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The first quarter of 2023 was marked by turbulent swings in inflation and rate hike expectations, making 
sector and equity investments that would stay the course very difficult. Whereas the year started with 
an environment of sticky inflation, higher rates and slowing growth, which suggested a need for earnings 
resilience and defensiveness, other factors came to the fore and changed that. The top performance by 
the longer-duration sectors of technology, consumer discretionary and communication services (particularly 
in the US) was driven by a fall in interest rate expectations, which benefited the valuations of these sectors 
that hitherto had looked expensive.

We also saw meaningful sector rotation — out of the previous winners (such as energy) and into 2022’s 
losers. Sectors with higher cyclical sensitivity benefited over the more defensive ones until concerns around 
banking hit the market. Whereas financials outperformed in February and March, they were knocked by 
a loss of confidence in March. Emerging markets seem to have been particularly impacted by changing 
investor sentiment but experienced impressive inflows.

The problems that have emerged in several banks, and questions about commercial real estate contracts, 
show that cracks are starting to appear, caused by the rapid tightening of central bank policy. In the 
quarter ahead, we will be watching for other cracks. Investing by sector or regional exposure provides the 
opportunity to be selective.

High uncertainty about the direction of rates is dominating day-to-day equity market performance. To thrive, 
investors need to stay flexible and consider a bar-bell approach by adopting several exposures and not just 
relying on one position to work in each scenario. Our scenario matrix gives several options for each state.

Below we lay out three possible scenarios for the coming months. Overall, we still believe that earnings 
resilience and dividend opportunities are extremely important in these fragile equity markets, which favour 
strategies such as Dividend Aristocrats. We would also seek opportunities for China reopening, which points 
us to emerging markets in all scenarios.

Scenario 1: Sticky Inflation Makes More Rate Hikes Necessary

This is close to what we expected at the start of Q1. It is the trickiest scenario as economic downturn could 
be prolonged. Equities may struggle in general and could be volatile. High inflation favours commodity 
sectors. Energy, the darling of 2022, could also be boosted by any production cuts. Cyclicals may run and 
then fade. The need for higher rates traditionally boosts financials, of which we are more comfortable with 
European exposure. Expect value to remain important.

Scenario 2: Rates Peak in Q2 but Stay High — Our Base-Case Scenario

Across the three most likely scenarios for Q2, our sector and equity regions in focus are based on this one. 
There may be a relief rally. Some cash on the side-lines may return. Even though the outlook is brighter, 
high interest rates mean we still need to avoid the cracks, such as areas of high debt. Investors may 
continue to turn toward Europe, which offers a value advantage. In the US, look to mid caps for home bias as 
consumers remain strong and valuations are more appealing. Improved investor confidence and a weaker 
US dollar could benefit emerging market equities. Look for structural growth and China growth beneficiaries 
among sectors.

Themes & Outlook: Range of Scenarios Requires Nimble 
Investing Approach

3Sector & Equity Compass Q2 2023



Scenario 3: Recession and Possibility of Rate Cuts by End of Year 

US recession is probably inevitable in the next 12 months. In this third scenario, it is deeper and lasts longer, 
which means a big threat to earnings. We would expect the US to suffer a sharper downturn than Europe. 
Emerging markets are earlier in the economic cycle and could benefit from a weaker US dollar. There would 
be a need for defensiveness and low volatility, which is easily achieved via sectors. Growth exposures are 
more important and should do better with a dovish rates outlook. Smaller companies may be hit most by a 
fall in economic activity and tighter lending standards following bank problems in Q1.

This information should not be considered a recommendation to invest in a particular sector or to buy or sell any security shown. It is not 
known whether the sectors or securities shown will be profitable in the future.

Scenario Sticky Inflation Makes More Rate 
Hikes Necessary

Rates Peak in Q2 but Stay High Recession. Possibility of Rate 
Cuts by End of Year

Implications Economic growth starts higher but slows 
more. Knock to investor confidence

Growth slows. Look for structural growth, 
fiscal spending, Chinese exposure

Hard landing. Be defensive

Sectors 
to play

Industrials, energy, materials, 
Europe financials

Industrials, technology, health care, 
Europe consumer discretionary

Health care, technology,
consumer staples, Europe 
communication services

Regions 
to play

MSCI Emerging Markets, MSCI EMU, 
MSCI Europe Climate Paris Aligned, 
MSCI EM Climate Paris Aligned

MSCI Emerging Markets, MSCI EMU, 
US S&P 400, MSCI Europe Climate Paris 
Aligned, MSCI EM Climate Paris Aligned

MSCI Emerging Markets, S&P 
500, S&P 500 ESG Leaders, MSCI 
USA Climate Paris Aligned

Sectors for a Bumpy Start to 2023

The macroeconomic outlook is important to relative sector performance. Given the complex outlook for Q2, 
we have proposed a scenario matrix, with several options for each possibility. The other factors we consider 
when looking at sectors are the fundamental outlook for earnings and valuation, momentum and investor 
behaviour (as visualised by the flows and holdings data that follows in this document). We feature three 
sectors that we believe are best-suited to scenario 2.

World US Europe 

Industrials

Technology

Health Care

Equity Regions in Focus

While the backdrop remains challenging, we see opportunities in equity markets. Among the most 
compelling exposures is emerging market equities, which could work in several investment scenarios. In our 
central scenario, as rates remain elevated, investors may turn to eurozone equities, which offer value, while 
in the US, domestic mid caps may benefit from a still-strong consumer and undemanding valuations. 
Our reasoning for favouring these regions is discussed in detail later in the document.

Emerging Markets: MSCI Emerging Markets, MSCI EM Asia, MSCI Emerging Markets Climate Paris Aligned

Eurozone Equities: MSCI EMU, MSCI Europe Climate Paris Aligned

US Mid Caps: S&P MidCap 400
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Sector and Equity Performance 

Source: State Street Global Advisors, Bloomberg Finance L.P., as of 31 March 2023. Past performance is not a reliable indicator of future 
performance. The reference indices are in the MSCI World, S&P Select Sectors, and MSCI Europe. Index returns are unmanaged and do not 
reflect the deduction of any fees or expenses. Index performance is not meant to represent that of any particular fund. Index performance 
is net total return. This information should not be considered a recommendation to invest in a particular sector or to buy or sell any security 
shown. It is not known whether the sectors or securities shown will be profitable in the future. Index returns reflect all items of income, gain and 
loss and the reinvestment of dividends and other income as applicable.
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Equity Performance by Region 1M (%) 3M (%) 6M (%) 1Y (%)

Eurozone Developed 0.7 12.2 26.5 8.1

Europe Equities 0.1 8.8 19.2 4.4

Global Equities 3.2 7.9 18.5 -6.6

US Equities 3.7 7.5 15.6 -7.8

Japan Equities 1.6 7.1 10.6 3.9

Asia Emerging Markets 3.6 4.8 16.2 -9.4

Global Emerging Markets 3.0 4.0 14.0 -10.7

UK Equities -2.8 3.1 12.3 2.9

Source: Bloomberg Finance L.P., as of 31 March 2023. Past performance is not a reliable indicator of future performance. Returns are net 
total returns. Reference indices are: UK Equities — FTSE All Share Index; Global Equities — MSCI ACWI (All Country World Index) Index; Asia 
Emerging Markets — MSCI EM (Emerging Markets) Asia Index; Eurozone Developed — MSCI EMU Index; Global Emerging Markets — MSCI 
Emerging Markets Index; Europe Equities — MSCI Europe Index; Japan Equities — MSCI Japan Index; US Equities — S&P 500 Index. Index 
returns are unmanaged and do not reflect the deduction of any fees or expenses. Index Performance is not meant to represent that of any 
particular fund. Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income as applicable.

5Sector & Equity Compass Q2 2023



Sector and Equity ETF Flows 

Sector ETF Flows European-Domiciled ($mn) US-Domiciled ($mn) 

Q1 2023 Trailing 12 Months Q1 2023 Trailing 12 Months

Communications 280 -152 329 -260

Consumer Discretionary 386 174 1,106 -3,678

Consumer Staples 158 1,070 -349 5,323

Energy -387 -1,617 -5,431 -9,778

Financial 693 -3,870 1,283 -14,812

Health Care -1,146 1,022 -4,192 5,387

Industrials -185 -262 823 -2,955

Materials 136 -216 1,076 -1,795

Real Estate 428 401 -2,095 -3,465

Technology 589 843 -156 3,044

Utilities 131 214 -241 3,166

Source: Bloomberg Finance L.P., State Street Global Advisors, as of 31 March 2023. Flows shown above are as of the date indicated, 
are subject to change, and should not be relied upon as current thereafter. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or securities shown will be profitable in the 
future. Methodology We collect and aggregate flow figures for all sector and industry ETFs domiciled in the US and include ETFs invested 
across all regions (including US, Europe and World). They are calculated as the net figure of buys minus sells. The green boxes signify the two 
highest flow figures for each period, while the red boxes signify the two lowest flow figures.

Source: Bloomberg Finance L.P., as of 31 March 2023. Flows shown above are as of the date indicated, are subject to change, and should not 
be relied upon as current thereafter. Single Country exposures are those that include securities from one country of domicile.

Equity ETF Flows 
by Region

European-Domiciled ($mn) US-Domiciled ($mn)

Q1 2023 Trailing 12 
Months

Q1 2023 Trailing 12 
Months

Global 6,588 26,906 U.S. -139 202,658

US -1,316 3,386 Global -695 6,918

Europe 4,660 -4,437 International-Developed 12,548 60,238

UK 89 539 International-Emerging 
Markets

6,427 21,206

Other Region 481 1,223 International-Region 9,369 -1,153

Single Country 2,465 4,225 International-Single Country 2,052 2,661

EM 12,371 17,457 Currency Hedged 149 -356

Total 25,339 49,300 Total 29,711 292,172
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Investor Behaviour Overview

Unsurprisingly, given the hit to investor sentiment caused by bank problems, flows into equity ETFs slowed 
in March. However, the popularity of emerging markets continued, having started with China reopening. 
Interestingly, net flows into financials ETFs (including banks) were positive given heavy buying activity in 
January and February on rate rise expectations.

Looking at Q1 data from the State Street custody business, institutional investors were relative buyers of 
defensive sectors, particularly consumer staples and health care (which is a large underweight against 
positions in the past five years), as well as technology. The blue line in the active flow charts that follow 
shows how relative outflows accelerated in early March but have since levelled out.

Again in Q1, investors showed a preference for buying emerging markets (see last chart in this section), 
with institutional investors addressing their previously underweight positions in portfolios at the expense 
of US and Pacific (ex Japan).
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Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any 
security shown. It is not known whether the sectors or securities shown will be profitable in the future. 
An explanation of methodology can be found on page 23.

Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI ACWI. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or 
securities shown will be profitable in the future.
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Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any security 
shown. It is not known whether the sectors or securities shown will be profitable in the future.

Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI US. This information should not be considered a recommendation to 
invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors or 
securities shown will be profitable in the future.
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Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. This information 
should not be considered a recommendation to invest in a particular sector or to buy or sell any security 
shown. It is not known whether the sectors or securities shown will be profitable in the future.

Source: State Street Global Markets. Data are as of 31 March 2023. Sectors flows are as of the date 
indicated, are subject to change, and should not be relied upon as current thereafter. The universes for 
the above charts are the MSCI Europe. This information should not be considered a recommendation 
to invest in a particular sector or to buy or sell any security shown. It is not known whether the sectors 
or securities shown will be profitable in the future.
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Source: State Street Global Markets, Thomson Datastream, as of 31 March 2023. Flows are as of 
the date indicated, are subject to change, and should not be relied upon as current thereafter. This 
information should not be considered a recommendation to invest in a particular sector or to buy or sell 
any security shown. It is not known whether the sectors or securities shown will be profitable in the future.
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Possible Volatility Ahead

As a cyclical sector, industrials could be volatile and is sensitive to PMI readings, which will move down in 
scenario 3. However, in an environment where consumers and corporates could come under spending 
pressure, burgeoning government expenditure plans are supportive.

Increasing Defence Spending

Under pressure from the continuing war in Ukraine, many countries have increased their defence budgets, 
both to provide Ukraine with weapons and ammunition and protect their own borders. Within NATO, the 
former Eastern European countries have increased their annual spending the most. Aerospace and defence 
providers constitute 16–21% of the industrials sector, depending on the region (highest in US).

Big Beneficiary of US Infrastructure Plans

Three bills passed under the Biden administration should stimulate demand for the output from industries 
such as building products, construction, machinery, road & rail, and industrial conglomerates. These plans 
will primarily benefit US-based companies. The bills include:

• Infrastructure Investment and Jobs Act: Targets the construction and refurbishment of traditional 
infrastructure assets, e.g. roads, bridges and water systems.

• CHIPS Act: Aims at investment in advanced industrial processes, which should benefit the whole supply 
chain, including the building of commercial fabs and high-tech facilities.

• Inflation Reduction Act: Provides incentives for developing renewable energy facilities, such as wind 
turbines and solar panels.

European Commission Clean Energy Transition Promises Orders

There are various grants and tax credits for green building and retrofitting projects, which should benefit 
contractors and suppliers of renewable energy production facilities, engineering companies helping to 
improve energy efficiency, and providers of green infrastructure, such as EV charging. There may be 
significant opportunities for European-quoted industrials companies. The major initiatives include:

• REPowerEU: Launched to eliminate dependence on Russian gas by diversifying energy sources.

• Critical Raw Materials Act: Aimed at increasing domestic capabilities and improve supply chains.

• Net-Zero Industry Act: Increasing manufacturing capacities of key technologies and products including 
batteries, heat pumps, etc.

China Reopening Provides Tailwinds

Industrial orders should respond positively as China’s economy opens further. We also expect a boost to 
shipping and logistics volumes, as well as extra demand for air travel.

Industrials 
Government Help

World US Europe 
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Technology is in Everything Now

Our investment era is dominated by the speed of technology advancement and its disruption to traditional 
industries. Investors need to understand what is relevant to the quoted stocks in this sector, and not those in 
the closely related communication services and consumer discretionary sectors.

The Rise of Artificial Intelligence

The expanding application of AI across retail, banking and industry is likely to have a major impact on 
demand for this sector’s hardware, software products and services. Machine learning will enable automated 
and robotic use of semiconductors to replace human functions.

Cloud Computing Growing Rapidly

Cloud computing requires hardware to establish the network of remote servers and software to run internet-
hosted services. In more straightened economic times, the ability for corporates to store and access data 
and applications remotely will appeal to improve cost efficiency for corporate customers.

Importance of Cyber Security

There is a growing need to protect computer systems and networks from unauthorised access, which leaves 
data open to misuse, disruption and even destruction. The associated cost and embarrassment is a huge 
driver of demand for technology products. Increasing use of artificial intelligence and cloud is fundamental to 
dealing with sophisticated threats.

Relatively Attractive Point of Entry

10-year returns for the sector are 20% p.a., nearly 8% higher than the S&P 500 index average. Despite a 
share price recovery in the past six months, the sector is still 15% below its December 2021 peak.

US Sector is Dominant but Faces Tighter Regulation

US tech has a number of large, quality stocks, with huge competitive advantage, far greater than other 
regions. The CHIPS Act has a benefit to technology businesses based in the US and supplements existing 
federal research labs and government grants that have accelerated core research. However, regulation has 
been more comprehensive in the US, with a big focus on anti-competitive behaviour, and the rapid growth of 
data use will bring more legislation regarding privacy. 

Worldwide Technology

US stocks account for 86% of MSCI World Technology. Japan accounts for 4% with leading companies in 
robotics, gaming and semiconductors. Europe makes up the remainder, dominated by a stock with unique 
manufacture of semiconductor machinery.

Technology 
Secular Growth

World US Europe 
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Health Care  
Defensive Attractions

World US Europe 

Some Things Never Change

The health care sector is known as a diversified, relatively stable and non-cyclical exposure, plus a play on 
demographics for aging and more prosperous populations worldwide. Health care provides relative earnings 
resilience during economic downturns and is not overly reliant on consumer or business expenditures. 
Expansion of health care coverage and insurance globally brings a greater customer base to use the ever-
expanding product and services range.

Some Things Do Change

Rapid technological advancements in areas such as biotech, medical devices and telemedicine could 
improve growth rates and profitability. Many technologies accelerated during the response to treating 
COVID. Innovation in drug development, which includes advances in genomics, personalised medicines and 
gene therapy, will continue in the coming years.

Pandemic Preparedness

Given the huge shock to economies and societies from COVID, it is likely that expenditure on health and R&D 
will remain high while this is so close in our memories. Apart from sectors related to online entertainment, 
retail and software services, there are few areas that have changed so much by the recent pandemic.

Health Care Avoids the Cracks and Suits the Market

We have liked the health care because it is less impacted by input cost pressures of materials and labour 
than other sectors. As well as its more defensive nature, the sector promotes high quality (resilient returns), 
low beta (US 0.66), modest debt and low volatility (as shown on page 16). The main stocks from the sector 
serve a global customer base and are not reliant on economic growth in a particular region. 

Sector Could Work for Scenario 2 with Peaking Rates but also in More Difficult 
Recession Scenario

Health care can offer a relatively attractive barbell to either sectors that play well to higher inflation (energy) 
or that are more cyclically sensitive (industrials).

Changing Investor Behaviour

There is notable underweight positioning across all three regions that we monitor and we have seen relative 
buying from institutional investors (shown on pages 7–9) over recent weeks.
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Sector Index Metrics

Fundamental Growth Forecasts & Valuations

Est. 2yr 
EPS Growth 

( p.a.)*

3mth Change to 
1yr EPS Growth 

Forecast (%)

Forward 
Relative 

P/B**

Forward 
Relative 

P/E**

Relative  
CAPE

Relative  
CAPE  

(10yr Avg)

ROE  
(%)

Debt/ 
Equity  

(%)

Est 3–5 Years 
EPS Growth 

(%)

12mth  
Div. Yield 

(%)***

MSCI World Sector Indices

MSCI World Index 4.9 -0.8 — 15.4 — — 14.6 131 8.28 2.24

Comm. Services 14.0 -4.0 0.93 15.2 1.18 1.43 13.3 96 7.49 1.48

Consumer Disc. 12.7 -1.2 1.28 18.0 1.12 1.16 15.7 119 10.82 1.49

Consumer Staples 7.3 1.4 1.54 18.2 1.03 1.09 19.9 98 6.46 2.74

Energy -15.7 6.3 0.63 9.4 0.67 0.49 19.2 53 10.32 3.95

Financials 10.2 -2.4 0.46 9.9 0.61 0.63 11.3 238 4.37 3.81

Health Care 3.4 -0.3 1.46 16.3 1.25 1.20 17.5 73 15.03 1.90

Industrials 6.3 0.2 1.09 16.1 1.07 1.08 15.2 90 9.50 2.14

Materials -11.0 -6.3 0.74 14.0 0.79 0.87 13.5 49 11.87 3.18

Real Estate -0.3 1.5 0.47 15.1 0.98 1.20 4.7 83 3.42 4.02

Technology 12.0 -2.4 2.58 22.3 1.55 1.36 22.4 60 10.49 1.02

Utilities 9.3 -1.1 0.68 15.2 0.96 0.93 10.9 146 5.71 3.81

US S&P Select Sector Indices

S&P 500 Index 5.1 -1.9 — 17.0 — — 18.1 116 7.06 1.71

Comm. Services 15.6 -6.1 0.68 14.5 0.89 1.40 13.0 97 8.31 0.97

Consumer Disc. 16.1 -6.4 1.91 21.4 1.30 1.28 27.1 222 5.41 1.01

Consumer Staples 7.3 0.2 1.51 18.9 0.84 0.89 26.8 118 6.39 2.60

Energy -14.3 7.5 0.56 10.5 0.83 0.53 20.7 48 7.88 3.21

Financials 1.7 -3.7 0.46 12.4 0.63 0.64 12.2 159 4.37 2.06

Health Care 0.1 -0.5 1.13 16.0 0.99 1.04 19.7 82 6.55 1.77

Industrials 10.7 -2.7 1.27 17.2 0.94 0.95 23.4 136 6.17 1.88

Materials -6.9 -4.0 0.73 16.6 0.89 0.96 14.6 65 -11.19 2.06

Real Estate -2.5 4.3 0.41 17.0 1.45 1.70 7.9 108 5.16 3.74

Technology 12.6 -3.0 2.04 21.7 1.18 1.03 25.5 67 9.61 1.11

Utilities 6.5 1.1 0.54 16.6 0.93 1.00 10.8 155 6.65 3.30

MSCI Europe Sector Indices

MSCI Europe Index 1.5 -2.3 — 12.5 — — 12.9 158 32.53 3.50

Comm. Services 7.3 1.5 0.77 13.4 0.68 0.82 8.6 128 19.76 4.33

Consumer Disc. 5.0 0.9 1.08 13.1 1.16 1.36 13.3 84 -3.81 2.63

Consumer Staples 6.6 1.6 1.72 17.1 1.07 1.28 15.8 86 6.07 2.97

Energy -20.8 -17.9 0.66 7.2 0.76 0.58 19.0 51 93.77 4.95

Financials 11.9 7.8 0.49 7.9 0.68 0.68 10.7 316 15.00 5.81

Health Care 6.9 0.6 1.88 15.5 1.25 1.25 15.6 61 -4.82 2.56

Industrials 2.8 -2.6 1.65 16.5 1.49 1.46 15.4 92 7.28 2.52

Materials -12.4 -17.4 0.89 12.1 0.98 1.07 12.7 44 2.61 4.27

Real Estate -3.6 -5.8 0.30 9.1 0.53 1.07 -4.3 91 3.09 6.04

Technology 15.0 6.0 2.34 20.7 3.40 3.41 16.0 40 15.91 1.29

Utilities 6.2 10.0 0.94 13.3 0.89 0.78 12.1 140 4.37 4.90

Source: State Street Global Advisors, FactSet, Bloomberg Finance L.P., Morningstar, as of 31 March 2023. Past performance is not a reliable indicator of future performance. The 
above estimates based on certain assumptions and analysis made. There is no guarantee that the estimates will be achieved.
* Calculated as a 2-year average of consensus forecasts for adjusted EPS using BEst (Bloomberg Estimates).
** Forward estimates refer to 12 months.
*** This measures the weighted average of gross dividend yield of the relevant index and the underlying stocks from the relevant ETF.
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Sector Index Metrics (cont’d)

Macro Sensitivities**** Risk Metrics*****

US 10yr Yield 
Sensitivity  

(36 Months)

Brent Crude Oil 
Price Sensitivity  

(36 Months)

Inflation (5yr–5yr 
Forward) Sensitivity  

(36 Months)

Beta  
(36 Months)

Volatility  
(36 Months) (%)

Correlation  
(36 Months)

MSCI World Sector Indices

MSCI World Index -0.11 0.18 0.39 1.00 18.62 —

Comm. Services -0.14 0.17 0.26 1.03 21.98 0.90

Consumer Disc. -0.15 0.16 0.44 1.21 25.08 0.92

Consumer Staples -0.07 0.07 0.32 0.58 13.94 0.80

Energy -0.01 0.49 0.52 0.93 31.72 0.56

Financials -0.06 0.26 0.36 0.95 21.64 0.84

Health Care -0.07 0.13 0.28 0.69 15.77 0.84

Industrials -0.10 0.19 0.47 1.01 20.20 0.96

Materials -0.11 0.20 0.36 1.04 22.18 0.90

Real Estate -0.11 0.13 0.32 0.89 18.99 0.90

Technology -0.17 0.19 0.48 1.23 24.95 0.94

Utilities -0.08 0.06 0.30 0.60 16.19 0.70

US S&P Select Sector Indices

S&P 500 Index -0.11 0.16 0.43 1.00 19.22 —

Commun. Services -0.14 0.20 0.27 1.06 23.75 0.88

Consumer Disc. -0.15 0.13 0.44 1.20 26.51 0.89

Consumer Staples -0.05 0.07 0.40 0.56 15.04 0.73

Energy -0.01 0.55 0.60 1.03 38.14 0.53

Financials -0.06 0.25 0.40 0.91 22.32 0.81

Health Care -0.06 0.12 0.31 0.68 16.36 0.82

Industrials -0.08 0.19 0.53 0.96 20.90 0.91

Materials -0.10 0.17 0.46 1.02 22.55 0.89

Real Estate -0.11 0.10 0.33 0.89 20.60 0.86

Technology -0.16 0.17 0.50 1.18 24.74 0.94

Utilities -0.07 0.00 0.28 0.51 17.97 0.56

MSCI Europe Sector Indices

MSCI Europe Index -0.11 0.20 0.34 1.00 19.57 —

Comm. Services -0.08 0.19 0.33 0.75 17.56 0.85

Consumer Disc. -0.17 0.18 0.34 1.20 25.93 0.93

Consumer Staples -0.10 0.07 0.24 0.66 15.51 0.85

Energy 0.00 0.43 0.35 0.91 31.06 0.59

Financials -0.07 0.32 0.30 1.15 26.70 0.87

Health Care -0.09 0.13 0.25 0.67 16.65 0.81

Industrials -0.13 0.22 0.51 1.13 23.72 0.96

Materials -0.12 0.25 0.34 1.07 22.94 0.94

Real Estate -0.16 0.26 0.57 1.23 28.81 0.86

Technology -0.20 0.22 0.43 1.35 29.38 0.93

Utilities -0.13 0.17 0.39 0.92 21.32 0.87

Source: State Street Global Advisors, FactSet, Bloomberg Finance L.P., Morningstar, as of 31 March 2023. Past performance is not a reliable indicator of future performance.
**** Sensitivity is beta to the macro variable, e.g. 10-year Treasury yield, Brent oil, and US 5yr–5yr forward as shown here.
***** Beta and volatility are based on index returns. Correlation is the 36-month correlation to the parent index.
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Emerging market (EM) equities suffered disproportionately from late 2020, dragged down by regulatory 
crackdown and zero-COVID policy in China, strengthening of the US dollar, and the overall deterioration 
of investment sentiment. The wave of negative news was overwhelming and led to significant 
underperformance relative to developed world equities. However, with the tides now turning, EM equities 
have emerged as a bright spot with tremendous upside potential.

The initial headwind that sparked the EM downturn was regulatory pressure in China that affected 
technology companies. However, over the past several months, we have observed a softer tone from 
Chinese officials, and the split plan for Alibaba, which was announced in late March, provides a concrete 
sign that Chinese technology companies will be allowed to grow. This may be a milestone that will unlock 
tremendous value for investors that was previously suppressed by regulatory concerns.

The second headwind that turned into a tailwind was the policy around COVID in China. The country 
moved quickly from zero-COVID policy to a heroic reopening, which provided a boost to Chinese, 
Asian and global economies and may currently be underappreciated by the market. China reopening 
has already translated into a decade high manufacturing PMI at 52.6 in February, followed by 51.9 in March, 
while the non-manufacturing PMI skyrocketed to 58.2 in March. 

EM economies are expected to grow at 4.2% and 4.4% in 2023 and 2024, respectively — a much faster 
pace than developed markets at 0.8% and 1.3%. South East Asia should lead the growth. EMEA and LATAM 
components, on the other hand, offer a commodity cushion, a necessity given higher demand stemming 
from China’s reopening and recent OPEC oil supply curbs.

The key risk for EM remains the geopolitical situation around Taiwan. While any outbreak is not in 
our base-case scenario, political tensions need to be monitored and taken into account. Importantly, 
the valuation of the MSCI EM Index remains unstretched with the 12-month forward P/E at 11.9x, while 
institutional investors are underweight EM and buying.

Emerging Market Equities 
From Headwinds to Tailwinds

Source: Bloomberg Finance L.P., as of 31 March 2023. Developed Markets represented by MSCI World Index, Emerging Markets 
represented by MSCI EM Index. Price to Earnings is Bloomberg 12m forward BEST_PE_RATIO.
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Eurozone equities enjoyed strong performance in the beginning of the year, delivering 12.2% in EUR 
terms while MSCI World returned 7.8% in USD terms.1 The relative outperformance was driven by several 
improvements that were largely Europe-specific. 

First, the relatively mild winter in Europe allowed the region to avoid energy crisis and gas spot prices 
have moderated to below €502 — a level unseen since the beginning of the war in Ukraine. Second, 
China reopening helps the global economy in general but benefits Europe in particular. This is reflected not 
only in the improved supply-chain backdrop but also in a better outlook for demand for European goods 
from Chinese consumers.

It is becoming evident that core inflation is proving increasingly sticky. While we observed headline numbers 
coming down from 8.5% to 6.9%, the respective core measure accelerated from 5.6% to 5.7%. We also 
observe this phenomenon in the US and it will require central banks to raise interest rates or keep them at 
elevated levels for at least several months. 

On a relative basis, sticky inflation favours eurozone stocks over US large caps not only due to a valuation 
advantage but also given the more attractive earnings yields spread to local bonds, as seen in the below 
chart. Looking from different angle, eurozone economies are in somewhat better shape compared to the 
UK or, for example, Sweden. 

Financial stability remains a concern and risks need to be monitored. At the same time, European banks 
with their robust capital are well positioned to weather a storm if there is further deterioration. While the 
sentiment around deposits was far from ideal, responses from regulatory bodies around the world were 
quite reassuring, limiting potential downside in our view. 

Eurozone Equities 
Valuation Advantage, Both Relative and Absolute

12-Month Forward 
Earnings Yield 
Spread to 10-Year 
Local Government 
Bonds Yields

  MSCI EMU

  S&P 500

Source: Bloomberg Finance L.P. State Street Global Advisors, as of 31 March 2023. Respective spreads 
are MSCI EMU earnings yield spread over Euro Generic Govt 10 Year Bond yield and S&P 500 earnings 
yields spread over 10y US Government Bond yield. Price to Earnings is Bloomberg 12m forward BEST_
PE_RATIO.
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1 Source: Bloomberg Finance L.P., as of 31 March 2023. Eurozone equities represented by MSCI EMU Index.
2 Source: Bloomberg Finance L.P., as of 31 March 2023. Gas prices represented by ICE Endex Dutch TTF spot price.
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US equities are clearly one of the most important exposures, representing close to 60% of the global market 
cap. However, US large caps trade at elevated multiples of 18.3x and thus are more sensitive to moves in 
bond yields. This helped at the end of Q1 as yields decreased but now this is a source of risk for investors as 
core inflation remains elevated at 5.5% (in February). Against this backdrop, the S&P MidCap 400 Index, now 
trading at a relatively undemanding 12-month forward P/E of 14.1x, represents a compelling alternative.

US mid caps offer more than just a relatively attractive valuation. These mainly domestic companies derive 
more than three quarters1 of their revenue from within the US. This places the S&P MidCap 400 Index in 
the sweet spot as, despite tight financial conditions, the US consumer remains robust — as reflected in 
the low unemployment rate of 3.5%, thus benefitting domestic businesses. In addition, a strong US dollar is 
less of a headwind and, in some instances, from a cost and supply-chain perspective, may be a tailwind for 
mid-cap companies.

When it comes to performance, mid-cap equities started the year well, delivering 3.8%, albeit lagging the 
S&P 500, which rose 7.5% in Q1. The underperformance can be attributed to financial stability concerns 
around regional banks. As such, mid-cap banks could be regulated more, which would impact their margins. 
However, this appears to be largely priced in following the sell-off in March. Moreover, the potential for higher 
capital requirements also lower risks, offsetting the negative effect to the intrinsic value of regional banks.

Domestic and more traditional business profiles drove the strength and resilience of mid-cap earnings in Q4. 
Should the Q1 earnings season and outlooks from mid-cap companies reaffirm this business robustness, we 
are likely to see further growth ahead.

US Mid-Cap Equities 
Domestic Exposures with Appealing Valuations

Source: Bloomberg Finance L.P., as of 31 March 2023. Revenue breakdown sourced from FactSet using index weights as of 28 February 
2023 and revenue breakdown as of 8 March 2023. Price to Earnings is Bloomberg 12m forward BEST_PE_RATIO.
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Methodologies

SPDR Sectors in Focus Explained Looking out three months, we consider which sectors stand to 
potentially benefit from a combination of top-down and bottom-up factors. Macroeconomic indicators greatly 
inform our research, along with aggregated earnings and valuation metrics. We also consider investor flows 
and positioning. Most importantly, we reflect on the likely drivers of each sector over the forecast period.1

Unique Custody Data As part of State Street, we have access to information gleaned from our large 
global custody business. By aggregating $36 trillion of financial assets, we can observe behavioural trends 
of this important investor constituent.2 This includes not only the direction of flows, but also the relative 
positioning of portfolios. These metrics are generated from regression analysis based on aggregated and 
anonymous flow data in order to better capture investor preference and to ensure the safeguarding of 
client confidentiality.

Investor Behaviour Indicators Explained Holdings measure investors’ actual positions over and above 
the neutral positions embedded in their benchmarks. The figures are shown as percentiles and represent 
the investor holdings at month-end versus the last five years. This approach provides perspective on the size 
of holdings compared with their historical trends, whereas a single, dollar figure provides less context; 100% 
represents the largest holding in the last five years whilst 0% is the lowest holding.

Active Flows Indicates the value of net buying by large institutional investors (buys minus sells) expressed 
in terms of basis points of market capitalisation. These are flows in addition to the purchases or sales driven 
by shareholders allocating to the benchmark.

Top Chart Records the asset flow over the previous three months (60 trading days) versus the last 
five years.

Bottom Chart Shows trend of flows over previous three months (60 trading days).

Endnotes 
1 Targets such as the type noted above are estimates based on certain assumptions and analysis made by State Street Global Advisors. 

There is no guarantee that the estimates will be achieved.

2 Source: State Street, as of 30 September 2022.

Rebecca Chesworth 
Senior Equity ETF Strategist

Krzysztof Janiga, CFA 
Senior Equity ETF Strategist 
F Strategist

Contributors 
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ご留意事項

本資料は、情報提供を目的として作
成したものであり、金融商品取引法
およびその他日本の法律に基づく開
示資料ではありません。本資料は、ス
テート・ストリート・グローバル・アドバイ
ザーズ株式会社を含むそのグループ
会社が提供する外国籍ETF等に関
する情報を含む投資情報の提供を
目的として、グループ会社により作成
されたものであり、投資の勧誘等を目
的とするものではありません。本資料
には、日本国内での募集の取扱い等
に係る金融庁への届出等がされてい
ない外国籍ETFに関する情報も含ま
れていることがあります。国内の金融
商品取引所に上場していないETFに
ついて、金融商品取引法に基づいた
発行者開示は行われていません。

本資料は各種の信頼できると考えら
れる情報・データに基づき作成してお
りますが、当社はその正確性・完全
性を保証するものではありません。こう
した情報は不完全であるか、要約さ
れている場合があります。また、本資
料に記載している各種情報・データ
は、特に記載のない限り作成時点の
ものであり、これらは市場動向やその
他の状況等によって随時変動し、あ
るいは変更されることがあります。

本資料に記載している各種シミュレー
ション・データは、過去のデータに基づ
き当社モデルを利用したバックテスト
結果であり、将来の運用収益を保証
するものではありません。実際の運用
収益はバックテスト結果から大きく異
なる可能性があります。過去の実績
は将来の成果を保証するものではあ
りません。本資料内の意見は全て当
社あるいはグループ会社の判断で構
成されており、事前に通知することなく
変更される可能性があります。なお、
本資料中のステート・ストリートに関す
る記述には、ステート・ストリート・コー
ポレーションおよびその関係会社が含
まれる場合があります。 ステート・スト
リートの関係会社は、本資料のETF
に関するサービスを提供すると同時
に、信託報酬ないしその他の報酬等
を受け取ります。

＜登録商標等について＞

“Standard & Poorʼs®” 
”S&P®”、”SPDR®”は、Stand 
ard & Poorʼs Financial Services 
LLC（以下「S&P」）の登録商標で
す。”Dow Jones”は、Dow Jones 
Trademark Holdings LLC（以
下「ダウ・ジョーンズ」）の登録商標で
す。これらの登録商標は、S&P Dow 
Jones Indices LLC（以下
「SPDJI」）が使用許諾を得ており、
ステート・ストリート・コーポレーションは
特定の目的の使用について再許諾を
受けています。SPDJI、ダウ・ジョーン
ズ、S&P、それぞれの関連会社及び
第三者の使用許諾者は、ステート・
ストリートが提供する金融商品のスポ
ンサーではなく、これらの商品の推奨・
販売・宣伝もしていません。

また、　SPDJI、ダウ・ジョーンズ、　
S&P、それぞれの関連会社及び第三
者の使用許諾者は、これらの商品へ
の投資の適否に関していかなる意見
表明もしておらず、関連する指数に
係るいかなる過誤、遺漏ないし中断
等に対しても責任を一切負いません。
その他のインデックス、登録商標ない
しサービスマークに関しては、各会社
及びその関係会社に帰属し、ステー
ト・ストリートが特定の目的で使用許
諾を得ています。本資料のETFの合
法性や適合性について、インデックス
あるいは登録商標等の帰属する各
会社及びその関係会社は、何ら判断
を下していません。また、発行・後援・
裏書・販売・宣伝もしていません。イン
デックスあるいは登録商標等の帰属
する各会社及びその関係会社は、
ETFに関していかなる保証も責任も
負いません。また、ETFの資産運用や
販売に関していかなる責任も負わ
ず、管理運営に携わることもありませ
ん。

① 元本保証はされていません。

②  ETFの一口あたりの純資産額の
動きと連動を目指す特定の指数
等の動きが乖離する可能性があ
ります。

③  市場価格とETFの一口あたりの
純資産額が乖離する可能性が
あります。

＜手数料・費用について＞

ETFを売買する際は、取扱いの金融
商品取引業者の定める売買手数料
がかかります。その他ETFを保有する
際には、それぞれ個別に定められた費
用がかかります。これらの費用には、
運用会社・管理会社に支払う報酬、
組入れ資産の売買の際に発生する
手数料、ライセンス・フィー、監査費用
等があります。これらは、運用の状況
等によって変動するため、事前に上限
額を示すことができません。本資料の
掲載情報は作成時点のものであり、
市場の環境その他の状況等により将
来予告なく変更されることがあります。

※取得のお申し込みに当たっては、
必ず上場有価証券等書面又はその
他の開示書類の内容をご確認の上、
ご自身でご判断下さい。

※購入のお申し込みや売買手数料
等につきましては、当ETFを取扱いの
金融商品取引業者（証券会社）
までお問い合わせ下さい。

＜投資にかかるリスクについて＞

ETFは、主に株式や債券などの有価証
券、また金などのコモディティ、あるいはそ
の他の資産に投資を行います。投資対
象としているこれらの資産の値動きによ
り、ETFの基準価額が下落することがあ
ります。これらの資産への投資には、市
場リスク、金利リスク、カントリーリスク、信
用リスク、為替リスク、流動性リスク等、
様々なリスクがあり、ETFも同様のリスク
が伴います。これらのリスク要因によ
り、ETFの市場価格が下落する場合が
あります。その為、投資元本を割り込む
恐れがあります。ETFは流通市場におい
て株式と同様に取引されますが、取引
価格は変動し、基準価額を下回ること
があります。また、常に取引可能であると
は限らず、市場環境が悪化している場
合は、取引価格が大幅なディスカウント
となる可能性があります。ETFには上場
廃止リスクがあり、純資産規模が縮小
するなど、運用が困難になった場合や、
上場取引所の上場基準に合致しなく
なった場合、上場廃止となることがありま
す。これらは主なリスクであり、ETFへの
投資に係るリスクはこれらに限定されるも
のではありません。

なお、コモディティETFやコモディティ指数
連動証券は、市場全体動向の変化、
金利の変化、および対象資産となるコモ
ディティへの投機や裁定に係る取引活
動に加え、天候や病気、通商条件ある
いは政治や規制の展開の様な他の要
因によって影響を受ける可能性がありま
す。

＜ETFの投資にかかる一般的な留意
事項＞ ステート・ストリート・グローバル・

アドバイザーズ 株式会社

東京都港区虎ノ門1-23-1 
虎ノ門ヒルズ森タワー25階 
Tel: 03-4530-7152
金融商品取引業者 関東財務局長
（金商）第345号
加入協会︓一般社団法人 日本投  
資顧問業協会、一般社団法人       
投資信託協会、日本証券業協会
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