

Asset Management
UBS ETF – Edition UK and Ireland

For qualified investors only
December 2014

UBS ETF Market Matters
Dividend Harvesting Indexed Strategy
•

Dividend indices follow strict rules in order to safeguard
exposure to higher-than-average yielding dividend stocks (e.g.
Dow Jones Global Select Dividend).

•

Such a dividend-focused strategy weights selected stocks
according to their dividend yields, i.e. higher yielders receive a
higher allocation, with the intention of harvesting dividends.

•

Country/industry rebalancing demonstrates that such indexed,
rules-based strategies lead to a dynamic search for dividend
deliverers from around the globe, and provide a two-fold
higher dividend yield than the aggregate market.
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Dividend-focused strategies attempt to buy high-quality,
dividend-paying companies at competitive prices. Such a
strategy can be also indexed, i.e. placed into a rules-based
framework which creates an (investible) index holding the best
stocks in view of pre-defined dividend-related eligibility criteria.
The selection criteria vary across strategies but typically include
some of the following: dividend yield, dividend growth,
dividend-to-earnings ratio, pay-out ratio, other fundamental
data, and stock liquidity needed for replicability. Price and
return performance of the index can be replicated in
institutional and retail portfolios with the use of investible
vehicles, like Exchange Traded Funds (ETFs). This Market
Matters discusses one of such dividend harvesting indexed
strategies – the Dow Jones Global Select Dividend Index
(DJGSD).
Dividend Benchmarks
Figure 1 shows historical performance of four dividend indices
(data includes live and back-tested data) and the aggregate
market FTSE All World dating back to 2003. All four dividend
strategies have outperformed the broad market. There is
substantial presence of beta in these dividend strategies as
they highly correlate (approx. 90-98%) to the aggregate
market. The presence of beta is not unexpected, as dividend
indexed strategies usually harvest dividends from the top 100
yielding companies in the given universe. Given that total
return from an equity investment combines capital
appreciation with shareholder income (surplus cash paid in
dividend or through stock buyback), the excess return
attributes to the higher-than-market-average shareholder yield.
For example, the current dividend yield of the DJGSD (5.3%) is
more than two-fold higher than the FTSE All World (2.4%).
And the long-run dividend yield differential of the DJGSD vs.
aggregate is approx. 200bps. Given that the yield is reinvested
into the strategy (total return net index after taxes), the relative
historical outperformance of the DJGSD vs. the aggregate
corresponds largely to the compounded yield differential as
shown in Figure 2.
Selecting Dividend Leaders
The Dow Jones Global Select Dividend Total Return Index
measures the price and yield performance of global (developed
markets) dividend-paying companies selected for fundamental
strength relative to peers, and subject to dividend quality
screens. The companies are selected from the parent
aggregate universe (Dow Jones Global Index) which represents

Figure 1: Dividend Benchmarks (Net Returns, USD)
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Figure 2: Relative Performance and Compounded Dividend Yield
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Figure 3: Dividend yield (in USD, in %) and new entries* (in %)
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*New entries statistic measures proportion of newly added stocks compared to
the previous year DJGSD index revision. For illustrative purposes only.
For all charts/tables: Past performance is not a reliable indicator for the future.

approx. 95% of the global developed market and holds
currently approx. 7200 securities. This indexed strategy defines
rules for the portfolio construction, which is subject to annual
revisions. In particular, a selected company must:
•
•
•
•
•

Figure 4: DJGSD: country allocation
(end-of-March data)
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be a dividend yielder
be a dividend grower (last dividend-per-share ratio higher
than the 5 year average)
retain portion of earnings (dividend pay-out ratio capped
to 80%, or 60% for US stocks) to ensure future business
growth
be profitable (non-negative 12month earnings-per-share)
be liquid (for replicability)

The top 100 stocks which pass the dividend quality screens
are weighted by indicated dividend yield, i.e. higher yielders
receive a higher allocation (Source: Dow Jones Dividend Indices
Methodology, November 2014). This approach intends to
safeguard exposure to global, high quality, sustainable, higherthan-average yielding dividend stocks. Figure 3 presents the
monthly dividend yield (since the index was launched live in
October 2007) against the Dow Jones Global aggregate,
showing a realised yield differential of approx. 200-300bps in
normal market conditions. Figure 3 shows also (right-hand
scale) the year-on-year proportion of newly selected
companies, highlighting a higher turnover following more
volatile periods, 2008-2009 or 2011.
Hunting for Yield
The allocation to stocks behind the DJGSD strategy is reviewed
annually (every March), implying that exposure shifts are likely,
reliant on year-on-year global dividend discrepancies. The reallocations occur among countries and industries. Figure 4
shows a country breakdown and Figure 5 shows an industry
breakdown, respectively (incl. all back-tested data available).
Prior to the financial crisis, there was a substantial dominance
of the UK, USA and Australia, with their share reaching 7080%. In contrast, the country allocation - post the financial
crisis – appears more diverse and balanced. In the same way,
there was a weighty and increasing allocation to the financial
industry, reaching approx. 50% just prior to the financial crisis
in 2008. In more recent years, an increased presence of more
defensive stocks (telecommunication services or utilities) is
apparent, also confirmed in the top ten holdings (Table 1). The
country/industry rebalancing demonstrates that this indexed,
rules-based strategy leads to a dynamic search for dividend
opportunities from around the globe. Table 2 shows the
details of the UBS ETF physically replicating the DJGSD
dividend benchmark.
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Figure 5: DJGSD: industry allocation
(end-of-March data)
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Table 1: Dow Jones Global Select Dividend Index – Top Ten Components
Industry

Weight

Dividend Yield 12month

DE000PSM7770

Consumer Services

2.6%

4.3%

BE0003810273

Telecommunications

2.4%

6.8%

France

FR0000133308

Telecommunications

2.0%

4.8%

Spark New Zealand Ltd

New Zealand

NZTELE0001S4

Telecommunications

2.0%

7.9%

PCCW Ltd.

Hong Kong

HK0008011667

Telecommunications

1.6%

3.7%

Company

Country

ISIN/Ticker

ProSiebenSat.1 Media AG

Germany

Belgacom SA

Belgium

Orange

GDF Suez

France

FR0010208488

Utilities

1.6%

5.8%

CenturyLink Inc

United States

US1567001060

Telecommunications

1.5%

5.0%

Pepco Holdings Inc

United States

US7132911022

Utilities

1.5%

3.7%

K&S AG

Germany

DE000KSAG888

Basic Materials

1.4%

1.0%

Zurich Financial Services AG

Switzerland

CH0011075394

Financials

1.4%

5.5%

Source: S&P Dow Jones, Bloomberg, UBS Global AM, as of 5 December 2014

Table 2: UBS ETF Dow Jones Global Select Dividend – UC75 LN
Fund Name
(Benchmark)

TER

UBS ETF (IE) DJ Global Select Dividend UCITS ETF
0.30%
(Dow Jones Global Select Dividend Total Return Index)
AuM in USDmn, as of November 2014

AuM
13

Base
Ccy. Replication Domicile
USD

Physical

Ireland

Incept.
date

Exchange
ISIN

Bloomberg

04.09.2014 IE00BMP3HG27 UC75 LN

SIX

Xetra

Borsa Italiana

LSE

CHF/USD

EUR

EUR

GBP
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About UBS ETFs
Passive capital investments have been a core competence of UBS Global Asset Management for over 30 years.
This business segment, which includes UBS ETFs, has assets under management of GBP 137 billion
(September 2014). Assets under management in UBS ETFs total approx. GBP 13 billion (September 2014).
UBS is one of Europe's leading ETF providers, and Europe's second largest provider of physically replicated
ETFs (measured in number of ETFs). UBS ETFs replicates 118 indices covering equities, bonds, precious metals,
real estate, commodities and alternative investments. UBS ETFs are listed on four of Europe's leading stock
exchanges: Borsa Italiana, the German Stock Exchange (XETRA), the London Stock Exchange (LSE), and the
SIX Swiss Exchange.
For more information on UBS ETFs: www.ubs.com/etf

UBS Global Asset Management (UK) Ltd is a subsidiary of UBS AG. Registered in England. UBS Global Asset Management (UK) Ltd and UBS Global Asset Management Funds Ltd are authorised
and regulated by the Financial Conduct Authority. UBS Global Asset Management Life Ltd is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
and the Prudential Regulation Authority. Telephone calls may be recorded.
This document is for Professional Clients only. It is not to be distributed to or relied upon by Retail Clients under any circumstances.
The document has not been prepared in line with the FCA requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead
of the dissemination of investment research.
The Luxembourg and Irish domiciled funds are recognised scheme under section 264 of the Financial Services and Markets Act 2000. They seek UK Reporting Fund Status. The protections
offered by the UK’s regulatory system, and compensation under the Financial Services Compensation Scheme, will not be available.
The Switzerland domiciled funds are not recognised under section 264 of the Financial Services and Markets Act and are therefore subject to the restrictions on promotion in section 238 of the
Financial Services and Markets Act.
The returns payable to the fund are dependent on payments received by the fund from the swap counterparty under the terms of the relevant swap and, therefore are subject to credit risk of
the swap counterparty. In the event that the swap counterparty defaults under the terms of the relevant swap, the funds may suffer a loss.
This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented and discussed. Care has
been taken to ensure the accuracy of the content, but no responsibility is accepted for any errors or omissions. Please note that past performance is not a guide to the future. The value of
investments and the income from them may go down as well as up, and investors may not get back the original amount invested. This document is a marketing communication. Any market or
investment views expressed are not intended to be investment research.
The document has not been prepared in line with the FCA requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead
of the dissemination of investment research. The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the
opinions expressed are those of UBS Global Asset Management and are subject to change without notice. Furthermore, there can be no assurance that any trends described in this document
will continue or that forecasts will occur because economic and market conditions change frequently. This document does not create any legal or contractual obligation with UBS Global Asset
Management. The recipient agrees that this information shall remain strictly confidential where it relates to the Investment Manager's business. The prior consent of UBS Global Asset
Management (UK) Ltd should be obtained prior to the disclosure of commercially sensitive information to a third party (excluding the professional advisors of the recipient). Information
reasonably deemed to be commercially sensitive and obtained from UBS Global Asset Management (UK) Ltd should not be disclosed. This information is supplied with a reasonable expectation
that it will not be made public. If you receive a request under the Freedom of Information Act 2000 for information obtained from UBS Global Asset Management (UK) Ltd we ask that you
consult with us. We also request that any information obtained from UBS Global Asset Management (UK) Ltd in your possession is destroyed as soon as it is no longer required. This document
may not be reproduced, redistributed or republished for any purpose without the written permission of UBS AG.
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