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• We continue to see opportunity in emerging markets,
despite a lack of sustained earnings growth.
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• Even in the Information Technology sector, where
expectations for falling earnings are concentrated,
we see opportunity in EM Software & Services firms,
which are performing relatively well on a range of
valuation and quality metrics.
The lack of sustained earnings growth in emerging markets has frustrated equity investors
in recent years. The trend does not show much sign of reversing: Consensus forecasts for
earnings-per-share (EPS) growth in the MSCI EM Index have been revised down from 8.9% at
the end of 2018 to approximately 5.6% for 2019.1 A closer look at earnings expectations reveals
that a large portion of this decline is concentrated in the Information Technology (IT) sector,
where EPS growth is expected to fall 31% (see Figure 1). Given this deceleration in earnings, it
may surprise some that we see opportunity in emerging-market IT firms — even though our
stock-selection model prefers stocks showings signs of consistent earnings growth.
Understanding this opportunity requires a closer examination of EM IT firms. The IT sector
within emerging markets has become extremely bifurcated at the industry level. In general,
our bottom-up assessment shows that Software and Services (“S&S”) firms exhibit many
positive drivers of return. Technology Hardware and Semiconductor companies, by contrast,
are confronting a range of challenges.
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Software and Services firms are typically engaged in business consulting, and in application
development and maintenance. A significant part of their business is focused on helping clients
run more efficiently. This cost-focused spending is less impacted by economic cycles. As a result,
unlike other IT segments, S&S firms have been able to generate consistently high returns on
equity and to increase dividend payout ratios, despite a slowing global economy.

 EM Energy

More strikingly, a look at earnings-per-share forecasts for the three industry segments within
the IT sector shows that Software companies, unlike their peers in the Tech Hardware and
Semiconductor industries, have remained immune to many of the headwinds generated by the
ongoing China/US trade dispute. Due to their more strategic business models, S&S companies
are less sensitive to trade volatility, and they’ve been able to increase profit margins in an
environment that has challenged other exporters.
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In addition to exhibiting relatively favorable profitability characteristics, EM Software firms
also offer diversification benefits. We are not suggesting, of course, that Software and Services
companies are somehow immune from a global slowdown — a reduction in their customers’ IT
spending certainly would have negative consequences. But the drivers of return for software and
services firms are quite different compared to other IT sectors. These differences have become
even more evident in light of recent fears over global trade.
Two examples are the influence of movement in the Indian Rupee (INR) and passive equity flows
into India, each of which have proven to be more directly related to S&S equity returns than the
slowdown in trade. Eighty percent of EM Software and Services stocks are located in India, which
means their costs are incurred in INR, while most revenues are recognized in US dollars (USD). As
a result, they profit from a weakened domestic currency when revenues are repatriated to INR.
In addition, S&S firms are a relatively large component of the Indian market and have been direct
beneficiaries of improving investor sentiment and passive flows into the country. The correlation
matrix across the EM IT sector reveals the diversification that S&S exposure can offer vis-à-vis
EM Technology and Hardware and EM Semiconductors, respectively, and with respect to the EM
IT sector as a whole (see Figure 3).
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Taking this a step further, one can see that the lower correlation to the broader sector has
resulted in more defensive risk and return characteristics for S&S stocks. This relationship
holds over longer periods but has been particularly noteworthy throughout 2019, as S&S stocks’
resilient growth profile and lower exposure to economic cycles have resulted in significantly less
volatility (see Figure 4).
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A reasonable question to ask is whether this analysis of EM software companies translates
to their counterparts in the developed world. Emerging markets are characterized by a lower
degree of market maturity. This is very evident in the IT sector, where emerging markets can be
heavily concentrated in specialized lines of business. The Software and Services industry within
EM has a high concentration in Indian business consulting firms, whereas the developed software
index has a higher exposure to technology payment and processing companies as well as
internet stocks. These are securities that continue to be more expensive when compared to the
rest of the investable equity universe and as a result score poorly on our valuation metrics.

The Bottom Line

Emerging-market equities are an inherently risky asset class, characterized by lower levels of
transparency and elevated levels of political and currency risk. Nonetheless, we continue to see
opportunity in the asset class, despite a general trend of deceleration in earnings. Identifying
those opportunities amid a global slowdown and persistent trade-related fears requires a close
examination of both return and risk drivers, through a disciplined investment process. At present,
we continue to see opportunities in the EM Software & Services firms, which are fairly valued
and performing quite well on a range of quality and sentiment metrics — and which also offer
substantial diversification benefits compared with other IT segments.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:
•
•
•
•

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

For four decades, State Street Global Advisors has served the world’s governments,
institutions and financial advisors. With a rigorous, risk-aware approach built on research, analysis
and market-tested experience, we build from a breadth of active and index strategies to create
cost-effective solutions. As stewards, we help portfolio companies see that what is fair for people
and sustainable for the planet can deliver long-term performance. And, as pioneers in index, ETF,
and ESG investing, we are always inventing new ways to invest. As a result, we have become the
world’s third largest asset manager with US $2.8 trillion* under our care.
*AUM reflects approximately $36 billion (as of June 30, 2019), with respect to which State Street Global Advisors Funds
Distributors, LLC (SSGA FD) serves as marketing agent; SSGA FD and State Street Global Advisors are affiliated.

ssga.com
Marketing communication.
Glossary
Quality Quality indicators include a range of
measures that go to a company’s capital
productivity and balance-sheet health, among
other attributes.
Sentiment An investment theme that can
help investors take advantage of the return
opportunities generated by the emotions,
perceptions and actions of market participants.
Value Investing Investing in stocks that
exhibit solid fundamentals (e.g., dividends,
earnings and sales) that tend to trade at lower
prices than their peers.
State Street Global Advisors
Worldwide Entities
Abu Dhabi: State Street Global Advisors
Limited, Middle East Branch, 42801, 28, Al
Khatem Tower, Abu Dhabi Global Market
Square, Al Maryah Island, Abu Dhabi, United
Arab Emirates. Regulated by ADGM Financial
Services Regulatory Authority. T: +971 2 245
9000. Australia: State Street Global Advisors,
Australia, Limited (ABN 42 003 914 225) is the
holder of an Australian Financial Services
Licence (AFSL Number 238276). Registered

office: Level 17, 420 George Street, Sydney, NSW
2000, Australia T: +612 9240 7600. F: +612
9240 7611. Belgium: State Street Global
Advisors Belgium, Chaussée de La Hulpe 120,
1000 Brussels, Belgium. T: 32 2 663 2036, F: 32
2 672 2077. SSGA Belgium is a branch office of
State Street Global Advisors Limited. State
Street Global Advisors Ireland Limited,
registered in Ireland with company number
145221, authorised and regulated by the Central
Bank of Ireland, and whose registered office is at
78 Sir John Rogerson’s Quay, Dublin 2. Canada:
State Street Global Advisors, Ltd., 1981 McGill
College Avenue, Suite 500, Montreal, Qc, H3A
3A8, T: +514 282 2400 and 30 Adelaide Street
East Suite 500, Toronto, Ontario M5C 3G6. T:
+647 775 5900. Dubai: State Street Global
Advisors Limited, DIFC Branch, Central Park
Towers, Suite 15-38 (15th floor), P.O Box 26838,
Dubai International Financial Centre (DIFC),
Dubai, United Arab Emirates. Regulated by the
Dubai Financial Services Authority (DFSA). T:
+971 (0)4 4372800, F: +971 (0)4 4372818.
France: State Street Global Advisors Ireland
Limited, Paris branch is a branch of State Street
Global Advisors Ireland Limited, registered in
Ireland with company number 145221,
authorised and regulated by the Central Bank of
Ireland, and whose registered office is at 78 Sir
John Rogerson’s Quay, Dublin 2. State Street
Global Advisors Ireland Limited, Paris Branch, is
registered in France with company number RCS
Nanterre 832 734 602 and whose office is at
Immeuble Défense Plaza, 23-25 rue DelarivièreLefoullon, 92064 Paris La Défense Cedex,
France. T: (+33) 1 44 45 40 00. F: (+33) 1 44 45

41 92. Germany: State Street Global Advisors
GmbH, Brienner Strasse 59, D-80333 Munich.
Authorised and regulated by the Bundesanstalt
für Finanzdienstleistungsaufsicht (“BaFin”).
Registered with the Register of Commerce
Munich HRB 121381. T: +49 (0)89 55878 400.
F: +49 (0)89 55878 440. Hong Kong: State
Street Global Advisors Asia Limited, 68/F, Two
International Finance Centre, 8 Finance Street,
Central, Hong Kong. T: +852 2103-0288. F: +852
2103 0200. Ireland: State Street Global
Advisors Ireland Limited is regulated by the
Central Bank of Ireland. Registered office
address 78 Sir John Rogerson’s Quay, Dublin 2.
Registered number 145221. T: +353 (0)1 776
3000. F: +353 (0)1 776 3300. Italy: State Street
Global Advisors Ireland Limited, Milan Branch
(Sede Secondaria di Milano) is a branch of State
Street Global Advisors Ireland Limited,
registered in Ireland with company number
145221, authorised and regulated by the Central
Bank of Ireland, and whose registered office is at
78 Sir John Rogerson’s Quay, Dublin 2. State
Street Global Advisors Ireland Limited, Milan
Branch (Sede Secondaria di Milano), is
registered in Italy with company number
10495250960 - R.E.A. 2535585 and VAT
number 10495250960and whose office is at
Via Ferrante Aporti, 10 - 20125 Milano, Italy.
T: +39 02 32066 100. F: +39 02 32066 155.
Japan: State Street Global Advisors (Japan)
Co., Ltd., Toranomon Hills Mori Tower 25F 1-23-1
Toranomon, Minato-ku, Tokyo 105-6325 Japan,
T: +81-3-4530-7380 Financial Instruments
Business Operator, Kanto Local Financial
Bureau (Kinsho #345) , Membership: Japan

Where We See Opportunity in Emerging-Market IT Stocks

Investment Advisers Association, The
Investment Trust Association, Japan,
Japan Securities Dealers’ Association.
Netherlands: State Street Global Advisors
Netherlands, Apollo Building, 7th floor
Herikerbergweg 29 1101 CN Amsterdam,
Netherlands. Telephone: 31 20 7181701. SSGA
Netherlands is a branch office of State Street
Global Advisors Ireland Limited, registered in
Ireland with company number 145221,
authorised and regulated by the Central Bank of
Ireland, and whose registered office is at 78 Sir
John Rogerson’s Quay, Dublin 2. Singapore:
State Street Global Advisors Singapore Limited,
168, Robinson Road, #33-01 Capital Tower,
Singapore 068912 (Company Reg. No:
200002719D, regulated by the Monetary
Authority of Singapore). Telephone: +65 6826
7555. F: +65 6826 7501. Switzerland: State
Street Global Advisors AG, Beethovenstr. 19,
CH-8027 Zurich. Authorised and regulated by
the Eidgenössische Finanzmarktaufsicht
(“FINMA”). Registered with the Register of
Commerce Zurich CHE-105.078.458. T: +41
(0)44 245 70 00. Facsimile F: +41 (0)44 245 70
16. United Kingdom: State Street Global
Advisors Limited. Authorised and regulated by
the Financial Conduct Authority. Registered in
England. Registered No. 2509928. VAT No.
5776591 81. Registered office: 20 Churchill
Place, Canary Wharf, London, E14 5HJ. T: 020
3395 6000. F: 020 3395 6350. United States:
State Street Global Advisors, One Iron Street,
Boston MA 02210. T: +1 617 786 3000.

5

For use in Australia. Issued by State Street
Global Advisors, Australia, Limited (AFSL
Number 238276, ABN 42 003 914 225) (“SSGA
Australia”). Registered office: Level 17, 420
George Street, Sydney, NSW 2000, Australia
T: +612 9240 7600 Web: ssga.com. This
communication is directed at institutional and
wholesale clients only. The products and
services to which this communication relates
are only available to such persons and persons
of any other description (including retail clients)
are not entitled to rely on this communication.
For use in EMEA. The information
contained in this communication is not a
research recommendation or ‘investment
research’ and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties
as defined by the “appropriate EU regulator”
who are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this
communication relates are only available to
such persons and persons of any other
description (including retail clients) should not
rely on this communication.
The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor.
All information 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.
The views expressed are the views of Olivia
Engel only through July 30, 2019 and are
subject to change based on market and other

conditions. This document contains certain
statements that may be deemed forwardlooking statements. Please note that any such
statements are not guarantees of any future
performance and actual results or
developments may differ materially from
those projected.
Investing involves risk including the risk of loss
of principal.
Quantitative investing assumes that future
performance of a security relative to other
securities may be predicted based on historical
economic and financial factors, however, any
errors in a model used might not be detected
until the fund has sustained a loss or reduced
performance related to such errors.
The MSCI World Index, MSCI World ex US and
the MSCI US Index are trademarks of MSCI Inc.
MSCI indices are the exclusive property of MSCI
Inc. (“MSCI”). MSCI and the MSCI index names
are service mark(s) of MSCI or its affiliates and
have been licensed for use for certain purposes
by State Street Global Advisors (“SSGA”). The
financial securities referred to herein are not
sponsored, endorsed, or promoted by MSCI, and
MSCI bears no liability with respect to any such
financial securities. No purchaser, seller or
holder of this product, or any other person or

Where We See Opportunity in Emerging-Market IT Stocks

entity, should use or refer to any MSCI trade
name, trademark or service mark to sponsor,
endorse, market or promote this product
without first contacting MSCI to determine
whether MSCI’s permission is required. Under
no circumstances may any person or entity
claim any affiliation with MSCI without the prior
written permission of MSCI.
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 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.
© 2019 State Street Corporation.
All Rights Reserved.
ID17081-2674640.2.1.GBL.RTL 0819
Exp. Date: 08/31/2020

6

