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 Jonathan Woo, CFA 

Executive Summary 

Our discipline around quality, dividend growth investing is unchanged. We continue to prioritize 

durable businesses with rising dividend potential throughout every environment. In fact, the 

valuations of the stocks of many of the high-quality companies in our portfolio has rarely been 

more attractive. Artificial Intelligence (“AI”) continued to be the most important market driver in 

the second quarter. Investors were mostly focused on the positives of AI and bid up the stocks of 

companies that are key enablers of the technology. We heard more reasons why “this time is 

different” than we would expect in a balanced and judicious market. Diversified portfolios such 

as ours, and specifically defensive areas of the market, remained out of favor despite their solid 

fundamentals. In fact, the average earnings surprise during the most recent earnings season in our 

High & Rising Dividend (“HRD”) separately managed account (“SMA”) was 4.1%1. According 

to FactSet, the average analyst consensus estimated earnings per share growth over the next year 

in HRD is 8.8%.  The S&P 500 has become more concentrated and less representative of a 

diversified portfolio. The top 10 constituents make up approximately 40% of the weight and have 

driven just under 70% of the returns during the quarter. We are reassured that the businesses we 

own continue to demonstrate the earnings durability that validates the reasons we own them.  

Commentary overview: 

• AI enthusiasm has driven semiconductor stocks to approximately 19% of the S&P 500, 

an all-time high.  

• Defensive sectors—healthcare, consumer staples, and utilities—are approximately 15% 

of the S&P 500 weight, well below their historical average of roughly 26%. 

• The S&P 500 has become less diverse, as its top 10 constituents’ approach 40% of the 

weight and drive most of the returns. 

• Prudent diversification: a reminder, and sector weightings—current and historic. 

• Our disciplines (still) work when the Philadelphia Semiconductor Index (SOX) cools off. 

The Two Sides of “What If” 

Investors captivated by unlimited-possibility thinking, asking positive “what if” questions about 

AI’s potential, bid up the stocks of AI’s key enabling companies. To see this, look no further than 

the SOX, which returned 88% during the second quarter. Within this group, memory company 

stocks, which are historically very cyclical, boom-bust companies (and therefore haven’t paid or 

have a checkered past with dividends) were up hundreds of percent. As a group, semiconductors 

made up approximately 19% of the S&P 500’s market capitalization weight as of June 30, 20262. 

That is the industry’s highest weighting on record. We estimate the prior peak weighting for 

semiconductors was around 8% just before the dot.com bubble burst in 2000 (after adjusting for 

reclassifications and other group definition changes over time). 

There is little doubt that AI has already transformed the world and will continue to do so in 

unforeseen ways. We don’t make macro calls, and we aren’t calling an AI bubble top. But, we 
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always ask and think about the other half of the question, negative “what if” scenarios. What if 

companies spending on AI find that there isn’t a good return and that traditional software/data 

services provide more cost efficient and reliable output? What if data center capacity gets 

overbuilt and companies supplying the components inside are over-earning? What if 

semiconductor fabrication plants get overbuilt and the prices of semiconductors fall? What if 

frontier large language model providers need to raise prices to stop burning cash and enterprises 

switch to lower cost models? What if this time isn’t different and the expectations embedded in 

semiconductor and related stocks don’t come true?  

To be clear, our portfolio is not sitting out AI entirely. We own what we think are the best durable 

business models with the best balance sheets in the group. We are sitting out what we view as the 

most cyclical of the group because we cannot underwrite with confidence the long-term, 

consistent growth prospects. Our portfolio is invested in companies for which the negative “what 

if” questions still exist because investors can never escape risk entirely, but they are much more 

manageable and less existential. 

Prudent diversification 

Diversification, based on the principle of not having all the eggs in one basket, is one of the most 

prudent investment techniques for modifying risk. Prudently diversified portfolios contain a 

reasonable amount of negative correlation, i.e., investments that behave differently in the same 

scenario. To achieve negative correlation within the equity portion of portfolios, the Chartered 

Financial Analyst (CFA) materials suggest that a number of stocks be selected from at least eight 

different industry groups or sectors.3 

The Global Industry Classification Standard, also known as GICS, is the primary financial 

industry standard for defining sector classifications. GICS was developed by index providers 

MSCI and S&P Dow Jones. Diversification across stock sectors helps to mitigate idiosyncratic or 

unsystematic risks caused by factors affecting specific industries or companies within an 

industry. A well-diversified portfolio includes stocks from as many GICs sectors as possible and 

does not concentrate too much in any one sector. 

 

 
3 Managing Investment Portfolios: A Dynamic Process, edited by John L. Maginn, Donald L. Tuttle 

https://www.investopedia.com/terms/g/gics.asp
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Technology Sector Weight Is at Record High 

Figure #1 shows the weightings of each of the now 11 sectors into which Standard & Poor’s 

divides the stock market during various time periods. In May and June 2026, the Information 

Technology (IT) sector’s weighting ran to more than 39%. For reference, since 1972 (the farthest 

back that we have sector weight data) IT’s weighting has averaged 18%. The only other time that 

IT’s weight approached its current weight was at the peak of the dot.com bubble in August 2000. 

On the other hand, Health Care, Consumer Staples, and Utilities, sectors that historically have 

been considered defensive (i.e., that people patronize in tough times as well as in good times) 

totaled an average 25.82% from 1972 through June 2026. In the first half of 2026, however, 

those defensive sector weightings totaled only 15.64%, less than half the weighting of the IT 

sector alone. Our portfolio is overweight in defensive sectors. 

Figure #1: S&P 500 Sector Weights (%) in Select Periods 

 

S&P 500 Sector Index 

1972-

June 

2026 

Average 

Weight 

Sector 

Weight 

9/30/2011 

June 30, 

2026 

Weight 

Difference 

Between 

June 30, 

2026 and 

Average 

Weight 

August 

30, 2000 

Weight 

INFORMATION TECHNOLOGY  18.02 19.44   37.98 ^ 19.96   33.63 ~ 

FINANCIALS  14.41 13.59 11.74 -2.67 14.42 

HEALTH CARE  12.13 12.14 8.88 -3.25 10.66 

CONSUMER DISCRETIONARY 11.88 10.65 9.30 -2.58 9.77 

COMMUNICATION SERVICES * 6.11 3.29 9.67 3.56 6.03 

INDUSTRIALS  10.74 10.27 8.81 -1.93 9.46 

CONSUMER STAPLES  10.03 11.68 4.57 -5.46 5.95 

ENERGY 8.38 11.63 2.97 -5.41 5.5 

UTILITIES  3.66 3.97 2.19 -1.47 2.74 

MATERIALS  3.95 3.56 1.83 -2.12 1.83 

REAL ESTATE  2.61 ** 1.83 -0.78 ** 

      
Defensive Sectors’ Total Weights 

(Health Care, Consumer Staples, and 

Utilities) 

25.82 27.79 15.64 -10.18 19.35 

 
* In September 2018, the Communications Services sector was expanded beyond telecommunications to 

include companies such as Netflix, Alphabet, Meta. 

** The Real Estate sector was spun out of the Financials sector in September 2016. 

^ On June 2, 2026, the weighting of the Information Technology sector closed at 39.5%.  

~ Intramonth August 2000, the weighting of the Information Technology sector reached a peak of 36.4%. 

Source: FactSet, Dearborn Partners 

 



 
 

4 

 

The S&P 500 Benchmark Is Now Highly Concentrated 

When 40% of the capitalization of all stocks in the S&P 500 is in one sector, it is difficult for 

portfolios that are more evenly allocated across the other 10 sectors to match the index’s returns. 

Furthermore, when 40% of the market’s returns come from the 10 largest stocks, as seen in 

Figure #2, several of which pay no dividends, it is difficult for strategies that emphasize 

dividends to keep up. 

Figure #2: The S&P 500 is highly concentrated 

 

Source: Ned Davis Research, inc. 

In its June 21, 2026 note, Evercore ISI Research published the following: 

“An investment in the S&P 500 is becoming an increasingly concentrated play as a few AI 

Enablers have driven a majority of S&P 500 EPS revisions and AI heavy Information 

Technology and Communication Services are the only sectors which have outperformed 

since the end of 2022.” (Figures #3 and #4) 

Figure #3: AI Enablers Driving a Majority of Earnings Upside 
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Figure #4: AI Winners Are Leading Index Gains 

 

 

Our Yield Discipline Is Intact 

In September 2011 when we first selected the stocks for our SMA portfolio, the yield on the S&P 

500 was 2.15%. We were able to get an average yield of 4% for our HRD portfolio. We said that 

we strive for an average yield for HRD of at least 50% greater than the yield on S&P 500. In 

2011, HRD’s average yield of 4% met that goal. Today the yield on the S&P 500 is 1.03%4. 

HRD’s average yield now is 3.0%5, 191% greater than the benchmark’s current yield. Our 

portfolio’s average yield exceeds our stated goal.    

The forward 12-month P/E on the S&P 500 now of 20.4X is greater than its 10-year and 5-year 

average P/Es of 19.0X and 19.9X, respectively. In other words, the S&P 500 benchmark’s yield 

has never been lower than 1.03% and its P/E has rarely been higher.  

These markets keep running. We, however, have not abandoned our disciplines for solid balance 

sheets, strong businesses that we believe can thrive in tough economic times as well as good 

times, and companies with the ability and willingness to increase dividends with consistency and 

regularity. Our view is that the cap-weighted S&P 500 has lost its historic disciplines regarding 

sector weightings. If and when the high-beta markets finally run out of steam, the rising 

dividends may again cushion the fall of the stock prices as they have done so many times in the 

past. There just have not been many bad markets in the last 15 years. 

 

 
4 FactSet 
5 Dearborn Partners 
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Signs of a Turn  

Although the market capitalization-weighted (cap-weighted) S&P 500 has significantly 

outperformed the equal-weighted S&P 500 for the past three and one-half years. . . . 

Figure #5: Cap-Weighted (blue line) vs. Equal-Weighted (red line) S&P 500 January 1, 

2023-June 30, 2026 

 

Source: FactSet 

in the first half of 2026, that trend is showing signs of abating. 

Figure #6: Cap-Weighted (blue line) vs. Equal-Weighted (red line) S&P 500 January 1, 

2026-June 30, 2026 

 

Source: FactSet 
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Here Is Our Dividend Growth Record 

The companies in our Dearborn Partners Rising Dividend portfolio have on average continued to 

increase dividends at rates in accordance with our stated objectives of mid-single-digit annual 

growth. Here are some details about the dividend increases announced by the companies in our 

separately managed account (SMA) in the second quarter and first half of 2026. 

Dividend Growth: High & Rising Dividend SMA portfolio 

In the second quarter of 2026, 4 of 25 companies in our High & Rising Dividend portfolio 

announced 4 dividend increases averaging about 2.7% more than those companies paid as 

dividends a year earlier. In the first half of 2026, 13 companies announced 14 dividend increases 

averaging 4.9% more than those companies paid a year earlier. One company has announced two 

dividend increases so far this year. One company declared a special dividend in addition to 

increasing its regular dividend in the first quarter. No companies in this portfolio have reduced or 

suspended dividends so far this year. 

 

Dearborn Partners’ Rising Dividend Philosophy 

The lens through which we examine every company in our portfolio and those that may be 

candidates for our portfolio is: do they possess the ability to not only pay a dividend but increase 

the dividend consistently over time. Our view is: A dividend is tangible evidence of a 

company's health; a rising dividend telegraphs a company's strength.  

What sustains our confidence is not short-term market behavior, but the enduring strength of the 

businesses we own — the consistency of their cash flows, the quality of their balance sheets, and 

their demonstrated commitment to increasing dividends across full market cycles. These are not 

temporary characteristics; they are the foundation of long-term wealth creation. We remain 

deeply engaged, disciplined, and accountable as stewards of your capital, while remaining 

faithful to the principles that have guided this strategy for more than three decades. 

We are profoundly grateful for the trust you have placed in us. We work diligently every day to 

earn it. 

The Dearborn Partners Investment Team 

Carol, Mike, Pete, Matt, and Jon 
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Dearborn Partners Rising Dividend Separately Managed Account Average Calendar Year 

Dividend Increases6 

 
High & Rising CPI* 

14-Year Average 7.3% 2.8% 

2026 YTD 4.9% 2.8% 

2025 5.8% 2.6% 

2024 5.8% 3.3% 

2023 6.9% 4.0% 

2022 8.7% 6.0% 

2021 6.3% 5.5% 

2020 5.9% 1.6% 

2019 8.2% 2.3% 

2018 8.8% 2.2% 

2017 5.8% 1.7% 

2016 6.5% 2.1% 

2015 7.5% 2.1% 

2014 7.4% 1.6% 

2013 8.7% 1.7% 

2012 9.6% 1.9% 
 

* Core Consumer Price Index for All Urban Consumers Unadjusted 12-month Percent Change for 12 months 

ending May 2026 Updated June 10, 2026. 14-Year Average represents December 2012-December 2025.       

YTD = Year to Date 

 
 

Source: U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: All Items Less Food and 

Energy [CPILFENS], retrieved from FRED, Federal Reserve Bank of St. Louis; 

https://fred.stlouisfed.org/series/CPILFENS June 10, 2026. 

 

 
6
 On the date that a company in our SMA portfolio announces a dividend increase, we calculate the percentage 

difference from the dividend the company paid a year earlier. We are excluding any special or accelerated dividends 

paid. We then calculate the average of all those year-over-year increases. However, if a company announces a 

dividend increase more than once a year, we use the average of that company’s multiple increases to be considered 

in the year-over-year comparison. 
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Disclaimer:  

This presentation is not a complete description of, nor a recommendation to invest in, any investment strategy (the 

"Strategy") mentioned herein. It is for informational and educational purposes only and does not constitute an offer 

to sell, a solicitation to buy, nor a recommendation regarding any securities transaction, nor as an offer to provide 

advisory or other services by Dearborn Partners, L.L.C. Dearborn investment management services and products are 

managed by the Dearborn Partners, L.L.C., a U.S. registered investment advisor. Dearborn Partners L.L.C. is an 

investment adviser registered under the Investment Advisers Act of 1940, as amended. This commentary may not be 

redistributed without Dearborn’s written consent.  

 

To the extent any investment information in this material is deemed to be a recommendation, it is not meant to be 

impartial investment advice or advice in a fiduciary capacity and is not intended to be used as a primary basis for 

your investment decisions. Stock markets are volatile and can decline significantly in response to adverse issuer, 

political, regulatory, market, or economic developments. PLEASE NOTE THAT PAST PERFORMANCE IS NO 

GUARANTEE OF FUTURE RESULTS. There is no assurance the Strategy will be profitable, achieve its 

objectives, be suitable for you, or not incur losses. Dividends are not guaranteed and must be authorized by the 

company’s board of directors. Dividend yield is one component of performance and should not be the only 

consideration for investment. Some of the information herein has been obtained from third party sources. We believe 

such information is reliable, but we have not in each case verified its accuracy or completeness. Dearborn may make 

securities recommendations to clients that are inconsistent with the views herein. Any opinions herein are as of the 

date of this report and are subject to change without notice. SMA Models Securities used in a strategy may include, 

but are not limited to, ETFs, closed end funds, open end mutual funds, common or preferred stock, convertible 

stocks or bonds, warrants, and rights as well as corporate, municipal, or government bonds, notes or bills. SMAs 

may be used to provide diversification or specialization within a particular sector of the market. Due to the direct 

equity ownership, SMAs have risks including but not limited to market risk, credit risk, interest rate risk, 

prepayment risk, liquidity risk, sector risk, currency risk, and commodity risk. 


