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Current Sector Views & October 2021 Recap
As we move past the doldrums of September into the Q3 earnings season, there is optimism
amid concerns. But can that optimism be sustained? We are well into earnings season, with 56%
of companies in the S&P 500 Index having reported their Q3 earnings, as of 10/29/2021, with
many delivering comfortably above expectations despite lingering macro-economic concerns
circulating throughout the market. Companies across industries have highlighted a robust level of
demand and are managing to pass on higher input costs resulting from supply chain bottlenecks.
The S&P 500 Index returned 7.0% for the month, bringing its year-to-date total return to 24.0%.
The Nasdaq Composite meanwhile returned 7.3% for the month, bringing its year-to-date total
return to 20.9%. Consumer Discretionary (+10.9%), Energy (+10.4%) and Information
Technology (+8.2%) were the top performing S&P 500 GICS sectors during October.

Fed Chatter
Shifting language from the Federal Reserve (Fed) brought forward expectations for the first
interest rate increase. The market is bringing forward the probability of interest rate increase as
early as June 2022. Currently CME Group is placing a 46.5% probability of an interest rate
increase at the June 2022 Federal Open Market Committee (FOMC) meeting. Focusing on the
same FOMC meeting date, this probability has increased from only 15.6% a month earlier.1
The market has placed greater focus on the June meeting as Fed officials have also mentioned
that they would rather not add stimulus while at the same time as raising rates - meaning that the
door to interest rate hikes won’t open until the tapering door closes. According to the Fed’s plan,
they’re expected to reduce their $120 billion worth of monthly bond purchases by $15 billion each
month, potentially starting in November. This places the end date around June, potentially
opening the door to higher policy rates into the second half of next year.

Sector Performance in a Higher Yielding Environment
We believe higher yields are coming, it’s likely just a matter of time. Depending on how the Fed’s
statements shape expectations, the November FOMC meeting may result in further steepening of
the yield curve. If this scenario comes to pass, from a portfolio management perspective, it’s
important to understand which sectors typically perform well during a rising rate environment and
why.
In chart 1, we looked back over 3 years of data, plotting the correlations of S&P 500 sector
excess returns against changes in 10-year treasury yields and WTI crude oil prices. The period
under review was dominated by the COVID crisis where crude prices were highly sensitive to
global economic growth expectations. The analysis shows that some sectors experienced
compounding effects to the downside while others were beneficiaries.
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Sectors that are Sensitive to Economic Growth Expectations
Financials have historically been the biggest beneficiary of higher interest rates as a result of a
steeper yield curve and greater willingness to lend. As rates trend upwards, banks tend to benefit
from higher lending activity and higher interest rates charged to their consumers. In addition, the
steepness of the yield curve is important for bank’s net interest margin as they typically lend at
long-term rates while borrowing short-term. Stemming from this, a steeper yield curve is also
likely to encourage greater lending activity.
Higher yields and an upward sloping Treasury yield curve are associated with higher economic
growth. These growth expectations are highly important for certain key sectors including Energy,
Industrials and Materials. Referring to Chart 1, these three sectors and Financials are in the
quadrant that is most sensitive to changes in economic growth expectations. This has pros and
cons as the economy navigates the shift from a highly stimulatory environment, to standing on its
own.

Sectors that are Sensitive to Economic Growth Expectations but Adversely
Impacted by Higher Yields
The Information Technology, Communication Services, and Consumer Discretionary sectors fall
into the top left quadrant where they are favorably impacted by economic growth expectations but
adversely impacted by higher Treasury yields. As growth focused market segments, they benefit
from future earnings being discounted at a lower interest rate. As yields rise, valuation concerns
are likely to weigh on these three sectors.
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In an environment where yields are likely to rise, but economic growth could be called into
question, the sectors that fall into this quadrant are at increased risk. On a positive note, these
three sectors had only minimal sensitivity to crude prices. Typically, these three sectors have held
up well during periods where economic growth has come into question, as they benefited from
the resulting decline in yields. However, they may be vulnerable to the impact of supply chain
constraints as seen in recent earnings reports.

Potential Protection in the Storm but Higher Yields may be a Headwind
The Health Care, Consumer Staples, Utilities, and Real Estate sectors had a negative correlation
to both higher interest rates and higher WTI crude prices. Consumer Staples, Health Care and
Utilities are considered defensive sectors. They typically perform relatively better in the later parts
of the economic and business cycle when interest rates and inflation have peaked.
The Consumer Staples, Utilities and Real Estate sectors typically offer a high dividend yield. As
bond yields rise, these bond proxy sectors appear less attractive. The Real Estate sector has a
large negative correlation with interest rates. The sector’s high level of leverage means that their
borrowing costs rise while the higher discount rate adversely impacts the valuations on their
assets.

What is on the Horizon?
Yields and economic growth are likely to be a key focus as the market navigates the Fed tapering
their monthly bond purchases. As tapering begins, we expect the yield curve to steepen in
response and be a positive for the Financials sector. But it does seem that the market is reacting
well to the slow-moving actions of the Fed, which is allowing markets to adapt slowly to the new
market paradigm.
Will the market have the same reaction to higher crude prices? Crude prices have been a
reasonable proxy for global economic growth expectations during the depth of the COVID crisis
and into the reopening phases. But with mounting supply chain pressures, higher fuel prices
could undermine the economic recovery – detracting from discretionary consumption and real
GDP growth. While the Energy sector benefits from higher crude prices, this is an inflationary
force that flows through the entire economy and could bring forward interest rates.
Diversification across the quadrants is likely to be increasingly important as markets internalize
higher yields but also revise down economic growth expectations due to supply chain disruptions
and greater inflationary pressures. Unfortunately, there are no sectors that are likely to benefit
from higher yields but lower economic growth.
Please refer to our current sector views table on the next page.
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CURRENT VIEWS ON U.S. SECTORS
All correlation references are based on monthly excess return of S&P 500 sectors over S&P 500 Index over 3 years
ending 9/30/21.
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Definitions
Capital Expenditures (Capex): Funds used by a company to acquire, update, and maintain physical assets such as buildings,
technology, and equipment; often used to undertake new investments/projects.
Correlation: Correlation indicates the strength of the linear relationship between two different variables. A correlation that is
greater than zero indicates a positive relationship. A value that is less than zero signifies a negative relationship. A value of zero
indicates no relationship between the two variables.
S&P 500 Total Return Index: The index includes 500 leading U.S. companies and captures approximately 80% coverage of
available market capitalization.
West Texas Intermediate (WTI) Cushing Crude Oil Spot Price Index: Designed to track the spot price of WTI.
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Investing involves risk, including the possible loss of principal. Diversification does not guarantee a profit or ensure against a loss. Narrowly
focused investments may be subject to higher volatility. Technology-themed investments may be subject to rapid changes in technology,
intense competition, rapid obsolescence of products and services, loss of intellectual property protections, evolving industry standards and
frequent new product productions, and changes in business cycles and government regulation.
Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the funds. Brokerage commissions will
reduce returns.
Index returns are for illustrative purposes only and do not represent actual fund performance. Indices are unmanaged and do not include the
effect of fees, expenses or sales charges. One cannot invest directly in an index. Past performance does not guarantee future results.
Carefully consider the funds’ investment objectives, risk factors, charges, and expenses before investing. This and additional
information can be found in the funds’ summary or full prospectus, which may be obtained by calling 888-493-8631 or by visiting
globalxetfs.com. Please read the prospectus carefully before investing.
This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future
events, or a guarantee of future results. This information is not intended to be individual or personalized investment or tax advice and should
not be used for trading purposes. Please consult a financial advisor or tax professional for more information regarding your investment and/or
tax situation.
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 or Mirae Asset Global Investments. Global X Funds are not
sponsored, endorsed, issued, sold or promoted by Indxx, nor does Indxx make any representations regarding the advisability of investing in
the Global X Funds. Neither SIDCO, Global X nor Mirae Asset Global Investments are affiliated with Indxx.
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