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Data is for the full U.S. common market; S&P 500 and S&P 1500 are after that

Worst year on record for dividends (from 1955) 

Fewest increases: 
1,191 increases is a drop of 36.4% from the 1,874 of 2008, and a 52.6% decline from the 2,513 of 2007

Most decreases:
804 decreases is a 631% gain over the 110 decreases of 2007

Domestic dividend cuts cost investors $58 billion in 2009, which will reduce future payments for year

It will take to 2012-2013 to just get back to 2007-2008 

Data supports our belief that we have turned the corner on dividends

Q4 shows stabilization of increases, fewer decreases

Expect slow recovery, as companies make sure that their products and their business lines are recovering

Estimate 2010 domestic common dividend payments to be up 5%, with the second half better than the first

If however the economy slows, more government stimulus is needed (different than supports for housing or accelerated depreciation legislation), or unemployment tests the 10.8% Dec,’82 high, dividends will falter, with another round of dividend cuts.  But under that scenario, dividends might be the least of our problems.

[image: image1.emf]    S&P:    2009 Worst Year Ever For Dividends;   Expects 2010 to Show Steady Improvement     Positive Signs in Q4 ’09 Point to Better Year for Dividends     New York,  January 7, 2010   -   Standard & Poor’s, the world’s leading index provider,   announc ed today  that  of th e approximately 7,000 publicly owned companies that report dividend information to  Standard &  Poor’s , 74   decreased  their dividend  payment during the fourth quarter of 2009  –  marking a significant  improvement from the record 288 that lowered their dividend  payments during the fourth quarter of 2008.   Dividend increases remained steady during the quarter with 484 issues increasing their payment compared  to 475 issues that did so during the fourth quarter of 2008.      “The fourth quarter was in no way a good per iod for dividends, but compared to recent history it marks a  significant improvement, and when added to the stabilization in increases, supports our belief that the  worst is over for dividends,”   says Howard Silverblatt, Senior Index Analyst at S&P Indices.  “Standard &  Poor’s  believes that the dividend recovery will be slow, and that it will take until 2012 to 2013 to return to  where we were in 2007 and 2008.”     According to Silverblatt, dividend cuts in U.S. traded common stock cost investors over $58 billio n in  income in 2009. Increases for 2009  reached 1191, representing a 36 .4% drop from the 1874 that increased  in 2008, and a 52.6% decline from the 2513 that increased in 2007.  The year posted the fewest increases  and the most decreases  since Standard & Po or’s started to collect the data in 1955.      ‘Worse than the lack of increases in 2009 was the devastating dividend cuts,” adds Silverblatt. “For the  year, 80 4  issues cut their dividends payments which equated to an increase of 6 31% over the 110  issues  that  cut their payments in 2007. Additionally, the cuts were extremely deep, costing investors $58 billion  in income in 2009 making it the worst year ever for dividends.”     To download Standard & Poor’s  Dividend Record , please visit  the following web address:  www.marketattributes.standardandpoors.com  and click on “Dividends ”.     For more information about S&P Indices, please visit  www.standarda ndpoors.com/indices .    


S&P 500 Dividend Data:
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S&P 500 Data:
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Consumer Discretionary

6.44%

7.10%

2.29%

1.44%

57
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Consumer Staples

13.26%
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3.07%

2.96%
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Energy
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2.21%

2.05%
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9.04%

4.44%

1.22%

71
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2.03%
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22

Industrials

13.86%
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0.89%
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8.99%

5.57%

5.53%

7

6
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4.51%

4.26%

31

33

S&P 500

100.00%

100.00%

2.97%

1.95%

372

363
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0

37

3

Health Care

13

12
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0

6
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0

1
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0
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3

2

1

0

0
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0

2

0
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6
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$ CHANGE-MIL

ACTIONS**

CHANGE

POSITIVE 

NEGATIVE 

INCREASES

INITIALS

DECREASES

SUSPENSIONS

2007

$37,175

$25,455

$31,315

-$5,860

$29,374

$1,941

-$5,243

-$617

2008

$59,712

-$21,506

$19,103

-$40,609

$18,160

$943

-$31,867

-$8,742

2009

$58,790

-$37,302

$10,744

-$48,046

$8,973

$1,771

-$46,845

-$1,201

2010

$0

$0

$0

$0

$0

$0

$0

$0

Total

$155,677

-$33,353

$61,162

-$94,515

$56,507

$4,655

-$83,954

-$10,561

    *Breadth: (increases + initials) / (decreases + suspensions)

  **Absolute changes


S&P 500 2010: A 5.6% Pay Raise, But Still 16.6% Less than 2008

                        The current stats all point to fewer and less severe decreases, partially because all the big companies have already cut (Bank of America cut $12.1 billion in dividends, Citigroup $11.5B, General Electric $8.9 billion, JP Morgan and Wells Fargo $4.9 billion each, Pfizer $4.3 billion).  The current top payers (over $5 billion) are AT&T ($9.9 billion rate), Exxon ($8.0 billion), Pfizer ($5.8 billion), Chevron ($5.5 billion), Johnson & Johnson ($5.4 billion), Verizon ($5.4 billion) and Procter & Gamble ($5.1 billion) are slightly (but not enough) more diversified than the previous top payers, where Financials dominated and made up over 30% of the dividend income (they now account for 9%).  More to the point, the top seven payers (which account for 22.8% of the dividends) are all expected to earn more than they pay out in 2010, with the aggregate Operating Earnings coverage 2.38 times that of their current dividend, with a more relaxed yield of 3.94%.  Balance sheets are in much better condition (Q3 set another record high for cash levels, but Q4 is expected to decrease), and debt levels (on aggregate) are manageable with 2010 not facing large maturities.  Earnings are expected to increase with higher margins (due mostly to cost cutting), assisting what could be a slower sales and jobs recovery rate.  Not to say that everything is good, even if the economy cooperates.  Within the S&P 500, 28 issues (representing 2.8% of the current dividend payments) are not expected (on an operating basis) to earn as much in 2010 as their current dividend rate, with 13 of those 28 not expected to make enough in 2011 as they are paying (thought everything was suppose to be great by 2011, or was that 2012?).  For these issues the question has to be asked, how long can they continue to put their hand in their pocket to pay holders (and I’m a dividend person).  

                        However, with all that, the overall view for 2010 dividends is positive.  While we expect decreases, we believe that improving economic conditions (which includes both the perception of unemployment and the actual numbers, with last Friday at best being a beginning and at worst a fluke) will foster companies to increase their payouts.  We expect rate increases to average in the low single digits, as companies measure their forward commitment (cash flow), with the second half of the year much better than the first half, since companies will need time to reassure themselves of their product and financial position.  The majority of damage for 2009 was done in the first quarter, when $42 billion of the $48 billion of cuts occurred.  This will make some comparisons appear better for Q1,’10, but after the earnings ride, we should be able to recognize and get around that; February is traditionally the busiest month for increases (fiscal is over, the annual/10K is going out, and shareholder meetings are coming).  The initial 2010 S&P 500 dividend estimate is set at $23.67, a 5.6% gain over the $22.31 2009 estimate, but 16.6% less the $28.39 paid in 2008.  Our optimistic outlook, contingent on not testing the November / December 1982 record 10.8% high unemployment level and a modest increase in consumer and corporate expenditures (an accelerated depreciation bill would help), is $24.30, or 8.4%.  On the pessimistic side, more unemployment, stimulus type spending, and government programs to assist corporations would reduce our base estimate to $17.91, but under that scenario, dividends might be the least of our problems.

Beyond The Yield, Tax Preferences, and Growth - A Reason To Believe

                        While yields appear low (1.69% for the index, 2.32% for the 363 paying issues) compared to historical averages (3.80% from 1935), the relative comparisons are not.  Five-year Treasuries yield 2.68%, 10-year is 3.84% and 30-year is 4.63%, with mortgage rates low (only charge cards appear to on the historically high side).  Currently, it appears (and predicting politics makes predicting the market look easy) that the dividend tax advantage will be permitted to expire at the end of 2010 (inheritance that goes to zero next year is still being ‘discussed’). While several plans have been discussed, the general belief is that tax rates (which may be called surcharges, accelerated phase-out, special purpose, etc) in general will increase, with dividends losing their 15% maximum rate, but potentially getting some preferential treatment.  The current use of fixed income instruments for fixed income retirees is also being tested now. Given the prevailing belief that rates will rise, which will cause bond prices to decline, their attractiveness is limited.  Even if a retiree is able (longevity and liquidity) to hold the issue until maturity, the income (that was set prior to the increased rates) will be less than the prevailing ones.  The trade-off between the two is that dividends are at the discretion of the company, while bond interest is a requirement, with stringent penalties for anything less than the timely payment of interest and principal. 

                        Still, given the risk-reward trade off, dividends offer the lure of current income, and hopefully longer-term appreciation, or at this point in the recovery cycle, the ability to participate in the equity markets (although we still have concerns over the 64.8% post March 9th gain without a significant pullback).  Over the past two years major institutions have cut their dividends to insure liquidity.  Most companies have become cautious of capital commitment for dividends since once started or increased there can be a significant market penalty for their reduction. For short-term investors dividends get in the way, which is why dividends remain for long-term investors whose time line spans years and decades.  Over time dividend stocks do better, and from 1926 they account for 40% of the total return.  They have a lower Beta with the dividend, to some extent, acting like an anchor, reducing the gains in good times (during the late 1990s you only wanted to be in large-cap Tech), but also reducing the damage in bad times (when the 2000-2 bear market came, you couldn’t run away from those high-caps Techs fast enough).  

                        The basics for picking a dividend issue are just that, basics.  Since dividends are long-term you need to pick an issue that you feel comfortable with for the long term.  One that is currently generating sufficient cash flow from current operations to cover the business operations, dividends and have enough left over for growth.  S&P has a monthly posting on its web site of screened issues it calls a starting place.  It is in no way a buy list, but a screen of issues in the S&P 1500 that have increased their dividends for at least the last 10 years (willingness to pay), and have earned enough (and are at this point expected to continue to earn them based on estimates) to comfortably cover their payments.  The file is a starting place, and is attached below (S&P 1500 universe).  

                        The damage done to dividends over the past two years will take years to recover.  Given the long-term dividend growth rate of 5.56%, even above par increases will take years to make back what has been lost. It is important for dividend investors to realize that, and to evaluate their current and potential holdings in that light.  Everything has risk, and there are no guarantees.  Investors need to know not only what they are investing in, but also what their specific situation is - liquidity, longevity, risk tolerance.  We all want higher rewards, but the risk, with its financial implications for wealth and day-to-day living, needs to be measured and understood.       

S&P 1500 Dividend Starting Place list on the web is monthly item.  It is not a buy list, but a screening of issues. 
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Dividend starting file, data as of the close of January 6, 2010

The list below consists of S&P 1,500 issues that have paid increasing annual cash dividends for the past ten years, and have an actual 2008, and 

estimated 2009 and 2010 dividend coverage ratio of at least 2 (based on street estimates divided by the current 12 month indicated dividend rate).

***** The is list not a buy list, but a starting point for dividend investors, based on screened historical data.  

        While these issues have a strong dividend history, the current economic climate has drastically changed things; investors need to be cautious. 

INDEX TICKER COMPANY YIELD SECTOR BUSINESS

S&P500 MMM 3M Co 2.44% Industrials Scotch tapes: coated abrasives

S&P500 ABT Abbott Laboratories 2.95% Health Care Diversified health care prod

S&P500 AFL AFLAC Inc 2.27% Financials Insurance & broadcasting

MIDCAP ALB Albemarle Corp 1.31% Materials Mfg ind'l chemicals

MIDCAP ATR AptarGroup Inc 1.63% Materials Mfr pkg compon'ts:pumps,valves

S&P500 AVP Avon Products 2.63% Consumer Staples Cosmetics,jewelry,gift prod

SCI600 BMI Badger Meter 1.15% Industrials Fluid meters/accessories

SCI600 OZRK Bank of the Ozarks 1.81% Financials General banking, Arkansas

MIDCAP BEC Beckman Coulter 1.06% Health Care Mfr med'l lab analysis equip

MIDCAP BRO Brown & Brown 1.75% Financials General insurance agency

SCI600 CRR Carbo Ceramics 1.02% Energy Mfr ceramic proppants

MIDCAP CHD Church & Dwight 0.92% Consumer Staples Arm&Hammer,sodium bicarb

SCI600 CLC CLARCOR Inc 1.18% Industrials Mfr filtration/consumer prod

S&P500 CL Colgate-Palmolive 2.11% Consumer Staples Household & personal care

MIDCAP EGN Energen Corp 1.03% Utilities Gas serv in central Alabama

S&P500 EOG EOG Resources 0.58% Energy Oil & gas explor,dev,prod'n

S&P500 EXPD Expeditors Intl,Wash 1.10% Industrials Int'l air freight forward'g

S&P500 XOM Exxon Mobil 2.40% Energy World's leading oil co

S&P500 FPL FPL Group 3.55% Utilities Hldg co:Fla Pwr & Lt

S&P500 GD Genl Dynamics 2.20% Industrials Armored/space launch vehicles

S&P500 GWW Grainger (W.W.) 1.88% Industrials Natl dstr indus/comm'l prod

MIDCAP HSC Harsco Corp 2.46% Industrials Industrial service,engin prd

S&P500 IBM Intl Bus. Machines 1.69% Information Technology Lgst mfr business machines

S&P500 JNJ Johnson & Johnson 3.04% Health Care Health care products

S&P500 LOW Lowe's Cos 1.57% Consumer Discretionary Dstr bldg mtls: consum'r gds

S&P500 MKC McCormick & Co 2.86% Consumer Staples Spices, flavoring, tea, mixes

S&P500 MHP McGraw-Hill Companies 2.70% Consumer Discretionary Books:educ/info svs:publ:TV

MIDCAP MDU MDU Resources Group 2.67% Utilities Gas & elec utility:coal,o&g

S&P500 MUR Murphy Oil 1.73% Energy International integrated oil

MIDCAP OMI Owens & Minor 2.18% Health Care Hospital supply:drug distr

S&P500 PX Praxair Inc 1.98% Materials Ind'l gases/spcl coatings

SCI600 PRSP Prosperity Bancshares 1.57% Financials General banking, Texas

SCI600 RLI RLI Corp 2.15% Financials Property/contact lens insur

S&P500 ROP Roper Indus 0.73% Industrials Mfr fluid handl'g/ctrl prd

MIDCAP SEIC SEI Investments 1.01% Financials Diversified investment service

S&P500 SHW Sherwin-Williams 2.39% Consumer Discretionary Large paint & varnish mfr

S&P500 SIAL Sigma-Aldrich 1.15% Materials Specialty chem prod

SCI600 AOS Smith (A.O.) 1.77% Industrials Mfr elec mtrs/heat'g&fluid sys

MIDCAP SFG StanCorp Financial Group 1.96% Financials Life & disability insurance

SCI600 SCL Stepan Co 1.48% Materials Basic/intermediate chemicals

S&P500 SYK Stryker Corp 1.12% Health Care Specialty medical devices

S&P500 TGT Target Corp 1.37% Consumer Discretionary Depart/disc/spec stores

MIDCAP TFX Teleflex Inc 2.45% Health Care Auto,med'l,aerospace,marine pr

S&P500 TJX TJX Companies 1.29% Consumer Discretionary Off-price specialty stores

SCI600 TMP Tompkins Financial 3.49% Financials Comm'l banking,Tompkins Cty,NY

MIDCAP TR Tootsie Roll Indus 1.17% Consumer Staples 'Tootsie' line of candies

SCI600 UMBF UMB Financial 1.93% Financials Commercial bkg,Missouri

S&P500 UTX United Technologies 2.19% Industrials Aerospace,climate ctrl sys

MIDCAP UVV Univl Corp 3.78% Consumer Staples Leaf tobacco/building prod

S&P500 VFC VF Corp 3.22% Consumer Discretionary Apparel mfr:intimate,leisure

SCI600 WST West Pharmaceutical Services 1.66% Health Care Pharmaceutical packaging

S&P500 XTO XTO Energy 1.04% Energy Oil & gas dvlpmt, prod'n
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