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As we have argued for the past few years, we think China looks like Japan in the 1990s, with an 

economy and market in secular decline, weighed down by heavy debt, weak demographics and 

sluggish productivity growth. Our analysis shows that, historically, only 19 nations have sustained a 

real GDP growth rate higher than 2.5% after reaching China’s average income level ($12.5K). And on 

average, these economies had significantly less debt and much stronger population growth than 

China has today [see Chart 1]. In fact, no major nation has grown at an annual pace of more than 2 

per cent when its population has been declining and China is set to lose about 80 million people 

(~6% of current population) over the coming decade. 

In our view, China’s potential GDP growth rate is at best 2.5-3.0%, which makes it unlikely that any 

amount of stimulus can generate sustained economic growth remotely close to the 5% official 

growth target.  

 

 

As the telling case of Japan shows, after its bubble crashed in 1990, heavy stimulus in 1992-93 led 

to a powerful rebound in the market, as GDP growth accelerated from near zero to 3 per cent. But 

this turned out to be just the first in a series of temporary rebounds. From early 1990 to October 

1998, Japanese equities declined by almost 65 percent in US dollar terms—punctuated by eight 

rallies of more than 20 percent, some much more [Chart 2].  
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Chart 1: Past Economic Stars, Compared to China at the $12,500 Income Level 
 

 
Source: Haver Analytics, IMF, UN, World Development Indicators, Breakout Capital Calculations. * 19 countries are Andorra, 
Australia, Austria, Cyprus, Germany, Greece, Hong Kong, Japan, Korea, Latvia, Lithuania, Luxembourg, Netherlands, New Zealand, 
Norway, Singapore, Slovak Rep, Spain, and U.S. 
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China has already experienced similarly ephemeral rallies. After hitting a cycle low in mid-October 

2022, the equity market rose by almost 60 percent in just three months, in large part on faith that 

China’s post-pandemic reopening would set off a consumption boom. Those gains vanished over 

the next year, as investors realized the boom was not coming—in fact consumer confidence remains 

historically depressed even today.  

Now, the question investors are asking themselves is how much stimulus China can actually deliver, 

given the extremely stretched government balance sheet, particularly at the local level. Our view is 

that the scope and impact will be limited, but we have also never dismissed China as 'uninvestable'. 

We plan to continue the approach we have followed since our inception, maintaining exposure to 

around half a dozen high quality stocks in China, despite these wild swings in market sentiment 

toward the world's second largest economy. 

 

 
 

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.  

Me 

Chart 2: Japan’s False Dawns in the 1990s 
 

 
 Source: Bloomberg, Breakout Capital. Nikkei 225 Index in USD. 
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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.  

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. 

 

 

 

 

 

 

 

 

 

 

 

 

 


