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The ongoing cost-of-living crisis has exacerbated social risk globally, and
further widened the gap between advanced economies and emerging
markets. This year, our proprietary Social Resilience Index (SRI), which
combines 12 indicators measuring economic and social vulnerabilities for 185
countries, fell to 45.7, down -2.1 points from December 2021. This outcome

is largely driven by currency depreciations, higher import bills for food and
fuel as a percentage of GDP and declining labor force participation. The

gap in social resilience between advanced and emerging economies has
widened further, mostly because of differentiated (fiscal) responses to the
cost of living and energy crises. Denmark topped our social resilience ranking
again, followed by Finland (+3, compared to 2021) and Switzerland (+1). Latin
America, the only region with a decline in social risk over the past couple

of years, now ranks better overall than Emerging Asia. Net food- and fuel-
importing countries experienced the largest increases in social risk. while
commodity exporters jumped ranks such as the UAE (rank 11, +31), or Qatar
(17, +7). Full scores, rankings and changes are available in Appendix 1.

Conflictuality is on the rise. A packed election calendar in 2024 could set
the stage for increased social risk in 2024. Increasing social unrest has
economic repercussions, stalling much-needed private investments in
infrastructure. 75% of global GDP is going to the polls next year, including
the US, the EU and India. Our analysis matching underlying social risk with
social unrest and political risk events shows that countries to watch include
hot spots such as Senegal and Ghana, with already high social risk and a
recent increase in social unrest. However, countries with high social risk and
decreasing unrests may exhibit hidden vulnerabilities in the run-up to often
disputed elections.

Looking forward, beyond sound economic and redistribution policies,
increasing social resilience means higher civic participation, and

strong Al policy capabilities — to manage risks related to job losses and
misinformation. In our December 2021 update?, we mentioned strong fiscal
response and employment policies as major shields against higher social

risk. We also called for prioritizing the fights for food security, and gender

and income equality. This year, the ultra-long electoral year ahead pushed

us to investigate the relationship between societies, citizens and the public
sector, and government effectiveness and crisis response. Countries that score
high on our Social Resilience Index tend to have the highest levels of civic
participation (e.g. Denmark, Finland, Switzerland and Iceland). Similarly, the
rise of generative artificial intelligence could further reduce social resilience

by increasing job losses and the spread of misinformation. Governments have
begun to introduce responsive regulatory regimes to avoid labor displacement
and hedge against other risks that might affect social stability. But the service-
heavy advanced economies will have to adapt to keep up with the pace of
technological development.


mailto:luca.moneta%40allianz-trade.com?subject=
mailto:mailto:manfred.stamer%40allianz-trade.com?subject=
mailto:mailto:patricia.pelayo-romero%40allianz.com?subject=
mailto:mailto:ano.kuhanathan%40allianz-trade.com?subject=
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/economic-research/publications/specials/en/2021/december/2021_12_15_SocialRisk.pdf

BPupyIBN Aq 010Ud




Allianz Research

ocial risk and th

L?ﬁ%pf:fnsh

Photo by'Rajiv Perera on

iy
'

)
o 3
o

impact of the cost-of-

IVING CrISIS

Global systemic social risk has intensified over the
past two years. Our proprietary Social Resilience
Index (SRI) identifies underlying strengths,
weaknesses and perceptions of a country’s political,
institutional and social frameworks, signaling the
general susceptibility to systemic social risk events
that could be game-changers with regard to politics
and policymaking, as well as business and investment
decisions (see Appendix for methodology). The

SRI covers 185 economies, i.e. nearly all sovereign
countries. This year, the global average SRl score

fell to 45.7, down -2.1 points from December 2021,
indicating increased systemic social risk. This follows
the deterioration by -1.1 points during the first 18
months of the Covid-19 crisis. Before that, the global
SRI had improved by +1.6 points from December 2015
to June 2020 (Figure 1).

The cost-of-living crisis has played a crucial role in
increasing systemic social risk. The 2023 outcome is
largely driven by a deterioration in three indicators:
currency depreciation, imports of food and fuel as

a percentage of GDP and labor force participation.

All three largely reflect the impact of Russia’s war in
Ukraine. The resulting global tensions on the supply

of food and energy in 2022-2023 led to rising prices
around the world, especially in net food-importing
countries. The subsequent economic slowdowns pushed
up unemployment. At the same time, rising policy
interest rates in the US and other advanced economies
(AEs) to combat galloping inflation triggered currency
depreciation in most economies but especially in
emerging markets (EMs).
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Figure 1: Average Social Resilience Index (SRI) score (from 0 = highest risk to 100 = lowest risk) for selected country groups
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Advanced economies: Trend reversal to rising

social risk

After a honeymoon period from 2015-2021, including
the first 18 months of the Covid-19 pandemic, systemic

social risk has increased in advanced economies (Figure

1). During the pandemic, relatively stable food and fuel
prices and currencies, along with massive fiscal stimulus

measures, kept the peace in AEs. But while fiscal stimulus

remained substantial over the past year, public social
spending as a percentage of GDP did not increase.
At the same time, the costs of imported food and fuel

surged, while labor force participation declined and some

currencies weakened. These three factors are largely
responsible for the -2.5 point decline in the average SRI
score of 26 AEs to 71.8 in October 2023.

All AEs are ranked among the best 48 out of 185
economies, slightly worse than in the June 2020 and
December 2021 editions of our SRI, when they were
all among the top 44 (see Figure 13 in Appendix 2 for
the overall scores and rankings). Denmark defended its
lead with a SRI score of 82.7 out of a maximum of 100,
followed by Finland, Switzerland, Iceland and Ireland.
The latter two along with the Netherlands, the US and
Luxembourg are the only five among the 26 AEs that
experienced a noteworthy improvement in their SRI
scores over the past two years.

Most of the other 21 AEs suffered a deterioration.
Germany moved down to rank nine in 2023 from
rank seven in 2021 (-1.9pts to a SRI score of 77.0),
largely because of rising inflation in food and energy
imports. All other indicators showed minor changes,
with most of them scoring well overall, except for the
real GDP per capita growth trend and labor force
participation. France improved to rank 13, up from 17,
even though its SRI score edged down by -0.5pts to
72.0. Here the deterioration in food and fuel imports
(as a percentage of GDP) was compensated for by
improvements in the real GDP per capita growth
trend, income inequality and perceived corruption.
Japan (down -11.5pts and -17 ranks to 30th), Sweden
(-10.5pts, -12 ranks to 15th), New Zealand (-9.0pts, -8
ranks to 14th) and Israel (-8.3pts, -19 ranks to 48th)
saw the steepest falls. Israel now ranks at the bottom
of the AE ranking, taking the spot from Greece (-2.0pts,
down one rank to 45th), given much reduced trust

in government and a decrease in political stability.
The SRI has captured very well the strong opposition
and political protests of the first nine months of 2023,
sparked by the government’s proposals for radical
judicial reforms that would severely circumscribe the
strongly independent Supreme Court. Unfortunately,
political stability in the country is likely to deteriorate
further, given the intensification of hostilities since the
Hamas attack on 07 October.
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Looking ahead, overall social risk in AEs is likely to rise
a little further in the near term as inflation will remain
above the ratios seen in the 2010s and unemployment
is likely to rise amid the projected global economic
slowdown in 2024. Moreover, continued or intensified
fiscal consolidation may result in an uptick of social

risk, even though countries that have an upcoming
election (see the following chapter) may face difficulties
to tighten public finances, with the consequence of
potentially rising bond yields.

Emerging markets:
Disparities widen
further

Systemic social resilience in EMs as a whole has
decreased again over the past two years, and the
high regional disparity that we highlighted in 2020
has increased further. However, the ranking among
EM regions has changed, mainly because Latin America
was the only region to record a decline in social risk
while the Emerging Asia region suffered a significant
increase (Figures 1 and 12).

Emerging Europe

Somewhat surprisingly, overall social risk has remained
comparatively moderate and unchanged over the past

two years in the Emerging Europe region (which inclu-
des Central Asian countries in this analysis) despite its

geographic proximity to the war in Ukraine. Nine of the
11 EU member states in the region have seen a decrease

in social resilience in 2022-2023, with the largest ones
seen in the Baltics, Slovakia (-3.4pts, -6 ranks to 32nd),
Czechia (-2.7pts, -1 rank to 20th) and Hungary (-2.5pts,

-2 ranks to 35th). The key triggers were surging food and
energy import prices, a decline in labor force participati-

on and moderating or contracting real GDP p.c. growth.
In contrast, Poland (+3.1pts, +13 ranks to 28th) and

Romania (+1.2pts, +7 ranks to 56th) have posted a better

SRl score than in 2021, thanks to relative currency stabi-
lity (vs. the EUR), declining income inequality and more

public social spending than their peers. Moreover, a num-

ber of the Commonwealth of Independent States (CIS)
countries as well as Georgia and Turkiye have seen an

improvement in social resilience over the past two years,
according to our analysis. Georgia (+11.7pts, +51 ranks to

60th) and Tajikistan (+11.0pts, +51 ranks to 120th) expe-
rienced some of the biggest leaps overall while Turkiye

(+2.6pts, +25 ranks to 97th) benefited from strong
economic growth and declining unemployment, which
more than outweighed deteriorated sub-scores for
institutional factors, trust in government and import
inflation.

Although the intra-regional divide between richer
and poorer countries in terms of social risk has
somewhat declined in Emerging Europe, it remains
large. Nine of the 11 EU member states in the region
continue to have a SRl score of close to 60.0 or more
and are on par with many AEs (Croatia with a score

of 59.6 is ranked 43rd, ahead of Greece and Israel).
This confirms that EU membership not only enhances
prosperity but also social resilience. Bulgaria and
Romania remain the exceptions, with somewhat lower
SRI scores between 53 and 55. Trust in government
remains low in these two poorest EU member states,
also reflected in their frequent anti-government pro-
tests and recurrent early government changes before
the end of legislative periods. More generally, Central
and Eastern European EU member states have also
benefited from a relatively good policy response to
the looming energy crisis in winter 2022/2023. These
countries’ dependence on imports of Russian oil and
gas has significantly declined since the beginning of
20222, through substitution (hatural gas by coal in Po-
land), new providers (gas from the Nordics for the Bal-
tics) or other pipelines (through Greece to Bulgaria).
Higher social risk in Emerging Europe prevails in most
CIS countries, some Balkan states and Tirkiye. Among
the larger countries, Serbia continues to score relati-
vely well with an SRI of 57.6 and rank 49. And Tirkiye's
slightly improved SRI score of 42.8 is still well below
50.0 and leaves it, apart from Bosnia & Herzegovina,
Turkmenistan, Kyrgyzstan and Tajikistan, as the coun-
try most vulnerable to social risk in the region.

Looking ahead, policymakers in Emerging Europe
will face a dilemma between containing social risk
and achieving fiscal consolidation. Amid much in-
creased global interest rates, it will be essential to rein
in fiscal support measures, including massive social
spending from the crisis years of 2020-2023 that has
significantly pushed up public debt. Countries with
elections ahead in 2024 may attempt to postpone the
fiscal consolidation to 2025. But overall, we expect the
region to face a modest increase in social risk in the
next two years.

2 See also our publication What to watch: Energy situation in Emerging Europe, p.4-6.
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Middle East

The Middle East region’s average SRl score has
edged down slightly by -0.5pts since end-2021 to 45.9.
However, it has taken the second place in the regional
ranking from Emerging Asia. Within the Middle East,
the disparity of systemic social resilience between the
six GCC member states and the six non-GCC states

has increased further over the past two years. In
contrast to net energy-importing countries, the GCC
states benefited from soaring global oil and gas prices
following the outbreak of war in Ukraine, which led to
significant increases in fiscal revenues and public social
spending, as well as strengthening real GDP growth.
This more than compensated for rising food import
prices. The GCC members have SRl scores between 54.6
for Bahrain (+3.3pts, +17 ranks to 52nd) and 73.9 for
the UAE, which leaped by +12.1pts and +31 positions to
rank 11, thus taking over the regional lead from Qatar
(70.5, +1.7pts and +7 ranks to 17th). All are high-income
economies and their scores suggest moderate to low
systemic social risk, comparable to that of AEs. Perhaps
with the exception of Bahrain, we expect the GCC states
to retain their relatively favorable social resilience
positions as oil and gas prices are expected to stabilize
at higher levels for longer as compared to the averages
of the 2010s, which will allow them to continue with
generous social spending as well as gradual structural
economic reforms.

Among the non-GCC states, the oil and gas exporters
Iraq and Iran also saw improvements in their SRI
scores. Irag jumped +10.2 points and +48 ranks

to position 114 though this still leaves it well in the
lower half of the 185 countries in our sample. Iran’s
improvement by +2.0pts and +18 ranks, which solely
reflects a strong increase in real GDP p.c. trend growth,
may be a bit misleading as significantly worsened
scores for public social spending, trust in government
and food import inflation tell a story on their own. In
any case, its rank of 155 continues to suggest a very low
level of social resilience. The three weakest countries in
the region — Yemen (rank 171), Lebanon (rank 183) and
Syria (rank 185, the new bottom of our table) — have
seen further deteriorations in their SRI scores, owing to
long-lasting and ongoing domestic political, economic
and financial crises, which we expect to continue in

the medium term. Looking ahead, violent and long-
lasting social unrest that could also cause business
interruptions cannot be ruled out in several non-GCC
states over the next few years. This could result in a 1pp
loss of GDP per serious event of unrest.?
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Latin America

Latin America is the only group of countries where
systemic social resilience improved over the past

two years, indicated by the +2.3pts increase in the
average regional SRI score to 44.1, which also moves
the region ahead of Emerging Asia (Figures 1 and
12). However, Latin America’s average score continues
to reflect a relatively high level of social risk. Moreover,
the region’s improvement represents only a partial
recovery from the sharp -5.0pts drop in its average SRI
in the 18 months up to December 2021, which reflected
massive currency depreciations and often weak
government responses to the pandemic in the region.
The regional improvement over 2022-2023 is mainly
the result of strengthening real GDP p.c. growth, higher
fiscal revenues and more social spending and much
better performing currencies (with the exception of
Argentina, which is an idiosyncratic case) as compared
to the previous two years. These advances more than
compensated for declining labor force participation
and higher imported food and fuel inflation in a
number of countries. Much of the improvements can be
explained by increased commodity prices in 2022-2023
since large net commodity exporters recovered best.
Brazil (up +61 ranks to 81st) and Colombia (+61 ranks
to 90th) made the biggest leaps forward in the overall
ranking, followed by Peru (+58 ranks to 96th), Argentina
(+38 ranks to 92nd) and Mexico (+32 ranks to 104th).
However, these advancements have to be put into
perspective: The five countries continue to have an SRI
score well below 50.0 - suggesting that systemic social
risk has remained considerable — and they have all
seen some public protests in 2023. In the case of Peru,
the recent anti-government protests have not been
captured by the SRI as yet since the structural indicators
going into the index are only updated once a year.

More generally, only Uruguay, the regional leader
with a score of 62.5pts and rank 34, as well as four
small Central American and Caribbean countries,
have a SRI score well above 50.0 while the majority
scores markedly below that threshold. In this context,
politically motivated public protests and violence,

as recently seen in Peru, Guatemala and Ecuador,

are likely to remain on the agenda in the region over
the next two years or so. And if they lead to business
interruptions, they can also result in a reduction of GDP.

3 According to an IMF study, a “major” social unrest event lowers the GDP level by an average 1pp six quarters after the event (compared to the ba-
seline of no event), especially in countries with weak institutions and limited policy space. It should be noted that “major” unrest events, as defined in
the study, are rare (1% per country per month). See Hadzi-Vaskov, Metodij, Samuel Pienknagura, and Luca Ricci (2021), “The Macroeconomic Impact
of Social Unrest.” IMF Working Paper 21/135, International Monetary Fund, Washington, DC.
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Emerging Asia

Emerging Asia is the region where systemic social
resilience has deteriorated the most over the past two
years, indicated by the -5.5pts drop in the average
regional SRI score to 42.0. The main triggers for this
development have been currency depreciation, a decline
in the trend of real GDP p.c. growth accompanied by

a shrinking labor force participation as well as rising
food and fuel prices. The latter shows that the war in
Ukraine has also had an impact on this region, even

if average headline inflation did not rise as much as it
did elsewhere in the world. The comparatively stronger
currency depreciations in Emerging Asia — which lasted
well into 2023, in contrast to other regions — have had
manifold reasons: a relatively mild monetary tightening
cycle, decreasing bond yields, declining housing

prices across major countries in the region, net capital
outflows, as well as the export demand shock from
weakening economies in the US, the Eurozone and in
particular in China.?

Nearly all economies in Emerging Asia suffered

a worsening of social resilience according to our
analysis, with the exception of three small countries
(Timor-Leste, Cambodia, Maldives). Among the larger
economies, only the four Asian Tigers (Singapore,
South Korea, Hong Kong, Taiwan) continued to score
comparatively well on the SRI, thanks to strong
institutional frameworks and favorable employment
conditions. In contrast, China fell -29 positions to rank
87 as its SRI score declined -8.8pts to 45.9. Vietnam

and Malaysia joined the group of relatively populous
countries in the region with significant vulnerability to
systemic social risk after their SRI scores decreased
markedly by -8.2pts and -11.7pts, respectively.
Indonesia, Thailand, the Philippines, Bangladesh,

Sri Lanka, India and Pakistan (ranked from most to
least resilient) remained in this group, with all nine of
them having a SRI below 42.0. These countries have

in common generally unfavorable employment and
income conditions (including moderate social spending),
as well as often weak perceptions of public institutions.
India has also seen a large drop in its SRI score by
-10.9pts to 30.2, placing it at rank 149 (down -37). Apart
from the typical weaknesses in the region, India has
seen a deterioration in its scores for trust in government
(albeit coming from a high level) and income inequality,
factors that need to be monitored in the context of the
upcoming general elections in May 2024.

4See also our recent economic outlook presentation The last hike, p.6.

As the more advanced ASEAN-5 economies (Malaysia,
Thailand, Indonesia, Philippines, Vietham) do not face
public-debt sustainability concerns, their governments
would have some fiscal space to increase social resilience.
In the medium term, improving institutional factors (such as
reducing the level of perceived corruption) would have an
even higher effect on social stability. Meanwhile, monetary
policymakers in Emerging Asia face a dilemma. They could
increase interest rates to stabilize exchange rates — as
Indonesia did in October — but that would also harm growth
and employment, and the net impact on social risk may not
be positive.

Africa

Systemic social resilience remains the lowest in Africa
once again. It has substantially decreased in 2022-2023,
reflecting the fact that the poorest continent has been
particularly adversely affected by rising global prices for
food and fuel, whether imported or not, as well as food
scarcity. Africa’s average SRI score has dropped -3.8pts to
just 32.2. Only one out of the 53 African countries scores
above 50.0: the Seychelles (rank 41, up from 51). Botswana
(rank 79, down -14) and Cape Verde (rank 93, down -33)
have fallen below this threshold since the previous survey.
After an improvement in the preceding two years, five of the
largest economies in Africa have suffered substantial drops
over the past two years: Egypt (-8.5pts, -32 ranks to 110th),
South Africa (-7.6pts, -23 ranks to 112th), Kenya (-5.2pts,

-12 ranks to 136th), Morocco (-10.4pts, -29 ranks to 157th)
and Nigeria (-2.0pts, +5 ranks to 177th). The latter remains
among the 10 worst-ranked countries overall, along with
four other countries from Africa (Chad, Sudan, Comoros,
Equatorial Guinea). Algeria (+12.2pts, +62 ranks to 83th) is
the only large African economy that saw its social resilience
score improve significantly since rising oil revenues helped
to increase social spending, strengthen the growth trend
and avoid imported fuel and food inflation.

A look at the indicators of our SRI reveals that almost all
African countries score particularly poor in employment
metrics. Labor force participation is relatively low in Africa®
and among those who have a job, the share of vulnerable
employment (those who do not have social protection) is by
far the highest compared to other regions. As a result, social
unrest, including strikes, is often violent and long-lasting,
with significant adverse effects on GDP.

® Youth unemployment is a particular concern in Africa. For more details see also our recent publication Going together and going far — Powering

Africa’s economic and social potential, p.23ff.
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Box: Can inflation increase social risk?

The last couple of years have been marked by high inflation and a cost-of-living crisis in advanced economies (AEs).
However, inflation does not impact all households equally. Factors such as saving habits, sources of income and
regional variations mean that some households are more vulnerable to the adverse effects of inflation than others. And
different consumption patterns play the biggest role: The reduction in purchasing power implied by inflation is especially
detrimental to households that spend a significant portion of their income on “needs” (i.e. essential goods and services
such as food, housing and healthcare). In contrast, households that spend more on “wants” can cut back on non-
essential purchases without significantly affecting their quality of life. In most AEs, the 20% of households with the lowest
income (Q1) spend significantly more on essentials than the 20% of households with the highest income (Q5, Figure 2).

Figure 2: Spending on essentials* (% of total)
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Note: Essentials include, food, housing (shelter, utilities etc.), transportation and healthcare
Sources: Eurostat, BLS, Allianz Research

Looking at average inflation based on spending and inflation by product category, we find that it was higher for the
first quintile in all countries within our sample in 2022, with the exception of the US. We note that the gap between the
poorest and the wealthiest was more pronounced in Belgium (5pps), the Netherlands (3pps), Spain (2pps) and Germany
(1pp), while the gap was relatively limited in France and the UK (about 0.1pp for both). Rising prices for essentials,
especially for low-income households, could increase social discontent and lead to a shift of voters towards populist and
potentially business-unfriendly parties. This is a particular risk in Europe with regard to the upcoming EU election in May
2024 and a challenge for governments, which should address them in the short term.



Figure 3: Average monthly inflation in 2022 (% y/y)
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Sources: Eurostat, BLS, Allianz Research

Unlike in Europe, our findings suggest that the poorest households in the US were better off than the wealthiest ones.
However, the middle class (Q3) and the upper middle class (Q4) suffered most from inflation in the US (Figure 4) .
They have a higher share of income spent on food than the richest households and they also spend much more on
transportation. This could also have political implications in the US ahead of the elections as the middle-class voted
primarily for President Biden in 2020.

Figure 4: Average monthly inflation in the US in 2022 (% y/y)
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Sources: BLS, Allianz Research
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Evolving patterns of
unrest and pivotal
elections ahead

Global governance, democratic institutions and
election cycles face intensifying scrutiny, precipitating
political violence worldwide. UN Secretary General
Antdnio Guterres’ warning in March 2022 highlighted

a rising wave of military coups and power seizures,
fostering a dangerous sense of impunity. From the Capitol
Hill attack to the invasion of Ukraine to military coups

in Africa, political violence has been mounting and is
picking up further as we approach 2024. Simultaneously,
nearshoring in and between the Global North, reduced
international demand and the hoarding of critical raw
materials amplify retrenchment and risks to democratic
institutions.

The nature of political violence changes markedly
among regions and countries, while the patterns that
lead and follow social unrest have also evolved in
recent years. While Africa is grappling with intra- and
interstate conflicts, Europe has seen a surge in remote
violence, mostly because of the war in Ukraine (see
Figure 5). In North America, we observe a larger share
of violence against civilians compared to 2019-2022
average. In the Middle East, diminished interstate
conflicts have fueled local protests, though public
dissent in some large countries, including Egypt, has
remained suppressed since late 2022. As highlighted
above, in Central and Eastern Asia, social resilience
has decreased and unrest have been on the rise

but their nature remains broadly stable, whereas in
Central and South America, barring exceptions such as
Ecuador and Chile, social resilience has increased and
unrest has been decreasing and the nature of political
violence events has been stable.
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Figure 5: Frequency of political violence events by type and region, Jan-Sep 2023
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Figure 6: Political violence events in Jan-Sep 2023, % deviation from 2019-2022 average
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In this context, the packed election calendar for

2024 could set the stage for increased social unrest,
especially in countries with already-high social risk
and a recent increase in social unrest. In 2024, pivotal
elections will be held in countries that together account
for 75% of global GDP (including the US, EU, India etc.).
Putting our Social Resilience Index ranking against

the frequency of riots in 2023, we identify clusters of
countries to watch in Figure 7. Countries we label as
“Hot Spots” are those with already-high social risk,
such as Ghana and Senegal, and/or a recent spike in
social unrest compared to the historical average. France
emerges as an outlier following the demonstrations
against the pension reform in the first half of 2023,

12

with 457 events in June alone; the frequency has
substantially reduced since then, but the increase
registered this year comes on top of an already high
frequency of such events (304 per year on average
between 2019 and 2022 against 170 and 158 in
Germany and ltaly, respectively). Countries in the “Just
Another Roll of the Dice?” cluster have high social risk
but a less than +60% increase in social unrest compared
to the historical average. However, countries in the
cluster we call the “Spiral of Silence” could exhibit
increased unrest as their SRI show vulnerabilities and
low social resilience.
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Figure 7: Social Resilience Index (SRI) and frequency of riots in 2023-ytd vs. 2019-2022, selected countries
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Increasing social unrest could have economic
repercussions, stalling much-needed private
investments in infrastructure and onshore extractive
projects, for example. In Latin America, where

public opinion influences contract revisions, growing
investments coexist with challenges arising from
arbitrary decisions, which has already led to a spike in
international arbitration cases in 2023 (Figure 8). While
bilateral agreements with these countries facilitate
foreign direct investments, drastic shifts in US trade
policies could impact local sectors, heightening social
unrest and posing risks to policy predictability.

13
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Figure 8: International arbitration cases registered between January and June 2023, by respondent region/country
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Increasing social

resilience

The relationship between societies, citizens and the
public sector is crucial to government effectiveness
and crisis response. In a world facing new and repeated
challenges, citizens need to involve themselves in public
life to contribute and develop innovative solutions to
the pressing issues of our time: climate change, health
emergencies, violence, growing inequalities and the just
transition. Ideally, citizenship participation increases
policymakers’ accountability, strengthens their response
in times of crises and, ultimately, improves collective
welfare. Citizens and policymakers need to rethink how
to dialogue, create collective action and participate

in decision-making. If the pandemic taught the global
community a lesson is that effectiveness relies in
coordination at the local, national, regional, and global
levels.

Countries that score high on our SRI tend to have
the highest levels of civil participation. In Figure 9,
we plot the World Bank’s civil participation index®
against our Social Resilience Index. We find that
countries with high social resilience have the highest
levels of civil participation: this list includes Denmark,

Finland, Switzerland and Iceland. Conversely, countries
with low social resilience tend to have low levels of civil
participation: this includes Iraq, Iran, Syria and Yemen.
On the surface, this would support the philosopher
Alexis de Tocqueville’s theory that the rule of law and
government performance are positively correlated with
overall political participation. However, this conclusion
is simultaneously true and flawed. Professor Russell J
Dalton’s” “participation gap” could offer the missing
link that would make Alexis de Tocqueville’s democratic
principle true. As education and social status are strong
predictors of citizens’ political engagement, their voices
are louder across societies. In an egalitarian society,

like those we see in the Nordics, this poses a problem
for a very small minority. However, in countries that
exhibit large levels of inequality, minority voices are
often unheard; as a result, governments fail to meet their
needs. To add to this, the rapid digitalization of societies
runs the risk of widening the gap further as access to
skills and platforms is not widespread. This could increase
further social risk.

¢ Which denotes the extent to which major civil society organization are routinely consulted by policymakers, how many people are involved in them,
women can participate and candidate nomination for the legislature within parties is decentralized or made through primaries.
7 Dalton, R. J., & Weldon, S. (2014). The Participation Gap. Oxford University Press.
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Figure 9: Civil participation, social risk, and population (bubble size)
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The rise of artificial intelligence (Al) could further agriculturally based to manufacturing-heavy, before
weaken social resilience by increasing job losses evolving towards services-led-economic-growth. With
and the spread of misinformation. If it delivers, Al the risk of Al replacing humans in manufacturing

could have huge effects on economic growth. But and services, it is worth considering whether EMs

this would be a double-edged sword: On the one will be mostly untouched by the Al revolution as is
hand, it could bring about lower operational costs quoted in literature®, or whether they will suffer the
and higher productivity, but on the other, it could most with an interruption in the traditional economic
also create massive labor displacement, job losses development process. In Figure 10, we compare the Al
and ultimately - higher inequality. Furthermore, the Government Readiness Index’ with levels of vulnerable
Al revolution leaves a question mark on the path to employment®® as a percentage of total employment by
development for emerging economies. Historically, country.

economies advanced by transitioning from being

8 Labor Market Exposure to Al: Cross-country Differences and Dlstr|but|onol Impl|c0t|ons (2023). IMF https: [[www imf.org/en/Publications/WP/Issu-
L-Impli

? An index published by Oxford Insights which considers three pillars of government preparedness: technology pillar, data and infrastructure pillar,
and the government pillar.

1 Vulnerable employment is defined by the International Labor Organization (ILO) as being a family worker or self-employed. Having a high share of
vulnerable employment could be interpreted as being an agriculture-based economy.
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Figure 10: Al government preparedness index, vulnerable employment, and population (bubble size)
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Despite its reticence to regulate the Al market - unlike
the EU, which is currently debating an Al act!! - the
US leads the government readiness index because

of its strong technology sector, closely followed by
Singapore and the UK. On the upper left-hand side

of Figure 11, we clearly see that advanced economies
are both better prepared and have a lower share of
workers in vulnerable employment. But since the major
impact of the latest developments in Al technology will

be felt in white collar jobs, disproportionately affecting
women, high-skilled labor and higher-paid workers, it

is worthwhile to consider whether such jobs that are
likely to be impacted by Al should also be included in
the vulnerable employment category — as seen in Figure
11. In the meantime, government preparedness is the
best tool available to avoid the crudest effects of Al
automation in labor markets while being best positioned
to benefit from Al-led economic growth.

1 The EU’s Al Act includes regulations that focus on the risks of Al, as well as measures to boost transparency and liability. Similarly, China is also
introducing regulations that focus on responsibility, privacy, accuracy and misinformation risks — similar to the rules the EU wishes to impose.
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Figure 11: Jobs at risk of automation and their hourly earnings, in US (in %)
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Appendix 1: Indicators and methodology of the Social Resilience Index (SRI)

Indicators

We use twelve indicators for the SRI that are readily available for most countries:

W

0 ® N O W

Real GDP per capita growth trend: We compare the average annual growth in the last three years to the
average growth prior to that since 2000. This approach reflects that the potential for social risk can also rise

in high-income EMs (such as Chile or in the GCC) and AEs if the (relatively high) level of economic welfare is
deteriorating or being perceived to deteriorate.

Labor force participation: The higher the share of the labor force in the working-age population, the lower

the potential for discontent. This indicator is better than the unemployment rate, which is measured very
inconsistently across countries.

Income inequality measured by the GINI index.

Public social spending on education, health and social protection, which reflects the importance of social policies
and networks in a given country.

Political stability and absence/presence of violence, reflects together with

Government effectiveness and

Corruption perception how effective a government is perceived at doing its job.

Trust in government indicates the share of people that trust their national government.

Vulnerable employment is made up of own-account workers and contributing family workers who are less likely
to have social security coverage and to benefit from other forms of social protection.

10. Imports of food and fuels as % of GDP reflects together with
11. Currency depreciation the scope for imported inflation, notably for foodstuffs and energy, which is a typical

trigger for social discontent.

12.Fiscal revenue as % of GDP captures a government’s capability to respond with fiscal stimulus to crises.

Methodology

To make the data comparable across indicators, each of them was rescaled from 0 to 100 with 0 denoting the lowest
resilience/higher risk and 100 the highest resilience/lower risk. Then the SRI was calculated as the average of the sub-
indicators, thus also ranging between 0 and 100. Note that in 2023, we renamed the indicator social resilience index
(from social risk index) to reflect the scoring system more appropriately, but the methodology remained unchanged.
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Appendix 2: Social Resilience Index (SRI) ranking and score

Figure 12: Social Resilience Index (SRI) ranking (from 1 = best to 185 = worst) and score (from 0 = highest risk to 100 = lowest risk)
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SRI SRI
Rank Rank
Economy score Rank |Economy score
change* change*
change* change*

101  Vanuatu 41.9 -6.6 -21 147  Gambia, The 30.7 -12.7 -46
102  Cambodia 41.8 +4.2 +31 148  Sri Lanka 30.3 -4.0 -1
103 Vietnam 41.7 -8.2 -27 149  India 30.2 -10.9 -37
104  Mexico 41.6 +5.3 +32 150 | Burkina Faso 30.1 -10.2 -30
105  Malaysia 41.6 -11.7 -43 151  Togo 29.5 -4.0 2
106  Bolivia 415 -0.2 +3 152 Suriname 29.3 -5.9 -9
107  Bhutan 413 -9.0 -34 153  Congo, Republic 29.2 +3.6 +22
108  Tanzania 40.6 -2.5 -4 154  Pakistan 28.7 -2.5 -1
109  Mongolia 40.5 -7.1 -22 155  |Iran 28.6 +2.0 +18
110  Egypt 40.4 -8.5 -32 156  Eswatini 28.5 -16.2 -57
111 Ecuador 40.0 +2.1 +20 157  Morocco 28.3 -10.4 -29
112 South Africa 40.0 -7.6 -23 158 Congo, DR 27.9 +13.5 +27
113 Kyrgyzstan 39.8 +2.1 +19 159  Cameroon 27.7 -7.8 -20
114 Iraq 39.7 +10.2 +48 160  Djibouti 26.6 -12.3 -34
115  Indonesia 39.6 -6.6 -19 161  Guinea-Bissau 264 +2.1 +17
116  Niger 39.1 -5.9 -18 162 | South Sudan 26.1 +1.3 +15
117  Panama 38.9 -3.6 -11 163 | Papua New Guinea 26.0 -3.2 +2
118  Tunisia 38.7 -8.4 -23 164  Sierra Leone 26.0 -5.5 -12
119  Benin 384 -3.5 -11 165  Zambia 25.9 -4.3 -7
120  Tajikistan 37.8 +11.0 +51 166  Madagascar 25.9 -5.0 -11
121 Cote d'lvoire 37.1 -0.1 +13 167 | Laos 25.7 -0.7 +7
122 Paraguay 36.7 +1.3 +19 168  Myanmar (Burma) 25.7 -2.7 -1
123 Rwanda 36.6 -3.9 -6 169 Libya 25.5 -15.4 -55
124  Namibia 36.6 -11.4 -40 170 | Central African Republic 25.4 -4.0 -7
125  Senegal 36.6 -3.9 -7 171 Yemen 25.2 -4.6 -11
126  Nicaragua 36.5 +6.9 +35 172 Mauritania 25.1 -5.2 -15
127 Thailand 36.1 -4.8 -12 173 Nepal 24.8 -16.8 -63
128  Ghana 36.1 7.2 -26 174  Zimbabwe 245 +3.6 +7
129  Ethiopia 36.0 -4.5 -10 175 Angola 23.7 -0.1 +4
130  Gabon 35.2 -5.8 -17 176  Chad 23.4 -4.0 -7
131  Liberia 34.7 +0.7 +17 177  Nigeria 18.6 -2.0 +5
132 Malawi 344 +3.9 +24 178 | Afghanistan 18.1 -2.5 +5
133 Lesotho 34.2 -4.5 -6 179 ' Sudan 18.0 +0.4 +5
134  Philippines 34.1 -9.1 -31 180 Venezuela 18.0 -7.0 -4
135  Eritrea 34.0 +7.1 +35 181  Comoros 17.8 -12.2 -22
136  Kenya 34.0 -5.2 -12 182 | Equatorial Guinea 17.0 -12.3 -18
137  Mozambique 33.8 -0.6 +9 183 Lebanon 16.2 -12.4 -17
138  Turkmenistan 32.8 -5.9 -9 184  |Haiti 154 -7.5 -4
139  Sao Tome & Principe 32.7 -3.5 -2 185  Syria 10.6 -15.9 -13
140  Guatemala 324 -4.6 -5 Advanced Economies 71.8 -2.5 0
141 Bangladesh 323 -9.9 -34 Emerging Europe 53.1 +0.0 0
142  Honduras 31.9 -1.5 +8 Middle East 45.9 -0.5 +1
143 Guinea 31.8 -4.2 -5 Latin America 44.1 +2.3 +1
144  Uganda 31.6 -3.3 0 Emerging Asia 42.0 -5.5 -2
145  Mali 31.0 -4.4 -5 Africa 32.2 -3.8 0
146 Burundi 30.8 +2.6 +22 Global average 45.7 -2.1

Source: Allianz Research
Note: * Change compared to 2021 survey.
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Forward looking statements

The statements contained herein may include prospects, statements of future expectations and other
forward-looking statements that are based on management’s current views and assumptions and
involve known and unknown risks and uncertainties. Actual results, performance or events may differ
materially from those expressed or implied in such forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions
and competitive situation, particularly in the Allianz Group’s core business and core markets, (ii) per-
formance of financial markets (particularly market volatility, liquidity and credit events), (iii) frequency
and severity of insured loss events, including from natural catastrophes, and the development of loss
expenses, (iv) mortality and morbidity levels and trends, (v) per-sistency levels, (vi) particularly in the
banking business, the extent of credit defaults, (vii) interest rate levels, (viii) curren-cy exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations,
(x) the impact of acquisitions, including related integration issues, and reorganization measures, and
(xi) general compet-itive factors, in each case on a local, regional, national and/or global basis.

Many of these factors

No duty to update
The company assumes no obligation to update any information or forward-looking statement cont-

ained herein, save for any information required to be disclosed by law. may be more likely to occur, or
more pronounced, as a result of terrorist activities and their consequences.
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