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7/ myths and (historical) truths
about income investing

Income investing — which involves investing in different asset classes in order
to generate income - has become very popular in recent years.

Steve Brice

Initially, this was driven by more than a decade of quantitative easing policies worldwide, which

led to a dramatic decline in interest rates and high-quality bond yields. The prolonged low interest
rate environment ignited the surge in popularity of this investment strategy. However, the appeal of
a stable and reliable income stream has proven persistent, withstanding major shifts in economic
regimes and market conditions.

This publication debunks the most common myths and illustrates key historical truths about income
investing. By doing so, we seek to provide investors with a better understanding about the risk/
return trade-offs and key principles of income investing. More importantly, we hope to address any
misconceptions investors might have in favouring an income strategy (versus other approaches
such as a total return focused strategy). We believe that having a clear objective and choosing the
right investment strategy is the most important decision investors need to make for a successful and
fulfilling investing journey.

Trang Nguyen
Global Chief Investment Officer Senior Portfolio Manager, Multi-Asset



“If you don’t know
where you are
going, you’ll end up
somewhere else”

- Yogi Berra

INCOME
POTENTIAL

Source: Standard Chartered

Income investing is an investment strategy that focuses on generating a steady
stream of income from investments, typically in the form of dividends, interest
payments or rental income. The primary objective of income investing is to
generate consistent cashflows, often to meet current income needs, supplement
retirement income, and/or provide a buffer, both financial and emotional,
against market volatility.

An income allocation generally contains three levers: income, capital and yield.
While it's difficult to control all three, an income portfolio prioritizes consistent
income and stable capital growth, with yield a function of the two.
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MYTH
The higher the income, the higher the risk

When investors are focused on capital growth, it is generally understood that one needs to accept
higher risks in order to achieve higher returns. However, this does not translate as smoothly when

it comes to income investing. In other words, a higher yield may, or may not, require more risk to be
taken. For example, a portfolio’s income potential can be enhanced through increased exposure to
Emerging Market and High Yield bonds, compared to investment-grade government bonds. Such a
strategy entails an increase in the overall risk profile of the portfolio. These high-yielding credit assets,
characterised by lower credit quality and higher default risks, tend to exhibit greater volatility and
are susceptible to larger drawdowns during risk-off environments.

However, some lower income generating assets, such as global high dividend yielding equities

and real estate investment trusts (REITs), are more volatile, but often offer comparatively lower
income streams. Instead, relative to most fixed income assets, equity-based and equity-like income
generators exhibit higher potential for growth in both capital and future income. Consequently,
the risk of income assets needs to be assessed comprehensively across several dimensions that
incorporate not only income, but also growth.

This perspective underscores the importance of having a more nuanced understanding of the trade-
off between income and risk.

Yields vs. capital growth vs. different types of risks across income assets
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The higher the current yield, the better

It is important to understand that higher yield does not necessarily translate to higher income. The
yield level of an investment is determined by its dividend or interest payment relative to its current
market price. A higher yield may indicate a higher annual income in percentage terms, but it does
not reflect other crucial factors such as the sustainability and consistency of those income payments
over time.

There are many drivers behind the changes in the yield percentage of an income asset. Historically,
central bank policy has been one of the most important factors. The chart below shows that there
can be large fluctuation in an asset’s yields during Fed hiking and easing cycles. For this reason,
diversification remains an important principle to adhere to in constructing an income portfolio for a
sustainable and consistent source of income through the cycles and across different macroeconomic
regimes.

A diversified income allocation maintains consistency and sustainability of yields through cycles

Historical YTW, YTM and dividend yields of select income assets (2000 to 2023)
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MYTH

A multi-asset income allocation can produce superior returns (than a total
return-based allocation) over the long term

Income strategy is designed to provide a reliable and regular income stream, which is essential for
meeting day-to-day expenses and financial obligations. It also offers investors the option to consider
reinvesting dividends for capital preservation and wealth accumulation. This can be an excellent
way to harness the power of compounding over time. However, we believe that this benefit should
not change the primary objective of income investing - regular pay-outs. Economic regime shifts

and major market condition changes can impact the relative performance of income assets over

the short and long terms. Nevertheless, the positive tilt toward fixed income assets in most income
portfolios suggests a structural limitation on their capital growth compared to total-return based
portfolios.

Our historical analysis in the figure below indicates that reinvesting unused dividends can be
beneficial, thanks to the compounding effects. However, investors aiming to maximise total returns
should be better off with a balanced portfolio that has a higher exposure to growth-focused assets.
The disparity in total return potential between a diversified income and a balanced portfolios can be
significant. Choosing the right investment strategy for a given investment goal is vital for successful
planning.

Reinvesting dividends from an income portfolio can be an excellent way to harness the power of
compounding. However, this has historically underperformed a balanced portfolio over the
long term

Cumulative returns of total return and price return of a diversified income allocation* vs. total return of a
balanced allocation** (March 2014 to May 2023)
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MYTH
Income assets tends to experience lower drawdown during bear markets

Many higher-income assets offer higher risk-adjusted returns than their lower-income peers and
especially so versus growth-oriented assets. Yet high dividend-paying equities, high yielding credit
and hybrid securities are vulnerable to similar drawdown risk. For example, high dividend equities
show much superior risk-adjusted returns to that of traditional equities. However, history shows that
both equity styles pulled back in a similar manner and magnitude in the past recessions.

High dividend equities are not immune to market downturns despite much better risk-adjusted
returns*

Average drawdown in past bear markets* Risk-adjusted returns
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Source: Mercer, Bloomberg, Standard Chartered
*Risk-adjusted return is the return of an investment per unit of risk (measured by standard deviation)
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Yield-focused assets tend to underperform growth
peers in the recovery phase post-recession

A look back the past recessions show that, compared with most high
yielders, growth-oriented assets or total return-based investments may
experience faster recovery and enjoy higher upside potential during the
recovery phase. As such, historically, a balanced portfolio with larger
exposure to growth assets reported much higher average return post
recessions, compared to an income portfolio.

This can be due to several factors:

1. Market sentiment and risk appetite: During the recovery phase,
investor sentiment tends to improve as economic conditions stabilize.
This often leads to a shift in investor preferences towards growth-
oriented assets, as investors seek higher returns and are more willing
to take on additional risk. Income assets, which are typically perceived
as safer and more conservative investments, may not attract the same
level of demand for capital appreciation as growth assets.

2. Interest Rate Dynamics: In the recovery phase, central banks may
adopt monetary policies aimed at stimulating economic growth. These
policies often involve lowering interest rates to encourage borrowing
and investment. While lower interest rates benefit income assets by
reducing borrowing costs and supporting the fixed income market,
they can also lead to lower yields on existing income-generating
investments. As a result, income assets may experience limited capital
appreciation compared to growth assets, which can benefit from lower
borrowing costs and increased market demand.

3. Sector and Industry Dynamics: Different sectors and industries have
varying sensitivities to economic cycles. Growth-oriented sectors, such
as technology, consumer discretionary, or emerging industries, are often
more responsive to economic expansion and may experience higher
capital appreciation during the recovery phase. Income assets, on the
other hand, are generally associated with more stable sectors, such as
utilities or consumer staples, which may have lower growth prospects
during the recovery phase.

4. Valuation Considerations: During the recovery phase, growth assets
may be perceived as having higher growth potential, leading to higher
valuations. Income assets, on the other hand, may be viewed as having
lower growth prospects and therefore may not experience the same
level of capital appreciation. Market participants may assign higher
multiples to growth assets based on future earnings expectations, while
income assets may be valued more based on their income-generating
capacity.
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A balanced allocation with positive tilt toward growth assets outperformed a diversified income
allocation in the recovery phase post the past recession

Average 12-month returns of various assets and allocations in the recovery phase post the past recessions

(2000, 2007, 2020)
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Source: Bloomberg, Standard Chartered. An income allocation is proxied by 13% DM |G bonds, 23% DM HY bonds, 26% EM bonds, 35% dividend equities and
3% REITs. A balanced allocation is proxied by 15.5% DM IG bonds, 8.5% DM HY, 16% EM bonds and 60% Global equities
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MYTH

Inflationary environment tends to favour an income strategy (than a
growth-focused total return strategy)

While income assets are often considered as potential hedges against inflation, the value of an
income allocation can be eroded quickly in high and very high inflationary environments.

Income assets that have built-in inflation protection features, such as inflation-linked bonds or real
estate investments, may potentially perform better in low and moderate inflationary environments.
These assets are designed to adjust their income streams or values in response to changes in
inflation. However, rising interest rates, driven by high and very high inflation expectations, can
negatively impact bond prices, and significantly erode the price return of most risk-on and high beta
income assets.

However, contrary to popular belief, growth assets have exhibited strong resilience in the inflationary
environment historically. This is especially true with growth stocks with pricing power, strong growth
prospects and the ability to pass on increased costs to consumers. Additionally, sectors such as
commodities, oil and gold may experience increased demand and benefit from rising prices in
periods with rising inflation.

The figure below examines the performance of income and growth-focused assets in different
inflationary regimes. Two observations stood out:

First, a balanced allocation with a clear preference toward growth assets such as Asia ex-Japan
and Emerging Market equities outperformed a diversified income allocation in scenarios of low,
moderate, and high inflation.

Second, in very high inflation scenario (CPI greater than 4%), a diversified income portfolio
experienced lower drawdown than a balanced allocation. This is likely thanks to the buffer
provided by investment dividends and interest payments.

Performances of various assets and allocations in different inflation regimes
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Source: Bloomberg, Standard Chartered. Low, moderate, high, and very high inflation scenarios are characterized by periods when CPI level < 2%, CPI
between 2-3%, CPl between 3-4% and CPI >4%. An income allocation is proxied by 13% DM IG bonds, 23% DM HY bonds, 26% EM bonds, 35% dividend
equities and 3% REI[Ts. A balanced allocation is proxied by 15.5% DM IG bonds, 8.5% DM HY, 16% EM bonds and 60% Global equities
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Regular distribution is important, but total returns still matter the most

Distinguishing between regular income distributions and fund performance is essential for a
comprehensive understanding of an income fund.

While the appeal of a generous income stream mayy be enticing, relying solely on interest

payments or dividends can prove challenging as asset yields fluctuate throughout economic cycles.
Conversely, depending heavily on capital growth for distribution payments can erode the underlying
investments, compromising a fund’s long-term sustainability and depleting the capital base. To
address these concerns, an income portfolio should maintain a balanced exposure to bonds, equity
income, and equity-like assets that offer moderate capital appreciation potential. This balanced
mix includes dividend-paying equities, preferred securities, and REITs, which not only help grow the
capital base but also enhance overall returns and sustain real income levels consistently over the
long term.

Evaluating an income fund’s distribution policy necessitates scrutiny of its historical performance,
income sources, and pay-out ratios. Such analysis provides valuable insights into a fund'’s ability to
generate income beyond capital growth.

Recognising the distinction between income distributions and fund performance empowers investors
to make well-informed decisions aligned with their long-term goals.

A robust income portfolio should have a good balance between capital stability and income
growth

Breakdown of our 7y long-term return expectations into income and capital components across different
assets
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Irrespective of one’s stage in the investment life cycle, an income strategy that offers a regular
cash flow is undeniably attractive. This appeal can stem from various financial obligations

we often have in our daily lives. However, it is crucial not to overlook the purpose and unique
characteristics of income investing. By understanding these aspects, investors can ensure their
portfolios are optimally positioned around their investment goals.

While it can be tempting to prioritize immediate cash flow needs, a broader perspective that
incorporates growth-oriented assets can enhance long-term wealth accumulation. For individual
who prioritize growing their wealth over the medium to long-term time horizon, an income
portfolio with low to moderate growth potential might not be the most suitable investment
strategy. Instead, a balanced portfolio with substantial exposure to growth-oriented assets
aligns more closely with their investment objectives.
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Perbadanan Insurans Deposit Malaysia, any government or insurance agency. Investment products are subject to
investment risks, including the possible loss of the principal amount invested. SCBMB expressly disclaim any liability and
responsibility for any loss arising directly or indirectly (including special, incidental or consequential loss or damage) arising
from the financial losses of the Investment Products due to market condition. Nigeria: This document is being distributed in
Nigeria by Standard Chartered Bank Nigeria Limited (SCB Nigeria), a bank duly licensed and regulated by the Central Bank
of Nigeria. SCB Nigeria accepts no liability for any loss or damage arising directly or indirectly (including special, incidental
or consequential loss or damage) from your use of these documents. You should seek advice from a financial adviser on the
suitability of aninvestment foryou, taking into account these factors before making a commitment to investin aninvestment.
To unsubscribe from receiving further updates, please send an email to clientcare . ng @ sc . com requesting to be removed
from our mailing list. Please do not reply to this email. Call our Priority Banking on 02 012772514 for any questions or service
queries. SCB Nigeria shall not be responsible for any loss or damage arising from your decision to send confidential and/or
important information to Standard Chartered via e-mail. SCB Nigeria makes no representations or warranties as to the
security or accuracy of any information transmitted via e-mail. Pakistan: This document is being distributed in Pakistan by,
and attributable to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box 5556, I.I Chundrigar
Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies Ordinance
1962 and is also having licensed issued by Securities & Exchange Commission of Pakistan for Security Advisors. Standard
Chartered Bank (Pakistan) Limited acts as a distributor of mutual funds and referrer of other third-party financial products.
Singapore: This document is being distributed in Singapore by, and is attributable to, Standard Chartered Bank (Singapore)
Limited (Registration No.201224747C/ GST Group Registration No. MR-8500053-0, “SCBSL"). Recipients in Singapore should
contact SCBSL in relation to any matters arising from, or in connection with, this document. SCBSL is an indirect wholly
owned subsidiary of Standard Chartered Bank and is licensed to conduct banking business in Singapore under the Singapore
Banking Act, 1970. Standard Chartered Private Bank is the private banking division of SCBSL. INRELATION TO ANY SECURITY
OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS DOCUMENT, TOGETHER WITH
THE ISSUER DOCUMENTATION, SHALL BE DEEMED AN INFORMATION MEMORANDUM (AS DEFINED IN SECTION 275 OF
THE SECURITIES AND FUTURES ACT, 2001 (“SFA”)). THIS DOCUMENT IS INTENDED FOR DISTRIBUTION TO ACCREDITED
INVESTORS, AS DEFINED IN SECTION 4A(1)(a) OF THE SFA, OR ON THE BASIS THAT THE SECURITY OR SECURITIES-BASED
DERIVATIVES CONTRACT MAY ONLY BE ACQUIRED AT A CONSIDERATION OF NOT LESS THAN S$$200,000 (OR ITS
EQUIVALENT IN A FOREIGN CURRENCY) FOR EACH TRANSACTION. Further, in relation to any security or securities-based
derivatives contract, neither this document nor the Issuer Documentation has been registered as a prospectus with the
Monetary Authority of Singapore under the SFA. Accordingly, this document and any other document or material in
connection with the offer orsale, orinvitation for subscription or purchase, of the product may not be circulated or distributed,
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nor may the product be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly
orindirectly, to persons other than a relevant person pursuant to section 275(1) of the SFA, or any person pursuant to section
275(1A) of the SFA, and in accordance with the conditions specified in section 275 of the SFA, or pursuant to, and in
accordance with the conditions of, any other applicable provision of the SFA. In relation to any collective investment schemes
referred to in this document, this document is for general information purposes only and is not an offering document or
prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy
or sell any capital markets product; or (ii) an advertisement of an offer or intended offer of any capital markets product.
Deposit Insurance Scheme: Singapore dollar deposits of non-bank depositors are insured by the Singapore Deposit
Insurance Corporation, for up to S$100,000 in aggregate per depositor per Scheme member by law. Foreign currency
deposits, dual currency investments, structured deposits and other investment products are not insured. This advertisement
has not been reviewed by the Monetary Authority of Singapore. Taiwan: SC Group Entity or Standard Chartered Bank
(Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial instruments contained herein or other related financial
instruments. The author of this document may have discussed the information contained herein with other employees or
agents of SC or SCB (Taiwan). The author and the above-mentioned employees of SC or SCB (Taiwan) may have taken
related actions in respect of the information involved (including communication with customers of SC or SCB (Taiwan) as to
the information contained herein). The opinions contained in this document may change, or differ from the opinions of
employees of SC or SCB (Taiwan). SC and SCB (Taiwan) will not provide any notice of any changes to or differences between
the above-mentioned opinions. This document may cover companies with which SC or SCB (Taiwan) seeks to do business
at times and issuers of financial instruments. Therefore, investors should understand that the information contained herein
may serve as specific purposes as a result of conflict of interests of SC or SCB (Taiwan). SC, SCB (Taiwan), the employees
(including those who have discussions with the author) or customers of SC or SCB (Taiwan) may have an interest in the
products, related financial instruments or related derivative financial products contained herein; invest in those products at
various prices and on different market conditions; have different or conflicting interests in those products. The potential
impacts include market makers’ related activities, such as dealing, investment, acting as agents, or performing financial or
consulting services in relation to any of the products referred to in this document. UAE: DIFC - Standard Chartered Bank is
incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18.The Principal Office of the
Company is situated in England at 1Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority.
Standard Chartered Bank, Dubai International Financial Centre having its offices at Dubai International Financial Centre,
Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard Chartered Bank and is regulated by the Dubai
Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients and is not directed at
Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to clients
who qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not
be given the higher retail client protection and compensation rights and if you use your right to be classified as a Retail
Client we will be unable to provide financial services and products to you as we do not hold the required license to undertake
such activities. For Islamic transactions, we are acting under the supervision of our Shariah Supervisory Committee. Relevant
information on our Shariah Supervisory Committee is currently available on the Standard Chartered Bank website in the
Islamic banking section. For residents of the UAE - Standard Chartered UAE (“SC UAE") is licensed by the Central Bank of
the UAE. SC UAE is licensed by Securities and Commodities Authority to practice Promotion Activity. SC UAE does not
provide financial analysis or consultation services in or into the UAE within the meaning of UAE Securities and Commodities
Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment
products and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets
Authority as an investment adviser. United Kingdom: In the UK, Standard Chartered Bank is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. This
communication has been approved by Standard Chartered Bank for the purposes of Section 21 (2) (b) of the United
Kingdom'’s Financial Services and Markets Act 2000 (“FSMA”) as amended in 2010 and 2012 only. Standard Chartered Bank
(trading as Standard Chartered Private Bank) is also an authorised financial services provider (license number 45747) in
terms of the South African Financial Advisory and Intermediary Services Act, 2002. The Materials have not been prepared
in accordance with UK legal requirements designed to promote the independence of investment research, and that it is not
subject to any prohibition on dealing ahead of the dissemination of investment research. Vietnam: This document is being
distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by
State Bank of Vietnam (SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) Limited for any
queries regarding any content of this document. Zambia: This document is distributed by Standard Chartered Bank Zambia
Plc, a company incorporated in Zambia and registered as a commercial bank and licensed by the Bank of Zambia under
the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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