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Ten years ago, the idea that | would be writing a research article about how technology stocks should be
considered as part of an income-oriented investment strategy seemed rather implausible.

When WisdomTree’s dividend-weighted Indexes launched in 2006, technology stocks, despite being the
second largest sector in the S&P 500 Index by market cap at the time, at around 15% weight, represented
only a small subset of dividends paid in the U.S.

Utilities, which made up the third smallest sector by weight in a market cap index, at around only 3%,
contributed a greater amount of total dividends among large-cap companies than tech companies did.1
But the Information Technology sector has changed. The fastest growth in total dividends being paid from
any sector in the last 10 years came from the technology sector, and now the single largest sector in the
WisdomTree LargeCap Dividend Index—which allocates weight according to total dividends indicated to
be paid—is the tech sector.

Companies like Apple, Microsoft, Cisco, Intel and IBM are among the 20 largest dividend payers in the
u.Ss.2

With Growing Dividends Come Growing Dividend Yields

Technology companies have also been known for conducting stock buybacks. In finance theory, if a
company has 100 shares outstanding and conducts a 3% stock buyback, so that it reduces its shares
outstanding to 97, the future earnings per share and dividends per share of the company increase, without
any changes in the ultimate earnings or dividends the firm is paying in aggregate. The important number
is the net buybacks that account for share count issuance—let’'s say from stock options.

Dividends Plus Buybacks: The Edge Increasingly Goes to Technology

If we look back 20 years, in the mid- to late 1990s, there was no question which sector was a preferred
income strategy: Tech companies paid few dividends and conducted minimal amounts of net stock
buybacks. Utilities in 1995 had a more than 5% total shareholder yield edge over technology companies.
What is interesting is how the Utilities sector’s total shareholder yield over last 20 years has displayed a few
distinct trends where companies were issuing shares to fund their growth/dividends from the late 1990s
to 2003, and there was actually a negative net total shareholder yield given a lot of share issuance.

Tech companies, on the other hand, have largely been growing both their dividends and their buybacks,
so we have seen a generally rising total shareholder yield distribution.

Shareholder Yield: Dividend Yield Plus Net Buyback Ratio
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Sources: WisdomTree, MSCI, 9/30/95-9/30/16. Sectors above are for the MSCI USA Index. Past performance is not indicative of future results.
You cannat invest directly in an index.

Total Shareholder Yields Rose Together, Then Diverged

From 2004 to 2009, the total shareholder yields of the Utilities sector and tech companies were generally
rising together, and they both peaked in total shareholder yields close to 8% during the financial crisis with
prices declining.

But in the last three years there has been an interesting divergence: Utilities have seen their total
shareholder yields decline and approach 2%, given a negative net buyback yield (meaning these Utilities

are issuing shares), while technology companies have seen more robust growth in total distributions.
Net Buyback Ratio

https://www.wisdomtree.com/us/insights/blog/tech-vs-utilities-which-is-a-better-income-strategy
WISDOMTREE



WISDOMTREE BLOG

B.00%

6.00%

4.00%

3.07%
2.00%

")
0.00%

Met Buyback Ratio

-1.29%
-2.00%

-4.00% y
——Information Technology

-6.00% —Utilities

-B.00%

Sepas
Mar-96
Sep96
Mar-97
Sepa7
Mar-98
Sepas
Mar-99
Sep09
Mar-00
Sep00
Mar-01
Sep01
Mar-02
Sep02
Mar-03
Sep03
Mar-04
Sep04d
Mar-05
Sep05
Mar-06
Sep06
Sep07
Mar-08
Sep08
Mar-09
Sep09
Mar-10
Sep-10
Mar-11
Sep-11
Mar-12
Sep-12
Mar-13
Sep-13
Mar-14
Sep-14
Mar-15
Sep-15
Mar-16
Sep-16

Mar-07

Sources: WisdomTree, M3CI, 9/30/95-9/30/16. Sectors above are for the MSCIUSA Index. Past pedformance is not indicative of future results.
You cannot invest directly in an index.

While Utilities have been in favor given their dividend levels and people have traditionally looked to Utilities
for income, the tech sector has been growing both its dividends and its net buybacks.

In a previous blog post, we discussed why we thought the WisdomTree U.S. Quality Dividend Growth Index
was a preferred strategy from a valuation perspective over a high-dividend index that is concentrated in
Utilities, such as the Dow Jones U.S. Select Dividend Index.

While technology stocks are not known for their income attributes, the trends are clearly illustrating that
they are growing both dividends and buybacks, and Utilities, while being one of the higher-dividend sectors,
are doing share issuance that is diluting some of these dividends, making future dividend growth harder to
come by. The WisdomTree U.S. Quality Dividend Growth Index has a top exposure in technology stocks,
and the trends discussed here help explain why we see this as a preferred income- oriented strategy.

1Sources: WisdomTree, Bloomberg, as of 5/31/06.

2For current holdings of the WisdomTree LargeCap Dividend Index, click here.
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Important Risks Related to this Article

Dividends are not guaranteed, and 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.
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