
 
Page 1 

 

 

 

 

 

COMMENTARY 

May 21, 2026 

Mind on the Market 
Chart of the Week  

 

Source: S&P, MSCI, FactSet.  Cumulative returns from 12/31/2024-5/18/2026 in USD. 

 

The emerging markets technology sector has delivered truly outsized gains since the end of 2024, dwarfing 

broader emerging markets and even the strong advance in US technology. That strength has persisted 

despite tariff frictions in 2024 and the US-Iran war, underscoring the power of the AI-driven structural growth 

theme. We still see room for upside for the overall AI theme, but recognize that returns at this pace are 

unlikely to continue indefinitely. 
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Weekly Highlights 

IT Sector Weight in 
Russell 3000  

IT Sector Weight in 
MSCI Emerging 

Markets 
IT Sector Weight in 

MSCI Europe 

35% 
Source: FactSet, Russell. Data as of 

May 18, 2026.  

40% 
Source: FactSet, MSCI. Data as of 

May 18, 2026.  

9% 
Source: FactSet, MSCI. Data as of 

May 18, 2026. 

 

Evolving Market Leadership and Its Portfolio Implications 

The impacts of artificial intelligence (AI) are not occurring in a vacuum. While much of the public 

discourse has focused on productivity gains, corporate earnings, and innovation within individual 

companies, the broader implications for investors are increasingly visible at the market and 

asset-allocation level. AI is not simply a sector story, it is reshaping the structure of global equity markets 

and, in doing so, altering the opportunity set and risk profile faced by allocators. 

Coming into the year, we advocated exposure to AI-related growth both in the US and in emerging 

markets. While the US narrative is well understood—dominated by large technology platforms, capital 

expenditure cycles, and productivity optimism—some of the most profound changes tied to AI have 

occurred outside the US. 
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Source: MSCI, FactSet.  As of 5/18/2026 in USD. Weights within the MSCI All Country World Index. Y-axis break between 

10% and 55% to improve readability. The United States weight (63.78%) is materially larger than other countries and is 

shown using a truncated axis. 

One of the clearest manifestations of this shift is visible in global equity index composition. Taiwan has 

become one of the largest country weights in global equity markets, recently surpassing the UK and 

Canada and now trading places with the UK between the third- and fourth-largest positions. Notably, it 

has also overtaken China, which only a few years ago represented more than 40% of emerging markets 

indices. This evolution is tightly linked to Taiwan’s central role in the global AI and semiconductor supply 

chain. 

South Korea has undergone a similar transformation. Its weight in global benchmarks has risen 

meaningfully and is now larger than several major developed markets, including France, Switzerland, 

and Germany. These changes underscore an important point for allocators: AI is increasingly influencing 

country-level exposures, not just sector tilts or individual security selection. 

For global investors, this evolution challenges long-held assumptions about geographic diversification. 

Countries historically viewed as “smaller” or “peripheral” in benchmark construction have become 
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structurally significant drivers of global equity performance. As AI continues to shape capital flows, 

earnings growth, and equity valuations, these country-level reallocations are likely to persist. 

Concentration Risks: Systematic and Idiosyncratic Pressures 

Converge 

While shifts in country composition are notable, they are occurring alongside a broader rise in 

concentration risk across equity markets—both at the security level and through systematic exposure to 

the AI theme. 

 
Source: MSCI, FactSet. As of 5/18/2026 in USD.  Developed Markets = MSCI World, Emerging Markets = MSCI Emerging 

Markets. 

 

What stands out immediately is that concentration is rising across both developed and emerging market 

indices. In each case, the summed weight of the largest companies has moved steadily higher, 

illustrating that this is not a phenomenon isolated to one region or market classification. Equity 

performance is increasingly being driven by a small number of very large firms. 
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That said, the issue is even more pronounced in emerging markets, where individual companies—most 

notably Taiwan Semiconductor Manufacturing Company (TSMC), which now represents 14.4% of the 

index—account for an outsized share of index weight. 

 As a result, returns could be increasingly sensitive to company-specific outcomes rather than broad 

macro or country-level dynamics. 

This presents a challenge for active managers. Many operate under position-size constraints or risk 

guidelines that limit exposure to a single issuer. At the same time, managers are rarely inclined to 

materially overweight securities that are already extreme contributors to benchmark performance. This 

combination can create persistent tracking error and raises the risk of structural underperformance if 

leadership remains narrowly concentrated. 

From an investment-risk perspective, rising idiosyncratic risk is an important consideration. When 

performance is driven by a handful of companies, firm-specific events—earnings surprises, regulatory 

actions, geopolitical developments, or supply-chain disruptions—can have an outsized impact on 

index-level outcomes. This dynamic is increasingly present across both developed and emerging 

markets. 

At the same time, concentration is not purely a bottom-up issue. From a systematic standpoint, equity 

indices are becoming structurally tilted toward growth and AI-related exposures. Capitalization-weighted 

indices, by design, allocate more weight to companies and sectors that have already appreciated. As the 

AI theme continues to dominate earnings expectations and investor flows, benchmark exposure 

becomes increasingly correlated to that single growth profile. 

These dynamics can be beneficial when markets are trending and leadership remains intact. However, 

history suggests that environments characterized by extreme concentration can also amplify drawdowns 

when sentiment shifts or growth expectations are challenged. As a result, allocators should consider not 

only how much AI exposure they have, but how concentrated that exposure has become, explicitly and 

implicitly, across portfolios. 

The Renewed Case for Diversification 

Against this backdrop, the question naturally becomes: Where does diversification come from today? 

Within equities, the simplest answer is also the most uncomfortable—diversification increasingly means 

being underweight the dominant AI and mega-cap concentrations, and overweighting areas that have 

lagged or are less central to the theme. While such positioning can be difficult in a momentum-driven 

market, it remains one of the few ways to reduce equity-specific concentration risk. 
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But equities are only one part of the equation. Traditionally, bonds have served as the primary diversifier 

for equity risk. That role has become far less reliable. 

 
Source: Bloomberg, FactSet.  As of 4/30/2026 in USD.  Five year rolling correlations using monthly returns.  US Treasuries 

= Bloomberg US Aggregate Government - Treasury Index, Corporate Credit = Bloomberg US Aggregate Credit - Corporate 

- Investment Grade & High Yield Index. Correlations relative to the S&P 500 Index. 

 

Over recent decades, correlations between equities and both Treasuries and corporate credit have risen 

to their highs. In environments where inflation volatility is elevated and policy uncertainty remains high, 

bonds may no longer provide the consistent ballast investors became accustomed to during the 2010s. 

During that period, structurally low inflation allowed the Fed to focus on the growth side of its mandate, 

enabling bonds to absorb equity shocks effectively. Today, deglobalization forces, supply-side 

constraints, and persistent inflation risks suggest that investors cannot rely on bonds to “do the heavy 

lifting” for diversification in the same way. 

As diversification within traditional public markets diminishes—both across equities and between stocks 

and bonds—investors increasingly need to look elsewhere. Real assets stand out as one potential 

diversifier, offering exposure to inflation-sensitive cash flows and different underlying economic drivers. 
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Beyond real assets, a broader toolkit is becoming more relevant. These include liquid alternative 

strategies, regime-aware approaches designed to perform across varying macro environments, and 

derivative-based strategies that reshape risk and return profiles without relying solely on directional 

equity or fixed income exposure. While implementations vary, the common theme is reducing 

dependency on a narrow set of growth and capital market assumptions. 

The key takeaway for long-term investors is straightforward: The need for diversification has always 

existed, but it becomes most critical when concentrations—both systematic and idiosyncratic—are high. 

Today’s market structure reflects exactly that condition. Moreover, the ways investors historically 

achieved diversification may no longer function as expected, as correlations and market relationships 

continue to evolve. 

Source: FactSet, MSCI, S&P. Data as of 5/18/2026 unless otherwise stated. The performance data quoted represents past 

performance. Past performance does not guarantee future results. Investing involves risk, including the risk of loss of principal. 

 

 

About State Street Investment Management 

At State Street Investment Management, we have been helping to deliver better outcomes to institutions,  
financial intermediaries, and investors for nearly half a century. Starting with our early innovations in  
indexing and ETFs, our rigorous approach continues to be driven by market-tested expertise and a  
relentless commitment to those we serve. With over $5 trillion in assets managed*, clients in over 60  
countries, and a global network of strategic partners, we use our scale to deliver a comprehensive and  
cost-effective suite of investment solutions that help investors get wherever they want to go.  

 
* This figure is presented as of March 31, 2026 and includes ETF AUM of $1,940.32 billion USD of which approximately $184.18 
billion USD 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 Investment Management are affiliated. Please note all AUM is 
unaudited. 

 

Important Risk Information 

ssga.com 

Marketing Communication 

State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to 
statestreet.com/investment-management for more information. 

Important Risk Information 

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. 
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The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make 
no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability 
for damages of any kind relating to the use of such data. 

The information provided does not constitute investment advice as such term is defined under the Markets in Financial Instruments 
Directive (2014/65/EU) and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell any 
investment. It does not take into account any investor's or potential investor’s particular investment objectives, strategies, tax 
status, risk appetite or investment horizon. If you require investment advice you should consult your tax and financial or other 
professional advisor. 

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 applicable regional 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. 

The performance data quoted represents past performance. Past performance does not guarantee future results. Investing 
involves risk, including the risk of loss of principal. 

Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of income, 
gain and loss and the reinvestment of dividends and other income as applicable. 

Diversification does not ensure a profit or guarantee against loss. It is not possible to invest directly in an index. Index performance 
does not reflect charges and expenses associated with the fund or brokerage commissions associated with buying and selling a 
fund. Index performance is not meant to represent that of any particular fund. 

The views expressed in this material are the views of Chris Carpentier through the period ended May 21, 2026 and are subject to 
change based on market and other conditions. 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical 
facts, contained within this document that address activities, events or developments that SSGA expects, believes or anticipates 
will or may occur in the future are forward-looking statements. These statements are based on certain assumptions and analyses 
made by SSGA in light of its experience and perception of historical trends, current conditions, expected future developments and 
other factors it believes are appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a 
number of assumptions, risks, uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are 
not guarantees of any future performance and that actual results or developments may differ materially from those projected in the 
forward-looking statements. 

All information is from SSGA 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. 

Equity securities may fluctuate in value in response to the activities of individual companies and general market and economic 
conditions. 

Companies with large market capitalizations go in and out of favor based on market and economic conditions. Larger companies 
tend to be less volatile than companies with smaller market capitalizations. In exchange for this potentially lower risk, the value of 
the security may not rise as much as companies with smaller market capitalizations. 

Investments in small-sized companies may involve greater risks than in those of larger, better known companies. 

Commodities investing entail significant risk as commodity prices can be extremely volatile due to wide range of factors. A few such 
factors include overall market movements, real or perceived inflationary trends, commodity index volatility, international, economic 
and political changes, change in interest and currency exchange rates. 

Asset Allocation is a method of diversification which positions assets among major investment categories. Asset Allocation may be 
used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect against loss. 

Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates rise bond 
values and yields usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually 
pronounced for longer-term securities. 

Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss. 

Increase in real interest rates can cause the price of inflation-protected debt securities to decrease. Interest payments on inflation-
protected debt securities can be unpredictable. 
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There are risks associated with investing in Real Assets and the Real Assets sector, including real estate, precious metals and 
natural resources. Investments can be significantly affected by events relating to these industries. 

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. 
Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may 
involve exposure to economic structures that are generally less diverse and mature and to political systems which have less 
stability than those of more developed countries. 

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate 
bonds generally have more moderate short-term price fluctuations than stocks, but provide lower potential long-term returns. U.S. 
Treasury Bills maintain a stable value if held to maturity, but returns are generally only slightly above the inflation rate.  
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