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Dividend investing:
ad renaissance?

KEY TAKEAWAYS

* In an environment of higher
interest rates, high dividend-
paying stocks may become
more attractive.

* In developed regions such as
Europe, dividends’ contribution
to total returns over time has
been high and should not be
overlooked.

* Our research shows dividends
can be even more stable than
corporate profits — which
can be important at times of
economic uncertainty and
shifts in the monetary regime
globally.

e In our view, bank stocks are an
example of both value stocks
and high-dividend payers
that may prosper in this
environment.
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Dividend payments have historically

served as an important stabiliser for equity
investors in volatile markets, contributing up
to 40% of total returns by some measures.!
As interest rates rise, and money has a

cost again, we believe we could see a
renaissance in dividend investing.

We think rising global inflation has
significant implications for equity investing.
As central banks have raised interest rates
to fight inflation, the days when money
had low or practically zero cost are gone.
Growth stocks typically suffer in this
environment.? A lot of their profit is in the
future, and higher rates serve to reduce the
value of those earnings at today’s prices.
Investors may therefore choose to prize
income today rather than the more distant
prospect of cashflows tomorrow.

1. Source: MSCI, Morgan Stanley Research. See Exhibit 1.
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2. Simply speaking, a growth stock — or so-called “long-duration asset” — is given a high price/
earnings valuation when rates are low, as its valuation rests on the value of its future cashflows
discounted over time. If rates are set to stay low, the value of discounted future cashflows is
high. On the other hand, a stock paying a high dividend is judged on the income it pays out

now - it's known as a “short-duration asset”.
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We believe high dividend-paying
stocks are, as a result, becoming more
attractive and heralding a potential
renaissance in dividend investing. At
a time of economic uncertainty and

a regime shift in monetary policy,
investors increasingly recognise

the critical role of dividends as an
additional return stream.

Notably, company boards are
recognising shareholders’ desire for
dividend income and responding.
The number of companies paying
dividends is rising, which we
believe shows the importance they
give to attracting and rewarding
shareholders with a stable and
reliable dividend policy.

Dividends can spell stability

As companies have recovered from
the Covid-19 lockdowns, dividends
have returned as a welcome source
of steady returns. In developed
regions such as Europe, their
contribution to total returns over time
has been high and should not be
overlooked. Historically, dividends
have contributed around 40% of total
returns (see Exhibit 1). Over the very
long term, a study shows that in the
90 years from 1927-2017, the total
return from high-yield stocks — those
that pay dividends higher than the
market average — has outperformed
zero-yielders by a factor of 10.3

Our proprietary research shows
dividends can be even more stable
than corporate profits. This is not
widely appreciated by market
participants but is important at times
of economic uncertainty and shifts in
the monetary regime globally such
as now. For example, Exhibit 2 shows
how the dividends of companies in the
US S&P 500 index have tended to be
more steadfast than their earnings.

3. CS Global Investment Handbook 2017

Exhibit 1: Dividends can be a crucial part of long-term returns when

investing in equities
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= MSCI Europe - total return CAGR is 9.9%

Source: MSCI, Morgan Stanley Research.

Exhibit 2: Dividend payments historically exhibit low volatility
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Exhibit 3: The recent pronounced bias to growth stocks has not always been the case
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Source: eVestment data covering institutional assets at subscribed asset managers. Data extracted 17 March 2023.

Link to value stocks

We are of the opinion that a factor supporting the rebirth
of dividend investing is the market switch towards the
value style — or investing in stocks that appear attractively
priced. This link exists because many high-dividend stocks
are also classed as value stocks due to their relatively low
valuations.

Over the last 10 years, growth stocks have tended to
outperform value by a significant margin.* But viewed
over the longer term, this period may be seen as unusual,
caused by exceptionally low interest rates. As interest
rates revert to levels closer to historical norms, the relative
opportunities for value and growth may appear more
balanced.

Exhibit 3 shows that the recent pronounced bias to growth
stocks has not always been the case, and this recent trend
may already be changing, with an increased allocation to
value in 2022.

In our view, bank stocks are an example of both value
and high-dividend payers that may prosper in this
environment. Clearly, the sector has been subject to

some recent stresses associated with sharply rising
interest rates, and regulatory scrutiny on banks will

likely increase. However, in a new era of higher interest
rates, banks may have enhanced earnings power. This
phenomenon continues to remain relevant and should not
be underestimated.

4. Growth vs. Value Stocks - 44 Year Chart | Longtermtrends

What is the further potential?

Looking forward, we continue to view value and
high-dividend stocks favourably. Given the current
macroeconomic backdrop, we are reasonably confident
dividends will remain resilient. Indeed, it is good news that
corporate Europe’s dividends per share (judged by the
MSCI Europe index) lag pre-Covid highs while earnings per
share are 30% higher. This implies two things: first, Europe’s
dividend cover is high relative to history, and second,
dividends should prove more resilient than earnings if
there is an economic downturn.

When investing for dividends we focus clearly on quality.
Starting with individual holdings’ dividend yields, we
forecast the stream of dividend payments for every

stock. We believe this approach is easily understood by
our clients and ensures a portfolio has a reliable source

of income from each stock it holds. Overall, we aim to
achieve three goals. We look to participate in the potential
upside of capital markets, generate income, and manage
risk, including by seeking to avoid stocks with high levels of
debt.

We think this approach may reap the rewards of dividend
investing’s gathering renaissance. Higher interest rates
are changing the game, placing a greater value on high
dividends once more. This is a renaissance with a lot of
catch-up potential that is still in its early days.


https://www.longtermtrends.net/growth-stocks-vs-value-stocks/
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Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past
performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does
not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an
offer to buy any security.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the
time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is
not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or
transmission of the contents, irrespective of the form, is not permitted.

This material has not been reviewed by any regulatory authorities. In mainland China, it is for Qualified Domestic Institutional Investors scheme
pursuant to applicable rules and regulations and is for information purpose only. This document does not constitute a public offer by virtue of Act
Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC. This communication’s sole purpose is to inform and

does not under any circumstance constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian
residents pursuant to part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a
product or the provision of a service offered by Allianz Global Investors. Via reception of his document, each resident in Colombia acknowledges

and accepts to have contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise
from any promotional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that accessing any type of social
network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may access specific informa-
tion on the products and services of Allianz Global Investors. This communication is strictly private and confidential and may not be reproduced. This
communication does not constitute a public offer of securities in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010.
This communication and the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors or its affiliates
to provide any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz Global Investors Asia
Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional/professional investors only, and is not
directed to the public or individual retail investors. AllianzGl AP is not licensed to provide financial services to retail clients in Australia. AllianzGl AP
is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to ASIC Class
Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGl AP is licensed and regulated by Hong Kong
Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an investment company in
Germany, authorized by the German Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors (Schweiz) AG; in HK, by Allianz
Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore
Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co.,
Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial
Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment Trust Association, Japan and Type Il
Financial Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan;
and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK).
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