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Introduction 

For investors seeking steady cash flows, generating income in an environment that, since the apex of the 

global financial crisis in 2008, has seen interest rates and bond yields in developed economies fall to 

historically unprecedented levels, has become increasingly difficult. Fortunately, equity dividend strategies 

present a viable alternative. In this paper we present three approaches to generating dividend income in 

the equity space. 

The three approaches can broadly be summarized as follows. The first aims to maximize dividend yields 

as sole objective. The second seeks to increase the dividend yield whilst taking into account dividend yield 

stability, and the third blends increasing dividend yields with a low risk approach. These three approaches 

offer different styles of dividend investing that enable investors with varying objectives to access steady 

cash flows within equity markets. 

The first section of this paper provides a brief introduction into the methodology underlying these 

approaches. In the second section, we analyze the resulting risk, return and dividend characteristics on a 

more general level, before investigating the source of return, valuation as well as allocation characteristics 

in more detail. 

1. Three Approaches in Detail 

The Maximum Dividend approach (hereafter represented by the STOXX® Global Maximum Dividend 40 

Index) focuses on maximizing dividend yields and is based on the following criteria: 

» Selection of companies according to their forward looking dividend yield 

» Companies must have a dividend ex-date in the upcoming quarter 

» Stocks are weighted based on their dividend yield 

This results in an index that increases dividend yields to its maximum. As we will see in the following 
section, yields are found to frequently exceed 10% per annum. 

The Quality Dividend approach (hereafter represented by the STOXX® Global Select Dividend 100 Index) 
applies a quality filter on dividends in order to safeguard a steady stream of cash flows. The index is 
constructed by selecting stocks based on the following criteria: 

» Non-negative dividend growth rate in the past five years 

» Dividend ex-date in the upcoming quarter 

» Dividend payments in four out of the last five calendar years 

» Non-negative payout ratios 

» Payout ratios of less than or equal to 60% 

» Stocks are weighted based on their dividend yield 
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This results in a selection of companies that pay sizeable dividends on a consistent basis. 

The final strategy is the High Dividend Low Volatility approach (hereafter represented by the STOXX® 
Global Select 100 Index), which aims to generate a high dividend yield whilst reducing volatility.  

» Selection of companies based on dividend yield and stock price volatility 

» Stocks are weighted by the inverse of their volatility 

 

The first of these three strategies, the Maximum Dividend concept, is by far the most aggressive approach. 

Both the second and the third concept aim at a trade-off between increasing dividend yields while paying 

attention to “stability.” The Quality Dividend concept explicitly focuses on the stability of dividend yields 

while the third concept focuses on the stability of stock price movements. 

2. Return, Risk and Yield Characteristics 

The STOXX Global Maximum Dividend 40 invests in those stocks with the highest expected dividend yield 

over the coming quarter. The dividend yield is hereby calculated by dividing the announced dividends for 

the respective quarter by the market price at the point in time of selection. Backtested over a period of 13 

years (since June 2004), this results in an average annual dividend yield of 11.4% (Table 2, page 6). Figure 

1 below displays both the net total return and price return performance for this strategy as well as for the 

benchmark STOXX® Global 1800 Index. The STOXX Global Maximum Dividend 40 NR outperforms the 

benchmark index (STOXX Global 1800 NR) by about 3.0% per annum (excluding trading costs) over our 

sample period. It is notable that there is no sustained price appreciation over our sample period for the 

dividend index, which implies that the entirety of the total performance is generated from dividend income.  
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Figure 1: Performance of STOXX Global Maximum Dividend 40 Net Return and Price Return (EUR) 21/06/2004 – 17/10/2017                                

Blue Shaded Area: STOXX Global Maximum Dividend 40 Live Performance (Launch date: 16/10/2015) 

 

This index in particular benefits from a large global universe, as dividend payout frequencies and dates 

vary across the globe, allowing this strategy to allocate a large proportion to companies in locations that 

pay out annual dividends in any specific quarter. The STOXX Global Maximum Dividend 40 NR outperforms 

the benchmark index (Global 1800 NR) by about 3.0% per annum (excluding trading costs) over our 

sample period.  

A more conservative approach, the Quality Dividend strategy that is tracked by the STOXX Global Select 

Dividend 100 aims to harvest dividend income from companies that have paid out sizeable dividends on a 

consistent basis over the past five years. This results in a dividend yield of 4.5%, which is more than double 

the dividend yield of its universe index, the STOXX Global 1800, at 2.2% (Table 2). The composition of 

returns here is more balanced, with 64% of returns being attributable to dividend yields and 36% deriving 

from stock price appreciation. However, the Select Dividend index underperforms the benchmark on an 

absolute basis marginally, by 0.5% per annum. 
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Figure 2: Performance of STOXX Global Select Dividend 100 Net Return and Price Return (EUR) 21/06/2004 – 17/10/2017                            Blue 

Shaded Area: STOXX Global Select Dividend 100 Live Performance (Launch date: 21/02/2007) 

 

Finally, the High Dividend Low Volatility approach (STOXX Global Select 100 EUR), which selects stocks 

based on their volatility and dividend yields in order to generate a low risk investment with a steady income 

stream, generates a dividend yield of 4.6% p.a. over the sample period (Table 2). The dividend yield to price 

appreciation return decomposition is almost evenly distributed (49% - 51%), creating the strategy with the 

highest balance of returns stemming from price increase and dividends..   

The ability to generate both strong dividend yields as well as strong stock price returns is partly driven by 

the so-called low-volatility premium. The low volatility premium refers to the empirical observation that 

stocks with low volatility exhibit higher returns than companies with highly volatile stock price movements. 

This statement is further supported by the results of a return decomposition (see Table 1). With a t-statistics 

of 4.04, the negative exposure to volatility had a highly significant and positive return contribution over the 

time period observed.1 Overall, the STOXX Global Select 100 outperforms the STOXX Global 1800 by 2.0% 

per annum (Table 2), whilst additionally exhibiting significantly lower annualized volatility at 11.9% vs. 15.1% 

for the benchmark over the full sample. This results in the highest return/risk ratio of all strategies 

(including the benchmark), at 0.80. 

  

 
1 Please refer to the appendix for the return decompositions for the other two strategies. 
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STOXX Global Select EUR 100 – Axioma Factor Attribution (EUR 31/12/2012-29/09/2017) 

Source of Return Contribution Risk IR T-Stat 

Portfolio 13.49%  9.12%   
Benchmark 14.34%  10.20%   
     Active -0.85%  5.98% -0.14 -0.31 

          Specific Return 1.60%  2.90% 0.55 1.20 

          Factor Contribution -2.45%  4.96% -0.49 -1.08 

        Style 2.64%  2.58% 1.03 2.23 

            Exchange Rate Sensitivity -0.02%  0.09% -0.23 -0.50 

            Growth -0.09%  0.19% -0.50 -1.10 

            Leverage -0.04%  0.27% -0.17 -0.36 

            Liquidity 0.14%  0.53% 0.27 0.58 

            Medium-Term Momentum -0.93%  0.55% -1.68 -3.66 

            Short-Term Momentum -0.32%  0.60% -0.52 -1.14 

            Size 0.47%  1.26% 0.37 0.81 

            Value 0.35%  0.29% 1.17 2.56 

            Volatility 3.09%  1.67% 1.85 4.04 

        Country -2.16%  3.16% -0.68 -1.49 

        Industry -1.59%  2.99% -0.53 -1.16 

        Currency -1.32%  2.26% -0.59 -1.28 
        Market -0.02%  0.04% -0.35 -0.77 

          Sectors -1.59%  2.99% -0.53 -1.16 

Table 1: STOXX Global Select EUR 100 – Axioma Factor Attribution (EUR 31/12/2012-29/09/2017) 

The return decompositions for the other two strategies are provided in the appendix. 
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Figure 3: Performance of STOXX Global Select 100 Net Return and Price Return (EUR) 21/06/2004 – 17/10/2017                                  Blue 

Shaded Area: STOXX Global Select 100 Live Performance (Launch date: 12/09/2012) 

 

To summarize, we find that the maximum dividend strategy offers the most attractive total returns. With 

an annualized return of 10.5%, it significantly outperforms the other two strategies, as well as the STOXX 

Global 1800. This outperformance, however, comes at a price of the highest volatility (16.8%) as well as a 

higher turnover. Furthermore, investors need to be aware of the fact that – as stated earlier – total returns 

are almost exclusively the result of the dividend component. The Price Return version, which does not take 

into account any dividend payments, just about kept its 2004 index level. 

 
STOXX Global 

Maximum Dividend 
40 

STOXX Global Select 
Dividend 100 

STOXX Global Select 100 
EUR 

STOXX Global 1800 

1Y RET 25.8% 9.3% 6.2% 14.8% 

5Y RET 12.3% 9.7% 11.1% 13.3% 

FS RET 10.5% 7.0% 9.5% 7.5% 

1Y VOL 9.6% 8.2% 6.8% 9.1% 

FS VOL 16.8% 14.6% 11.9% 15.1% 

RET / RISK 1Y 2.70 1.14 0.91 1.63 

RET / RISK FS 0.63 0.48 0.80 0.50 

DIV YIELD FS 11.4% 4.5% 4.6% 2.2% 

MAX Drawdown 51.8% 66.5% 45.0% 53.1% 

Table 2: Performance Statistics of STOXX Global Maximum Dividend 40, STOXX Global Select Dividend 100, STOXX Global Select 100 and 

STOXX Global 1800 NR (EUR) 21/06/2004 – 17/10/2017 
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On a risk-adjusted basis, the low volatility high dividend approach exhibits the best performance, with a 

return-to-risk ratio of 0.80 over the entire sample. This approach also yields the lowest volatility of 11.9%, 

along with the lowest maximum drawdown of 45.0%, which makes it the most defensive strategy among 

the three.2  

In the attempt to better understand the behavior of dividend yields over time, we present the rolling one-

year dividend yields for all three indices in Figure 4. For the Maximum Dividend strategy, the realized annual 

dividend yield, defined as the difference in one year’s performance between the net return and the price 

index, is above 10% for a large proportion of the sample. This high yield does come at a cost though; the 

variation in realized annual dividend yield is substantial, ranging from 6.2% to 21.7%. On the other hand, 

the dividend yields of the Global Select Dividend and Global Select indices are lower, yet more stable. They 

range around 4.5% over the entire sample, diverging from this value significantly only during the global 

financial crisis.  

 

 

Figure 4: Rolling one-year dividend yield of STOXX Global Maximum Dividend 40 (EUR), STOXX Global Select Dividend 100 and STOXX Global 

Select 100, 21/06/2004 – 17/10/2017                                      

 

 

 

 
2 We note that none of the three strategies have target country and industry exposures relative to the benchmark, meaning that divergent 
performances may emanate from sector or country biases. For the impact on industry and country allocations on performance, please also refer 
to the results of the Axioma factor return attribution as displayed in the appendix. 
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3.  Behavior of Returns Around the Dividend Ex-Date – Event Study 

In order to further examine the properties of the three dividend strategies we conduct an event study, 

tracking the cumulative average abnormal returns prior and post the ex-dividend date. The selected 

timeframe for this study is +-30 days. The abnormal returns are calculated by subtracting the returns of 

the STOXX Global 1800 from the individual daily stock returns. For graphical demonstration, we then 

average across all excess returns over our sample period. Analyzing the results, depicted in Figure 5, we 

note a rise in cumulative average abnormal return (CAAR) for the Maximum Dividend strategy prior to the 

ex-dividend date. This stands in contrast with the development of the CAAR for the other two strategies, 

which do not register meaningful amounts of pre ex-dividend date upwards drift. Additionally, we note that 

after the ex-dividend drop, which equates to the value of the dividend, we do not observe any post dividend 

drift for any of the three strategies. 

 

 

Figure 5: Cumulate average abnormal return averaged over constituent  of the STOXX Global Maximum Dividend 40 (EUR), STOXX Global Select 

Dividend 100, STOXX Global Select 100 and STOXX Global 1800, 21/12/2012 – 21/06/2017 

 

The question now arises as to how we can explain the evident pre-dividend drift for the Maximum Dividend 

index. The answer may well lie in the construction of the index, as it invests, on a quarterly basis, in those 

stocks that have the largest announced dividends falling within the upcoming quarter. Hence, it will in all 

likelihood include those that have announced larger-than-expected dividends, so that we may draw 

parallels with the post-earnings announcement drift (Bernard and Thomas 19893), where stock prices 

underreact to positive (and negative) earnings surprises. In this case, we stipulate that stock prices 

underreact to greater-than-expected dividend announcements and correct in the subsequent period. 

Another potential cause could also come from active managers and passive dividend strategies shifting 

 
3 Bernard and Thomas (1989). “Post-Earnings-Announcement Drift: Delayed Price Response or Risk Premium?” 
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allocations to companies that are due to pay out large dividends. However, if this were the case, one could 

expect a post ex-dividend downward drift as these shares are liquidated after the dividend has been 

harvested. As there is no evidence of such a trend in Figure 5, it would suggest that the initial explanation 

appears to be more likely. This is also consistent with the significantly smaller drift in the other two 

strategies that focus on stable dividends and low volatility stocks. As a result, the stock with dividend 

surprises to the upside may not be as heavily featured. 

4. Valuations 

An ever-important metric when evaluating the efficacy of an investment strategy is its valuation, in 

particular relative to its benchmark. Investors often turn to valuation ratios such as price-to-earnings or 

price-to-book in order to assess the “expensiveness” of an investment strategy. Our measure for valuation 

chosen for this analysis is the median price-earnings (PE) ratio.  

As observable in Figure 6a (LHS), the benchmark STOXX Global 1800 index appears to be much more 

“expensive” than any of the three dividend strategies. While the STOXX Global 1800 as well as the STOXX 

Global Select Index have become more expensive over recent years, the PE ratios of the STOXX Global 

Maximum Dividend 40 and STOXX Global Select Dividend 100 indices do not appear to exhibit any clear 

directional trend, oscillating around the 14 mark. As a ratio relative to the PE of the benchmark (Figure 6b, 

RHS) they have even decreased, implying that the latter two strategies are now more attractively priced 

relative to the benchmark. The greater oscillations in the Maximum Dividend index are caused by the large 

portfolio turnover from quarter to quarter (391.3% over the last 12 months). 

  



STOXX LTD. 11 
 

BIRD IN HAND – THREE APPROACHES TO 
GENERATING INCOME FROM DIVIDENDS 
 

  

 

 

Figure 6a (LHS) and 6b (RHS): [LHS]: Median PE ratio for STOXX Global Maximum Dividend 40, STOXX Global Select Dividend 100, STOXX 

Global Select 100 and STOXX Global 1800. [RHS] Ratio of median PE ratios of dividend indices to Global 1800’s PE ratio, 21/12/2012 – 

21/6/2017. 

 

5. Regional and Sector Allocations 

As we are dealing with global indices, it is important to make regional allocations, and potential changes 

over time, explicit. In particular, dividend payout policies vary significantly by region. For example, US-based 

companies tend to pay out dividends on a quarterly basis, whereas in Europe dividends are typically paid 

out once a year. Thus, we might expect these differences to have a visible impact on our regional 

allocations. Furthermore, we also expect some sectors to dominate the allocation as the level of dividends 

tends to be industry dependent. 

Inspecting Figure 7, which depicts the regional allocations for the Maximum Dividend strategy over time, 

there is a clear tilt towards Europe and Asia/Pacific, and away from North America. The spikes during which 

almost the entire portfolio is allocated to European stocks coincides with the time period when many 

European companies pay out their annual dividend – the second quarter. 
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Figure 7: STOXX Global Maximum Dividend 40 regional allocation 21/12/2016 – 21/06/2017. Source: STOXX 

 

In contrast, both the STOXX Global Select Dividend 100 and STOXX Global Select EUR 100 indices are 

regionally more diversified and have a steadier allocation profile. For the STOXX Global Select Dividend 100 

index this is by design, as it invests in 40 North American, 30 European and 30 Asia Pacific stocks. But 

also the STOXX Global Select EUR 100, which is not subject to any regional constraints, shows, on average, 

a more diversified regional allocation:  Europe (42%), North America (31%) and Asia/Pacific (27%) (see 

Figure 8). The overweight in European stocks, however, is partly attributable to the volatility figures being 

calculated in euros, which is disadvantageous for stocks traded in foreign currencies as exchange-rate 

fluctuations add to the volatility of these stocks.  
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Figure 8: STOXX Global Select EUR 100 regional allocation 21/12/2016 – 21/06/2017. Source: STOXX 

 
 
Conclusion 

In summary, we have presented three distinct dividend investment strategies. Each one offers unique 

selling points and may suit different investors’ needs. The Maximum Dividend approach, which, above all 

else, aims to generate the maximum amount of dividend yield possible, has, less surprisingly, by far the 

highest dividend yield. It also has the highest overall returns. However, the index also exhibits the highest 

volatilities in both stock price and dividend yield fluctuations. Further, investors need to be aware that 

returns stem, almost exclusively, from dividend payments rather than stock price appreciation. Investors 

who would like to take a more conservative approach may prefer the Quality Dividend or the High Dividend 

Low Volatility strategies. Both add more stability to dividend yields and stock price fluctuations. However, 

achievable dividend yields lag behind those observable for the Maximum Dividend strategy. Especially for 

concepts incorporating low volatility as selection criteria, we have seen that valuations tend to be higher. 

For all three dividend strategies, however, valuations, measured by price to earnings, tended to be cheaper 

than those of the broad equity market.  
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Appendix – A 

STOXX Global Maximum Dividend 40 NR – Axioma Factor Attribution (EUR 31/12/2012-29/09/2017) 

Source of Return Contribution Risk IR T-Stat 

Portfolio 14.72%  12.40%   
Benchmark 14.34%  10.20%   
     Active 0.38%  7.31% 0.05 0.11 

          Specific Return 2.60%  3.45% 0.75 1.64 

          Factor Contribution -2.22%  7.00% -0.32 -0.69 

        Style -1.19%  1.90% -0.63 -1.36 

            Exchange Rate Sensitivity 0.13%  0.13% 1.05 2.28 

            Growth -0.04%  0.22% -0.20 -0.43 

            Leverage -0.11%  0.28% -0.40 -0.87 

            Liquidity -0.02%  0.35% -0.07 -0.15 

            Medium-Term Momentum -0.72%  0.77% -0.94 -2.04 

            Short-Term Momentum -0.33%  0.53% -0.63 -1.37 

            Size 0.04%  0.87% 0.05 0.10 

            Value 0.37%  0.60% 0.62 1.35 

            Volatility -0.51%  0.69% -0.73 -1.60 

        Country 1.19%  5.57% 0.21 0.46 

        Industry -0.72%  2.49% -0.29 -0.63 

        Currency -1.44%  4.50% -0.32 -0.70 

        Market -0.05%  0.14% -0.34 -0.74 

          Sectors -0.72%  2.49% -0.29 -0.63 
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STOXX Global Select Dividend 100 NR – Axioma Factor Attribution (EUR 31/12/2012-29/09/2017) 

Source of Return Contribution Risk IR T-Stat 

Portfolio 11.59% 9.24%     

Benchmark 14.34% 10.20%     

     Active -2.74% 4.80% -0.57 -1.25 

          Specific Return 1.42% 3.14% 0.45 0.99 

          Factor Contribution -4.17% 3.75% -1.11 -2.42 

        Style 1.18% 1.68% 0.70 1.53 

            Exchange Rate Sensitivity 0.00% 0.07% 0.00 0.01 

            Growth -0.14% 0.21% -0.66 -1.44 

            Leverage -0.03% 0.17% -0.16 -0.36 

            Liquidity 0.10% 0.35% 0.29 0.62 

            Medium-Term Momentum -0.83% 0.52% -1.59 -3.46 

            Short-Term Momentum -0.34% 0.54% -0.64 -1.39 

            Size 0.37% 1.02% 0.37 0.80 

            Value 0.93% 0.64% 1.45 3.16 

            Volatility 1.12% 0.75% 1.49 3.25 

        Country -3.34% 3.11% -1.08 -2.34 

        Industry -1.51% 2.14% -0.70 -1.53 

        Currency -0.50% 1.75% -0.29 -0.63 

        Market 0.00% 0.03% 0.04 0.08 

          Sectors -1.51% 2.14% -0.70 -1.53 
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About STOXX Limited 

STOXX Ltd. is a global index provider, currently calculating a global, comprehensive index family of over 7,000 strictly rules-based 
and transparent indices. Best known for the leading European equity indices EURO STOXX 50, STOXX Europe 50 and STOXX 
Europe 600, STOXX Ltd. maintains and calculates the STOXX Global index family which consists of total market, broad and blue-
chip indices for the regions Americas, Europe, Asia/Pacific and sub-regions Latin America and BRIC (Brazil, Russia, India and 
China) as well as global markets. 

To provide market participants with optimal transparency, STOXX indices are classified into three categories. Regular “STOXX” 
indices include all standard, theme and strategy indices that are part of STOXX’s integrated index family and follow a strict rules-
based methodology. The “iSTOXX” brand typically comprises less standardized index concepts that are not integrated in the STOXX 
Global index family, but are nevertheless strictly rules-based. While indices that are branded “STOXX” and “iSTOXX” are developed 
by STOXX for a broad range of market participants, the “STOXX Customized” brand covers indices that are specifically developed 
for clients and do not carry the STOXX brand in the index name. 

STOXX indices are licensed to more than 500 companies around the world as underlyings for Exchange Traded Funds (ETFs), 
futures and options, structured products and passively managed investment funds. Three of the top ETFs in Europe and 
approximately 25% of all assets under management are based on STOXX indices. STOXX Ltd. holds Europe's number one and 
the world's number two position in the derivatives segment. 

STOXX is part of Deutsche Börse Group, and markets the DAX indices. 

www.stoxx.com  

http://www.stoxx.com/
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