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In multiple blogs and commentaries we have emphasized what we believe to be a seismic

shift in the composition of the dividend-paying landscape in the United States:

Information Technology. In March of 2000, the peak of the so-called “tech bubble,” many

IT firms were lucky to exhibit positive earnings, much less pay dividends. Since that

time, there has been a widespread assumption that tech firms don’t pay dividends for two

reasons: • Tech firms have been “growth” companies, and growth companies re-invest their

profits back into the firm to fund future growth opportunities. Growth companies are

often associated with paying fewer dividends. • Tech firms utilize a lot of stock

option-based compensation for senior executives. For option holders, share buybacks are

preferable to dividend payments. There is still truth to both of these arguments, yet

information technology firms have paid almost $43 billion over the 12 months ending

March 31, 2013, the third-highest amount of any sector in the United States.1 And they

have been the most notable leader of dividend growth over the last five years.2

Unmistakable Dividend Growth   At the November 30, 2007, WisdomTree Dividend Index

screening, the Information Technology sector accounted for slightly over 5.5% of all

indicated cash dividends in the United States. As of November 30, 2012, merely five

years later, the sector had almost tripled its aggregate contribution within this index.

This indicates to us that the sector has not only grown significantly on its own, but

it’s also outpacing the growth of all the other sectors. There are currently three

widely followed indexes of U.S. dividend-paying equities that, each in its unique way,

screen for dividend growth. At the core, each looks at the history of dividend payments

across U.S. dividend-paying companies and determines whether that history is long enough

to warrant inclusion. At the short end of the spectrum, five years of dividend payments

are required, whereas at the longer end, 20 years of consecutive increases are required.

We believe these backward-looking approaches to dividend growth are quite similar in

that they contain construction methodologies that ostensibly are attractive but that

ultimately inhibit their ability to react quickly to changing conditions.  

Information Technology Sector Weight in Various Dividend-Focused Indexes (as of

3/31/2013)

   Information
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Technology has been the unmistakable dividend growth leader since November 30, 2007.

While we can’t predict the future with certainty, we do believe that tech firms will

continue to generate large amounts of cash, and recent announcements from some of the

largest among them signal a commitment to return some of that bounty to shareholders in

the form of both dividends and share buybacks. However: • Setting a Baseline for  

Analysis: As of March 31, 2013, the S&P 500 Index (which does not focus on dividend

payers or dividend growth in any way) had a baseline exposure to the Information

Technology sector of about 18%. This allows us to set somewhat of a baseline exposure of

the market capitalization-weighted picture of U.S. equities, with the thought being

that, if the sector is believed to be an important dividend growth driver in the future,

it may make sense to be over-weight compared to this benchmark. • Tech’s Lack of 

History: The problem with Information Technology firms is one of “history,” or lack

thereof. These firms have largely not been paying dividends for five years, much less

increasing them for 10 or 20. The respective weights of the sector in the NASDAQ US

Dividend Achievers Select Index (which requires 10 years of consecutive dividend

increases), S&P High Yield Dividend Aristocrats Index (20 years of consecutive dividend

increases) and Dow Jones U.S. Select Dividend Index (five years of non-negative dividend

growth) illustrate this issue. We believe a drawback of these indexes is their failure

to emphasize dividend growth potential in their methodologies, which is actually lost in

the requirement to have so much history. • T h e   WisdomTree U.S. Dividend Growth  

Index: When people look at equity markets, we believe they look at past performance but

are also thinking about future potential. We believe there are better options than

solely extrapolating from the past. As a result, we’ve created our WisdomTree U.S.

Dividend Growth Index (methodology detailed in prior blogs). In essence, the methodology

is geared toward identifying a basket of companies we think will be above-average

dividend growers tomorrow, rather than just selecting the dividend growers of yesterday.

NASDAQ US Dividend Achievers Select Index      This index focuses on firms able to

generate 10 consecutive years of dividend increases, and since it doesn’t focus on any

yield-based selection beyond that (weighting is essentially by market capitalization),

we have set it as the market capitalization-weighted benchmark by which the performance

of the WisdomTree U.S. Dividend Growth Index (WTDGI) is measured. What we see from the

initial picture of sector exposures, based on the screening for initial constituents for

WTDGI is this:  

Sector Exposures of WisdomTree U.S. Dividend Growth Index minus NASDAQ U.S.

Dividend Achievers Select Index

 The standout is clearly the almost

14% over-weight to Information Technology. Companies such as Apple, indicated to be the

largest payer of indicated cash dividends in the world as of April 23, 2013,3 are

immediately eligible for inclusion in the WisdomTree Index. It will take until 2023 to
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determine whether Apple increased its cash dividends year over year for 10 consecutive

years. Conclusion No index methodology can know ahead of time from where future

dividend growth will come. However, we would argue that there are benefits to being

flexible and able to steer toward potential dividend growth as opposed to being

constrained to waiting long periods before being able to react. We believe that, as

index development advances, historical dividend growth screens will cease to be the only

option for indexes focused on potential dividend growth in the future.     View Jeremy

Schwartz discuss dividends (Video) Read our Dividend Growth series here.     1Sources:

WisdomTree, Standard & Poor’s for universe of the WisdomTree Earnings Index, as of

3/31/2013. 2Sources: WisdomTree, Bloomberg for universe of WisdomTree Dividend Index,

measured from the 11/30/2007 screening date to the 11/30/2012 screening date. 3Source:

Apple Press Info, “Apple More than Doubles Capital Return Program,” April 23, 2013.

Important Risks Related to this Article

Dividends are not guaranteed and a company’s future abilities 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.

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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

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

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Share buybacks   : Firms using cash to purchase their own outstanding shares; may

positively impact the share price.

WisdomTree Dividend Index    : Measures the performance of dividend-paying companies

incorporated in the United States that pay regular cash dividends and meet WisdomTree’s

eligibility requirements. Weighted by indicated cash dividends.

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.

NASDAQ US Dividend Achievers Select Index       : Designed to track the performance of

dividend-paying companies in the U.S. that have increased their annual dividend payments

for the last 10 or more consecutive years.

S&P High Yield Dividend Aristocrats Index       : Designed to track the performance of

dividend-paying companies in the U.S. that have increased their annual dividend payments

for the last 20 or more consecutive years.

Dow Jones U.S. Select Dividend Index : The index is a modified market capitalization

approach and weights by dividend yield. Stocks are selected for fundamental strength

relative to their peers, subject to various screens such as dividend quality and

liquidity.

WisdomTree U.S. Dividend Growth Index      : A fundamentally weighted index designed to

track the performance of dividend-paying companies in the U.S. that WisdomTree believes

have the potential to increase their dividends due to certain factors, which include

estimated earnings growth, return on equity and return on assets. Weighting is by

indicated cash dividends.

Market capitalization-weighting   : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches

designed to weight firms by market cap.

WisdomTree Earnings Index : Fundamentally-weighted index that measures the performance

of earnings-generating companies within the broad U.S. stock market.
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