
Data is for the full U.S. common market; S&P 500 notes are after that; files are at the end

THEN

Q1,'09  dividend release -
Q1 Worst Quarter for Dividends Since 1955

 and
NOW

Q1,'10  dividend release -
Dividends See a Rebirth in First Quarter


What a difference a year makes:

Q1 2010 was a very good quarter for dividends, but it is only a starting point


Q1 2009, which was the worst quarter in history for dividends can be used for reference, but there are few similarities

More increases: 
399 increases are a 41.0% increase over the 283 of Q1.'09, but still a 33.3% decline from the 598 of Q1,'08

Less decreases:
48 decreases are a 86.9% decline over the record holding 367 decreases of Q1,'09, and are 42.2% less than Q1,'08

Similar to market gains, it's not what you make in the good times, but what you hold on to in the bad ones


Based on U.S. domestic common stocks (ASE, NYSE, NGM, NNM, and NSC):

Q1,'10 dividend announcements added $6.4 billion to the forward indicated dividend rate compared to a $43.8 billion reduction last year

Expected dividend coverage ratio (estimated operating EPS divided by the indicated dividend rate) for Q1,'10 vs. Q1,'09 shows a 16% increase in the number of issues covering their dividends, and a 31% decrease in those still paying out more than they are making (putting their hand in their pocket)

Expectations based on a continuation of slow growth and no major increase in unemployment:

The first quarter represents a rebirth of dividends in the U.S. domestic market and speaks to the higher confidence that board of directors are placing in both the economic recovery and their future earnings ability

Estimate 2010 domestic common dividend payments are estimated to be up in the 5%-to-low 5% area, with the second half better than the first

It will take until 2012-2013 to just get back to 2008 dividend levels

Financials may get all the attention, since they reduced the most and any increase will appear larger (%) due to the low base; also claims of the 'recovery'

Surge in dividend increases is expected in late Q3 if companies feel secure enough in their products (which requires the next 2 quarters to show actual growth, not just high margins) to commit to future payments
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ACTIONS**
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  **Absolute changes
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Some Q1 2010 dividend initiations:
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YEAR COMPANY SECTOR RATE %  NEW OLD CURRENT CURRENT

CHANGE  CHANGE RATE RATE PAYING RATE

$ MIL P/SHR P/SHR RANK $ MIL

2007 Exxon Mobil Energy $656 9.4% $1.40 $1.28 2 $7,975

2008 * Exxon Mobil Energy $1,039 14.3% $1.60 $1.40

2009 * Exxon Mobil Energy $395 5.0% $1.68 $1.60

   

2007 Intl Bus. Machines Information Technology $551 33.3% $1.60 $1.20 17 $2,890

2008 Intl Bus. Machines Information Technology $542 25.0% $2.00 $1.60

2009 Intl Bus. Machines Information Technology $268 10.0% $2.20 $2.00

2007 * Johnson & Johnson Health Care $458 10.7% $1.66 $1.50 5 $5,408

2008 * Johnson & Johnson Health Care $503 10.8% $1.84 $1.66

2009 * Johnson & Johnson Health Care $332 6.5% $1.96 $1.84

2007 * Procter & Gamble Consumer Staples $497 12.9% $1.40 $1.24 7 $5,142

2008 * Procter & Gamble Consumer Staples $611 14.3% $1.60 $1.40

2009 * Procter & Gamble Consumer Staples $469 10.0% $1.76 $1.60

   *DividendAristocrat 4 total: $21,415


---------------------

MAJOR ISSUES WITH AN APRIL HISTORY

April will be a critical month for dividends.  Four issues which represent 10.8% of the S&P 500 dividends, and have a history of April increases, are coming up for renewal

(T is the largest payer in the index, at $9.9B or 5.02% dividends; for the last 5 years they have increased in Dec)
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A year ago dividends were dying, now they are being reborn 

The first quarter of last year was the worst period in dividend history.  For S&P 500 issues, Q1 2009 had 46 decreases that cost dividend investors $42 billion annually in lost income. Back then it was one bad announcement after another: GE, BofA, Citi, JP Morgan, Pfizer, and increases, most of which were of small single digits, were a lot fewer.  Today, however, is the rebirth, or at least the start of it.  What I’ve seen over the past three months is a lot less decreases in both numbers and dollars and lot more increases. For the first quarter there were been 78 increases with only two decreases, with the net dividend dollar change being a gain of $5.1 billions, compared to a net decrease last year of $38.7 billion.

So have companies regained their faith, no, not yet.  But those which have been paying a dividend are showing more faith in their own ability to pay, which speaks to the general improvement in the economy, and that faith is translated into more dividend increases, including eight initiations for the first quarter.  And in this environment you really have to believe if you are putting your money down, much less committing to putting it down quarter after quarter.

Currently, I see increases in companies that tend to increase more, but the message is clear – better dividend times are here.  While Q1 payments were down 8% from last year (March was up), I see Q2 as a slight gain, and I expect the third and fourth quarter to post year-over-year gains in payouts, with another run of dividend increases in late Q3 and Q4. Of course I need to add that the increases are based on continued economic improvement, meaning jobs, which by Q3 should give companies a lot more confidence in their products, and therefore, more confidence in their ability to pay.  For the full year, I expect actual payments to be up 5.6%, which will not make up for the 20.8% 2009 decline, but is at least a step in the right direction.  Overall I expect dividend growth to remain slow, in the mid to high single digit range, as companies slowly commit to future payouts.

One of the major questions is when will the Financials come back.  They were 30% of all dividends and they are just 9%.  The answer is not too soon.  I do expect to see some Financial issues increase their dividend rate later in the year, and given that their current rates are so low, the increase will appear large and get significant attention.  But while the run from 30% to 9% was short, the road back up will be much longer, and I wouldn’t want to ‘put’ money on 30%.  As an example, if Citigroup decided to pay its old dividend rate it would be paying out over $61 billion a year due to their increased shares, which certainly would increase my 2010 estimate of $206 billion for the entire index (2009 was $196 billion, with 2008 being $248 billion).

Bottom-line -> Dividends are starting to get back in vogue, but picking them is still not easy.  Dividend investors need to start with issues that pay a moderate dividend which is not a high yielder, have a history of increasing them, and then do an additional check on their cash flow, to ensure that the company is generating sufficient cash from current operations to cover expenses, expansion, pay dividends, as well as have a little left over for growth.  And most important, since dividend investors typically invest for years or decades, using the DRP program, investors need to be comfortable with the company’s long-term business model, if for no other reason than to let them sleep at night.

---------------------
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S&P 500 dividend file, S&P 1500 Dividend Starting file

Please note that the statistical data is based on publicly available information, most of which is available in S&P products such as S&P Dividend Record, Capital IQ, Compstat Research Insight and S&P Index Alert.  Analysis and projections are my own, and may differ from others within the S&P/McGraw-Hill organization.  Nothing presented is intended to, or should be interpreted as, a buy/sell/hold recommendation.  

My notes vary in topics, but are all market related. The intent is to quickly inform. The assumption is that you don't need a basic education, editorial or sales pitch, just specific facts and maybe some observations. If the information does not suit your needs, please e-mail me and I will take you off the list. Unless otherwise noted all data is for public dissemination, and may not be used for commercial purposes.  Finally, any incoming correspondence from you will be considered confidential unless you specify otherwise.

Howard Silverblatt

Senior Index Analyst

S&P Indices

55 Water Street

New York, New York 10041

212-438-3916 (phone)

212-438-3909 (fax)


howard_silverblatt@standardandpoors.com

www.standardandpoors.com

www.twitter.com/hsilverb
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