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Mind on the Market 
Chart of the Week  

 

Source: FactSet, MSCI, S&P. Pre-war references time period from 12/31/2025 to 2/27/2026, Post-war references time period 

from 2/27/2026 to 4/30/2026. Total return figures are net, in USD. Return decomposition is based on a simplified analytical 

framework. This decomposition is illustrative in nature and may not fully capture all drivers of performance. 

 

Since the onset of the war, total equity returns have fallen across most major regions, except the U.S. The 

chart illustrates the valuation compression and FX headwinds the UK, Europe, Japan, and China have 

faced which has overwhelmed earnings growth. The U.S., by contrast, remains in positive territory, 

supported by resilient earnings and less severe multiple pressure, reinforcing its relative leadership in a 

challenging global backdrop. 
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Weekly Highlights 

MSCI EM ex China IT Sector 
YoY Earnings Growth  

MSCI EM PEG Ratio MSCI Japan’s Consumer 
Discretionary Sector 

Performance Post-War 

192% 
Source: FactSet, MSCI. Data as of May 

12, 2026.  

0.49 
Source: FactSet, MSCI. Data as of 

May 12, 2026.  

-11.6% 
Source: FactSet, MSCI. Data from 2/27/2026 

to 4/30/2026 in USD.  

 

Equity Duration Matters, but Earnings Decide 

The shape and slope of the U.S. Treasury yield curve convey far more than the level of yields across 

fixed income. Historically, the curve has been a useful barometer of the economic cycle because it 

reflects the dynamic between monetary policy and market expectations. As a result, the curve has long 

served as an indicator of how financial conditions are evolving and where economic momentum may be 

heading. 

Real interest rates matter for equities beyond what the nominal yield curve alone implies. While equities 

are discounted using nominal rates applied to nominal cash flows, changes in real rates often drive 

equity repricing. As explored in last week’s MoM, equities also exhibit duration, with valuations especially 

sensitive to shifts in real discount rates, a link well documented in literature (e.g., Gormsen and Lazarus). 

This sensitivity varies across the market: longer‑duration equities with cash flows further in the future are 

more exposed to rising real rates than shorter‑duration, more cash‑generative segments.   

The key distinction is why rates are moving. Increases driven by stronger growth prospects can weigh on 

valuations but may be offset by better earnings expectations. In contrast, rate moves driven by higher 

discount rates or risk premia tend to pass more directly into equity multiples. Equity performance 

therefore reflects the balance between cash‑flow and discounting effects. 

Last week, we explored how Q1 U.S. earnings are coming in strong. Beneath the surface, a mild growth 

scare has shifted leadership away from cyclical areas of the market and toward segments where margins 

and cash flows are more durable. Strong earnings have helped offset duration headwinds, allowing 

long‑duration growth leaders to outperform even in a restrictive rate environment. By contrast, 

shorter‑duration, more cyclical areas face a higher bar, as near‑term cash flows remain more exposed to 
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geopolitical uncertainty. The takeaway is that while duration still matters, U.S. equity leadership has been 

driven primarily by earnings durability, with markets favoring resilient cash flows over cyclical beta. 

This dynamic is not only visible in the U.S. but has reverberated through global markets. Below we 

expand on last week’s discussion and rank regional equity markets by their implied duration.  

Region Duration 
Rank 

Interpretation 

U.S. Highest High trend growth, heavy weight to tech 
and growth sectors, and a large share of 
equity value embedded in terminal cash 

flows. 

China High 
(variable) 

Platform tech, internet, and growth 
segments imply long duration, but large 
state‑linked, financial, and policy‑cyclical 

sectors pull aggregate duration down. 

Emerging 
Markets 

(ex-China) 

Mid Tech-heavy index composition (notably 
Taiwan and Korea) implies 

longer-duration cash flows, but higher 
discount rates and macro risk dampen 

valuation sensitivity. 

Japan Mid Moderate growth, improving ROE, and 
ongoing earnings normalization extend 

duration beyond traditional “value” 
markets, but well below U.S.‑style growth 

markets. 

Europe Low–mid Lower growth and front-loaded earnings 
reduce terminal value weight. 

UK Lowest Heavy exposure to dividends, 
commodities, financials, and 

income‑oriented sectors. 
Source: State Street Investment Management.  

Viewed through this lens, equity duration varies meaningfully across regions and equity performance is 

increasingly shaped by where earnings sit in the cash‑flow timeline. As we dig into regional earnings 

results in more detail, this duration framework helps explain why leadership can differ so sharply across 

geographies. 

With roughly 68% of companies reported, China’s Q1 reported earnings growth stands at 6.0%, led by 

materials, information technology, and energy. Strength has been concentrated in industries tied to 

metals and mining, electronic equipment, and oil, gas, and fuel, while broader momentum remains 

uneven. Importantly, blended earnings growth forecasts suggest more cautious expectations for 

companies yet to report, pointing to a deceleration as the season progresses. Consumer discretionary 

has been a clear drag on results, with negative earnings growth driven by hotels, restaurants, leisure, 
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and broadline retail. This is consistent with recent signs of weakened consumer confidence. Although 

China’s equity market carries long duration characteristics, it has not benefited meaningfully from the 

global technology tailwind reflecting its lag in leading edge semiconductor development and the fact that 

many domestic AI innovators remain unlisted or underrepresented in major indices. Equity performance 

reflects these dynamics, with Chinese equities down 3.0% year to date in local currency terms. 

Earnings momentum across emerging markets excluding China has been exceptionally strong. With 

60% of companies reported, earnings growth stands at 55%, far exceeding expectations and led 

overwhelmingly by information technology, where earnings growth has exceeded 190%, alongside solid 

contributions from health care, materials, and utilities. Semiconductor and hardware manufacturers have 

driven the bulk of this upside, with companies such as TSMC, SK Hynix, and Samsung at the center of 

the earnings acceleration. This tech‑led surge has translated directly into performance, most notably in 

South Korea, where Samsung’s market capitalization surpassed $1 trillion, helping push the KOSPI 

sharply higher and elevating South Korea to the seventh‑largest equity market globally. Reflecting this 

earnings strength and technology exposure, the MSCI Emerging Markets ex‑China Index is up 32.8% 

year‑to‑date. Notably, this earnings strength has coincided with attractive valuations: MSCI Emerging 

Markets’ PEG ratio is now at its lowest level since 2010. 

 
Source: FactSet, MSCI. Data as of 5/12/2026. 

 

In Japan, 53% of companies have reported, delivering earnings growth of 17.9% with an average 

surprise of roughly 8%, although outcomes are expected to become more modest as reporting 

progresses. Earnings strength has been broad based, led by consumer staples, financials, industrials, 
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information technology, materials, and real estate — all reporting double digit growth thus far. Financials, 

in particular, are expected to see year‑over‑year earnings growth exceeding 80% as higher rates support 

margins, while consumer staples and materials have posted 60%+ growth among companies reported 

so far. These dynamics have supported equity performance, with the MSCI Japan Index up 15.2% 

year‑to‑date in local‑currency terms, however post-war performance has been more muted.  

European earnings trends reflect a shorter‑duration profile, with growth more front‑loaded and less 

exposed to structural technology tailwinds. With approximately 76% of companies reported, earnings 

growth stands at 10.5%, driven primarily by energy and financials. Outside of these sectors, earnings 

growth has been mixed, with several parts of the index posting outright declines. Based on blended 

earnings forecasts, Europe would be experiencing negative year‑over‑year earnings growth this quarter 

were it not for the contribution from energy and financials, underscoring the region’s limited exposure to 

technology‑led earnings tailwinds. The chart below illustrates this dynamic. Earnings optimism 

accelerated across emerging markets, the UK, and Europe post-war where rising energy prices and 

commodity exposure drove meaningful upward adjustments. 

 
Source: FactSet, MSCI, S&P. Pre-war references time period from 12/31/2025 to 2/27/2026, Post-war references time period from 

2/27/2026 to 4/30/2026.  
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The UK remains the lowest‑duration major equity market, reflected in both its sector composition and 

earnings drivers. With 65% of companies reported, earnings growth stands at 16.6%, but this strength is 

overwhelmingly concentrated in the energy sector. Energy earnings projections have improved sharply 

and are expected to contribute nearly 75% of total earnings growth. Outside energy, earnings 

momentum remains subdued, consistent with the UK’s heavy exposure to dividends, financials, and 

commodity‑linked sectors, where cash flows are more near‑term and cyclical. This shorter‑duration 

profile limits upside as growth uncertainty persists, a dynamic reflected in more modest equity 

performance, with the MSCI UK Index up 5.1% year‑to‑date in local‑currency terms. Our colleagues 

have recently highlighted the challenges facing the UK’s growth outlook, underscoring these structural 

constraints. 

Taken together, regional earnings results suggest that duration isn’t being penalized across the board. 

Instead, markets are drawing a clear line between long‑duration exposure backed by tangible earnings 

momentum and areas where the growth story remains more aspirational. Regions with stronger 

technology exposure and better visibility into future cash flows have been able to push through 

discount‑rate headwinds, while shorter‑duration markets continue to rely more heavily on cyclical 

earnings delivery. 

Viewed this way, real rates still matter, but they no longer appear restrictive enough on their own to cap 

equity upside. Rather, they represent a headwind that markets have been willing to absorb where 

confidence in the earnings path is high. 

Source: FactSet, MSCI, S&P. Data as of 5/12/2026 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. 
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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. 

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 Dane Smith and Christine Norton the period ended May 13, 2026 and are 
subject to change based on market and other conditions. 
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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. 

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.  

© 2026 State Street Corporation  
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