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In Focus



Free Cash 
Flow:  
The Key to 
Sustainable 
Dividends 
 

The current low interest rate 

environment combined with slow 

economic growth and increasing 

market volatility has investors 

looking for solutions that can 

generate sustainable income. 

Focusing on companies producing 

a high free cash flow yield and 

a sustainable high dividend yield 

may be a way for investors to 

generate income, preserve  

capital, and provide the potential 

for long-term returns.

Why Invest in Dividend Paying  
Stocks? 
• Dividend paying stocks are typically larger and more established  
 companies. Historically, they have captured a good portion of the  
 market’s gains during up markets and offered less volatility  
 during down markets. 
• Stocks that pay consistent dividends usually have lower valuations,  
 strong earnings quality, and solid balance sheets.

US vs. International as of 3/31/18 
Recently, yields have been higher and valuations have been lower 
overseas versus the US.

The Global Opportunity 
• More than 70% of the world’s dividends come from non-US  
 companies.1

• Adding international stocks as a complement to US portfolios can  
 increase investors’ exposure to new income opportunities over the  
 broader equity market. 
• International dividend investing may improve portfolio diversification  
 through country and sector diversification.
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In order to provide a more focused analysis, the top 100 companies 
in each index were chosen. Source: FactSet. You cannot invest directly 
in an index. (2)Trailing 12 month dividend yield. (3)Trailing 12 month 
price-to-earnings ratio. The Russell 1000 is an index of approximately 
1,000 of the largest companies in the U.S. equity markets. The Russell 
1000 comprises over 90% of the total market capitalization of all listed 
U.S. stocks. FTSE Developed Large-Cap Index ex US is a market-
capitalization weighted index representing the performance of large-cap 
stocks in developed markets. Data calculated for the FTSE Developed 
Large-Cap Index ex US screens out all US companies to represent a true 
international index.

(1)Morningstar, 2015

Price-to-earnings ratio (P/E ratio) is a fundamental 
measure commonly used to determine if an investment is 
valued appropriately. Each holding’s P/E is the latest closing 
price divided by the latest fiscal year’s earnings per share. 
Negative P/E ratios are excluded from this calculation.



Sustainability and  
Free Cash Flow Yield 
• Free cash flow is the cash remaining after a company has paid expenses, interest, taxes, and long-term investments. When free cash  
 flow is positive, it indicates the company is generating more cash than is needed to run the company and can invest in growth  
 opportunities. It is a source from which dividends are paid.  
• Free cash flow yield represents a company’s free cash flow relative to its enterprise value (market value + total debt − cash) to  
 determine the value of that cash flow. High free cash flow yield supports a company’s ability to make consistent dividend payments and  
 its capacity to grow dividends over time.

Why Now?
• International dividend paying stocks are attractively valued right now and yield more on average than their US counterparts.
• Companies with higher levels of free cash flow yield and earnings offer potential for dividend growth and better returns.
• Investors are concerned the US stock market could slow down and rising interest rates will hurt the value of their bond portfolios.  
 Global dividend-oriented strategies may address both of these worries.

Pacer Global Cash Cows Dividend Index  

When free cash flow yield is less than dividend yield, it indicates  
there is a cash shortfall and dividends may not be sustainable.  
 
The Pacer Global Cash Cows Dividend Index has a higher free cash  
flow yield than dividend yield indicating the companies within the  
Index have a stable free cash flow and the ability to pay consistent 
dividends. 
 
Pacer Global Cash Cows Dividend Index 
created in January 2016 uses an objective rules-based methodology to 
provide exposure to global companies with a high dividend yield backed by 
a high free cash flow yield.  
 
• Top 100 companies in the FTSE Developed Large-Cap Index with  
 the highest free cash flow yield and dividend yield. 
• Companies are weighted by highest trailing twelve month  
 dividends. Weightings are capped at 2% for any individual company. 
• The Pacer Global Cash Cows Dividend Index is reconstituted and  
 rebalanced semi-annually in June and December.

Source: FactSet.  
(4)Last 12 months dividend per share divided by the current share price. 
Trailing 12 month dividend yield and free cash flow yield. 

The strategies discussed are for educational purposes and are not a recommendation, offer or solicitation to buy or sell any securities or to adopt 
any investment strategy. There is no guarantee that any strategy will be effective.

Dividend Yield4 Free Cash Flow Yield

4.48%

5.88%

0%

1%

2%

3%

4%

5%

6%

Dividend Yield vs. Free Cash Flow Yield  
as of 3/31/18



Before investing you should carefully consider the Fund’s investment objectives, risks, charges, and expenses.  
This and other information is in the prospectus. A copy may be obtained by visiting www.paceretfs.com or calling 
1-877-337-0500. Please read the prospectus carefully before investing. 

An investment in the Funds is subject to investment risk, including the possible loss of principal. Pacer ETF shares may be bought and sold on an  
exchange through a brokerage account. Brokerage commissions and ETF expenses will reduce investment returns. There can be no assurance that an 
active trading market for ETF shares will be developed or maintained. The risks associated with this fund are detailed in the prospectus and could include 
factors such as concentration risk, currency exchange risk, equity market risk, foreign securities risk, geographic concentration risk, high portfolio turnover 
risk, large- and mid-capitalization investing risk, smaller companies risk, new fund risk, other investment companies risk, passive investment risk, tracking 
risk, sector risk, style risk, non-diversification risk, and/or special risks of exchange traded funds.  
 
There is no guarantee dividends will be paid. A company’s ability to pay dividends may stop or be limited in the future. The information presented 
here is not intended to forecast events or guarantee results.   

This document does not take into account any investor’s particular investment objectives, strategies, tax status, or investment horizon. Please  
consult with your financial advisor and tax advisor before investing. 
 
“FTSE®” is a trade mark of the London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE 
indices and / or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE 
indices and / or FTSE ratings or underlying data and no party may rely on any FTSE indices, ratings and / or data underlying data contained in this  
communication. No further distribution of FTSE Data is permitted without FTSE’s express written consent. FTSE does not promote, sponsor or endorse the 
content of this communication. 
 
© 2018, Pacer Financial, Inc., All rights reserved.

Distributor: Pacer Financial, Inc., member FINRA, SIPC, an affiliate of Pacer 
Advisors, Inc. 
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Speak with your financial advisor today to learn more about how to  
incorporate the Pacer Cash Cows Series into your portfolio. 
For more information, visit www.paceretfs.com.
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