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

White Rabbit

With Russia waging war in Ukraine as this piece went to print, our hearts go
out to the Ukrainian people, and we hope for a swift end to this tragic conflict.

It may be difficult to believe that when we
delivered our last missive, the Russia-Ukraine
situation seemed like nothing more than saber
-rattling by Russian President, Vladimir Putin.
Indeed, while geopolitical pundits’ views at the
time ranged from dire to sanguine, the bias
appeared to tilt heavily toward the latter.
Many thought that by bearing his proverbial
teeth, Putin would — at worst —annex a small
piece of the former Soviet Union and return to
Moscow claiming a political victory.

We now know Russia’s intention was always to
commandeer its geographic neighbor through
force and against its collective will to maintain
its independence. In response, though NATO
has not been drawn into the fight directly, its
member countries, among others, have provid-
ed billions in military aid to Ukraine while also
taking aggressive economic actions against
Russia, ranging from removing many Russian
banks from SWIFT (a global financial messaging
system which enables international trade), to
sanctioning dozens of Russian oligarchs, and
freezing Russia’s access to foreign currency
reserves held in Western banks.* Moreover,
many Western companies who’d previously
been doing business in Russia voluntarily shut
down operations there or exited the country
entirely.’

I’'m late, I’'m late, for a very important date!

The White Rabbit in Alice’s Adventures in Wonderland
by Lewis Carroll, 1865

Not surprisingly, these punitive actions sparked
vast economic repercussions.

In this edition of the Copeland Review, we turn
our attention to three concepts:

1) With Russia’s invasion of Ukraine, inflation
accelerated, further amplifying the risk
that aggressive Federal Reserve interest
rate hikes will stall the economy.

2) Investor sentiment, which we have re-
garded as overly bullish in recent quarters,
finally took a nosedive, with equity and
bond markets following suit. Now, though,
bears may be ignoring some positives that
could cushion the downside in the market
and the economy.

3) Against this mixed backdrop, lower re-
turns and higher volatility seem likely to
continue. As a result, we believe
Copeland’s Dividend Growth strategy is
particularly well-suited to shine.

Russian Invasion Exacerbates
Recession Risk

With Russia moving into Ukraine, Western
countries and companies scrambled to find
alternative suppliers of oil, crops, and metals

that they had previously sourced from that

region. While we expressed concern about
inflation in our last two pieces (Same As it Ever

Chart 1. Commodity prices jumped aggressively as Russia Invaded Ukraine.
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Was and Reality Bites), the challenge only
worsened. In the US, while crude oil prices had
already jumped from $75 to $92 between year
-end 2021 and February 25", they spiked an-
other 35% over the subsequent two weeks as
Russian troops made their initial move on Ky-
iv.> Wheat spent years below $5 per bushel but
ended the quarter above $9. In Europe — which
is heavily reliant on Russian natural gas and oil
— the impact was even more dramatic (Chart
1).

In response to these inflationary price moves,
US interest rates — which had already been
rising for months from their June 2021 low —
jumped to levels not seen in more than three
years.3 The Fed funds rate, which had been
expected to climb toward 1.50% by year end
2023, is now projected to exceed 2.50%, while
the ten-year treasury yield surged more than
80 basis points and the average 30-year fixed
mortgage ripped higher by more than 150 ba-
sis points over the course of the quarter.*

This brings us to our eponymous White Rabbit
and his legendary tardiness. The Federal Re-
serve has been notoriously slow to reverse
policy, raising interest rates only once during
this cycle —a modest 25 basis point hike at its
March meeting. As a result, like the rabbit, the
Fed must now pick up the pace. Future rate
hikes are likely to be both greater and com-
pressed into a shorter time frame, raising the
risk of recession as they “slam on the brakes.”
Just after the quarter ended, even notable Fed
“dove,” Lael Brainard , seemed to turn toward
the hawkish side, commenting that the Fed
should begin drawing down its balance sheet
“at a rapid pace.”’


https://www.copelandcapital.com/system/files?file=fields/field-file/2021-10/copeland-review-q3-2021.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2021-10/copeland-review-q3-2021.pdf
https://www.copelandcapital.com/system/files?file=fields/field-file/2022-02/copeland-review-q4-2021.pdf
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All is Not Lost

Still, amidst the geopolitical strife and inflation-
ary pressures which have driven stocks and
bonds lower in 2022, it’s important to highlight
several signs that we believe will cushion the
downside for the economy, and for Copeland’s
portfolios specifically, going forward.

Supply Chain Bottlenecks Are Starting to Clear

One of the most widely referenced concerns
amidst the global supply chain morass has
been the number of ships floating off the ports
of Los Angeles and Long Beach, waiting to be
unloaded. When ships are slow to unload, not
only are fewer ships available for future deliv-
eries, but perishable goods often spoil, and
cargo that manages to make it off the ships
frequently needs to be expedited to its final
destination. Each of these issues, in its own
way, leaves companies scrambling to push cost
increases through to their customers. Encour-
agingly however, even amidst the issues in
Russia and a reacceleration of COVID cases in
China, port congestion is moderating signifi-
cantly from its February peak and container-
ized ocean freight prices have drifted down a
bit (Chart 2).°

Like ocean freight rates, trucking prices also
skyrocketed over the last year. Again though,
there is some evidence that relief is coming
(Chart 3).

Employment & Wages Remain Robust

The US unemployment rate declined to 3.6% in
March, reaching its lowest level since before
the onset of the pandemic two years ago.” At
the same time, although job openings are mar-
ginally down from their all-time high in Decem-
ber 2021 due to accelerated hiring activity,
they remain nearly 50% above their pre-COVID
peak.’ These dynamics have put strong upward
pressure on wage rates, with average hourly
earnings rising to $31.73, a 5.6% increase ver-
sus the prior year.’

Not only does improved compensation help
consumers to offset inflation, it also encour-
ages labor force participation. At this time in
2021, only 81.3% of 25- to 54-year-olds were
working, well down from pre-COVID levels.
While there may be many reasons for that,
they appear to have collectively receded of
late with participation steadily rising to a new
high post-COVID high of 82.5% in March
2022." As workers return wage inflation
should moderate.

Consumer Balance Sheets are In Good Shape

There has been much debate about how con-
sumers, especially those within the lower- and
middle-income cohorts, would fare amidst high
inflation. There is, however, some favorable
news on this front that may surprise investors.

First, financial obligations as a percentage of
disposable income, although off the lows, re-
main well below the levels that have presaged
the last two recessions. Additionally, the total
cash held among the bottom 50% of house-
holds by wealth is now at unprecedented lev-
els, with balances experiencing particularly
rapid growth in the last three quarters, despite
declining fiscal stimulus and rising inflation
(Chart 4). Finally, though the savings rate has
fallen back to normal levels, the excess savings
accrued during COVID will likely take months
to unwind, even accounting for inflation.**

Dividend Growth Stocks
Are Made for Times Like These

While we’ve provided several reasons for opti-
mism, there is no doubt also ample justifica-
tion — from rising interest rates to pockets of
severely elevated valuations — for expecting
lower returns and increased volatility in the
coming years. We believe this backdrop sup-
ports maintaining exposure to high quality, low
risk equities, such as those found in the Divi-
dend Growth universe.
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Dividend Growth Stocks Remain Plentiful,
Inexpensive and Positioned
for Outperformance

o Plentiful: As we’ve expressed before, when
COVID hit, many companies took abrupt
action to ensure their survival. For some
this meant laying off or furloughing em-
ployees and suspending bonuses. Others
issued debt or equity to fortify their bal-
ance sheets. Some — particularly in the con-
sumer space — opted (or were required) to
suspend their dividends. As a result, while
those with the strongest competitive ad-
vantages and commitments to dividend
growth largely sustained their track-records
of returning capital, the universe of SMID
cap dividend growers shrunk by over 20%
versus pre-COVID levels. Today, the uni-
verse has nearly fully recovered, both be-
cause companies have initiated new divi-
dends and because historical dividend
growers have returned to the mix (Chart 5).
We believe this demonstrates the financial
health of our opportunity set.

e Inexpensive: Since 1995, SMID Cap Divi-
dend Growth stocks have commanded a
median premium of 8% versus non-
dividend paying SMID Cap stocks based on
their forward price-to-sales ratio. We use
the price-to-sales ratio, rather than price-to
-earnings, as many non-dividend paying
stocks are not profitable. Today, even as
the universe of non-dividend paying stocks
has sold off sharply — falling 19% in the last
two quarters — dividend growers remain
steeply undervalued versus history at a
17% discount (Chart 6).*? This reflects the
post-pandemic rebound in speculative
stocks, aided by massive Federal stimulus
which is now poised to unwind.

e Positioned for Outperformance: We've ad-
dressed this subject before, but it can’t be
overemphasized. Dividend Growth stocks
are not — like high-yield stocks — primed to
fall as interest rates climb. Instead, divi-

Chart 2. Shipping rates have begun moving lower

Chart 3. Dry van spot rates rolling over
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Chart 4. Total cash held by the bottom 50% of households by wealth is far above prior highs

Chart 6. Although non-dividend stocks have underperformed recently, Dividend
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Chart 5. Ample opportunity to find high quality
companies amid the Dividend Growth
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Chart 7. Dividend Growers have outperformed during both

Growers remain at a discount rising Fed Funds and high inflation environments
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Charts 5, 6 & 7 do not indicate 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. Please
see the Disclosures section herein for important information and Index disclosures.
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over nearly 40 years, during both rising
interest rate and high inflation environ-
ments.” In fact, the performance ad-
vantage of dividend growers versus non-
dividend payers has been most pronounced

universe. Therein we believe strong business
models will continue to support significant
cash generation, high returns on capital, and
outperformance with less risk than the market 6
over time.
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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 particular 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 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 purchased, sold, or recommended for advisory clients. Please contact Copeland to obtain a list showing every hold-
ing’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 profes-
sional 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 com-
panies 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 annualized. 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 inves-
tors 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 dividend 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.
Periods of Elevated Inflation refer to months in which the annualized Personal Consumption Expenditures (PCE) Deflator was greater than 2.50%.
The PCE Deflator can be found here: https://fred.stlouisfed.org/series/PCEPILFE

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

Charts 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 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 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 information presented.

Charts 7 © 2021 Ned Davis Research, Inc (NDR). Further distribution prohibited without prior permission. All Rights Reserved. See NDR Disclaim-
er 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 domestic 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 information may differ from previously disseminated performance information for stocks accord-
ing 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 per-
formance.

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 Shanghai Containerized Freight Index is the most widely used index for sea freight
rates for import China worldwide. This index has been calculated weekly since 2009 and shows the most current freight prices on the spot mar-
ket for container transport from the Chinese main ports, including Shanghai. 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.

Definitions

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.

Copeland does not provide tax, legal or accounting advice. This material has been prepared for informational purposes only, and is not intended
to provide, 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 con-
strued as advice meeting the particular needs of any investor. Neither the information presented, nor any opinion expressed constitutes a solici-
tation 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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