Miller AZINEIRI

I NV ESTMENTS

Fixed Income vs. Unfixed Income

www.mhinvest.com/blog

Tuesday, January 11, 2022 ) @mh_investments ] Miller/Howard Investments

When most investors think of retirement income, or just investment income in general, they frequently think of bonds
and not stocks. “Fixed income” investments such as bonds have provided generations of investors with a relatively safe
and stable source of income, especially if the bonds were US Treasuries or high-grade corporate bonds. Unfortunately,
that income stability is just that—stable. This can become a problem as inflation raises the cost of living while income

remains flat, and a “fixed income” becomes an even larger problem as inflation rapidly rises.

Inflation eats away at your ability
to afford your current life style.
Even at an annual inflation rate of
5%, prices double in 14 years. This
5% assumption is well under the
most recent reading of 6.8% for
consumer inflation and 9.6% for
raw materials and manufacturing
inputs (future inflation?). If current
trends persist, prices could double
sooner. Put another way, when
prices double, it would be like
trying to live now on half of your
income. What expenses would you
need to cut to survive on half of
your current income? What plea-
sures would you need to eliminate
from your life?

We view dividend-paying stocks
as a potential solution—with a
focus on companies that have the
potential to raise their dividends
consistently over the long term. As
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prices rise, so too should corporate profits, allowing some companies to increase their dividends in-line with inflation.
We call this “unfixed income”. These “unfixed income” investments could allow your income to keep pace with inflation
and help you maintain the same standard of living that you enjoy now well into the future.
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Over time, dividend growth has broadly kept up during periods of high inflation, as can be seen during the 1970s and
1980s, the last time the US experienced a prolonged period of high inflation. (Inflation has been generally muted over the
past several decades, so we need to look back in history to find a comparison.) In the ten years ending December 31, 1980,
when prices rose at an annualized +8.1%, dividends for the S&P 500 Index grew +7.1% per year. Dividends didn't quite
keep up with the more than doubling of prices during that decade, but they did help to protect purchasing power much

better than a bond, where interest payments remained unchanged.

Dividend Stocks Can Provide Inflation Protection
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Over the subsequent ten years
ending December 31, 1990, price
inflation moderated to “only”
+4.5% per year, but this time divi-
dend growth outpaced inflation
to grow +6.9%. For the combined
twenty-year  period, inflation
was an annualized +6.3% while
dividends grew at a comparable
+7.0%. Dividends helped investors
maintain their inflation adjusted
or “real” income levels. Of course,
a “fixed income” bond did not
provide any income growth over
that time.

Given today’s potential for an
increase in US inflation and low
current interest rates, it may be

time for investors to rethink their portfolio strategy and look to increase their investment portfolio’s exposure to dividends

for both current income and inflation protection. 1
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DISCLOSURE
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Opinions and estimates offered constitute Miller/Howard Investments’ judgment and are subject to change without notice,
as are statements of financial market trends, which are based on current market conditions. Nothing stated herein, includ-
ing the mention of specific company names, should be construed as a recommendation to buy, hold, or sell any security,
sector, or MLPs in general. All investments carry a certain degree of risk, including possible loss of principal. It is important
to note that there are risks inherent in any investment and there can be no assurance that any asset class will provide pos-
itive performance over any period of time. The material may also contain forward-looking statements that involve risk and
uncertainty, and there is no guarantee they will come to pass.

Common stocks do not assure dividend payments. Dividends are paid only when declared by an issuer’s board of directors,
and the amount of any dividend may vary over time. Dividend yield is one component of performance and should not be
the only consideration for investment.

The information above is from sources deemed to be reliable and is provided strictly for the convenience of our investors
and their advisors. These materials are solely informational. Legal, accounting and tax restrictions, transaction costs, and
changes to any assumptions may significantly affect the economics of any transaction.

The information and analyses contained herein are not intended as tax, legal, or investment advice and may not be appro-

priate for your specific circumstances; accordingly, you should consult your own tax, legal, investment, or other advisors, at
both the outset of any transaction and on an ongoing basis, to determine such appropriateness. Any investment returns —
past, hypothetical, or otherwise — are not indicative of future performance.

Investment Decisions: Do not use this report as the sole basis for investment decisions. Do not select an allocation, invest-
ment discipline, or investment manager based on performance alone. Consider, in addition to performance results, other
relevant information about each investment manager, as well as matters such as your investment objectives, risk tolerance,
and investment time horizon.

The returns on a portfolio that utilizes environmental, social, or governance (ESG) criteria for stock selection may be lower
or higher than portfolios where ESG factors are not considered, and the investment opportunities available to such portfoli-
os may differ.

Past performance does not guarantee future results.

© 2021 Miller/Howard Investments.
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