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After being ignored for years, an investment strategy focused on high dividends
was the market’s best performer in 2011. This attracted a lot of attention, as many
brokers and advisors scrambled to set up high dividend ETF’s and mutual funds using the
strategy. So many of them, that some began to say that the strategy had become
“crowded.”
We disagree. For the long term investor, we believe that for the first time since the
1930’s and 1940’s, dividends are becoming an important investment consideration.
What makes the strategy so powerful is not only that investors are starting to realize
the advantages, but importantly, so are the corporations that pay the dividends.
What they both realize is that dividend yield and dividend growth has an impact on
stock price. In addition, the slow growth, low interest rate and deleveraging environment
that probably will be with us for a while acts as a perfect macro backdrop for the strategy.
We believe the change in the way investors look at dividends makes it worth looking at
market history captured in a chart below, one that has appeared in a previous market
letter. The bar graphs show that since 1957, the highest dividend yielding stocks of the
S&P 500 dramatically outperformed both the S&P and the lowest yielding stocks in the
index.
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Why It Happens
A major reason for the dramatic outperformance is simple math. When the market
goes down, the stocks with the highest dividends tend to go down half as much. The
chart shows how over time this has a dramatic impact on performance.
Two other studies look at approaches that have competed with dividends for surplus
corporate cash:
● Share Buy Backs: A Smith Barney study that covered a 10-year period compared the
performance of companies that announced buy-backs versus those that increased their
dividends. The result was that the dividend increasers outperformed those doing
buy-backs by 50%.
● Acquisitions: A Morgan Stanley study that covered a 15-year period looked at 3,500
acquisitions made by public companies. The results showed that the majority of
acquisitions had a negative impact on the stock price. The study also showed that
the larger the acquisition the worse the results.
Easy to Understand
The chart below shows the growth in the dividend yield for a Schafer-Cullen portfolio
since 1999, with the dividend yield computed annually on the original cost basis. The
time span, incidentally, includes the so-called “dead decade” for stocks. For the entire
period, the market was up only +6.8%, whereas the high dividend portfolio was up
+118.8%. Meanwhile, the yield on cost grew from 3.28% to 8.28%.
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Once in a Generation Change
For the 45 years I’ve been in the investment business, dividends have never been popular
among investors. In the mid 1960’s, the only people who got excited about dividends
were the brokers who had been around since the 1940’s. Most of us new to the business
(like the new market participants in every generation) were only interested in growth.
And the 1960’s were an era of “go-go” growth when the two most glamorous growth
industries were color TVs and airlines. For these two lines of business, perceived to have
unlimited growth potential, dividends were not given a moment’s consideration. While
the color TV and airline industries in fact experienced phenomenal growth, the stocks
themselves were investment disasters, and most of the companies were out of business by
the end of the decade -- so much for growth. On the other hand, during the same time,
from the mid 1960’s to the early 1980’s, the Dow Jones had no return, while the
unloved highest dividend paying stocks were up over 1,000%.
Fuel for the Future
The chart below reminds us of what we saw at the peak of the tech bubble when all the
money going into the market went into high-tech stocks at the highest multiple levels in
history. Today we see that money is flowing into bonds at a time when bond yields are at
one of their lowest levels in history. With bond yields so low relative to stock yields, the
stage would seem to be set for some flow back into equities.

Source: Strategas 04/02/12

Taxes and Dividends
For taxable accounts, it looks like taxes on dividends may be higher in the future. We will
go into this in more detail later but surprisingly, a higher tax rate on dividends doesn’t
necessarily have a negative impact on the performance of high dividend stocks.
Dividends and Our Strategies
Dividends have always been an important part of all of our strategies, all of them inspired
by Ben Graham’s three disciplines: price to earnings, price to book, and dividend yield.
Let’s take a look at how dividends affect all our investment strategies:
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Value This is our original strategy, implemented in 1984, with the focus on P/E and P/B,
where earnings were expected to be better than average. Dividends were always an
important secondary consideration, as were debt/equity ratio, return on capital, and price
to cash flow. Today we are taking dividends much more seriously, but our primary
focus for the strategy is still low P/E stocks with strong earnings outlooks. Good
examples are the four most recent stocks purchased in the strategy which have an average
multiple of under 10x earnings with good earnings outlooks. In addition, they have
dividend yields averaging over 3% and recent dividend increases over 20%.
High Dividend This strategy was first employed in 1994 with an equal emphasis on P/E,
dividend yield and dividend growth potential. As the academic studies have indicated,
our experience has been in down markets, the high dividend accounts have generally
gone down half as much as the market.
International High Dividend Begun in 2004 as an extension of the domestic high
dividend strategy. The strategic emphasis is put the same three factors -- low P/E,
dividend yield and dividend growth.
US Small Cap First employed in 1992, this strategy is more like Value, with emphasis on
the disciplines of P/E, P/B, and potential catalysts for growth. Generally, US small cap
companies do not pay dividends, but we have found it a plus when they do.
Global Small Cap LP While US small cap companies usually don’t have a dividend
policy, surprisingly, the international and especially the emerging market companies tend
to have high dividend yields.
Summary
We believe there is a major change taking place in the way the market looks at
dividends. Investors, corporations and the current unsettled global economic
environment are all helping to drive the change.
-Jim Cullen
Disclosure: Schafer Cullen Capital Management (SCCM or the “Adviser”) is an independent investment advisor registered under the Investment Advisers Act of
1940. This information should not be used as the primary basis for any investment decision nor should it be considered as advice to meet your particular
investment needs. It should not be assumed that any security transactions, holdings or sectors discussed were or will be profitable, or that future
recommendations or decisions will be profitable or equal the investment performance discussed herein. Investing in equity securities is speculative and involves
substantial risk. Past performance is no guarantee of future results. Market conditions can vary widely over time and can result in a loss of portfolio value.
Individual account performance results will vary and will not match that of a composite or model used by the Adviser. This variance depends on factors such as
market conditions at the time of investment, and / or any investment restrictions imposed by a client which may cause an account to either outperform or
underperform the composite or model’s performance. A list of all recommendations made by SCCM within the immediately preceding period of not less than one
year is available upon request. Any strategies depicted in this report have been managed in accordance with the investment objectives of the strategy as
determined by the Adviser. The Adviser has selected benchmarks, which in their opinion closely resemble the style of the securities held in the composite or model
portfolio of the strategy (e.g. large cap value, small cap value, international, etc.). The securities held in the composite or model are actively managed while the
benchmark index is not. Investors should be aware that the Adviser makes no attempt to match the portfolio securities, or the security weightings of the
benchmark. A composite or model’s performance will be affected greater by the price movements of individual securities as the composite or model is more
concentrated; in other words, the Adviser’s composites or models will generally have less than 100 securities, while a comparative benchmark will generally have
between 500 and 2,500 securities where individual security price movements will have a lesser affect. An individual cannot invest directly in an index. In the case
where this report displays model results, please be aware that such results do not represent actual trading and that results may not reflect the impact that material
economic and market factors might have had on the Adviser's decision making if the Adviser were actually managing clients' money. Model and actual results
reflect the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client would have paid or actually paid (Net of Fee
performance) and reflect the reinvestment of dividends and other earnings.
Schafer Cullen Capital Management, Inc. makes no representation that the use of this material can in and of itself be used to determine which securities to buy or
sell, or when to buy or sell them; SCCM makes no representation, either directly or indirectly, that any graph, chart, formula or other device being offered herein
will assist any person in making their own decisions as to which securities to buy, sell, or when to buy or sell them. All opinions expressed constitute Schafer
Cullen Capital Management’s judgment as of the date of this report and are subject to change without notice.
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