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Emerging markets have significantly lagged their 
developed counterparts in recent years. There are, 
however, tentative signs of a recovery in corporate 
earnings and improving market sentiment, which could 
herald a change in fortunes.
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We have previously commented1 on the relative performance of emerging equity markets 
compared to their developed counterparts in recent years, and how that weakness has been 
driven in large part by an earnings disparity. In the post-pandemic period, while developed 
market earnings have powered ahead, emerging markets have floundered, notably dragged 
down by weakness in the largest economy China.

Follow the Earnings

Figure 1 
Next 12-month Earnings 
Expectations —  
Post Pandemic

 � MSCI Emerging Markets

 � MSCI World Index

  MSCI China

Weak sentiment towards emerging markets (EM) has also been a factor in the 
underperformance, especially concerns over the trajectory of China’s economy. Global 
economic conditions and policy also play a part but until the narrative turns more positive 
towards the EM complex, a lack of inflows will likely mean the large valuation discount they offer 
relative to developed markets will remain.

Source: State Street Global Advisors, MSCI, FactSet. Changes in next 12 months USD-based consensus earnings forecasts. 
As of April 30, 2024. Past performance is not a reliable indicator of future performance.
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More recently, however, there are signs of self-help from emerging markets companies with 
earnings expectations taking a sharp turn upwards in local currency terms over the past six 
months. Strength in the US dollar, a traditional headwind for emerging markets, has arguably 
masked this improvement for dollar-based investors. A rewind of the dollar strength could reveal 
EM’s underlying voracity.

Figure 2 
Next 12-month 
Earnings 
Expectations — 
Recent Period

 � MSCI Emerging Markets

 � MSCI Emerging Markets 
(USD)

  MSCI World Index

  MSCI China

Source: State Street Global Advisors, MSCI, FactSet. Changes in next 12 months local-currency and USD-based consensus 
earnings forecasts. As of April 30, 2024. Past performance is not a reliable indicator of future performance.
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Figure 3 
Index Total Returns, 
Local Currency

  3 Months

 � YTD

  1 Year

Source: State Street Global Advisors, MSCI, FactSet. As of April 30, 2024. Past performance is not a reliable indicator of 
future performance. Index returns reflect capital gains and losses, income, and the reinvestment of dividends. Index 
returns are unmanaged and do not reflect the deduction of any fees or expenses.

While earnings forecasts for China have not shown the upward inflection of other emerging 
markets, Chinese companies’ share prices have started to rally as a result of targeted stimulus, 
improving factory activity, and anticipation of more policy support. Over the past three months, 
MSCI China Index has returned 17% in local currency terms, compared to 4% for the MSCI World 
Index. However, there is still a long way to recover the lost ground, but this recent uptick offers a 
positive sign for a continuation.
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Although the overall path of developed and emerging equities may have diverged of late, within 
markets there have been similar dynamics at play globally. Several of these dynamics have been 
supportive of our ability to generate significant alpha in our emerging markets strategies over the 
past few years.

As previously discussed,2 in developed equities Momentum has been the standout factor so 
far this year, and our Sentiment theme (which is somewhat aligned with Momentum) has been 
a significant contributor to the alpha we have generated this year. We have witnessed similar 
return profiles across factors in EM. In fact, there is a high correlation between factor returns 
in developed and emerging markets over the past year. The major exception is volatility, with 
emerging markets being risk-adverse while developed markets have embraced a stronger risk-
on stance. 

Factors and Themes

Figure 4 
Factor Returns 
in Emerging and 
Developed Markets

 � EM YTD

 � EM 1 Year

  DM YTD

  DM 1 Year

Source: State Street Global Advisors, FactSet, Axioma. Cumulative spread returns for Axioma fundamental factors in 
Developed Market and Emerging Market Large Cap Universes. As of April 30, 2024. Past performance is not a reliable 
indicator of future performance. Index returns reflect capital gains and losses, income, and the reinvestment of 
dividends. Index returns are unmanaged and do not reflect the deduction of any fees or expenses.
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Figure 5 
12-month Rolling 
Pairwise Correlations 

 � Developed Markets

 � Emerging Markets

Source: State Street Global Advisors, FactSet. Average pairwise correlations of prior 12 monthly returns in Developed 
Markets and Emerging Markets Large Cap Universes. As of April 30, 2024. Past performance is not a reliable indicator of 
future performance.

The broader market environment is also normalizing and supportive of alpha generation. For 
example, the cross-sectional correlation between stocks has normalized in both markets back 
towards long-term averages, implying markets that are less macro-driven and allowing greater 
differentiation between stocks.
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The Bottom Line Emerging markets have been overlooked by investors in the post-pandemic equity bull market 
and have significantly underperformed. Despite differences in market returns at the headline 
level, the dynamics within the emerging and developed markets have shown significant 
correlations. This supportive environment has enabled our alpha model to generate strong 
returns across the investment spectrum in which we operate.

Within the EM complex, we are seeing signs of recovery in corporate earnings, which if 
maintained, could invite renewed investor attention, particularly if coupled with stabilization 
within China. Market timing is of course tricky, but we believe from a diversification standpoint, 
that investors should now be positioned to benefit from the shift in positive sentiment toward 
emerging markets.

Endnotes 1	 State of the Market (ssga.com). 2	 A Time for Sentiment (ssga.com).

https://www.ssga.com/uk/en_gb/institutional/ic/insights/systematic-active-monthly-april-2024
https://www.ssga.com/uk/en_gb/institutional/ic/insights/systematic-active-monthly-february-2024
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Global Advisors

ssga.com 
Marketing communication.

State Street Global Advisors 
Worldwide Entities

For use in EMEA: The information 
contained in this communication is not a 
research recommendation or ‘investment 
research’ and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research. 

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the appropriate EU regulator) who 
are deemed both knowledgeable and 
experienced in matters relating to investments. 

The products and services to which this 
communication relates are only available to 
such persons, and persons of any other 
description (including retail clients) should not 
rely on this communication.

Important Risk Information

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered solicitation 
to buy or an offer to sell a security. It does not 
take into account any investor’s particular 
investment objectives, strategies, tax status or 
investment horizon. You should consult your tax 
and financial advisor. 

All information is from State Street Global 
Advisors unless otherwise noted and has 
been obtained from sources believed to be 
reliable, but its accuracy is not guaranteed. 
There is no representation or warranty as to  
the current accuracy, reliability or completeness 
of, nor liability for, decisions based on such 
information and it should not be relied  
on as such. 

Investing involves risk including the risk of loss 
of principal.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

This document contains certain statements 
that may be deemed forward-looking 
statements. Please note that any such 
statements are not guarantees of any future 
performance and actual results or 
developments may differ materially from those 
projected. Investing involves risk including the 
risk of loss of principal. 

The views expressed are the views of 
Systematic Equity — Active through  
May 17, 2024, and are subject to change  
based on market and other conditions. 
Quantitative investing assumes that future 
performance of a security relative to other 
securities may be predicted based on historical 
economic and financial factors, however, any 
errors in a model used might not be detected 

until the fund has sustained a loss or reduced 
performance related to such errors. 
Investing in foreign domiciled securities may 
involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding 
taxes, from differences in generally accepted 
accounting principles or from economic or 
political instability in other nations.

Past performance is not a reliable indicator of 
future performance. 

Index returns reflect capital gains and losses, 
income, and the reinvestment of dividends. 
Index returns are unmanaged and do not reflect 
the deduction of any fees or expenses.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. 
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

•  Start with rigor
•  Build from breadth 
•  Invest as stewards 
•  Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world and help millions of people secure their financial futures. This takes each of our employees 
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $4.34 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022.  
†� �This figure is presented as of March 31, 2024 and includes ETF AUM of $1,360.89 billion USD of which approximately 

$65.87 billion USD is in gold assets with respect to SPDR products for which State Street Global Advisors Funds 
Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated. 
Please note all AUM is unaudited.

http://ssga.com
https://www.ssga.com/ae/en_gb/institutional/ic/footer/state-street-global-advisors-worldwide-entities
https://www.ssga.com/ae/en_gb/institutional/ic/footer/state-street-global-advisors-worldwide-entities

