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In June, I made my first appearance on CNBC to discuss dividend exchange-traded funds

(ETFs). The 10-second version of what I talked about is this: While dividend increase

streaks are nice, being seduced by such streaks could keep income investors away from

some of the best sources of future dividend growth. People, not just investors, love

streaks. Think about it: What is one of the most talked-about sports streaks of all

time? Joe DiMaggio’s 56-game hit streak. DiMaggio accomplished that feat in 1941. More

than seven decades later, baseball fans still talk about it. Likewise, income investors

love dividend increase streaks that have spanned, in some cases, more than four or five

decades. Those are interesting anecdotes and vital drivers of past returns, but that

does not mean sectors heavy on previous dividend raisers will continue to be the best

sources of future dividend growth. Consumer Staples, Health Care and Utilities

traditionally are the go-to dividend sectors, but there is an emerging "new guard" among

U.S. dividend payers. One of those sectors, Financials, is experiencing a dividend

renaissance, while consumer discretionary and technology names are establishing

progressively larger payout footprints.1 Financials used to pay healthy dividends, but

the global credit crisis changed that. Financials, responsible for 29% of S&P 500

dividends near the market peak in 2007, led the most recent decline in S&P 500

dividends, falling from $8.07 in 2008 to just $2.03 in 2009, according to Loomis Sayles.

The sector recovered to $3.93 last year2, and the positive trajectory has continued this

year, with dividend increases from many high-profile banks. 

Past performance is not indicative of future

results As the chart above shows, Technology and Financials have been the U.S. dividend

growth leaders in recent years. Tech and Financials led the S&P 500 in growth of year-

over-year dividends per share (49.5% and 20.2%, respectively) for the second consecutive

quarter, and both sectors have logged greater than 10% growth over nine consecutive

quarters, according to FactSet.3 As the chart below indicates, Financials have a payout

ratio below the 10-year monthly median. In the case of Technology, such a premium exists
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simply because dividends are a relatively new concept in this sector and are coming off

a low starting point. 

Chart data as of Q1 2013. Past performance is not indicative of future results. *Dividend Payout Ratio: The

percentage of earnings paid to shareholders in dividends. Calculated as yearly dividends per share over earnings

per share. Boding well for future dividend growth from the Tech sector are the following

catalysts: A still-low payout ratio compared to other "dividend" sectors, strong return

on equity and assets among large-cap tech stocks and the fact that Tech, as a sector, is

still home to the fewest amount of dividend payers.4 Bolstering the case for financial

services and technology names as dividend payers is valuation. As in, dividend yield is

more expensive than dividend growth. As of August 5, a mere 91 S&P 500 constituents had

dividend yields of 3% or more, a level that is comfortably above the yield on 10-year

U.S. Treasuries. Of that group, only seven technology companies and just two non-REIT

financials were found. On the other hand, richly valued utilities occupied 25 spots in

that group.5 Rarely has the valuation chasm between high yielders and dividend growers

been as wide as it is today.6 That is a sign that investors are paying up for yield, but

it could also mark an opportunity for investors willing to emphasize dividend growth by

way of return on assets and equity over high yields. 1Source: Richard Skaggs, "A

Continuing Case For Dividends," Loomis Sayles, April 2013. 2Source: Richard Skaggs, "A

Continuing Case For Dividends," Loomis Sayles, April 2013. 3Source: Factset Dividend

Quarterly June 17, 2013 www.factset.com/websitefiles/PDFs/dividend/dividend_6.17.13.

4Source: Factset Dividend Quarterly June 17, 2013

www.factset.com/websitefiles/PDFs/dividend/dividend_6.17.13. 5Source: Factset Dividend

Quarterly June 17, 2013 www.factset.com/websitefiles/PDFs/dividend/dividend_6.17.13.

6Source: WisdomTree, June 17, 2013, "Dividend Growers Cheaper Than Dividend Yields?"

Important Risks Related to this Article

The information provided to you herein represents the opinions of Todd Shriber, ETF

Professor of Benzinga.com, and is not intended to be considered 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. Todd Shriber and

Benzinga.com are not affiliated with WisdomTree or ALPS Distributors, Inc. and are not

offered compensation for any written material. 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. Diversification does not eliminate the

risk of experiencing investment loss. You cannot invest directly in an index.

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
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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

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.

Dividends per Share : The sum of declared dividends for every ordinary share issued.

Dividend per share (DPS) is the total dividends paid out over an entire year (including

interim dividends but not including special dividends) divided by the number of

outstanding ordinary shares issued.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by

the firm’s total assets. Higher numbers indicate greater profits relative to the level

of assets utilized to generate them.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Real estate investment trust (REIT)      : Investment structure containing a basket of

different exposures to real estate, be it directly in properties or in mortgages.

Returns predominantly relate to changes in property values and income from rental

payments.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)


	PREPARING FOR THE FUTURE OF DIVIDEND GROWTH

