Berkshire Dividend Strategy

Casual Friday: Div Increase + What's Obvious Now? - 10.30.2020
Dividend Increase Alert
AbbVie (ABBV) increased the dividend by 10% - ABBV current dividend yield
is roughly 6%. https://www.marketwatch.com/story/abbvie-beats-earningsexpectations-raises-its-outlook-and-boosts-dividend-2020-10-30
What’s Obvious Now?
Common question from advisors over the past few weeks? - "How is your
portfolio positioned for the upcoming election?” “What changes should we
make?” Most clients seek tidy, linear responses. X happens so then y
occurs...Berkshire's response - predicting binary outcomes with accuracy
tends to be far more elusive than consensus thinks.
Consider headlines from 2016: “Economists: A Trump win would tank the
markets If GOP nominee pulls off a Brexit-like surprise, Wall Street would
face a Brexit-like stock plunge.” - Politico 2016
https://www.politico.com/story/2016/10/donald-trump-wall-street-effectmarkets-230164
2020 version? Will next week bring a "Blue Wave" of policy makers? If so,
how much of the proposed policy changes are priced into the markets? If
Democrats take the Senate by a small margin, will this be enough to
implement policy? (there are a number of Democratic Senators that vote
against consensus on some issues) And of course can policy changes or
outcomes create unintended consequences that go against consensus
thinking.
Examples:
• Tougher regulation on fossil fuel companies: is it obvious that higher
regulation would be horrible for demand (bad for energy stocks), or
might this create a supply issue and drive prices higher for a period of
time (good for energy stocks)
• Wasn’t it obvious government intervention in healthcare would be
horrible for drug pricing, and margins? Remember what actually
happened? Volumes surged, resulting in net positive outcomes for
many healthcare stocks.
• Wasn't it obvious a Trump victory in 2016 was going to be a negative
for the economy due to uncertainty about policy?
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Dividend Highlights
•

Dividend growth can often
provide transparent insight into
a company’s fundamentals and
vitality.

•

Dividend growth can provide an
attractive stream of increasing
cash flow to satisfy many
financial objectives.

With this type of thinking, questions beget more questions and direct
answers can become very elusive. Lastly, will the results actually meet what
is already priced into expectations? i.e. Political prognosticators in 2016
weighed heavily in favor of a Clinton victory. Economists were warning of a
dire outcome for the markets if Trump were to win. So, the markets were
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shocked, initially dropping the DJIA over 800 pts. The market thereafter rallied for a number of years
confounding the macro mavens.
Potential for higher taxes: A "Blue Wave" creates a possibility for corporate tax increases - proposed 21%
would move to 28%. If this were to occur, essentially a new shareholder (which is not adding to the bottom line)
has a higher claim on company earnings, diluting shareholder interests. This will likely push earnings and
multiples lower and may put downward pressure on stocks.
So in the next 30 days, one should expect the unexpected, but eventually the market will digest the news,
companies will adapt and likely create opportunities to reallocate the portfolio. We will do so, company by
company seeking to find the best combination of yield, growth and value. We expect over time, stocks will
gravitate upward like they have usually done throughout their history.
"Politics" vs. "Technology Mega Wave"?
We've found over the years; political landscapes tend not to change the outcomes of secular growth trends in
the economy. If you step back and take a longer-term view through the lens of human progress and
technology, you'll likely yield a broader more positive perspective. We are in midst of modern a day technology
renaissance, one that could unleash massive productivity and prosperity in the world economy for decades.
The first internet wave connected devices - phones, PC’s and servers. It unleashed human learning.
It's amazing virtually everything ever learned or needs to be learned can now accessed by a hand-held
device, tablet or PC! Millions of people across the globe are learning at the fastest rate in human history.
The next wave of connectivity (IOT) will unleash immense data that can be used for endless applications. This
will allow almost all companies to do things cheaper and better. Much like how the internet created amazing
industries like networking, software, e-commerce and social media, the internet of things and big data will
create huge new industries/applications with a $30 trillion economic impact in the upcoming decades. Which
companies will likely fuel, lead and prosper in this paradigm shift? The same ones that have been dominating
all the other great technology and business paradigms – leading U.S. companies. It's always been iconic
American companies on the forefront of the world's great innovation and we see no reason for them stopping
now! Will there be bumps, corrections and recessions? Of course! Our best advice? Timing the market and
making overly aggressive calls on outcomes are potential pitfalls that can erode performance over time. Take a
long-term view and don’t lose sight of how important it is to simply stay the course in equities.
Leverage Technology in Your Practice?
Regardless of the path of the pandemic, it appears video conferencing is here to stay.
Here is an article outlining ways to leverage video conferencing for better client meetings.
“To Zoom or Not To Zoom?”
Have a great week!
Best Regards,
Gerry

Contact Berkshire:
Gerard Mihalick, CFA, Portfolio Manager, gmihalick@berkshiream.com or (570) 825-2600
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Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This email is Intended for
Institutional and advisor use only. This email may make information of third parties available via website links. The Third Party Content is not
created or endorsed by Berkshire nor any business offering products or services through it. The delivery of Third Party Content is for general
informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or make any other type of
investment or investment decision. In addition, the Third Party Content is not intended to provide tax, legal or investment advice. the Third Party
Content provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the providers of the Third
Party Content as to its accuracy, completeness, timeliness.
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). Berkshire Asset
Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and high-net worth clients.
The Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% 100%. The Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio
of equities with stable, high, and growing dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the
investment environment existing during the time periods shown. For comparison purposes, the index is fully invested, does not include any
trading costs, management fees, or other costs, and the reinvestment of dividends and other distributions is assumed. An investor cannot
invest directly in an index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are
calculated by deducting actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings.
Valuations are computed and performance is reported in U.S. dollars. To receive a complete list of composite descriptions and/or a compliant
presentation, contact Jason Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past performance does not guarantee future results.
Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index
(stock price times # of shares outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to
measure changes in the economy and is representative of most major industries. Russell 1000 Growth Index measures the performance of
those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The index was developed with a base
value of 200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-tobook ratios and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest
directly in an index. BEst (Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing
Operations, which may exclude the effects of one-time and extraordinary gains/losses. Beta is a measure of volatility vs. an index.
Upside/Downside capture ratios refer to a portfolios performance as a percentage of either positive returns (upside) or negative returns
(downside) vs. an index. Standard Deviation is a measure of total risk. Alpha, Beta and capture ratios are represented as calculated by
Morningstar.
Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no
assurance that any specific investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change,
are not guaranteed, and may be cut. Investing based on dividends alone may not be favorable as it does not include all material risks. There is
no guarantee any stated (or implied) portfolio or performance objective mentioned by Berkshire can be met. Berkshire’s equity style may focus
its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. The dividend strategy
may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more
costly for some investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized
individual advice from a qualified advisor or any other investment professional.
Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall
construe investment advice. This presentation is for informational purposes only. Views, comments or research mentioned is not intended to be
a forecast of future events. The mention of any security or sector is not deemed as a recommendation to buy or sell. Any reference to any security
or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. Research or financial statistics cited regarding
securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings whereas
Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from
a representative account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed
representative of the strategy; data may be compiled from Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and
aggregate characteristics of actual portfolios may vary based on a variety of factors including market conditions, timing of client cash flows and
manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at any time.
Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from
third parties and Berkshire does not guarantee their accuracy. *Platform restrictions may apply. Preliminary returns are based on composite
estimates only. Individual accounts will vary. Copyright © 2020 Berkshire Asset Management, LLC, All rights reserved.
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