
  

Fidelity high dividend factor ETFs: 
A simple approach to income

September 2021

KEY TAKEAWAYS

• With a difficult 2020 in the rear-view mirror, 
dividend stocks have been making a strong 
comeback in 2021.

• Dividends have been a significant portion 
of investment returns over the past 25 years.

• Fidelity’s high dividend factor ETFs combine 
a unique stock selection process with ongoing 
systematic/active rebalancing and oversight.
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Dividend-paying stocks had a difficult 2020, in large 

part because companies decreased or suspended their 

dividend payments in an effort to protect their balance 

sheets. The economic shock caused by the COVID-19 

pandemic forced many sectors to slow their activity. This 

pushed valuations to near all-time lows for dividend-paying 

companies, relative to broad market indexes. 

The global economy proceeded to enter an early-cycle 

recovery marked by a reacceleration of economic growth, 

higher inflation expectations and a rise in bond yields. This 

environment was favourable for dividend factor investing 

to outperform. Cyclical stocks, which were, and still are, 

trading at a large discount to the broader market, are 

benefiting from a resurgence in earnings. Many of the 

cyclical sectors, such as financials, energy and real estate, 

have higher-than-benchmark allocations in Fidelity’s high 

dividend factor indexes. And since November 2, 2020, all 

Fidelity high dividend factor ETFs have outperformed broad 

market indexes. 

EXHIBIT 1

Since Nov 2, 2020 1 month 3 month 6 month YTD 1 year 2 year Since inception

Fidelity Canadian High Dividend 
Index ETF (FCCD)

43.2 0.4 6.5 24.0 23.6 38.3 8.9 8.3

S&P/TSX Capped Composite 33.0 0.8 6.9 18.6 18.2 29.1 14.7 12.0

Relative performance 10.3 (0.4) (0.3) 5.4 5.4 9.2 (5.8) (3.8)

Fidelity U.S. High Dividend Index 
ETF (FCUD)

33.8 1.1 4.1 15.7 17.9 32.5 9.1 7.0

S&P 500 27.3 3.2 7.1 16.5 15.6 27.2 20.5 15.9

Relative performance 6.5 (2.1) (2.9) (0.7) 2.2 5.3 (11.4) (8.9)

Fidelity International High 
Dividend Index ETF (FCID)

33.4 (0.3) 2.4 10.4 11.7 28.2 2.3 0.7

MSCI EAFE 24.1 1.6 4.4 8.3 7.4 21.4 10.4 7.8

Relative performance 9.3 (1.9) (1.9) 2.1 4.3 6.8 (8.0) (7.1)

Source: Fidelity Investments, as at July 31, 2021. Inception: September 13, 2018. 

While dividend-paying stocks have performed well over 

the past year, what are the longer-term advantages 

of investing in this factor, and how are Fidelity’s dividend 

factor ETFs designed? 

Dividends have been a significant 
portion of investment returns.
The table in Exhibit 2 summarizes just how much of an 

impact dividends, and more importantly, reinvestment 

and compounding, can have on total returns. Dividends 

have added approximately 2% of annualized return to the 

S&P 500 over short- and long-term time periods. Whether 

it’s over a 25-year period or just over a year, this can have 

a substantial impact on investor returns, accounting for 

almost 20% of the S&P 500 return since 1996. 

For a dividend-focused strategy such as Fidelity U.S. High 

Dividend Index ETF, the effect of dividends is even more 

pronounced, with a yield benefit of 4–5% annualized – 

almost 42% of the return going back to 1996! 
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EXHIBIT 2 

S&P 500 – 
Price Return

S&P 500 – 
Total Return

Effect of 
Reinvested 
Dividends

Dividends 
Share of 

Total Return

Fidelity 
Canada U.S. 

High Dividend 
Index – 

Price Return 

Fidelity 
Canada U.S. 

High Dividend 
Index – 

Total Return

Effect of 
Reinvested 
Dividends

Dividends 
Share of 

Total Return

January 1996 – August 2021 7.8 9.8 2.0 21% 5.8 10.0 4.2 42%

March 2009 – August 2021 15.6 18.0 2.4 13% 12.0 16.8 4.8 29%

March 2020 – August 2021 36.7 38.9 2.2 6% 34.4 39.3 5.0 13%

Source: Bloomberg, as at August 31, 2021.

Fidelity’s high dividend factor indexes are designed 

to provide sustainable income generation, all the while 

capturing the long-term strategic risk premia of purchasing 

high-yielding stocks. This is done using an actively 

designed approach to security selection and portfolio 

construction, as well as rebalancing and maintenance. 

Actively designed security selection
Fidelity’s high dividend factor investing is built 

on three criteria:

• dividend yield (70%): dividend paid over the last 

twelve months relative to the price per share

• payout ratio (15%): dividend payout ratio relative 

to earnings per share to select companies with 

a long-term sustainable dividend policy

• dividend growth (15%): dividend paid in 

a year compared to the previous year to select 

growth companies

A unique component is the inclusion of payout ratio. The 

rationale is to avoid companies that are more likely to 

change their dividend policy, through suspensions, halts 

or discontinuations, because they may be distributing too 

much of their earnings. As shown in Exhibit 3, a simple 

model that selected the top-quintile companies based 

on dividend yield would have added 0.4% on an annualized 

basis since 1985, relative to the Russell 1000 Index, but 

when the “low payout” variable is added to the selection 

criteria, the annualized excess return increases to 4.4%. 

EXHIBIT 3: Annualized return Russell 1000 12/1985–8/2021 

Russell 1000

11.97

Top Quintile
Dividend Yield

12.37

Top Quintile Dividend
Yield + Low Payout

16.88

Source : Factset and FMR Co. Quantitative Research Team, 
as at August 31, 2021. 

Systematic rebalancing, with an active touch
Security selection is based on specific variables 

established by quantitative portfolio measures. 

Portfolio construction and rebalancing are conducted 

systematically:

• Portfolio construction: Equal active overweight 

approach; maximum 40% overweight to top five 

highest-yielding sectors (i.e., 8% per sector) from 

the six lowest-yielding sectors.

• Rebalancing frequency: Conducted annually 

with quarterly reviews of securities that have 

eliminated dividends

• Active oversight: The Fidelity Index Committee 

can exercise discretion when considering changes 
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to the indexes. This is done on a stock-by-stock 

basis, considering various factors such as the 

economic rationale for dividend cuts or suspensions, 

as well as forward market projections of future 

dividend payments.

Attractive yields in a low-rate environment
Fidelity’s high dividend factor ETFs are uniquely designed 

to provide investors with potential alpha generation, 

as well as above-average monthly distributions. As shown 

below, the hunt for yield is becoming increasingly difficult, 

making Fidelity’s suite of high dividend factor ETFs an even 

more attractive option for investors.

EXHIBIT 4: Dividend yield and YTW

FCCD FCUD FCID S&P/TSX
Composite

MSCI EAFE S&P 500 U.S. Agg.
Bond

Global Agg.
Bond

FTSE Canada
Universe Bond

3.79%
3.67%

3.43%

2.61%

2.30%

1.38%
1.51%

1.12%

1.71%

Source: Bloomberg, as at August 31, 2021. Trailing twelve-month dividend yield is used for Fidelity ETFs and market indexes. Yield-to-worst (YTW) is used for fixed 
income indexes. FTSE Canada Universe Bond YTW is calculated using the iShares Canada Universe Bond Index ETF as a proxy.

Index 1 Month 3 Month 6 Month YTD 1 Year 2 Year Since inception

U.S. Agg. Bond 1.03 6.31 1.3 (1.5) (3.1) 0.58 4.6

Global Agg. Bond 0.8 4.62 0.08 (3.12) (2.51) 0.44 3.67

FTSE Canada Universe Bond (0.12) 1.87 1.05 (2.59) (1.67) 2.02 4.72

Source: Fidelity Investments Canada ULC. As at August 31, 2021. Periods greater than one year have been annualized. Returns in Canadian dollars. 
Inception: September 13, 2018.

For more information, contact your Fidelity representative or visit fidelity.ca
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Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please 
read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. The indicated rates of return are historical annual 
compounded total returns for the period indicated including changes in unit value and reinvestment of distributions. The indicated rates of return do not take 
into account sales, redemption, distribution or option charges or income taxes payable by any unitholder that would have reduced returns. Mutual funds and 
ETFs are not guaranteed. Their values change frequently, and investors may experience a gain or a loss. Past performance may not be repeated. 

The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such information 
is based in whole or in part on information provided by third parties, we cannot guarantee that it is accurate, complete or current at all times. It does not provide 
investment, tax or legal advice, and is not an offer or solicitation to buy. Graphs and charts are used for illustrative purposes only and do not reflect future values 
or returns on investment of any fund or portfolio. Particular investment strategies should be evaluated according to an investor’s investment objectives and 
tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any errors or omissions in the information or for any loss 
or damage suffered.

From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector. The 
views expressed by any such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity or any 
other person in the Fidelity organization. Any such views are subject to change at any time, based upon markets and other conditions, and Fidelity disclaims any 
responsibility to update such views. These views may not be relied on as investment advice and, because investment decisions for a Fidelity Fund are based 
on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.

The index returns are shown for comparative purposes only. Indexes are unmanaged, and their returns do not include any sales charges or fees as such costs 
would lower performance. It is not possible to invest directly in an index.

The mutual funds/ETFs are not sponsored, endorsed, sold or promoted by Fidelity Product Services LLC (“FPS”). FPS makes no representation regarding the 
advisability of investing in the mutual funds/ETFs. Prior to January 1, 2020, the Index Provider was FMR Co., Inc.

Fidelity may temporarily waive a portion of the management fee of the ETF and the management fee of certain series of the Fund, which will result in a reduction 
in the MER. For the MER for the most recent period of the ETF and each series of the Fund, please refer to the ETF and Fund profile pages at fidelity.ca. Fidelity 
may cease to offer any waiver at any time without notice.

© 2021 Fidelity Investments Canada ULC. All rights reserved. Third-party trademarks are the property of their respective owners. Used with permission.

620430-v2021830    FIC 611277    08/21

https://www.fidelity.ca/fidca/en/home

