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“We believe that stocks with sustainable dividend growth consistently outperform the market with less risk.”

Caﬀeinated Market
“I’m so excited! I’m so…scared!”
- Elizabeth Berkley as Jessie Spano in “Saved by the Bell,” Jessie’s Song

Readers who can recall “Saved by the Bell,” the
campy comedy about a stereotypical group of
high school friends a ending ﬁc onal Bayside
High, will no doubt remember the show’s most
drama c episode: “Jessie’s Song.”
In the episode, Jessie Spano – the ultra-driven
straight A student – ﬁnds herself struggling to
keep up with her studies, while also mee ng
the demands of her new singing group. As the
pressure mounts, she turns to caﬀeine pills to
stay alert and becomes addicted to them. With
the episode racing toward its thrilling conclusion, Zack Morris, the uber-popular leader of
the group, goes to see his friend, concerned for
her safety. Though she tries to mask the eﬀects
of the pills, casually singing along to the hit
song, “I’m So Excited,” she ul mately breaks
down crying and issues her famous follow on
line: “I’m so…scared.”
With another quarter of strong returns now
behind us, many investors seem to be struggling with their own Jessie Spano moment of
sorts.

Alterna vely, Dividend Growers tend to lag
during aggressive rallies, when investors show
li le concern for poten al future risks. The
past 18 months have been such a period. Consider the small cap space, in which returns have been par cularly robust as investors seek safe haven from trade concerns impac ng large cap mul -na onals. Small cap
Dividend Growers have lagged non-dividend
payers by nearly 1500 basis points since the
end of 2016 (Charts 1 and 2).
Double-digit headwinds against Dividend
Growers over 18 months are rare, having occurred only 10% of the me since 1982, whereas double-digit tailwinds have happened more
than 50% of the me over the same period.
Thankfully, Copeland’s alpha solu on is not
solely reliant on the long-term outperformance

we expect from the Dividend Growth universe.
We are also proud to have both signiﬁcant
quan ta ve tools and a fundamental research
team that we believe can enhance those returns. As a result, we are gra ﬁed to have
overcome this headwind and to have outperformed the Russell 2000 index during the period from December 31, 2016 to June 30, 2018
(Chart 3). We believe that success reﬂects the
three sources of poten al outperformance
working as designed, with the la er two oﬀse@ng the recent weakness of the universe.
S ll, we take par cular comfort in knowing
that aAer periods like this, the deck is likely to
be stacked in our favor going forward, based
on past results. Indeed, following the 13 prior
periods of double digit underperformance1,
small cap Dividend Growers have outperformed drama cally, returning an average of

Charts 1 and 2: Small Cap Dividend Growers Have Recently Lagged Non-Dividend Payers, In Sharp
Contrast to History
Total Returns: 12/31/16-6/30/18

Annualized Returns: 9/30/82-6/30/18

“I’m So Excited!”
Make no mistake, even as we work our way
through the ninth year of a bull market, excitement certainly abounds, evidenced by investors’ sustained appe te for higher vola lity,
non-dividend paying stocks over Dividend
Growers in recent mes.
Given the considerable real estate that we
have devoted in earlier edi ons of this piece to
demonstra ng the historically superior returns
and lower risk proﬁle of Dividend Growers
rela ve to other types of stocks, this underperformance may come as a surprise. However,
we have frequently reminded readers that this
advantage should not be confused with an
ironclad guarantee that Dividend Growers will
outperform every month, every quarter or
even every year. Instead, we note that the
Dividend Growth universe is typically most
advantaged in normalized upward trending
markets, low return periods, and especially
during bearish mes when vola lity is on the
rise.

Sources: Russell, NDR © 2018 Ned Davis Research, Inc. 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/. The informa'on presented is intended to
illustrate performance of Small Cap stocks according to their dividend policy. Returns shown include
dividends reinvested. 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. 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. 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 presented. There is no guarantee that companies will declare dividends or, if declared, that they will remain at current levels or increase over
'me. Dividend Growers included stocks that raised their exis'ng dividend or ini'ated a new dividend during the previous 12 months. Non Dividend Payers included stocks that have not paid a
dividend during the previous 12 months. You cannot invest directly in an Index. For informa'on on
the Index shown above as well as other important informa'on, please refer to the Disclosure Sec'on. Past performance is no guarantee of future results.
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30% versus only 3% for non-dividend payers
and 12% for the Russell 2000, over the subsequent 18 months.
Of course, it is diﬃcult to know when the market’s preference will shiA from high vola lity
stocks toward high quality stocks, which we
believe commonly populate the Dividend
Growth universe. For the moment, there are a
few persistent reasons investors could remain
“so excited.”
First, even more so than in the last several
years, macro-economic data are suppor ve for
equi es. During the second quarter we observed the US unemployment rate falling to
3.8% in May – a level it hadn’t touched since
April 20002 – while at the same me, we saw
the Small Business Op mism Index reach its
sixth highest reading in history in June3. Not to
be outdone, the Federal Reserve’s Industrial
Produc on Index also climbed to an all- me
high as the quarter closed.4
Secondly, as one might imagine, this favorable
macro backdrop has helped to push corporate
earnings es mates higher as well. In fact, since
the end of last year, 2018 earnings es mates
for the companies in the S&P 500 Index have
jumped nearly 9%. Even adjus ng for the beneﬁt of tax cuts, bullish es mate revisions of
this magnitude have been non-existent in recent years. Instead, since 2010, analysts have
consistently started each year with unrealis cally rosy proﬁt projec ons only to ratchet
them downward as growth failed to achieve
ini al forecasts. Given not just the level, but
the trajectory, of earnings es mates, it’s perhaps no surprise that the market has con nued
to climb.
Finally, in a perverse twist, some market pundits have referred to the current run in stocks,
despite its length, as “the most hated bull market ever,”5 no ng how bond alloca ons have
remained robust and investor sen ment has
generally remained measured, rather than
euphoric, as is oAen seen near market tops.6
While it would be naïve to count on pure contrarianism to carry the day in terms of future
market performance, these readings are especially notable when married with reasonable
valua on levels, such as we are experiencing
currently. For example, the S&P 500 Index is
trading at 16.9x 2018 expected earnings, nearly in-line with its ten-year median of 15.9x,
even as investors expect 33% earnings growth
over 2018 and 2019 – similar to the prior six
years combined.7
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I’m so…scared!
Nevertheless, poten ally ominous themes
have developed more recently, which could
ul mately present signiﬁcant hurdles to con nued strength.
First, as we’ve talked about before, interest
rates have started to rise, and the Federal Reserve expects to con nue its current campaign
of gradual hikes through 2020. Higher interest
rates can be an albatross to both earnings and
valua on mul ples, and while we have seen
valua ons moderate, the major indexes have
largely shrugged this oﬀ to move higher. On
some level, this is not unreasonable given the
extraordinarily low star ng point for rates in
this cycle, and the aforemen oned strength of
earnings. S ll, if history is a guide, vigilance is
warranted.
Secondly, interest rate spreads have compressed, with two-year rates – driven by nearrun inﬂa on concerns – rising more quickly
than ten-year yields, which have been constrained by ques ons about longer-term
growth and persistently low yields abroad.
Historically, even though the reac on has oAen
been delayed, following an “inversion” in the 2
-10 spread (short-term bonds commanding
higher rates than longer-term bonds), equi es
have ul mately fared poorly and recessions
have frequently ensued. While we have yet to
even dip into nega ve territory, the shrinking
spread is not an encouraging sign.
Thirdly, and in our view by far most importantly, strong market performance has accrued in
the face of a burgeoning trade war. Last quarter, we men oned the concern that newly
announced US trade policies could lead to
slower global growth. At the me, we think

Chart 3—Despite the Dividend Growth
Headwind, Copeland’s Small Cap
Por9olio Outperformed

Sources: NDR, FactSet, Russell, CCM. The data
quoted represents past performance and does
not indicate future returns. Gross returns include transac'on costs, but do not reﬂect the
deduc'on of investment advisory fees. A client’s return will be reduced by the advisory
fees and any other expenses it may incur in the
management of its investment advisory account. Copeland’s management fees are available in Copeland’s ADV Part 2A. Total return is
calculated assuming reinvestment of all dividends, interest and capital gains. A>er-tax
results will vary from the returns presented
here for those accounts subject to taxa'on.
The Ned Davis informa'on presented herein 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.
Strategies managed by Copeland’s investment
team are subject to transac'on costs, management fees, trading fees or other expenses not
represented in the Ned Davis informa'on presented. There is no guarantee that companies
will declare dividends or, if declared, that they
will remain at current levels or increase over
'me. You cannot invest directly in an Index.
For informa'on on the Index shown above as
well as other important informa'on, please
refer to the Disclosure Sec'on.

Chart 3—S&P 500 Index Earnings Es7mates Start High Then Retreat…Un7l 2018!

Source: Cornerstone Macro
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most investors believed the commentary coming out of Washington was simply a nego a ng
tac c designed to achieve speciﬁc objec ves
with key trading partners, such as tackling long
-documented intellectual property theA and
technology piracy by Chinese companies.8
Now, with key deadlines having passed, and no
joint agreements having been reached, the
stakes are considerably higher. We have a prisoner’s dilemma that could con nue indeﬁnitely as both the US and China have dug in, and
the list of items subject to new tariﬀs numbers
in the thousands. Further, while investors may
once have believed that the US would reach
individual or collec ve agreements with other
important trading partners that aren’t engaged
intellectual property theA, there are few signs
of that type of compromise. Instead, our European and North American allies are also par cipa ng in the “game,” with some retalia ng
and others launching eﬀorts to have the tariﬀs
struck down through the World Trade Organiza on.
In fairness, there is no ques on that, even beyond the well-documented challenges of doing
business in China, some of our other key trading partners also make it near impossible to
achieve the Trump Administra on’s stated aim
of engaging in “free, fair and reciprocal
trade.”9 For example, India maintains its own
high tariﬀs, while Japan has erected considerable non-tariﬀ barriers to dissuade any nonna ve companies from doing business on its
shores.
Much as these observa ons might aﬀord the
US the moral high ground from which to
launch its trade oﬀensive, we must
acknowledge the poten al downsides of these
ac ons – as we learned in Econ 101. First, because of the elas city of demand, trade barriers lead to higher prices and lower aggregate
demand, thus resul ng in slower economic
growth. Secondly, though the President has
expressed concern over the US trade deﬁcit,
we would argue that deﬁcits are a normal and
necessary part of a global trading system, and
that the US – which has run deﬁcits since the
1970s – has beneﬁ ed immensely from having
done so. This is reﬂected in our rising standard
of living and derives from the compara ve
advantages of global produc on.
Should the Trump Administra on ul mately be
successful in employing this version of
“economic chicken” to tear down key trade
barriers, it would certainly be considered a

win, and would likely be well-received by the
market. In the mean me, however, there is a
real possibility that a global trade war has already begun. This leaves earnings and margins,
already facing increased risk from the aforemen oned higher interest costs, under addional pressure as the cost of imports rise and
sales to foreign countries decline.
Finally, as noted above, the CBOE Vola lity
Index (CBOE: VIX), also known as the “fear
gauge,” has remained stubbornly low by historical standards.10 While a low reading in concert
with market strength is not atypical, it conﬁrms
investors’ ongoing willingness to take substanal risk even at this late point in the cycle, aiding the outperformance of higher risk nondividend paying stocks, as noted above. If one
or more of the noted risks, or even an unforeseen event of some sort, were to cause a sustained change in investors’ mindsets, the
downside risk for higher vola lity stocks could
prove especially signiﬁcant.

these a ributes, we believe we are in a strong
posi on to outperform going forward, and are
excited, NOT scared to face whatever surprises
the market throws in our path in the coming
quarters.
July 2018
1

Based on Ned Davis data, since 9/30/1982,
Small Cap Dividend Growers, have experienced 14 six quarter periods of double digit
underperformance rela've to Small Cap nondividend payers. In addi'on to the current
period, 12/31/16-6/30/18, prior periods covered: 6/30/1998-9/30/2000, 6/30/20029/30/2004, 3/31/2008-9/30/2009 and
9/30/2008-12/31/2010.

2

hCps://data.bls.gov/pdq/SurveyOutputServlet

3

hCps://www.nﬁb.com/surveys/small-business
-economic-trends/; The small business op'mism index is compiled from a survey that is
conducted each month by the Na'onal Federa'on of Independent Business (NFIB) of its
members. The index is a composite of 10 seasonally adjusted components based on the
following ques'ons: plans to increase employment, plans to make capital outlays, plans to
increase inventories, expect economy to improve, expect real sales higher, current inventory, current job openings, expected credit
condi'ons, now a good 'me to expand, and
earnings trend.

4

hCps://fred.stlouisfed.org/series/INDPRO;
The Industrial Produc'on Index (INDPRO) is an
economic indicator that measures real output
for all facili'es located in the United States
manufacturing, mining, and electric, and gas
u'li'es (excluding those in U.S. territories).

5

hCps://www.cnbc.com/2018/05/01/investors
-con'nue-buying-bonds-amid-the-most-hated
-bull-market.html

6

hCps://money.cnn.com/data/fear-and-greed/

7

FactSet

8

“The IP Commission Report,” The Na'onal
Bureau of Asian Research, May 2013 hCp://
www.ipcommission.org/report/
IP_Commission_Report_052213.pdf

9

hCps://www.wsj.com/ar'cles/why-the-whitehouse-worries-about-trade-deﬁcits1488751930

What to do if you’re excited,
but maybe a li>le scared, too
It probably goes without saying that we believe
our Dividend Growth strategies represent the
best way to navigate these compe ng forces.
In addi on to the near-run poten al for a relave performance recovery, we cannot overemphasize the long-term consistency with which
Dividend Growers have outpaced both other
buckets of stocks, as well as the market. For
example, in the past we have shown how Dividend Growers have outperformed in both
growth and value-oriented markets (h p://
www.copelandcapital.com/pdf/
Copeland_Review_1Q16.pdf), and in periods of
both rising and falling interest rates (h p://
www.copelandcapital.com/pdf/
Copeland_Review_1Q18.pdf).
We think this consistent outperformance derives from three common traits that are broadly shared by Copeland’s Dividend Growers.
First, they have sustainable compe ve advantages, helping them to maintain and grow
market share and expand margins. Secondly,
those beneﬁts are oAen accompanied by secular growth drivers such as an expanding market
opportunity or geographic expansion. Finally,
they are led by shareholder-focused management teams which are less likely than peers to
pursue value destruc ve investment opportuni es.
By crea ng a porVolio of stocks that share

10

FactSet; The CBOE Vola'lity Index® (VIX®
Index) is a leading measure of market expecta'ons of near-term vola'lity conveyed by
S&P 500 Index (SPX) op'on prices.
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About Copeland Capital Management — Copeland Capital Management is an employee owned, registered investment adviser with oﬃces
in Conshohocken 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 Barre , Senior Vice President - Director of Sales and Marke ng at
(484) 351-3665, cbarre @copelandcapital.com or Robin Lane, Marke ng Manager at (484) 351-3624, rlane@copelandcapital.com.
Disclosure Sec7on:
The views expressed herein represent the opinions of Copeland Capital Management and are subject to change based on market, economic or
other condi ons. These opinions are not intended to be a forecast of future events, a guarantee of future results or investment advice. All data
referenced is from sources deemed to be reliable, but cannot be guaranteed as to accuracy or completeness. All investments are subject to
risk including possible loss of principal.
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 presented. 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.
Currency -Unless otherwise speciﬁed or disclosed, the currency used for data in the report is US Dollar (USD).
Charts 1, 2 & 3: © 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. Dividend Growers included stocks that raised their exis ng dividend or ini ated a new dividend during the previous 12 months. Non-Dividend Payers included stocks that have not paid a dividend during the previous 12 months.
Chart 3: © FactSet Data Systems Inc. All Rights Reserved. FactSet is a company that oﬀers ﬁnancial industry analysis, ﬁnancial data, analy'cs,
and analy'c so>ware 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.
The Indexes men oned are unmanaged, are not available for investment and do not incur expenses. The S&P 500® Index is a marketcapitaliza on-weighted index of the stocks of 500 leading companies in major industries of the U.S. economy. The CBOE Vola7lity Index®
(VIX® Index®) is a key measure of market expecta ons of near-term vola lity conveyed by S&P 500 stock index op on prices. The Russell
3000® Index measures the performance of the 3,000 largest U.S. companies based on total market capitaliza on, which represents approximately 98% of the investable U.S. equity market. The The Russell 2000® Index is comprised of the smallest 2000 companies in the Russell
3000® Index.
Deﬁni7ons
Dividend Yield is a company's total annual dividend payments divided by its market capitaliza on, or the dividend per share, divided by the
price per share.
Dividend Growth Rate is the annualized percentage rate of growth that a par cular stock's dividend undergoes over a period of me.
Earnings Per Share Growth (EPS) illustrates the growth of earnings per share over me.
Compound Annual Growth Rate (CAGR), is the return on investment over a period of me. It measures a true return on an investment by calcula ng the year over year returns, compounding them, and considering the investment values.
Copeland’s fees can be found in our ADV Part 2 which is available by calling (484) 351-3700 and reques ng a copy, or on our website at
www.copelandcapital.com.
Copeland does not provide tax, legal or accoun ng advice. This material has been prepared for informa onal purposes only, and is not intended 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 cons tutes
a solicita on for the purchase or sale of any security. You should consult your own tax, legal and accoun ng advisors before engaging in any
transac on.
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