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Outlook

There are two broad themes that have stood out for emerging market returns this year:

1.

Artificial-Intelligence: The Al-inspired rally spread to emerging markets this year. The five
top stocks in MSCI EM account for around 80% percent of total returns, their highest share in
five years, and most are tied to Al (Hon Hai, SK Hynix, TSMC, Meituan, and Tencent). This
echoes the story in the United States where, year to date, the Al giant Nvidia is up 165% and
accounts for almost 50 percent of S&P 500 returns.

We continue to believe that this momentum will slow as investors return to focusing on the
monetization potential of Al, and the high capital expenditure that will likely weigh on the free
cash flows of the market winners today—mainly semiconductor-related companies. Money
flowing into Al has left many other, high-quality EM companies trading at inexpensive
valuations; based on trends over the last 8 decades, we expect some of these overlooked
stocks to emerge as winners in coming years.

Elections: This is a historic year with more than 30 elections, and nearly 50 percent of the
global democratic population going to the polls. With investors wondering how newly elected
leaders impact economic and market performance, we looked at some of the key questions:
does it matter if a leader was the challenger or the incumbent? Is right or left-wing? Leads a
strong majority or a weaker coalition government? We found that only the first question
really seems to matter: new leaders are strongly associated with higher growth and returns,
but their ideology and parliamentary backing have little impact.

Studying 50 large democracies since 1980, we discovered 70 new leaders who lasted
beyond one term. We found economic growth declines the longer a leader stays in office,
especially in emerging countries, where institutional constraints are fewer and leaders can
have a more meaningful impact on economic outcomes. In emerging markets, growth

averaged 5.3 percent in a leader’s first term, 4.4 percent in the second and just 3.5 percent
in the third. Similarly, the stock market typically outperformed peers by 20 percent in a
leader’s first term, generated middling returns in the second term, and significantly
underperformed during the third.



Economic and Financial Market Impact by Leadership Term
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When left-leaning candidates win, investors often take flight—but not necessarily for long.
What matters more than ideology is the policies leaders adopt in office: a classic example is
Brazil in 2002; Luiz Inacio Lula da Silva had sounded like a radical on the campaign trail,
investors fled when he won, but returned when he turned economically orthodox once in
office. The basic pattern—of a non-ideological market response to political leaders—is well
established: one study covering 24 OECD countries over 173 elections since 1980 showed
no statistically significant differences in returns under left-wing and right-wing executives.

History also shows that like left wing leaders, fractured parliaments are not necessarily bad
economic news either. In countries such as India, Brazil and Italy, the economy has done
better under minority governments. Coalition politics can check the power of developing
world leaders and prevent them from pursuing extreme economic policies. India, for
example, adopted a less socialist approach to policymaking only after it became a true
multi-party democracy in the late 1970s, and the economy started to shrug off stagnant per
capita income growth in the following decades.

Of course, politics is only one of many factors that shape emerging markets, and leaders are
only one of many political factors. But this is a start, and the takeaway is clear: for investors
trying to get a grip on the likely impact of 2024 elections, it is better to start with how new
the winners are, not where they stand on the political spectrum or how strong their majority
is.



Disclaimer

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

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. Breakout Capital's views
regarding certain potential market and economic trends are as of the date of this quarterly letter. These views are
subject to change at any time without notice. This newsletter is accurate as of its date, and no representation or warranty
is made as to its continued accuracy after such date. Breakout Capital 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.
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This information is not and may not be relied on in any manner as legal, tax, investment, accounting or other advice.

The MSCI Emerging Markets Index (the “MSCI EM Index”) is a free-float-adjusted, market-capitalization-weighted
index designed to measure the equity market performance of large- and mid-capitalization companies across
emerging market countries.

The MSCI All Country World Index (the “MSCI ACWI Index”) is a free-float-adjusted, market-capitalization-weighted
index designed to measure the equity performance of large- and mid-capitalization companies across both developed
and emerging markets. The index includes 23 developed markets and 24 emerging markets.

The MSCI USA Index (the “MSCI US Index”) is a free-float-adjusted, market-capitalization-weighted index designed
to measure the performance of large- and mid-capitalization equities within the United States.

These indices are reviewed quarterly and rebalanced semi-annually. Index performance reflects the reinvestment of
dividends but does not include the impact of management fees, trading costs, or other expenses associated with an
investable product. The MSCI EM Index, the MSCI ACWI Index and the MSCI US index, are theoretical benchmarks
and cannot be invested in directly.



