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Why Emerging Markets Now 

Only a year ago the story prevailing in global markets was black and white. The US was headed for 
recession, with no way out, and China was heading for a reopening boom. Neither happened, and 
now the consensus has changed its mind, completely. China is the new Japan, doomed to 
stagnation, and America is the resilient miracle economy, with ominous implications for emerging 
markets. Weak Chinese growth will spillover to other emerging markets, a resurgent dollar will 
undermine EM returns, and so on. Rather than wait for the consensus to flip flop again, we’d point 
out that the fundamental case for EM doesn’t change with these mood shifts. 
 

The Decadal Cycles 

The global markets don’t move in straight lines, they move in cycles, with new winners arising in each 
decade. After a lost decade for international investing in the 2010s, the likelihood is that emerging 
markets will find their stride again in the 2020s. 

 

Chart 1. Average Annual Stock Market Returns by Decade, US v Rest of World in Real USD Terms 
(Percent) 

 
Source: Credit Suisse, DMS Database 2022, Copyright © 2022 Elroy Dimson, Paul Marsh and Mike Staunton Note; ROW = Rest 
of World 

 

Returns Follow Growth  

Historically EMs have outperformed when their GDP growth lead over developed markets was 

widening. Despite the gloom around China, that gap is expected to widen in coming years. 
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Chart 2.  Relative Performance of EM Equities (in blue), and EM Growth Relative to DMs (in yellow) 
(Indexed; Percentage Points; Dotted line Shows IMF forecasts) 

 
Source: Bloomberg, IMF forecats, Breakout Capital Calculations 

 
The Cracks in the Dollar 
 

The US is running steep deficits alongside a tight monetary policy, which is a classic recipe for a spurt 

of growth and dollar appreciation, as we are seeing now. It’s also a recipe for longer term decline, 

which is already overdue. The normal upswing in the dollar cycle runs 6 or 7 years, while the current 

upswing is 12 years old. 

 

 

Chart 3. Dollar Index 
 (Red arrows Show the Upcycle Duration) 

 
Source: Bloomberg. Note; The chart shows the DXY Index 
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Quality Companies 

There are plenty of high quality companies in emerging markets. And EM has a higher share of 
companies that fit these criteria than DM does. 
 

 

Chart 4. Share of High Quality Companies and Valuations 
(Percent of GDP) 

 
Source: Factset, Breakout Capital Calculations. As of September 1, 2023. Companies with market cap larger than 5 billion. High 
ROE is defined as greater than 15%. Low leverage is defined as having net debt less than 2x EBITDA. Excludes Financials. 

Underweight EM by Any Measure 

Using standard approaches, based on the size of their economies or markets or earnings or efficient 

risk allocation methodologies, investors would allocate somewhere between 11 and 42 percent of 

their portfolios to emerging markets. That is far higher than their actual allocations today.   

 

Chart 5. Emerging Market: Optimal vs Actual Allocation to EM Equities (%) 

 
Source: Bloomberg, EPFR (Emerging Portfolio Fund Research) , eVestment, Factset, IMF, Global Financial Database, Morgan 
Stanley, Breakout Capital Calculations. Note: Max Return/Risk (since 1998), and Max Return/Risk (since 1925) 
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Disclaimer 

Breakout Capital has entered into a strategic relationship with Rockefeller Capital Management ("RCM"). Neither RCM 
nor its subsidiaries has any investment or trading authority or risk management responsibility for Breakout Capital or 
over the positions held by Breakout Capital’s clients, including the Fund. RCM provides ongoing human resource related 
services to Breakout Capital. RCM has also been appointed as a placement agent for the Fund.  

Past Performance is no guarantee of future results. In considering the performance information contained herein, 
prospective investors should bear in mind that past, forecasted or targeted performance is not necessarily indicative of 
future results, and there can be no assurance that comparable results will be achieved. This newsletter is accurate as 
of its date, and no representation or warranty is made as to its continued accuracy after such date. None of the Fund or 
any of its authorized representatives has any obligation to update this newsletter at any time in the future. 

Breakout Capital is a registered investment advisor. Registration does not imply a certain level of skill or training. The 
views of Breakout Capital expressed herein were current as of the date indicated above and are subject to change. Any 
performance data quoted represents past performance and does not guarantee future results. This communication 
does not constitute investment advice and is for informational purposes only. An investor should assess his/her own 
investment needs based on his/her financial circumstances and investment objectives. Neither the information nor any 
opinions expressed herein should be construed as a solicitation or a recommendation by Breakout Capital to buy or sell 
any securities or investments. To the extent that any information contained herein has been obtained from third-party 
sources, such sources are believed to be reliable, but Breakout Capital has not independently verified the accuracy of 
such information.  

Certain information contained in this document constitute “forward-looking statements,” which can be identified by the 
use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” ‘forecast,” 
“intend,” “continue,” “target,” or “believe” or the negatives thereof or other variations thereon or comparable terminology. 
Due to various risks and uncertainties, actual events or results or the actual performance may differ materially from 
those reflected or contemplated in such forward-looking statements. 

For accredited investors only.  

 

 

 


