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All Quiet on the Sentiment
Front

Introduction

This Addepar Investor Sentiment Index (ISI) research note is designed to provide transparency into
the investment behavior of the wealthiest tier of investors. Leveraging Addepar’s network of RIAs
and family offices, we analyze anonymized investment data on our platform to gain insight into
how ultra-high-net-worth (U/HNW) investors are making portfolio adjustments, effectively
capturing their views on the economy and markets. Additionally, where relevant, we conduct client
interviews to supplement the data analysis presented. To ensure privacy, we never disclose
identities.

Takeaways

e Investors remain on the sidelines as markets dip into bear market territory.
e Bullish sentiment in utilities appears to be tied to the escalation of tensions in Ukraine.
e Financial services sentiment is no longer tracking changes to long-term interest rates, not

seen since the onset of the pandemic.

A bear market is when a market experiences a significant (and sometimes prolonged) price decline
and it’s generally accepted that a decline of 20% or more (for no magic reason) from the most
recent highs is a bear market. Most definitions also say that in bear markets there’s widespread
pessimism and negative sentiment. This research note examines how U/HNW private wealth

investors are reacting to current conditions.

The S&P 500 index most recently peaked at the turn of the year at 4796.56 on 1/3/2022. As of the
writing of this piece, the S&P 500 closed at 3666.67 on June 16, a decline of more than 23%.
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Putting this into perspective, basic data compiled from the Bespoke Investment Group shows' that

since WWII there have been 14 bear markets, with the median pullback over that timeframe at
approximately 30%, and downturns lasting a median of 359 days. If history proves to be a guide,

then one should prepare for what may still precipitate.

Our analysis from January’s note showed that, on a historical basis, investors tend to diligently
rebalance up until they start experiencing drawdowns in the 15-20% range, after which they tend
to reduce exposures. Given this analysis, in the current circumstances, one would expect negative
sentiment. However, contrary to this history, net sentiment has been quite muted, showing that the
majority of investors are staying on the sidelines even while markets are selling off and becoming

quite volatile.

Figure 1
Weekly ISl vs S&P 500
December 27, 2021-May 28, 2022
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Performance was quite negative across all sectors with the exception of energy. Sentiment was
broadly muted except for strongly bullish sentiment to utilities and negative sentiment to consumer

defense.

Figure 2
Sector Sentiment (4-week average) and Performance
May 16, 2022-June 14, 2022
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Utilities are typically a pretty quiet sector, with generally lower levels of sentiment. However, this
changed abruptly in late January with sentiment jumping to record high levels (figure 2). Perhaps
not coincidentally, on January 24th, NATO put forces on standby, while some western nations
started the evacuation of embassies in Ukraine. Utilities sector returns subsequently also
performed well during this time frame, although utilities have most recently sold off along with

other equities.
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Figure 3
Utilities Sentiment vs Returns
June 12, 2021-June 14, 2022
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Sentiment in financial services has shown a significant shift in investor behavior. While generally
sentiment closely tracks the path of long-term interest rates, there have been two major deviations
from this trend since we've been tracking investor sentiment: the start of the pandemic and our
current environment (figure 3). It seems that during stressed market conditions, investors break
with their model of trading on long-term interest rates. If you remove these two time frames from

the analysis, correlations are generally quite high (.5-.6).
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Figure 4

Financials Sentiment vs 10-year Treasuries

March 6, 2018-June 14, 2022
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Conclusion

We'll continue to develop analytics that provide additional value to our clients through the

aggregated and anonymized investment data on our platform. We'll also keep posting the monthly

ISl index, our key observations and periodic research notes on our website.
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Notice and Disclaimers

All information provided by Addepar, Inc. or its subsidiaries (collectively, “Addepar”), including without
limitation, all text, data, graphs and charts (collectively, the “Information”) is the property of Addepar and is
provided for informational purposes only. The Information may not be modified, reverse-engineered,
reproduced or re-disseminated in whole or in part without prior written permission from Addepar. All rights in
the Information are reserved by Addepar.

The Information may not be used to create derivative works or to verify or correct other data or information
without prior written permission from Addepar. For example (but without limitation), the Information may not
be used to create indexes, databases, risk models, analytics, software or in connection with the issuing,
offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other
investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any
other Addepar data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the
Information.

Addepar makes no express or implied warranties or representations with respect to the information (or the
results to be obtained, but rather the use thereof), and to the maximum extent permitted by applicable law,
Addepar expressly disclaims all implied warranties (including, without limitation, any implied warranties of
originality, accuracy, timeliness, non-infringement, completeness, merchantability and fitness for a particular
purpose) with respect to any of the information.

Information containing any historical information, data or analysis should not be taken as an indication or
guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee
future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the
user, its management, employees, advisors and/or clients when making investment and other business
decisions. All Information is impersonal and not tailored to the needs of any person, entity or group of
persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial
product or other investment vehicle or any trading strategy.

Addepar does not recommend, endorse, approve or otherwise express any opinion regarding any issuer,
securities, financial products or instruments or trading strategies and Addepar’s research products or services
are not intended to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such.

Addepar, Investment Sentiment Index and other Addepar brands and product names are the trademarks,
service marks or registered marks of Addepar or its subsidiaries in the United States and other jurisdictions.

© 2022 Addepar. All rights reserved.
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