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GLOBAL X ETFs RESEARCH 

  Income Outlook: Q4 2021 – Tightening 

Monetary Policy Driving Rising Rates 

The Global X Income Outlook for Q4 2021 can be viewed here. This report seeks to provide macro-level 

data and insights across several income-oriented asset classes and strategies. 

Last quarter we discussed the threat of rising rates amid persistent inflation, and it now appears the Federal 

Reserve is ready to act. Inflationary pressures are proving stickier amid extended supply chain disruptions 

and strong demand, causing the Federal Reserve (Fed) to likely quickly tighten monetary policy. The spread 

of the Omicron variant poses another unknown, but so far is influencing the markets less than the Fed’s 

hawkish plans. Profitability and valuations are starting to be scrutinized more in the equity markets, with 

growth sectors like Technology acutely affected. Many investors are looking for segments of the market that 

can withstand inflation and rising rates, with income investors particularly motivated given their typical 

overweight to interest rate-sensitive securities.  

Key Takeaways:  

▪ Value-oriented segments like Financials and Energy may benefit if inflation remains persistent and 
interest rates rise. 

▪ Master limited partnerships (MLPs) and preferred stocks are two options for income investors 
looking to balance exposure to the Energy and Financials sectors with high yield potential.  

▪ Income investors may also find dividend strategies more appealing than before. Its value-like 
characteristics could be better suited for a period of rising rates. 

Equity and Credit Performance in Q4 Was Positive Despite Looming Macro Pressures  

Headline inflation accelerated from 5.4% at the end of Q3 to 7.0% at the end of Q4, continuing its massive 

increase from 1.4% at the end of 2020.1  

In response, the Federal Reserve has clearly pivoted to a more hawkish stance, and rate expectations are 

following suit. The futures curve is pricing in the first rate hike this year to take place in March, with four total 

by the end of 2022.2 Short term bond yields historically rise when the Federal Reserve begins hiking rates. 

Asset purchase tapering already began in November 2021, initially reducing Treasury purchases by $10 

billion and mortgage-backed securities (MBS) by $5 billion.3 The Fed later announced more aggressive 

measures in mid-December. Beginning in January 2022, the Fed will purchase only $60 billion in bonds, half 
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its $120 billion a month purchases prior to tapering.4 This aggressive tapering implies an end to its bond 

buying program by March of this year, when the first rate hike is expected. 

While expectations for a more hawkish Fed are being acutely felt in the early weeks of 2022, their impact on 

Q4 returns were more of a mixed bag. For example, the Information Technology sector recovered in Q4, 

returning 16.7% and outpaced all sectors except Real Estate, after the selloff towards the end of Q3.5 But 

small caps posted just a 2.1% gain for the quarter, as concerns about rising rates negatively affected the 

segment.6 The appreciation of the dollar helped keep small caps in the green. The Dollar Index started Q4 

at 94.2 before finishing at 95.7. The index bottomed for the year at sub-90 in late-May.7 High yield bonds 

finished Q4 up 0.71%, well outpacing the broader bond market’s return of 0.01%.8 The downward trajectory 

of credit spreads towards quarter-end boosted high yield bonds. Risk assets across the credit space 

performed well as a result.    

 

Inflation Leading to Late Cycle Indicators In the Markets 

The Fed dropped the word ‘transitory’ from its inflation expectations. Inflation jumped from 1.4% at the end 

of 2020 to 7.0% at the end of 2021, primarily due to rising energy prices, a tight labor market, and supply 

chain issues.9 Several auto and tech company executives indicated they still expect supply chain issues to 

persist for the next year or two, and U-6 unemployment stands at just 7.3% after peaking at 23.0% in April 

2020, demonstrating tightness in the labor markets.10 US consumers expect inflation to be in the 6% range 
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in 2022, and 4% over the next three years, according to the New York Fed’s December 2021 Survey of 

Consumer Expectations report. It is normal that the Fed’s policies will include more aggressive measures 

like rate hikes and a phase-out of tapering programs to combat elevated inflation. Inflation and rising rates 

can hurt returns for fixed income investors, making it a key risk.  

Options for Income Investors 

Energy and Materials could be well-positioned for this inflationary period. Materials companies that mine or 

process commodities can typically easily pass-through higher costs to their customers. Historically, in higher 

inflation environments, Materials companies and Commodities futures tend to outperform the broader 

market because of their greater degree of insulation from inflationary pressures. In the last economic cycle 

when Consumer Price Index (CPI) growth steadily rose from 1.3% to 5.6% between October 2006 to July 

2008, just before the ensuing crash, the returns for each asset class were Commodities: 31%; Materials: 

25%; and the S&P 500: -5%; in that time span.11 

Traditional value sectors like Financials and Energy tend to benefit from rising yields and consumer 

demand. Banks make loans to consumers and small businesses at longer term rates such as the 30-year 

mortgage rate, for example. If loan growth picks up and credit quality remains stable, banks may be well 

positioned to add additional interest income to their books. Duration risk acutely affects other types of fixed 

income assets investors currently own though, including longer term government bonds and corporate 

bonds. In a rising rate environment, variable rate preferreds could be a solution for income investors looking 

to reduce duration risk in fixed income. Variable rate preferreds, for example, offered lower duration of 2.1 

years compared to the broader fixed income market of 6.7 at the end of the year.12 Energy companies are 

generally either directly exposed to oil and gas prices (exploration & production) or indirectly 

(midstream/pipelines). Oil prices were on an upward trajectory to finish the year, closing at $75 for West 

Texas Intermediate (WTI) crude oil, after the initial risk-off appetite from the Omicron variant drove prices 

down the $65 in early December. As inflation remains elevated at 7.0% and oil supply remains curtailed by 

organizations like OPEC+, there are reasons to believe oil prices could remain elevated throughout 2022. 

Energy infrastructure equities like master limited partnerships (MLPs) could offer advantages if US energy 

production continues rising in an elevated oil price environment. Another added potential advantage for 

income investors is the dividend yields from Energy and Financials companies. As we can see below, these 

sectors had above-average dividend yields. 
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With the shift from growth to value, broader baskets of dividend paying stocks could be an attractive option 

for investors as well. Dividend paying strategies are often overweight value sectors like Financials, Energy, 

and Real Estate compared to broad market indices. Just in the past decade, dividends account for 23% of 

the S&P 500’s total return.13 If earnings growth falls, dividends may begin to account for a larger portion of 

equity returns. 

 

High yielding international dividend payers are another option with current inflation levels eclipsing US 

dividend yields. International equities generally struggled in 2021, returning just 8.29% compared to the S&P 

500’s return of 28.68%.14  A lack of progress on the vaccination front hampered overseas economies’ 
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economic recoveries. But lower valuations and the potential to catch up in vaccination rates could see 

international dividend payers thrive in 2022.  

Rising inflation makes evaluating dividend strategies particularly important for investors who rely on their 

dividends for regular cash flow. Companies with strong balance sheets and that can pass through rising 

costs to customers are likely to see dividend growth keep pace with inflation, whereas others may not. 

Quality dividend strategies are one way to potentially isolate these types of companies. Quality dividend 

strategies tend to look for profitable companies with low levels of financial leverage, potentially providing a 

ballast to uncertain economic factors and avoiding companies with worsening fundamentals. 

Defensive Solutions for the Tech sector 

Maintaining long-term tech exposure is still the preferred strategy for many growth-oriented investors. But 

high valuations, rising rates, and credit spread expansion could provide headwinds for the space. In 2021, 

the Information Technology sector was among the most sensitive to rising bond yields, only trailing the 

capital-intensive Utilities and Real Estate sectors. 

 

 

More profitable tech companies may be able to withstand interest rate increases, particularly if their 

business models are able to maintain strong earnings growth, but some of the higher growth, unprofitable 

companies could be at greater risk. This could make risk management strategies for Tech-oriented funds a 

route for investors in 2022 to play this sector. Examples of this include put option protection that can mitigate 

downside risks or covered call strategies that seek to monetize volatility. 
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Conclusion 

Fed communication makes it clear we should be prepared for rates to rise this year, with potentially four 

hikes forecasted by the market. Most assets have exhibited positive performance with low rates because 

credit spreads dropped, and valuation multiples expanded. The good news for investors is there are asset 

classes and strategies designed for these types of inflationary and late cycle environments. Value sectors 

like Financials and Energy, as well as commodity assets like oil and copper have responded well late cycle 

when inflation picks up, based on historical precedent. Growth assets like Technology shouldn’t necessarily 

be eschewed, but may warrant using risk management techniques for the sector. We may not see the broad 

risk asset rally like we have for the past decade, but investors can seek to appropriately position their 

portfolios in a rising rate environment like this.  

 

 

DEFINITIONS:  

S&P 500 Information Technology Sector GICS Level 1 Index: The Index comprises those companies 

included in the S&P500 that are members of the Global Industry Classification Standard (GICS) Information 

Technology sector. These companies include software & services, technology hardware & equipment, and 

industry group that make up the Information Technology sector.  

S&P 500 Consumer Discretionary Sector GICS Level 1 Index: The Index comprises those companies 

included in the S&P500 that are members of the Global Industry Classification Standard (GICS) Consumer 

Discretionary sector. These companies include automobile & components, consumer durables & apparel, 

consumer services and retailing.   

S&P 500 Consumer Staples Sector GICS Level 1 Index: The Index comprises those companies included 

in the S&P500 that are members of the Global Industry Classification Standard (GICS) Consumer Staple 

sector. These companies include food & staples retailing, food, beverage & tobacco, household & personal 

products  

S&P 500 Real Estate Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Real Estate sector. These 

companies include equity real estate investment trusts and real estate management & development.  

S&P 500 Communication Sector GICS Level 1 Index: The Index comprises those companies included in 

the S&P500 that are members of the Global Industry Classification Standard (GICS) Communication sector. 

These companies include telecommunication services and media & entertainment.   

S&P 500 Utilities Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Utilities sector. These 

companies include electric utilities, gas utilities, water utilities, independent power and renewable electricity 

producer.    

S&P 500 Health Care Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Health care sector. These 

companies include health care equipment & services, pharmaceuticals, biotechnology and life sciences.     
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S&P 500 Materials Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Materials sector. These 

companies include chemicals, construction materials, containers & packaging, metals &mining, and paper & 

forest products companies.   

S&P 500 Industrials Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Industrials sector. These 

companies include capital goods, commercial & professional services and transportation.  

S&P 500 Energy Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Energy sector. These 

companies include energy equipment & services, oil, gas, & consumable fuels.  

S&P 500 Financials Sector GICS Level 1 Index: The Index comprises those companies included in the 

S&P500 that are members of the Global Industry Classification Standard (GICS) Financials sector. These 

companies include banks, diversified financials, and insurance.  

Duration: Measure of bond’s price sensitivity to changes in interest rates. 
 
Forward Price to Earnings (P/E): Represents the price of a share of a security divided by its per share 
expected earnings. It is used to determine whether a stock is cheap or expensive. 
 
Price to Earnings (P/E) Multiple: Multiple used for valuating a company that measures its current share 
price by its per share expected earnings.  
 
S&P 500 High Dividend Index: Index designed to measure the performance of 80 high yield companies 
within the S&P 500 and is equally weighted to best represent performance of this group.  
 
Bloomberg Commodity Index: is a broad commodity index that represents 20 commodities based on 

economic significance and liquidity. The index consists of 22 exchange traded futures on physical 

commodities. 

 

 

 

Endnotes: 

1. Bureau of Labor Statistics. Data as of December 31, 2021. 

2. Bloomberg. Based on futures curve as of 1/17/22. 

3. CNBC. “Fed will aggressively dial back its bond buying, sees three rate hikes next year.” December 15 th, 2021. 

4. US News. “Fed Shifts Gears, Slashes Bond Buying in Half as it Prioritizes Inflation Over Unemployment.” December 

15th, 2021. 

5. Measured by S&P 500 Information Technology Sectors GICS Level 1 Index. Data from 9/30/21 to 12/31/21.  

6. Measured by Russell 2000. 

7. Measured by the US Dollar Index. 

8. High yield bonds measured by Bloomberg US Corporate High Yield Total Return Index, and broader bonds measured 

by Bloomberg US Aggregate Total Return Index. Data from 9/30/21 to 12/31/21.  

9. Bureau of Labor Statistics. Data through December 2021. 

10. Bureau of Labor Statistics, Bloomberg. Data through December 2021. U-6 Unemployment rate measures worker no 

longer looking for jobs and part time worker seeking full time employment.  
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11. Commodities represented by Bloomberg Commodity Index and materials represented by S&P 500 Materials Sector 

GICS Level 1 Index.  

12. Bloomberg. Variable rate preferreds represented by ICE U.S. Variable Rate Preferred Securities Index, and broader 

fixed income represented by Bloomberg US Agg Index. Measured by option adjusted duration. Data as of 12/3 1/21. 

13. Bloomberg. Data from 12/31/11 to 12/31/21. 

14. International equities measured by MSCI ACWI ex-US Index. 

 
 

 

 

Index returns are for illustrative purposes only and do not represent actual fund performance. Index performance returns do not reflect any 
management fees, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index. Past performance does 
not guarantee future results. 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will 
reduce returns.  

Investing involves risk, including possible loss of principal. International investments may involve risk of capital loss from unfavorable fluctuation 
in currency values, from differences in generally accepted accounting principles, or from economic or political instability in other nations. 
Emerging markets involve heightened risks related to the same factors as well as increased volatility and lower trading volume. Bonds will 
decrease in value as interest rates rise. High yield bonds involve greater risks of default or downgrade and are more volatile than investment 
grade securities, due to the speculative nature of their investments. 

Real estate is highly sensitive to general and local economic conditions and developments, and characterized by intense competition and 
periodic overbuilding. Many real estate companies, including REITs, utilize leverage (and some may be highly leveraged), which increases risk 
and could adversely affect a real estate company’s operations and market value in periods of rising interest rates. 

Investments in securities of MLPs involve risk that differ from investments in common stock including risks related to limited control and limited 
rights to vote on matters affecting the MLP. MLP common units and other equity securities can be affected by macro-economic and other 
factors affecting the stock market in general, expectations of interest rates, investor sentiment towards MLPs or the energy sector, changes in a 
particular issuer’s financial condition, or unfavorable or unanticipated poor performance of a particular issuer (in the case of MLPs, generally 
measured in terms of distributable cash flow). 

MLPA has a different and more complex tax structure than traditional ETFs and investors should consider carefully the significant tax 
implications of an investment in the Fund. MLPA is taxed as a regular corporation for federal income tax purposes, which differs from most 
investment companies. Due to its investment in MLPs, the Fund will be obligated to pay applicable federal and state corporate income taxes on 
its taxable income, as opposed to most other investment companies. The Fund expects that a portion of the distributions it receives from MLPs 
may be treated as tax-deferred return of capital. The amount of taxes currently paid by the Fund will vary depending on the amount of income 
and gains derived from MLP interests and such taxes will reduce an investor’s return. The Fund will accrue deferred income taxes for any future 
tax liability associated certain MLP interests. Upon the sale of an MLP security, the Fund may be liable for previously deferred taxes which may 
increase expenses and lower the Fund’s NAV. 

The potential tax benefits from investing in MLPs depend on them being treated as partnerships for federal income tax purposes. If the MLP is 
deemed to be a corporation then its income would be subject to federal taxation at the entity level, reducing the amount of cash available for 
distribution to the Fund which could result in a reduction of the Fund’s value. 

Preferred stock is subject to many of the risks associated with debt securities, including interest rate risk. In addition, preferred stock may not 
pay a dividend, an issuer may suspend payment of dividends on preferred stock at any time, and in certain situations an issuer may call or 
redeem its preferred stock or convert it to common stock. High yielding stocks are often speculative, high-risk investments. These companies 
can be paying out more than they can support and may reduce their dividends or stop paying dividends at any time, which could have a 
material adverse effect on the stock price of these companies. 

Variable and Floating Rate Securities may have limits on the maximum increases in coupon rates and may lag behind changes in market rates. 
A downward adjustment in coupon rates may decrease the Fund’s income as a result of its investment in variable or floating rate securities. 
Performance of companies in the Financials sector may be adversely impacted by many factors, including, among others, government 
regulations, economic conditions, credit rating downgrades, changes in interest rates, and decreased liquidity in credit markets. 
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An option is a contract sold by one party to another that gives the buyer the right, but not the obligation, to buy (call) or sell (put) a stock at an 
agreed upon price within a certain period or on a specific date. A covered call option involves holding a long position in a particular asset and 
writing a call option on that same asset with the goal of realizing additional income from the option premium. By selling covered call options, the 
investor limits their opportunity to profit from an increase in the price of the underlying asset above the exercise price, but continue to bear the 
risk of a decline in the underlying asset. By purchasing put options, in return for the payment of premiums, the investor may be protected from a 
significant decline in the price of the underlying asset if the put options become in the money (the underlying asset closes below the strike price 
as of the expiration date); but during periods where the underlying asset appreciates, the investor will underperform due to the cost of the 
premiums paid. While the seller receives a premium for writing the call options, the price it realizes from the exercise of the option could be 
substantially below the investment’s current market price. These strategies may not be appropriate for all investors.  

This material is not intended as investment advice. There is no guarantee that strategies discussed will be successful. Please consult your 
financial advisor for further information. 

Carefully consider the funds’ investment objectives, risks, and charges and expenses before investing. This and other information 
can be found in the fund’s full or summary prospectus, which may be obtained at globalxetfs.com. Please read the prospectus 
carefully before investing.  

Global X Management Company LLC serves as an advisor to Global X Funds. The Funds are distributed by SEI Investments Distribution Co. 
(SIDCO), which is not affiliated with Global X Management Company LLC. Global X Funds are not sponsored, endorsed, issued, sold or 
promoted by Solactive AG, FTSE, Standard & Poors, NASDAQ, Indxx, or MSCI nor do these companies make any representations regarding 
the advisability of investing in the Global X Funds. Neither SIDCO nor Global X is affiliated with Solactive AG, FTSE, Standard & Poors, 
NASDAQ, Indxx, or MSCI. 
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