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Bullish on Utilities and Energy,
Bearish on Financial Services

We recently introduced our Addepar Investor Sentiment Index (ISI) (methodology
found here), which uses portfolio-level transaction data to gauge investor sentiment.
We analyze the investment data on our platform to gain insight into how
ultra-high-net-worth (U/HNW) investors are making adjustments at the portfolio,
sector and stock levels. Additionally, we conduct client interviews to supplement the
data and analysis presented in our research notes. For privacy reasons, we never
disclose identities.

In June, investors actively repositioned their portfolios, investing in international
equities, while making defensive moves at the sector level out of financial services
and into utilities and energy. This month'’s key highlights include:

- Investors continued to diversify away from U.S. equities into Canada, EMEA
and Asia Pacific markets.

- After several months of bullish sentiment, investor sentiment turned neutral in
emerging and frontier markets.

- Investors rotated into the defensive utilities sector and out of financial
services, which has been following the downward path of long-term interest
rates.

- Investor sentiment remained very bullish on energy, the top performing sector
this year.

- Within the communications sector, investors are bearish on traditional
telecommunications stocks such as AT&T, while remaining bullish on online ad
revenue firms such as Alphabet and Facebook.

June sees rotation into EMEA Developed Market and
Asia Pacific equities

The S&P 500 returned 2.3% in the month of June, which to a large degree is
attributable to the outperformance of big tech heavyweights—such as Apple,
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Facebook and Tesla— which had led the post-pandemic rally but have recently been
laggards'. Long-term treasuries continued their rally that started in April. 10-year
treasury rates have come down to 1.48%, primarily due to falling break-even inflation
rates, while short-term rates modestly increased and the yield curve flattened.
Together these paint a picture of growing investor anxiety about the longer-term
economic outlook, heightened by concerns over the highly contagious Delta variant
as well as the increasing likelihood of the Fed tightening monetary policy.

On net, sentiment at the monthly level remained bearish in April, May and June.
Drilling down to the weekly level, investors were bearish on US. equities in the first
two weeks of June, then turned moderately bullish by the final week of the month
(figure 1).

Figure 1: Weekly Addepar Investor Sentiment Index (4wma)
December 30, 2020—-June 29, 2021
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Source: Addepar, S&P Global

' Wall Street Journal: “Another Big Stock-Market Rotation Is Under Way, and Tech Is on Top Again”
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As one might expect, the Addepar ISI for U.S. markets and total ISI readings across all
geographies have generally tracked each other (figure 2), but they've begun to
diverge in 2021°. With the exception of a modestly bullish reading in March, the ISI
sentiment for US. markets has been bearish. In contrast, sentiment across all
geographies (total ISI) has been bullish. This implies that investors have been bullish
on international equities while bearish on domestic ones.

Figure 2: Monthly Domestic and International Sentiment Index
January 2019-June 2021
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Although sentiment has been broadly bullish internationally, there are differences
within specific geographies (figure 3). Due to variations in magnitude of sentiment
scores across geographies, we normalize values using z-scores (a statistical measure
of how strong sentiment is in each geography relative to its historical mean).
Sentiment in emerging and frontier markets was particularly bullish in January
through March, but has since become neutral. Sentiment in Asia Pacific was neutral
at the start of the year, but picked up in March. Sentiment scores in EMEA and

2 Geography based on country of equity, not country of investor.
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Canada have largely been bullish this year, although they were somewhat more
muted in June.

Figure 3: Monthly Sentiment Z-Scores By Geography
January, 2021-June, 2021
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In reviewing figure 3, a family office client pointed out that by many traditional
measures, U.S. valuations are at historically expensive levels and appear high relative
to other countries (see example in figure 10 and 11 of the appendix). It's perhaps in
this context that investors are diversifying their portfolios out of U.S. equities.

Bullish on utilities and energy, bearish on financial
services and communications

Figure 4 shows sector-level sentiment, historical z-scores and sector performance.
In June, investors rotated into utilities and energy sectors and out of financial
services and communications services. These rotations ran somewhat counter to the
broader market where the technology sector outperformed and basic materials
underperformed.
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Prevailing wisdom would suggest that utilities tend to perform relatively better when
economic growth is slowing and underperform when growth picks up. The industry
has steady revenues due to consumers’ need for these essential services in any
market environment and therefore investors typically view this sector in a defensive
light. Additionally, low and falling Treasury rates benefit this capital
expenditure-heavy industry, while rising energy costs are passed through to
consumers.

At first glance, it may seem counterintuitive to see energy and consumer cyclicals
(which do better in a rising growth environment) showing strong positive sentiment
alongside utilities. Changes in the Treasury yield curve help clarify this. Falling
Treasury rates in June at the long end of the curve imply that long-term growth
expectations have decreased. This benefits utilities even though rates at the
front-end of the curve have actually risen—suggesting expectations of robust
short-term growth that traditionally serves cyclical industries well.

Figure 4: Sector Sentiment

June 2021

Sector Sentiment Z-Score Total Return
Utilities 0.5 -2.2%
Energy 1.3 4.6%
Consumer Cyclical 1.5 3.8%
Consumer Defensive 0.1 0.4 -0.2%
Technology -1.3 0.1 7.0%
Industrials -0.1 0.1 -2.2%
Basic Materials 0.0 0.0 -5.3%
Real Estate -0.2 -0.4 3.2%
Healthcare -1.3 -0.7 2.3%
Communication Services -0.7 -0.7 2.7%
Financial Services -2.5 _ -3.0%
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Bullish energy sentiment and strong YTD returns

Investors have now been consistently bullish on the energy sector since January of
this year (figure 5). With oil prices at levels not seen since the beginning of 2018, this
sector has outperformed all others with a return of 45.6% year-to-date.

In figure 5, one can easily see that energy sector sentiment and the total return index
seem to move in unison, which mathematically translates into a correlation of .7 since
2020. Interestingly, this behavior is relatively uncharacteristic. For the energy sector,
correlation between sentiment and the total return index in 2018 was .4, and it was
only .1in 2019. In the other sectors, there tends to be no correlation or it's modestly
negative. This indicates U/HNW are trading the energy sector consistently with the
broader market. In subsequent research notes, we'll update you on how this trend
evolves.

Counter to the direction of market pricing, one client commented, “Shale oil is now
profitable, OPEC is discussing increasing production, and the dollar is rising.” These
comments imply that production is likely to rise and place downward pressure on
pricing. Because oil is priced in dollars and it's a hard asset, there tends to be a
negative correlation between the dollar and oil prices. This would suggest that oil
prices could fall as the dollar rises.
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Figure 5: Energy Sector Sentiment (4wma) vs Total Return Index
Jan 1,2020~-June 30, 2021
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Financial services sentiment continues to decline

In a recent edition of this note, we had observed that prior to the pandemic,
investors in the financial services sector responded to changes in treasury yields.
When yields would go up, sentiment increased, and the opposite happened when
yields declined. However, throughout the pandemic, this relationship has broken

down.

Since the fourth quarter of last year, investor sentiment has again started responding

to Treasury yields. Figure 6 shows the weekly financial services sector sentiment and
changes in the 10-year Treasury yield computed on a 6-week moving average basis.
From October 2020 through June 2021, the two series have a correlation of .6, similar

to what we saw prior to the pandemic.

Treasury vyields have declined since April and investors have responded with

decreasing sentiment to the financial services sector.

ADDEPAR.COM +1(855) 464-6268 INVESTOR-SENTIMENT (@ ADDEPAR.COM



Figure 6: Financial Services Sentiment and Treasury Yields
Jan 1, 2018—-June 30, 2021
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Bearish on traditional telecommunications firms

Investors were bullish on the communications sector over the past 3 months, but
have turned strongly bearish in June. Per figure 7, there's a distinct split of sentiment
in the communications sector. Investors were bearish on traditional
telecommunications firms including AT&T, Verizon and Comcast while continuing to
be bullish on ad revenue-generating firms such as Facebook, Alphabet and Pinterest.

Figure 7: 10 Most-Traded Stocks in Communications sector

June, 2021
| i et
AT&T -0.9
Verizon -0.4 230
Comcast -0.3 265
Zoom 0. 106
ViacomCBS 0.2 26
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Netflix 0.2 225

Alphabet 0.3 1690
Twilio 0.4 65
Facebook 05 951
Pinterest 05 45

Source: Addepar

Stay tuned

We will 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.

Appendix

Figure 10: US CAPE Ratio
December 31, 1981-June 30, 2021
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Figure 11: CAPE Ratios by Country
June 30, 2021

‘ Calculated Using 6/30/2021

Canada S&P/TSX Composite 25.49
us S&P 500 37.73
UK FTSE 100 15.05
Italy FTSE MIB 2417

Spain IBEX 35 18.22
Russia MOEX 10.96
India NIFTY 50 33.38
Japan* All public companies, (consol.)* 25.34
China SSE Composite 18.43
Hong Kong Hang Seng 14.62
Australia ASX All Ordinaries 19.83

Source: Siblis Research

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 or originality, accuracy, timeliness, non-infringement, completeness, merchantability
and fitness for a particular purpose) with respect to any of the information.
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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.
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