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a beauty contest for the g-20
identifying states with the potential to outperform
· The G-20 has been in the spotlight recently, due in large part to global anxiety prompted by the economic chaos that continued to unfold since year-end 2007. 
· While the G-20 is focused on international economic coordination, the member states are essentially competitors, and we culled data in an attempt to determine which national economies are likely to excel.
· Our conclusions, while they contain a degree of subjectivity, point to China emerging as a winner, based solely on economic data, and not including geopolitical considerations.
· From a qualitative perspective, when we examine recent past economic performance in conjunction with historical considerations, South Korea and the United States are promising candidates for future top-ranking economies in terms of relative performance.
The Group of Twenty (G-20) Finance Ministers and Central Bank Governors was established in 1999, in the wake of the 1997 Asian Financial Crisis. The body seeks to coordinate efforts among major advanced and emerging economies to bring stability to the global financial market. In November 2008, the first G-20 Summit was convened, largely due to the financial crisis that began in 2007. While the group may at times appear to be an informal gathering of concerned and cooperative ministers, the member states are fierce commercial competitors. 
Which among these nations is likely to rank highest in terms of economic prowess in the coming years?
Exhibit 1.  G-20 Members
· Argentina

· Australia

· Brazil

· Canada

· China

· France

· Germany

· India

· Indonesia

· Italy
· Japan

· Mexico

· Russia

· Saudi Arabia

· South Africa

· Republic of Korea

· Turkey

· United Kingdom

· United States of America
· The European Union

Source: www.g20.org. 
WHAT WE FOUND
quantitative rankings plus qualitative judgments
Which economic, social, and/or political indicators should be used when gauging national economic performance? Different metrics may yield contradictory results, and compiling a composite index presents its own set of difficulties in determining weights to assign to each component.
Our informal study address these issues by incorporating a combination of indicators, constructing a different league table for each measure, and then identifying the number of times each country falls within the top ten in each category. We note that, when building our final composite ranking, we somewhat subjectively applied the criteria of “not too cold/not too hot” because, from time to time, the best-performing country as identified by any one of the metrics we’ve selected, might be a nation highly prone to a significant downturn just because it experienced short-term excessive success that is likely not sustainable.  
the quantitative perspective
We ranked the 19 national economies that comprise the G-20 (excluding the European Union) according to their 20-year averages for each of the following indicators, retrieved from Thomson Reuters Datastream’s comprehensive global datasets:

· Net Direct Investment Flows — an indication of how a country is perceived in terms of future return on capital, for investments that represent a long-term commitment to the companies in which investments are made, as well as the stability of investments that are far less liquid than purely financial investments.

· Gross Fixed Investment as a Percentage of GDP

· Terms of Trade

· Productivity (Measured as Real GDP/Total Employment)

· Credit Granted to the Economy as a Percentage of GDP

· Gross National Savings as a Percentage of Investment
· Current Account Balance as a Percentage of GDP

Rankings based on these seven criteria, counting the number of occasions in which each country appears in the top ten, yields the results shown in Exhibit 2.
Exhibit 2. Top-Tier League Table
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Source: Thomson Reuters Datastream. 
That China ranks among the first-place candidates serves as confirmation of its emergence as a world leader. The other high-scoring nations are also not surprising results, except possibly France, whose economy is not praised as often as it is criticized (for its dependence on a large public sector), but which has weathered the 2008-09 recession relatively well.
Exhibits 3, 4, and 5 present a portion of the data behind the rankings in Exhibit 2. 
Exhibit 3.  How the Most Committed Long-Term Capital Flows
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% GDP

UK

3.92

China

3.64

Canada

3.09

Mexico

2.69

France

2.69

Argentina

2.64

Brazil

2.52

Australia

2.40

Saudi Arabia

1.91

Russia

1.81

Germany

1.67

South Africa

1.53

USA

1.44

India

1.21

Turkey

1.16

Italy

0.88

Korea

0.71

Indonesia

0.66

Japan

0.16


Source: Thomson Reuters Datastream. 
CAN INVESTMENT BE DESTABILIZING?
As Exhibit 4 shows, China ranks first according to capacity to devote a high proportion of income to invest. On the face of it, this is a virtue of most developed countries that emerging economies aspire to emulate. Yet it also has the potential to backfire if overextended, prompting pressures from commercial partners and competing countries, as well as domestic consumers who find it an excessive sacrifice. China is now feeling these pressures.
Exhibit 4.  China: Undisputed Champion on Capital Formation
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China 35.80

South Korea 32.03

India 26.20

Japan 25.66

Australia 25.50

Indonesia 23.85

Germany 20.23

Italy 20.14

Turkey 20.07

Canada 20.07

France 19.58

South Africa 19.23

Argentina 18.41

Brasil 17.48

Mexico 17.27

Saudi Arabia 17.03

United Kingdom 16.84

Russia 16.23

United States 15.25


Source: Thomson Reuters Datastream 
Exhibit 5 illustrates the partially counterintuitive conclusion of how productivity has evolved during the last 20 years.
Exhibit 5.  Productivity Ranking: The Short List
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Italy

98.85

Germany

96.98

France

96.04

Mexico

95.79

Australia

95.56

Canada

95.51

Japan 

95.07

UK

94.33

US

93.27

South Korea

91.51

Turkey

87.81


Source: Thomson Reuters Datastream 
qualitative judgments: SURVIVING a HARSH ENVIRONMENT
Despite these data rankings, many questions remain; there is no tidy method to project which of the G-20 economies will lead the pack going forward. But we can try to incorporate qualitative elements that benefitted other countries in the past, and attempt to determine which of the G-20 are best positioned for these characteristics. We can also seek to answer, based on history, which countries demonstrate a capacity to reinvent themselves. Within the G-20, there are good candidates to represent each of these qualitative measures. 

beneficial characteristics?  historical parallels
After World War II, several countries succeeded in paving paths to prosperity, but two climbed to the top of the economic league table, ranking second and third until very recently: Japan and Germany. Both of these countries shared several features, including: being ravaged by War World II; persevering to overcome difficulties of the post-war period; being subjected to Cold War pressures (Germany to the USSR, and Japan to both the USSR and China); emerging from authoritarian regimes; and lacking natural resources. Moreover, they share two important economic features: they became successful export-oriented economies and, consistent with that, their national savings ratios swelled.

Which of the G-20 countries shares these features? Apart from Germany and Japan themselves, South Korea bears strikingly similar traits: rapid recent development; export-oriented; a tense border with neighbor North Korea; lacking in natural resources; and, a high savings rate as a percentage of investment (though we note that, even with its high savings rate, South Korea lags behind Germany in terms of its respective gross national savings as a percentage of investment for the last 20 years, on average). 

Still, South Korea’s focus on education and its openness to adopting new technologies make it a suitable candidate as a country well positioned to compete for the best-performing economy ranking. One caveat: as in the case of unification of Germany, the possibility of a North/South Korean unification would put an enormous strain on South Korea’s resources.  
capacity for REINVENTIon: a TALE OF THE UNITED STATES
Again, while a qualitative call, there are several countries that could rank first as the would-be best-performing national economy if we examine the capacity to adapt and reinvent. However, the US may have an edge here, for its historically proven ability to make substantial social and economic change while maintaining political stability.

During the 20th century, the US reinvented itself on at least three or four occasions: during the Great Depression; after World War II; during the Sixties (with racial integration); and in the Eighties, when the economy embarked on an almost uninterrupted 18-year period of strong growth. Now, confronting a deep financial and economic crisis, the US once again faces the challenge of a new reinvention. While the jury is still out, the election of Barack Obama is in itself another sign of that reinvention capability.

Other countries have also shown a strong capacity for reinvention. To mention a few: China, with its “one country/two systems” policy; Russia, after it implemented the political and regulatory changes of the early Nineties; South Africa, emerging from an apartheid state; and, again, Germany after unification. However, the jury is also still out on China, which may face difficult political choices, as well as pressures resulting from its high rate of internal investment. Russia has still to dispel doubts remaining about its political system. And both Russia and China continue to face concerns about the extent to which legal security is guaranteed. For the time being, South Africa, while encouraging, has yet to see promise fulfilled. 
While Germany is a good candidate to claim the top-ranking position as leading economy, its next reinvention will be intertwined with the European Union which is not yet mature enough as a political entity that might participate as such in this competition.

The inescapable conclusion then leads us back to the US as the country most likely capable of implementing a successful reinvention in coming years. 
CONCLUSIONS

Evaluations such as this one to forecast which one of 19 national economies will emerge in the top spot are rife with conjecture, but history and data can yield informed projections. The measurement of how countries have performed, on average, for the last 20 years, leads us to conclude that China is the most promising country in terms of future economic growth potential.

However, the future is not just made of economic growth but of other qualities, as well, that can dramatically change trajectories. As such, we also think that the US could claim the No. 1 slot in economic performance, even if its most recent comparative performance pales in terms of the applied criteria. In addition, while far from being a big economic and military power, South Korea also looks promising. 

Thus, choosing China is a data-driven and inescapable conclusion. Including South Korea, Germany, or France is part data-driven, part qualitative. Other candidates, like the US, surface based on proven capacity to surpass itself in difficult times. But one can’t discard that any other of the G-20 (or even beyond the G-20) will emerge as a striking, if unexpected, success. 
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