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Market Review:
US equities surged in the 3rd quarter of 2018, with the S&P 500 advancing 7.7% and the Russell 1000
Value up 5.7%. It was the strongest quarterly return for the S&P 500 since the 4th quarter of 2013. Health
Care was the best performing sector, up 14.5%. The sector rallied on news that the Trump administration
is considering drug pricing policies that would not significantly alter the current drug supply chain or
pharmaceutical industry profits. Information Technology (+12.4%) continued to outperform and the
Industrials sector rebounded (+10.0%) after being the worst-performing sector in the 2nd quarter; several
leading transportation and capital goods firms posted strong earnings and the Purchasing Managers’ Index
rose in August to its highest level in 14 years. Energy (+0.6%) and Materials (+0.4%) were the laggards in
the quarter. Energy stocks declined in July and August on concerns of rising supply and slowing global
economic growth, and Materials stocks struggled partly on declining commodity prices.
Now a full decade from the financial crisis of 2008, the bull market that began in March 2009 is the
longest-running bull market in history. Stocks’ ongoing advance has been supported by a host of positive
economic data, including GDP growth for the 2nd quarter at 4.2%, unemployment at 3.9%, and consumer
confidence at its highest level in 18 years. Moreover, year-over-year EPS growth for the S&P 500 is
expected to be over 20% for 2018, the highest level of growth since 2010. However, the bull market will
have to contend with a number of increasing headwinds going into 2019. The Federal Reserve, which
increased interest rates another quarter percentage point in September, is expected to raise rates again in
December and continue its tightening policy for the foreseeable future. Furthermore, while the US,
Mexico and Canada reached a last minute compromise to revamp NAFTA, the Trump administration
remains in conflict with China over trade disputes. After imposing 10% tariffs on an additional $200B of
Chinese imports, bringing the total to $250B, China retaliated with tariffs on an additional $60B of US
imports on top of $50B instituted earlier in the year. The trade war has raised concerns from business
leaders about the potential disruption of supply chains and increases in materials costs.

Performance Analysis:
In the third quarter of 2018, the High Dividend Value Equity strategy composite gained 6.8% (gross) and
6.7% (net of fees). The S&P 500 returned 7.7% and the Russell 1000 Value was up 5.7% in the quarter.
Figure 1: High Dividend Value Equity Returns vs. Benchmark
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Inn the quarterr, Growth fu
urther outperformed Value with thee Russell 10000 Growth Index +9.2%
% and the
R
Russell 1000 Value Index +5.7%, a 347 basis po
oint spread. Year-to-datte, the Grow
wth over Vallue spread
haas widened to 1,317 bassis points drriven by the dominance of Technoloogy and Connsumer Disccretionary.
Innternational stocks, desp
pite compelliing valuation
ns, lagged oon concerns oof slowing ggrowth, escaalating US
trrade tensionss and the stro
onger US do
ollar.
Figure 2: 3Q18 US
S and Globaal Performaance

Note: figures shown are totaal returns. Sour
urce: Credit Suiisse, Equity Strrategy Navigattor, 10/1/18.

W
With US 10-y
year yields breaching
b
3%
% for the firsst time sincee May, the hiigher yieldinng dividend sectors of
thhe market – REITs,
R
Utiliities, Stapless and Telecommunicatioons (RUST) – delivered m
mixed perforrmance in
thhe quarter ass Telecommu
unications an
nd Consumeer Staples ralllied while R
Real Estate aand Utilities were flat.
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Year-to-date, the perform
mance of the two highestt-yielding quuintiles of thhe market (diividend yieldd > 2.2%)
haas lagged th
he broader market.
m
Sentim
ment toward
ds dividend sstocks remaiins relativelyy bearish, reeflected in
thhe below-maarket valuatio
on of the hig
ghest-yieldin
ng quintiles.
Figu
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The investmeent disciplin
ne core to th
he High Div
vidend Valuue Equity sttrategy focuuses on the long-term
faactors that drive
d
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or risk-adjussted returns – investmennts in high qquality comppanies with attractive
reelative valuaations, sustaainable and
d growing dividends
d
annd catalystss to drive eearnings groowth and
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im
mproving sen
ntiment. Com
mmitting to this process over markeet cycles has rewarded cllients with solid longteerm gains an
nd down marrket protectio
on. At quarteer-end:


Low P/E
P Valuatiion Disciplin
ne: The straategy’s P/E iis 15.1x forw
ward earninggs versus 18.7x for the
S&P 500
5 and 17.6
6x for the Ru
ussell 1000 Value
V
(Q3).



High Absolute Dividend
D
Yieeld: The strrategy’s diviidend yield iis 3.4% verssus 2.1% forr the S&P
nd 2.4% for the Russell 1000 Value (Q3).
500 an



ng Dividend Growth: In
n Q3, 6 addiitional portfo
folio compannies raised thheir dividendds with an
Stron
averag
ge increase of 17.8%. Year-to-datee, 30 out oof 38 portfoolio compannies have raaised their
divideends with an
n average inccrease of +10
0.3%.

P
Portfolio Atttribution:
Attrib
bution Effects – High Dividend Vallue vs. Russsell 1000 Vaalue 6/30/20118 – 9/30/20018

S
Source: SCCM
M/Bloomberg, 9/30/2018.
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The Information Technology sector was the largest contributor to relative performance for the quarter
driven by strong stock performance combined with an overweight allocation in the portfolio. The sector
continued to outperform the broader market, making it the best-performing sector year to date. Corning
(+29.0%) reported particularly strong 2nd quarter earnings and management raised its sales guidance for
the remainder of the year, largely on the strength of its fast-growing fiber optics division. Microsoft
(+16.4%) continued its impressive performance as revenues for its cloud computing platform, Azure,
grew 85% in the quarter and an improvement in revenue and cash flow from its 2016 acquisition of
LinkedIn added to the positive sentiment. Cisco (+13.9%), which, like Microsoft, is transitioning to a
long-term subscription based model, nearly doubled its subscriber base for its Catalyst 9000 series of
network switches; in addition, it saw double-digit revenue growth in the quarter for its software
applications and security businesses. Our underweight allocation combined with strong stock performance
in the Consumer Discretionary sector aided relative performance in the quarter. The sector paused in the
quarter after posting outsized returns in the first half of the year. However, Genuine Parts (+9.1%)
advanced as its Automotive business continues to benefit from the increasing age of automobiles and its
Industrial segment prospers along with robust manufacturing growth in the US. Strong stock performance
in the Health Care sector aided returns as Eli Lilly (+26.5%), Pfizer (+22.5%) and Merck (+17.7%) all
outperformed, partly on news that the Trump Administration is considering policies to reduce rebates for
pharmacy benefit managers, which could potentially benefit pharmaceutical firms. The strategy benefitted
from our underweight allocation and strong stock performance in the Energy sector. Oil prices declined in
the first half of the quarter before recovering in September, but remained flat overall. ConocoPhillips
(+11.6%) continues to see increasing free cash flow from robust oil and gas production and an improved
cost structure. Finally, our underweight allocation and strong stock performance in the Real Estate sector
aided performance as both Welltower (+4.0%) and HCP (+3.4%) recovered from a sell-off in the face of
rising interest rates earlier in the year.
Stock performance in the Industrials sector detracted from relative performance. While Johnson Controls
(+5.4%) posted a positive return in the quarter, it trailed the overall Industrials sector. The company saw
improving organic growth in both its Buildings and Power Solutions segments, with growth in its hybrid
start/stop automotive battery business of 30%. Siemens (-3.1%) was impacted by continued struggles in
the power turbine industry, but the conglomerate is reducing its number of operating segments and
undergoing a restructuring to focus on high-return, growth businesses. Our underweight allocation and
weak stock performance within the newly-formed Communication Services sector detracted from relative
performance, as media companies formerly in the Consumer Discretionary sector rallied in the quarter,
and BCE (+1.5%) lagged despite recording healthy growth in its wireless business. Our stock
performance within the Materials sector detracted from relative performance, as DowDuPont (-1.9%)
prepares for its split in the first half of 2019 into three companies focused on materials sciences,
agriculture, and specialty chemicals.

Portfolio Changes:
Purchases / Additions
There were no new investments in the quarter. The positions in Philip Morris International (PM),
AT&T (T), Exxon Mobil (XOM), Walgreens Boots Alliance (WBA), Novartis (NVS) and Johnson
Controls (JCI) were raised in the strategy.
Sales / Reductions
The position in AstraZeneca (AZN) was sold in the quarter. AstraZeneca has performed well over the
past 18 months as three major oncology pipeline drugs approvals with differentiated trial results have
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bolstered the sales outlook for the company. However, at 22x 2018 earnings, the stock reflects improving
top-line and pipeline prospects while earnings growth will be restrained by further patent expirations.
While there will be several oncology pipeline trial results released in the next year, the competitive
landscape in oncology has intensified and high drug costs in the space has drawn scrutiny from the US
government and commercial payers. In addition, the company’s increasing reliance on externalization –
the monetization of specific pipeline drugs – has boosted earnings over the past several years but those
deals have stripped the company of the full upside of success. The prospect of a takeout of the company
appears to be less likely as US tax reform removed the need for tax inversions and Pfizer’s past attempt to
acquire AstraZeneca drew heavy scrutiny from UK authorities and UK shareholders. Lastly, Brexit poses
an additional risk for AstraZeneca as it is a UK-domiciled company subject to the direct shockwaves of a
potential hard Brexit outcome, namely weakness in the UK Pound and loss of market access. In terms of
the dividend, AstraZeneca’s gross yield is ~3.4%; however, the company appears unlikely to increase it
given its high payout ratio and significant investment needs.
The positions in Altria (MO), Cisco Systems (CSCO), JP Morgan Chase (JPM) and NextEra Energy
(NEE) were reduced in the quarter.

Dividend Summary:
In the third quarter of 2018, 6 out of 38 portfolio companies raised their dividend payments with an
average increase of +17.8%:
 Altria (MO) raised its dividend payment by +14.3%, marking its second increase for the year. In
March 2018, Altria raised its dividend by +8.2% from the previous level.
 Diageo (DEO) raised its dividend payment by +5.0%
 JP Morgan Chase (JPM) raised its dividend payment by +42.9%
 Microsoft (MSFT) raised its dividend payment by +9.5%
 SunTrust Bank (STI) raised its dividend payment by +25.0%
 Wells Fargo (WFC) raised its dividend payment by +10.3%
Year-to-date, 30 out of 38 portfolio companies have raised their dividends with an average increase of
+10.3%.

Market Outlook:
US equities have surged higher on strong corporate earnings growth, record levels of share buybacks and
a resurgence of US economic growth in the context of slowing international growth. The stimulative
effects of fiscal easing, namely US corporate tax reform and higher budget deficits, have lifted current
year growth and served to counter the effects of monetary tightening. The divergent sentiment between
US and international markets, further fueled by elevated trade tensions and tariffs, has led to a stronger
dollar and significant flows into the US. It remains to be seen whether the extreme performance
differential between US and global markets will persist, similar to the Growth versus Value disparity that
is now approaching a record length.
The bull market leadership has been led by the Technology sector; at current levels, the market
capitalization of the five largest S&P 500 stocks (all technology stocks: Amazon, Apple, Facebook,
Google, and Microsoft) have a combined market capitalization larger than that of the smallest 281
members of the S&P 500. In 2018, six stocks (Amazon, Apple, Facebook, Google, Microsoft, and
Netflix) have generated 50% of S&P 500 returns. Encouragingly, the recent broadening of the US equity
market with leadership from the Health Care and Industrials sectors brings fresh support to an otherwise
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naarrow mark
ket. The Tecchnology sector has thrrived, in paart benefittinng from relaatively low levels of
reegulation and antitrust oversight;
o
the Technolog
gy and E-com
mmerce secctor has ~27K
K regulationns, among
thhe least-regu
ulated sectors, versus Maanufacturing
g at ~215K aand Finance at ~128K reegulations1. However,
T
Technology faces
f
increaasing risks from
f
federaal regulationn as US reggulatory ageencies and llegislative
boodies, follow
wing in the steps
s
of Euro
opean Union
n, are now eexamining teechnology fiirms’ anti-coompetitive
beehaviors, co
onsumer priv
vacy lapses, and allegaations of biaas behaviorr. While it iis difficult tto predict
w
whether federral action wiill be taken, increased sccrutiny is likkely to rein inn the overt ccompetitive ambitions
off these targeeted companiies.
M
Meanwhile, the
t growth of
o passive in
nvestments through
t
ETF
Fs, indexatioon, swaps aand quantitattive funds
ovver the pastt decade hav
ve transform
med the equiity market s tructure andd trading voolumes. Throough May
20018, total ET
TF assets un
nder manageement (AUM
M) reached $$5.0 trillion globally, upp from $0.8 trillion in
20008. JPM Equity
E
Strateegy estimatees that Index
xed funds nnow accountt for up to 445% of equuity AUM
gllobally, whiile Quant Fu
unds comprise an additional 15-20%
% of equity AUM. It is estimated thhat active
siingle-name trading
t
accounts for only
y ~10% of trrading volum
me while 900% of tradingg volume coomes from
Q
Quant, Index
x, ETFs and Options2. The
T dominan
nce of thesee products ppose a risk aas herd behhavior and
ruules-based in
nvesting cou
uld potentiallly lead to liq
quidity disrupptions and stteep market declines.
Since March 2009, the S&P 500 has delivered a nearly 19%
% CAGR (diividends reinnvested), siggnificantly
abbove the lon
ng-term histtorical rate. With moneetary policy turning from
m a tailwinnd to a headdwind and
ovverall markeet valuationss at elevated levels, invesstors should increasinglyy focus on riisk and preseerving the
gaains made in
n this extraordinary bull market. Quaality, valuatiion disciplinne and divideends have hiistorically
prrovided the strongest risk-adjusted returns in part
p due to ssuperior dow
wnside proteection. Over the longteerm, high div
vidend equitties have pro
otected capittal by offeriing the loweest probabilitty of loss. T
This safety
neet combined
d with the co
ompounding
g effect of lo
ow Price/Earrnings and a Dividend G
Growth disccipline are
thhe core driveers in the straategy’s ability to generatte strong lonng-term risk--adjusted retturns.
Figu
ure 4: Averrage Annuall Returns vss. Downsidee Risk by Diividend Yieeld Quintiless

Source : BofA/ML US
S Equity Strateegy in Pictures,, 9/24/2018.
Note: Av
verage annual returns
r
vs. dow
wnside risk of quintiles
q
by divvidend yield inn the Russell 10000, 1/31/19844-8/31/2018.
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BofA/ML Secttor Focus Point, 10/1/2018.
JJPM Perspectivees, 9/4/2018.
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Thank you for your continued support. Feel free to reach out to us if you have any questions.
Best Regards,
Schafer Cullen Capital Management, Inc.

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. The portfolio securities and sector weights may
change at any time at the discretion of the Adviser. 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 the composite or model. This
variance depends on factors such as market conditions at the time of investment, and / or 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.
The strategy depicted in this report has 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. The composite
or model’s performance will be affected greater by the price movements of individual securities as the composite or model is
more concentrated, generally less than 100 securities, while a comparative benchmark will generally have between 500 and
2,500 securities where individual security price movements 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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