
MICROSOFT: EXAMPLE OF TECHNOLOGYMICROSOFT: EXAMPLE OF TECHNOLOGY
SECTOR’S DIVIDEND GROWTHSECTOR’S DIVIDEND GROWTH
LEADERSHIPLEADERSHIP
Jeremy Schwartz — Global Chief Investment Officer

10/08/2013

In today’s environment, one particular area of focus has been dividend-paying equities,

made attractive not only because of the current income but also because of the potential

for future growth of that income. Given concern about interest rates rising, there has

been an even greater focus on companies that have potential to deliver dividend growth

over companies with just the highest dividend yields. Technology Sector LeadingTechnology Sector Leading

Dividend GrowthDividend Growth There have been large changes in the composition of dividends and

dividend growth in the United States over the last five to six years. Back in 2007, the

technology sector comprised only 5.6% of the WisdomTree Dividend Stream®, but today

(September 24, 2013) it comprises 14.2%. It is by far the leading sector in terms of

growth over this period. Microsoft is the latest technology firm to announce a large

increase—a quarterly dividend increase of 22% and a $40 billion share repurchases

program. Amy Hood, chief financial officer of Microsoft, said, “These actions reflect a

continued commitment to returning cash to our shareholders.”1 The following are a few

other large tech firms that have announced dividend increases in 2013:2 • AppleApple—15%

increase • IBMIBM—11.8% increase • CiscoCisco—21.4% increase • QualcommQualcomm—40% increase • TexasTexas

InstrumentsInstruments—33% increase Backward-Looking Strategies May Not Be InclusiveBackward-Looking Strategies May Not Be Inclusive These

examples highlight an important facet of dividend investing: companies with a long

history of dividend growth may not be the key drivers of tomorrow’s dividend growth.

Historically, for example, technology companies have been associated with reinvesting

the bulk of their profits into their businesses to finance future growth, but more

recently, some have favored share buybacks, dividend initiation or dividend increases.

Since this trend in technology stocks is fairly recent (Cisco just began paying in 2011,

for instance, and Apple in 2012), backward-looking dividend growth screens with five-,

ten- or twenty-year periods may not fully capture these dividend initiations or

increases. Microsoft will have nearly ten consecutive years of dividend increases in

2014, marking the first time it can be included in indexes that screen for companies

that have ten consecutive years of dividend growth. Can You Capture Broad DividendCan You Capture Broad Dividend

Growth with Low Technology Exposure?Growth with Low Technology Exposure? The WisdomTree U.S. Dividend Growth Index is

designed to screen firms based on certain fundamental metrics that I believe are

associated with a greater potential for future dividend growth. In essence, the

methodology strives to identify a basket of companies that can deliver above-average

dividend growth, rather than just selecting the dividend growers of yesterday. As a

result of the methodology, the WisdomTree U.S. Dividend Growth Index currently has an

over-weight allocation toward the technology sector, compared to its benchmark index

(NASDAQ US Dividend Achievers Select Index). The current technology exposure as of

September 24, 2013, is below: • WisdomTree U.S. Dividend Growth Index (WTDGI)—20.5% •

NASDAQ US Dividend Achievers Select Index (DVG)—5.9% Forward-Looking Dividend GrowthForward-Looking Dividend Growth

Has Led RecentlyHas Led Recently To compare how the different selection methodologies translate to

dividend growth in underlying components, I examined the median dividend growth of the

underlying components of the WTDGI and the DVG indexes. • In the recent one-year period,

there was an almost 8-percentage–point difference in the median dividend growth rates,
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with the WTDGI index leading the way. Over three and five years, the difference was 2.4%

and 3.7% higher, respectively.

 DiversifiedDiversified

Exposure to Dividend GrowthExposure to Dividend Growth Although the technology sector is currently an over-

weight, compared to the benchmark, the WisdomTree U.S. Dividend Growth Index is designed

to provide a diversified exposure across all sectors. The Index rebalances annually in

December, based on a defined set of fundamental metrics, and will tend to over-weight

companies and, as a result, their sectors, which the Index methodology identifies as

having the best potential for dividend growth. I believe this methodology provides a

dynamic selection criteria designed to capture the current shifting trend in the U.S.

dividend market. To represent the dividend market and capture its growth, we believe one

must include these new up-and-coming dividend payers quickly within a dividend index

methodology. The recent growth rates in dividends discussed above illustrate why this

methodology difference in dividend indexes can have important implications.   For

current holdings of the WisdomTree U.S. Dividend Growth Index, please click here.

1“Microsoft announces quarterly dividend increase and share repurchase program,”

September 17, 2013. http://www.microsoft.com/investor 2Source: WisdomTree, Bloomberg.

Important Risks Related to this ArticleImportant Risks Related to this Article

You cannot invest directly in an index. 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. Investments focusing on certain sectors and/or

smaller companies increase their vulnerability to any single economic or regulatory

development. This may result in greater share price volatility.

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 INFORMATIONIMPORTANT INFORMATION

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

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

read and consider carefully before investing.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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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.

WisdomTree WisdomTree BLOG ARTICLEBLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONSDEFINITIONS

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

each year relative to its share price.

Dividend StreamDividend Stream  : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

NASDAQ US Dividend Achievers Select IndexNASDAQ 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.

MedianMedian  : The median is the value within a dataset at which 50% of all observations occur

above and 50% occur below.

Dividend growth rateDividend growth rate  : Annualized growth in net dividends per share.
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