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High Dividend Value 
Q3 2022 Commentary 
 
Market Review:   
 
The 3rd quarter was marked by two distinct halves for the US equity market. The first half of the quarter 
saw a strong rally in equities, and particularly Growth stocks, as investors eagerly anticipated moderating 
inflation figures and a potential “Fed pivot” away from its aggressive tightening policy toward smaller 
interest rate hikes or even rate cuts. However, in mid-August, sentiment shifted as investors focused on 
longer-term inflation indicators and Fed Chairman Jerome Powell made clear the central bank is committed 
to raising rates until inflation is contained, regardless of a slowdown in the economy or a potential 
recession. The sharp downturn in the second half of the quarter brought stocks into an official bear market 
for 2022. The S&P 500 finished down 4.9% for the quarter, while the Russell 1000 Value was down 5.6%.     
 
As has been the case all year, market observers were focused intently on inflation readings. July’s US CPI 
reading was level with June on a month-to-month basis, an indication that inflation may have peaked.1 
However, while the consensus view called for a decline in inflation for August, particularly given a 
substantial pullback in energy prices, the August reading instead increased 0.1%. Moreover, core CPI, or 
inflation excluding food and energy costs, increased 0.6% in August from July levels. The surprise reading 
essentially guaranteed the Fed would implement a third consecutive 0.75% interest rate hike in September. 
After beginning 2022 at effectively zero, the Fed funds rate now stands at 3.0% - 3.25%, and Chairman 
Powell forecasted more aggressive hikes to finish out the year. 
 
Consumer Discretionary was the best performing sector, up 4.4%. Several discount retailers appreciated 
during the quarter, as investors anticipate these businesses to benefit during a potential recession. Energy 
(+2.4%) was the 2nd best performing sector. The WTI oil benchmark dropped 24% during the quarter, as 
the market anticipated a global economic slowdown leading to a decline in demand for oil and natural gas. 
However, Energy companies reported strong earnings, with robust cash flows for share repurchases, 
dividend increases and further exploration and development. Communication Services was the worst 
performing sector, down 12.7%. Several technology stocks in the sector resumed their steep 2022 declines 
after rallying in June and July. Media and telecom companies also declined, partly on concerns of 
heightened competition for streaming and broadband services. Real Estate (-11.0%) was the 2nd worst 
performing sector, largely on fears of a recession negatively impacting demand. 
 
On the policy front, Congress passed and President Biden signed into law the Inflation Reduction Act, 
which includes funding for climate and healthcare initiatives, and set a 15% corporate minimum tax. 
President Biden also signed a long anticipated “Chips and Science” bill, featuring $52 billion to expand 
semiconductor manufacturing in the US, $24 billion in manufacturing tax credits, and $200 billion for 
scientific research over the next decade. 
 
 
 
 

 
1 www.bls.gov/news.release/pdf/cpi.pdf 

http://www.bls.gov/news.release/pdf/cpi.pdf
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Performance Analysis: 
 
The High Dividend Value Equity strategy composite returned -6.3% (gross of fees) and -6.3% (net of fees) 
for the third quarter of 2022 versus -5.6% for the Russell 1000 Value and -4.9% for the S&P 500. Year-to-
date, the strategy returned -15.8% (net of fees) versus -17.8% for the Russell 1000 Value and -23.9% for 
the S&P 500.  
 

Figure 1: High Dividend Value Equity Returns vs. Benchmark 
 

September 30, 2022 QTD YTD 1 Yr 3 Yr 5 Yr 10 Yr Since 
Incept* 

High Dividend Value Equity (gross) -6.3 -15.6 -9.0 3.7 5.2 8.5 9.6 
High Dividend Value Equity (net) -6.3 -15.8 -9.3 3.3 4.8 8.1 9.1 
Russell 1000 Value Index -5.6 -17.8 -11.4 4.4 5.3 9.2 8.8 
S&P 500 Index -4.9 -23.9 -15.5 8.2 9.2 11.7 9.4 

*12/31/1993. Performance for periods greater than 1 year is annualized. Past performance is no guarantee of future results 

 
The third quarter began optimistically with the fourth market advance of the year, fueled by a potential Fed 
pivot. The market peaked in mid-August with an 18% move off the bottom; however, optimism quickly 
evaporated with Fed Chairman Powell’s hawkish Jackson Hole speech and the surprisingly resilient 
inflation release in August, sending markets decidedly lower by quarter-end. The strong outperformance 
of Growth stocks in the market run-up resulted in Growth (-3.6%) outperforming Value (-5.6%) in the 
quarter, despite the outperformance of Value in the subsequent second half market sell-off. Of note, the 
High Dividend portfolio outperformed the Russell 1000 Value in the two down months of August and 
September, but lagged in the strong growth-oriented July rally, which ultimately led to slight 
underperformance against the Russell 1000 Value index for the quarter. Since the Pfizer vaccine 
announcement in November of 2020 and year-to-date 2022, the High Dividend strategy has outperformed 
both the Russell Large Cap Value and Growth indices (Figure 2).   
 

Figure 2: Performance Since Pfizer Vaccine Announcement and YTD 2022 
 

 
Source: SCCM Research, 9/30/2022.  

Past performance does not guarantee future results.  You cannot invest directly in an index.   
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In this year’s broad-based market decline, few assets have been spared from the impact of higher inflation, 
tightening monetary conditions and overwhelming negative sentiment. With Growth and Cyclical Value 
declining significantly in the first half of 2022, the sell-off expanded to the relative outperformers –
Defensives stocks (Utilities, Consumer Staples and Healthcare), bonds and Gold. September was 
characterized by indiscriminate selling, driven by deleveraging, broad-based ETF selling pressure and 
systematic/algorithmic programs liquidating long equity positions.  
 
As we look ahead to market opportunities and risks, we evaluate the deteriorating economic environment 
but see reasons for optimism in the Market Outlook section of the commentary.  
 
The overall valuation and dividend yield of the High Dividend strategy are attractive on an absolute and 
relative basis. At quarter-end: 
 
• Low Price/Earnings Valuation Discipline:  The strategy’s P/E is 12.9x 2022 earnings versus 16.3x 

for the Russell 1000 Value and 18.0x for the S&P 500 (Q3). The 10-year average valuation spread 
between the strategy and the Russell 1000 Value and the S&P 500 is 220 and 360 basis points 
respectively; the current valuation spread is 340 and 510 basis points respectively.    
  

• High Absolute Dividend Yield:  The strategy’s dividend yield is 4.0% versus 2.5% for the Russell 
1000 Value and 1.9% for the S&P 500 (Q3). 
 

• Strong Dividend Growth: In the third quarter of 2022, 10 out of 42 portfolio companies raised their 
dividend payments with an average increase of 9.8%: 

 

• ConocoPhillips (COP) raised its dividend payment by +43.0%* 
• Morgan Stanley (MS) raised its dividend payment by +10.7% 
• Microsoft (MSFT) raised its dividend payment by +9.7% 
• Truist Financial (TFC) raised its dividend payment by +8.3% 
• Vici Properties (VICI) raised its dividend payment by +8.3% 
• Diageo (DEO) raised its dividend payment by +5.0% 
• Bank of America (BAC) raised its dividend payment by +4.8% 
• Altria Group (MO) raised its dividend payment by +4.4% 
• Duke Energy (DUK) raised its dividend payment by +2.0% 
• Philip Morris International (PM) raised its dividend payment by +1.6% 

 
Year-to-date, 31 out of 42 (74%) portfolio companies have raised their dividend with an average increase 
of 9.7%.  
 
 
 
 
 
 
 
 
 
 
 
* Includes special quarterly dividend payments 
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Portfolio Attribution: 
 

Attribution Effects – High Dividend Value vs. Russell 1000 Value 06/30/2022 – 9/30/2022 
 

 
Source: SCCM/Bloomberg, 9/30/2022. 

 
The following attribution analysis of the High Dividend Value Equity portfolio is compared to the Russell 
1000 Value benchmark. 
 
Our overweight allocation and strong stock selection made Consumer Discretionary the largest contributor 
to relative performance for the quarter. Consumer Discretionary was the best performing sector as several 
retailers appreciated during the quarter. Genuine Parts’ (+12.9%) auto parts distribution segment continues 
to recover from the negative impact of Covid lockdowns on professional mechanics. Its industrial segment 
is also thriving following the completion of the acquisition of Kaman Industrial in early 2022. Lowe’s 
(+8.1%) benefitted from a 6% increase in prices, and continues to grow sales in its Pro channel, up 13% 
year-over-year in the 2nd quarter. Target (+5.7%) dealt with excess inventory in its discretionary sales 
categories by aggressively discounting prices. CEO Brian Cornell said that while some excess inventory 
remains, the financial impact of clearing this out will be minimal. Our overweight allocation and strong 
stock selection within Energy made it the next largest contributor to relative performance. Even though 
the WTI oil benchmark dropped 24% during the quarter, Energy companies reported strong earnings, with 
robust cash flows. ConocoPhillips (+16.0%) announced it will increase its 2022 return of capital to 
shareholders by 50% to $15 billion from its original target of $10 billion. Stock selection within Real Estate 
aided relative performance. VICI Properties (+1.4%) is an inflation beneficiary as the majority of its lease 
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agreements have annual rent escalators linked to the level of CPI, while its costs are mostly fixed as a triple 
net lease REIT. Our underweight allocation and stock selection within Utilities aided relative performance. 
While the sector underperformed in the first six weeks of the quarter, their defensive characteristics led to 
significant outperformance in the second half of the quarter. NextEra Energy (+1.7%) outperformed in part 
due to the passage of the Inflation Reduction Act, which significantly expands tax incentives for wind, 
solar and other renewable energy production over the next two decades. 
 
Stock selection within Healthcare detracted from relative performance. Pfizer (-15.9%) reported strong 
sales for its Covid vaccine and antibody treatment, however a strengthening US dollar reduced international 
sales and negatively impacted 2023 guidance. Novartis (-10.1%) announced plans to spin off its generics 
and biosimilar business, Sandoz, into a separate publicly traded company in 2023. While Sandoz has a 
promising pipeline of biosimilar drugs in development, a separation will allow the two distinct businesses 
to pursue independent growth strategies and maximize returns. Stock selection within Industrials detracted 
from relative performance. Raytheon Technologies (-14.3%) pulled back in the quarter after missing 
consensus estimates in its Defense businesses. However, its aerospace divisions, Pratt & Whitney and 
Collins Aerospace, reported strong results from an ongoing recovery in the airline industry. Furthermore, 
its Defense units should benefit as international allies boost defense spending in response to rising 
geopolitical tensions. Shares of 3M (-13.7%) fell after a bankruptcy judge declined to shield the company 
from litigation involving its military earplugs. However, 3M has appealed the ruling, and the company has 
committed funds to a trust dedicated to resolving the claims. Our underweight allocation and stock selection 
within Financials detracted from relative performance. The sector outperformed partly due to rising 
interest rates, which should benefit banks and insurers’ fixed income portfolios. Citigroup (-17.9%) 
declined partly on news reports that regulators are dissatisfied with the bank’s lack of progress in resolving 
risk management issues. However, CEO Jane Fraser continues to execute her plan of streamlining 
operations and improving operating efficiency, which should lead to higher returns on equity over time. 
Property and casualty insurers Travelers (-8.9%) and Chubb (-7.1%) declined in the quarter, in a rotation 
out of low-beta financials into higher-beta cyclicals.   
 
 
Portfolio Changes: 
 
Purchases / Additions 
 
The existing positions in Comcast (CMCSA), Dow Chemical (DOW), Healthpeak Properties (PEAK), 
ConocoPhillips (COP), Medtronic (MDT), Merck (MRK) and Pfizer (PFE) were raised in the quarter. 
 
Sales / Trims 
 
Eli Lilly (LLY) - Eli Lilly was sold out of the strategy. The stock, first purchased in June 2008 at 7x 
earnings, generated a 1,000%+ return in the strategy over the ownership period. Multiple pipeline successes 
have translated into a number of novel, multi-billion blockbuster commercial drugs including Trulicity 
(diabetes), Verzenio (oncology), and Taltz (rheumatology). In addition, Covid-19 antibody drugs have 
lifted top-line growth. In the last year, the approval of Tirzepatide (diabetes + obesity) and the disclosure 
of better-than-expected clinical trial results demonstrating lower glucose and body weight level in patients 
is expected to drive $10B+ in peak sales for the drug over time. Lastly, high profile late-stage Alzheimer 
drugs represent potentially significant revenue opportunities for Eli Lilly. At a current valuation of 35x 
2023 earnings with a 1.2% dividend yield, the stock reflects much of the growth opportunities and potential 
pipeline successes that lie ahead.   
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Walgreens Boots Alliance (WBA) - Walgreens was sold out of the strategy. The company has faced 
challenges in both the pharmacy and up-front retail businesses that are unlikely to dissipate over time. On 
the pharmacy side, while prescription volume has been growing steadily, reimbursement margins are 
expected to remain under pressure for the foreseeable future as drug price reform gets enacted and the 
supply chain continues to negotiate lower prices. The retail business faces top-line and gross margin 
pressure despite the company’s investment in healthcare services that drive greater foot traffic. While 
management has a sound strategy, the operating environment remains challenging and rapidly changing.  
 
 
Market Outlook: 

 
The widespread melt-down of risk assets in 2022 has left a shrinking number of assets immune to the 
ravages of decades-high inflation and the resulting aggressive global tightening cycle. In the US, inflation 
has proven to be more entrenched than most had believed by almost all measures (Figure 3) forcing the 
Federal Reserve to embark on its most aggressive rate hiking cycle since the 1970s. Its unanimous resolve 
is to continue raising interest rates until it achieves “neutral” rates, which will be a moving target over the 
next year. While inflation has likely peaked, the path and speed of the eventual decline in inflation data 
will be the focus of central bankers and the market. 
 
                Figure 3: US CPI Measures          Figure 4: Leading Indicators & EPS Growth 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: BCA Research (August 2022); Morgan Stanley Research (September 2022). 

 
The effects of monetary tightening typically work with a lag but is already evident in broadening economic 
weakness, drawing increasing concerns of an eventual recession. Economic and financial market data 
indicate an increasingly likelihood of a recession: 
 

• In mid-August, over 55% of US yield curves had inverted, the threshold that preceded all US 
recessions in the past 40 years (Source: Ned Davis Research, 08/18/2022).   

• At the end of 3Q, 57% of global Purchasing Manager’s Indices (PMIs) were contracting, a rapid 
rise from just 14% of global PMIs contracting in 2Q (Source: Piper Sandler, Macro Research, 
09/28/2022). The impact of higher inflation, tightening monetary conditions, a stronger dollar and 
host of other issues is leading to broadening weakness and negative corporate earnings revisions. 

• Morgan Stanley’s leading earnings indicator turned negative implying S&P 500 earnings will 
begin to decline (Figure 4).  
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The market sell-off this year has led to the valuation multiple on the S&P 500 collapsing. However, given 
the extreme rise in bond yields, the current P/E multiple on the market is in-line with historical levels when 
compared to the current level of inflation and interest rates (Source: Bernstein Research, Portfolio Strategy, 
10/3/2022). Corporate earnings have begun to decelerate and with an increasing number of guidance 
downgrades, an earnings recession is expected in 2023. Historically in recessions, S&P 500 EPS declines 
by an average 15% (median 13%) (Figure 5). In contrast, S&P 500 Dividends per Share have proven to be 
particularly resilient (except for the 2008 Financial Crisis) with S&P 500 DPS largely flat in most 
recessions (Figure 6). Dividends become the key contributor to total returns in down markets.    
 
      Figure 5: S&P 500 EPS during recessions         Figure 6: S&P 500 DPS during recessions 
 

 
Source: Goldman Sachs Research, Global Investment Research (September 2022). 

 
Despite all these concerns, there is reason for optimism.  The substantial 24% market decline thus far 
in 2022 suggests much of the macro negativity has already been discounted in the market. The importance 
of staying fully invested in the market is underscored by the dramatically lower return realized when 
missing the best 10 days of returns each year. Over the past several decades, being fully invested in the 
market generated a 7.7% annualized return while the return missing the best 10 days of the market each 
year generated a much lower 4.7% annualized return (Strategas Research, Quarterly Review in Charts, 
10/3/2022).   
 
Equity bear markets typically bottom before fundamentals improve – history shows that the market troughs 
two to three quarters before EPS troughs (Figure 7). While the bottom in corporate earnings has notoriously 
been difficult to call, moving into 2023, markets could be supported by the several rate cuts being 
discounted into Fed futures as a result of higher recession probabilities and a likely shift in focus back to 
growth in a pre-election year. 
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Figure 7: Bear Market Price vs. EPS 
 

 
Source: Goldman Sachs Research, Global Strategy Paper, 9/7/2022. 

Time 0 = Bear market low, time in months (US bear markets since 1903).  
 
After every bear market bottom since 1900, the market has recorded positive one- and two-year returns 
(Figure 8). The average one-year return and two-year return is 43.8% and 64.3% respectively after bear 
market bottoms. The difficulty in determining market bottoms coupled with the powerful market moves 
off bear market bottoms make the compelling case for staying fully invested long-term.    
 

Figure 8: History of Bear Markets (1 & 2-year returns post trough) 
 

 
Source: BofA Global Research, The Flow Show, 9/29/2022. 

 
 

1 year 2 year
1/2022 - 24.1% Great Bond Bear Market - -
2/2020 3/2020 33.9% Covid-19 Crash 74.8% 99.2%

10/2007 3/2009 56.8% Global Financial Crisis 68.6% 95.1%
3/2000 10/2002 49.1% Dot-com Bubble Burst 33.7% 44.5%
8/1987 10/1987 33.2% Black Monday 23.2% 54.4%
1/1973 10/1974 48.2% Inflationary Bear Market, Watergate, Vietnam 38.0% 67.3%

11/1968 5/1970 36.1% Start of Inflationary Bear Market 43.7% 59.7%
12/1961 6/1962 28.0% Height of Cold War, Cuban Missile Crisis 32.7% 55.7%
5/1946 6/1949 29.6% Post-war Bear Market 42.1% 59.0%
3/1937 4/1942 60.0% 2nd part of Great Depression, WWII 53.7% 58.9%
9/1929 6/1932 86.2% Crash of 1929, 1st part of Great Depression 121.4% 113.2%
6/1911 12/1920 51.0% WWI, Post-War Auto Bubble Burst 14.6% 46.4%
9/1909 7/1910 20.6% Enforcement of the Sherman Anti-Trust Act 17.0% 22.4%
1/1906 10/1907 34.2% Panic of 1907 31.4% 69.6%
4/1903 9/1903 21.7% Rich Man's Panic 18.3% 54.5%

Average 43.8% 64.3%

Returns from troughEventsDeclineTroughPeak
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Looking ahead, the Fed will eventually pause its rate hike cycle, driven by a decline in inflation to 
acceptable levels or a credit event/systemic shock, providing relief to markets.  Historically, after the peak 
in Consumer Price Index (CPI) (Figure 9) and after a Fed pause (Figure 10), Growth has surprisingly 
underperformed Value over the subsequent year.   
 

      Figure 9: Growth vs. Value returns         Figure 10: Growth vs. Value performance 
    following peaks in core CPI        around last Fed hike  

 

 
Source: Goldman Sachs Research, US Thematic Views, 9/6/2022. 

 
Lastly, Value stocks still represent an attractive investment from a valuation perspective. Despite the recent 
relative outperformance of Value stocks, the valuation spread between Growth and Value stocks in the 
S&P 500 is still historically wide (Figure 11).  
 

Figure 11: Valuation between Growth and Value stocks 

 
Source: Goldman Sachs Research, Where to Invest Now, 10/4/2022. 

 
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. 



Page 10 of 10 
20221011.86007 

 
Disclosure: Cullen Capital Management, LLC. (CCM) is an independent investment advisor registered under the Investment 
Advisers Act of 1940 and is doing business as Schafer Cullen Capital Management, Inc. (SCCM). The Cullen Funds Trust 
(CFT), SCCM and CCM are affiliates. The use of the term “firm” in describing total assets refers to SCCM and CCM only. 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.  A list of all 
recommendations made by CCM within the immediately preceding period of not less than one year is available upon request. 
 
Past performance is no guarantee of future results. 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. There is no guarantee that any historical trend illustrated in this report will be repeated in the future, and 
there is no way to predict precisely when such a trend might begin.  
 
Risk Disclosure: Market conditions can vary widely over time and can result in a loss of portfolio value.  Investing in the 
stock market involves gains and losses and may not be suitable for all investors. Investors have the opportunity for losses 
as well as profits. Investing in equity securities is speculative and involves substantial risk. Dividends are subject to 
change and are not guaranteed. 
 
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.  
 
The S&P 500 Index is an unmanaged index of 500 large-capitalization publicly traded U.S. stocks representing a variety of 
industries. The Russell 1000 Value Index measures the performance of the large-cap value segment of the US equity universe. 
The Russell 1000 Growth Index measures the performance of the large-cap growth segment of the US equity universe. The 
Russell 2000 Value Index measures the performance of the small-cap value segment of the US equity universe. The Russell 
2000 Growth Index measures the performance of the small-cap growth segment of the US equity universe. Comparisons to 
indices are inherently unreliable indicators of future performance. The strategies used to generate the performance may vary 
from those used to generate the returns depicted in the indices. An individual cannot invest directly in an index. Schafer Cullen 
Capital Management makes no representation as to the methodology used to generate the returns of any indices mentioned.   
 
Beta is a measure of the volatility, or systematic risk, of a security or a portfolio in comparison to the market as a whole. 
Downside Capture Ratio represents the degree to which a strategy outperformed or underperformed the benchmark in periods 
when the benchmark return was negative. The lower the downside capture ratio, the better. Correlation is a statistic that 
measures the degree to which two variables move in relation to each other. 
 
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. 
 
Cullen Capital Management, LLC 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. 
 
The views and opinions expressed are for informational and educational purposes only as of the time of the writing/production 
and may change at any time. The material may contains “forward-looking” information that is not purely historical in nature. 
Such information may include, among other things, projections, forecasts, estimates of market returns, and proposed or expected 
portfolio composition. All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. 
There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based 
on such information and it should not be relied on as such. 
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