






this is an average. Companies like Berkshire 
Hathaway do not pay dividends and choose to 
reinvest all profits to grow the asset value of the 
company. Some companies pay out most of 
their dividends because they are in mature 
industries that need little capital for growth. Of 
course, all companies fall somewhere between 
those extremes.

	 Our economic base case is that we could 
have a long recession, which lasts many years, 
takes interest rates to near 1% on CD and 
money market instruments, and is deflationary 
or inflationary as a consequence. Either way, un-
employment will rise, the economy will be slow 
and, in our opinion, cash flow, current interest 
income, current dividends and good solid bal-
ance sheets in good industries will survive. 

	 The bottom line is that our world needs 
energy. And renewable energy sources – wind, 
solar, hydro and geothermal – will be growth 

industries as will clean coal, gas and other 
hydrocarbon-based energy sources. As such, we 
hold many investments in the energy indus-
try. The chart on this page illustrates some of 
the representative investments for FIM Group 
portfolios. While there are only a few energy 
companies highlighted, it is one of our largest 
areas of investment on behalf of our clients. We 
will all heat our houses, factories and offices, 
drive ourselves around, move products and 
create products with energy, regardless of our 
country’s economic climate. Dividends should 
chug along for energy company shareholders. If 
you are a growth or retired long-term investor, 
what would you rather own during a recession? 
A diversified portfolio of well-managed compa-
nies in good industries paying over 5%, or a 1% 
CD? If you have short-term needs, money mar-
kets and CDs make sense. If you want long-term 
security, then a diversified portfolio chock-full of 
nice-yielding dividend-paying stocks is the right 
prescription. Merck and Eli Lilly are both 		

Dividends and More Dividends
					   

	

	 52-Week	 Annual	 5-Year	 Dividend 		  Current
Company	 High/Low	 Current Dividend    Dividend Growth	 Yield High	 Low	 Yield

General Electric	 $40.54/$17.27	 $1.24 	 10%	 7%	 3%	 6%

AT&T	 $42.79/$20.90	 $1.60 	 3%	 8%	 4%	 6%

Deutsche Telecom	 $23.05/$11.69	 $1.20 	 15%	 10%	 5%	 8%

DuPont	 $52.49/$27.53	 $1.64 	 3%	 6%	 3%	 5%

Dow Chemical	 $45.50/$21.72	 $1.68	 5%	 8%	 4%	 6%

NY Times	 $21.14/$8.86	 $0.92	 10%	 9%	 4%	 9%

Energes De	   5/   2.06	   0.13	 6%	 6%	 2%	 5%

BP In	 $79.77/$37.57	 $3.36	 16%	 9%	 4%	 7%

Eli Lilly	 $57.52/$29.25	 $1.88	 7%	 6%	 3%	 5%

Merck	 $61.62/$23.34	 $1.52	 1%	 6%	 2%	 5%

Deutche Post	   24.38/   6.87	    90.00	 17%	 13%	 4%	 10%

C C C

CCC

Rounded to the nearest whole percent as of 11/01/2008. This is representative of companies that we like, many of these securities are held in FIM 
Group client portfolios. Companies cannot guarantee dividends. The illustration above indicates current dividend information.
Source: Bloomberg.
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paying good dividends and have good pros-
pects. It is interesting how many of the great 
companies listed on the Dividends Chart have 
a price that has been as low as half of its former 
one-year high. The dividends keep paying, while 
income investors keep getting their income to 
pay the bills, even though the price of the invest-
ment has gone down. 

	 The price of good long-term performance 
is volatility, and all long-term investments tend 
to have fluctuating prices based on the mania 
of the market. The Dividend Yield chart to the 
right illustrates that when dividends have gotten 
to generous levels (today, for example) the future 
returns have been quite good. 

	 During the Retirement Income Investing 
roundtable, I pointed out six things that make 
for a successful portfolio: 

1. Diversification.
2. A global portfolio of carefully selected long-	
	 term current income-producing assets, stocks, 	
	 bonds and government inflation securities.
3. A portfolio that is professionally managed 	
	 with a tax-sensitive, disciplined and forward-	
	 looking approach. 
4. Realistic expectations. 
5. Patience  
6. Avoidance of budget busters or situations 	
	 – such as loaning money to family members 	
	 who can’t pay back, permanent capital loss 	
	 due to living off principal or selling assets 	
	 from fear.

	 Naturally, the success aspects translate into 
nearly any portfolio, not just retired client 
portfolios.

Even Bonds and Other Fixed-Income 
Investments Have Gotten to Bargain Prices
	
	 Bonds, of course, are boring. Like stocks 
they, too, fluctuate, especially during a liquid-

S&P 500 Yield     6 Months     1 Year	   2 Years	  3 Years

Below 3%	 -1%	 -5%	 -10%	 -1%

3% to 4%	 1%	 4%	 9%	 12%

4% to 5%	 7%	 14%	 21%	 26%

5% to 6%	 4%	 11%	 33%	 56%

6% to 7%	 6%	 12%	 32%	 45%

Above 7%	 8%	 29%	 42%	 63%

Dividend Yield
S&P Dividend Yield and Future Stock Market Performance

ity crisis. But what’s interesting is that during 
the recent market crisis, even bonds went down 
dramatically. Bonds offer two things: 1) Princi-
pal back at a certain time in the future; and 2) 
Interest, of course, subject to the entity issuing 
the fixed-income security being around when 
the bond matures.

	 When confidence is shaken, people sell 
everything: AAA bonds, fixed-income securities 
and even TIPS, which are guaranteed by the 
U.S. government. (The iShares exchange-traded 
fund (ETF) that just owns U.S. government TIPS, 
for example, was down by 9.67% in October, 
while the iShares long-term 20-plus-year Treasury 
ETF was down 4.25% for the month.)

	 So even good ol’ government TIPS and 
long-term bonds had a rough go in October. I 
am oversimplifying, but the base understanding 
about the “why” of all this comes from under-
standing two things: 1) Human nature and our 
ability to panic; and 2) The consequences of a 
liquidity crisis. 

	 It is rational to assume that things will 
improve because liquidity will improve. People 
will realize that although their long-term assets 
are priced at much less than they were, they 
still have a value that is much higher than the 
current price reflects. It is rational to assume 

Source: Bloomberg, Standard and Poor's.
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future. I am most grateful to our clients who 
have stuck through this market with us and have 
shown us incredible support.
 	
	 We are coming upon our 25th anniversary 
at FIM Group, and we are looking forward to 
another 25 years. I know that each Thanksgiving 
we will hold hands around the dinner table and 
express gratitude – a gratitude based on hope, 
faith and a rational understanding of how lucky 
we are. F

that banks will survive and provide loans and 
liquidity to good businesses. It takes little hope 
or faith for even the most fearful investor to real-
ize it is just “ignorant” to sell into this panic. 

	 I love history and am filled with pride and 
joy when Thanksgiving is near. It’s a uniquely 
American holiday where we simply express love 
and gratitude while reflecting on all our bless-
ings. I am grateful to have all of our colleagues 
here at FIM Group to help navigate into the 

In today’s volatile environment, the words 
“healthy dividends” can provide some 
investment solace. While companies can-

not directly control the day-to-day price of 
their common stock, they can choose to pay 
dividends, which are cash distributions paid 

out to shareholders from current earnings or 	
accumulated profits. 

	 With unpredictable markets such as we are 
currently experiencing, emotions have gotten 
the better of many investors pushing them to 
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Source: S&P BMI World Index. Data from July 1991 - September 2008.
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make rash selling decisions. These choices are 
not always helpful to the long-term investing 
goals of portfolios. Across the board, irrational 
selling pressure has been placed on the share 
prices of many great companies without regard 
to fundamental valuation. Yet, for many of these 
depressed priced common shares, their boards 
of directors stand behind predictable dividend 
payments to their shareholders.

	 Not only are dividends a positive, steady 
source of income for investors, they play an 
important role during periods of volatility. Dur-
ing a down market time period, the change in 
price movement is much greater than the change 
in dividend returns. Consider, for example, the 
S&P BMI World Index. From 1989 to Septem-
ber 2008, the standard deviation of annual price 
returns were 13.96%. In contrast, the annual-
ized standard deviation of dividend return was 
0.27% over the same investment horizon. 		
(see graph on page 6).

	 During the last decade many investors have 
focused on capital growth rather than on divi-

dend income, and for most of the time this was 
a winning strategy. Now that the sentiment in 
investing has changed, the attraction to strong 
dividend yields may place capital growth in a 
secondary position. 
	
	 Wealth can be created with dividend 
growth. Dividends have proven to be rewarding 
and viable to the long-term goals of investing 
and can contribute significantly to a stock’s total 
return. Total return on stocks is derived from 
price movement of the security, which includes 
earnings growth, valuation expansion, and 
divine dividends. The former two are suspect 
for 2009 as earnings growth either slows or falls 
with a weak economy and the price multiple 
the market is willing to pay for earnings may 
stay low until sentiment recovers. This means 
dividend yields could be the most significant 
component in total returns over the next year or 
two. According to Standard & Poor’s, from Au-
gust 1999, to September 2008, dividend income 
has accounted for as much as 52% of the total 
return of the S&P BMI World Index.
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	 Bond yields are not necessarily a better op-
tion for investors, as they are currently low and 
are subject to volatility risk should interest rates 
trend higher. For income-oriented investors, 
low bond yields on their own can be harmful to 
their cash flow needs. In the graph on page 7, it 
can be seen that the current yield on the 10-year 
United States Treasury Bond is at roughly 4%. 
This yield is almost at its lowest point since it 
peaked in 1981 above 15%. In today’s environ-
ment, demand for yield is unlikely to be met by 
traditional bond investments, which could drive 
the demand for solid dividend-paying stocks 
higher. By diversifying an investor’s source of 
income to include dividend-based strategies, 
investors’ current incomes can be enhanced.
	
	 Portfolios consisting of higher dividend-
yielding securities produce returns that are 
attractive to overall stock market returns over 
longer periods of time. If possible, the dividends 
should be reinvested. It may be tempting for 
investors to take the cash payouts of dividends 
and spend, spend, spend. Yet, in looking back 
over history, if the dividend is spent the returns 

will be lower. When dividends are reinvested 
back into a portfolio they create compound-
ing interest. And the FIM Group investment 
team believes that to gain maximum value on 
your investments, the dividend earnings do not 
necessarily have to be reinvested into the same 
company. As active managers we seek and search 
for investments every day that may offer bet-
ter prospects and help to diversify portfolios. 
According to Standard & Poor’s, if an investor 
invested $100 in the S&P BMI World Index 
on January 1, 1999, the investment would have 
grown to $318.50, excluding dividends, by 
December 31, 2007. If, on the other hand, the 
dividends were reinvested, the investment would 
have grown to $468.50. The power of dividends 
can add significant value. (See chart on below).

	 Today there are a number of companies that 
offer dividend yields in excess of the interest 
rates available on deposit and money market ac-
counts. With the prospect of further interest rate 
cuts, the returns on dividend-yielding stocks are 
becoming more attractive.
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	 The ability to pay cash dividends is a posi-
tive factor in assessing the underlying health of a 
company and the quality of its earnings. The po-
tential for future dividend growth can mitigate 
risk in volatile equity markets. The FIM Group 
investing team has been focusing on securities 
that are fundamentally sound, offer a competi-
tive advantage and have experience in managing 
through poor economic environments.

	 A company that makes continual losses can-
not afford to pay dividends. A company has an 
opportunity to pay its investors a dividend only 

after it has become profitable and can generate 
free cash flow. Therefore, dividend-paying com-
panies tend to be income-generating companies.

	 FIM Group uses a selective approach in 
identifying dividend-paying stocks. The team 
analyzes the sustainability of yield by investigat-
ing a company’s ongoing fundamental ability 
to generate cash flow to fund the dividend. The 
chart on page 4 represents various investments 
in FIM Group portfolios that have "divine" 
dividend yields. F

	 FIM Group will be hosting 3 webinars over 
the next few weeks to discuss Growth and 
Balanced Core portfolio strategies. The webinars 
will last approximately one hour with a short 
presentation, followed by an open forum for 
questions and discussion. 

	 If you are interested in attending the online 
webinar, visit www.fimg.net or call Sara Harding 
at 231.929.4500 for more information.
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“Those of us who have looked to the self-interest 
of lending institutions to protect shareholders' 
equity, myself included, are in astate of 
shocked disbelief.”
                     – Alan Greenspan, October 23, 2008

Quote

						    
					    The Quiz

What country produces the largest amount 
of electricity from wind?

	 A. United States
	 B. Spain
	 C. Australia
	 D.Germany

Answer online at fimquiz.com to be 
eligible for a monthly prize. 
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Performance data quoted represents past performance. Past performance does not guarantee future results. All performance assumes reinvestment of 
dividends and capital gains. The investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be 
worth more or less than their original cost. Current performance may be lower or higher than the performance data quoted. Performance data current to the 
most recent month-end may be obtained by calling 231.929.4500.

Disclosure

111 Cass Street, 
Traverse City, Michigan  49684   
231.929.4500    

444 Hana Hwy. Suite D 
Kahului, Hawaii  96732                   
808.871.1006

1837 E. Main Street 
Onalaska, Wisconsin  54650   
608.779.0300    

www.fimg.net 
e-mail:info@fimg.net
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