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High-Dividend Equities: A Focus on Upside Participation
with Downside Protection at Reasonable Valuations

Sunny Wadhwa spoke with Andy Pace and Don Townswick about the current state of the equity market
and why they think the firm’s high-dividend equity strategy is ideal for insurance portfolios.

Interviewer: What is causing current market volatility?

Sunny Wadhwa, Don (DT): President Trump’s April 2 “Liberation Day” in-
troduction of new tariffs certainly led to a spike in volatility,
but there has been a great deal of uncertainty gripping mar-
kets for some time now.
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With this much uncertainty, it is no surprise that equities are volatile
and that they may remain so for an extended period.

Will equity market conditions change? What do you think will happen?

DT: Markets are always changing, and this market will as well. As we study the current dynamics, we actually see a silver lining in
the outlook for dividend-equity stocks.

The stocks recently dominating S&P 500 Index performance have been in a narrow band known as the “Magnificent 7” stocks:
Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia, and Tesla. Most other stocks in the index have been performance laggards. In
Figure 1, we compare the recent and projected quarterly net income of the “Magnificent 7” versus the rest of the S&P 500. The
outstanding earnings (which are closely related to net income) performance of the former has begun to taper and is projected to
settle into a lower range, while earnings for the rest of the stocks in the index are projected to rise through the rest of 2025.

Figure 1 - Net Income Growth, “Magnificent 7” vs S&P 500 ex. “Mag 7", 2024-2026 (projected)
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Prepared by Conning, Inc. Source: ©2025 Strategas Securities, LLC, “Daily Macro Brief,” April 23, 2025, used with permission; FactSet Research Systems, Inc. -
used with limited permission. Data as of March 31, 2025.
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We think this implies that a correction in the “Magnificent 7” stocks could happen along with a broadening market in which the rest
of the market goes down less than the “Magnificent 7”, while providing competitive returns when the market turns up again. The
first implication already seems underway, as high-quality stocks have dropped far less than the “Magnificent 7” stocks. It remains
to be seen whether the second part of that hypothesis will come to pass.

How are Conning clients reacting to the recent equity volatility?

DT: As most of our clients are insurance companies and tend to be fairly risk-averse equity investors, they are holding their alloca-
tions; we are not seeing wholesale buying or selling.

However, in many client conversations we’ve noted that a large number see this “tariff induced” selloff as a buying opportunity,
once the acute uncertainty abates. Our clients have a very long horizon for their equity investments and equities are usually the
longest duration asset they own. They often look to add during market dips or in situations like we are currently in, and like us,
many clients believe the current selloff is overdone. The broadening of the market away from the “Magnificent 7” stocks has
certainly been welcomed by our clients after two years of a small number of stocks driving the majority of the market’s returns.

Given the volatility, why do insurers include equity in their portfolios at all?

Andy (AP): NAIC and state regulatory requirements limit insurance portfolio allocations to equity and while most insurers don’t
like surplus volatility, they do understand the need to have an equity allocation in order to grow surplus. Conning’s recommended
approach in recent years has been an allocation to our lower-volatility, higher-dividend strategy.

Why do you support an equity strategy focused on dividend-paying stocks:

AP: Initially what led us to develop this strategy was the period of historically low interest rates post-Great Financial Crisis: we saw
the equities of many high-quality companies offering dividend yields that exceeded the yields of their long-term debt. The dividend
income, plus the potential for growth, as well as the lower beta (historical beta of 0.82 to the S&P 500) and higher quality approach
(average NRSRO credit rating of the holdings of A), made a strong case for insurers to consider an allocation to this strategy, either
solely or as a complement to their existing equity allocations.

Lastly, dividends have contributed a meaningful share of the total return of equities over long time horizons and, in periods of
uncertainty or volatility, provide a stabilizing element to performance.

Tell us about the process: How do you build the portfolio?

AP: Our goal is to create a diversified portfolio of companies with strong balance sheets and free cash flow, that have higher divi-
dend yields than the S&P 500, a history of stable payouts and dividend growth, and potential for capital appreciation.

Our rules-based method of building the portfolio has been the same since inception, repeated in the last month of each quarter
and based upon a disciplined three-step process (quantitative screening, qualitative review, and finally name selection) designed
to filter the universe of potential investment candidates from the S&P 500. So not only is this a low-volatility, high-quality, value-ori-
ented approach, it is also a low-turnover/cost approach, as we only trade on a quarterly basis.

How do insurance portfolios benefit from this dividend-focused equity strategy?

AP: In addition to the higher dividend income, insurers have also benefitted from the strategy’s strong historical risk-adjusted re-
turn, which since inception has provided upside market capture of 90% of the S&P 500’s gains; the downside protection has been
evident with a downside market capture of only 82% of the index’s declines.

Historically, the strategy has performed best when equity markets are experiencing volatility, such as we’ve seen this spring. Our

clients have found having a higher-quality, larger-capitalization, lower-volatility portfolio quite valuable during periods of market
uncertainty.
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Are there other benefits?

AP: We've talked about many benefits already, but we can’t stress enough the importance of the dividend income - insurance
companies can never have enough income! While we do not view equity dividends as a substitute for fixed-income coupons, we
believe that an equity component offering a higher dividend than the broad market is of value to income-focused insurers. Lastly,
| want to add that our portfolio approach is equal-weighted rather than market-weighted. This strategy was built with insurance
companies in mind and we firmly believe that an equal-weighted approach offers better diversification, reducing concentration risk
and potentially leading to better risk-adjusted returns.

Sunny Wadhwa is a Managing Director and Head of Business Development at Conning, where he is responsible for business
development and client relationships for North American insurers. Prior to joining the business development team in 2012, Mr.
Wadhwa worked as a Portfolio Manager at Conning for 15 years. Previously, Mr. Wadhwa was employed by MetLife as a Financial
Analyst and Connecticut Housing Authority Insurance as a Senior Accountant. Mr. Wadhwa is a graduate of the University of Con-
necticut with a degree in accounting.

Andrew Pace is a Managing Director and Portfolio Manager at Conning, responsible for managing portfolios for clients in the U.S.
and Asia. Mr. Pace is a member of the firm’s Investment Policy Committee and co-manages a team of portfolio managers in Con-
ning’s North American operations. He is also a member of the team managing Conning’s dividend equity strategies. Prior to joining
Conning in 1995, he was employed by Shawmut National Bank in both fixed-income trading and portfolio management positions.
Mr. Pace earned a bachelor’s degree in economics from the University of Connecticut and an MBA in finance from Rensselaer
Polytechnic Institute.

Donald Townswick, CFA, is a Managing Director and the Director of Equity Strategies at Conning, responsible for the development
and implementation of equity investment strategies and is a member of the team managing Conning’s dividend equity strategies.
Prior to joining Conning in 2015, he was senior portfolio manager for global equity strategies at Golden Capital Management.
Previously, he was director of quantitative research for ING, and a U.S. equities portfolio manager with INVESCO and Aetna. Mr.
Townswick earned a bachelor’s degree in mechanical engineering from the University of Southern California and an MBA from
Vanderbilt University.
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