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As we enter deeper into first-quarter earnings season, we will likely soon find out

whether aggregate earnings growth on the S&P 500 Index is heading for its first back-to-

back quarterly contraction since September 2012. What makes the earnings slowdown more

of a paradox is that dividend growth on the S&P continues to advance at a double-digit

pace.1 Markets discount a tremendous amount of information, but ultimately, stock markets

trade at a multiple of these two essential sources of income. So what are we to conclude

when corporate earnings head south yet aggregate dividends continue to head north? The

bull case is that, should a profit contraction occur, it’s unlikely to be more than a

two-quarter affair. This view, which I subscribe to, argues that the frigid weather that

sent snowbound consumers into hibernation this winter will soon thaw. The velocity of

the foreign exchange hit to U.S. multinationals will moderate, and managements will

adjust to a stronger dollar. And while energy companies may have to adapt to oil prices

being lower for longer than many expected, this is merely a transfer of wealth from

multinational corporations and the Organization of Petroleum Exporting Countries (OPEC)

to the American consumer and other sectors of the U.S. economy, where higher savings

rates and lower energy costs will become potential drivers of future gross domestic

product (GDP) growth. The spring season we have entered is an important one, not just

for the direction of corporate profits but for the direction of aggregate corporate

dividend growth. Some of the largest dividend-paying companies in the country, including

Apple, Exxon, Chevron, Johnson & Johnson and Wells Fargo, typically declare and raise

their annual dividend payments by the end of the June quarter2. On balance, I believe

they will continue to this year, even if some of them have to borrow to do so. Earnings

growth, like GDP growth, can be choppy. And although dividend growth should not be

viewed as a leading indicator, it at least reflects executive judgments about the cash-

generating capacity of these enterprises beyond the next few quarters. What executives

say via their dividend policies gives us a window into what they foresee for the rest of

the year. On the other hand, come July 1, if it becomes evident that aggregate dividend

growth in the U.S. has fallen below the long-term average of 5.5%, that would, I

believe, be reason enough to become more cautious about the direction of U.S. stocks.  

      1Source: “Another Quarter, Another Record,” Barron’s, 3/30/15. 2As of 3/30/15, the

WisdomTree Dividend Index held 3.02% of Apple; 2,75% of Exxon; 2.01% of Chevron; 1.81%

of Johnson & Johnson and 1.76% of Wells Fargo.

Important Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be

limited. A company currently paying dividends may cease paying dividends at any time.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.
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For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Dividend growth : The growth in trailing 12-month dividends for the specified universe.

Aggregate dividends   : Weighting constituents according to the proportion of cash

dividends that they generate compared to the sum total of cash dividends for all

constituents within the index.

Bullish : a position that benefits when asset prices rise.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.
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