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In Search of Income

It is no surprise that investors have grown more
cautious in recent years. Due to market volatility,
many investors have shifted their attention from
growth-oriented assets to those intended to
generate a stream of income. This is especially
true for investors who want to improve their ability
to pay the mortgage, take vacations, buy clothes,
donate to charity, enjoy hobbies, etc., prior to and
during retirement. Demand for yield strategies
has increased dramatically, and, consequently, the
range of investment options has broadened and
evolved both in the U.S. and abroad. This guide
is intended to help you to understand the range
of traditional and non-traditional options that are
available to you today.

Traditional Yield
Sources: Banks,
Bonds and
Stocks

Clearly, investment
yields aren’t what
they used to be. Over
the last 60 years, the
yield on 10-year U.S.
Treasury bonds has
risen from 4.72% in
Jan. 1960, to a high of
15.32% in Sept. 1981,
to a low of 0.62% as of
July 2020 (illustrated
to the right).

60 Years Through December 2021

16

Bonds (10-Year U.S. Treasury)
Inflation (Consumer Price Index)

15

13

14

11

12

9

10

7

8

5

6

3

4

1

2

-1

0

-3

CPI (12 month Average)

18

10 Year Yield

Yield is the payment
or income you receive
when you own a
security. The most
common sources of
investment yield have
traditionally come
from savings accounts,
CDs, bonds, or stock
dividends. With
interest rates near
historically low levels,
many traditional
investments are
paying relatively
unattractive yields.

Bond Yields and Inflation Rates

Performance displayed represents past performance, which is no guarantee of future results.
The illustration used the historical yield of 10-year U.S. Treasury Notes to illustrate bond yields
and the Consumer Price Index (CPI), which tracks average domestic price increases of goods and
services as a measure of inflation. Source: Morningstar Direct.
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During this time, inflation averaged approximately 3.70%. Since March 2020, the inflation rate
has continued to exceed 10-year bond yields. When inflation exceeds yields, an investor’s income
is unable to keep pace with rising prices.

The New World of Yield

Yield-seeking investors may want to consider taking a global approach—that is, to own investments
in both the U.S. and in other countries. The main benefit of investing globally is the opportunity to
identify the most attractive options that exist in the world at any point in time.
For example, if the U.S. was experiencing a period of financial weakness, better results might
be achieved by investing in securities of foreign companies and/or governments that were
experiencing relatively stronger investment conditions. When interest rates are low in one region
of the world, rates may be much higher elsewhere, and when the real estate market is depressed
in the U.S., it may be booming in another country.
Many of the largest U.S. companies have operations in foreign countries and generate a significant
percentage of their revenue abroad. If you own securities of these U.S.-based companies, you are
already deriving a portion of your investment return from globalization.
Today, attempting to construct a yield-generating portfolio is an art that involves selecting an
appropriate blend of choices from a palette of different assets. The overall objective is to generate
yield from a diverse array of investments that have different characteristics, to spread out risk and
improve income.
Some global yield-generating investments are new and relatively unfamiliar to many individual
investors. These non-traditional investments, owned together with traditional options, can help to
improve your income relative to the level of volatility you are willing to assume. Let’s walk through
five major global yield categories that can be owned, either alone, or in combination with the
others for greater diversification.

Five Major
Global Yield
Categories

{

Global Corporate Debt
Global Sovereign Debt
Global Real Estate
Global Equities
Global Alternatives—Energy
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Yield-Focused Investments

Global Corporate Debt

Corporate bonds are debt securities issued by corporations all over the world. When
you buy a bond, you are lending money to the corporate issuer and in return you
receive interest payments to compensate you for the use of your money. Corporate
bonds are issued with a maturity date that typically ranges from less than one year
to about 30 years. The bonds typically pay taxable interest to bond owners regularly
until the bonds mature, or are “called away.” Corporate bonds are generally
considered to be of higher credit quality if they are issued by strong companies, but
have a higher risk of default when issued by financially weak companies. Default
risk is the likelihood that the issuer will be unable to pay anticipated interest to
bondholders. High default risk companies issue high yield or “junk bonds” that
typically pay higher interest than high-quality issuers. Great care should be taken
in balancing the need for yield against the risk that you will actually receive the
interest you seek.

Global Sovereign Debt

Sovereign debt securities, also known as government bonds, are issued (or backed)
by U.S. or foreign governments, their agencies and municipalities. Sovereign debt
securities can be backed by the general credit of the government issuer or by a
specific revenue source, such as a toll road. As with corporate bonds, government
bonds pay a level of yield consistent with the bond issuer’s ability to pay the
interest. A government that is in financial turmoil may offer a very high rate of
interest because of the likelihood that it will default on its obligation to pay bond
holders. Clearly, such bonds should be avoided. By utilizing a global approach, you
may attain attractive yields, wealth preservation and portfolio diversification through
ownership of foreign bonds that are consistent with your tolerance for risk.

Global Real Estate

Real estate holding company stocks and real estate investment trusts (REITs)
have historically driven significant yield generation. REITs are investment trusts,
corporations or associations that invest in real estate or mortgage-related assets.
They can be complex in their structure and have unique risks such as being exposed
to adverse changes in real estate markets, interest rate sensitivity, and changes
to laws. Some REITs are structured as illiquid, privately held investments, such as
limited partnerships, but others are listed on public exchanges and trade like stocks
on a daily basis. Both REITs and real estate-related stocks have the potential to
pay dividends, depending on the company. While the U.S. real estate market has
suffered greatly for a number of years, there are other areas of the world where the
real estate markets are thriving, property values are climbing and rent levels are
increasing. Investment approaches that take advantage of such differences can be
powerful tools in helping to generate income.
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Global Equities

When you buy an equity security (a stock), you become a partial owner of a
corporation. Common stocks are issued by corporate issuers and usually include
voting rights. Some common stocks and many preferred stocks have a history
of paying dividends, and the amounts vary by company. Preferred stocks are
also issued by corporations, but do not include voting rights. They typically pay
a fixed dividend and have a higher claim on the assets of the corporate issuer
than do common stocks in a bankruptcy or similar proceeding. That is, preferred
stock shareholders receive their dividend payments first, before common stock
shareholders receive their dividend payments. Also, if the company goes bankrupt,
the common stock shareholders receive assets that remain only after all creditors,
bondholders and preferred shareholders have been paid in full. Another type of
equity is an American Depositary Receipt (ADR). ADRs are receipts for shares of
foreign-based companies, and entitle the holder to distributions on the underlying
stock. They are bought and sold on U.S. stock exchanges. ADRs are frequently
used to invest in international companies without the hassle of owning a foreign
brokerage account.

Global Alternatives—Energy

Master limited partnerships (MLPs), royalty trusts and preferred stocks of energyrelated companies are potentially attractive sources of yield relative to today’s
interest rates. In addition to yield, they also offer growth potential. MLPs are publicly
traded partnerships and royalty trusts are publicly traded corporations in North
America; they each engage in the transportation, storage and processing of minerals
and natural resources, such as coal, crude oil and natural gas. These investments
pass through tax-advantaged, high-yield distributions to investors. Historically, the
yields have been strongly competitive relative to the other choices described in
this guide because of the investment structures of the MLPs and royalty trusts. The
IRS considers 80%-90% of the distributions a tax-deferred return of capital, and
distributions serve to reduce your cost basis (original purchase price) in the MLP or
royalty trust. While they trade like stocks, unlike stocks, you do not have the voting
and dividend rights associated with being a stockholder in a corporation. These
high-yielding options do carry the risk that prices and production levels of these
commodities will fluctuate, which may affect the yield.

Important considerations: Investing involves risks, including the potential for loss of
principal. Global investing strategies may not be suitable for all investors. International
investments have additional risks, including, but not limited to, currency fluctuation,
differences in international accounting methods, and geopolitical instability. Emerging
markets involve heightened risks related to the same factors, as well as the potential
for increased volatility, lower trading volume, or less liquidity. Changes in laws,
domestically or abroad, could result in the inability of an investment to operate as
described in the prospectus. As with most investments, domestic or global, narrowly
focused investments such as energy or real estate may also be subject to higher
volatility or concentration risks.
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How Do These Choices Compare?

Average Yields

In today’s markets the average yields of
traditional investment choices are lower than
desired by many investors. Faced with this
dilemma, investors have become focused on
generating a greater level of return from other
yield-focused investments.
If you compare the average yields of four
traditional U.S.-only investments with the
five global options you will notice a significant
difference. In each of the time frames shown,
the global assets provided significantly higher
yields than the domestic investments. Note that
while these investments offer greater historical
yields, they typically have more volatility, as
shown below. However, when combined equally,
the global yield average helps to mitigate some
of the risk through diversification.

As of December 31, 2021

1-Year

3-Year

5-Year

S&P 500

1.38%

1.72%

1.79%

10-Year US Treasury

1.35%

1.40%

1.86%

20+ Year US Treasury

2.06%

2.02%

2.39%

3-Month Treasury

0.04%

0.81%

1.06%

10.91%

10.86%

9.46%

Global Real Estate

7.43%

8.85%

8.12%

Global Alternative

8.78%

14.08%

12.80%

Global Corporate Debt

4.79%

7.24%

6.87%

Global Sovereign Debt

3.84%

3.98%

4.20%

Global Yield Average

7.15%

9.00%

8.29%

Global Equity

Source: Morningstar Direct.

Risk and Return: 10-Year Average
(January 2011 - December 2021)
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Performance displayed represents past performance, which is no guarantee of future
results. The illustration uses annualized standard deviation as a measure of risk.
Standard deviation is a calculation used to measure the historical volatility of price
movements. The risk/return graph uses average daily data. The illustrations use the
following proxies: S&P 500 (S&P 500 Total Return Index), 10-Year Treasury (Barclays
10-Year U.S. Treasury); 20-Year Treasury (Barclays 20-Year U.S. Treasury) 6-Month
Bank CDs (6-month Certificate of Deposit Composite); Global Equity (DJ Global Equity
Yield Index); Global Real Estate (DJ Global Real Estate Yield Index); Global Alternatives
(DJ Global Alternative Yield Index), Global Corporate Debt (CS Global Corporate High
Yield Index); Global Sovereign Debt (CS Global Yield Enhanced Sovereign Index);
Global Yield Average (DJ Global Composite Yield Index). Index performance assumes
reinvestment of dividends, but does not include fees. Indexes are unmanaged and are
not available for direct investment. Any index performance data prior to the formal
publication date does not represent actual live index performance, and is only shown
for informational purposes. Source: Morningstar Direct.
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Risk
As of 12/31/2021

1-Year

3-Year

3 Month Treasury

0.05%

0.99%

10-Yr US Treasury

-3.07%

4.97%

20+ Year US Treasury

-4.37%

9.14%

S&P 500

28.71%

26.07%

Global Equity

17.60%

10.90%

Global Real Estate

24.49%

-2.19%

Global Alternative

42.88%

1.53%

Global Corporate Debt

8.40%

10.87%

Global Sovereign Debt

-3.08%

8.13%

Global Yield Average

17.68%

7.28%

Positioning Global Yield-Focused Portfolios

How can an investor approach accessing global yield strategies? Each choice clearly has its own
merits, as well as risks—and every investor has their own investment objectives to consider in
relation to those risks. But generally speaking, there are two initial approaches to consider: active or
passive portfolio management.
An active portfolio manager attempts to predict the best assets to own at a given moment in time.
On an ongoing basis, the manager determines the percentage of the portfolio allocation to global
corporate debt, global sovereign debt, global equities, global real estate and/or global alternatives–
energy, and may also select individual holdings within each category. The manager’s active choices
typically reflect personal biases regarding the optimum portfolio holdings.
A passive yield manager does not believe it is
possible to know in advance which category
will perform best in the future. Instead, the
passive manager invests a set percentage in
each category, typically by directly replicating
an index or through the use of index mutual
funds and exchange traded products. One
approach is to equal weight a portfolio (20% in
each of the five investment options) to eliminate
emotional reactions or investment bias. Ongoing
professional portfolio management helps to
ensure that the investments are periodically
rebalanced and restored to an equal weighting
across each category at predetermined time
intervals (such as monthly, quarterly or annually).
Investors who are seeking a change may want
to consider replacing a portion of their domestic
yield-focused investment assets with a global
approach, as described.

Next Steps

Investing in these five varied global asset classes can be very challenging, even for an experienced
investor, and access to each type can be quite costly. You should consider engaging skilled portfolio
professionals who have the knowledge and ability to invest in a consistent, disciplined manner.
Your financial professional can help you consider low-cost, professionally managed, bundled
solutions that will provide access to each of the asset categories we’ve discussed. Investing
through a mutual fund or exchange traded fund may help you obtain easy access, professional
yield management expertise, liquidity and regulatory oversight.
As with any investment, it is important to consult your financial professional to review your specific
situation, risk tolerance, investment goals and objectives regarding:

» The portion of your portfolio you will allocate to growth-oriented and to yield-generating
investments both now and in the future.

» The ways to best allocate your yield-driven assets to provide optimum diversification and
income consistent with your investment objectives and risk tolerance.
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Arrow Funds, including the exchange traded product line ArrowShares, is a company
with a passion and energy for helping our clients meet their financial goals. We
believe in offering targeted portfolio solutions for the ever-changing capital markets.
We focus on creating value for our shareholders by offering investment strategies that
seek to enhance returns and mitigate risk. Arrow Funds are appropriate for individuals
and businesses, nonprofits and endowments, as well as qualified and non-qualified
retirement plans. Our team has demonstrated success in developing, manufacturing,
managing and distributing mutual funds, variable trust funds, exchange traded funds
and wrap programs.
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