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Don’t put all your dividends in
one basket

Canadians have unconditional love for dividends for good reason.
One reason is the bad historical experience in most other parts of the
Canadian equity market. Whether it was technology, health care,
fertilizers, marijuana, gold, base metals, forestry, energy, all had some
great runs but then ended poorly. Meanwhile the Canadian dividend
tilted strategies kept steadily marching higher. Add in some decent tax
treatment for Canadian dividends, and it's a bonus.

Past performance speaks volumes. Stronger performance than the
broader market, less volatility measured by either standard deviation or
downside deviation, reasonable upmarket capture and significantly less
down-market capture. It gets even better as dividend growth in Canada
has dramatically outpaced inflation. Even over the past five-year period,
with inflation rising about 20%, dividends for the TSX Composite grew by
44% and even higher for the DJ Canada Select Dividend index.

Dividend stocks - what is not to like

(or love)
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and less downside

Dividend stocks offer Cticipat] ith still
added portfolio stability participation with stl
0% 100% reasonable upside capture

80%
60%
v Al mE
Standard Downside 2830
Deviation Deviation °

Up Market Capture  Down Market
Capture

Sign up here if you do not already receive the Market Ethos directly to your inbox.
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One secular factor that helped provide a tailwind for dividend stocks over previous decades was low and falling bond
yields. As bond yields fell in 2000-2020, investors went looking elsewhere for income and dividend stocks were a
popular destination. This contributed not just to performance but also lower risk metrics. Consistent inflows will do that.

But in 2021 bond yields were heading back up and have remained at higher levels for years now. Clearly the falling
yield tailwind is gone. In fact, over the past five years, the performance between the DJ Canada Select Dividend index
and the TSX Composite are roughly equal (+15% annualized). Also of note, the volatility is also about equal. Standard
deviation since the start of 2021 is 12% for both indices and downside deviation is a tie at 6%. So, in a higher or more
normal yield environment, perhaps the defensiveness of the dividend factor doesn’t hold. Fortunately, with performance
annualizing at 15%, clearly nobody seems to mind.

One area that is more interesting and impactful on how you get dividend exposure is the divergence among strategies.
You see, when bond yields were falling, helping lift dividend stocks higher, it didn’t really matter how you chose to get
exposure to dividend-paying companies. Invest in a basket of dividend stocks directly, use a passive rules-based
solution or an active manager, they all kind of performed much the same.

But now, or since bond yields normalized, how you get exposure to dividends really matters. This can be seen

in the divergence in performance among dividend strategies. The following chart shows the variation in performance
among the largest dividend-focused ETFs or funds in Canada. As bond yields fell in the 2010s, performance dispersion
among strategies was very narrow. As yields rose, it widened and more recently, widened even more.

Changing yield world is leading to HUGE divergence among
17 5% dividend strategies

Variability of 3-year performance (SD)
~ ©
a <2
SIS
4
(&)
e

2.5%
© Q Q N N ™ ™ ©
PRSP SR P U R N SR O U U
OQJ 3\} QQJ 5\3 OQJ 3\) OQJ 5\3 00 5\) OQJ 5\5 0@ 3\5 OQJ 3\5 QQJ 5\3 OQJ 5\)

Source: Bloomberg, Purpose Investments
Index is based on variance of performance among a selecton of 20 of the largest ETF & Funds with a dividend focus

Suddenly, it matters how you are getting your dividend exposure. The mega factor of falling yields is now a smaller

factor and other factors have become more important. Is the portfolio concentrated or diversified? If concentrated, is
it concentrated in the right sectors or the wrong ones? And if in the right ones, will they be the right ones in the next

twelve months?

In 2025, having some gold made a big difference. In 2026, energy was the big driver in the early months and now

it's the banks ... what’s next? The dividend space appears to have become more rotational which does have some
important implications. The star of one period because it has a very high concentration in the right sector or factor, may
become the dog in the next period. As of this point in 2026, those dividend ETFs or funds that have 50%+ financials
are the stars.



Market Ethos

The good news is nobody is unhappy given performance has been strong all around. The challenge going forward may
be that even the dividend space is pretty stretched. The broader market, TSX Composite, is down to about 2% yield.
The DJ Canada Select Dividend index is yielding more, but it too is near multi-year lows. Turning to valuation, dividend
indices have consistently traded at a discount to the broader market. This is because dividend companies tend to be
more mature, slower growth businesses, that warrant a more conservative multiple. But today, the spread between the
DJ Select Dividend Index and the TSX Composite is at its lowest level in many years.

Valuation discount of dividends vs TSX near historical lows
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Final thoughts

Dividend yields are down due to strong price appreciation. This does have dividends relatively more expensive than
they have been in a long time. So, what is a dividend investor to do? Check your dividend exposure, even if it is doing
really well. It may be just super concentrated in what has worked lately, which makes it extra risky. We do believe with
leadership rotating in the dividend space, a more active strategy that can take advantage of opportunities or these
rotations should have an advantage. Of course, picking the rotation is the harder part.

Regardless of your chosen approach, with available yields on the lower end due to price appreciation and valuations
that are less appealing, diversification may become even more important. Avoiding strategies that are overly

concentrated and opting for better diversification is perhaps more important going forward than it was in years past.

Check how you are getting exposure to the dividend factor.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose
Investments Inc.
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