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Equity markets started to wobble in July, before whipsawing
in early August. Probing deeper, we saw signs of a shift in
Sentiment before the market turned dramatically. To shed
light on the changes, we examine equity markets through
factor and sector lenses.

Equity Markets Slide
and Momentum Turns
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From their highs on July 16, global equity indices started a slide that accelerated into August.
Rationalization behind the panic attributed it to several factors, including: an unwinding of
the yen carry trade; weak payroll numbers in the US; slowing growth and recession risk; and
fatigue in the Al rally. In this commentary, our focus is not on the drivers of the recent market
drop, but rather on market sentiment itself and the signs of a shift in market sentiment that
we noticed prior to the recent volatility.

Earlier this year, we wrote about the strength of the Momentum, or Sentiment, factor,' and
how it has helped to drive markets toward all-time highs. Momentum latches on to prevailing
market trends. Therefore, a shift in its return patterns may signify a rotation in outlook or
sentiment from market participants. While global equity markets hit a local peak on July 16,
the Momentum factor’s strong performance turned south a few days earlier as it started

to underperform (Figure 1). In what was a very dramatic period, the very sharp drop and
partial rebound in Momentum returns during the first week of August coincided with the fall
in equity markets.
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Source: State Street Global Advisors, MSCI, FactSet, Axioma. Momentum factor spread returns for Axioma fundamental
factor in All Country World Large Cap Universe. As of August 13,2024.
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Year to date, Momentum has not only turned in other periods of underperformance, but also
has generated intervals of strongly positive returns. The behavior of other factors appears

to be different in this most recent drawdown, thereby suggesting a turn in risk appetite from
previous episodes. In the large Momentum drawdown from early February to mid-March, for
example, equity markets continued to rally, riskier factors such as Volatility performed very well,
while cyclical Value as well as the more defensive Dividend Yield underperformed. By contrast,
between the July 16 and the market lows on August 6, equity markets plummeted, the Volatility
factor tumbled, while higher dividend paying stocks managed to outperform (Figure 2).
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Source: State Street Global Advisors, MSCI, FactSet, Axioma. Factor spread returns for Axioma fundamental factors in
All Country World Large Cap Universe. As of August 13, 2024.

The Rotation
Within Sectors

The shift in the market in the current drawdown has also been noticeable within sectors.
Defensive sectors, such as Consumer Staples, Healthcare, Real Estate, and Utilities have
underperformed the broader market this year, and indeed last year. The Momentum drawdown
earlier this year did not provide any respite for these sectors either as they underperformed
during that period. Further, the previous Momentum drawdown did not provide much of a
headwind for Information Technology, a sector which has been the strongest performing
sector year to date.

In the most recent drawdown, however, Consumer Staples, Healthcare, Real Estate, and Utilities
all outperformed the broader market. Information Technology was by far the weakest performing
sector, followed by Communication Services, signalling a significant rotation in sector leadership
during this Momentum rotation.
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Source: State Street Global Advisors, MSCI, FactSet. As of August 13,2024.

The Bottom Line

The rebound in equity markets in early August from their July lows suggests a veneer of calm
may descend again. However, the downturn in returns for the Momentum factor and concurrent
risk aversion may indicate a broader shift in sentiment from equity market participants.

Time will tell us whether this recent drawdown was a warning shot about market events to come,
or whether it marked the start of another stage of the Momentum rally. However, given the
swirling risks and uncertainties around global growth, elections, inflation, and geopolitics, it seems
unlikely that we will not experience further bouts of volatility through the remainder of the year.

Overall, we caution against betting against a single outcome, and recommend building diversified
portfolios and explicitly consider risk in their construction. In times of heightened volatility, it is
important not to feel pressured into making knee-jerk reactions amid dramatic shift in markets.
We acknowledge not everything is forecastable, but consider it unlikely that we have seen the
end of the volatility within equity markets given the current landscape. We may not know what is
to come, but we reaffirm that diversification in drivers of return and an attention to risk mitigation
remain important hedges against uncertainty.

Endnote

1 ATime for Sentiment (ssga.com).
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https://www.ssga.com/us/en/institutional/ic/insights/systematic-active-monthly-february-2024

About State Street
Global Advisors

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 index and active strategies to create
cost-effective solutions. As pioneers in index and ETF investing, we are always inventing new
ways to invest. As a result, we have become the world’s fourth-largest asset manager* with

US $4.37 trilliont under our care.

* Pensions & Investments Research Center, as of December 31,2023.

* This figure is presented as of June 30,2024 and includes ETF AUM of $1,393.92 billion USD of which approximately
$69.35 billion USD is 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 Global Advisors are affiliated.

Please note all AUM is unaudited.
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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/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.

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.

Important Risk Information

The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered 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.

Allinformation is from State Street Global
Advisors 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.

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
oceur 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.

Investing involves risk including the risk of loss
of principal.

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.

The views expressed are the views of
Systematic Equity — Active through August 13,
2024, and are subject to change based on
market and other conditions.

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.

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.

Past performance is not a reliable indicator of
future performance.

Index returns reflect capital gains and losses,
income, and the reinvestment of dividends.
Index returns are unmanaged and do not reflect
the deduction of any fees or expenses.

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