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

Can’t Stop the Feeling!

| got this feeling inside my bones

It goes electric, wavey when | turn it on

All through my city, all through my home

We're flying up, no ceiling, when we in our zone

- “Can’t Stop the Feeling!” by Justin Timberlake, from DreamWorks Animation's "Trolls," 2016

In the face of widely publicized COVID-19 in-
duced supply chain and labor disruptions, as
well as rising inflation, the US economic recov-
ery accelerated during the second quarter.
Strong economic data was underpinned by a
receding number of COVID cases thanks to ris-
ing vaccinations and increased confidence in a
more normalized summer and beyond.

Correspondingly, investors stateside and
abroad were exceedingly optimistic. Net in-
flows into global equity funds during the first
half were the largest on record (Chart 1) and
the S&P 500 Index recently “notched its 36th
record close of the year.”? As the title song
continues, “I got that sunshine in my pocket... |
can't stop the feeling, So just dance, dance,
dance.”

However, concern around virus “variants” is
mounting and case numbers are on the rise in
numerous parts of the US and world. At the
same time, year-over-year growth is poised to

Numerous companies have taken advantage of
these high equity prices to sell stock aggressive-
ly (Chart 2). Perhaps most emblematic is AMC
Entertainment Holdings Inc. (NYSE: AMC),
which raised over $2.2 billion via seven stock
sales in the last nine months.” Make hay while
the sun shines, right?

With hindsight that the vaccines are effective,
the speedy recovery and strong stock prices are
well justified. Considering that global economic
activity was essentially halted in spring 2020
and reopened gradually through the balance of
last year and into 2021, a wide array of compa-
nies are facing “easy” year-over-year revenue
and earnings comparisons, leading to a record
number of beat-and-raise results and massive
earnings growth.?

As a result, even with cost headwinds related
to supply chain and labor constraints, underly-

ing earnings power for 2022 is broadly near or
above the level expected just before the pan-
demic surge in spring 2020 (Chart 3). Im-
portantly, dividend growth companies are also
experiencing similar tailwinds. Their strength is
best illustrated by looking at the rising trend-
line of dividend hikes and the declining trend of
dividend cuts quarter by quarter.

Among Russell 2500 Index constituents, there
were 198 dividend increases and only 11 cuts
during the second quarter (Chart 4, left panel).
The number of hikes was 30% above the sec-
ond quarter 2019 level (pre-COVID) and more
than double the trough number of hikes in the
second quarter of 2020. On the “cutter” side,
the number of cuts was less than one-sixteenth
the peak number of cuts in 2020, which also
occurred in the second quarter. Among large
cap S&P 500 constituents, the upward trend in
hikes and reduction in cuts is similar (Chart 4,
right panel). An analogous pattern is evident for
international companies, too, albeit with some

Chart 1. Record Equity Fund Flows
First-half 2021 inflows info global equity funds are the largest on record
$bn
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In this Review, we highlight:

1. The massive economic recovery driving
both the broader market and our dividend
growth stocks.

2. Rising risks and clear signs of exuberance —
both rational and irrational — that pervade
the market.

3. The incredible risk/reward opportunity that
both domestic and international dividend
growth stocks offer, in our view,
as Copeland’s selected companies
afford better growth and trade at historical-
ly inexpensive valuations.

“We're flying up, no ceiling,
when we in our zone”

A chorus of economists, including those at the
Federal Reserve® and the International Mone-
tary Fund® recently raised 2021 real GDP fore-
casts for the US, with growth now projected at
7.0% for the year, which would mark the fastest
pace in almost 40 years.’ Corporate and per-
sonal balance sheets are flush, access to low-
cost capital abounds, wages are rising, and jobs
are plentiful. Unemployment is going down
and expected to be 4.5% at year-end.® In this
context, it is no wonder that the equity markets
are euphoric.
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Chart 2. Record Levels of New Equity Issuance
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The combination of recovering fundamentals
and a resurgence in dividend growth is leading
to healthy returns for both the domestic and
international dividend growth stocks.

Potential Party Spoilers

Notwithstanding the many positive drivers of
recovery, there are numerous things askew
that could, at minimum alter, or entirely “stop
the feeling.” For example, in the last two Re-
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views, (Let’s Not) Party Like it 1999 and Run-
ning Hot, we expressed our concerns about
investor speculation backed by the easy money
policies of the Federal Reserve (monetary) and
the US Congress (fiscal).

Specifically, last quarter, we pointed to the
explosion of issuance activity by special pur-
pose acquisitions companies (SPACs), the ex-
traordinary valuations assigned to certain non-
fungible tokens (NFTs) and the dramatic accel-
eration in the growth of margin leverage. Our
Review further emphasized heated US macro-
economic conditions and evidence of mounting
inflation, all while the government remained
hyper-stimulative.

Since then, the US government has continued
to stoke the bonfire and is, arguably, bucking
the basic teachings of Economics 101. Extraor-
dinary levels of monetary and fiscal stimulus
are usually reserved for severe downturns, not
utilized in an economy poised to grow at the
fastest pace in 40 years. If “the patient” has
more than recovered, why overdose with more
“medicine” and risk the introduction of avoida-
ble market distortions?

After trillions of dollars in stimulus, we believe
numerous public and private asset values are
inflated, in many cases compounded by an ele-
vated level of debt used to support merger,
acquisition and leveraged buyout activity,
which is going gangbusters.> Against this back-
drop, we suspect that many investors are ill-
prepared for changes in access to, or the cost
of, that capital — as well as a moderating
growth environment — which could lead to a
range of unpleasant outcomes.

A non-exhaustive list of potential party spoilers
includes:

1. Renewed pandemic related fear and govern-
ment mandated curbs on economic activity.
While evidence to-date suggests that vac-
cines are highly effective at preventing hospi-
talizations from COVID variants,’ parts of
Europe and Asia remain locked down as the
pandemic lingers and “Delta” variant case
infections flare upward. Government, corpo-
rate, and consumer reaction to the next
spike is unpredictable.

2. Elevated inflation persists: Many industries
are struggling to rebuild inventories drawn
down during the pandemic while production
was put on temporary hold. Bottlenecks
range from a lack of shipping containers to
difficulty finding workers. At the same time,
surging demand created upward pressure on
prices for a wide range of goods and services,
as well as on labor costs. Annual US inflation
ticked upward to 5.4% in June from 2.6% in
March and 1.4% or lower in prior months.*°
The impact of markedly higher inflation could
crimp forward operating results and lead to
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Chart 3. 2022 EPS Estimate History for Select US and World (ex. US) Benchmarks Since 2/28/2020
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Chart 4. SMID- and Large-Cap: Dividend Hikes versus Cuts by Quarter, 1Q19 — 2Q21
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negative earnings surprises, especially if pro-
longed.

3. “Early” monetary tightening by the Federal
Reserve via tapering or rate hikes. Current
inflationary pressures are presumed by the
Fed to be “transitory” and the Fed still ex-
pects only 3.0% for full-year 2021, followed
by 2.1% in 2022 and 2023.2 Likewise, real
GDP growth is expected to moderate to 3.3%
in 2022. Given this stance, the Fed plans to
continue purchasing US Treasury securities
and mortgage-backed securities, in addition
to keeping the Federal funds rate effectively
at zero until sometime in 2023. Through gi-
gantic balance sheet expansion, the central
bank has effectively absorbed new supply
that might otherwise cause Treasury rates to
drift upward. Yet, higher-than-expected infla-
tion may force the Fed’s hand and accelerate
the pace of tightening.

4. Higher borrowing costs as credit spreads
normalize. As we discussed in the third quar-
ter of 2019, How Low Can You Go?, bond
yields are typically a function of three things:
inflation expectations, the risk-free rate, and
the perceived risk of the investment (the
credit spread). Even absent a quite plausible
scenario where inflation is moving higher
(see 2 and 3 above), the third factor may be

long overdue for an upward “correction.”
Today, the perceived risk of corporate bonds,
as expressed by the US Corporate BBB Index
Spread is very low at 1.08%, or more than 90
basis points below the 25-year average.™
Given the explosion in debt on corporate
balances over the last four decades, the
mere perception of higher risk, regardless of
inflation concerns would have real conse-
quences for corporate profitability.

5. Rising tax rates and stagflation. Amidst wid-
ening current account deficits and a rising
government debt to GDP level,*? the Biden
Administration is proposing new, expansive
government spending programs. In an effort
to partially fund the proposals, the admin-
istration is also planning significant revisions
to corporate and personal tax policy. Further,
the Finance Ministers of “G20” member
countries recently agreed to a new 15% mini-
mum global corporate tax framework that is
expected to begin in 2023." Higher taxes
could arrive at a time of simultaneously de-
celerating economic growth and continued
input inflation — or stagflation — all of which
would make year-over-year earnings com-
parisons more difficult and likely curtail capi-
tal investment as well as consumer spending.
This combination would not be favorable for
equity prices.


https://www.copelandcapital.com/system/files?file=fields/field-file/2021-01/copeland-review-q4-2020.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2021-04/copeland-review-q1-2021.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2021-04/copeland-review-q1-2021.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2019-10/copeland_review_q3_2019_0.pdf
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Chart 5. Less Expensive with Better Growth and Lower Leverage - CCM US Smid Cap, Global Small
Cap, and International Small Cap Strategies

Summary As of 06/30/21 ccm
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Chart 6. Pronounced Valuation Discount in Price to Next-Twelve-Month Sales for US Smid Cap Three
-Year Dividend Growers versus Non-Dividend Payers
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Find Sunshine with Better Growth,
Historically Low Valuations,
and Lower Leverage

Aside from a few modest jumps in the CBOE
Volatility Index (VIX) during the second quarter,
market participants remained relatively com-
placent. The party spoilers are either not
acknowledged or perceived to be far off in the
future, and the idea that stocks “only go up” is
pervasive. After all, akin to Pavlovian condition-
ing,** many types of new investors are embold-
ened by the string of better-than-expected
earnings results over the past year. Barron’s
even ran a cover story on June 11th entitled,
“Here Come the Teens: They Can’t Vote, but
They’re Old Enough to Buy Stocks.”*” Yikes!?

Of course, as we have written before, not all
stocks are created equal. Forecasting the timing
of the next equity sentiment shift or credit
move is impossible. All is well until it is not.

Ultimately, but especially when things go awry,
earnings, cash flow, and dividends matter most.
Dividend growth companies have all three in
spades relative to other categories of compa-
nies, especially non-dividend payers, which are
most prone to “blow-ups.” We continue to
expect that speculative fervor and investment
approaches that feed on or otherwise partici-
pate in that fervor, may encounter further vola-
tility and downside risk.

The good news is that dividend growth stocks,
after a period of relative underperformance in
last year’s final quarter, are actively partici-
pating in the current upward market move as
they tend to do through most market cycles.
Moreover, Copeland’s selected domestic and
international dividend growth stocks continue
to trade at historically inexpensive valuations
but offer better earnings and dividend growth,
and lower debt burdens versus benchmarks
(Chart 5). We view this dynamic as both com-
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forting for current clients and compelling for
new investors. Further, as an example of the
extreme valuation discount relative to more
speculative non-dividend paying companies,
Chart 6 illustrates that shares of three-year
dividend growth companies are trading at the
widest discount in more than 20 years.

Higher growth among dividend growers is nor-
mal and supports upside market participation,
yet discounted valuations are abnormal and
provide downside protection should the market
reverse course. Notably, with strong business
models and market positions, shares of divi-
dend growth companies should be well posi-
tioned should the party spoil and markets cool.
From our vantage point, as the song goes, “I
got that sunshine in my pocket.”
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About Copeland Capital Management — Copeland Capital Management is an employee owned, registered investment adviser with offices
in Conshohocken PA and Wellesley MA. The firm specializes in managing Dividend Growth strategies for both institutions and high net

worth individuals. For more information, please contact Chuck Barrett, Senior Vice President - Director of Sales and Marketing at
(484) 351-3665, cbharrett@copelandcapital.com or Robin Lane, Marketing Manager at (484) 351-3624, rlane@copelandcapital.com.




Second Quarter 2021 Page 4

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. 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 guaranteed as to accuracy or com-
pleteness. 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 purchased, 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 ob-
jectives will differ. Please consult with an investment professional before investing. 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 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).

Chart 3, 4, 5 & 6: © 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 con-
tent 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
results. 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.

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 2000°® Index is comprised of the smallest 2000 companies in the Russell 3000° Index. The Russell 2500° Index
is comprised of the bottom 2500 companies in the Russell 3000® Index. The Russell 3000® Index measures the performance of the 3000 largest U.S. com-
panies based on total market capitalization, which represents approximately 98% of the investable U.S. equity market. The CBOE Volatility Index® (VIX®
Index®) is a key measure of market expectations of near-term volatility conveyed by S&P 500 stock index option prices. The MSCI World Ex-US® Index is
a market capitalization-weighted index designed to provide a broad measure of stock performance throughout the developed world, excluding U.S.
stocks. The MSCI World® Index is a market cap weighted stock market index of 1,653 stocks from companies throughout the world. The MSCI World
Small Cap® Index captures small cap representation across 23 Developed Markets (DM) countries. With 4,320 constituents, the index covers approxi-
mately 14% of the free float-adjusted market capitalization in each country.

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

Dividend Yield - The company's total annual dividend payments divided by its market capitalization, 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 time.
IPO — Initial Public Offering.

Net Debt EBITDA - The net debt-to-EBITDA (earnings before interest depreciation and amortization) ratio is a measurement of leverage, calculated as a
company's interest-bearing liabilities minus cash or cash equivalents, divided by its EBITDA.

Net Income — Net Income is equal to net earnings (profit) calculated as sales less cost of goods sold, selling, general and administrative expenses, oper-
ating expenses, depreciation, 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.

NTM P/E Ratio - The Next Twelve Months 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.

SPAC - A special purpose acquisition company (SPAC) is a "blank check" shell corporation designed to take companies public without going through the
traditional IPO process. SPACs allow retail investors to invest in private equity type transactions, particularly leveraged buyouts.

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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