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

I B [

Surprise!

Readers who have seen “Christmas Vacation,”
will recall that by the time the well-
intentioned, but half-witted Cousin Eddie
arrives at the Griswold’s home, Clark’s plans
for a “good old fashioned family Christmas”
are already in the rearview mirror.
Nevertheless Eddie, and his family, manage to
take the fiasco to another level.

Despite more than a year of aggressive interest
rate hikes, the third quarter started strongly,
with both US and international markets rallying
through July as investor optimism for the end
of monetary policy tightening gained steam. By
the end of the period, however, with both
domestic and global stock indices pulling back,
and interest rates running to multi-decade
peaks, faith in the once-popular soft-landing
outlook moderated.” Instead, investors found
themselves nervously waiting for the arrival of
a “Cousin Eddie style event” — a specific
economic debacle that would definitively
signal the recession for which they’d long been
waiting was finally upon them.

In this issue of the Copeland Review, we
highlight several key ideas for investors as they
attempt to navigate the current environment:

1. Surprise! The party is in the rearview
mirror: Investors searching for a singular
piece of bad news — arriving like Cousin
Eddie to derail the economy or the market
— are overlooking already weak data across
multiple sectors. While the National Bureau
of Economic Research (NBER) has yet to
confirm an official recession, the effects of
the Federal Reserve’s (Fed) tightening
campaign are increasingly apparent.

2. Weak macro data does not closely
correlate with “market” returns: While
major equity indices have rebounded off
the lows of a year ago, the third quarter
finished with a whimper, leaving most
stocks down materially from their 2021
highs. The strength of a few large cap
technology stocks have masked greater
weakness among most stocks."

3. Elevated risks call for a dividend growth
approach: The recent strength in equity
returns has not been universally enjoyed.
Instead, we have seen significant
performance divergences across style, size,

and sector. Still, as shown in Chart 7,
employing a dividend growth approach has
helped to smooth that return pattern over
the last two years — offering a favorable
balance of downside protection, while also
capturing meaningful upside — just as it
tends to do historically.

Surprise! The party is in the rearview mirror
Aunt Bethany: What's that sound?...It’s a
funny squeaky sound.
Uncle Lewis: You couldn’t hear a dump truck
drive through a nitroglycerin plant.

In last quarter’s review, “The Song Remains the

Same”, we called out a Fed research paper
which noted that, historically, the impacts of
aggressive monetary tightening peak a year or
two after the “contractionary shock.” Though
the most recent Fed forecast calls for one
more interest rate hike before year-end, we
believe that the tightening seen in the current
cycle — 525 basis points from March 2022
through July 2023 —is already having a real
economic impact across multiple sectors.”?
Below are just some of the challenges that we
have observed. Note the breadth of industries
that have already suffered.

Often the most obvious place in which
investors observe the impact of interest rates
is the real estate market, and that’s true today
as well. After 40 years of steady declines,
residential mortgage rates have spiked sharply
over the last 18 months and are now back at
levels not seen since late 2000 (Chart 1).

In response, mortgage applications are at 28-

Clark Griswold: Surprised, Eddie? If | woke up tomorrow with my
head sewn to the carpet, | wouldn’t be more
surprised than | am right now.

“National Lampoon’s Christmas Vacation,” Warner Bros., 1989

year lows and US existing home sales are near
2009 levels as shown in Chart 2.>°
Commercial real-estate activity has not fared
any better, with industrial transactions down
52% year-to-date and multi-family
construction starts down 32% in September.’

Real-estate is not the exclusive purview of bad
news though.

- Investment banking activity has stalled. The
number of IPOs is on pace to end the year
near its 2009 low and M&A transaction
volume has receded to 2013 levels.®’

- Transportation rates have plunged.
Trucking spot rates are near ten-year lows
and the largest global container index has
slipped more than 80% from its 2021
peak. %t

- The consumer is strained. Both the RV and
boat industries are projecting unit sales to
finish 2023 at their lowest level in nine years.
Meanwhile credit card company net charge-
off and delinquency rates are rising rapidly,
and balances sit at all-time highs.”**

Of course, there are some strong economic
readings. Employment has been persistently
robust, with average hourly earnings up 4.2%
in the year ended September 30th and almost
20% higher than at the end of 2019, while
unemployment — at 3.8% -- is only marginally
above the cycle low of 3.4%. Further,
estimated third quarter GDP (Gross Domestic
Product) increased at a remarkable 8.5% rate
or 4.9% on an inflation-adjusted basis.*>*%*

Chart 1. US Mortgage rates have spiked sharply
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Nevertheless, we find arguments in support of
continued economic strength that are
predicated on employment and GDP data
underwhelming. These metrics are typically
lagging, not leading, economic indicators.
Alternatively, the collection of observations
listed above strikes us as “the dump truck in
the nitroglycerin plant” —impossible to ignore
as it alerts investors in no uncertain terms that
the economy is slowing materially.

These pressures are only compounded by the
recent escalation of conflict in the Middle East.
In response, oil prices moved higher, and
concerns about the deficit — already over $2.0T
—worsened, as the US pledged to provide
military support in addition to its ongoing
contributions in Ukraine.’®**? If the
considerations above are not sufficient to raise
alarm, recall that in both 1973 and 1990, the
US economy found itself in a similarly
precarious economic position, only to be
tipped into recession by spikes in oil due to
conflicts in the Middle East. True, on the plus
side, the US has reduced its dependence on
foreign oil over the subsequent decades.
However, the US Strategic Petroleum Reserve
was drawn down last year and now holds only
17 days of supply — approximately one half of
its historical average — leaving limited flexibility
in the event of a price spike.?*

Weak macro data does not
closely correlate with “market” returns

Seemingly against all odds, given the data
points called out above, both US and non-US
equity benchmarks were down only modestly
in the most recent quarter, and actually rose
over the last 12 months, including the S&P 500
and MSCI EAFE Indices both popping more
than 20%. Readers might recall that we
referred to this phenomenon of the market
moving opposite of the economic data as “The
Costanza Market” in this piece one year ago."

Even more striking perhaps is the fact that the
strength of the indices cannot be traced to the
earnings outlook, with all three US indices’
earnings estimates moving lower over the past
year and the MSCI EAFE Index earnings
estimate rising only marginally (See Chart 4)."

Nor can these favorable results be attributed
to a supportive interest rate environment. In
fact, after two separate pullbacks in the fourth
quarter of 2022 and the first quarter of 2023,
both the two-year and ten-year US Treasury
yields broke out to fresh cycle highs, finishing
the third quarter at levels not seen since
2007."

Instead, the gains accrued by just seven stocks
— the so-called Magnificent Seven (Alphabet,
Amazon, Apple, Meta, Microsoft, Nvidia, and
Tesla), which we touched on in “The Song
Remains the Same” — have carried the day.
With an average market capitalization of $1.5T

Chart 2. Existing home sales have fallen sharply
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Chart 3. After falling to all-time lows, credit card charge-offs are rising rapidly
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at the end of the period, and a collective
market cap weighted return of 38% over the
trailing 12 months, these names provided a
significant performance boost to the S&P 500
Index, versus the remaining 493 names — with
an average market cap of $56B — which
returned only 17%. In fact, despite accounting
for less than 25% of the total market cap of the
S&P 500 Index as of September 30, 2022, the
Magnificent Seven drove nearly 50% of all
gains within the index over the ensuing twelve
months.

No doubt, the Magnificent Seven companies
have been successful in recent years, capturing
market share and delivering innovative new
products. Those things are in the rearview
mirror however, and it might surprise investors
to learn that — rather than strong earnings
momentum — their year-to-date performance
mostly reflects massive valuation expansion,
with the collective price-to-earnings ratio
rallying from 29x to 45x in only nine months.
Meanwhile, the remaining companies in the
S&P 500 Index — colloquially known as the
“S&P 493" — have seen virtually no valuation
change, with their average price-to-earnings
(P/E) stagnating at 19x, as illustrated in Chart
5.

On the other hand, the average S&P 500
constituent stock — down 10% — and the S&P
600 Small Cap Index — down 19% — from their
respective highs better reflect the developing

economic weakness noted previously.!

Elevated risks
call for a dividend growth approach

Clark: WORSE? How could things get any worse?
Take a look around here, Ellen. We're at
the threshold of hell.

As the last two years prove, any short-term
connection between economic and market
performance is tenuous at best. Maybe we
really are “at the threshold of hell” today. If so,
in a year the Fed will likely have cut interest
rates aggressively, and perhaps stocks will
have found support, even if economic
weakness persists — another leg in “The
Costanza Market,” if you will.

Yet, there’s certainly no guarantee of this
outcome. For one thing, the current Middle
East conflict is likely to put further upward
pressure on energy prices. This will in turn
prevent inflation from moderating as rapidly as
it otherwise would and will provide
incremental support to the “higher for longer”
narrative for the Fed Funds rate. Moreover,
even if one could accurately call the directions
of both the economy AND the market, Chart 6
illustrates that the “stock market” is not a
monolith. There are often substantial
performance divergences along the lines of
growth versus value, by economic sector, and
between small caps and large caps. Such
divergences can easily derail the return
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Chart 4. Benchmark returns have bounced
but earnings have not
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Chart 6. Growth and value leadership has flip-
flopped
Relative Performance v. Russell 1000
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Chart 5. The Magnificent Seven is benefitting from valuation gains; other stocks are not”
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Chart 7. While growth & value are both down -3% over the last two years, the dividend

growth universe has gained 3%
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experience of investors who attempt to call
them correctly, even when “the market” — as
measured by the major indices — appears to be
working in their favor.

These wild swings in performance highlight
why, at Copeland, we believe that employing a
dividend growth approach is so attractive. Our
“all-weather” strategy is designed to provide a
smoother return pattern relative to the
dramatic shifts in investor preferences shown
above, and thus to attempt to drive a favorable
risk-reward balance over time.

Consider the last two years. Above, we showed
the year-by-year relative performance of value
versus growth stocks. In spite of the significant
variance in the return pattern from year-to-
year, when we look at the two-year
performance, results are nearly identical with
both the Russell 1000 Growth and Russell 1000
Value indices falling -3.0%. In Chart 7, we
compare those results to the performance of
the universe of dividend growth stocks. With
less downside in the earlier period, and solid
upside capture in the more recent timeframe,
the dividend growers gained 3%.

Given the unpredictability of the economy, and
its inconsistent correlation with market

returns, at Copeland we’ll happily avoid the
prognostications that continue to frustrate
most investors. Instead, we’ll endeavor to find
companies with consistent track-records of
dividend growth backed by business models
that generate consistently growing cash flows,
have limited capital requirements, and drive
strong returns on capital due to their
competitive positions. Looking forward, with
considerable potential for surprises on the
horizon, we believe the advantages of such
companies are likely to be as compelling as
ever.

1 October 31, 2023

2

Factset

https://www.federalreserve.gov/
monetarypolicy/files/
fomcprojtabl20230920.pdf
https://www.forbes.com/advisor/investing/fed-
funds-rate-history/
https://fred.stlouisfed.org/series/
MORTGAGE30US
https://www.mortgagenewsdaily.com/data/
existing-home-sales
https://www.yardeni.com/pub/
mortgageapprate.pdf

Jones Lang LaSalle
https://stockanalysis.com/ipos/statistics/
https://imaa-institute.org/mergers-and-
acquisitions-statistics/united-states-ma-
statistics/#:~:text=Since%201985%2C%
20more%20than%20325,2015%20with%

3

10 2024'100%20bil.
RW Baird, Internet TruckStop

https://terminal.freightos.com/freightos-baltic-
index-global-container-pricing-index/
https://www.rvia.org/news-insights/august-
shipment-report-now-available
https://d1io3yog0Ooux5.cloudfront.net/
_07f32d99a36677b760205b59ed1d49ad/
brunswick/files/pages/brunswick/db/629/
description/
Investor_Day_Presentation_Master_-
_Final_9.19.23_Slides_Only_v2.pdf
https://fred.stlouisfed.org/series/CORCCT100S
https://fred.stlouisfed.org/series/
CES0500000003
https://fred.stlouisfed.org/series/UNRATE
https://www.bea.gov/news/2023/gross-
domestic-product-third-quarter-2023-advance-
estimate
https://www.defense.gov/News/News-Stories/
Article/Article/3553040/us-flowing-military-
supplies-to-israel-as-country-battles-hamas-
terrorists/
https://www.crfb.org/blogs/deficit-was-20-
trillion-over-past-year

Piper Sandler
https://twitter.com/Kobeissiletter
https://www.marketwatch.com/story/u-s-
treasurys-are-seeing-longer-bear-market-than-
stocks-did-in-the-2008-financial-crisis-or-2000-
dotcom-crash-ef47cb66?mod=home-page
https://markets.businessinsider.com/news/
stocks/sp500-spx-magnificent-7-tech-stocks-
artificial-intelligence-nvda-tsla-2023-9

13

15

17

22



Third Quarter 2023 Page 4

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 infor-
mational purposes only and should not be deemed a recommendation to buy the specific securities mentioned. Holdings identified do not repre-
sent 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 hold-
ings, 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 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 compa-
nies 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.

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

Charts 4, 6 & 8: © 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.

Chart 8 © 2022 Ned Davis Research, Inc (NDR). Further distribution 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 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 }o their dividend policy. This is not the performance of Copeland and there is no guarantee that investors will experience the same type of
performance.

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 industries of the U.S. economy. The MSCI EAFE Index is designed to represent the performance of large and mid-cap securi-
ties across 21 developed markets, including countries in Europe, Australasia and the Far East, excluding the U.S. and Canada. The Index is availa-
ble for a number of regions, market segments/sizes and covers approximately 85% of the free float-adjusted market capitalization in each of the
21 countries. The S&P MidCap 400 Index, more commonly known as the S&P 400, is a stock market Index from S&P Dow Jones Indices. The Index
serves as a gauge for the U.S. mid-cap equities sector and is the most widely followed mid-cap Index. The S&P SmallCap 600° Index seeks to
measure the small-cap segment of the U.S. equity market. The Index is designed to track companies that meet specific inclusion criteria to ensure
that they are liquid and financially viable. The Russell 1000® Value Index measures the performance of the large cap value segment of the US
equity universe. It includes those Russell 1000 companies with relatively lower price-to-book ratios, lower I/B/E/S forecast medium term (2 year)
growth and lower sales per share historical growth (5 years). The Russell 1000® Value Index is constructed to provide a comprehensive and unbi-
ased barometer for the large-cap value segment. The Index is completely reconstituted annually to ensure new and growing equities are included
and that the represented companies continue to reflect value characteristics. The Russell 1000® Growth Index measures the performance of the
large cap growth segment of the US equity universe. It includes those Russell 1000 companies with relatively higher price-to-book ratios, higher
I/B/E/S forecast medium term (2 year) growth and higher sales per share historical growth (5 years). The Russell 1000® Growth Index is con-
structed to provide a comprehensive and unbiased barometer for the large-cap growth segment. The Index is completely reconstituted annually
to ensure new and growing equities are included and that the represented companies continue to reflect growth characteristics.

Definitions

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.

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

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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