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The leading political and
economic position of the

US is currently under threat
by global competition, but
key trends in demography
and innovation could change
the equation.

The US has held a favored global political and economic position
for the past 30 years—but international competition is getting
tougher and threatening this status. Changing political and
economic expectations can provoke uncertainties about a path
forward and how the US can thrive.

Yet, if we take a moment to step back and examine long-term
trends, there is cause for optimism around the US economy
and its place in the world. This article looks at three key areas
that underline US economic optimism: (1) demographics,
(2) innovation trends, and (3) the relative position of the US and
global competition.

TANGIBLE TAILWINDS

Unlike most other advanced
economies, the US population
will continue to grow for years
to come. The US government
projects that today’s population
of 336 million will increase
by 11% in the next 30 years,
reaching 373 million people.!
In contrast to past decades,
this growth will largely come
from immigration rather than
domestic birth rates, especially
as millennials age out of their
peak child-bearing years in
the 2030s.

The US has continued to
accept a steady stream of
new residents in recent years
which, in turn, has added
economic benefits. Immigrant
populations are more likely
to start new businesses than
native-born Americans.> They
are more mobile, providing the
ability to move where labor is
most needed. They also have
a higher rate of labor force
participation, amplified by the
fact that nearly 80% of the
foreign-born population is of
working age.’

The US’ projected population
growth is  even  more
pronounced when compared
to other developed economies
or geopolitical competitors.
China possesses a larger
outright population at over one
billion people, but this size is
reaching a plateau and likely
decreasing.* Other G7 and
EU economies are facing more
dramatic population declines,
especially against US growth,
as detailed in Exhibit 1.
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US labor participation is also recovering from the pandemic, as
the prime-age labor force (ages 25-54) is back at pre-pandemic
levels.’ The speed of the recovery by the prime-age labor force is
remarkable, as it happened within three years of the pandemic
shock. In contrast, it took over ten years after the Great Recession
for a similar recovery. And while the overall labor pool size is
reduced from its 2020 size, largely driven by older workers not
returning to the workforce post-pandemic, other bright spots
for potential growth include historically high labor participation
rates by women and African Americans, an encouraging trend
that should be monitored.®

EXHIBIT 1: DEMOGRAPHIC DECLINES IN CHINA,
EUROPE, AND THE US

Source: UN Population Division
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INNOVATION TRENDS

Innovation is a  major
contributor  to  economic
growth and development.” As
the world increasingly leans
into the fourth industrial
revolution, innovation will
continue to be a driver
of economic growth and
investment attraction. Global
competition around innovation
is high, as both economic
and security reasons compel
countries to deliver new
platforms and solutions.

EXHIBIT 2: Al PRIVATE INVESTMENT AND NEWLY FUNDED Al FIRMS, 2022

Source: Stanford University; Oxford Analytica
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Currently, Alisleading the contest for innovation,
and the early indications support a positive view
for the US. Rather than being led by government
policy, Al innovation is particularly driven by
the private sector. Recent private investment
placed into US-based Al firms far outweighs
those placed in China or elsewhere, as do the
total number of Al-focused companies founded
(Exhibit 2). Given China’s state-led approach to
economic growth, it may be difficult for China
to boost innovation as it requires relinquishing a
level of state control.?

That is not to say that government assistance
is not worthwhile. China’s policy actions have,
after all, helped the country lead in electric
vehicle manufacturing. Yet, even here the recent
US policymaking response shows promise. The
Inflation Reduction Act, Build Back Better Act,
CHIPS and Science Act all explicitly target
innovation and economic competitiveness and
have led to billions of dollars in new investment.’

A more active industrial policy from the US
government is putting significant financial
resources towards boosting innovation. Rising
domestic manufacturing numbers and investment
flows may prove durable and popular enough to
form a long-term trend that can outlive partisan
rivalries. Indeed, greater government financial
support for scientific R&D is a bipartisan
concern, providing additional momentum.'’

Taken together, significant private and public
investment into innovation support continued
strength for the next wave of industrial growth.
The US already enjoys advantages as the home
of many world-leading technology companies.
With high barriers to entry for digital platforms
and data-driven segments at this stage, these
leading firms may add to long-term advantages
for the US."

Recent private investment
placed into US-based Al firms
far outweighs those placed in

China or elsewhere.
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RELATIVE GLOBAL POSITION

International competition
is rising. China’s impressive
growth continues to pace several
sectors. Other countries, be
they traditional powers or what
some are labeling as “swing
states,” wuse their financial
influence, commodity exports,
geopolitical ~ positioning, or
other strengths to dictate terms
more robustly than in the
past.'” Yet, despite the recent
rise of various powers, the US
retains advantages for this age
of competitiveness.

While China’s economic
strengths are many, concerns
remain  with the business
environment.  Rising  state
interference ~ with  foreign
businesses,opaquepolicymaking
and a non-convertible currency
all present challenges. A recent
EU report highlights the outflow
of foreign investment precisely
because of the current political
environment in China.® While
Hong Kong offers exceptions

to some of these issues, the
Chinese mainland faces
structural  difficulties as a
course correct appears unlikely
in the near term. The US, on
the other hand, has a more
open business environment,
with a relatively transparent
policymaking process and a
highly convertible currency.
Foreign direct investment (FDI)
numbers reflect the success
of this model. As Exhibit 3
shows, foreign investment
into China, as a percentage of
GDP, is slowing to levels not
seen for years.* Meanwhile,
in 2021 the International
Monetary Fund showed inward
FDI to the US reaching over
$500 billion, placing it in first
place, and higher than China’s
$360 billion.'”S As Newmark’s
research highlights, this is
a trend that pre-dates the
industrial policy legislation
of 2022.1

Looking beyond China, other powers bring unique value-adds
to today’s competitive environment. The EU, for example, has
significant financial influence and a powerful single market with
more consumers than the US. Ambitious “swing states” also carry
their own points of leverage. For example, Turkey is an active
geopolitical player with geographic importance, Indonesia has a
large population and large rare earth deposits, and Brazil is both
South America’s largest power and a major commodity supplier.

And yet, the total advantages that the US brings to bear is singular
in a way that none of these locales can match across the board.
The United States is a key player in every aspect where swing states
are active, be it as a buyer or supplier of goods, or a leader in the
geopolitical space. The combination of these positions maintains
the country’s considerable influence, provided the US unites them
with defined focus (as we see now with strategic supply chains
around battery materials). Even when comparing against the
EU, which shares similarities in economic scale and makeup, US
industrial policy actions provide added incentive in an area where
the EU historically had more institutional focus.

While the EU has had stricter environmental policies than the US
for some time, recent US policy moves are proving competitive.
The CHIPS and Science Act, for example, is more lucrative and
reduces more bureaucratic hurdles when compared to the EU’s
incentives. It is worth noting that even where the US is individually
at a disadvantage, it can marshal consensus from a range of both
allies and more transaction-based states. The US’ financial,
political, military and cultural significance lend it a unique weight
that, while not the unipolar power it was 20 years ago, still gives
it a preeminent position.

EXHIBIT 3: FDI FLOWS INTO CHINA

Source: World Bank; US Bureau of Economic Analysis

EXHIBIT 3: FDI FLOWS INTO THE US

Source: World Bank; US Bureau of Economic Analysis
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GOING ON HOLIDAY

HR McMaster, a former US lieutenant general and national
security advisor, describes the post-Cold War years as a “holiday
from history.”'” While those in the US may perceive a comparative
decline over the past 30 years, the country is only reverting to the
historicalnormof heightened competitionratherthanexperiencing
fundamental decline. And it is in this environment that
US advantages in demographics, innovation and relative global
position provide optimism for success.

These three factors are not the full, complex picture, but they
remain core trends that favor growth and investment, particularly
as they interplay among each other. For example, nearly two-
thirds of AI companies in the US are founded or co-founded
by immigrants." This advantage can boost US attractiveness
as it looks to lead the next wave in technological growth — and
resulting investment.

While the make-up of the coming economy may look
different from the past, investors would be wise to consider the
underlying, competitive advantages presented by US in this age of
rising competition.
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REVIEWER RESPONSE

WhileIdonotdisagree with the
author’s conclusions, I would
with the

quibble opening
premise that international
competition is getting

tougher and threatening the
US’ favored global political
and economic position. My
personal view is that there
are larger forces at work,
impacting the globalization
and integration that we’ve
enjoyed the last 30 years.
Today there is a new world
of economic nationalism and
competition for resources that
is shifting the geo-political

and investment landscape.
The author’s conclusions
nonetheless hold true -

that the US is indeed well
positioned, especially vis a vis
demographics and innovation.
The last point is particularly
important as  innovation
fosters growth and investment
across sectors, which we are
seeing now with the impact
of Al Overall, the article is
well written and provides a
nice investment case for the
US versus other geographies /
countries.

— Thomas Brown
Partner,
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Editorial Board
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