(eds.), The Twelver Shia in Modern Times. Religious Culture and Political History, (Brill, Leiden,
2001).

42. For a concise analysis of this problem, see Vickie Langohr, ‘Experiments in Multi-Ethnic
and Multi-Religious Democracy’, in Middle East Report, no. 237, vol. 35, 4, pp. 4-7.
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Sub-Saharan Africa

The future of Africa is the subject of two competing narratives: Afro-pes-
simism versus Afro-optimism. According to the former, Africa will remain a
continent of great concern, endemically affected by bad governance, corrup-
tion, violence, poverty, droughts or diseases. The optimistic discourse, on
the other hand, envisages that new opportunities will emerge, with a new
generation of African leaders prepared to confront African challenges and
set the stage for the integration of the continent in the globalisation process.
Different trends and findings can fuel both narratives. However, stressing
the diversity of situations and potential trends within Africa seems more
appropriate than imposing a global perception. Above all, the reform of the
existing political and economic governance will be a crucial factor in paving
the way towards stability and development.

Missed opportunities? Africa’s potential and its prospects 

Various key statistics highlight the extent to which Africa is marginalised in
the globalisation process. It accounts for only 2% of global trade and receives
approximately 2% of global Foreign Direct Investments (FDI).1 Moreover,
the poverty rate is already high,2 while Africa is likely to experience the high-
est population growth of all continents over the next 20 years (+43 to 48%),3
even if demographic expansion could be affected by major diseases, such as
malaria and HIV.4 The pace of economic growth will be crucial to alleviate
poverty and reach the Millennium Development Goals (MDG). The New
Partnership for Africa’s Development (NEPAD) vision document outlines
that the average growth rate should reach 7% per annum if extreme poverty
is to be halved.5 Achieving this target would require $64 billion of additional
fixed investment per annum. The mobilisation of domestic savings, the
commitment of foreign donors through Official Development Assistance
(ODA),6 and attracting large flows of FDI, will be necessary to increase
investments to such a level. In addition, it is estimated that, depending on
the country in question, between 50% and 80% of FDI to Africa is directed to
the energy sector.7 This underlines how limited the diversification of
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African economies is, and is likely to remain, in the current governance 
context.

Lack of investment will lead to major bottlenecks that will significantly
undermine growth rates. However, at least three potential sources of
African money could provide the bulk of capital for such investment:
remittances, repatriation of capital flight and major additional resources
from exports of raw materials. First, Africa receives only 5% of the remit-
tances destined to developing countries, amounting to $8 billion, but the
real level of remittances, including informal channels of transfer, is
believed to be at least 50% higher.8 Second, as much as corruption,9 capital
flight and limited reinvestments of profits are key issues. An estimated
$150 billion has been lost through capital flight and around 40% of African
private wealth is located outside the continent.10

Third, some African countries will benefit from major growth in their
exports of raw materials, as a consequence of global economic growth.
Angola’s oil production is expected to increase from 930,000 barrels a day
in 2003 to 3.28 million in 2020; Nigeria’s production could double and
reach 4.4 million by 2020.11 African proven oil reserves, (103 billion barrels)
amount to 10% of the world’s oil reserves and the size of expected reserves
could guarantee long-term growth to the oil-producing country. Aggre-
gated African oil production could theoretically match the foreseen
demand even if the absence of intra-continental transportation infrastruc-
ture makes this prospect extremely remote. Thus, access to energy will
remain one of the main constraints on development. An increase in oil
prices is likely to impact negatively on the growth of non-producer coun-
tries but the effect on the poorest countries could be less severe than fore-
seen, since biomass represents the main energy source in countries with a
per capita GDP of less than US$300 (in PPP terms).

Beyond oil production, key raw materials such as iron, copper and pre-
cious metals, are also very likely to lead to an increase of FDI in specific
countries.12 On the other hand, major disparities among African countries
could stem from international investment and cash targeting only those
rich in raw materials. The rising price of oil and other raw materials is
indeed detrimental to non resource-rich countries. It has induced major
current account vulnerabilities in other countries, whose energy import
bill has significantly increased. In 2005, oil-exporting countries experi-
enced a rising trade surplus (19.8% of GDP) whereas non-oil exporting
countries experienced a deepening of their deficit (6.6% of GDP).13 Growth
is also unevenly distributed in the region: oil-exporting countries posted a
strong 6.4% growth in 2005 while it was 4.3% in small oil-importing 
countries.14
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Turning to other key sectors of the economy, agriculture and manufac-
turing will face constant major challenges. Agriculture in Africa is currently
under-exploited, in spite of its significant potential. In most of Africa, agri-
cultural productivity remains low and has not kept pace with population
increase. Even if droughts are a recurrent issue in the Sahelian Belt and the
Horn of Africa, arable land is largely available, as Africa has the lowest den-
sity of population in the world.15 However, only 7% of arable land is cur-
rently irrigated. The trend is negative, as the irrigation rate has fallen since
the 1980s. Hence, imports of food – cereals, rice, as well as meat,– are
expected to significantly increase.16 Concerning outward-looking agricul-
ture, major hindrances are frequent: access to foreign markets, the frequent
lack of priority attached to the agriculture sector, the vulnerability of over-
specialised agriculture, etc. Even if it were possible to achieve major
improvements in the agriculture sector, intensified agricultural productiv-
ity would result in a pool of labour being made available. If alternative job
opportunities were not created, additional unemployment and social ten-
sions could ensue. 

The diversification of the African economy remains a crucial issue, in
particular the development of the manufacturing sector. If unaddressed,
various economic bottlenecks will continue to hamper its development:
lack of investment, poor infrastructures, limited internal markets, etc.
However, textile manufactures have provided a significant example of suc-
cessful labour-intensive production in numerous African countries.17

Nevertheless, a sustainable success remains unlikely. Economies of scale
and narrowing trade preferences favour producers of other continents, in
particular Asia, regarding labour-intensive sectors. In addition to global
competition, political and economic governance in Africa could remain a
major constraint to the development of African manufacturing.18

Political and economic governance: the crucial factor 

In the absence of major fixed investments and reforms of the economic envi-
ronment, diversification of the African economies is unlikely in the next
twenty years. Hence, African economies will remain dependent upon
exports of raw materials, as in past decades, and growth will be constrained
by the size of reserves and international prices. These various challenges and
opportunities will be highly affected by the political and economic gover-
nance of African rulers. If governance is not adapted, best-case scenarios are
unlikely for 2025. Governance in Africa is often characterised by two inter-
twined elements: limited – or even virtually non-existent – political checks
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and balances and a rent economy that often precludes the diversification of
economic activities. 

Most African economic governance not only hinders economic diversi-
fication, but also provides a breeding ground for violence. Most African
countries rely on a rent economy with a key role reserved for the state appa-
ratus.19 Typically, rulers do not rely on taxes but on the international prices
of raw materials. Moreover, the legacy of authoritarian regimes will con-
tinue to affect the development of the private sector. In the vast majority of
authoritarian regimes during the Cold War, an autonomous private sector
was often perceived as a political threat. Two kinds of entrepreneurs have
hence dominated the African economic landscape: foreigners and cronies
of the regimes. Foreigners, including both nationals of former colonial
powers and others (such as Lebanese, Indians or Greeks), have had a key
economic role. To a lesser extent than cronies of regimes, they have often
benefited from limited competition, even if they were occasionally
expelled.20 As a consequence, African companies are often poorly equipped
to compete in a globalised world. However, significant exceptions stress a
potential dynamism that could contribute to economic growth. These
include South African telecommunications companies and African traders
connecting their markets to Dubai or Hong-Kong.21

From a political standpoint, even if elections have become common-
place in numerous African countries since the end of the Cold War, this has
not led to significant check and balance systems. Independence of the judi-
ciary remains the exception rather than the rule;22 corruption is a major
obstacle to rule of law and strongly affects economic environments. Presi-
dencies and governments most often overshadow parliaments. Moreover,
both rulers and opposition often share a common ‘winner-takes-all’
approach to elections. Changeover of political power between political par-
ties remains a sensitive process that often leads to instability. Maintaining
the freedom of the press is often a daily struggle, even if various dynamic
news groups exist in Southern and Eastern Africa, as well as in Senegal.
Social movements have been weakened in the wake of the early 1990s
repressions and economic crises,23 often paving the way to more violent
conflicts, and even armed rebellions.24 A lack of reforms and progress on
these issues means that numerous conflicts in Africa are likely to continue.
Moreover, they may acquire an increasingly regional dimension, as more
and more conflicts spill over borders. In the foreseeable future, improve-
ments can only be incremental and governance inadequacies are likely to
remain a major source of concern and instability.
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African rulers and foreign powers

Changes in relations between African and foreign rulers will be a key factor.
African rulers have often proven very effective in adapting to foreign
demands and discourses while preserving existing governance systems.25

They have hence become highly skilled at exploiting competition among
foreign players and in neutralising conditionalities that do not fit in with
their own goals. The renewed interest in African raw materials could 
reinforce such a situation. This coincides with the economic exapnsion of
emerging economic powers, such as China, India or Brazil. Chinese and
Indian FDI in Africa will continue to significantly increase, as in the past
five years. For emerging economies, securing access to natural resources is
a key issue to sustain high growth rates. Africa will continue to provide key
opportunities for such policies. Competition with western firms is often
less intense, reserves of natural resources are very large and, in the case of
the Chinese regime, it can use its political support for ‘rogue states’26 as an
additional leverage. 

This trend could provide additional resources to maintain non-demo-
cratic regimes and develop their security forces.27 In addition to exports of
raw materials, ODA has often been siphoned off locally in order to fund an
authoritarian state apparatus28 and support clientelist practices. By usu-
ally focusing on African rulers, foreign players have often become discon-
nected from domestic constituencies that support reforms. Enlarging sup-
port to efficient African NGOs or competitive entrepreneurs will remain a
major challenge to obtain sustainable changes in governance. Neverthe-
less, both the use of ODA and increasing revenues from raw materials
exports underline how crucial the role of African rulers will be to improve
stability and reduce poverty.

The global terror issue could provide an additional umbrella to obtain
resources from foreign powers to reinforce security or military capabili-
ties.29 Along with oil, the fight against terrorism has led to a partial revival of
US interest in the African continent. However, various failed military inter-
ventions are likely to hamper the direct deployment of troops. Similarly, for-
mer European colonial powers will continue to downsize their direct mili-
tary presence. A policy of intervention by proxy – in particular via the United
Nations and the African Union – is thus likely to be maintained or even
developed. However, new alliances are also likely to appear in the wake of
African policies implemented by new global players such as China,India and
Brazil. In spite of their weaknesses, the Sub-Saharan states represent 44 seats
in multilateral arenas: a ‘south-south’ axis could gradually appear, in which
African states could provide a ‘voting bloc’ to emerging powers.
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Other drivers of conflict

A lack of change in governance is likely to fuel conflicts. Although the num-
ber of conflicts and the level of violence are not higher than in other conti-
nents, the image of Africa is associated with endemic violence.30 Moreover,
rent economies associated with nepotism and corruption often provide a
breeding ground for conflicts. Economic and social grievances are exacer-
bated by the absence of economic redistribution. The latter is often inter-
preted in communitarian terms and fuels tensions between communities.
This adds to the ongoing problem of xenophobia on the African continent
which is very likely to continue to prevail over the next twenty years. Xeno-
phobia, either against foreign nationals or among communities within a
country, is a widespread phenomenon in Africa.31 Fuelling local tensions is
part of many African rulers’ strategies to preserve their power.32 As conflicts
in one country often spill over to neighbouring countries, such situations
are likely to pose a major threat to stabilisation processes.

Three centres of instability are likely to remain or even to reach a
renewed intensity of violence in West Africa, the Great Lakes region and
Central Africa. Although apparent improvements have occurred in Sierra-
Leone and Liberia, Ivory Coast and Guinea are only beginning to enter into
conflict dynamics. A deteriorating situation, especially in Guinea, in the
coming years is likely to have repercussions for Sierra-Leone and Liberia.
Similarly, in the Great Lakes region (Uganda, Rwanda, Burundi, DR-
Congo), conflicts are rotating from one country to another rather than
being solved. An emerging ‘triangle’ of conflicts (Darfur-Chad-The Central
African Republic) constitutes an additional major source of concern. Flows
of weapons and widespread violence are very likely to continue to prevail,
even if intemittent improvements may be observed. Moreover, the unity of
Sudan will be at stake in 2011, as a referendum in South Sudan will decide
whether this part of Sudan will secede or not.

In these three main areas of instability, the conflicts mainly stem from
brutal political and economic governance, as described above. These con-
flicts also draw attention to a key aspect of African conflicts: the stronger
the state, the more extensive the violence.33

Southern Africa could remain the most stable and promising part of
Africa. However, internal developments in Zimbabwe could have destabil-
ising regional implications. The serious economic and political deteriora-
tion that has taken place in this country is unlikely to be redressed by major
improvements in the coming years. Flows of migrants from Zimbabwe to
neighbouring countries are likely to continue and internal violence could
resume, as happened in the 1980s. In West Africa, Nigeria is the object of

136

The New Global Puzzle — PART II

part-02.qxp  03/10/2006  11:45  Page 136



8

increasing attention regarding its internal stability. However, in the past
this country has shown little tolerance for secessionist movements, which
at times were brutally repressed. As with any conflict or potential conflict in
Africa, improving governance must remain at the core of any approach to
containing violence.
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Notes

1. i.e. $18 billion in 2005. Global Development Finance: The Development Potential of Surging Cap-
ital Flows (The World Bank, Washington D.C., 2006). 

2. In 2005, the percentage of African population living with less than $1 per day increased
to a historical high of 46%. This statistic can be highly questioned but provides an ele-
ment of comparison with other continents.

3. According to World Bank or United Nations forecasts, it is estimated to grow from 731.5
million (11.4% of the global population) today to more than 1 billion in 2025 (12.6% of
the global population). 

4. Malaria is currently the most lethal disease in Africa. Cases of malaria could increase or
decrease over the next 20 years, depending on the efficiency of medicine and public
health policies. HIV infects 9% of the total African population; this represents 70% of
global HIV infection. However, epidemiologists tend to consider that the epidemic has
reached its peak in Africa, while its spread has just started in Asia – in particular in India
and China.

5. In 2005, the average growth rate in Africa was 5.8%. However, this growth mainly stems
from a renewed interest in African raw materials.

6. Currently, ODA to Africa amounts to $26 billion, including debt relief (worth $5 billion
for Nigeria only) and emergency and reconstruction grants.

7. World Investment Report (United Nations Conference on Trade And Development
[UNCTAD], 2004); Economic Development in Africa, Rethinking the Role of Foreign Direct In-
vestment (UNCTAD, 2005). 

8. Global Economic Prospects 2006: Economic Implications of Remittances and Migration (The World
Bank, 2006). It should be noted that the figures reported by the World Bank include
workers’ remittances, compensation of employees and migrants’ transfers. These fig-
ures, both for Africa and for the world, are double the figures given in the estimates of the
World Economic and Social Survey: International Migration (United Nations, 2004). See also
Cerstin Sander and Samuel Munzele Maimbo, ‘Migrant Labor Remittances in Africa: 
Reducing Obstacles to Developmental Contributions’, Africa Region Working Paper Series
no. 64 (The World Bank, Washington D.C., 2003). According to the authors, if un-
recorded flows are added, remittances to Sub-Saharan Africa could be worth $10 bil-
lion.

9. Which is not significantly higher in Africa, compared to numerous Asian and Latin Amer-
ican countries. See for instance Global Corruption Report 2006, Transparency Interna-
tional, 2006. Available online at: http://www.transparency.org/publications/gcr.

10. The Africa in 2020 Workshop, US National Intelligence Council,16 March 2004.
11. African oil producers already represent 28% of Chinese imports and 15% of American im-

ports. The latter could increase to 25% by 2015. 
12. Such as Gabon or Liberia for iron, Zambia or DR-Congo for copper.
13. African Economic Outlook 2005/2006 (OECD, Paris, 2006).
14. Global Development Finance …, op. cit. 
15. 44 inhabitants per square kilometre in 2004.
16. Imports of cereals are expected to triple 25 years from now.
17. Lesotho, Madagascar, Kenya, Namibia, Nigeria, etc.
18. As an example, the ‘Look East policy’ of Mugabe in Zimbabwe favours Chinese imports

of commodities and is already leading to a collapse in Zimbabwean manufacturing.
19. Within the state apparatus, security forces and intelligence services guarantee the con-
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trol of the rent economy to the benefit of the rulers. This is the case of Angola, Sudan,
Congo, Chad, Equatorial Guinea, and Nigeria with oil; Guinea, DR-Congo and Gabon
with minerals; Ivory Coast and Rwanda with agricultural exports, etc.

20. As happened in Uganda with Indians under Idi Amin Dada, Belgians under Mobutu in
Zaire or, more recently, white Zimbabweans.

21. In particular for textile commodities. Such dynamism can also occur with entrepreneurs
in war-torn countries and reinvestments of profits, as in Eastern DR-Congo.

22. South Africa is a notable exception. Zimbabwe’s independent judiciary was eventually
subjugated by the Presidency.

23. South Africa is a major exception with the COSATU trade unions, although they remain
linked to the ANC, the hegemonically ruling party.

24. As illustrated by the evolution of Northern Sudan, Ethiopia, Ivory Coast, Democratic Re-
public of Congo, the oil-producing region of Nigeria, etc.

25. This is an age-old problem. At the beginning of colonisation, colonial troops were often
used as a proxy in African power struggles; during the Cold War, alliances and shifts of
alliance with the Western world and the USSR provided resources to establish authori-
tarian regimes in most African countries. In the late 1980s, economic reforms and pri-
vatisations were often turned into an instrument for local power struggles (as in Ivory
Coast for the cocoa sector), as well as reforms of governance since the 1990s.

26. Such as Sudan or Zimbabwe.
27. Which is already occurring in various places including DR-Congo, Chad and Sudan.
28. Cf. inter alia James Ferguson, The Anti-Politics Machine, ‘development’, depoliticization and bu-

reaucratic power in Lesotho (University of Minneapolis Press, Minneapolis, 1994) and Peter
Uvin, Aiding Violence: The Development Entreprise in Rwanda (Kumarian Press, West Hart-
ford, 1998).

29. Money laundering, in particular, might become an increasingly problematic issue in
Africa.

30. If related to the same demographic scale, the number of casualties in Ivory Coast is lower
than in Southern Thailand. Ituri, the most violent area in DR-Congo, has a population
similar to that of Bosnia and conflicts have been of similar duration so far. However, the
number of casualties is three to four times lower.

31. As illustrated by Zimbabwe and policies targeting white nationals. Similar processes
have become more and more obvious against white French nationals in West Africa, or
against Chinese nationals where their presence has recently increased. Angola is a major
exception in avoiding racial tensions. Between African nationals in provinces, there is fre-
quently a divide opposing ‘natives’ of a province and ‘non-natives’. 

32. As in DR-Congo (Katanga, Kivu), Sudan (Darfur, Eastern and Southern Sudan), Ivory
Coast (Western part of the country), Zimbabwe and its ‘racial divide’, etc.

33. As illustrated by the genocide in Rwanda in 1994, which could not have been carried out
without highly efficient administrative structures.
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The United States 

The United States will remain the world’s leading superpower for the fore-
seeable future, especially when its status is measured by the classical indica-
tors of economic and military power. However, to what extent the US will
succeed in preserving the hegemonic position it has enjoyed since the end of
the Cold War is an open question. Exceptionally for the developed world, the
population of the US will increase by over 17%, reaching 364 million by
2030, and the major contribution to this increase will be from Hispanic
immigrants. The US economy will continue to grow at respectable rates (on
average 3% annually) thanks to America’s leading role in technological inno-
vation, and research and development. US expenditure on R&D amounts to
roughly one third of the world total1 and, with 37 of the world’s top 50 uni-
versities located in America2 and an unparalleled inflow of scientists from
all over the world3, the US looks set to maintain its competitive edge in the
knowledge-based economy in the coming years. 

Between 1997 and 2004, the US was the world’s economic engine,
accounting for 46.6% of the increase of the global aggregate demand.4
However, with its unprecedented current account deficit nearing $800 bil-
lion, or 6.4% of GDP, and a budget deficit that went from a surplus of 1.3%
of GDP in 2000 to a deficit of 4.1% in 2005, the US economy may be sub-
jected to periodic fluctuations with negative global implications. There is
no doubt that the stability of US finances is now dangerously dependent on
external sources: the US must import about $1 trillion of foreign capital per
year to finance its deficit and its own FDI. Solutions to this state of affairs
will likely include a reduction of the US budget deficit, the realignment of
exchange rates and the expansion of domestic demand in other major
economies.5

Culture, society and politics 

The traditional image of American society conveys the notions of openness,
small government, multiculturalism and a secular state. Some of these traits
have been debated in recent years – for example, America’s constitutional
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secularism. Some have even questioned whether America has not evolved
towards becoming a western theocracy.6 However, despite these controver-
sies, opinion polls confirm that America remains attached to its traditional
values, including state secularism.7 On the other hand, it is increasingly evi-
dent that some traditional tenets of ‘Americanism’ are being challenged and
are likely to change over the next 20 years. Four aspects of American culture
and society deserve particular attention in this context. These are: the
impact of Hispanic immigration; inequality; the growing role of the state;
and the place of religion in US politics. 

A more Hispanic America 

America is a country of immigrants and multiculturalism is its defining fea-
ture. In the past America successfully absorbed huge waves of migrants, pri-
marily from Europe, with no serious challenge to its political system and its
core values. However, the ever-growing wave of Hispanic migrants, espe-
cially from Mexico, is beginning to change the country’s social make-up,
gradually transforming it into a bilingual society, putting strains on the wel-
fare system and changing attitudes towards migrants. The current wave of
Hispanic migration is different from those that occurred in the past for var-
ious reasons. Most important among these are its sheer scale and the illegal
nature of the immigration, its dimensions of regional concentration and
proximity to the migrants’ country of origin, historical presence and
ambivalent assimilation. 

In 2004 the Hispanic population represented between 13-14% of the
entire population. This figure is projected to grow to 20% by 2030 and to
25% by 2050. There is a clear and growing dominance of Mexicans within
the migration community. In 2004 Mexicans constituted almost one-third
(31%) of the total foreign-born population in the US, a figure which has
more than doubled since 1990. A vast majority of Mexicans enter the coun-
try illegally, around 400-500,000 annually. The total number of illegal
migrants in the US was estimated to stand at 10.3 million in 2004.8

The sheer number of Hispanic immigrants, although spectacular, is not
in itself unprecedented. America experienced comparable waves of migra-
tion, especially from Germany and Ireland, in the late nineteenth and early
twentieth century. However, it is the first time in its history that over half of
those entering the US speak a single language which is not English. More-
over, English language acquisition amongst the Hispanic and especially
Mexican, immigrants is slow and reveals ambivalent attitudes.9 Mexicans
of all generations also lag behind other immigrants in terms of their eco-
nomic status and education. Almost 70% of the first generation do not have

142

The New Global Puzzle — PART II

part-02.qxp  03/10/2006  11:45  Page 142



9

a high school diploma and most of them live below the poverty line. This
situation improves from generation to generation but much more slowly
than is the case for other ethnic groups. 

The size of the Mexican community is certainly one of the major factors
holding back its integration, but there are also other issues at work, not
least, the regional concentration of the migrants and their proximity to
Mexico. The vast majority of Mexicans settle in the South West along the
border with Mexico — in California, New Mexico, Arizona and Texas —
where they remain within immediate reach of their country of origin. Prox-
imity to families and friends on the other side of the border makes it easier
to opt out of the integration process. Another factor militating against
integration is emerging Mexican nationalism, based on the claim that the
US Southern border areas used to belong to Mexico.

Samuel Huntington has argued that, despite its multiethnic and multi-
cultural make-up, America’s values are essentially Anglo-Protestant at their
core.10 Whether this claim is accurate or not, there is little doubt that the
continuing influx of the Hispanic population will erode the prominence of
Anglo-Protestant culture and bring considerable changes to American
society. Perhaps most importantly, the US will effectively, if not officially,
become a bilingual society. From a political standpoint, Hispanic migrants
show a marked propensity to demand more robust welfare provisions and
a stronger role of the state. Indeed, for very different reasons, demands for
a more ubiquitous state may also come from the non-immigrant sections
of the population. 

The role of the state 

In the traditional American model of state-society relations, the state is
meant to act as a ‘night watchman’. It should make sure that people can enjoy
their rights, pursue self-enrichment and that they don’t kill each other, but
the state should not overstep its role and interfere in people’s lives. Today,
Americans are still suspicious of the state and more critical of its ability to
improve their lives than is the case with Europeans.11 In other words, the
night watchman paradigm still holds true in America.

However, to perform its role as the protector of citizens in the age of ter-
rorism, the ‘watchman’ has become ever more intrusive. The events of 9/11
had an overwhelming impact on the mindset of US citizens leading to an
incremental evolution in their perception of the role of the state. The secu-
rity services were revamped and a powerful Department of Homeland Secu-
rity was created. The government has regularly introduced new emergency
measures that at best caused inconvenience and at worst circumvented
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individual freedoms. The President has admitted authorising eavesdrop-
ping on personal telephone conversations on a massive scale. All of these
sweeping changes came with the nation’s approval, suggesting that Ameri-
cans are increasingly prepared to accept intrusion into their lives in order to
enhance their security. This could mean the beginning of a change in the
night watchman paradigm. An important question for the future is, there-
fore, whether the Americans’ acceptance of the more intrusive state will last
beyond the immediate impact of 9/11.

A call for a stronger state is also coming about in the context of immi-
gration reform. The key issue with tackling illegal migration is the state’s
inability to trace its over 10 million unauthorised immigrants or even pre-
vent them from taking up employment. In order to strengthen the state’s
ability to enforce the rule of law, the President and both Houses of the Con-
gress have debated immigration reforms that increase the number of bor-
der guards, introduce the system of biometric work permits and provide
measures for the policing of illegal employment.12 None of these proposals
would be particularly new and dramatic for Europe, but for America they
represent a significant shift in the perception of the state as the central
actor and as a solution to the problem. 

Should America experience another terrorist attack on its territory,
there is no doubt that the nation’s permission for an ever more intrusive
role of the state will grow further. This does not necessarily mean that
America will move away from its core values (especially relating to eco-
nomic freedoms) but some individual rights and civil liberties are likely to
be subject to more restrictive interpretation whilst the role of the govern-
ment will grow. 

Inequality 

The US will become not only a more diverse society, due to growing migra-
tory flows, but also, if current trends continue, a more unequal one. The US
exhibits a high level of income inequality for a developed country. The gap
between rich and poor began to widen at the beginning of the 1980s, with
the difference between bottom- and middle-income sections of the popula-
tion growing. Since 2000, the median worker has experienced only a slight
1% real wage rise (as against 6% in the 1995-2000 period). In contrast, the
share of aggregate income going to the richest has boomed in the 1980-2004
period: it has doubled for the top 1% share (from 8% to 16%), tripled for the
top 0.1% (from 2% to 7%), and quadrupled for the top 0.01% (from 0.65% to
2.87%).13
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Inequalities are even more marked concerning wealth distribution. One
third belongs to the richest 1%, one third to the next 9% and the remaining
third to the other 90%.14 At the same time, however, traditional American
values associated with economic freedom and individual entrepreneurship
endure. Americans largely believe that success is within reach for the indi-
vidual and continue to regard positively the opportunities offered by a
highly flexible and dynamic economic model. 

Religion and politics 

American society is deeply religious, indeed in many ways pious. 94% of
Americans believe in God and a clear majority is of the view that their coun-
try is not sufficiently religious. One in three Americans believes the Bible is
the actual word of God and that it should be taken literally. A majority
believes that life on earth was created or evolved under the guidance of a
Supreme Being.  When compared with the rest of the world, some features of
American religiosity place them close to the Muslim world, Africa or Latin
America but sets them apart from the majority of European nations.15

Although the US is constitutionally a secular republic, religion is an
important factor in American politics. It has been argued that the Christian
conservatives have been on the offensive in recent years, with their influ-
ence having a tangible impact on politics and undermining the constitu-
tional separation of the state and religion. President Bush, himself a new-
born Christian, has made no secret that his agenda is often driven by his
faith. Many members of the Congress are devout Christians as are some
members of the Supreme Court. Personal beliefs and attitudes towards
abortion were a major factor during the recent debates regarding appoint-
ments to the Supreme Court. In fact, the current conservative majority on
the Court may open the way for the overruling of the Roe v. Wade 1973 deci-
sion that legalised abortion. 

However, despite these developments, it is premature to conclude that
the religiously-inspired agenda will progress further and will deepen its
influence on US politics. Although religion will undoubtedly retain a high
influence on the social beliefs of Americans, the nation has not changed its
views on the desirability of separating religion from day-to-day politics. For
example, a plurality of Americans is of the view that organised religion has
too much influence on the country and almost three quarters oppose the
clergy’s involvement in political campaigning in churches. Americans also
continue to have a pragmatic approach to religious issues, as evidenced by
the fact that most of them support stem cell research and a woman’s right
to abortion.16
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As regards foreign policy, there is some evidence that the nation’s reli-
giosity has an impact on Americans’ views on Israel. Over a third of Ameri-
cans believe that Israel fulfils a Biblical prophecy and three times more
Americans sympathise with the Israelis rather than the Palestinians.17 It
has been also evident for some time that the Christian conservative groups
have become the staunchest supporters of Israel and especially of the Likud
party. However, beyond this point the evidence of the impact of religion on
foreign policy is negative or inconclusive. A vast majority of Americans
regard their religion as a private matter and express no interest in imposing
their views on others. 

There is no sign that America’s religiosity will abate in the future. But
there is also no clear indication that the impact of spiritual beliefs on pub-
lic life will grow. In fact, opinion polls suggest the opposite. The impact of
religious beliefs on views having a bearing on foreign policy will remain
marginal. 

Foreign policy challenges

9/11 and the War in Iraq 

The terrorist attack on the 11 September 2001 and America’s subsequent
reaction to it, especially its invasion of Iraq, undoubtedly represents one of
the major critical junctures in US foreign policy. 9/11 came at a time when
America was enjoying a sense of growing international confidence. The for-
eign policy of Bill Clinton was marked by continuity with priorities that
often originated from the Cold War era (e.g., the Balkans, stabilising Russia,
enlarging NATO) and a co-operative style of leadership (engaging China,
negotiating with North Korea, investing in the Middle East peace process).
The arrival of George W. Bush coincided with the rise of a neo-conservative
agenda that advocated a more unilateral, more confident and more mili-
taristic approach. Basically, the neo-conservatives argued that America had
the means to change the world and that this is precisely what it should be
doing.18 Yet, at the beginning of Bush’s presidency it was by no means clear
or even likely that the neo-conservative agenda would be adopted by the
administration and the American people seemed to be in no rush to see their
troops deployed in nation-building and democracy-promotion around the
world. 

However, the events of 9/11 changed all that. The threat to America
came from sources that arguably could not be contained by traditional
diplomacy and appeared to be linked to regional instability, religious
fanaticism, authoritarian politics and failed statehood. As a result, the neo-
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conservative argument of ‘going out there and changing the world before it
can threaten you’ prevailed. Consequently, the administration adopted the
doctrine of pre-emption, which has been supported by two-thirds of Amer-
icans,19 and has been applied to the invasion of Iraq.  

Over three years after the intervention in Iraq, the failure of this policy,
and with it that of the philosophy that underpinned the war, is apparent.
The official purpose of the war was to enhance America’s security and to
build a democratic, stable and pro-western Iraq. In many respects the oppo-
site was achieved: instability and insurgency are now raging in Iraq. 2,500
Americans have already died in the conflict and by June 2006 over $320 bil-
lion of taxpayers’ money had been spent on the war. In the meantime the US
lost the few friends it had in the region and its image and international
respect has plummeted to an all-time low.20 The war is also becoming
increasingly unpopular at home, with a majority of Americans being of the
view that it was a mistake, for which they blame President Bush – as
reflected in the fall in his popularity ratings from 85% in the aftermath of
9/11 to 35% in June 2006.21

The failure in Iraq has signalled the end of the ‘neoconservative
moment’, yet the question remains: what will it be replaced by? This
depends both on the persistence of current threats (terrorism, prolifera-
tion, failing states, etc.) and the nature of the new ones. It also depends on
the resonance in the US of the ‘regime-change’ agenda, with a focus on the
nature of the political system of other countries as a key factor in deciding
on interventions therein. Yet another important consideration resides in
the increasing awareness of the limitations of the US’s resources and the
waning attraction of America’s soft power.

The waning attraction of America’s soft power

Nowhere was the impact of the war in Iraq as evident as in the altered global
perceptions of America. Between the events of 9/11 and 2005, America lost
friends literally everywhere – with favourable perceptions of the country
declining by half and more in France, Germany, Indonesia, Morocco and
Turkey. Even in the traditionally pro-US Britain, Netherlands and Poland
the positive image of the US suffered considerably. Moreover, America is not
only disliked but also feared. For example, in 2006 a larger proportion of
Western Europeans considered the US to be a greater threat to world peace
than North Korea and Iran.22

Whilst there is nothing new about anti-Americanism, the post-Iraq 
phenomenon appears to be more enduring and more consequential in
terms of policy than was the case historically. In the past, there were pre-
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dominantly two sources of anti-Americanism: the first was based on the
resentment of America’s overweening cultural influence and the second
was fuelled by a negative view of American foreign policy during the Cold
War. However, in the past none of these negative views affected the percep-
tion of the US as the crucial element of international stability. Nor did they
affect attitudes to the American people, who remained largely liked and
respected around the globe.23 In addition, for many foreigners the US
remained the model they wanted to emulate and America was seen as ‘the
land of opportunity’. 

The post-Iraq rise of anti-US sentiment is both deeper and broader. In
the past, anti-Americanism was chiefly apparent among the older sections
of populations. The impact of the war in Iraq has been such that that it is
the young generations that appear to have become most virulently anti-
American. For example, in 2005 the younger generations in France, Spain,
Germany and the Netherlands held the strongest anti-US sentiments of
any age group in these countries. Anti-US sentiment doubled among the
youth of traditionally pro-American Britain and Poland. Significantly,
with the exception of India, America is also no longer seen as the land of
opportunity with Australia, Canada, Great Britain and Germany all being
more popular destinations for global youth.24

From the US point of view it is of course worrying that the generation of
the world’s future leaders is at best unimpressed by the US and at worst
actively dislikes it. The other important implication of this phenomenon is
a resentment of unipolarity and the popular desire for a more balanced
world. For example, the aftermath of the war in Iraq saw a surge in support
for a stronger and more independent foreign policy role of the EU, which,
again, was especially apparent among the younger generations. China, the
most likely future competitor of the US, began to be perceived more
favourably around the world. In fact, in most European nations, even in the
UK, China has had a better image than the US.25

The boosting of the State Department’s Public Diplomacy divisions
and the underlining of the normative aspects of US foreign policy, e.g. the
prominence of promoting democracy in the 2006 Security Strategy, sug-
gest that the administration is aware that it has a big image problem on its
hands and that it is investing in addressing it. However, none of these
changes indicate that the administration is prepared to fundamentally
alter its policies; rather, it seems intent on carrying on as before while at the
same time investing in appearing more agreeable and attractive. This is
unlikely to change any time soon and the reason for this is not just the poli-
cies of the current administration but the views of the American public,
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which often remain at variance with mainstream views around the globe.
On all the major global governance issues, such as the Kyoto protocol, pre-
emption, the role of the UN and international aid and welfare, Americans
are at odds with global public opinion. As long as these differences remain
unbridgeable the decline in America’s soft power is likely to continue. 

Dealing with rising China

There is no doubt that the evolution of US-China relations will be of major
importance for the future of the global order. No other power challenges
America’s global prominence to the extent that China is likely to do. The rise
of China has already altered the balance of power in East Asia and America’s
prominence in the area. China’s growing economic presence in Africa, the
Middle East and Latin America has provided an alternative to the US’s (and
the EU’s) influence there and has weakened its leverage vis-à-vis the regimes
with which it has strained relations, such as Iran, Sudan and Venezuela.26

However, although the rise of China preoccupies American diplomats
and the Pentagon planners, it would be premature to assume that this 
relationship is bound to grow more acrimonious. Sino-American relations
are just too complex and too multi-layered to judge by exclusively focusing
on regional security. On the positive side, there is America’s role in bringing
China back into the global system and close societal links between the two
countries. For example, a considerable proportion of China’s young and
upcoming elite has been educated at American universities. On the other
hand, the two states are locked in conflict over Taiwan and they increas-
ingly compete for influence in the wider arena of East Asia, creating some
nascent elements of balance-of-power politics there.  

The future of the relationship will be first and foremost defined by the
evolution of China itself and its foreign policy posture. The top issues will
concern the evolution of China’s political system and its behaviour in the
global and regional context. But much will also depend on the US.
Although ‘China hawks’ are very vocal in the US, they are not prominent in
the current administration.27 In the event of them gaining the upper hand
and real influence, a cornered China may respond by building regional
alliances and openly working towards excluding the US from Asia. This
would produce a counter-reaction from the US, possibly leading to a
regional Cold War. 

However, as long as China is evolving without threatening the US it is
unlikely that American public opinion would rally behind a policy of con-
frontation. There are several reasons for this: the two countries are in fact
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very closely interlinked economically – America buys huge amounts of
China’s exports whilst China keeps financing America’s budget deficit by
buying its bonds and currency. Although not always easy, on the whole
China has not been uncooperative in the international context. It has rarely
explicitly objected to the US position on the UN Security Council, its role in
dealing with North Korea is seen as constructive, and it has avoided con-
frontation with the US outside its own regional context. 

The US will undoubtedly strive to retain its influence in East Asia. It will
work closely with Japan and it will remain committed to the defence of Tai-
wan (though the extent of this commitment will depend on Taiwan itself).
However, as long as China evolves in a way that is perceived by its neigh-
bours as unthreatening, it is inevitable that the US’s position in the region
will be challenged and perhaps progressively marginalised over time. 

Energy security

On a structural and strategic level, US foreign and security policy will be
directed to ensuring the steady flow of energy supplies. The US will be the
primary consumer of energy in the world for the next twenty years and
beyond. US energy demand is expected to grow faster than in any other
OECD country, by about 36% between 2002 and 2025. Technological and
policy options have been outlined to enhance energy efficiency in produc-
tion and consumption, and to invest in renewables, but these are unlikely to
match growing energy demand. By 2030, it is expected that America will
need to import 66% of its oil (as opposed to 47% today) and around 20% of its
gas (4% today) from abroad. In addition, given decreasing gas production in
Mexico and Canada, US demand for LNG might rise steeply, with a strong
impact on an already strained market. 

Unlike Europe, the US is not relying on any specific global region for its
imports,28 but some regions will undoubtedly count more than others in
the years to come. As stated in President Bush’s 2006 State of the Union
address, imports from the Middle East should decrease by 75% in the next
twenty years.29 On the other hand, the strategic importance of Africa and
Latin America for US supplies will only grow. Africa is expected to account
for 25% of US oil imports in 2025. Nigeria, already providing 10% of US oil
supplies and expected to become a large source of LNG, will continue to
play a pivotal role.30 Consistently, Nigeria and other oil-rich African coun-
tries like Angola, are receiving the bulk of US investment, and civil and mil-
itary aid in the region.31 As far as South America is concerned, the US is
increasingly worried about the recent trend of re-nationalisation of energy
resources, and a debate has been launched on how to react to this.  
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Approaches and behaviour 

Depending on how the factors outlined above will pan out, US foreign pol-
icy is likely to be guided by one of the two following ideological options, or a
mix of both:

Realistic Wilsonianism – This approach represents a fusion of liberal interna-
tionalism and realism. It is based on the assumption that international insti-
tutions are indispensable in the age of globalisation and that the US should
promote them. Although sceptical about the value of the UN framework,
this approach stresses the role of functional organisations such as the WTO
as well as disarmament or environmental regimes. The liberal assumption
that internal arrangements in other states are important for their external
behaviour will remain one of the guiding principles of American foreign pol-
icy and the US will differentiate between democracies and authoritarian
states. The US will promote democracy and human rights but it will not pur-
sue ‘regime change’ by military or other coercive means. The underlining
principle of this approach is that a genuine change could be aided from the
outside but ultimately it can only originate from within the states and soci-
eties themselves. Military interventions would be restricted to self-defence
and preventing humanitarian disasters (limited to the prevention of geno-
cide).32

Neo-Jacksonianism – This trend would entail a return to a less active foreign
policy. This ideology could gain prominence following America’s success
with protecting the homeland coupled with the growing resentment of its
engagement in Iraq, Afghanistan and elsewhere. The Neo-Jacksonian secu-
rity policy would concentrate on domestic defence – homeland protection
and developing a viable missile defence system. US forces would be with-
drawn from around the world with the exception of permanent, but down-
sized, bases in Europe, the Asia Pacific region and probably the Middle East.
The US would limit its engagement in multilateral organisations, it would
not participate in peacekeeping operations and it would withdraw from
diplomatic engagement in international conflicts, including the Arab-
Israeli conflict.33 Whether a state is a democracy or not would play no role in
America’s diplomatic relations with it. 

Whichever of these two trends prevails, US foreign policy is likely to be
marked by three defining features. First, the cult of pragmatism. America
will remain the only power with a truly global outreach, its responsibilities
will be broader than those of any other country and it will continue to be the
primary target of belligerent actors intending to challenge the global order.
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Reflecting its domestic conditions, America’s strategic culture will remain
driven by this cult of pragmatism, rather than principle. The primary preoc-
cupation of any President of the US will be to remove any threat to US secu-
rity. Whether this should be done by acting unilaterally or through the exist-
ing multilateral structures will be of secondary importance for the executive. 

Second, America’s attitude towards the use of force will remain on the
whole permissive, notably in so far as the use of force for self-defence is con-
cerned. The American definition of self-defence will remain expansive. On
the other hand, the US will be increasingly reluctant to accept other kinds
of deployments such as peace-keeping or post-conflict stabilisation,
notably under the flag of the United Nations. Third, America’s attitude
towards international law will remain driven by its pragmatic considera-
tions. In other words, it will be multilateralism à la carte. Unlike most Euro-
peans, the United States continues to see domestic law as superior to inter-
national law. The reasons for this are again structural – as a superpower, the
US sees international rules as constraining rather than empowering. If that
is the case, however, a key question will concern whether and how the US
will accept the further institutionalisation of international relations, in
response to the challenges to (and potential decline of) its relative power in
the face of emerging global actors. 
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China

By any standards, China will be regarded as a pivotal player in the interna-
tional system of the twenty-first century. China today is home to 20% of the
world’s population, generates almost 5% of its wealth, accounts for 12% of
global primary energy demand, holds around $850 million in foreign
reserves,1 ranks as the world’s second FDI destination,2 and trades $1.4 tril-
lion worth of goods and services.3 Clearly, China is a major regional power
with a global impact and a key player of global interdependence. By the
2025/2030 time horizon, according to most extrapolations of current
trends, China’s population will reach 1.44 billion and its energy consump-
tion will skyrocket, with demand growing by 150% for oil, tripling for gas
and almost doubling for coal. Massive energy imports and investment in
infrastructure will be required to sustain economic expansion, which
should lead China’s GDP to triple by 2025 – second only to the US (except
the cumulative GDP of the EU) and possibly overtaking it in PPP terms. 

By then, China will have become the largest trading nation in the world:
a commercial superpower exerting an unparalleled magnetic attraction
throughout Eastern and Southern Asia – a region that will itself produce
around 40% of global GDP in PPP terms in 2025. Already a key player in
international relations, China may come to have a determining influence
on the future global order, structuring global politics and economics in
cooperation, or competition, with two or three other major ‘poles’ of
power. China’s transformation over the next twenty years will therefore
entail far-reaching consequences for reshaping the international system.

The momentous implications of China’s rise pose at least two critical sets
of questions, addressing respectively the sustainability of the country’s pro-
jected growth and China’s priorities as a global player. The two are closely
related, as the formidable economic, social and environmental challenges to
development are likely to absorb China’s elites for the foreseeable future and
affect China’s strategic outlook, putting a premium on stability. China’s
remarkable efforts to sustain economic expansion and improve its citizens’
quality of life may, on the other hand, have disquieting implications at the
international level, when it comes to weighing immediate economic imper-
atives against wider political, security and environmental considerations. 
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Domestic challenges

Energy security and power generation

Over the next twenty years, China will need to confront a range of formida-
ble challenges to preserve economic growth and social stability, including
securing energy supply and countering environmental degradation, reform-
ing the welfare system and fighting corruption. The projected increase in
energy demand will put strains on the supply system and on the country’s
generation capacity. China is aware of its vulnerable position, depending for
almost 50% of its oil imports on unstable regions in the Middle East, and
importing 80% of its energy needs via sea-lanes through the vital Strait of
Malacca, the jugular vein of the emerging superpower. Against this back-
ground, China has begun to proactively pursue alternative supply options
and routes, and will continue to do so as a matter of overriding national
interest. China has struck important energy deals with four key countries,
namely Saudi Arabia, Iran, Angola and Russia, which today supply 45% of
China’s oil needs , as opposed to only 13% in 1995.5 In addition, Chinese
interests in African oil resources is growing, with deals involving several
countries such as Nigeria, Sudan and Libya. China is also cooperating in the
development of port facilities in Pakistan and Myanmar, which will provide
platforms for securing energy routes and for the projection of its naval
power in the Indian Ocean.6 On the Asian mainland, the development of a
huge ‘Asian power grid’ is under active consideration, with proposals to
extend the much discussed gas pipeline from Iran to India to reach China,
and plans to tap into the vast Central Asian oil reserves through new
pipelines via Uzbekistan and Kazakhstan. 

Securing energy supply from abroad is, however, only one side of the
problem. A potentially bigger challenge will consist in building sufficient
capacity for power generation. To sustain its growth rates, it is estimated
that China will need to quadruple its current electricity production,
mounting from 360 GW to 1220 GW/year in 2030. Around two thirds of
electricity will still be derived from coal (compared to around 80% today), of
which China is one of the three biggest producers together with the US and
India. Hydropower is expected to generate 200-240 GW, gas-fired plants
111 GW, renewables 38 GW and nuclear energy 35 GW. However, these pro-
jections need to be assessed in the light of both financial and environmen-
tal costs. Matching these estimates would entail an investment in energy
infrastructure of $2 trillion over the next 20/25 years (12% of the world’s
total energy investment). Considering the many social and economic
demands that China’s budget will need to confront, this hardly seems 
feasible.
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Environmental degradation and urbanisation

The growing focus on energy efficiency matches the pressing concerns with
pollution and environmental degradation, which already costs China
almost 10% of its GDP.7 Due to its reliance on fossil fuels, China’s share of
world CO2 emissions is expected to rise from 15.2% to 19% in 2025.8 Com-
bined with biomass burning, polluting emissions already cause acid rain on
30% of China’s territory, a quarter of which is also exposed to rapid deserti-
fication.9 Over the last 10 years or so, China has lost almost 8 million
hectares of farmland10 and the process is continuing at a pace of 200,000-
300,000 hectares per year. The deterioration of the remaining arable soils
affects one third of the total.11 These developments have put strains on
food supplies, with China importing 6% of its grain demand in 2000; how-
ever, projections for the future do not give rise to undue concern.12

Water shortages are certainly more serious, with 75% of major rivers pol-
luted and 180 million people depending on contaminated water. Northern
regions experience serious shortages, notably in the valleys of the Yellow,
Huaihe and Haihe rivers. Water scarcity is such that official statements
describe it as ‘an unavoidable issue threatening national security’.13 It has
been estimated that environmental degradation will result in 20 to 30 mil-
lion ‘environmental refugees’ up to 2020 (compared to 6 million today),
adding to the huge number of economic migrants within the country.14

Hence, social unrest linked to environmental degradation and water
scarcity is likely to grow.  

The proportions of the coming environmental crisis are such that mas-
sive intervention will be required to change energy production and con-
sumption patterns, improve soil and water management and reform agri-
culture. Investments in water management alone have been evaluated at
tens of billions of dollars and some huge projects, such as the north-south
water diversion scheme,15 have been launched. These policies will absorb
considerable financial resources but, if seriously undertaken, will con-
tribute to improving the quality of life of Chinese people – yet another key
domestic priority in order to preserve social stability and cohesion. With a
per capita income of about $1,70016 and 300 million people lifted out of
poverty over the last twenty years, China has accomplished considerable
progress, but economic growth has exacted a heavy price in social terms. 

At least 120 million people have migrated from the mainland to the East
of the country and the burgeoning coastal regions, with income differen-
tials between the poorest and the richest share of the population of an order
of 1 to 8. The urbanisation rate is expected to grow from 41% to 57% in 2025.
By then, the urban population will amount to over 800 million people, in a
country where urban pollution has already reached alarming levels. The
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inadequate sanitary infrastructure will pose a serious threat with a consid-
erable potential for spreading contagious diseases and growing air pollu-
tion, already responsible for 300,000 to 500,000 premature deaths per year.
The ailing public health system is unlikely to be able to confront these chal-
lenges in the short term, with less than half of the urban population and
only 10% of the rural population covered by public medical insurance.17

Economic growth and political power in China

China’s impressive economic achievements tend to overshadow not only the
environmental and social impact of breakneck growth, but also the inherent
weaknesses of China’s economic system. The state has a very strong grip on
the economy, with state-owned, low-productivity enterprises estimated to
account for almost 40% of the economy18 and the Party co-opting new social
elites to acquire their loyalty. This results in what has been defined as ‘crony
capitalism’,19 with political elites holding the reins of public enterprises
operating on the market and reaping the benefits of economic power and
notably of the privatisation process. The collusion of political and economic
interests leads to the poor economic performance of state enterprises,20 a
weak banking system21 and high levels of corruption.22

The key problem for the future is that social order depends primarily
on the fulfilment of the ambitious goals of economic growth, and the con-
sequent rise of average living standards, short of which the system might
crack under the burden of its contradictions and dysfunctions. Resources
will also need to be directed to setting up a credible pension system for an
elderly population expanding from 7% today to 20% (or 300 million) in
2025, with a dependency ratio of 39 in 2015 and 50 in 2030. With a view to
sustaining the pace of economic growth, innovation is regarded as key to
accelerate the progress towards creating a knowledge-intensive society,
but much ground needs to be covered to mobilise the necessary volume of
investment in S&T and R&D and maximise output.23 Innovation as such
can surely help in the medium to long term, but not provide the main
answer to the pressing social needs of a huge population, in a very diverse
country. The ability of the political system to take account of the size of the
problems at hand, address the weaknesses of economic governance and
manage social tensions will be of pivotal importance.

China’s impressive record of economic modernisation has not been
matched by meaningful political reforms, and there is little indication that
these may follow in the near future. China remains a one-party state, with
pervasive state control over the media and a grim human rights record.
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Looking back at the Tiananmen repression of 1989, some evidence of
greater openness can be detected: some limited degree of criticism of the
government is tolerated, as was the case during the outbreak of the SARS
epidemic, and the rule of law is being reinforced, not least to fight corrup-
tion. However, these are minor concessions and their purpose is clearly to
strengthen the legitimacy of communist rule rather than to move towards
democratic transition.

The Chinese establishment justifies the authoritarian regime by point-
ing at the potential disorder ensuing from an excessively rapid opening up
of the political system. But there is a risk that the mismatch between official
policy guidelines and the situation on the ground is growing too large. In
addition, the strong centralistic tendencies of the Chinese state stand in
contrast to the multicultural and multi-ethnic reality of the country,
including regions and nations as diverse as Tibet and Xinjing, whose
respective populations have endured discrimination and forced assimila-
tion.24

In parallel to the progressive extinction of Marxism as a driving ideol-
ogy, renewed ‘ideological hunger’ has become an important factor of Chi-
nese society and politics. The rise of (state-sponsored) nationalism is a wor-
rying expression of this trend. On the other hand, a revival of organised
religious movements can be detected, including the Falun Gong cult but
also Islam, Christianity and Buddhism. The Communist Party does not
object to these religions per se but to the fact that it does not control their
organisations. Hence, the government is in the process of setting up ‘alter-
native’ state-controlled churches. This seems to be the pattern for the
future – stepping back from the atheist anti-religious agenda, accepting
(even supporting) the existence religious movements but imposing state
control over the movements’ organisations. 

On the whole, although unlikely to evolve towards a fully-fledged
democracy for the foreseeable future, the Chinese political system will
probably become more participatory, more inclusive and more responsive
to the major stakeholders, such as business groups, but also to some non-
governmental organisations, such as environmental groups. Paradoxically,
the best chance of preserving the rule of the Communist Party, at least in
the medium term, is a further injection of market economics to sustain eco-
nomic growth and making resources available to address pressing environ-
mental and social concerns. China is likely to evolve towards ‘soft-authori-
tarianism’ with one (no-longer communist in any meaningful way) party in
the lead – a regime comparable to those in power in other countries such as
Singapore. The success of China in sustaining its economic development
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and political stability will be decisive not only with a view to addressing its
internal problems but also to boosting its influence in the world. 

China and the world

The strategic outlook

China has always sought to appease international concerns stemming from
its rise to power status, adopting different conciliatory formulas the latest of
which describes China’s current trajectory as a ‘peaceful rise’.25 Within the
basket of principles that China vocally supports in international relations,
‘non-interference’ in the internal affairs of independent states stands out as
a cornerstone of its vision of the global order. Whether one looks at the pur-
suit of the ‘democratisation of international relations’ (as opposed to West-
ern-style internal democratisation), at the declared opposition to hege-
monic designs and power politics, or at the discourse on a multipolar world,
China’s foreign policy narrative is implicitly defined by opposition to the
proactive agenda of the only global superpower – the US. 

It has been suggested that the original Chinese model of development,
as opposed to the top-down package of ideas and policies commonly
referred to as the ‘Washington consensus’, has attracted considerable sym-
pathy in the developing world, as an instance of emancipation from West-
ern influence.26 Likewise, emphasis on multilateralism and on the unique
legitimacy of the UN system plays to the advantage of China and of those
other countries who regard multilateral institutions as a shelter against
the perceived vagaries of US foreign policy. On the whole, Chinese foreign
policy has been directed towards ensuring stability in its neighbourhood,
and towards expanding China’s scope for manoeuvre and capital of influ-
ence incrementally, through the peaceful means of skilful foreign eco-
nomic policy. This consensus-oriented, non-judgemental foreign policy
posture has won China a number of friends not only in the developing
world, including the controversial regimes of Iran, Sudan, Zimbabwe and
Venezuela, but also in Europe. 

Three key questions

Looking at the future impact of China on international relations, the first
question is whether China subscribes to this cooperative, multilateralist
approach out of convenience or conviction. While the difference may be
intangible in the short term (and any foreign policy contains a mix of both
elements), it is highly significant in a long-term perspective. China supports
loose multilateral frameworks, notably centred on economic cooperation,
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but is reluctant to commit to binding regimes, except when obvious advan-
tages derive from them, as in the case of the WTO. China’s permanent mem-
bership of the UNSC provides as much power as responsibility. So far, China
has stopped well short of allowing legal or ethical considerations on human
rights, human security or good domestic governance to affect its economic
or energy interests. In pursuing its international energy policy, for example,
the Chinese government and state energy companies show no regard for the
political credentials of their interlocutors and often accompany energy
deals with a range of economic, technological, cultural and also security pol-
icy measures, tempting the supplier countries into closer partnerships. This
potentially undermines Western political conditionality imposed on
unpalatable regimes.27 Hence the related question, which could be asked
looking at the security, energy, environmental, and commercial dimensions
of external relations, whether China will accept the responsibilities that
come with power – in other words, will it become a proactive ‘stakeholder’ as
opposed to a powerful ‘shareholder’ of global governance? 

The second question is whether, as a potential major stakeholder, China
will endorse or distance itself from the global frameworks and agendas that
the US and the EU have shaped, which include not only trade rules but also
principles of democracy and freedom. In other words, the question is often
asked whether China will be a status quo power or a revisionist actor. One
may say that, due to its sheer size and cultural distinctiveness, China will
simply change the status quo, willing or not. 

The third and probably most important question concerns the direc-
tion of such change. China’s identity as a fledging superpower is as yet
blurred, but it can be argued that China will develop its own distinctive
‘role’, its own way. American, European and other foreign perspectives will
be factored in in the calculation of national interests, but will in no way
determine them. Perhaps of greater influence will be structural develop-
ments, including growing interdependence and the need to overcome a
zero-sum approach to questions of collective public interest such as energy
supply and environmental protection. China is conscious of the relatively
weak domestic bases of its rising power and of the utility of a cooperative
approach. The latter may take root and develop an institutional dimension
beyond calculations based purely on political self-interest.

The regional dimension

Recent developments in the relationship between China and its neighbours,
as well as the envisaged plans for further regional integration, offer a test
case of the key guidelines, tensions and contradictions of China’s foreign
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policy. On the one hand, China’s foreign policy has been quite assertive at
the regional level, notably concerning border issues with Vietnam, South
Korea and India (a resolution of residual differences with India, the other
Asian giant, seems, however, in sight). The question of Taiwan represents a
factor of systemic instability, and the deterioration of Sino-Japanese rela-
tionships might lead to dangerous power politics in the region. On the other
hand, however, China has actively sought to associate itself with existing
regional bodies and conclude new broad-based cooperative agreements, as
demonstrated by China’s commitment to the ASEAN + 3 format and by the
prospect of setting up the ASEAN-China Free Trade Area by 2010.28 The
East Asian Summit of December 2005, strongly sponsored by China,
included all regional powers except the US. 

This is a symptom of the Janus-faced nature of Chinese-led regional
integration, directed towards promoting the common good but also
towards setting US policy in a multilateral context that will make the pur-
suit of bilateral alliances more difficult and will ultimately reduce Ameri-
can influence. The consolidation of the Shanghai Cooperation Organisa-
tion seems to respond even more directly to the purpose of defining
autonomous forms of regional governance, led in this case by China and
Russia, in energy-rich Central Asia. A key engine of economic growth in
neighbouring regions, China also supports outcast regimes in Myan-
mar/Burma and Uzbekistan, with little regard for the sustainable develop-
ment requirements of its client states. 
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India

India is a ‘contrary’ country not only because of its long-standing tradition
of argumentation and debate, which are at the roots of its democracy,1 but
also because of the many facets of its uneven, yet impressive, socio-economic
development. India is today the location of 25% of the world’s offshored IT
and IT-enabled services,2 but India’s economy is still heavily dependent on
agriculture, which accounts for 22% of GDP and provides employment for
55% of the labour force.3 Although the Indian middle classes (150-200 mil-
lion people)4 are eager to fully participate in the processes of global produc-
tion and consumption, one third of India’s population (360 million) still
lives in extreme poverty on less than $1 per day.5 In a country with an adult
literacy rate of only 70% for men and less than 50% for women, the academic
system, which comprises 380 universities and 1,500 research institutes, gen-
erates an annual output of 300,000 engineers and science graduates, and
around 10,000 Ph.Ds. 

These and many other contradictions should not come as a surprise
when looking at a diverse federation of 28 states (and 7 Union Territories)
which are heterogeneous in terms of language, wealth, human develop-
ment, political dynamics and ethnic and religious identities. What is most
remarkable is that this huge country of over 1 billion people has managed
to preserve and consolidate a functioning democratic regime and, over the
last 15 years, to open up its economic system and more than double its
GDP. Growth is projected to continue at a fast pace, between 6% and 8% on
average, for the next two decades. These growth rates would make India in
2025 the fourth largest national economy in the world, behind the US,
China and Japan. 

Domestic challenges

Political and social stability

The sustainability of growth will, however, be put to serious test over the
next 20 years, with the Indian population growing by around 350 million,
energy dependency on foreign supplies reaching nearly 50% for gas, and over
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90% for oil,6 and public spending required to double, triple or increase even
more dramatically in critical sectors such as transport, health and education
among others. The question is, essentially, whether India will be able to con-
vert its growing national income into a benefit for the whole population,
and lay the foundations for becoming a stable middle-income country over
the long term. From a political standpoint, the progressive shaping of a
more inclusive and less centralised system of governance bodes well for the
future of Indian democracy. Following decades of secessionist tensions, the
devolution of economic and fiscal authority, as well as more political auton-
omy, to regional governments has defused conflicts and paved the way for
responsible regionalism.7 In a society where castes still represent an impor-
tant aspect of individual identity, a ‘silent revolution’ has taken place, with
traditionally marginal classes and tribes8 outstripping the higher classes in
terms of voter turnout at elections and converging to support new political
formations, which have seized power in some of the largest states of the fed-
eration. The ‘politicisation of the castes’ has led to the extension of positive
discrimination and of the system of quotas in favour of the lower classes,
leading to a new wave of ‘democratisation’ of India’s democracy.9

Renewed political stability, following the Hindu-Muslim clashes in
Gujarat in 2002, seems to have been established on solid foundations,
although two problems loom potentially threatening the cohesion of
Indian society in the years to come. On the one hand, disparities between
and within regions are widening, with investment concentrating around a
few large urban centres.10 Internal migration is expected to grow, putting
strains on overcrowded conurbations and potentially leading to conflicts
between different ethnic groups. On the other hand, the Muslim minority
of around 130 million people (12% of the population) remains at the mar-
gins of Indian politics and society. Failure to raise the levels of education
and employment among Muslims, and to encourage their political repre-
sentation, may offer fertile ground for political and religious extremism.
On the whole, it appears that the next big challenge for India will be social
and economic reform and cohesion, as a condition for sustained growth in
the long term. In this perspective, the ‘India system’ will be put under stress
by demographic expansion, the shortcomings of the healthcare and educa-
tion systems, urban overcrowding, inadequate infrastructure and energy
dependency. These challenges will notably require a thorough overhaul of
India’s faltering administrative framework, which is increasingly falling
short of providing essential public services such as education and health.11

166

The New Global Puzzle — PART II

part-02.qxp  03/10/2006  11:45  Page 166



11

Demographics, growth and investment

With high fertility rates and longer life expectancy (70 years in 2025), the
Indian population will almost match the Chinese population by 2025 and
probably bypass it in the following decade. India’s advantage compared to
both China and the developed world will reside in its young population,
with a projected median age of only 30.4 years in 2025, and less than 34 in
2035. The old-age dependency ratio, with an elderly population (over 65)
doubling to about 80 million by 2025 (only 6% of the population) will
remain very low as well. Endowed with the largest pool of young population
in the world (half of India’s population is under 25), India will account, over
the next five years, for almost one quarter of the global increase in the work-
ing-age population.12 The expansion of the Indian workforce will accelerate
from 7 to 15 million additional workers per year, which means that 200-250
million jobs would be required to absorb labour supply in the next two
decades.13 The problem is that the most dynamic economic sectors are also
the least work-intensive: out of a current workforce of 400 million people,
only 3 million are employed in the IT sector. That said, other important
innovation-intensive economic sectors, like biotechnology and pharmaceu-
ticals, offer promising prospects, with India already featuring among the
biggest global producers of generic drugs. In addition, because of its young,
expanding and cheap workforce, India is becoming increasingly attractive
for investment in the manufacturing sector as well, potentially challenging
the position of China as ‘workshop of the world’.14 India’s multinationals
are also increasingly active abroad, as the recent takeover of Arcelor by Mit-
tal Steel, thereby creating the world’s largest steelmaker, testifies. At this
stage, however, it is as yet unclear whether India will be able to foster the
expansion of a sizeable industrial domestic power base. Industry only
accounts for 27% of India’s GDP, with services accounting for 50%. Eco-
nomic governance reforms, including loosening stringent labour regula-
tions and dismantling the privileges of some industrial sectors, are consid-
ered to be among the key steps necessary to trigger the Indian industrial
revolution.15 The fulfilment of India’s huge economic potential crucially
depends, however, on considerable investment in its human and physical
resources, and on its energy policy.  

Only 60% of young Indians are enrolled in secondary education (with a
backlog of 300 million illiterate adults), and just 5% of the country’s young
workforce has undergone vocational training. The high number of gradu-
ates and engineers needs to be put in perspective too, since it is estimated
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that only 10 to 20% of them can compete on the international market. The
share of scientists and engineers as a percentage of population is three
times larger in China than it is in India.16 For knowledge and highly skilled
human resources to remain a factor of competitive advantage in innova-
tion-intensive industries, India will need to massively invest in education
(the doubling of public expenditure is foreseen) and in R&D (where India’s
investment is only 1/60th of that of South Korea).17 Other basic factors of
human development will need to be addressed in order to create a
favourable socio-economic (and consequently investment) environment,
first and foremost the availability of adequate healthcare. Only 35% of the
population has access to essential drugs and medicines, with considerable
disparities between rich and poor, as well as between cities and rural areas.
Communicable diseases represent a serious threat to development, with 2
million new cases of malaria reported annually and the AIDS-related
death-toll possibly rising to 12.3 million between 2000 and 2015.18 It is
envisaged that  health expenditure may be quadrupled over the next two
decades in order to confront these serious challenges. 

Critical investment is also foreseen to upgrade the country’s poor trans-
port infrastructure, which risks putting brakes on the potential for eco-
nomic growth. Estimated costs range between $150 and 200 billion over
the next 10 to 15 years,19 with a view to coping with freight traffic expected
to grow fivefold between 2000 and 2020 and with passenger traffic due to
quadruple. The strain on infrastructures will be particularly severe in urban
areas, whose population will grow to around 550 million, or 40% of the
country’s total, by 2025. The problem is compounded by the fact that
growth will notably impact on 60 to 70 large urban centres of over one mil-
lion people, in a country where one quarter of the urban population does
not have access to sanitation facilities and public/private investment is
highly concentrated around key economic hubs.20 At the same time, 56% of
Indian households are not connected to electricity, and power cuts are
recurrent.21

Growing dependency on energy supply

Of the various factors putting the ‘India system’ under stress over the years
to come, energy dependency will be among the most critical. Energy demand
is expected to increase by 109% in 2025, and dependency on imported oil and
gas will drastically increase. Oil accounts for one third of India’s total energy
consumption. Domestic oil production, which covered half of the con-
sumption in the 1980s, will only satisfy 10% of the demand ten years from
now.22 About 62% of Indian oil imports come from four countries: Saudi
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Arabia, Kuwait, Iran and Nigeria. Gas consumption is expected to explode,
growing by 292%. Discovery of new reserves, however, could allow India to
cover nearly half of its demand. Specific political and geographical con-
straints are pushing India to invest in LNG, with several projects which by
2030 could cover 27% of the national demand. Most of the imports will
probably originate from the Middle East (notably from Qatar, Oman and
Yemen, but also from Australia and Malaysia). Coal should nevertheless
remain the main primary source of energy, particularly in power generation
(64% of electricity generation in 2030). Despite the important investments
needed to upgrade the coal plants, rising oil and gas prices should maintain
India’s reliance on coal, since this country owns 10% of the world’s total
reserves. 

Electricity output is already insufficient to satisfy the average energy
demand. India’s electric power demand is expected to more than triple by
2025, which will require the tripling of the installed generation capacity
from 124 GW in 200523 to about 300 GW. With a view to the growth in
demand, major investment is planned in the renewable and nuclear sec-
tors.24 The required annual investment in new capacity for power genera-
tion is estimated to amount to 2% of GDP up to 2030.25 At the very least,
two thirds of power will come from fossil fuel sources (coal, oil and gas). 

India is in the process of deploying a multi-pronged strategy to address
its vulnerability with regard to energy, including four main elements. First,
India envisages intensifying the development of the nuclear share in power
generation: eight new reactors will be added to the 15 existing ones. Ulti-
mately, by 2050, the nuclear sector is expected to produce roughly 20% to
25% of the country’s power generation. However, given the lack of national
reserves of uranium, India will be confronted with a dilemma between rely-
ing on the international market to buy uranium, or investing in an alterna-
tive option, based on fuel breeding and reprocessing and, in the medium
term, on the thorium fuel cycle. The pros and cons of this choice need to be
assessed against the terms of the US-India nuclear deal, finalised in March
2006 and illustrated below. 

Second, some envisage domestic alternatives to imported fossil fuels,
namely the massive development of energy plantations to draw energy
from biomass, as well as sustained investment in the production of biofu-
els, following the example of Brazil. Third, India is pursuing a more proac-
tive policy of exploration of new oil and gas fields in its own territory.
Fourth, India is concluding bilateral deals with neighbouring nations with
a view to securing supply for the long term. Aside from the envisaged
pipeline connecting Iran to India via Pakistan (a project severely opposed
by the US), India signed a massive gas deal with Iran in 2005 to begin LNG
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imports in 2007, for a period of 25 years.26 Gas imports will also flow from
Burma, where Indian firms have substantially invested in newly discovered
reserves, and probably from Bangladesh, with proven gas reserves of 14 tril-
lion cubic feet.

Foreign policy

Energy security-driven foreign policy reflects only one dimension of India’s
growing international dynamism. A rising power with the potential and the
vocation to make a major contribution to global governance, India is seek-
ing to define its place in international relations. It has been stressed that at
least two of the three factors that constrained India’s foreign policy and
global role since independence – the breakaway and enduring hostility of
Pakistan, its own domestic socialist system, and India’s closeness to Russia
during the Cold War – have gone. This has determined a corresponding
expansion of India’s scope for manoeuvre.27 Since the end of the Cold War
and the opening of its economy to globalisation, India’s foreign policy dis-
course has been shifting from the traditional non-aligned approach to a
more pragmatic one. The latter applies to relations with major global play-
ers, with turbulent neighbours and with regional organisations across Asia.
India shows a rhetorical allegiance to multilateralism but, in practice, has
proved at best sceptical towards some of the flagship EU-led initiatives
aimed at, for example, regulating the use of force, including the Interna-
tional Criminal Court and the Ottawa Convention to Ban the Use of Anti-
personnel Landmines.28

India and the US: a fledgling strategic partnership?

India aspires towards Great Power status and seems attracted by the attrib-
utes of power, defined in the classic terms of economic and military means,
among others. India by and large recognises that the US will remain the
most powerful nation in the world for the foreseeable future, and seems
comfortable with reaping the benefits of unipolarity while preserving and
widening the scope for autonomous manoeuvre.29 According to a 2005 Pew
Global Attitudes Poll, the share of Indians expressing a positive attitude
towards the US had risen from 54% in 2002 to 71% in 2005, a marked coun-
tertrend with respect to most other countries in the poll.30 In its relation-
ship with the US, India’s political capital has begun to yield considerable
returns (including the ‘democratic dividend’ stemming from the stability of
its democratic regime).31 The India-US agreement on ‘Next Steps in 
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Strategic Partnership’ of 2004 includes cooperation on space programmes,
dual-use technologies and also civilian nuclear energy. Following the June
2005 strategic military cooperation agreement with the US, the US-India
nuclear deal may offer India the opportunity to escape the tight constraints
imposed by its refusal to subscribe to the NPT and the CTBT.32

According to the agreement, the Nuclear Supplier Group embargo on
India will be lifted, which would notably entail India’s ability to import ura-
nium and broaden its options for the development of nuclear power,
whereas India would bring all its civilian nuclear installations under IAEA
safeguards and support the conclusion of the envisaged Cut Off Treaty.33

Its military assets, however, would be exempted from external control. This
deal could have far-reaching consequences. It will certainly open a huge
nuclear market to the deadlocked western nuclear industries and could
make the proliferating thorium fuel cycle option, based on fast breeder
reactors, less interesting for India. But it will equally enhance Indian mili-
tary capacity, raising Pakistani concerns and undermining China’s current
strategic nuclear superiority. Most of all, the deal sends ambivalent signals
concerning the future of the NPT regime since it proves that the indigenous
development of nuclear weapons is a credible long-term option. The claims
of the US and others that India is not a horizontal proliferator,34 advanced
to justify the exception, could be counterproductive and prompt some
states to quit the NPT and to develop their own capacity without prolifer-
ating towards other countries. 

The deal, however, needs to be set against the big picture of the emerging
India-US strategic relationship.35 India’s friendship will be of strategic rel-
evance to the US to balance China’s rise and to provide a bulwark against
the spread of Islamic fundamentalism in South Asia.36 India’s military
modernisation is also proceeding at an accelerating pace, with an expand-
ing submarine fleet, the acquisition of a Russian aircraft carrier, a new
ambitious ballistic missile programme, armament deals with Israel, and
the envisaged acquisition of F-16 and F-18 fighter aircraft from the US.37

The American courting of India has just begun, and much more is likely to
be on offer to ensure that India swings towards the US in the Asian strate-
gic balance.

The regional context

While the strategic relationship with the US seems set on very solid grounds,
however, India is likely to selectively engage with different partners depend-
ing on the issues at hand. India perceives the relationship with the US not
only as an insurance policy in case things turn sour with long-time rivals
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Pakistan and China, but also and above all as a key leverage in bilateral nego-
tiations with them, as well as a major asset in establishing its power status.
The dialogue with Pakistan has taken on new vigour since 2004, following
the last eruption of violence in Kashmir. Confidence-building measures
have been multiplied to enhance economic, political and cultural
exchanges, with a window of opportunity on both sides to enter serious talks
on the definitive resolution of the border dispute, under considerable pres-
sure from the US. Confronted with the threat of Islamic terror and with the
triple challenge of demographic explosion, economic development and
energy security, the two countries may consider that they can no longer
afford a state of latent conflict.38

At a regional level, India has taken a proactive stance to extend its influ-
ence. Having set the stage for confidence building with Pakistan to the
West, India is increasingly turning to the East. The ‘Tsunami diplomacy’
performed in the aftermath of the natural catastrophe in the Indian Ocean,
with India providing financial help to other affected countries and dis-
patching its navy to deliver relief to Indonesia, sent an important political
signal.39 At the institutional level, the 2004 India-ASEAN partnership for
peace, progress and prosperity is due to evolve into a free trade area includ-
ing Brunei, India, Indonesia, Malaysia, Singapore and Thailand as of 2007,
and expand to Burma/Myanmar, Cambodia, Laos, Vietnam and the Philip-
pines in 2016. Closer economic links have also been established in 2005
with Singapore, the most important commercial partner in the sub-region,
and 2006 will see the launch of the South Asia Free Trade Agreement
(SAFTA), an emanation of the South Asian Association for Regional Coop-
eration (SAARC). The Bangladesh, India, Myanmar, Sri Lanka, Thailand
Economic Cooperation organisation (BIMST-EC) provides yet another
layer in the deepening framework of regional governance. Institutional
consolidation both reflects and stimulates the growth of inter-regional
trade flows. Since 2004, ASEAN +3 (China, Japan, South Korea) nations
have become, as a group, the biggest commercial partner of India, account-
ing for 20% of its trade. The EU follows closely at 19%, with the US remain-
ing the single biggest national partner with 11% of total trade in 2004/2005
and China featuring second, following a stunning 80% increase in the vol-
ume of trade between the two countries over the same year. 

India-China: from tactical rapprochement to long-term partnership?

Closer economic ties and the new political dialogue with China disclose
potential for a future partnership beyond the ongoing tactical manoeu-
vring, which is directed at improving economic relations but leaves some
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open political issues unaddressed. The future of the Sino-Indian relation-
ship is hardly foreseeable, but one should distinguish short-term obstacles
from long-term trends. Presently, China and India do not trust each other
enough to commit to a structured strategic partnership. Steps to consoli-
date their positions in the Indian Ocean to secure vital commercial routes
and energy provisions, for example, seem to reflect more competition than
cooperation. The same could be argued looking at the Chinese and Indian
commercial, economic and cultural penetration in South East Asia. The
weight of the ‘US factor’ in their respective calculations, furthermore, is still
preponderant, whether it is perceived as an opportunity or as a potential
threat (or a mix of both). Much will depend on the ability of the US to suc-
cessfully pursue its strategy of divide et impera on the Asian stage, based on
bilateral deals essentially aimed at the containment of China. In addition,
since 2005, India and Japan are laying the foundations of closer political,
economic and also military relations – a move justified at least in part by
their intent to counterbalance China’s weight in the region.40

On the other hand, deeper structural forces can be detected, potentially
leading to a convergence of the strategic outlook of the two rising powers
over the medium to long term. A new strategic partnership for peace and
prosperity was heralded in some quarters on the occasion of the visit of the
Chinese Prime Minister to India in 2005. While that might be wishful
thinking for the time being, the Sino-Indian relationship is growing fast
from an economic standpoint. As mentioned above, China is the second
largest commercial partner of India after the US and, if present trends con-
tinue, it will very soon become commercial partner number one. Joint
energy exploitation projects are ongoing in Sudan and Iran, and India has
obtained observer status in the Shanghai Cooperation Organisation at a
time when options for Sino-Indian joint ventures in Central Asia are under
review.41 Deepening inter-regional integration, based on growing coopera-
tion and economic complementarity, might contain the seeds of an
enhanced partnership. China and India have a common underlying pur-
pose to seek emancipation from an international system shaped by foreign
powers, and share a claim to pursuing original development models, very
much influenced by their distinctive cultural traditions. While, therefore, it
is surely premature to speak of the strategic convergence of the two Asian
giants, this should be regarded as a distinct possibility in the long-term 
perspective.
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Latin America

How Latin America evolves between now and 2025 will depend on three
main factors: internal political developments, its relationship with the
United States, and its ability to integrate further in the globalisation
process. Latin America’s population will not experience any drastic increase
between today and 2025. While Asia’s population will represent about 60%
of the world population by 2020, and Africa will contain 17% approximately,
Latin America and the Caribbean will represent 8.5% according to median
estimations.1 Relative demographic stability in Latin America may be an
enabling condition for political stability and economic growth. Moreover,
the fact that Latin America is geographically remote from the major hot
spots of strategic conflict may be a blessing for the future. Despite this rel-
atively positive context, however, Latin America will be confronted with
considerable economic and political challenges.

Regional issues

The economy

The Latin American region has two major population centres, Brazil (188
million inhabitants today, set to rise to 230 million by 2025) and Mexico
(107 million today, set to rise to 130 million in twenty years’ time). Their
foreseeable evolution points in different directions. By 2025, Mexico will be
increasingly attached to the North American economic pole, given the vol-
ume of trade between those two countries and the sustained migrant inflow
from Mexico to the United States, whereas Brazil will probably evolve into
an economic and political pole on its own and foster relationships with its
neighbours. Other focal points will be the Andean region, endowed with
substantial energy resources, and the southern tip of the continent, where
the economic growth of Chile seems set on solid foundations.

High growth rates have been recorded in the region in 2004 and 2005
(6% and 4.4% respectively), largely sustained by high commodity prices.
This good performance, which occurred in a favourable international 
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context, is however too recent to suggest a sustainable acceleration of the
growth potential of the region (average growth rates stood at 1.1% in the
1980s and 3.3% in the 1990s). According to current estimates, growth
should average 3% until 2020, well below the performance of emerging
Asian countries.2 Institutional as well as physical infrastructures need to be
strengthened. In comparison to other developing regions, little progress
has been achieved in upgrading infrastructure over the last decade.
Endowed with a more extensive framework of productive infrastructures
(road, electricity and telecommunications) in the 1980s, Latin American
countries have lost ground compared to fast growing economies such as
South Korea and even China, which is by far poorer in terms of per capita
income. Expenditure on infrastructures currently averages less than 2% of
GDP in the region, against an estimated 4-6% required over the next 20
years to catch up with the level of South Korea. These investments could
boost growth and help to reduce inequality,3 but the strong engagement of
public authorities will be decisive, not least to encourage the flow of private
investments.4

Latin America nevertheless remains a major FDI destination, attracting
26% of FDI directed to developing countries in 2005, for an amount of $61
billion. Mexico, Brazil and Chile rank among the top ten recipient develop-
ing countries.5 FDI in the region increasingly targets the manufacturing
sector, but remains largely directed to the natural resource extraction
industry in a number of countries. The region holds important mineral and
biological reserves and the agricultural as well as the mining sectors are well
developed and internationally competitive. Nonetheless, the degree of eco-
nomic diversification remains low and, with the exception of Mexico, all
countries of the area (Brazil included) are specialised in commodities.
International demand, and more specifically China’s demand for ferrous
and non-ferrous materials, could increase dependency on the export of
commodities. 

Energy

Latin America produces 9% of global energy. More specifically, the region
produces 15% of world oil (and exports almost 50% of it) and 7.5% of world
gas. Endowed with almost 9% of the world’s oil reserves, and 4.5% of gas
reserves, Latin America will play a key role in the future politics of energy
supply to developed and emerging countries.6 Considerable differences
exist, however, between the countries of the region. Only Venezuela has
large shares of oil and gas resources. Outside the Middle East, which 
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contains about 61% of oil reserves, Venezuela is the largest world reservoir,
with 6.6% of proven oil reserves, ahead of the Russian Federation (6.2%).
Brazil also possesses a significant 1% of the world’s oil reserves and Ecuador
and Argentina, 0.4 and 0.2% respectively. As far as natural gas is concerned,
the Middle East (40%) and Russia (26.6%) top the list, while Venezuela has
2.5% of the world’s gas reserves, and other Latin American states possess
some residual, yet important, shares: Bolivia (0.9%), Argentina and
Trinidad & Tobago (0.3% each), and Brazil and Peru (0.2% each). From an
energy standpoint, the region is highly integrated: different countries have
either achieved self-sufficiency (such as Venezuela, Mexico, and Bolivia) or
depend only on regional resources.7

Competition for Latin American energy resources is likely to grow, with
the US envisaging to increase its imports from the region, and China
expanding its presence, energy investments and joint ventures with local
companies in countries such as Venezuela, Peru, Argentina, Ecuador and
Brazil. Brazil, for its part, is emerging as a major regional actor in the energy
sector. The main Brazilian oil company, Petrobras, is deeply involved in the
exploitation and distribution of resources in Bolivia and Argentina. The
relative economic weight of Brazil will prove a key factor in shaping the
South American energy market. The ‘Energy Ring’ project, a $2.5 billion gas
pipeline, which could connect the Peruvian and Argentinian gas fields to
Brazil, Chile and Uruguay around 2010, illustrates this trend. Brazil is
equally the primary world producer of ethanol and would become one of
the main exporters of this biofuel, should it become more extensively used
as a substitute for oil in developed economies. 

Paradoxically, high oil prices coincide with a significant twist in the
energy policy of some countries in the region, notably those where interna-
tional oil companies control the extraction of resources (specifically
Venezuela, Bolivia and Ecuador). In Venezuela, the re-nationalisation of
resources may have set in motion a new political trend.8 Bolivia and, to a
lesser extent, Ecuador have followed this path. If sustained over the long
term, these policies may pose a serious obstacle to the economic develop-
ment of these countries. Investment in the energy sector will be greatly
needed in order to meet the expected demand of importing countries
(notably the US and Brazil – for gas – and, to a lesser extent, China). The
overall investment required in energy infrastructure is quantified at $1 tril-
lion over the next twenty years. Liberalising this sector is considered an
essential precondition for attracting international investment and boost-
ing national production capacities. 
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Political developments

The Cold War was a grim episode for Latin America. Marxist revolutions
resulted in both repressive regimes and American interventionism. In the
1990s the situation changed, as transitions to democracy succeeded in key
countries, allowing for greater freedom and respect for human rights. At the
beginning of the twenty-first century, successive elections in Argentina,
Brazil, Chile, Colombia, Mexico, Peru and elsewhere have consolidated
mature democratic systems. Nevertheless the question remains as to
whether these transitions have paved the way towards the permanent and
irreversible democratisation of Latin America or whether setbacks to this
process may still occur.

The two main challenges to Latin American democracy in the future will
be the fight against inequality and the fight against political violence,
organised crime and terrorism. In Latin America, the gap between the
richer and poorer sections of society is very pronounced. On average, 40 to
47% of the total income is received by 10% of the population whereas only 1
to 2% goes to the bottom 20% of the population. Poverty is widespread in
Latin American societies. The share of poor people in the region averages
24.6% of the population (30% to 31% in Mexico, Central America and the
Andean Community, and 19% in the southern part of the continent).9 It
can be expected, however, that democratically accountable governments
will, over the medium term, contribute to balance those economic dispari-
ties and expand the middle class. The problem is that populist political
forces across the region promise to accelerate that process and introduce
equality overnight through questionable policies. The poorer classes of
society have showed an inclination to endorse those promises in demo-
cratic elections. But those policies may have ruinous consequences for the
countries involved. The current economic policies of Venezuela and
Bolivia, as noted above, jeopardise foreign investment and their countries’
future development. It remains to be seen whether these two cases are just
exceptions or whether they are setting precedents for a larger trend. Be that
as it may, a reasonable forecast for the region as a whole is that the progres-
sive consolidation of democratic practices will reduce social inequality,
reinforce the rule of law and expand the social basis for economic growth
over the years to come.

The other major challenge for democracy is the fight against organised
crime and political violence. The consolidation of democratic regimes
requires determined action against both these scourges, as well as corrup-
tion. Illegal drug trafficking plagues most of the region and it is uncertain
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whether there will be sufficient determination to curb this problem in the
future. On the one hand, national anti-drug policies and massive US aid (in
2005, the US spent $724.5 million on anti-drug assistance to Latin Amer-
ica10) seem to have brought some results: a fall in the Andean cocaine out-
put has been noticed, from 950 tons in 1996 to 645 tons in 2004.11 On the
other hand, some disturbing trends can be detected: the diversion of
cocaine traffic routes towards Europe, the suspected spread of the planta-
tions of coca in Peru and Bolivia, and the specialisation of Ecuador’s crimi-
nal organisations in the transit of drugs and money laundering.12

Maintaining law and order in large conurbations where drug trafficking
and other illegal trafficking activities are well established practices will be a
huge challenge for local and national governments alike. On the other
hand, one can be more optimistic regarding terrorism and civil strife. Ter-
rorism in Latin America cannot be linked to the international Islamist net-
works and to the protracted Middle Eastern disputes that are fuelling these
movements’ resilience. Rather, terrorism in Latin America responds to
home-grown perceptions and justifications. Terrorist attacks are essen-
tially carried out by revolutionary movements.13 The general trend in coun-
tries where terrorism has been present in the last decades is towards a weak-
ening of the phenomenon, owing to a combination of police, military and
political measures but also to the involvement of the US through its war
against drugs and terrorism (mostly focused on Colombia). Most radical,
pro-indigenous movements have opted for peaceful ways of protest, such as
the Zapatista movement in Mexico. 

Looking at these developments, it can be expected that, twenty years
down the line, residual terrorism will no longer pose a threat to political
stability. While the virulence of terrorist movements as such seems to be
waning, containing widespread endemic violence will be of crucial impor-
tance for the development of the region. To give an order of magnitude of
the damage inflicted on economies and societies, it has been estimated that
in 1997 violence cost 10.5% of GDP in Brazil, 24.7% in Colombia, 24.9% in
El Salvador, 12.3% in Mexico, 5.1% of GDP in Peru, and 11.8% in
Venezuela.14 The World Bank estimates that terrorist activities in Peru have
caused a cumulated loss evaluated at $20 billion.15 Since widespread urban
poverty and unemployment are major contributing factors of violence,
Latin America will face a serious governance and development challenge.
Its economic growth demands a sound business environment to enhance
private investment, but it also requires a good deal of social measures to
reduce the inequalities and roll back the spread of violence.
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External relations

Relations with the United States and region-building

Without any doubt the United States is the most important external actor in
Latin America. However, whilst during the Cold War the United States
maintained a keen political presence in the Western Hemisphere, in the last
fifteen years most political developments have occurred without a direct US
involvement. Since the years of the Clinton administration, the real issues in
US-Latin American relations are of an economic, rather than political,
nature. The creation of the North American Free Trade Area (NAFTA), the
US reaction vis-à-vis the Mexican peso crisis in December 1994, and the
launch of the Summit of the Americas the same year were illustrations of the
US’s change of attitude. 

In Latin America, most observers welcome this hands-off policy,
whereas some voices point out that US indifference (President Bush did not
mention Latin America once in his State of the Union Address in January
2006) is not good news for the region. If the United States continues to
focus its foreign policy on China and Asia, for commercial reasons, and in
the Middle East region, due to security concerns and the energy reserves of
that area, Latin America will have to get used to living with a northern
neighbour who is not primarily interested in regional and local political
problems. Another school of thought, though, suggests that a growing pro-
portion of the United States population will come from Latin America,
which will raise the American government’s consciousness of internal
problems in some countries.

Since the mid-1990s the ‘international structures’ in Latin America have
consisted of three main trade blocs: NAFTA, Mercosur, and the Andean
Community of Nations. These frameworks complement the all-encom-
passing regional body – the Organisation of American States. In addition,
there exist two broad frameworks for transatlantic dialogue with Latin
America: the EU-Latin America summits (the fourth meeting took place in
Vienna in May 2006)16 and the Comunidad Iberoamericana de Naciones (its fif-
teenth summit took place in Salamanca in October 2005), in which both
Portugal and Spain are participating.

Against this background, new dynamics may be shaping the regional
order. Peru’s project to negotiate a free trade agreement with the United
States – similar to the agreement between Chile and the US – has triggered
criticism from Venezuela’s President Chavez, who is proposing to reorgan-
ise the regional structures. Instead of a ‘geographical logic’, Chavez would
like to introduce a ‘political logic’ whereby left-wing governments would
create a ‘peoples’ association’. In spite of such proposals and despite cur-
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rent difficulties in the Doha round of the WTO, it can be expected that
trade amongst Latin American countries, between these countries and the
United States and between Latin American countries and the rest of the
world, will increase in the years to come. Latin American interest in region-
building efforts, with the aim of emulating the European integration
process, will also increase. 

Latin America, trade and globalisation

Latin American economies are relatively open to globalisation, and inte-
grated into major trade flows. Intra-regional trade only represented 16% of
total commerce in 2004.17 If regional agreements and institutions are rein-
forced, intra-regional trade will likely grow. Today, most of Latin American
trade is directed towards the European Union, which remains the first com-
mercial partner of the region, and the United States. In 2004, the European
Union was Brazil’s first trade partner with more than 23% of its trade, ahead
of the United States (20%) and Argentina (8.2%). Argentina’s top trade part-
ners were Brazil (23.4%), the European Union (21.1%), USA (12.7%) and
Chile (7.3%). Finally, Chile’s trade was conducted with the EU (19.8%), USA
(13.9%), China (8.9%) and Argentina (8.1%). Mexico is a case apart: trade
with the US accounted for 70.7% of the total, while the EU was Mexico’s sec-
ond trading partner with only 6.9%, ahead of China with 4.1%. Trade rela-
tionships with China are particularly dynamic across the region, sustained
in particular by the strong Chinese demand for natural resources. China’s
imports from Latin America increased fivefold over the period 2000-
2004.18

Twenty years on, it can be expected that Mexico will still be firmly linked
to the US economy. Brazil will be a strong economic pole with robust ties to
all its neighbours, particularly Argentina. The Andean countries will enjoy
commercial relations with the two blocs. For its part, the European Union
will maintain important commercial relations with major Latin American
actors. It is not clear, however, whether Venezuela’s wealth in natural
resources will result in sustained economic development. Experience in
resource-rich countries shows that dependence on the export of energy
commodities is often a curse rather than a blessing. 

From an economic and social standpoint, neither the Asian model nor
the Washington consensus are magic formulas for fostering the develop-
ment of Latin America. The Asian model cannot be applied for many rea-
sons of a historical, cultural, social and political nature. The Washington
consensus showed its limitations vis-à-vis Latin America during the 1990s,
when extreme liberalisation and de-regulation measures triggered social
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and political crises in some countries. In future, those measures must be
accompanied by an additional focus on social protection, the rule of law
and democratic practices. Latin America will, therefore, need to find its
own model of economic and political development, drawing from the
recent experiences of countries as diverse as China, India, Ireland and
Spain.19 Latin America should learn from success stories across the world,
where education, investment and openness have been crucial factors. It fol-
lows that this region can and should define its own path to development,
between ultra-liberalism, on the one hand, and the populist and ‘narcissist-
leninist’ temptations, on the other. Leaders such as former President
Ricardo Lagos of Chile and Luiz Inacio Lula da Silva of Brazil seem to have
found that happy medium. If Latin America is able to find its own path and
keep on course, it will be able to exploit its considerable potential for
growth.
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The EU in Context

The world in 2025: a snapshot

The review of global trends and of the evolution of pivotal regions and actors
over the next twenty years delivers a contrasted picture of the world in 2025.
A mix of continuity and discontinuity will characterise the development of
the international system. Some fundamental trends, such as the globalisa-
tion of the economy, will continue and even intensify. This will enhance
interdependence, but also magnify differences across and within states and
regions. At the same time, the emergence of new global players will alter the
balance of power and put global governance seriously to the test.

The world will be both more connected and more segmented than it is
today. Twenty years from now, no overarching trend or actor seems likely to
predominate and structure the international system. The growing com-
plexity of the global environment will make it harder to exercise power and
leadership, and to shape a global agenda to address shared challenges. The
key to interpreting the future resides, therefore, not in grand designs or the-
ories, but in assessing the interplay of countervailing trends and principles. 

The structural factors shaping cooperation, competition and conflict
over the decades to come will evolve. Leaving aside the traditional instru-
ments of military and economic power, other factors will come to play a
more important role than in the past. These will be of a material, intellec-
tual and ideational nature including, respectively, natural resources (fossil
fuels, water, arable land), knowledge (science and technological innova-
tion) and legitimacy (in its political, legal and cultural dimensions). It fol-
lows that major global players will need to be able to deploy their external
action across different spheres of influence with a view to both defending
their interests and mastering global challenges together.  

The global environment

Twenty years down the line, the global environment will be deeply affected
by the interplay of demographic, environmental, energy and technological
factors. On the whole, the direction of current trends points towards a 
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deterioration in the living conditions of mankind. At the horizon 2025,
unless unforeseeable (but not necessarily unlikely) disasters or major politi-
cal crises occur, the breaking point of demographic, environmental and
energy sustainability will not yet have been reached. Our findings, however,
indicate that by then the situation will be far more critical than it is today.
Longer-term extrapolations to 2030 and 2040 show that many countries
will be faced, in different ways, with severe environmental distress and grow-
ing shortages of water, food and energy. Effective policy decisions at the
regional and global level, as well as massive investments in infrastructures
and technological innovation (be it in renewable sources of energy or new
biotechnologies to fight disease and malnutrition), will be crucial to avert
clear and upcoming danger. Beyond a certain point of tolerance, the direct
implication of worsening environmental conditions cannot but be political
instability and spreading disorder. 

In 2025, the population of the developing world is expected to grow
from 5.2 to 6.66 billion, but to remain almost stable in the developed world
(1.2 billion). The combined effect of massive demographic expansion and
environmental deterioration in some regions is of great concern. This will
notably be the case for most MENA countries and for vast areas of Sub-
Saharan Africa. The population of MENA countries is expected to grow by
around 40% by 2025, while the arid or desert areas, currently 87% of the
whole region, will expand further because of higher temperatures and less
rainfall. As a consequence, per capita water availability might shrink by half
in 2025. While the picture is more varied in Sub-Saharan Africa, which fea-
tures comparable rates of demographic growth, water stress or scarcity
already affects a number of countries in the Sahelian strip, in the East and
in the South. Given the impact of climate change, forecasts are negative.
Arable land is being lost in other parts of the world as well, including China,
where water scarcity, environmental degradation and pollution pose a seri-
ous threat to development over the medium term.

Pollution, urbanisation and industrialisation will represent a major
environmental and health challenge for developing countries. Driven by
the deterioration of the rural environment and/or by employment oppor-
tunities in cities, urbanisation rates will grow everywhere over the next
twenty years, reaching 38% in India (550 million), 57% in China (over 800
million people), and 70% in the MENA region (380 million). In fact, people
on the move within countries will largely outnumber international
migrants. The high concentration of inhabitants in large urban centres or
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mega-cities across the developing world is already proving unsustainable.
In these areas, human pollution is and will remain the biggest problem,
while health services appear ill-prepared to contain spreading diseases and
respiratory ailments. Worsening climatic conditions will compound these
trends.

In the energy domain, trends point to a steep rise in greenhouse gas
emissions, which will inevitably impact on climate change. Energy demand
will grow by 50% between now and 2025, and two thirds of the additional
demand will come from developing countries. Fossil fuels (oil, gas and
coal), are expected to account for 81% of demand by 2025, with oil remain-
ing the main source of energy for transport, and coal for power generation,
notably in India and China. While considerable investments are envisaged
by governments and private actors to enhance the application of sustain-
able renewables, their share of global energy consumption is expected to
remain as low as 8% in twenty years’ time. 

Reflecting the projected evolution of energy demand and consumption,
the emission of greenhouse gases is expected to increase at a fairly sustained
pace. This is despite the envisaged efforts of developed countries to cut
emissions, and the worldwide focus on enhancing energy efficiency. While
forecasts are highly controversial, the current levels of concentration of
CO2 in the air might grow by 30% to almost 400% in 2100, depending on the
scenario and on the extent of technological innovation. Over a shorter
timeframe, by 2030, developing countries are likely to overtake developed
countries in terms of absolute levels of emissions. 

The rise in global temperatures seems therefore inescapable in the
medium to long-term: it will essentially be a matter of slowing down this
trend, and mitigating its effects. Preventive action will be crucial to avoid
catastrophic effects over the longer-term. These would include not only
global warming but also, probably, the cooling of the North Atlantic area
due to the melting of the Arctic ice cap, which would upset oceanic streams
and notably weaken the Gulf Stream. While the intensity and timeframe of
this evolution remains a subject of scientific debate, what is clear is that
ongoing deforestation, notably in South America and Asia, is generating
additional emissions, while the absorption capacity of forest areas is
shrinking correspondingly. Climate change will most likely intensify the
frequency of floods, heatwaves and other natural disasters such as tropical
hurricanes, whose destructive potential becomes clearer year by year. 
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In short, looking ahead to 2025, the world will be more populated, more
exploited, more arid and more polluted than it is today. In other words, it
may become a far less hospitable place. The wellbeing of billions of people
will be put under more or less severe strain. Sound policy choices, however,
can still prevent the aggravation of envisaged trends, and lead to a better
management of natural resources. In particular, more efforts will need to
be made to deliver ‘global public goods’ to those in need, whose absolute
numbers will expand. These include, among others, access to health and
education, and benefiting from a clean environment.1 In other words, a
viable long-term security strategy must focus on prevention across the dif-
ferent dimensions of external relations and reflect the notion of compre-
hensive security traditionally upheld by the European Union, and outlined
by the European Security Strategy. 

Globalisation and diversity

Globalisation is, and will remain, an important factor shaping international
politics, economics and culture. That said, globalisation encompasses mul-
tiple dimensions, and entails contradictory implications. This will be all the
more the case in the decades to come. 

Economic globalisation will probably gain in speed and depth, with an
ever-growing flow of goods, services and capital across a widening range of
countries. The key difference from earlier stages of economic globalisation
resides in the delocalisation and offshoring of manufacturing and services,
empowered by new ICT technologies. This leads to integrated production
processes at the global and regional level, whereby different countries pro-
vide different segments of the value chain.2 From this standpoint, the
world is expected to become more interdependent in the decades to come. 

Economic globalisation has a mixed impact on global inequalities.
From the (rather narrow) standpoint of per-capita income levels, it has
resulted in a narrowing of the gap between emerging economies such as
China, India and Brazil, and developed countries. This trend is expected to
continue. On the other hand, those countries that fail to integrate in global
trade and investment flows risk further marginalisation. Today, 25 coun-
tries account together for 80% of world trade, whereas 56 others represent
less than 0.01% each. 

In fact, our findings suggest that the implications of economic globali-
sation, and of the existing model of economic development, should be
assessed against a broader range of parameters. The real living standards of
people around the world will depend on more than relative wealth,
although that remains an important indicator. Looking at the medium to
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long-term, the environmental and social costs of economic growth ought
to be factored into the assessment of development and growth strategies.
Otherwise, economic competition might soon undermine the sustainabil-
ity of growth.

Pressures stemming from worldwide competition for markets and
resources will put economies and societies under stress. Challenges, how-
ever, will of course differ for developed and developing countries (and
within each of these subsets): there is no ‘one-size-fits-all’ response. Devel-
oped countries will need to adjust their economic systems so as to shift
resources towards sectors of comparative advantage, with higher techno-
logical added value. Developing countries will need to address the inade-
quacies of political and economic governance as a matter of priority, and
upgrade their infrastructures, so as to create an investment-friendly envi-
ronment. Reform will entail tensions, and possibly draw new dividing lines
within and between societies, between those benefiting from globalisation
and those losing out from it. 

While inequalities may be decreasing at the global level, the outlook for
some critical regions, such as MENA and parts of Sub-Saharan Africa, is
negative and seems to be getting worse. The envisaged deterioration of
other structural factors, such as demography and the environment, could
endanger the stability of those countries which are failing to adjust to glob-
alisation and losing ground compared to emerging economies. Moreover,
the perception of disparities, and the awareness of the challenges and
threats looming ahead, will be magnified by the globalisation of informa-
tion and perceptions. 

Globalisation spills over from economics into politics and culture. Indi-
viduals and communities worldwide are affected by globalisation, which
becomes a powerful determinant, among others, of political choices and
social trends. This tendency will intensify in the future, as globalisation will
be increasingly ‘internalised in the day-to-day life of countries and soci-
eties.’3 The cultural dimension of globalisation appears particularly 
contrasted.

The impact of growing media and ICT penetration will be twofold.
While international media conglomerates and entertainment industries
will continue to spread  Western consumer values worldwide, new satellite
channels, such as Al-Jazeera and Al-Arabiya, will open up the possibility of
broadcasting different perspectives on reality.4 At the same time, Internet
and mobile communication are empowering the individual, opening up
undisclosed potential for connectivity, influence, political initiative –  and
also organised violence. The global flow of ideas, information and images
will boost interconnectedness. A more connected world, however, will not
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necessarily be more homogeneous. Growing interconnectedness is simul-
taneously exerting pressure towards homogenisation and fragmentation.
The convergence of social habits around familiar patterns of consumer
behaviour is paralleled by growing cultural fragmentation and, sometimes,
alienation. 

Globalisation will thus become less Westernised, more plural, more
regional (‘glocalisation’)5 and more hybrid:6 cultural diversity is on the
rise.7 Future trends are likely to enhance both cultural contamination and
confrontation. Societies will react differently depending on endogenous
cultural, social, political and economic variables. Scientific and societal
transformations, moreover, will continue to trigger value conflicts and
debates on the ethical implications of scientific progress, notably in
biotechnologies, and on how to live in an increasingly risky environment.8

From a political standpoint, the backlash against globalisation could
take three main forms: political and economic nationalism, religious fun-
damentalism and grassroots protest. First, globalisation may fuel the
resurgence of nationalism in inward-looking societies, including in some
rich developed countries, with an emphasis on preserving or achieving
political, cultural or ethnical homogeneity, and a tendency to reject ‘the
other’. Second, religious fundamentalist movements are expanding both in
developing countries, notably in the Muslim world, and within Western
societies. Where modernity poses a threat to peoples’ traditional way of life,
fundamentalism provides a firm ground with clear identities, clear princi-
ples and easy explanations.9 Third, globalisation triggers various forms of
protest and refusal, at both the domestic and international level. Non-state
civil society actors, like NGOs and trans-national networks, play an impor-
tant role in shaping the political agenda. Together with the increased
awareness and mobilisation of public opinion, the cultural dimension of
international politics will constrain the traditional power-holders in gov-
ernments.    

While being the dominant feature of the next two decades, globalisation
will be neither entirely global (a number of countries will struggle to join
the globalisation process, and possibly fail) nor total (within countries,
part of the population will become, or will fear becoming, excluded). The
pace of change is accelerating and the world is likely to become more inter-
dependent and interconnected, but also more diverse and, in some regions,
more unequal. Such a system is inherently unstable and hosts a consider-
able potential for tensions. In its interplay with local and regional dynam-
ics, globalisation will lead to a more segmented world, with security dynam-
ics varying greatly between different regions.
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Three defining questions for the future

Political developments are inherently unpredictable, given the wide scope
for human agency in shaping the course of events. At the same time, drawing
from the development of structural trends and from the evolving strategic
outlook of key international actors, some insights into the future interna-
tional political system can be attempted. The purpose is not to try and antic-
ipate specific events, but to sketch out the broad outlines of the global con-
text to come, and point out the key questions concerning the future of
power, legitimacy, and democracy. Four basic observations underline this
perspective.

First, in the absence of a clear and established international political sys-
tem, like the one based on the East-West confrontation during the Cold
War, globalisation itself will be the most influential factor shaping interna-
tional politics. The ways in which the new economic powers will be willing
and able to translate their weight into some form of political influence will
be key to the future political and security system.     

Second, multipolarity will be a fact of life. The rise of new global and
regional players such as China, India, Iran, Brazil and Indonesia among
others will make the international system more heterogeneous. Third,
global governance will be put under serious strain. The relationship
between old and new powers will determine the future of global gover-
nance. A more interdependent and complex world generates challenges,
which demand a coordinated response. At the same time, however, it might
become more difficult to focus collectively on systemic issues such as
poverty and environmental degradation. 

Fourth, the ability of the West to influence international affairs will be
put to the test as its share of world population and GDP is shrinking. The
emerging powers bring with them their own vision of the world, which can
differ considerably from that of the established ones. Consequently, the
West will probably find it much harder to set the international agenda, and
new ways of fostering international cooperation will need to be defined.

The future of the international system

Twenty years down the line, the international political system will be mixed,
and will present three main features. First, the re-emergence of great power
politics; second, the consolidation of regional multilateral frameworks, of
which the EU will continue to represent the most advanced example; third,
the potential proliferation of weak states. In some cases, weak states may fail
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to preserve the rule of law domestically, and fail to prevent disorder from
spilling over their borders, thereby becoming sources of insecurity. 

The co-existence of power politics, multilateral cooperation and unsta-
ble, marginalised countries or regions is not new in itself, but two novel ele-
ments can be observed. On the one hand, over the next twenty years, these
three dimensions are likely to consolidate simultaneously, with no para-
digm prevailing over the others (such as, for example, bipolarism largely
did in structuring both international institutions and the pattern of
peripheral conflicts during the Cold War). On the other hand, in an inter-
dependent world, these dimensions will be more intertwined and overlap-
ping than in the past. For example, strong powers may decide to make
greater use of multilateral regional frameworks to enhance their influence,
while violence spilling over from failed states might not only affect their
neighbours but also fuel international terrorism and threaten major 
powers.

Within two decades, no major pole of power is likely to be hegemonic.10

This is notably the case given the changing definition of ‘power’ which
includes, well beyond the narrow military dimension, economic and cul-
tural variables and, more generally, the ability to build international con-
sensus. In other words, hegemony entails both material supremacy and the
recognition of primacy and authority on the part of other members of the
international community. The absence of a hegemonic power will have
momentous implications for shaping global governance. The redistribu-
tion of power will lead to a redistribution of influence in setting the global
agenda. Importantly, no individual state power will be up to the task of set-
ting the rules of the game in the global economy, and shaping global insti-
tutions, as the US largely did in the aftermath of the Second World War. 

A multipolar system is likely to emerge. The question is what type of
multipolar system that will be. As new countries acquire power status, they
may prove willing to mutually accommodate their interests so as to ensure
the stability of the system and preserve their new prerogatives. That could
be consistent with the consolidation of multilateral legal regimes, arguably
the most effective platform to enhance cooperation.11 Such a multipolar
system would be of a relatively benign nature, along the lines of a tradi-
tional concert of (status quo) powers, underpinned by broad multilateral
commitments.12 The potential gridlock of international institutions,
widening disparities and the emergence of a nationalist/protectionist dis-
course might, however, lead to a more conflictual form of multipolarism,
with great powers competing for scarce resources, markets and spheres of
influence.13
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Developments in either of these directions will largely determine the
future of the international system, with considerable implications for the
international community’s ability to confront common challenges, and for
global security. The question will be whether and how the most powerful
countries will be willing to address the structural problems of marginal
regions. They will be faced with the challenge of how to foster and sustain
over time the transition  from endemic disorder to order of those countries
or regions where the rule of law is absent. State failure and extreme poverty
in peripheral regions may not pose a direct threat to the developed world,
but is likely to undermine, over the long term, the broader requirements for
the security of rich countries. In an interdependent world, disorder and
insecurity will tend to spill over.  

Concerning global security, the main question will be whether a collec-
tive and inclusive system of governance will prevail on the basis of multilat-
eral norms, or whether a new kind of ideological bipolarity will emerge,
opposing an alliance of democracies to the rest of the world. The first
option would amount to reconciling a multipolar world and an effective
multilateral system. The other alternative would be driven by the primacy
given to Western interests and a more confrontational or defensive
approach to the international system. The key test for the EU will be
whether it will play a leading role in fostering the first option, thereby pro-
moting its own distinctive values, and averting the danger of renewed ideo-
logical confrontation. 

The future of global governance

Over the next twenty years, the demand for global governance will increase
steeply . This will be due to two main factors: growing interdependence and
growing heterogeneity. Globalisation demands governance: markets need
law and regulations, stability and predictability. In an interdependent
world, it will be increasingly hard to uphold the traditional boundaries
between the different dimensions of global governance. Trade, finance,
development aid, migration flows, energy supplies, environmental degrada-
tion, and new trans-national asymmetric threats will interact in shaping
global dynamics.14 The implications of economic globalisation, such as
socio-economic imbalances and excessive stress on natural resources,
require additional international focus as well. At the same time, the inter-
national system is growing more complex and heterogeneous. Global gov-
ernance will need to adjust to a shifting balance of power and interests, and
cope with the growing diversity of state and non-state actors. 
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Growing diversity between different state powers and also within
domestic societies goes hand-in-hand with the multiplication of exchanges
at all levels. The main challenge will be to define a sustainable balance
between these two potentially conflicting trends. Due to technological
progress, the economic and cultural dynamics of globalisation, and also
international migration, heterogeneity and proximity are both deepening.
This mix could entail serious tensions in the absence of sensible, collective
management of resulting trends. Joint efforts will require both shared rules
to establish what is acceptable and, therefore, legitimate for all key stake-
holders in international affairs, and a progressive reform of global institu-
tions. 

Legitimacy will be the hard currency of future international relations,
possibly the most important asset to ensure the long-term success of spe-
cific initiatives. It has been rightly pointed out that the notion of legitimacy
is neither objective nor subjective, but ‘inter-subjective’.15 It follows that, as
new pivotal players take the centre-stage, a wider range of interests and val-
ues will need to be taken into account to deliver viable compromise. While
the search for agreement in defining the international agenda might well
prove more complicated, it will also become more important. In con-
fronting many of the challenges outlined in this Report, such as for exam-
ple energy dependency, the choice will be between collective responsibility
and collective irresponsibility. In other words, legitimacy will be a central
component of power, or the ability to achieve appointed goals. This applies
not only to the political, economic, environmental or cultural domains,
but also to security and defence.

Needless to say, unilateral action will always be an option for individual
countries, notably against direct and imminent threats. That said, success
in countering trans-national terrorism or bringing order to areas of con-
flict will largely depend on the perceptions and judgment of the commu-
nity of states and of global public opinion at large. It has been stressed that
cultural factors, the narratives framing military action, and the values of
intervening countries and of the countries where conflict unfolds, need to
be internalised in strategic thinking for the legitimacy of military interven-
tion to be acknowledged.16

By definition, international legitimacy requires multilateral consensus.
International institutions at the global and regional level are the embodi-
ment of multilateralism, and foster it through their output and their
processes. There will be no effective multilateralism and, therefore, little
international legitimacy on offer, in the absence of well-functioning inter-
national institutions. The institutional framework of global governance
will need to undergo significant reform if it is to keep up with the pace of
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change, and manage risk. Failing that, the gap between the supply and the
demand of global governance may well widen. It is increasingly open to
question, however, whether the conditions enabling such reform are there.

The failure to accomplish a thorough reform of the United Nations in
2005 is a reason for serious concern, and a major failure of the international
community. For all its shortcomings, the universal membership of the UN
confers upon it unparalleled legitimacy. The progressive marginalisation
of the UN, and notably of the UNSC, over the next 20 years cannot be
excluded. This will essentially depend on whether major global players will
pursue their interests unilaterally, or through more or less stable coalitions,
as opposed to seeking consensus and strengthening the system of collective
security at the global level. 

The reform of global governance needs to pursue, in addition, better
coordination between different international institutions. Steps in this
direction can be envisaged in the field of development, towards the fulfil-
ment of the Millennium Development Goals (MDG).17 Comprehensive
MDG-based poverty reduction strategies, focussed on capacity-building
and long-term donors’ commitments, are regarded as crucial to match the
ambitious targets by 2015. Progress in this area needs to be closely moni-
tored, given the link between poverty, disease and security concerns
acknowledged in the European Security Strategy. A relation of direct pro-
portionality exists between the level of GDP per capita in one country and
its chances of lasting democratisation. On the other hand, the level of GDP
per capita is inversely proportional to the probability of one country relaps-
ing into conflict.18

The disconnect between different branches of international governance
poses a problem for the future of international trade too, as the failure in
closing the Doha Development Round testifies. Trade negotiations point
to a widening North-South divide on the terms of management of global
trade and the economy at large.19

Given the shortcomings of global institutions, different frameworks of
governance may come to play a larger role. Trans-governmental networks
may well emerge as a key feature of global governance, combining the
required expertise to address complex technical issues with the direct
involvement of national officials.20 Yet another pillar of global governance
may consolidate around the existing ‘summitry’ of national leaders. The
G8 and the G20 have become important focal points for shaping the
agenda of global governance.21 Potentially, they combine the clout of
national leaders with a degree of flexibility and the ability to establish issue
linkages across sensitive, connected dossiers. The question is whether these
summits will succeed in ensuring proper follow-up and implementation of
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their conclusions, and whether they should be regarded as a parallel frame-
work to, or a potential competitor of, the UN system. Networks, whether at
the political or technical level, lack the inclusiveness and the unique legiti-
macy of the UN, pose an accountability problem and entail the risk that
competing networks may run conflicting agendas.

Regional organisations could be also complementary to global frame-
works and/or partially compensate for their decline. Regionalism is a grow-
ing phenomenon, with bodies like the African Union, ECOWAS and
ASEAN expanding their remit beyond the economic sphere to security 
matters. Inter-regionalism could gain further ground in the future, with
the EU supporting regional partners (Asia-Europe Meeting [ASEM], and
support to AU peace-keeping) and with larger regional forums such as the
ASEAN regional forum (ARF) fostering dialogue across regions.22 Looking
at the challenges ahead, however, the potential contribution of regional
organisations needs to be put in perspective. First, regional organisations
are not effective in dealing with security crises. With the exception of the EU
and NATO, their contribution is modest and requires support from the
outside.23 Second, it remains to be seen whether NATO and the EU will
continue to provide the required support indefinitely, given resource con-
straints and vacillating domestic political will and commitment. Third,
regional organisations may be the setting for hegemonic games, as in the
case of the Shanghai Cooperation Organisation.24 On the whole, it is hard
to anticipate whether the potential of regionalism to support global gover-
nance will be realised, notably in the domain of security.

The future of democracy

Since the end of the Second World War and of the Cold War, the number of
democracies in the world has been in constant expansion. Today, according
to Freedom House, 122 countries are electoral democracies (64% of the
total), as opposed to 66 twenty years ago (40% of the total). Less than 50% of
existing states, however, are considered ‘free’ while 30% are defined as ‘partly
free’ and 24% ‘not free’.25 In other words,  while there is an obvious link
between the two, democracy and freedom do not always go hand-in-hand.
Successive waves of democratisation have raised new questions concerning
the very definition of democracy, the complex dynamics of democratisa-
tion and the further expansion of democracy. At the same time, the future
of democracy in the developed world is also subject to question.

The insightful distinction between ‘illiberal’ democracies and ‘liberal’
autocracies provides a useful guideline for assessing ongoing and future
developments.26 As a form of government, democracy is about the way in
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which government is appointed, by popular vote, and not the way power is
exercised. The constitutional DNA of Western democracies is the distinc-
tive set of principles and institutions of liberalism, with an emphasis on
checks and balances and respect for individual rights. Political regimes can,
however, be democratic while not being liberal. Conversely, some non-dem-
ocratic regimes can guarantee the rule of law, proper services and a degree
of respect for human and civil rights, while not permitting electoral com-
petition challenging the ruling elite. 

As illustrated in this Report, ‘illiberal’ democracies have proliferated
over the last few years. These range from the ‘managed or ‘sovereign’
democracy of Russia to the new populist democracies of South America.
Hybrid regimes have emerged in Central Asia, and parts of the MENA
region and Sub-Saharan Africa, where elections are most often than not an
empty ritual to confirm those in power. On the other hand, it has been sug-
gested that autocracies could well prove successful in preserving them-
selves, notwithstanding economic growth, by tightening their control on
the media, the exercise of political rights and the education system.27 On
the whole, with the exception of European countries like Ukraine or Geor-
gia, the agenda of democracy promotion seems to be plagued by old and
new obstacles. New ways need to be devised to define an effective path of
democracy promotion, free from ideological or missionary postures.

The question is whether political capital and incentives should be spent
to promote electoral democracy in the first place, or whether more focus
should be dedicated to the cultural, social and economic conditions
enabling the progressive consolidation of the rule of law and, eventually, a
solid liberal democratic regime. An overview of those regions of the world
where democracy struggles to take root, from the Arab world to Sub-Saha-
ran Africa and Central Asia, shows that socio-economic development and
governance reforms are essential prerequisites for the emergence of sus-
tainable democracy. 

In fact, the superimposition of a ‘democratic’ form on a reluctant social,
economic and cultural ‘structure’ can rarely be sustained. Pre-existing
social structures and networks need to be co-opted into the process of
democratisation, otherwise there is  a strong risk of creating powerful
opponents to the process itself. The economy needs to develop in such a
way that workers and entrepreneurs have a real stake in market freedoms
and the rule of law, and call for more political accountability in exchange
for taxation. On the whole, therefore, future efforts at fostering democracy
should be grounded in a clear understanding of local history, culture, and
governance regimes.
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In addressing the question of democracy promotion, the trade-off
between democracy and stability will come into play. First, weak democra-
cies, unable to impose the authority of the state on their territory, and/or
perceived as illegitimate by parts of the population, could degenerate into
failed states and spread instability. Second, democracies are not necessarily
peaceful. Unless they are reinforced by strong constitutional constraints,
new democracies are fertile ground for populist leaders, prone to consoli-
date their power by mobilising the masses with a nationalist, aggressive
rhetoric.28 This was, for example, the case of in the former Yugoslav coun-
tries in the early 1990s. 

In perspective, serious challenges confront democratic regimes in the
West as well. The control exerted by private interests on policy-making and
the corresponding loss of prestige and influence of traditional political
parties, particularly noticeable in the US but significant across Europe too,
undermine an open public debate and the definition of collective prefer-
ences. The growing personalisation of politics goes hand-in-hand with the
progressive strengthening of the executive, notably in relation to the leg-
islative branch. Opinion-poll driven politics pose a serious problem of lead-
ership, with political classes increasingly inclined to bend to the demands
of the majority as opposed to taking alternative, albeit unpopular, courses
of action. In this connection, the growing share of the elderly population in
Europe might lead to an increasingly conservative and defensive political
discourse.

Many of these trends are symptoms of a larger, deep-rooted malaise,
which can be interpreted as the ‘securitisation’ of the political discourse or
the ‘politics of survival’.29 A widespread sense of insecurity and uncertainty
pervades Western public opinion (although to different degrees in differ-
ent countries) and affects the perception of existing and future threats and
challenges, from environmental degradation to energy shortages. Trans-
national terrorism poses a particularly serious challenge because of its  abil-
ity to strike at any time anywhere, potentially employing weapons of mass
destruction. The feeling that danger exists within Western societies, as
opposed to faraway places, may change the collective perception of the
threat. 

This evolution is particularly insidious when linked up to the challenges
of multiculturalism, notably in Europe. Struggling integration policies,
social and economic inequalities and the sometimes violent contraposition
of alternative values systems represent a dangerous mix. The ongoing ‘secu-
ritisation’ of the debate on migration and integration might, in perspec-
tive, generate the mutual alienation of different groups in our societies.
Extreme political formations – with xenophobic populist movements on
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the right of the spectrum and anti-global and anti-market groups on the
left – are favoured by these developments, fuelling populist and/or protec-
tionist feelings. 

The core of the matter is that public confidence in the ability of national
political systems and establishments to confront upcoming challenges and
ensure progress is declining. Were these trends to deepen, the liberal foun-
dations of democratic regimes in the West could be challenged. This would
be all the more liable to happen were some of the most dreaded threats to
materialise, including major terrorist attacks or the eruption of pandemics,
which would conceivably strengthen the hand of the state in crisis manage-
ment. Ethical and political dilemmas are likely to emerge in the future,
which could be usefully anticipated in the current political debate.

The European Union in context

Internal challenges

In 2025, the EU is likely to be still one of the richest and safest parts of the
world. However, in several areas, current trends indicate that the EU might
have difficulties in maintaining its status. In many Member States, popula-
tion ageing will dramatically change old-age-dependency rates. This will
imply high costs for medical and social care and will have a significant
impact on public finances. Many European industries are likely to remain
competitive, but they will continue to offshore important parts of their pro-
duction (and development). Value will thus increasingly be generated out-
side the EU. 

Europe will probably remain at the cutting edge in key technology areas
such as telecommunications or renewable energies. In other areas, its posi-
tion may be less certain, either because competitors already have a head
start (e.g. the US in IT and nanotechnology) or have boosted their research
investments at an increasingly faster rate and are catching up rapidly (e.g.
India in IT, China in biotechnology and nanotechnology).

Far-reaching reforms of social security systems, labour markets and
education systems will be necessary to modify these trends or at least to
cope with their consequences. Faced with the challenges of globalisation,
many Europeans feel less secure, in economic, cultural and physical terms
than in the past and are losing confidence in public institutions. The chal-
lenge will be to foster economic competitiveness without endangering
social cohesion. The outcome will be decisive both for Europe’s internal
stability and its capacity to generate the necessary resources to play a seri-
ous role in world affairs.
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In many areas (including for example research and development, energy,
and immigration), closer cooperation and/or integration at the EU level
would help to improve policy output. However, whether greater competi-
tion on the global level will drive Member States closer together or apart
remains to be seen. European integration is often perceived by national
public opinions as an additional threat to national interests and identities
rather than a means of coping with the challenges of globalisation. Wide-
spread sentiments of fear and defensiveness vis-à-vis globalisation represent
a perfect breeding ground for political populism and economic protection-
ism, which can also hamper further European integration (and/or enlarge-
ment). Social polarisation and population ageing can reinforce such ten-
dencies in the future even more.

Regarding its energy supply, the EU will find itself in an uncomfortable
strategic situation. In 2025, OPEC, and in particular Saudi Arabia, Iran,
Iraq and Algeria, are expected to provide around half of the EU’s oil needs,
while the remainder will come from Norway and Russia. For gas, Russia will
certainly remain the main supplier, followed by Algeria and Norway. Given
the geographical distribution of the world’s energy resources, and the
expected growth in demand, scope for diversifying the supply base is lim-
ited. This means that the Union’s energy supply will almost completely
depend on imports from regions with a high potential for instability. Even
a temporary energy cut-off would have a major economic impact on the EU
and directly affect its strategic interests. 

A turbulent neighbourhood

The EU is surrounded by regions with a high potential for problems and ten-
sions. In many countries in these regions, long-term trends are far from
promising. In 2025, the full impact of most of these trends will not have been
felt yet but, by then, the political, economic, and security outlook at the bor-
ders of the Union is likely to have deteriorated considerably, even if cata-
strophic shocks (new epidemics, natural disasters, major wars) do not occur. 

Russia’s economy is growing at a fast pace and the central government has re-
asserted its authority, but the transition of Russia towards a stable democ-
racy and market economy remains very much under question. A great num-
ber of uncertainties plague its future development and may lead the country
to follow quite a different trajectory over the next two decades. Economic
growth will continue to suffer from the persistent lack of diversification, an
underdeveloped private sector, and dependency on energy exports. Russia’s
population will continue to shrink, with low fertility rates and life expecta-
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tions. Social problems are on the rise (poverty, alcoholism, crime) and there
are growing disparities between different social groups and between differ-
ent regions, with wealth concentrated in some cities. These unbalances and
the poor standards of living across the country open the door to renewed
nationalism and xenophobia. In parts of Russia and of the post-Soviet space,
moreover, Islamic fundamentalism could pose a bigger, destabilising threat
in the future. 

At the international level, Russia will seek to re-acquire its great power
status by playing on different tables, with different partners. Energy, in par-
ticular, is likely to remain a strategic asset for Russia’s foreign policy, and
attempts to diversify its exports network can be expected, with potentially
disturbing implications for Europe. The military will receive more atten-
tion and, economic growth permitting, funding, and will remain a key
instrument for Russia to assert its interests along its turbulent Southern
flank. Compared to its relationships with the US and China, Russia’s focus
on developing a strategic partnership with the EU could gradually  decline.

The Middle East will remain a conflict-prone region, riven by deep-running
political and ethnical tensions. The endemic conflicts in Palestine and Iraq
are likely to remain factors of systemic instability for the foreseeable future.
The Iranian question will be a key variable for the regional security equation.
In addition, problems are accumulating in a number of areas. Water scarcity
and rapid urbanisation will lead to a deterioration in environmental condi-
tions and living standards. Many countries are experiencing great difficul-
ties in reforming their economies and will probably be unable to provide
enough jobs for millions of young people entering the labour market over
the next 20 years. Unemployment and social inequalities are likely to
increase and become the breeding ground for anger, alienation and unrest,
further strengthening fundamentalist Islamic movements as alternatives to
authoritarian regimes. Domestic governance will remain a major concern.
In some countries (such as Iraq and potentially Lebanon), ethnic conflicts
and the growth of sectarianism may continue to fuel political tensions and
undermine democratisation. In others (Saudi Arabia, Egypt), political tran-
sition towards less repressive regimes may cause major unrest and lead to
considerable instability in the region.

The possibility of a systemic breakdown of the Middle East, along the
so-called ‘crescent of crisis’, cannot be ruled out.30 That could imply state
failure, the downfall of pro-western, authoritarian regimes and an even
closer, perverse connection between different conflicts across the region
(Israel-Palestine, Iraq, Afghanistan, Chechnya, Kashmir, Lebanon, Kurdis-
tan). Even in the absence of a major crisis, regimes in the Middle East are
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likely to remain less than reliable partners for Europe. This will notably be
the case if Europe’s ambivalence on how best to promote good governance
and engage both with reformists and (non-violent) Islamist conservatives
continues.

Sub-Saharan Africa will probably remain affected by both traditional and
new scourges, although some signs of progress and reform can be detected
across the continent, and notably in the Southern part. In many regions,
environmental degradation is likely to worsen, due in particular to water
scarcity, over-farming and unbalanced urbanisation. High fertility rates will
lead to continuous population growth, but persistent poverty and diseases
are likely to keep life expectancy low. Most economies will remain focused
on agriculture, with primary commodities as the only relevant exports on
world markets. Some countries may perform better than others, but the con-
tinent as a whole is expected to continue to decline relative to other develop-
ing regions. Brain drain is likely to further weaken Africa’s human capital
and reduce chances for economic and political reforms. In a number of
countries, bad governance and ethnic conflicts may further undermine the
faltering authority of the state, leading to its potential dissolution. In other
cases, it is the way in which strong states exert their power that triggers
domestic instability and serious conflicts.

The potential plunging of swathes of Africa into even deeper poverty,
famine and conflicts may not pose a direct threat to Europe but will no
doubt affect the broader requirements for its security. State failure may cre-
ate lawless areas where militias, criminal organisations and terrorists
thrive. Migration patterns from the region, projected to remain stable,
might undergo sudden alterations with unpredictable peaks. The provi-
sion of oil and other raw materials might also be disrupted. At a different
level, the biggest challenge to the credibility of Europe’s claim to effectively
support regional integration and good governance might come from tan-
gible failure in this region. 

The challenge for the EU: shaping change 

Global developments will entail fundamental changes to the distribution of
resources and influence. In other words, after three centuries of Western
hegemony, history is taking a somehow more natural course, with new piv-
otal players emerging and smaller countries forging closer ties at the
regional level. Power will inevitably shift from the West to the rest.

This process does not necessarily pose a threat, but it needs to be reck-
oned with for the very purpose of managing change in a balanced and
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peaceful way. While relatively smaller in demographic and economic terms,
and exceedingly dependent on energy supply from its near abroad, the EU
will not necessarily be weaker twenty years down the line. It will remain a
major economic power, and its standards of living will continue to go
unmatched, except by other rich countries such as the US and Japan. There
is nothing fatalistically preordained in the shape of the world to come, and
in the EU’s place therein. It is a matter of political decision, drawing on
Europe’s comparative strengths.

The first challenge facing the EU is to drive, as opposed to enduring,
change. The biggest strength of Europe is its own experience of continental
integration and stabilisation, and the new language of international rela-
tions that it has generated and spread worldwide. The biggest weakness is
that Europe falls short of embedding its unique experience and normative
orientation into a solid bedrock of shared interests, consistently defined
and pursued.

The identification and formulation of shared interests, as the basis for
common positions on key global issues, is a highly political exercise. The
EU can hardly be expected to bring further added value if its Member States
refrain from engaging in serious political debate on what they want to do
together, and if they are reluctant to put their money and resources where
their mouth is. That requires first and foremost that national political
establishments change gear, and switch their discourse on foreign and
security policy from a national to a European level. 

Looking at the major economic, energy, environmental and demo-
graphic trends shaping the world to come, it is apparent that not making
collective choices at the European level effectively amounts, over the long-
term, to abdicating sovereignty. From this standpoint, the notion of ‘Euro-
pean sovereignty’ as complementary to national sovereignty should be
taken as a reference for the debate. In tomorrow’s international relations,
the traditional notion of national sovereignty - as the absence of superim-
posed authority to that of the state on the people living in its territory -
seems sterile. Collective action at the EU level would, on the contrary, be
compatible with a positive, contemporary definition of sovereignty as the
ability to effectively achieve results in cooperation with others.

The second challenge for the EU is to foster the convergence between a
multi-polar political system and a multilateral order, making them not
only compatible but also complementary. Following the review of the
future strategic outlook of major global players such as the US, Russia,
China and India, and of the major trends presented in this Report, two con-
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siderations stand out. On the one hand, there is little doubt that the heavy-
weights in the international system do not and will not regard interna-
tional norms and institutions as an end in themselves, but as one of the
means to pursue their interests. As such, multilateralism à la carte might
well remain, for the foreseeable future, the favourite option for established
and emerging powers. On the other hand, when focussing on long-term
global trends and their implications, multilateral solutions will prove the
most effective to uphold the common interests of all stakeholders. 

The larger a state power is, the more it is likely to benefit from effective
multilateral norms and procedures in all domains. Likewise, the multilat-
eral order will be all the more effective if backed by strong, respected stake-
holders. If it ever existed as a sustainable option in the past, therefore, the
contraposition between the calculation of national interests and the
reliance on international institutions is  likely to fade. Multilateral norms
will probably acquire more prominence as a key variable in the definition of
the strategic interests of large state actors. In a more interconnected world,
the more ‘connected’ states will be those standing the best chance of profit-
ing from globalisation, extending their influence and preserving their secu-
rity. 

Given the growing diversity and heterogeneity of the international sys-
tem, one of the hard currencies of tomorrow’s international relations will
be legitimacy, in the eyes of  both governments and average citizens across
the world. Interdependence will generate increasing demands for common
policies at the regional or global level, for example to manage energy
resources, the environment and migratory flows. But the same applies to
the resolution of conflicts and the preservation of peace. The supply of
these policies, and the delivery of global public goods, will crucially depend
on the ability to find compromise. The latter will be facilitated by multilat-
eral institutions at the global and regional level.

Promoting effective multilateralism does not mean, therefore, neglect-
ing power and interests, but channelling them through stable institutional
channels towards sustainable, shared solutions at the international level.
The solution to global problems lies in a new grammar of international
relations, where the traditional concepts of power, interest and sovereignty
are not abolished but revisited. The EU is a frontrunner of this process and
has therefore a comparative advantage in defining and exporting the prin-
ciples of institutionalised, norm-based multilateralism. 

With a view to rising to this opportunity, the third challenge for the EU
will be to adapt to the new global context. This Report shows that the world
in 2025 is likely to be more interdependent, complex and unstable. This
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makes it all the more necessary that EU Member States opt for cooperation
and integration and manage to speak with one voice, and deliver the same
message, in international affairs. The ongoing debate on reforming the
European policies and institutions must be reviewed in light of the future
challenges the EU will have to face, and not only of past and present con-
troversies. No doubt, managing a larger Union, due to expand further,
proves complicated and absorbs a lot of intellectual energy and political
capital. The real challenges for Europe’s future prosperity and stability,
however, lie beyond its borders, from geopolitical tensions in neighbouring
areas to the impact of emerging global players on international politics and
economics. In other words, the debate on EU reform should go hand-in-
hand with a strategic reflection on the values, interests and goals of the EU
in international affairs. By thinking strategically of its own future and of its
position in the world, the EU will be better equipped to reform itself in
order to shape a more secure and better world. 
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ECOWAS Economic Community of Western African States
EIA Energy Information Administration
ENSO El Niño Southern Oscillation
ETS Emissions Trading Scheme
FDI Foreign Direct Investment
GCC Gulf Cooperation Council
GDP Gross Domestic Product
GERD Gross Expenditure on Research and Development
GHG Greenhouse gases
GW gigawatts
HIV Human Immunodeficiency Virus
IAEA International Atomic Energy Agency
ICT Information and Communication Technology
IDP Internally Displaced Person
IEA International Energy Agency
IMF International Monetary Fund
inh/km2 Inhabitants per square kilometre
IT Information Technology
kWh kilowatt-hour(s)
LNG Liquefied Natural Gas
mb/d million barrels a day
MDG Millennium Development Goals
MENA The Middle East and North Africa
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Mt million tonnes
NAFTA North American Free Trade Agreement
NATO North Atlantic Treaty Organisation
NEPAD New Partnership for Africa’s Development
NPT Treaty on the Non-Proliferation of Nuclear Weapons
NT Nanotechnology
OECD Organisation for Economic Co-operation and Development
OPEC Organisation of the Petroleum Exporting Countries
ppmv parts per million by volume
PPP Purchasing Power Parity
R&D Research and Development
RFA Regional Financial Arrangement
S&T Science and Technology
SAARC South Asian Association for Regional Cooperation
SAFTA South Asian Free Trade Agreement
SARS Severe Acute Respiratory Syndrome
TB Tuberculosis
UAE United Arab Emirates
UIA United Iraqi Alliance
UN United Nations
UNDP United Nations Development Programme
UNEP United Nations Environment Programme
UNHCR United Nations High Commissioner for Refugees
UNSC United Nations Security Council
WHO World Health Organization
WTO World Trade Organization
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