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Emerging markets (EM) faced enormous headwinds
during 2021 and 2022 across asset classes. However,

the tides appear to be turning as China has put an end to
its zero-COVID policy, economies are bottoming out, the
inflation battle is being won, and EM central banks appear
to be ahead of the Fed and ECB in their tightening cycle.

Growth Differentiator
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EM remains a pocket of growth in a world of economic slowdown. While developed market (DM)
growth is set to decelerate, we expect emerging economies to expand at a solid rate, with India
and China driving global growth. While there have been some signs that the rebound in China may
be more muted than initially expected, EM growth should still be robust.

Inflation remains elevated but disinflationary forces are in motion, with the decline of food and
fuel prices having a particularly significant effect on CPI baskets within EM. This trend should
ease pressure on EM central banks in the medium term. Several may be reluctant to deliver rate
cuts until it becomes clear that the Fed is at end of the hiking cycle. But with that end looking
close, firm growth, lower central bank rates and a possible further weakening of the USD should
support EM economies as well as local bonds and equities. Indeed, in the State Street Global
Advisors Long-term Asset Class forecasts for Q2 2023, EM equities (+7.7%) and EM bonds
(+7.2%) are projected to be the two best performing asset classes over the longer term.
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Source: Bloomberg Finance L.P., as of 28 April 2023. Projected characteristics are based upon estimates and reflect
subjective judgments and assumptions. There can be no assurance that developments will transpire as forecasted and that
the estimates are accurate.
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EM Inflation is Slowing

Figure 2
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Inflation took off faster in EM, and central banks responded more quickly than their DM
counterparts. This difference is becoming clearer in the inflation trend, too. While the level of
inflation remains elevated, the rate of disinflation is beginning to accelerate. This is not the
result of base effects alone, as monthly prints in some countries are beginning to come in below
seasonal averages, especially in Brazil and South Korea. Lower food prices are part, but not

all, of this story. It's also encouraging that, in spite of China’s surprise reopening at the end of
2022, PriceStats online gauges of supermarket and fresh food prices have yet to show signs

of acceleration.

This backdrop could support policy normalisation as pressure from developed central banks
warrant less of tightening to defend currencies versus the USD in particular.
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Source: State Street Global Markets, PriceStats, as of 31 March 2023. See our latest Bond Compass: PriceStats Analysis.

Investors Have Begun
to Position Already

Figure 3

Emerging Market
Funds — Monthly
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While the performance of EM equities has been mixed, investors have poured c. $25 billion into
EM equity exposures and $3.7 billion into fixed income funds. These flows have arrived since the
first “pivot” that was triggered by weaker-than-expected US CPIl in November 2022.

Flows in EM open-ended funds and ETFs were more subdued (on a relative basis) in February
2022 and March 2022 as US inflation failed to show clear signs of easing, but the impetus that
started in November 2022 may re-ignite since the Federal Reserve has been signaling at least
a pause at the June meeting and inflation prints for April were lower than anticipated. This may
support the view that Fed tightening could be done for this cycle.
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Source: Morningstar Direct, as of 31 March 2023. Flows are in USD billions. Includes open-ended funds and ETFs
domiciled globally. Flows are as of the date indicated, are subject to change, and should not be relied upon as
current thereafter.

STATE STREET

GLOBAL
ADVISORS

SPDR

Emerging Markets and How to Play Them 2


https://www.ssga.com/uk/en_gb/institutional/etfs/insights/bond-compass/pricestats-analysis

EM Equities —
The Sleeping Beauty
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EM equities suffered from overwhelming headwinds over the last several years as the
combination of zero-COVID policy, the tech crackdown, a strengthening USD, global inflation and
risk-off sentiment led to a massive 32% underperformance relative to developed equities since
the beginning of 2020.

However, since Q4 2022, EM have seen major improvements to the investment backdrop.
It began with a rapid abandoning of zero-COVID policy in China. That U-turn is arguably the
most important factor for not only EM nations but also the global economy. While initially
underappreciated and even neglected by the market, the reopening has already translated
into stronger PMI numbers (the China Composite was 53.6 in April) and growth outlook.

We are likely to see China’s reopening transmit to stronger expected earnings over the coming
months as economic activity reverts to more normal historical levels. EM growth dynamics in
general remain much more robust, making developing economies, particularly those in Southeast
Asia, the engine of global growth. Furthermore, Chinese leaders appear committed to continuing
both fiscal and monetary support.

On the regulatory front, China appears to have eased its approach toward the technology
sector. The plan for the Alibaba split-up is a clear signal that the tech sector will be allowed to
grow. With that in mind, the regulatory stance needs to be constantly and carefully monitored.
The May hike from the Fed could have been the final hike in the cycle, meaning further USD
weakening over the next six months is a possible scenario. This would support both EM equities
and the underlying economies.

It is worth remembering that Southeast Asia is a dominant region within the EM equity space,
representing 78% of the MSCI EM Index (with China at 31%, Taiwan at 15%, India at 14% and
South Korea at 12%). The EMEA and LatAm components provide a commodity cushion

with the accelerated economic activity in China helping them through the channel of higher
commodity prices.

Despite the clear and dramatic set of improvements to the investment backdrop, EM equities
have been a sleeping beauty, lagging DM in terms of performance in 2023. In our view, given the
number of EM-specific improvements, peaking rates and DM economies bottoming out, the
tides for EM equity performance may also finally turn.
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Source: Bloomberg Finance L.P. as of 30 April 2023. Past performance is not a reliable indicator of future performance.
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.
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How to Access Global Emerging Market Equities

EMRD | SPYM: SPDR® MSCI Emerging Markets UCITS ETE

SMPA | SPF7: SPDR® MSCI Emerging Markets Climate Paris Aligned UCITS ETF (Acc)

EM Asia: The Engine
of Global Growth

Figure &

Asia Leading
Global Growth by
a Wide Margin
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Global economic growth is slowing. While recession is not our central scenario, there remain risks
that restrictive monetary policy may yet weigh on certain parts of the economy, leading to a more
severe economic downturn.

Weaker growth disproportionately affects LatAm and EMEA EM equities, as they are more
commodity driven and operate in economies where growth is expected to be somewhat slower.
In their quest for pockets of growth, investors may decide to focus on MSCI EM Asia. China

and India are the natural drivers but we also expect Taiwan and South Korea to enjoy stronger
expansion compared to the developed world.
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Source: Bloomberg Finance L.P., as of 28 April 2023. Projected characteristics are based upon estimates and reflect
subjective judgments and assumptions. There can be no assurance that developments will transpire as forecasted and that
the estimates are accurate.

How to Access EM Asia Equities

EMAD | SPYA: SPDR® MSCI EM Asia UCITS ETF

EM Dividend Aristocrats:
China Reopening

with More Traditional
Tech Exposure

China abandoning its zero-COVID policy is arguably the strongest tailwind for the global
economy. The softer approach from the Chinese regulator toward internet giants within
the technology sector is a likely scenario, but we appreciate that in the past there has been
disappointment on that front.

We cautiously expect the regulatory easing toward tech to continue. That said, investors who
would like to play the China reopening story with more exposure toward semiconductors and
hardware rather than internet/software giants (which in the past have been targeted) could opt
for EM Dividend Aristocrats. This exposure not only provides access to companies backed by
robust cash flow but it also tends to overweight the more traditional types of businesses relative
to new economy stocks. In general, we expect dividend stocks will continue to attract investors
over the course of 2023 given the combination of built-in defensive and value features.
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S&P Emerging Markets High Yield Dividend MSCI Emerging Market Index
Aristocrats Index
Source: Bloomberg Finance L.P,, as of 28 April 2023. Yields are as of the date indicated, are subject to change, and should
not be relied upon as current thereafter.
How to Access EM Dividend Equities
EDVD | SPYV: SPDR® S&P® Emerging Markets Dividend Aristocrats UCITS ETF (Dist)
EM Small Caps: EM small cap companies allow investors to gain significant exposure to Southeast Asian

Economic Growth
beyond China

Figure 7

Country Breakdown:
MSCI EM Small

Cap Index vs.

MSCI EM Index
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countries with limited exposure toward China, which represent only 9.0% of the index. Meanwhile,
EM small caps may offer an interesting alternative or complement to broader EM exposure given
Taiwan, South Korea and India represent in total nearly 60% of the MSCI EM Small Cap Index.

As small cap equities tend to be more domestic, the MSCI EM Small Cap Index may facilitate
playing the EM economic rebound in a more direct way. Relative to the broader EM index, the
MSCI EM Small Cap Index overweights industrials (+9.8%), materials (+5.4%) and health care
(+5.3%) and underweights financials (-11.9%) and communication services (-6.2%). Investing in
small caps, particularly in regions such as EM, requires diversification; the 1,868 constituents
provide that necessary feature.

r Percent

India Taiwan Korea China Brazil Saudi Thailand Other Other Other
Arabia EMEA APAC LATAM

Source: FactSet as of 28 April 2023. Weights are as of date indicated, are subject to change and should not be relied
upon thereafter.
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How to Access EM Small Cap Equities

EMSD | SPYX: SPDR® MSCI Emerging Markets Small Cap UCITS ETF

EM Debt: The Drivers of
Returns Align

Figure 8

Inverted O- to 2-Year
Slope Suggests
Market is Waiting for
Central Banks to Ease

©O O O © O B K

© ® O A M O NMDMO ® OMN

Returns year to date have been positive for EM debt with the key drivers — bond prices, currency
returns and coupons — all contributing positively. The question on investors’ minds is whether
this favourable backdrop for EM will persist.

The first four months of the year have not been without their challenges. Rising US Treasury
yields in February, in response to fears that the Fed would have to tighten more, pushed EM yields
higher. However, in contrast to the issues in March 2022, which saw investors desert EM debt,
the problems in the US banking system saw EM local currency yields decline. This is significant,
as the uncertainty generated by the nearing of the end of the Fed rate cycle and by US banking
problems could easily have seen investors shy away from riskier assets.

EM resilience may in part derive from relatively high levels of conviction that returns can remain
strong in the coming months. Again, breaking down the stream of returns into the bond, forex and
coupon components, all three have the potential to continue to deliver.

Bond price returns typically accrue as markets sense central banks will ease policy. As the figure
below shows, the O- to 2-year curve slope? is currently inverted, which suggests that expectations
for imminent rate cuts are high. Real rates, in LatAm in particular, are high and, along with easing
inflation pressures, could allow central banks to justify cutting rates. However, there is clearly
some caution around delivering cuts before there is more clarity on where the US fed funds rate
peaks as aggressive cuts could now result in weaker currencies.

r Spread (%)
A
Jun Oct Mar Jul Dec May
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Source: State Street Global Advisors, Bloomberg Finance L.P., as of 12 May 2023.

Forex returns have been a key driver of overall returns since the USD peaked in October 2022.
The long-term model of fair value run by State Street Global Advisors estimates the basket of
currencies that make up the Bloomberg EM Local Currency Liquid Government Index to be
close to 10% undervalued versus the USD as at the end of April (see chart below). In short, there
remains plenty of scope for USD depreciation to continue supporting returns.
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Figure 9

From a Longer-Term
Perspective, USD
Still Looks Rich vs.
EM Currencies
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Source: State Street Global Advisors, as of 28 April 2023.

That said, the fact that the USD has already undergone a meaningful depreciation and the
relatively high levels of volatility in the forex markets do hint that the direction of travel may not
be all one way. In addition, if EM central banks do start easing, then this may cushion the descent
of'the USD.

The final link in the chain is coupon interest. This is running at 4.9% on an annualised basis so,
even if central banks do not deliver substantial policy easing and the USD trades sideways,
investors will still generate a healthy return. In addition, the coupon component should start to
increase as new, higher coupon bonds come into the index.

More to Give

Figure 10
12-Month Index
Returns vs. DXY
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The backdrop may promise rewards but, in the context of the 13.56% returns seen over the past
six months,® some investors may feel that the best days of EM are already past. However, history
suggests that periods of strong returns can persist. The most notable period started in 2016 after
the market had undergone a similarly large correction to the one we saw in 2022. The strong
2016 rebound was followed by several years of 5% to 15% returns. In other words, following a big
correction, there is scope for returns to remain strongly positive for some period of time.
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Source: Bloomberg Finance L.P. as of 12 May 2023.

The early-stage returns in 2016 were not driven by USD weakness, with the DXY proving
relatively stable between 2015 and late 2016. The USD did fall between early 2017 and Q2 2018,
which reinvigorated returns. The DXY is currently at similar levels to those seen at the 2016 peak
and thus still have the potential to contribute meaningfully to returns.
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How to Access EM Local Currency Exposure

SPDR® Bloomberg Emerging Markets Local Bond UCITS ETF (Dist)

How to Access EM Local Currency Exposure Hedged to EUR

SPDR® Bloomberg Emerging Markets | ocal Bond USD Base CCY Hdg to EUR UCITS ETF (Acc)

EM Hard Currency Our view that the USD can depreciate further means we favour local rather than hard currency
exposures. However, correlations are high between the asset classes: the JP Morgan EMBI
Global Diversified Sovereign Index has had a 78% correlation to the JP Morgan GBI-EM Global
Diversified Index during the past five years.* This suggests that the positive backdrop for local
currency debt should support its hard-currency counterpart.

A key component underpinning demand should be the yield, with the JP Morgan EMBI Global
Index yielding more than 7.5%. Much of this yield derives from the worse-rated credits within
the index,® hinting that there is a fair amount of bad news already priced into the lower-rated
countries. With hard currency exposures offering a purer credit play than local currency, the
fact that growth appears to be holding up well may provide some additional support.

USD risk can be hedged out and, for investors who are reluctant to take on duration as well as
EM risk, the short end of the curve offers a significant pick-up to US Treasuries. The ICE BofA
0-5 Year EM USD Government Bond ex-144a Index yields around 6%, which is over a 200 bps
pick-up to US Treasuries. Investors can access all that yield for a duration of approximately
2.5 years.

How to Access EM Hard Currency Exposure

SPDR® ICE BofA 0-5 Year EM USD Government Bond UCITS ETF (Dist)

How to Access EM Hard Currency Exposure Hedged to EUR

SPDR®ICE BofA 0-5 Year EM USD Government Bond EUR Hdg UCITS ETF (Acc)

Endnotes 1 See:Long-Term Asset Class Forecasts: Q2 2023. 4 Source: Bloomberg Finance L.P, as of 28 April 2023.
Based off weekly changes.
2  Weights for the O- to 2-year slope are in line with those

of the Bloomberg Emerging Markets Liquid Government 5 Source: JP Morgan, as of 12 May 2023. The yield to worst
Index as at 28 April 2023. on the high grade component is 5.08% against 11.95% for
high yield.

3 Returns from the Bloomberg EM Local Currency Liquid
Government Index have 13.564% (non-annualised) in the
6 months to 8 May 2023.
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of any other description should not rely on this
communication. Many of the protections
provided by the UK regulatory system do not
apply to the operation of the Funds, and
compensation will not be available under the
UK Financial Services Compensation Scheme.

Issuer Entity: This document has been
issued by State Street Global Advisors Limited
(“SSGA"). Authorized and regulated by the
Financial Conduct Authority, Registered
N0.25609928. VAT No. 5776591 81. Registered
office: 20 Churchill Place, Canary Wharf,
London, E14 5HJ. T: 020 3395 6000.

F: 020 3395 6350 Web: ssga.com.

This document has been issued by State
Street Global Advisors Europe Limited
(“SSGAEL"), regulated by the Central Bank of
Ireland. Registered office address 78 Sir
John Rogerson’s Quay, Dublin 2. Registered
number 49934. T: +353 (0)1 776 3000.

F: +353 (0)1 776 3300. Web: ssga.com.

ETFs trade like stocks, are subject to
investment risk and will fluctuate in market
value. The investment return and principal
value of an investment will fluctuate in value,

so that when shares are sold or redeemed, they
may be worth more or less than when they were
purchased. Although shares may be bought or
sold on an exchange through any brokerage
account, shares are not individually redeemable
from the fund. Investors may acquire shares
and tender them for redemption through the
fund in large aggregations known as “creation
units.” Please see the fund’s prospectus for
more details.
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SPDR ETFs is the exchange traded funds (‘ETF”)
platform of State Street Global Advisors and is
comprised of funds that have been authorised
by Central Bank of Ireland as open-ended
UCITS investment companies.

State Street Global Advisors SPDR ETFs Europe
1 & SPDR ETFs Europe Il plc issue SPDR ETFs,
and is an open-ended investment company
with variable capital having segregated liability
between its sub-funds. The Company is
organised as an Undertaking for Collective
Investments in Transferable Securities (UCITS)
under the laws of Ireland and authorised as a
UCITS by the Central Bank of Ireland.

Investing involves risk including the risk of loss
of principal.

Diversification does not ensure a profit or
guarantee against loss.

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.

All the index performance results referred to
are provided exclusively for comparison
purposes only. It should not be assumed that
they represent the performance of any
particular investment.

The information provided does not constitute
investment advice as such term is defined
under the Markets in Financial Instruments
Directive (2014/65/EU) or applicable Swiss
regulation 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.

Allinformation 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.

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 express written consent.

Investing in foreign domiciled securities may
involve risk of capital loss from unfavourable
fluctuation in currency values, withholding
taxes, from differences in generally accepted
accounting principles or from economic or
political instability in other nations.

The views expressed in this material are the
views of SPDR EMEA Strategy and Research
through 16 May 2023 and are subject to change
based on market and other conditions. 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.

The S&P 500° Index is a product of S&P Dow
Jones Indices LLC or its affiliates (“S&P DJI")
and have been licensed for use by State Street
Global Advisors. S&P®, SPDR®, S&P 500°, US
500 and the 500 are trademarks of Standard
& Poor’s Financial Services LLC (“S&P”); Dow
Jones® is a registered trademark of Dow Jones

Trademark Holdings LLC (“Dow Jones”) and
has been licensed for use by S&P Dow Jones
Indices; and these trademarks have been
licensed for use by S&P DJI and sublicensed
for certain purposes by State Street Global
Advisors. The fund is not sponsored, endorsed,
sold or promoted by S&P DJI, Dow Jones, S&P,
their respective affiliates, and none of such
parties make any representation regarding the
advisability of investing in such product(s) nor
do they have any liability for any errors,
omissions, or interruptions of these indices.

All the index performance results referred
to are provided exclusively for comparison
purposes only. It should not be assumed
that they represent the performance of any
particular investment.

Please refer to the Fund’s latest Key
Information Document (KID)/Key
Information Document (KIID) and
Prospectus before making any final
investment decision. The latest English
version of the prospectus and the KID/KIID
can be found at ssga.com. A summary of
investor rights can be found here: ssga.
com/ library-content/products/fund-docs/
summary-of-investor-rights/ ssga-spdr-
investors-rights-summary.pdf.

Note that the Management Company may
decide to terminate the arrangements
made for marketing and proceed with
de-notification in compliance with Article
93a of Directive 2009/65/EC.

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/EV) 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.

Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates raise, bond prices
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.

Investing in high yield fixed income securities,
otherwise known as “junk bonds”, is considered
speculative and involves greater risk of loss

of principal and interest than investing in
investment grade fixed income securities.
These Lower-quality debt securities involve
greater risk of default or price changes due

to potential changes in the credit quality of

the issuer.

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.

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

© 2023 State Street Corporation.

All Rights Reserved.
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