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If you were on vacation for the past month and only looked at financial
market levels upon returning, you would reasonably think that not much
happened during your absence. Take the S&P 500, which closed on Friday at
5,554, only 2% below its all-time high set on 16 July. Yet, during the past
month, the index fell 8.5% in just over two weeks, and has since rallied 7%.
Comparable selloffs and rallies occurred in the VIX index and corporate credit
spreads, while rates and the USD are still close to their early August lows.
Even with this knowledge, one might still chalk this up as a forgettable mid-
summer market swoon, largely due to positioning unwinds after a growth
scare and low liquidity.

While that may accurately describe this episode, it misses the big picture,
which is that these volatile moves were not anomalous, but rather a
microcosm of what price action across markets has become. Market rallies/
bubbles and corrections/crashes are nothing new. But markets are more
prone than ever to rollercoaster swings between momentum pushing asset
prices higher followed by sharp reversals, only for the pattern to repeat. That
is literally what happened to the S&P 500 over the past two months, and in
the spring as well (Fig. 1).

Fig. 1: Strong momentum, sharp reversals in the S&P 500
S&P 500 Index

Source: Bloomberg, UBS, as of 16 August 2024

 

This report has been prepared by UBS Financial Services Inc. (UBS FS). Please see important disclaimers and
disclosures at the end of the document.



If financial markets are prone to whipsaw price dynamics, it raises multiple
questions: Why does this happen? Are these price patterns likely to persist?
Are there other implications for market pricing? And what, if anything, should
investors do in response? Very brief answers are that these price dynamics are
a consequence of four factors working in conjunction, they’re likely to persist,
they make market indexes less efficient and informative about fundamentals,
and investors shouldn’t overreact to such price moves, but be prepared to act
quickly because attractive risk-return opportunities will arise as a result.

Four factors driving momentum/reversal price dynamics
The following four factors reflect developments in financial markets over the
past two decades that collectively feed off of each other to propagate price
momentum and trigger subsequent, often sharp, reversals.

Central bank influence: Monetary policy has always been influential, but its
impact has grown since the global financial crisis (GFC). In addition to setting
interest rates, the Fed now relies on quantitative easing (QE) and increased
communication and forward guidance to either tighten or loosen financial
conditions, which happens through changes in asset prices. Consequently,
investors obsess over data points and Fed comments that can inform likely
future policy decisions, and therefore market performance.

Macro uncertainty: Future economic activity is inherently uncertain and
forecasting it became harder after the GFC and even more so after the
pandemic. It’s difficult to assess in real time whether activity reflects
temporary cyclical factors or structural shifts in growth, inflation, and
rates. The post-pandemic combination of poor data quality, normalization
of activity after extreme distortions, and secular trends such as aging
demographics further confounds this analysis. Consequently, views previously
grounded on conventional economic models are now less well-anchored
and often change quickly in response to new data. A case in point is the
oscillations in market pricing for the fed funds rate in December 2025 (Fig. 2).

Fig. 2: Large oscillations in expectations for the fed funds rate
December 2025 Fed funds rate futures (in %)

Source: Bloomberg, UBS, as of 16 August 2024

Investor herd behavior: Investors often herd into the same consensus
trades—e.g., long tech, short JPY, and short volatility this year—and
uncertainty and complexity amplify the incentive to do so. Cognitive
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limitations cause investors to overweight recent salient information, such as
the past few growth data points, and downplay abstract and technical data.
Consequently, they gravitate to simple narratives—e.g., the economy is on
track for a soft landing—which can quickly become consensus, especially if
investors lack conviction in their macro views. Such herding can lead to price
momentum, which can reverse when views quickly shift due to incoming
data.

Index-linked trading: The use of index-linked products—e.g., futures,
options, and ETFs based on the S&P 500—has surged over the past decade
(Fig. 3). The proliferation of such products has made it easier and cheaper
for investors to express market views and manage risks. The by-product of
such activity is that positioning adjustments and systematic trading strategies
can make markets self-reflexive, with positive and negative price momentum
feeding on itself. This can cause prices to overshoot and disconnect from
slower-moving fundamentals, making them susceptible to sharp reversals.

Fig. 3: Option volumes on the S&P 500 have surged
Total volume of S&P 500 index options ('000s)

Source: Bloomberg, UBS, as of 16 August 2024

Market performance this year illustrates how these factors can collectively
drive momentum and reversals. All year investors have focused on when and
how much the Fed will cut rates. The timing and magnitude of the cuts are
data dependent, and expectations for them have oscillated because investors’
low conviction on the medium-term outlook for growth and inflation. For
proof, look no further than the past month when investors went from seeing
a Goldilocks economy in the first half of July to rising recession fears after the
July payrolls report, and now back to a soft landing after some positive growth
data. It wouldn’t be possible for a handful of data points to trigger each
narrative flip-flop if investors didn’t have low conviction in the macro outlook.
Nor would the market momentum and sharp reversals happen without
investors herding into consensus trades, or using index-linked products and
systematic strategies to quickly express shifting views.

Momentum/reversal price dynamics are likely to persist
Investors should expect momentum and reversal price patterns to occur
again, perhaps frequently, because these factors are likely to stay indefinitely
supportive. For starters, the Fed’s market influence will remain high as long as
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there are growth concerns and inflation risks, and those are safe assumptions
for the coming years. Aside from typical unpredictable developments, macro
uncertainty is likely to stay high because of investors being less confident in
their forecasting abilities. How could they not be after the consensus forecast
at the start of 2023 of a second half recession proved to be wildly off the
mark. Plus, previously reliable recession signals—an inverted yield curve, the
leading economic indicator (LEI) turning negative, and the Sahm rule—have
sent false positives for nearly two years (Fig. 4). All told, investors appear
susceptible to relatively little new data triggering significant shifts in views.

Fig. 4: A negative leading indicator has failed to signal a
recession this cycle
Conference Board Leading Economic Indicator, recessions shaded grey

Source: Bloomberg, UBS, as of 16 August 2024

The technical factors—positioning shifts due to investor herd behavior and
systematic trading strategies, and the reliance on index-linked products—
are likely to become more prevalent not less in perpetuating momentum
and reversals. Unless there’s a sudden change in human psychology, herd
behavior and thus crowded trades will persist. Reliance on systematic
strategies and index-linked products is likely to keep growing simply because
they’ve been profitable. The momentum factor has performed better than the
S&P 500 this year, with a compelling long-term track record (Fig. 5). Another
profitable trade has been to sell S&P 500 volatility, which fuels momentum by
suppressing volatility and encouraging investors to add risk. The combination
of the Fed “put” and the tendency for volatility to rapidly mean-revert means
that this trading strategy will likely continue to be widely deployed.
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Fig. 5: The momentum factor has outperformed in 2024
Index = 100 as of 31 December 2023

Source: Bloomberg, UBS, as of 16 August 2024

Three other market price implications
Three market pricing by-products of momentum and reversal dynamics
are important to keep in mind. First, the signal-to-noise of market prices
is degraded when fast moves cause prices to disconnect from economic
fundamentals. For example, the recent spike in the VIX is more indicative of
aggressive short covering than a signal about future economic conditions.

Second, the possibility of economic narrative flip-flops—e.g., from Goldilocks
to hard landing—means that tail risks become more prominent in market
pricing. This manifests not just in higher volatility, but in higher volatility of
volatility because the markets have to price in a wider range of possible
outcomes. The VVIX volatility of VIX index has a nearly 20-year upward trend,
although it did reverse in 2022 (Fig. 6). This is consistent with equity markets
being more prone to momentum and sharp reversals as they shift from pricing
in one tail risk to the other.

Third, prices at the index level, like the S&P 500, that can frequently
disconnect from economic fundamentals means that markets are not
particularly efficient at the macro level, even as they’ve become more efficient
at the security level over time. Such market inefficiencies create opportunities
to add alpha through asset allocation rather than security selection, though
neither is easy.
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Fig. 6: Volatility of volatility has been trending higher until
recently
VVIX volatility of VIX index

Source: Bloomberg, UBS, as of 16 August 2024

A mo’ momentum investment playbook
Building on the preceding point, successful market timing is notoriously
difficult, made even harder by the type of strong momentum and very rapid
reversals observed over the past month. The prudent approach for most
investors is to stick with a long-term strategy, based on a medium-term
view of economic fundamentals. Otherwise, portfolio performance can be
whipsawed even more than the markets.

Yet it’s imperative to monitor these price dynamics as they can signal genuine
risks and create attractive risk-return opportunities. A purely passive investing
approach misses out entirely. This favors at least some active management, as
price momentum and reversals can significantly alter valuations and long-run
expected returns. As for what to watch to identify potential price momentum
or reversals, policy changes and inflections in economic trends are often the
impetus for momentum, while reversals occur when those developments are
questioned. Plus, big price swings are also almost always associated with a
shift in the market narrative—e.g., a soft landing is now more likely than a
hard landing.

The bottom line: Strong price momentum and sharp rapid reversals as
witnessed over the past month are a feature of modern financial markets,
not a bug. This stems from the outsized market influence of the Fed,
macroeconomic uncertainty, investor herd behavior, and the growing use of
index-linked products to manage positioning. While this observation doesn’t
tell us anything specific that would change the medium-term fundamental
outlook, it does have relevance for the investment outlook. More resilient
growth data, in particular in the August payrolls report, coupled with a Fed
that is cutting rates proactively, could shift the market narrative from a soft
landing back to Goldilocks. Were that to occur, the market momentum of
the past two weeks could continue well into the fall. A reversal would be
inevitable, but that’s a forecast for another day.
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Appendix

UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management
business of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS
Group"). UBS Group includes former Credit Suisse AG, its subsidiaries, branches and affiliates. Additional disclaimer relevant
to Credit Suisse Wealth Management follows at the end of this section.
The investment views have been prepared in accordance with legal requirements designed to promote the independence
of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. Certain
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may
not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy
or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates
and market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of using
different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated
amount ("Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the
amounts due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the
performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance
of any Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document
and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at
any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant
investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as
directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated
to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not
be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk
to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading
is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur.
Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back
less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information.
Different areas, groups, and personnel within UBS Group may produce and distribute separate research products
independently of each other. For example, research publications from CIO are produced by UBS Global Wealth
Management. UBS Global Research is produced by UBS Investment Bank. Research methodologies and rating systems
of each separate research organization may differ, for example, in terms of investment recommendations, investment
horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which
UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations
provided by each of the separate research organizations may be different, or inconsistent. You should refer to each relevant
research product for the details as to their methodologies and rating system. Not all clients may have access to all products
from every organization. Each research product is subject to the policies and procedures of the organization that produces it.
The compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking, sales and
trading or principal trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of which
investment banking, sales and trading and principal trading are a part.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide
legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in
general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the
particular investment objectives, financial situation and needs of our individual clients and we would recommend that you
take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing
UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability
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whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report
is for distribution only under such circumstances as may be permitted by applicable law. For information on the ways in
which CIO manages conflicts and maintains independence of its investment views and publication offering, and research
and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your client advisor.
Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider
and incorporate environmental, social and governance (ESG) factors into investment process and portfolio construction.
Strategies across geographies approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG
factors or Sustainable Investing considerations may inhibit UBS’s ability to participate in or to advise on certain investment
opportunities that otherwise would be consistent with the Client’s investment objectives. The returns on a portfolio
incorporating ESG factors or Sustainable Investing considerations may be lower or higher than portfolios where ESG factors,
exclusions, or other sustainability issues are not considered by UBS, and the investment opportunities available to such
portfolios may differ.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset
Manager or the External Financial Consultant and is made available to their clients and/or third parties.
USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS
Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V., UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and UBS Menkul Degerler
AS are affiliates of UBS AG. UBS Financial Services Inc. accepts responsibility for the content of a report prepared
by a non-US affiliate when it distributes reports to US persons. All transactions by a US person in the securities
mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, and not
through a non-US affiliate. The contents of this report have not been and will not be approved by any securities
or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal
advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities Exchange
Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not intended to be, and do
not constitute, advice within the meaning of the Municipal Advisor Rule.
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
Additional Disclaimer relevant to Credit Suisse Wealth Management
You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit
Suisse website https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products
and services, UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-
mail address) until you notify us that you no longer wish to receive them. You can optout from receiving these materials
at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this
report, this report is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory
Authority (FINMA).
Version B/2024. CIO82652744
© UBS 2024. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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