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“If investors are looking at the stock
market as an alternative to corporate
bonds, the risk/reward looks poor.“

In the era of ultra-low and negative interest rates, stocks and the dividends that they provide are an important
source of income. In fact, one of the reasons used to justify quantitative easing was to force investors out of
safe assets and into riskier assets, with the hope this would promote growth. It is noticeable that the S&P 500
has become very highly correlated to movement in high yield.

If we decompose the KDP high yield daily, we can see that most of the yield is made up of the premium over
treasuries. If we just look at the premium, we can see that it tends to contract and widen with the economic
cycle, with a 2% low seen in 2007, and highs ranging from 6% to 15%. One thing that is noticeable is high
yield spread tends to widen in downturns. If US yields drop due to slowing growth, spreads tend to widen,
leaving corporate bond yields higher.
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S&P 500 dividends are trickier. If we look at S&P 500 dividends as a percentage of sales, they have never been
higher. This is in line with companies’ management attempting to return as much capital as possible to owners.
Many investors would just assume that dividends will grow with sales, and as long as this ratio does not
change, then dividends should grow in line with nominal GDP.

However, there is another way to think about future dividends. Due to the large issuance of autocallables,
which are long future dividends on stock market indices, there is a large market in index dividend futures. The
2021 Euro Stoxx Dividend Futures began to diverge from the Euro Stoxx 50 in late 2014, and ultimately
preceded the sell off in the Euro Stoxx seen in 2015 and 2016.
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The 2021 S&P Dividend Futures have only been trading since 2016 but peaked in early 2018. They were a
strong lead indicator on the Q4 2018 sell off. Intriguingly, they are not following the S&P higher in 2019.

If investors are looking at the stock market as an alternative to corporate bonds, then the risk/reward looks poor.
Not only do high yield spreads have scope to widen from here, dividends paid are at historically high four
percent of sales and dividend futures have already peaked from levels seen last year.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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