
Greek philosopher Heraclitus is known for the 
idea that life is in constant flux, that “it is not 
possible to step into the same river twice.”2 
Like continuously changing river water, so it is 
in technology, where new innovations enter 
the fray and sometimes go mainstream. All the 
rage today centers around the latest evolution 
in artificial intelligence (“AI”), which has 
propelled a momentum-oriented stock rally. 
The S&P 500 Index rose 17% in the first half of 
the year, a stark contrast to the 20% decline in 
the first half of 2022.   
 
At the same time – despite the dynamic world 
and upward equity momentum – a sense of 
déjà vu cannot be avoided. Inflation remains 
elevated, war continues abroad, tensions 
persist with China, and interest rates are 
higher. The headlines were similar one year 
ago. In our 2Q22 Review, “You’ve Lost that 
Lovin’ Feeling,” we highlighted our views that 
(1) the risk of recession was high, (2) equity 
risk reward was more favorable following 
market pullbacks, and (3) it was a good time to 
buy dividend growth stocks.  
 
Now, in many ways, “the song remains the 
same.” As US Federal Reserve (“Fed”) Chair 
Jerome Powell continues to chip away at the 
mountain of prior government stimulus, 
recession concerns linger, narrow equity 
market leadership has left many stocks behind, 
and we believe that dividend growth stocks are 
well-positioned to outperform. Also, the new 
AI fervor feels very much like the special 
purpose acquisition corporation (“SPAC”) craze 
of the recent past. Hopes of quick riches take 
hold of emotions and drive speculation. It 
happens over and over. Yes, the song remains 
the same. 
 
In this Review, we touch on these themes 
while also highlighting that dividend growth 
stocks have returned to historically extreme 
valuation discounts versus the market. We also 
emphasize our conviction in the constancy and 
timeliness of our dividend growth approach.  

 
Fed’s Own Research Suggests Major Negative 

Tightening Impacts Still to Come 
 
In our 4Q22 Review, “Flying the Plane,” we 
underscored the folly of overreliance on 
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forecasts and argued that the Fed was woefully 
late in reigning in an economy that was long 
“Running Hot” (1Q21 Review). By the time the 
central bank started raising the Fed Funds rate 
in March 2022, headline US inflation was 
already 8.5%, well ahead of the Fed’s 2.0% 
target level, and labor markets were incredibly 
tight with unemployment at only 3.6%.3 Until 
recently, the main worry among investors was 
that the Fed had gone too far too fast – ten 
consecutive hikes totaling five full percentage 
points until pausing in June – bringing great 
risk of a recession on the horizon, albeit 
delayed.4 Today, that fear has been replaced 
largely by a fear of missing out, or “FOMO,” 
and a growing belief of a “soft landing.”5 
 
To date, the US economic locomotive has been 
resilient in the face of the most aggressive 
monetary policy tightening actions since the 
1970s, thanks in large part to trillions of 
extraordinary stimulus dollars made available 
in recent years. Besides excessively 
accommodative monetary policy that prevailed 
for years until the Fed ended its zero-interest 
rate policy in early 2022, also recall $2.2 trillion 
in fiscal stimulus via the CARES Act (March 
2020), $900 billion follow-on spending for the 
CARES Act (December 2020), $1.9 trillion via 
the American Rescue Plan (March 2021), and 
$550 billion via the Infrastructure Investment 
and Jobs Act (November 2021). On the heels of 
those programs, in August 2022, US Congress 
authorized almost $900 billion via the Inflation 
Reduction Act and nearly $300 billion via the 
CHIPS & Science Act.6 Adding it all up, the fiscal 
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stimulus dollars total nearly seven trillion! 
While acknowledging that some programs are 
spread across multiple years, the grand sum 
represents approximately one quarter of the 
US’s entire 2022 GDP.7 
 
With those kinds of dollars slushing around, it 
is no wonder that inflation grew red hot and 
the Fed finally applied the brakes with a clear 
intention to cool the economy. For example, 
the Federal Reserve Open Market Committee 
(FOMC) June policy statement – like earlier 
statements – said the following: “Tighter credit 
conditions for households and businesses are 
likely to weigh on economic activity, hiring, 
and inflation,” though with “uncertain” 
effects.8 But, per research produced by Fed’s 
own economists, the likely effects are – wait 
for it – more certain!  
 
A June 23, 2023 Fed research paper, 
“Distressed Firms and the Large Effects of 
Monetary Policy Tightenings” pointed out that, 
“the share of nonfinancial firms in financial 
distress has reached a level [37%] that is higher 
than during most previous tightening episodes 
since the 1970s” (Chart 1). The paper’s 
conclusions amount to warnings, suggesting 
that (1) “the recent policy tightening is likely to 
have effects on investment, employment, and 
aggregate activity that are stronger than in 
most tightening episodes since the late 
1970s,” (2) “contractionary [tightening] shocks 
generate a strong and statistically significant 
drop in investment and employment,” and (3) 
the effects “peak around one or two years 

Hear my song 
Yeah, people don't you listen now? 
Sing along, Oh 
You don't know what you're missing now… 
Everything that's small has to grow 
And it’s gonna grow… 
The song remains the same… 
All you gotta do, now 

  - Led Zeppelin, “The Song Remains the Same,” Houses of the Holy, 1973  

Chart 1. Share of Distressed Firms at 37% per Fed Research Paper  

Source:  https://www.federalreserve.gov/econres/notes/feds-notes/distressed-firms-and-the-
large-effects-of-monetary-policy-tightenings-20230623.html  

Figure 1. DALL-E 2 Generated Chair Powell
1
 

https://www.copelandcapital.com/system/files?file=fields/field-file/2022-07/Copeland%20Review%20Q2%202022.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2022-07/Copeland%20Review%20Q2%202022.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2023-01/Copeland%20Review%202022%20Q4.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2021-04/copeland-review-q1-2021.pdf


Page 2 The Copeland Review 

“the first half of 2023 marked the narrowest 
first half breadth in history.”18 
 
While forms of AI have been implemented into 
products and services for many years – think 
Amazon’s Alexa – the latest innovations appear 
to mark a step change. ChatGPT, or Chat 
Generative Pre-Trained Transformer, was 
launched by OpenAI at the end of November 
2022 and, by January, became “the fastest-
growing consumer software application in 
history” (Chart 3).19 OpenAI also made 
available DALL-E 2 in September 2022, which 
generates digital images from “natural 
language” prompts (Figure 1). Both tools are 
easily accessible by users of all ages around the 
world and can be utilized for a range of tasks.  
 
On January 23, 2023, Microsoft announced 
that it was making a “multiyear, multibillion-

after the shock.” Again, note that the Fed 
Funds rate now stands at 5.25% versus only 
0.25% 15 months ago.9  
 
Although areas of strength remain, the effects 
of rapid tightening are taking hold and — per 
the study — the lagging effects are very likely 
to arrive. Examine Chart 2, with the top panel 
illustrating record construction spending in the 
manufacturing sector versus the bottom panel 
showing a June 2023 US Manufacturing 
Purchasing Managers’ Index (PMI) level of 46.  
 
The manufacturing construction spending – up 
a whopping 76% year over year for the month 
of May 202310 – is fantastically strong and 
visibly reflects the manifestation of a post-
pandemic corporate and government desire to 
bring back core pieces of the supply chain 
stateside. These efforts should provide 
tailwinds supportive of US jobs and economic 
growth over the long-term. However, 
construction spending is viewed as a “lagging 
indicator,” or confirmation of a trend that has 
already happened.  
 
By contrast, the PMI is viewed as a leading 
indicator of things yet to come, and a reading 
below 50 signals contraction. Unfortunately, 
June’s lower PMI reading marked the eight 
straight month of retrenchment in 
manufacturing activity and illustrates a broad 
decline in aggregate economic demand.11 
 
No guesswork is required. For consumer 
context, look at housing and auto costs. The 
implied monthly mortgage payment on a 
median priced home increased 32% over the 
past 15 months.12 For new car purchases, the 
average monthly car payment increased 12% 
from the first quarter of 2022.”13 
 
Finally, a downtrend is captured by persistently 
weak readings for the NFIB Small Business 
Optimism Index and The Conference Board 
Leading Economic Index® (LEI), with the former 
below trend for 17 consecutive months and 
the latter declining in each of the last 14 
months.14  
 

Euphoria Over AI 
Drives Narrow Market Rally 

 
Notwithstanding the bevy of macroeconomic 
concerns, the investment world is going 
bananas over generative AI. Through June 
2023, the Nasdaq Composite Index rose 32%, 
marking the best first half performance since 
1983 and almost double the 17% total return 
of the S&P 500 Index.15 Meanwhile, for the 
S&P 500 Index, what some pundits dubbed the 
“Magnificent Seven” large cap stocks16 – Apple, 
Microsoft, Nvidia, Alphabet, Amazon, Meta 
Platforms, and Tesla – contributed nearly three 
quarters of the index return to date, leaving 
the balance of the S&P 500 Index up only 4% in 
the first half.17 According to BofA Securities, 

dollar” investment in OpenAI that is believed 
to total $10 billion.20 This ignited a feeding 
frenzy for all things related to AI, which gained 
further momentum when Nvidia posted strong 
results May 24, 2023 fueled by a rapid and 
broad-based increase in demand for the 
company’s “accelerated computing” chips. In 
the venture capital world, Mistral AI – a French 
startup with no product or service – raised 
$113 million just one month after founding 
with only a mission “to develop the best 
generative AI models.”21 
 

Not Enough to Offset 
Negative Estimate Revisions 

 
Certainly, the AI advances and ongoing 
enhancements may be transformational. Plus, 
as exemplified by Nvidia, AI-related computing 
demand is driving pockets of significant 
technology hardware buying amidst a broadly 
weaker information technology marketplace.   
 
However, even with an expected boost related 
to incremental AI demand, estimated S&P 500 
Index technology sector earnings for 2023 are 
down 7% since the start of the year.22 On an 
aggregate Index basis, 2023 estimates are also 
tracking lower across all cap ranges, both in 
the US and abroad. Yet, upward equity prices – 
even if by narrow leadership – coupled with 
lower estimates produced marked multiple 
expansion over the past year (Chart 4). 
 
The negative revisions in 2023 should not be a 
surprise given slowing business conditions, and 
again highlight the challenge of forecasting and 
that forecasts tend to be overly optimistic. 
That said, although many stocks have been left 
behind, relatively robust equity sentiment 
suggests that investors are looking through the 
“wall of worry,” for the time being.  
 
Related to decelerating trends, The Wall Street 
Journal published two noteworthy articles. 
First, on June 1, 2023, the WSJ pointed out that 
companies are more prone to use 
“nontraditional ways to boost the bottom 
line,” such as reallocating costs, unwinding 
charges, and/or delaying depreciation.23 Then, 
on July 2, 2023, a piece titled “Investors Spurn 
Dividend-Paying Stocks as AI Booms” stated: 
“Investors who last year embraced dividend-
paying stocks now see greater promise in 
growth-focused tech stocks that don’t typically 
pay dividends.”24 
 
“Greater promise?” Instead, we echo Led 
Zeppelin, “Don’t you listen, now?... You don't 
know what you're missing,” and risking. The 
rapid AI-focused valuation ascent and euphoria 
draws shades of the both the late 1990s 
technology bubble and the more recent, 
stimulus induced SPAC craze. These periods did 
not end well for speculators, although bad 
memories somehow fade and actions repeat.  
 

Source: FDIC 

Source: Berenberg, PSC Research 

Chart 2. Current Fed Tightening Cycle Versus 
Prior Fed Tightening Cycles 

Source: https://johnnosta.medium.com/the-
most-important-chart-in-100-years-
1095915e1605  

Chart 3. ChatGPT is the Fastest Growing 
Consumer Software Application Ever!  

CHIPS Act & IRA 

 
Infrastructure Law 
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Source: FactSet, CCM as of 6/30/23. Benchmark data is sourced from Bloomberg and Divi-
dend Grower data is sourced from FactSet. Both calculations exclude companies with neg-
ative earnings and use a weighted harmonic average NTM P/E. Dividend Growers include 
All Cap companies that have raised their dividend for three consecutive years. Valuation 
discounts or premiums do not guarantee future returns will be greater or lower than the 
benchmark. There is no guarantee that companies will declare dividends or, if declared, 
that they will remain at current levels or increase over time. You cannot invest directly in 
an Index.  For information on the Index shown above as well as other important infor-
mation, please refer to the Disclosures herein.  

The Song Remains the Same: 
Dividend as Signal 

 
Ultimately, what matters most for equity 
investors are profits, cash flow, and dividends. 
More specifically, we believe that dividends tell 
the truth, particularly a rising cash dividend. 
This is a constant amidst a world of flux, 
notwithstanding any déjà vu feelings.  
 
There is no need to rely upon a rosy but 
uncertain forecast, or upon earnings concocted 
by fuzzy accounting. Nor must we attempt to 
predict the outcome of the Fed’s incredible 
battle against the massive stimulus in the 
system. Further, we believe that dividend 
growth stocks are well-situated to weather  
potentially significant volatility that may result 
from a slower macro-economic environment 
that the Fed is engineering. Hear our song.  
 
By leveraging dividend actions as a signal and 
only investing in dividend growth stocks, we 
believe that investors can garner a significant 
advantage, especially amidst a potentially 
difficult backdrop where corporate 
disappointments and stock “blow-ups” may be 
more frequent. To the extent our companies or 
investment candidates are benefitting from AI-
related demand – or other growth drivers – 
this benefit should show up in tangible 
dividend growth.  
 
Notably, like last year, we believe that dividend 
growth stocks remain attractively valued. Chart 
5 reveals a striking valuation discount for all 
cap three-year dividend growth stocks. 
Moreover, we feel that Copeland’s selected 
dividend growth stocks continue to offer 
strong absolute and relative growth, both in 
terms of earnings and dividend growth.  
 
Again, “The song remains the same… all you 
gotta do, now.”  

July 25, 2023 
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Chart 5. Striking Relative Discount for Dividend Growth Stocks versus Russell 3000 
Index P/E 
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Disclosure Section: 

The information herein is for informational purposes only and should not be construed as individualized recommendations or endorsements of any par-
ticular security, chart pattern or strategy. Any industries, sectors or securities presented herein should not be perceived as investment recommendations 
by Copeland. The views and opinions expressed herein represent the opinions of Copeland, are subject to change without notice, and are not intended 
as a forecast or guarantee of future results. This commentary contains certain forward-looking statements about factors that may affect the perfor-
mance of Copeland’s strategies in the future. These statements are based on the Copeland’s predictions and expectations concerning certain future 
events such as the performance of the economy as a whole and of specific industry sectors. Copeland believes these forward-looking statements are 
reasonable, although they are inherently uncertain and difficult to predict. Investing in stocks involves risk, including possible loss of principal. There is no 
assurance that the investment objective of the strategy will be achieved. All data referenced is from sources deemed to be reliable but cannot be guaran-
teed as to accuracy or completeness. Situations represented here may not be applicable to all investors. Holdings are for informational purposes only 
and should not be deemed a recommendation to buy the specific securities mentioned. Holdings identified do not represent all of the securities pur-
chased, sold, or recommended for advisory clients. Please contact Copeland to obtain a list showing every holding’s contribution to an overall strategy’s 
performance during the period. Holdings are subject to change, may not be representative of current holdings, and are subject to risk. Individual financial 
situations and investment objectives will differ.  Please consult with an investment professional before investing. Unless otherwise specified or dis-
closed, 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 requesting 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 time. Returns for periods of greater than one year are annual-
ized. The returns shown in the Charts herein include dividends reinvested. The historical data are for illustrative purposes only and do not represent the 
performance of any strategy overseen by Copeland or any particular investment, and there is no guarantee that investors will experience the type of 
performance reflected in the information presented. Strategies managed by Copeland’s investment team are subject to transaction costs, management 
fees, trading fees or other expenses not represented in the information presented. A stock is classified as a Dividend Payer if it paid a cash dividend any 
time during the previous 12 months, a Dividend Grower if it initiated or raised its existing cash dividend at any time during the previous 12 months, and 
a Non-Dividend Payer if it did not pay a cash dividend at any time during the previous 12 months. Flat Dividend Payers included stocks that pay a divi-
dend but have not raised or lowered their existing dividend during the previous 12 months. Dividend Cutters included stocks that lowered their existing 
dividend or eliminated their dividend during the previous 12 months.  

Currency - Unless otherwise specified or disclosed, the currency used for data in the report is US Dollar (USD). 

Charts 4 & 5: © FactSet Data Systems Inc. All Rights Reserved. FactSet is a company that offers financial industry analysis, financial data, analytics, and 
analytic software for investment professionals. The information 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 timely. Neither FactSet Research Systems Inc. nor its 
content providers are responsible for any damages or losses arising from any use of this information. Past performance is no guarantee of future re-
sults. This is not the performance of any strategy overseen by Copeland and there is no guarantee that investors will experience the type of perfor-
mance reflected in the information presented.  

Certain charts herein contain publicly available data, but the data has been formatted by Copeland to allow for ease of reading. 

The Indexes mentioned are unmanaged, are not available for investment and do not incur expenses. With respect to the comparison of the Copeland 
strategies to their comparative benchmarks, the number of holdings and volatility of an unmanaged Index is different from that of an actively managed 
portfolio of Dividend Growth stocks. The S&P 500® Index is a market-capitalization-weighted index of the stocks of 500 leading companies in major in-
dustries 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 capitalization, which represents approximately 98% of the investable U.S. equity market. The Nasdaq Composite 
Index is a market capitalization-weighted index of more than 2,500 stocks listed on the Nasdaq stock exchange. It is a broad index that is heavily 
weighted toward the important technology sector. The index is composed of both domestic and international companies. The Nasdaq Composite Index 
is a highly-watched index and is a staple of financial markets reports. The MSCI EAFE Index is an equity index which captures large and mid cap represen-
tation across 21 Developed Markets countries around the world, excluding the US and Canada. With 798 constituents, the index covers approximately 
85% of the free float- adjusted market capitalization in each country. The MSCI EAFE Small Cap Index is an equity index which captures small cap repre-
sentation across Developed Markets countries around the world, excluding the US and Canada. 

Definitions 

Conference Board Leading Economic Index® (LEI) - The LEI provides an early indication of significant turning points in the business cycle and where the 
economy is heading in the near term. 

Consumer Price Index (CPI) – A measure of the average change over time in the prices paid by urban consumers for a market basket of consumer goods 
and services. Indexes are available for the U.S. and various geographic areas. 

Dividend Growth Rate – The annualized percentage rate of growth that a particular stock's dividend undergoes over a period of time. 

EPS Growth - Earnings Per Share Growth illustrates the growth of earnings per share over time.  

Gross Domestic Product (GDP) – GDP measures the monetary value of final goods and services produced in a country in a given period of time.   

NFIB Small Business Optimism Index: The National Federation of Independent Business (NFIB) Small Business Optimism Index is a composite of ten sea-
sonally adjusted components. It provides a indication of the health of small businesses in the U.S., which account of roughly 50% of the nation's private 
workforce.  

NTM – Next twelve months. 

P/E Ratio – The Price-to-Earnings Ratio of a stock is a measure of the price paid for a share relative to the annual net income or profit earned by the firm 
per share.  

Copeland does not provide tax, legal or accounting advice. This material has been prepared for informational purposes only, and is not intended to pro-
vide, and should not be relied on for, tax, legal or accounting advice. It represents an assessment of the market environment at a specific point in time 
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 meeting 
the particular needs of any investor. Neither the information presented, nor any opinion expressed constitutes a solicitation for the purchase or sale of 
any security. You should consult your own tax, legal and accounting advisors before engaging in any transaction. 
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