
It may be hard for investors today to recall 

the broad-based trepida�on that remained 

in the market as the 2000s gave way to the 

2010s. At the �me however, the crushing 

impacts of the financial crisis and the ensu-

ing recession remained fresh in people’s 

minds on both Wall Street and Main Street. 

Indeed, despite the S&P 500 pos�ng a total 

return of 26% in 2009, the annualized total 

return for the decade was down -1% 
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– the 

Index’s worst decade since the Great De-

pression.
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Yet, we enter the 2020s in an en�rely differ-

ent frame of mind. Stocks – again measured 

by the S&P 500 – have now been in a sus-

tained uptrend for more than ten years. As a 

result, backed by both expanding earnings 

and valua�ons, global equi�es are at or near 

all-�me highs, and the S&P 500 remains in 

the midst of its longest and strongest rec-

orded bull market (on a total return basis), 

having surpassed the 1990s boom.
1,3 

 

Within this strong decade-long run, 2019 

was a par�cularly robust period, marking 

only the second year in more than two dec-

ades that the S&P 500 Index posted a total 

return of greater than 30%. Meanwhile,  

although they failed to keep pace with large 

cap peers, small cap, mid cap and interna-

�onal stocks, as represented by the Russell 

Mid Cap, the Russell 2000 and the MSCI 

EAFE Indices respec�vely, all recorded gains 

of greater than 20%.
1
  Accordingly, it’s no 

shock that many investors currently echo 

Greg’s sen�ment. 

 

Profits Trending Down 

 

The year’s broad-based gains are remarkable 

when set against the framework of earnings 

expecta�ons, which came under pressure 

during the last twelve months (Table 1). In-

deed, the cons�tuents of the S&P 500 Index 
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clining es�mates and rising P/E mul�ples is 

just as pronounced, if not more so (Table 2). 

 

Of course, it’s not uncommon for es�mates 

to moderate throughout any given year. S�ll, 

2019 stands in stark contrast to 2018. 

Whereas this year saw the market climbing 

while es�mates fell, last year finished very 

weakly even as es�mates rose, helped in 

part by the tax cut. Playing no small part in 

this phenomenon were the ac�ons of the 

Federal Reserve. The sharp market pullback 

in the waning months of 2018 was heavily 

influenced by the four interest rate hikes 

over the course of that year, and hawkish 

commentary sugges�ng there were more 

hikes to come even as many investors feared 

an impending recession. When the mone-

tary authority reversed course – ul�mately 

cuFng rates three �mes over the course of 

2019 – it soothed market sen�ment even as 

earnings deteriorated, in part due to the 

lagged effect of the earlier hikes. It’s our 

belief that given the magnitude of the mar-

ket rally and valua�on expansion in recent 

– once expected to generate 8% year-over-

year profit growth in 2019 – are now barely 

projected to exceed a 1% liG for the year. 

Moreover, 2020 es�mates declined 7% for 

large caps, 11% for interna�onal stocks as 

represented by MSCI EAFE and MSCI EAFE 

Small Cap Indices, and 22% for small caps. 

Within the S&P 500, economically sensi�ve 

sectors, including Energy (with es�mates 

down 30%), Materials (-19%) and Industrials 

(-9%), were most prominent in driving those 

numbers lower, though virtually all sectors 

saw es�mates fall. In fact, only the 

Healthcare sector saw its profit prospects 

improve, climbing a modest 2%. 

 

This poor earnings momentum, in combina-

�on with the strength of the market, led the 

next twelve-month price-to-earnings (P/E) 

ra�o for the Index to bounce from 14.6x – 

slightly below the prevailing ten-year medi-

an at the �me – to 18.1x at year-end.
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Looking down the market cap spectrum and 

around the world as well, the trend of de-

Source: FactSet. See Disclosures for important informa�on and a descrip�on of the Indexes men-
�oned above. 

Table 1. Changes in projected Index earnings es�mates, by year, between 12/31/18 and 12/31/19 

Source: FactSet, CCM. See Disclosures for important informa�on, defini�ons and a descrip�on of 
the Indexes men�oned above. 

Table 2. Next twelve-month price-to-earnings ra�os by date  

  2019 EPS Es�mates as of: 2020 EPS Es�mates as of: 

  12/31/2018 12/31/2019  %Chg 12/31/2018 12/31/2019 %Chg 

S&P 500 $172 $162 -6% $191 $177 -7% 

Russell Mid Cap $335 $303 -9% $373 $337 -10% 

Russell 2000 $187 $130 -30% $227 $177 -22% 

MSCI EAFE $145 $129 -11% $155 $138 -11% 

MSCI EAFE Small Cap $16 $14 -13% $18 $16 -11% 

  S&P 500 Russell Mid Cap Russell 2000 MSCI EAFE MSCI EAFE Small Cap 

12/31/2018_    14.6 14.2  17.9  11.9  13.7  

12/31/2019_ 18.2  18.2  23.4  14.8  14.8  

Mul�ple Expansion (pts)_  3.7    3.9   5.5  2.9  1.1  

Mul�ple Expansion (%)_  25% 27% 31% 24% 8% 
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months, both earnings momentum and a 

suppor�ve Federal Reserve are prerequisites 

to sustain the bull market going forward.   
 

You’ve Go-a Strike While the Iron is Hot 
 

Kevin: What about you, Greg? What line of work 

are you in? 

Greg: I’m in health care. 

Kevin: Yeah, so you know what I’m talking about. 

There are a lot of Benjamins to be made 

now with biotech stuff. I don’t have to tell 

you that…You’ve go2a strike while the 

iron’s hot. 

 

Despite our steadfast belief that dividend 

growth stocks will outperform the market 

over a full economic cycle, investors cannot 

realis�cally expect them to outpace their 

benchmarks every day, month or quarter. 

Indeed, even in a year like 2019, during 

which dividend growers saw robust absolute 

returns (Table 3), there can be wide varia-

�on across periods. 

 

Take, for example, third versus fourth quar-

ter results for small cap stocks. AGer a risk-

off third quarter, in which small cap dividend 

growers rose while non-dividend payers and 

the Russell 2000 Index fell, the rela�ve per-

formance balance flipped in the fourth quar-

ter as risk appe�tes grew. Though all three 

buckets reported posi�ve absolute returns 

in the final frame, dividend growers were up 

7.5%, while non-dividend payers spiked 

16.4%, carrying the benchmark to a 9.9% 

return.
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Much of this gap can be traced to the recent 

strength of biotech stocks – which account 

for more than 10% of the Russell 2000 Index, 

but which are not represented within the 

small cap dividend growth opportunity set. If 

ever there were an industry that represents 

the polar opposite of dividend growth 

stocks, small cap biotech is it. Whereas the 

dividend growth universe is commonly char-

acterized by established businesses with 

strong earnings, cash flows and balance 

sheets, small biotech companies are oGen 

unprofitable, and are therefore forced to 

raise money in both the debt and equity 

markets to support capital investment and 

the expensive personnel required to per-

form their research. While they all hope to 

make significant scien�fic discoveries, only a 

small percentage of them will succeed and 

become economically viable; an even a 

smaller percentage will see their stocks take 

off given the dilu�on they face along the 

road to scien�fic success. 

 

Nevertheless, for the most recent period, 

the S&P Small Cap Biotechnology Industry 

Index rallied more than 29% – its best quar-

terly result in more than 10 years! Suffice to 

say, that leG steady dividend growers in an 

unusually disadvantageous posi�on.
1
 

 

S�ll, while frustra�ng in the near run, our 

convic�on in the long-term benefit of apply-

ing a dividend growth approach to inves�ng 

in the health care sector is unchanged. The 

historical advantages of such an approach 

are evidenced by comparing the distribu�on 

of annual returns of small cap biotech stocks 

to small cap dividend growth health care 

stocks (Chart 1). 

 

Much as “striking while the iron is hot” may 

feel great for investors when it happens, the 

poten�al for “homeruns” (i.e. stocks that 

outperform the benchmark by 40% or more) 

is only modestly higher in small cap biotech 

– at 20% in any given year – than in dividend 

growth health care stocks at 12% per year. 

On the other hand, the poten�al for “striking 

out” in biotech (i.e., inves�ng in stocks that 

underperform the benchmark by 40% or 

more) is nearly four �mes greater than in 

dividend growth health care names – at 31% 

versus only 8%, respec�vely.  

 

The outperformance of high-risk, low profit-

ability stocks played out across all sectors, 

market caps and regions in Q419, making for 

a tough rela�ve performance period for 

Copeland’s dividend growth strategies. 

Thankfully, the full year results were more 

favorable for dividend growers and par�cu-

larly for Copeland, despite robust bench-

mark returns. With total returns of 23% or 

greater across all market caps and geogra-

phies (Table 3), the sub-segments of the 

dividend growth universe broadly finished 

only slightly behind these challenging bench-

marks in 2019.  As a reminder, regardless of 

market capitaliza�on or region, we believe 

that our dividend growth approach can pro-

vide resilience during market downturns and 

has the poten�al to keep up beUer than 

most defensive strategies in strong upward 

moving markets. This certainly was the case 

not just in 2019, but for the full decade of 

the 2010’s as well (Chart 2). 

 

We are par�cularly gra�fied to see the 

strong absolute results within each dividend 

growth bucket – and the corresponding re-

sults for our Dividend Growth por>olios – as 

they did not benefit from the same level of 

mul�ple expansion as the benchmarks. In-

stead, our por>olios relied upon stronger 

earnings results to drive their returns. 

Chart 1. A Few More Homeruns, But MANY More Strike Outs 

Source: FactSet. Past performance is no guarantee of future results. This is not the perfor-
mance of any strategy overseen by Copeland and there is no guarantee that investors will 
experience the type of performance reflected in the informa�on presented. Strategies man-
aged by Copeland’s investment team are subject to transac�on costs, management fees, trad-
ing fees or other expenses not represented in the informa�on presented. Please see the Disclo-
sures sec�on for defini�ons and other important informa�on. 
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Consider the Copeland Small Cap por>olio 

versus the Russell 2000 Index. On 12/31/18, 

our por>olio sported a next twelve-month 

price-to-earnings ra�o of 15.7x. Since then, 

the mul�ple has expanded 23% to 19.3x. 

However, over the same period, the Index 

saw its valua�on balloon from 17.9x to 23.4x 

next twelve-month earnings, represen�ng a 

31%, jump. Alterna�vely, the median EPS 

growth rate for companies in our por>olio 

over the last year was 10%, outpacing the 

meager 3% result posted for the Index.
1
 

 
Some investors may find our earnings 

growth advantage surprising as we occasion-

ally hear the rejoinder that companies that 

issue dividends – especially those in the 

small cap space – must lack aUrac�ve invest-

ment opportuni�es for their capital. We re-

ject that no�on.  

 
Instead, we highlight that in order to grow 

dividends on a consistent year-over-year 

basis, companies must also grow their earn-

ings and cash flows, or they will quickly be-

come saddled with high payout ra�os and 

find themselves unable to con�nue the prac-

�ce. Further, while acknowledging that any 

capital returned to shareholders via a grow-

ing dividend cannot be reinvested into the 

business, our experience shows that a bal-

anced capital alloca�on philosophy – includ-

ing an emphasis on a modest but consistent-

ly growing dividend – provides an important 

governor on management while suppor�ng 

expansion of the core business. Rather than 

pursuing unnecessarily risky projects that 

oGen wind up being capital destruc�ve, we 

believe that management teams of compa-

nies with track-records of consistent divi-

dend growth are more likely to walk away 

from those types of “opportuni�es.” They 

know that their shareholders will be severely 

disappointed, and their stocks will be pun-

ished in the event that they fail to provide a 

dividend hike in response to an investment 

that goes awry. 

   

Indeed, even as we look back on the 2010s – 

a decade marked by strong global equity 

returns – we believe this phenomenon helps 

to explain the success of dividend growth 

stocks (Chart 2) even as they offered signifi-

cantly lower risk, despite our good fortune 

to have avoided a bear market for the en�re 

period.  

 

With this construct in mind, though we’ve 

heard wide-ranging market prognos�ca-

�ons, we feel confident that our dividend 

growth approach offers our clients strong 

poten�al to outperform regardless of 

whether the next decade winds up being 

known as the Roaring 20s, the Snoring 20s or 

even something more nefarious.  

January 2020 
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About Copeland Capital Management — Copeland Capital Management is an employee owned, registered investment adviser with offices in Con-

shohocken PA, Wellesley MA and Atlanta GA. The firm specializes in managing Dividend Growth strategies for both ins�tu�ons and high net worth 

individuals. For more informa�on, please contact Chuck BarreU, Senior Vice President - Director of Sales and Marke�ng at 

(484) 351-3665, cbarreU@copelandcapital.com or Robin Lane, Marke�ng Manager at (484) 351-3624, rlane@copelandcapital.com. 

Table 3: Despite Strong Absolute Returns, Dividend Growers Broadly Fell Short of the Benchmarks  

Source: NDR, Bloomberg. Past performance is no guarantee of future results. This is not the per-
formance of any strategy overseen by Copeland and there is no guarantee that investors will 
experience the type of performance reflected in the informa�on presented. Strategies man-
aged by Copeland’s investment team are subject to transac�on costs, management fees, trading 
fees or other expenses not represented in the informa�on presented. Please see the Disclosures 
sec�on for informa�on about the Indexes referenced above and other important informa�on. 

Chart 2: Dividend Growers Outperformed With Less Risk, Even During a Decade of Strong Returns    

Source: NDR, CCM. Past performance is no guarantee of future results. This is not the perfor-
mance of any strategy overseen by Copeland and there is no guarantee that investors will 
experience the type of performance reflected in the informa�on presented. Strategies man-
aged by Copeland’s investment team are subject to transac�on costs, management fees, trading 
fees or other expenses not represented in the informa�on presented. Please see the Disclosures 
sec�on for defini�ons and other important informa�on. 
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Copeland Capital Management, LLC 

Disclosure Sec�on: 

The informa�on herein is for informa�onal purposes only and should not be construed as individualized recommenda�ons or endorsements 
of any par�cular security, chart paUern or strategy. Any industries, sectors or securi�es presented herein should not be perceived as invest-
ment recommenda�ons by Copeland. The views and opinions expressed herein represent the opinions of Copeland, are subject to change 
without no�ce, and are not intended as a forecast or guarantee of future results. Inves�ng in stocks involves risk, including possible loss of 
principal. There is no assurance that the investment objec�ve of the strategy will be achieved. All data referenced is from sources deemed to 
be reliable but cannot be guaranteed as to accuracy or completeness. Situa�ons represented here may not be applicable to all investors. 
Please consult with an investment professional before inves�ng. Unless otherwise specified or disclosed, the currency used for data in the 
report is US Dollar (USD). Copeland’s fees can be found in our ADV Part 2A which is available by calling 484-351-3700 and reques�ng a copy 
or on our website at www.copelandcapital.com. 

The data presented herein represents past performance. Past performance is no guarantee of future results. There is no guarantee that 
companies will declare dividends or, if declared, that they will remain at current levels or increase over �me. Returns for periods of greater 
than one year are annualized. The returns shown in the Charts herein include dividends reinvested. The historical data are for illustra�ve 
purposes only and do not represent the performance of any strategy overseen by Copeland or any par�cular investment, and there is no 
guarantee that investors will experience the type of performance reflected in the informa�on presented. Strategies managed by Copeland’s 
investment team are subject to transac�on costs, management fees, trading fees or other expenses not represented in the informa�on pre-
sented. A stock is classified as a Dividend Payer if it paid a cash dividend any �me during the previous 12 months, a Dividend Grower if it 
ini�ated or raised its cash dividend at any �me during the previous 12 months, and a Non-Dividend Payer if it did not pay a cash dividend at 
any �me during the previous 12 months. 

Table 1 and 2, and Chart 1: © FactSet Data Systems Inc. All Rights Reserved. FactSet is a company that offers financial industry analysis, fi-
nancial data, analy�cs, and analy�c soGware for investment professionals. The informa�on contained herein: (1) is proprietary to FactSet 
Research Systems Inc. and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete 
or �mely. Neither FactSet Research Systems Inc. nor its content providers are responsible for any damages or losses arising from any use of 
this informa�on. Past performance is no guarantee of future results. This is not the performance of any strategy overseen by Copeland and 
there is no guarantee that investors will experience the type of performance reflected in the informa�on presented.  

Table 3 and Chart 2: © 2018 Ned Davis Research, Inc (NDR). Further distribu�on prohibited without prior permission. All Rights Reserved. 
See NDR Disclaimer at www.ndr.com/copyright.html. For data vendor disclaimers refer to www.ndr.com/vendorinfo/. Ned Davis Research 
adjusted the universe used for the domes�c study as of December 31, 2017, from the Ned Davis Investable Universe to a universe based on 
the applicable Russell benchmarks. As a result, historical performance informa�on may differ from previously disseminated performance 
informa�on for stocks according to their dividend policy. This is not the performance of the firm and there is no guarantee that investors will 
experience the same type of performance.  

The Indexes men�oned are unmanaged, are not available for investment and do not incur expenses. With respect to the comparison of the 
Copeland strategies to their compara�ve benchmarks, the number of holdings and vola�lity of an unmanaged Index is different from that of 
an ac�vely managed por>olio of Dividend Growth stocks. The S&P 500® Index is a market-capitaliza�on-weighted index of the stocks of 500 
leading companies in major industries of the U.S. economy. The Russell Mid Cap® Index is comprised of the 800 smallest companies in the 
Russell 1000® Index. The Russell 2000® Index is comprised of the smallest 2000 companies in the Russell 3000® Index. The Russell 3000® 
Index measures the performance of the 3000 largest U.S. companies based on total market capitaliza�on, which represents approximately 
98% of the investable U.S. equity market. The MSCI EAFE® Index (Europe, Australasia, Far East) is a free float-adjusted market capitaliza�on 
index that is designed to measure the equity market performance of developed markets, excluding the US & Canada. The MSCI EAFE® Index 
consists of the following 22 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Greece, 
Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the 
United Kingdom. The MSCI EAFE Small Cap Index is an equity index which captures small cap representa�on across Developed Markets 
countries around the world, excluding the US and Canada. With 2,344 cons�tuents, the index covers approximately 14% of the free float-
adjusted market capitaliza�on in each country. Developed Markets countries in the MSCI EAFE Small Cap Index include: Australia, Austria, 
Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Sin-
gapore, Spain, Sweden, Switzerland and the UK. S&P Select Industry Indices are designed to measure the performance of narrow GICS® sub-
industries. The S&P Small Cap Biotechnology Industry Index is a S&P Select Industry Index comprises stocks in the S&P Total Market Index 
that are classified in the GICS biotechnology sub-industry. 

Defini�ons 

Dividend Growth Rate -The annualized percentage rate of growth that a par�cular stock's dividend undergoes over a period of �me. 

Dividend Yield -The company's total annual dividend payments divided by its market capitaliza�on, or the dividend per share, divided by 
the price per share. 

EPS Growth – Earnings Per Share Growth illustrates the growth of earnings per share over �me. 

P/E Ra�o - The Price-to-Earnings Ra�o of a stock is a measure of the price paid for a share rela�ve to the annual net income or profit 
earned by the firm per share. 

Net Income – Net Income is equal to net earnings (profit) calculated as sales less cost of goods sold, selling, general and administra�ve 
expenses, opera�ng expenses, deprecia�on, interest, taxes and other expenses. This number appears on a company's income statement 
and is an important measure of how profitable the company is. 

Copeland does not provide tax, legal or accoun�ng advice. This material has been prepared for informa�onal purposes only, and is not in-
tended to provide, and should not be relied on for, tax, legal or accoun�ng advice. It represents an assessment of the market environment at 
a specific point in �me and is intended neither to be a guarantee of future events nor as a basis for any investment decisions. It should also 
not be construed as advice mee�ng the par�cular needs of any investor. Neither the informa�on presented nor any opinion expressed con-
s�tutes a solicita�on for the purchase or sale of any security. You should consult your own tax, legal and accoun�ng advisors before engag-
ing in any transac�on. 
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