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Despite the rapid rebound from the equity market’s
volatility in early August, the shift in Sentiment we noted
last month seems to be becoming more entrenched.
Even as global markets rebounded 9% from their lows
to positive territory at the end of the month, it was the
defensive sectors that led the way.
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As we noted last month [Is Sentiment Turning? (ssga.com)], sectors traditionally considered
defensive held up strong amid the early August market volatility and market drawdown. While
the sectors that had fared the worst in the market fall reverted and led the subsequent rebound
in the market. Over the course of the month of August, however, less volatile sectors were the
strongest performers.

Sorting sector returns on five-year volatility measures, from low to high, we observe a high
correlation with returns in August; lower volatility sectors performed better than the riskier

cohort (Figure 1). The least volatile sectors, Consumer Staples, Healthcare and Utilities, notably
outperformed. The Real Estate sector is also traditionally labeled a defensive sector, and similarly
performed well. The Real Estate sector’s volatility over the past five years has been at median levels,
largely due to idiosyncratic issues which linger and impact the sector after the COVID pandemic.
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Source: State Street Global Advisors, FactSet, MSCI. GICS stands for Global Industry Classification Standards. Data as of
August 31,2024,
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Broadly, we have been looking for a broadening out of the equity market rally, from the
domination of a few technology-enabled superstars that have led markets in the post-pandemic
period. We see increasing breadth as a healthy sign for markets overall. The current level

of market concentration has, however, been at least partly driven by fundamentals, and the
phenomenal earnings and cash-flow generation from a few mega-cap companies. After a brief
dipin 2022, the past two years have seen earnings estimates peak at nearly 30% year-on-year
growth for companies in the Information Technology (IT), Media and Retail industries. Defensive
and traditionally-cyclical companies, on the other hand, have seen earnings growing at a more
subdued rate.

Although the expected earnings growth differentials are still extreme, the gap if anything, is
closing with a pick-up in earning expectations for the defensive and cyclical names and flattening
of the trajectory of the technology superstars (Figure 2). This new dynamic suggests that there
may be opportunities for cheaper, defensive, and less glamourous companies and sectors to join,
or takeover, the market leadership.
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Source: State Street Global Advisors, FactSet, MSCI. Tech-enabled superpowers represent IT, Media and Entertainment and
Consumer Discretionary - Distribution & Retail industry groups. Defensives are the Consumer Staples, Healthcare, Utilities
and Real Estate industry groups. Cyclicals are in Energy, other Consumer Discretionary, Materials, Industrials and Financials.
Data as of 31 August 31,2024.
What Price for While the fundamentals still look attractive for the current market leaders, there is no doubt after
Growth? arecent run of very strong returns that valuations have moved to reflect that growth, particularly

in the IT sector. The cyclical parts of the market are, on average, sitting at a noticeable valuation
discount to the technology superstars. Both the cyclicals and the tech-leadership segments tend
to be more volatile than the market on average, increasing the risk of holding them, particularly in
an environment where investors are concerned about slowing growth.

In comparison, the defensive parts of the market currently occupy the happy middle ground
between these two extremes. The volatility of the segment, is of course, significantly lower

than the current market leadership and the cyclical names; and as we saw in August this may
offer some protection against future spells of volatility and market drawdown. Valuations of the
defensive cohort are, on average, cheaper than the technology-driven companies. However,
valuations of the defensive grouping are a bit more than the most volatile cyclical segments,
where investors are potentially being paid more to bear that additional risk. In an uncertain world,
we think this middle ground approach is increasingly appealing.
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Source: State Street Global Advisors, FactSet, MSCI. Volatility is depicted in the above by the size of the bubble. Data as of
August 31,2024.
The Bottom Line After an almost serene progression upwards for equity markets in the first half of this year, the

last couple of months have reminded investors that markets can go down as well as up, and that
volatility can surface at almost any time.

Despite recent outperformance of defensive sectors and lower-volatility investment strategies,
we believe that it is not too late to think about risk and look at a more defensive portfolio
allocation within an overall equity program. The defensive sectors offer valuation discounts to the
current market darlings and can be a useful hedge against downside volatility, while also offering
some of the long-term upside from equity investments.
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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 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. Investing involves risk including the
risk of loss of principal.

The views expressed are the views of
Systematic Equity — Active through September 10,
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.

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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