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Front Running Ray Dalio, Legally!

Ray Dalio, founder of the world’s largest hedge fund, Bridgewater Associates, believes India will
record the fastest growth of any major economy for the next 10 years. In an interview, he stated
that “We do a computerised study that forecasts what the fastest-growing economies will be based
on certain key performance indicators. In my study, India has the best projected next-10-year
growth rate, using data for the last 60 years.”

So, why does one of the world’s leading investors like India? Ray has been sharing his knowledge on
what he calls Economic Principles, a 134-page detailed analysis on how the economic machine works
and how different economies succeed and fail over time. In this, they find India’s growth to be the
most compelling due to:

= Attractively priced cost of labour and production
= High innovation relative to income

= Reducing inefficiencies through reforms

= Low debt relative to income to drive spending

However, India’s markets remain difficult to access at scale for huge investors like Bridgewater. This
gives smaller players an opportunity to get ahead of the game and benefit from the structural
growth on offer for investors.

Bridgewater’s Formula for Economic Success

To understand why he stated that India has the best projected growth, we very briefly summarise
Bridgewater’s study here. However, for those that want to read the entire paper click here.

Bridgewater’s research into the Formula for Economic Success is built from a top down perspective,
based on fundamental cause-effect relationships. According to their big picture analysis, the
productivity and indebtedness of a country are the lead indicators that determine economic success.
Rather than fitting the data, Ray and his Bridgewater team used a simple logic-weighted index on
these two indicators (two thirds for productivity and one-third for indebtedness) for each
component. Together these indicators were 84% correlated with predicting a country’s subsequent
10-year growth rates going back 65 years. Based on this, Bridgewater’s estimates for real growth for
the next 10 years are shown below.



India:
China:
Mexico:
Argentina:
Thailand:
Singapore:
Brazil:
Korea:
Russia:
United Kingdom:
United States:
Australia:
Hungary:
France:
Germany:

Japan:

Canada:
Spain:

Italy:

Greece:

IN
CN
MX
AR
TH
SG
BR
KR
RU
GB
us
AU
HU
FR
DE
P
CA
ES

GR
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Source: Ray Dalio, Economic Principles, 2017

Productivity

Productivity is driven by how cost effectively one can produce, so competitiveness will have a big
impact on growth. Specifically, people are the largest cost of production and countries that offer the
best value (i.e. productivity adjusted for cost) generate the most demand and hence the highest
growth rates. Ray calls this the cost of production arbitrage, and the magnitude of this competitive
arbitrage is driven by the cost of a country’s workers relative to how hard they work, their
education, and investment levels. This is by far the biggest driver to growth. Culture is another big
driver of productivity, as countries that have people who work hard, strive to innovate and allow an
efficient market-based economy to thrive will prosper over those that don’t.

Indebtedness

Indebtedness varies from country to country depending where they stand in the long-term debt
cycle. For countries where debt levels are low relative to income levels and are rising, spending
generates rising incomes and rising net worth, which raise borrowers’ capacity to borrow, which
allows more buying and spending. However, since debt can’t rise faster than money and income
forever, there are limits to debt growth. Countries that have low amounts of debt relative to
incomes, and debt growth rates that are low in relation to income growth rates, along with
supportive monetary policies will grow faster than those that don’t.

The table below illustrates some of the sub-components and factors used to assess productivity and
indebtedness used by Bridgewater.
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Productivity

Producing more by
working harder or
smarter

Weight - 65%

Countries that offer
the most value for
money do better
than those that

Levels of Education

E.g. % Educated of working age
population at primary,
secondary and tertiary levels

Working Hard

E.g. Unemployment rate, hours
worked, actual vacations

Labour Productivity

E.g. World value survey, hours
worked, actual vacations taken

don't
E.g. Household Savings %,
Investment . .
Investing % of Nominal GDP
E.g. Labour force participation,
Self Sufficiency Hours worked, ease of

Culture influences
the choices people
make and the
effectiveness of an
economic system

hiring/firing

Savouring vs

E.g. World value survey, hours

Indebtedness

Swings in credit drive
swings in spending and
economic growth

Weight - 35%

Countries with low
indebtedness have

much more room to
increase spending
and income from
credit expansion

Achieving worked, actual vacations
E.g. Enforcing Contracts,
Rule of law L
protecting investors
. E.g. Transparency index,
Corruption . . .
diversion of public funds
E.g. Starting a business, burden
Bureaucracy .
of government regulation
. E.g. R&D Expenditure, # of new
Innovation .
patents, Entrepreneurship
E.g. Total and External Debt as
Debt Levels

% GDP, Debt Service as % GDP

Credit Growth

E.g. Debt Acceleration, Debt vs.
income, total external debt

Monetary Policy

E.g. Yield curve, Inflation
volatility, nominal rates, money

supply
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So why did India score so strongly?

While countries that operate efficiently will grow at a faster pace than countries that operate
inefficiently, the countries that will grow the fastest are those that have big inefficiencies that are
disposed of. As an example, in the 1970s and 1980s, China had a well-educated, intelligent labour
force that could work cheaply, but faced a closed door policy. Reforms in the late 70’s unleashed
China’s potential. “That is why | am most optimistic about inefficient countries that are
undertaking those sorts of reforms.”

According to Bridgewater’s measures, India is best placed to see productivity growth at this point,
driven by a very youthful, low cost, hardworking and achievement-oriented labour force. India also is
very good in innovation and commercialising innovations relative to its income level. India is
investing heavily in research and innovation, and its outputs from innovation, including inventions
and earnings, are very high. Finally, relative to its income, whilst India has somewhat high
bureaucracy and red tape, it has surprisingly low corruption levels and somewhat strong rule of law.

India has the ingredients to grow income per worker around 9% annually over the next decade. It
also has sizable potential to boost its growth rate if it can reduce its inefficiencies through reforms,
something that Prime Minister Modi is working on. Whilst China scores better than India along most
measures of what a country offers, Chinese incomes have grown considerably over the last two
decades. India looks to have the most attractively priced educated population in the world with the
cost of a quality adjusted worker in India about a 10th that of a worker in the US (Not all that
different to what China was 20 years ago). This is particularly significant given India appears just as
innovative and commercial as the US when one accounts for its stage of development.

“l think the most important thing is technology. | would say, as we’re dealing with technology in
particular, and you’re making the move toward computers thinking or artificial intelligence, | think
India is a force.”

Compared to much of the developed world, which has reached its long-term debt peak and is
deleveraging, India’s low indebtedness means there is much more room for spending and income
growth to come from credit expansion.

So how do we front run Ray Dalio?

Bridgewater are usually clandestine about their positioning, but Ray has been open about his views
on China and India. Bridgewater already run a China fund and when asked about the potential of
launching an India fund, he stated “It’s all a function of the liquidity and the accessibility of the
market. That’s our issue. When it improves enough, we will be there.” | can understand why
Bridgewater will have to wait. Whilst they trade India in their current funds, to run a fund dedicated
to India that is meaningful in size for them, India’s financial markets would have to get bigger,
particular in the instruments that they predominantly trade in. When he talks about accessibility,
this is due to the fact that foreign investors need a licence to invest in Indian stocks and derivatives.
Although the current size is a problem for Bridgewater, it certainly isn’t for individual investors and
us, as India’s share market is bigger than Australia’s with average turnover of USS5-6bn/day and a
market cap of ~USS3trillion.
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There is no coincidence that China and India are forecasted to be the top two fastest growing
economies and why Bridgewater are either looking or already there. Their growth is structural and
not going away anytime soon. By investing now, you can not only front run Ray Dalio and

Bridgewater, but also indices and global investors that will no doubt increase their allocation over
the coming years.



