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Income strategies had a strong 2022

Dividend yield is not the only criteria. Other
quality criteria are applied as well

Global equities
To serve and protect: income and dividend strategies

Income and high-dividend strategies had a strong 2022 while many hedging strategies
failed their mandate in a difficult market. This was no coincidence. Income strategies
are among the most resilient strategies in the equity space, delivering not only strong
but also very stable returns. The combination of defensiveness and value creates a style
which is quite unique and tends to work well during the late stages of a cycle. As rates
are likely to stay high and the economy is set to weaken further, their tactical outlook
remains favourable. But there are also good reasons to be invested in the long term.

Income strategies staged a big comeback in 2022. While typical hedging strategies failed
to fulfil their mandate, income and dividend strategies held up as one of the few shelters
against the rates-driven storm which ripped through markets. The global MSCI high divi-
dend yield index outperformed the MSCI World by more than 17% between January and
December 2022. Doing so, it clearly stood out among sectors and styles, with energy being
the only sector which provided a higher return (Exhibit 1).

What's behind this remarkable performance? The composition of the index surely is one
reason. As the name suggests, a company’s dividend yield is the key criteria to be in-
cluded. This results in a dividend yield for the index which has been more than 1.5%-points
above the MSCI World’s dividend yield over the past 10 years (Exhibit 2). Yet it’s not only
the level of the dividend yield which is taken into account in the selection process, but
also dividend growth, its stability and the persistence of dividend payments. Companies
with falling dividends over the past five years for example are excluded, as are companies
with unsustainably high pay-out ratios. Additionally, several other quality criteria apply,
such as leverage limits, profitability floors and earnings volatility thresholds. All these
measures are supposed to further ensure the stability of future dividend payments.

Exhibit 1: MSCI high-dividend yield among the best performers in 2022  Exhibit 2: An average 1.5% dividend premium over the past 10 years
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This creates a defensive style with a strong
value and quality exposure
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That leaves us with a style which is second to none. It is dominated by defensive sectors,
such as health care and staples, but has a fairly strong value tilt (Exhibit 3). Some of the
traditional high-dividend paying sectors, such as energy, have a relatively low weighting.
They often don’t meet the quality criteria, given the high cyclicality of their earnings and
the corresponding risk that dividends may have to be cut at some point in the future.

The quality filter also is instrumental when it comes to the value footprint of the index.
Companies which pass the filter are typically very stable and well-established businesses.
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They have strong earnings and a solid free cash flow. While their growth outlook is positive,
they are quite mature and thus unlikely to see the highest earnings growth rates in the
market. As such, a larger share of their earnings stream lies in the nearer future, lowering
the duration of their income and making their valuations less vulnerable to rising rates.

The short duration of high dividend earners A factor exposure analysis confirms this assumption. While the dividend yield factor clearly

makes the style less vulnerable to rising rates and unsurprisingly dominates the high-dividend yield index and the low weighting of the
beta factor underlines its defensive character, value is the second most dominant factor,
relative to the MSCI World (Exhibit 4).

Exhibit 3: Health care and staples dominate the high-dividend index Exhibit 4: Strong value exposure of the high-dividend index
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The rise in rates did not hurt as much That’s one reason why income and high-dividend strategies did very well last year, when

rates moved sharply higher. The correlation of the high-dividend index to rates has been
positive over recent years, only trailing the high correlations of pure value plays and cor-
responding sectors, such as financials or energy (Exhibit 5).

Positive correlation to yields, low beta and low The second feature which stands out is the relative defensiveness of high-dividend strat-

correlation to the cycle egies, reflected by their correlation with the cycle and with the benchmark (Exhibit 6). The
beta of the MSCI World high-dividend yield to the MSCI World is 0.8, only slightly above
the three most defensive sectors in the market. That’s another reason why high-dividend
income strategies have been less affected by the sharp market sell-off in 2022.
Lastly, the low sensitivity to the cycle is reflected by the correlation coefficient to the US
manufacturing ISM, which is one of the best proxies for US growth (Exhibit 7). The sharp
drop of the ISM last year weighed heavily on some of the more cyclical sectors, but had a
much more moderate impact on dividend and income strategies.

Exhibit 5: Positive correlation to yields Exhibit 6: Low beta Exhibit 7: Low correlation with ISM
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Considering the features above, it becomes clear why last year proved to be great for in-
come and dividend strategies. The economy slowed while interest rates surged, providing
a perfect backdrop for their relative performance.

There are good reasons for income and divi- A full replay of 2022 is unlikely, yet we think a strong case for dividend and income styles
dend strategies to do well remains in place, for several reasons:

The macro backdrop 1) The macro and markets backdrop should remain supportive for dividend strategies

A quick return to a pre-COVID world with muted inflation rates, solid GDP growth and
low interest rates seems unlikely. Inflation has proven to be much stickier and more
pro-cyclical than expected, implying further central bank tightening and persistent
macro headwinds in the months and quarters ahead. This means that a trough in the
macroeconomic cycle is likely still ahead of us.

Uncertainties around the trajectory of the economy also appear more elevated than
in the past. The current geo-political backdrop seems more fragile than just a few
years ago, while the re-emergence of inflation broadens the range of potential macro
scenarios in the years to come. Dividend and income strategies should thus continue
to benefit from their defensive character and their partial immunity to inflation and
high interest rates. They have typically performed well during these later stages of the
cycle, which we have yet not left behind (Exhibit 8)

Clearly, once the cycle has troughed and starts to accelerate again, a shift to more
cyclical strategies would be advised in order to benefit from the macro expansion.

Exhibit 8: The high-dividend yield index tends to outperform during late cycle stages
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Their resilience has been proven 2) Dividend strategies are highly resilient, with limited drawdown risks

Given the uncertainty around the macro cycle and generally elevated equity valua-
tions, it seems feasible that the market may have to adjust to a lower growth trajectory
at some point in the coming year or two, likely resulting in a more pronounced market
downturn. Dividend strategies have proven to be very resilient against market draw-
downs in the past 40 years. In only two out of the eight major market corrections since
1982 has the MSCI high-dividend yield seen a larger pullback than the benchmark
MSCI World. In all other instances has the MSCI high-dividend been more resilient
than the wider market, providing decent protection against the pullback (Exhibit 9).
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Exhibit 9: High-dividend strategies show resilience during market turmoil
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Their valuations are still attractive 3) Valuations of high-dividend indices are no longer cheap but not expensive either

Valuations of high-dividend yield styles proved resilient against higher rates in the
past two years and even managed to rise relative to the market. Not yet expensive,
the relative price-to-earnings ratio is now back at its long-term averages (Exhibit 10).
More importantly, the dividend yield has come back down somewhat on a relative
basis over the past two years (Exhibit 11) but remains above its long-term average
premium of 1.5% vs the market.

Exhibit 10: Relative PE has moved back to its long-term average Exhibit 11: Relative dividend yield is at a 1.6% premium to the market
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They should continue to deliver strong and sta- 4) Long-term returns of dividend strategies have been strong and should remain strong
ble long-term returns
The long-term attractiveness of dividend and income strategies cannot be dismissed.
Not only performance itself, but also the risk-return profile makes dividend strategies
a strong and stable contributor to long-term returns.

While the simple price return vs the MSCI World looks dismal over the past 30 years,
the total return looks much more favourable. Dividends have added around 50% of
return to the MSCI World high-dividend yield over the MSCI World since 1995, turning
a 20% underperformance in prices into more than a 20% outperformance in total re-
turns. Removing the tech sector from the benchmark, the dividend index even outper-
formed the MSCI World by a remarkable 68% since 1996 (Exhibit 12). This also shows
one of the main weaknesses of the style. Tech is clearly underrepresented. As a result,
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Exhibit 12: Total return has been solid over past 20+ years

MSCI World high dividend yield vs MSCI World

pure dividend investors failed to participate in the growth and tech boom over the
past decade. A balanced approach with both, tech and dividend building blocks in a
portfolio is certainly advisable, with weights being a function of the macro cycle.

The cost of the performance of dividend strategies has been fairly low. The risk-return
profile of the MSCI World high-dividend yield index does not only look much more ap-
pealing than the profile of the benchmark index, but also more attractive than the
profile of an equivalent value index. It has delivered an annualised return of 8.1%
since 1996, with a lower volatility than both the MSCI World and the MSCI World value
index, which generated less than a 7.5% total return p.a. (Exhibit 13).

Exhibit 13: Attractive risk-return profile
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Income and dividend strategies should be a
cornerstone of each and every long-term port-
folio
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Breaking down the past 26 years of performance in five year periods (and one seven-year
period), the MSCI World high-dividend yield index outperformed global equities in three
out of five, underlining the stability of returns. It also delivered positive returns in 20 out
of the last 26 years, which is not unmet but came with substantially higher returns than
value and growth styles managed to generate (Exhibit 14).

Exhibit 14: High-dividend strategies delivered strong and stable performance in past decades

Total return, MSCI World MSCI World MSCI World MSCI World
annualised Index High dividend yield Value Growth
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1996 - Total return 630% 748% 533% 687%
2022 19 (out of 26) 20 19 20

Source: Refinitiv, Bank J. Safra Sarasin, 24.02.2023

While the past performance is no guarantee of future performance, we think high-dividend
and income styles have shown their long-term appeal. Different than certain sectors which
tend to benefit from temporary trends, the risk-return structure of high-dividend and in-
come strategies is first and foremost a result of the selection process. This guarantees
that certain quality criteria are met and should thus deliver attractive and stable returns
in the coming years as well.



J. Safra Sarasin

Macro & Strategy Focus

08 March 2023

Important legal Information

This document has been prepared by Bank J. Safra Sarasin Ltd (“Bank”) for information purposes only. It is not the result of financial research
conducted. Therefore, the “Directives on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this docu-
ment.

This document is based on publicly available information and data (“the Information”) believed to be correct, accurate and complete. The Bank
has not verified and is unable to guarantee the accuracy and completeness of the Information contained herein. Possible errors or incomplete-
ness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential
damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the views contained in this document. Third
party data providers make no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data pro-
vided and shall have no liability for any damages of any kind relating to such data.

This document does not constitute a request or offer, solicitation or recommendation to buy or sell investment instruments or services. It should
not be considered as a substitute for individual advice and risk disclosure by a qualified financial, legal or tax advisor. You are reminded to read
all relevant documentation before making any investment, including risk warnings, and to seek any specialist financial or tax advice that you
need. You are not permitted to pass this document on to others, apart from your professional advisers. If you have received it in error please
return or destroy it.

Past performance is no indication of current or future performance. Investments in foreign currencies are subject to exchange rate fluctuations.
Exchange rate risk will apply if the investor’s reference currency is not the same as the investment currency. Information containing forecasts
are intended for information purpose only and are neither projections nor guarantees for future results and could differ significantly for various
reasons from actual performance. The views and opinions contained in this document, along with the quoted figures, data and forecasts, may
be subject to change without notice. There is no obligation on the part of Bank or any other person to update the content of this document. The
Bank does not accept any liability whatsoever for losses arising from the use of the Information (or parts thereof) contained in this document.
Neither this document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person.
This information is not directed to any person in any jurisdiction where (by reason of that person’s nationality, residence or otherwise) such
distribution is prohibited and may only be distributed in countries where its distribution is legally permitted.

Bloomberg

“Bloomberg®” and the referenced Bloomberg Index/Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg
Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes
by Bank J. Safra Sarasin Ltd. Bloomberg is not affiliated with Bank J. Safra Sarasin Ltd, and Bloomberg does not approve, endorse, review, or
recommend the financial instrument(s) mentioned in this publication. Bloomberg does not guarantee the timeliness, accurateness, or com-
pleteness of any data or information relating to the financial instrument(s) mentioned in this publication.

ICE Data Indices

Source ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE Data, its affiliates and their respective third party suppliers disclaim
any and all warranties and representations, express and/or implied, including any warranties of merchantability or fitness for a particular pur-
pose or use, including the indices, index data and any data included in, related to, or derived therefrom. Neither ICE Data, its affiliates or their
respective third party providers shall not be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or complete-
ness of the indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an
“as is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third party suppliers do not sponsor, endorse, or
recommend Bank J. Safra Sarasin Ltd, or any of its products or services.

J.P. Morgan

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index
is used with permission. The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright 2020, J.P.
Morgan Chase & Co. All rights reserved.

MSCI Indices

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. None of the MSCl information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The
MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information.
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively,
the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, time-
liness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the fore-
going, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)
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SMI

SIX Swiss Exchange AG (“SIX Swiss Exchange”) is the source of SMI Indices® and the data comprised therein. SIX Swiss Exchange has not
been involved in any way in the creation of any reported information and does not give any warranty and excludes any liability whatsoever
(whether in negligence or otherwise) — including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and
fitness for any purpose — with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI Indices® or
its data. Any dissemination or further distribution of any such information pertaining to SIX Swiss Exchange is prohibited.

Distribution Information

Unless stated otherwise this publication is distributed by Bank J. Safra Sarasin Ltd (Switzerland).

The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to
nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central Bank
of The Bahamas.

Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle
East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised
and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser. This material
may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority (“DFSA”). The
DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these Funds. Accordingly,
the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the information set out in
the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to re-
strictions on their resale. Prospective purchasers should conduct their own due diligence on the Units.

Germany: This marketing publication/information is being distributed in Germany by J. Safra Sarasin (Deutschland) GmbH, Kirchnerstrae 6-
8, 60311 Frankfurt am Main, for information purposes only and does not lodge claim to completeness of product characteristics. Insofar as
information on investment funds is contained in this publication, any product documents are available on request free of charge from J. Safra
Sarasin (Deutschland) GmbH, Kirchnerstrae 6-8, 60311 Frankfurt am Main in English and German language. To the extent that indicative
investment options or portfolio structures are included, the following applies: The indicative investment options or portfolio structures pre-
sented in these documents and the underlying model calculations are based on the information and data provided to us in the context of the
asset advisory discussion, and we have not checked them for accuracy or completeness. The indicative investment option/portfolio structure
described here is thus intended as a guide and does not make any claim to comprehensive suitability but aims to inform you about the general
possibilities that an investment entails. In order to provide you with a final investment recommendation that is tailored to your specific situation,
we need further information, in particular on your investment goals, risk tolerance, experience and knowledge of financial services and products
and your financial situation. This publication is intended to be distributed by J. Safra Sarasin (Deutschland) GmbH, KirchnerstraRe 6-8, 60311
Frankfurt am Main to clients domiciled or having their registered office in Germany and is directed exclusively at institutional clients who intend
to conclude investment business exclusively as entrepreneurs for commercial purposes. This clientele is limited to credit and financial services
institutions, capital management companies and insurance companies, provided that they have the necessary permission for the business
operation and are subject to supervision, as well as medium and large corporations within the meaning of the German Commercial Code (sec-
tion 267 (2) and (3) HGB).

Gibraltar: This marketing document is distributed from Gibraltar by Bank J. Safra Sarasin (Gibraltar) Ltd, First Floor Neptune House, Marina Bay,
Gibraltar to its clients and prospects. Bank J. Safra Sarasin (Gibraltar) Ltd whose Registered Office is 57 /63 Line Wall Road, Gibraltar offers
wealth and investment management products and services to its clients and prospects. Incorporated in Gibraltar with registration number
82334. Bank J. Safra Sarasin (Gibraltar) Ltd is authorised and regulated by the Gibraltar Financial Services Commission. Telephone calls may
be recorded. Your personal data will be handled in accordance with our Data and Privacy Statement. Where this publication is provided to you
by Bank J. Safra Sarasin (Gibraltar) Limited: This document is approved as a marketing communication for the purposes of the Financial Ser-
vices Act 2019. Nothing in this document is intended to exclude or restrict any liability that we owe to you under the regulatory system that
applies to us, and in the event of conflict, any contrary indication is overridden. You are reminded to read all relevant documentation before
making any investment, including risk warnings, and to seek any specialist financial or tax advice that you need. You are not permitted to pass
this document on to others, apart from your professional advisers. If you have received it in error please return or destroy it.

Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd, Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd, Hong
Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under
the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).

Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its
registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance
du Secteur financier — CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and is not the
author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products
or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio
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management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of the products or instruments mentioned
therein. The information provided in this document is not intended to provide a basis on which to make an investment decision. Nothing in this
document constitutes an investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or appro-
priate for individual circumstances. Each client shall make its own appraisal. The liability of the Luxembourg Bank may not be engaged with
regards to any investment, divestment or retention decision taken by the client on the basis of the information contained in the present docu-
ment. The client shall bear all risks of losses potentially incurred as a result of such decision. In particular, neither the Luxembourg Bank nor
their shareholders or employees shall be liable for the opinions, estimations and strategies contained in this document.

Monaco: In Monaco this document is distributed by Banque J. Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco” and
regulated by the French Autorité de Contrdle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de Controle
des Activités Financiéres («CCAF»).

Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Sarasin Asset
Management S.A., Panama, regulated by the Securities Commission of Panama.
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Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC) LLC is authorised
by QFCRA. This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or regulated by the
Regulatory Authority. Any issuing document / prospectus for the Fund, and any related documents, have not been reviewed or approved by the
Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund that they would have to information
of a fund registered in the QFC; and recourse against the Fund, and those involved with it, may be limited or difficult and may have to be pursued
in a jurisdiction outside the QFC.

Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore
Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the Singapore
Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore.
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