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Income investing in a disrupted world
A series of viewpoints by Jonathan Crown and Georgina Hellyer,
portfoliomanagers, Global Equity Income

The technological revolution has led to a heightened level of disruption across
every industry. Against this backdrop, where can you find firms that deliver
sustainable and growing dividend streams?

The Global Equity Income team continues to find plenty of attractively priced
dividend stocks with the “quality income” attributes we desire. However, in this
age of disruption you do not necessarily find companies with sustainable
market positions, healthy cash flow generation and sensible capital allocation
where you used to.

In this series we will explore various sectors to identify areas we believe are
fertile for quality income stocks and those that should be avoided.

We hope you will enjoy seeing “under the bonnet” of an investment process
that has delivered successfully for Columbia Threadneedle for more than a
decade.
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Dividend outlook: the capital
return mix is key in 2021

Global Equity Income | February 2021

By Jonathan Crown

After a tough year for dividends in 2020, the outlook for 2021 is positive. Many of the sectors
that were most impacted in 2020, such as autos, should see a good rebound in dividends. But
this is not universal, with industries such as entertainment and aerospace likely to struggle
throughout 2021. Focusing on sustainable dividends and capital return in this environment is
even more vital than usual. However, the mix of capital return will require close attention too as
companies and regulators consider the flexibility of share repurchases and special dividends.

Good riddance to 2020!

2020 was an extremely tough year for dividends, which declined by almost 8% (Figure 1a).
The pandemic had a clear impact on GDP and economic activity due to the lockdowns seen
across the globe. At the same time, the resulting rise in working from home was an
acceleration of already existing technology adoption trends. This had a negative impact on
cash flows of economically sensitive and working capital-heavy industries such as energy,
aerospace and entertainment. If a company’s cash flow dries up, this brings the dividend into
question and accordingly these sectors saw the biggest dividend declines in 2020, with the
consumer discretionary sector experiencing dividends falling almost 30% (Figure 1a).

While there were also many management teams in less impacted industries that suspended
dividends due to prudence or to guard their reputation (having used taxpayer schemes to pay
employees), the banking and insurance industries were restricted from paying dividends by
their regulators in many geographies. Consequently, the financial sector saw dividends fall
almost 20% in 2020 (Figure 1a).

Figure 1a: MSCI ACWI forecast dividend growth by sector — 2020
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Source: Jefferies & FactSet, January 2021. Note: Bottom-up aggregated with free float adjustment based on current MSCI universe.



Figure 1b: MSCI ACWI forecast dividend growth by sector — 2021
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A warm welcome to 2021!

The outlook for dividends globally is positive in 2021 — they are expected to rise 10% despite
the continuing pandemic. Indeed, those sectors that were most impacted in 2020 are seeing a
good rebound in 2021, though the materials sector is also likely to see strong dividend growth
of more than 15% driven by buoyant commodity prices. We note that banks and insurers are
likely to see dividends resume later this year, but this may be slower than investors would like
with the regulator waiting until we are out of the woods (Figure 1b).

Of those companies that decided not to pay dividends in 2020 because of economic prudence
or reputational issues, many have returned to dividend pay outs (sometimes accompanied by
special dividends) and we expect this to continue. However, we believe those companies that
could not pay dividends in 2020 due to their cash flow being impacted and operating in
industries that are still struggling, such as entertainment and aerospace, will also not pay
dividends in 2021. However, those that cut dividends but are operating in industries that are
recovering, such as energy and autos, should see dividends start to recover or at least the
dividend should become better covered by cashflow.

Two key dividend learnings from the pandemic

First and foremost, a focus on sustainable dividends is vital in income investing and this
becomes even clearer in times of crisis. Companies operating in industries facing structural
challenges or in cyclical sectors with highly leveraged balance sheets have been exposed.
This has only reinforced our preference to invest in companies that offer sustainable income
and growth, as we believe this is the best approach for total return through the cycle. Indeed,
this pandemic will likely make genuine dividend sustainability even more greatly prized in this
disrupted world. On top of this, our global opportunity set and portfolio construction approach
of balanced exposure to different sources of dividends and sectors support a stable income
profile across market cycles.



Secondly, and more nuanced, is that the pandemic is likely to change the mix of capital return
in the coming years. Many companies have taken the opportunity to rebase their dividends and
better recognise the flexibility that share repurchases and special dividends provide. This also
looks true of the EU banking and insurance regulators, who have seen the greater flexibility
that their counterparts in the US have enjoyed by being able to halt share buybacks, which is
more impactful given lower dividend pay-out ratios in this market.

While this is a positive set up for increased dividends and capital return more generally as we
head into 2021, it is important to consider the mix of that capital return, and this may be an
enduring feature of the pandemic.

‘ACOLUMBIA
L THREADNEEDLE

INVESTMENTS

Important Information:

For use by professional clients and/or equivalent investor types in your jurisdiction (not to
be used with or passed on to retail clients). This is an advertising document.

This document is intended for informational purposes only and should not be considered
representative of any particular investment. This should not be considered an offer or solicitation
to buy or sell any securities or other financial instruments, or to provide investment advice or
services. Investing involves risk including the risk of loss of principal. Your capital is at risk.
Market risk may affect a single issuer, sector of the economy, industry or the market as a whole.
The value of investments is not guaranteed, and therefore an investor may not get back the amount
invested. International investing involves certain risks and volatility due to potential political,
economic or currency fluctuations and different financial and accounting standards. The securities
included herein are for illustrative purposes only, subject to change and should not be
construed as a recommendation to buy or sell. Securities discussed may or may not prove
profitable. The views expressed are as of the date given, may change as market or other
conditions change and may differ from views expressed by other Columbia Threadneedle
Investments (Columbia Threadneedle) associates or affiliates. Actual investments or investment
decisions made by Columbia Threadneedle and its affiliates, whether for its own account or on
behalf of clients, may not necessarily reflect the views expressed. This information is not intended
to provide investment advice and does not take into consideration individual investor
circumstances. Investment decisions should always be made based on an investor's specific
financial needs, objectives, goals, time horizon and risk tolerance. Asset classes described may
not be suitable for all investors. Past performance does not guarantee future results, and no
forecast should be considered a guarantee either. Information and opinions provided by third
parties have been obtained from sources believed to be reliable, but accuracy and completeness
cannot be guaranteed. This document and its contents have not been reviewed by any regulatory
authority.



In Australia: Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600
027 414. TIS is exempt from the requirement to hold an Australian financial services licence under
the Corporations Act and relies on Class Order 03/1102 in marketing and providing financial
services to Australian wholesale clients as defined in Section 761G of the Corporations Act 2001.
TIS is regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of
Singapore under the Securities and Futures Act (Chapter 289), which differ from Australian laws.

In Singapore: Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road,
#07-07, Winsland House 1, Singapore 239519, which is regulated in Singapore by the Monetary
Authority of Singapore under the Securities and Futures Act (Chapter 289). Registration number:
201101559W. This document has not been reviewed by the Monetary Authority of Singapore.

In Hong Kong: Issued by Threadneedle Portfolio Services Hong Kong Limited XF|1% & EIEE &
AHBRZF). Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is licensed

by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities
(CE:AQAT779). Registered in Hong Kong under the ce (Chapter 622), No. 1173058.

In the UK issued by Threadneedle Asset Management Limited, registered in England and Wales, No.
573204. Registered Office: Cannon Place, 78 Cannon Street, London EC4N 6AG. Authorised and regulated
in the UK by the Financial Conduct Authority.

In the EEA: Issued by Threadneedle Management Luxembourg S.A. Registered with the Registre de
Commerce et des Sociétés (Luxembourg), Registered No. B 110242 44, rue de la Vallée, L-2661
Luxembourg, Grand Duchy of Luxembourg.

In the Middle East: this document is distributed by Columbia Threadneedle Investments (ME) Limited,
which is regulated by the Dubai Financial Services Authority (DFSA). This document is intended to provide
distributors with information about Group products and services and is not for further distribution. The
information in this document is not intended as financial advice and is only intended for persons with
appropriate investment knowledge and who meet the regulatory criteria to be classified as a Professional
Client or Market Counterparty and no other Person should act upon it.

In Switzerland: Threadneedle Asset Management Limited. Registered in England and Wales, Registered
No. 573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and
regulated in the UK by the Financial Conduct Authority. Issued by Threadneedle Portfolio Services AG,
Registered address: Claridenstrasse 41, 8002 Zurich, Switzerland.

Columbia Threadneedle Investments is the global brand name of the Columbia and
Threadneedle group of companies.
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