markit

4th floor

Ropemaker Place

25 Ropemaker Street
London

EC2Y OLY

United Kingdom

tel +44 20 7260 2000
fax +44 20 7260 2001
www.markit.com

Markit Research
April 5" 2016

UK leads meagre Q2 dividend haul

Global dividend growth is set to continue cooling in the second quarter as the commodities slump

feeds through to firms’ dividend policies.

— Russian dividend woes mean European yoy Q2 dividends payments will be 7.5% lower
— The pace of US large caps dividend growth has halved in the last 12 months with ¢
— UK bucks the trend with FTSE 350 payments made in Q2 forecast to grow by 11%

The global commodities slump and the woes
faced by firms forced to address this new
reality have filtered through to dividend
policies. This means that payments made by
firms in basic resources and oil and gas
sector across world are set to cloud dividend
payment in the second quarter, with firms in
both the US and Europe feeling this trend
according to the Markit's latest dividend
forecast.

In the US, both basic resources and oil firms
are set to trim their aggregate dividend
payments by double digits in percentage
terms, with a 30% and 11% fall in aggregate
Q2 dividends payments respectively.

Q2 2016 aggregate dividends yoy growth % by sector
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The large fall in the basic materials sector is
driven by the Freeport-McMoRan dividend
suspension as the firm was responsible for a
third of the sector’s dividend haul.

The falling dividend total from oil firms is of
great significance given that the sector is the
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fourth largest contributor to the aggregate
dividend haul in the second quatrter.

While the 16 remaining non-commodities
exposed sectors are still set to grow
dividends in the coming quarter, the
aggregate dividend payments made by large
cap US firms in the second quarter, $104.7bn
will mark 5.2% growth on the same period
last year. This marks a halving of the growth
rate seen in Q2 of last year when dividends
grew by 11.7%.

The commodities-driven upheaval is also set
to make a dent in Europe’s second quarter
dividends as payments made across the
region are actually set to fall by 7.5% to
€27bn in the coming quarter.

Q2 2016 expected aggregate dividends (€bn)
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Russian firms are set to be the main
protagonists of the disappointing second
quarter dividend haul as the country’'s
economy struggles to deal with the demise of
its biggest economic driver and the impact on
the ruble. This is of particular importance for
the coming quarter as Russian firms are the
largest source of European dividends in the
second quarter. Russian firms are forecast to
pay around 20% less dividends in euro terms
than at the same time last year.
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The one relative bright spot in second quarter
dividends is the UK where constituents of the
FTSE 350 index are set to pay £17.2bn of
dividends in the second quarter, 11% higher
than in the same period 12 months ago.

While this trend may look encouraging at first
glance it's worth noting that the increase is
largely technical only. Many of the index’s
constituents set dividend payments in US
dollars and at least a third of the increase in
payments is driven by the falling value of the
pound over recent months.

Another large contributor to the increase in
payments has been the fact that Royal Dutch
Shell makes a larger part of the index after its
purchase of BG Group closed in February.
This could be a double-edged blessing
however as over a quarter of all FTSE 350
payments will now be paid by oil and gas
firms which could be forced to reassess their
dividend policies should the oil slump
continue.

FTSE 350 predicted dividend declarations by sector Q2 - GBP billion
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The other commodities reliant sector, basic
resources, will not contribute to the index’s
dividend haul as Vedanta Resources is not
forecasted to pay a dividend in the coming
quarter. The company suspended its dividend
payments in the closing weeks of last year.
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