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Computer Staples
The performance of US technology stocks has been collectively superb in recent years, led by dominant 
franchises such as Microsoft and Google that have risen to become globally entrenched leaders. The ascent for 
many of these stocks has been breathtaking, a reflection of robust sales growth despite relatively pedestrian 
economic gains elsewhere. As it currently stands, these companies now account for 22% of the entire S&P 
500 benchmark. Investors with long memories might understandably view this performance with some 
consternation, comparing it to the ill-fated ramp in technology stocks during the late 1990s that ended with a 
collapse in 2000.

However, there is evidence that this industry has matured over the past two decades, now exhibiting traits more 
favorable for investment. There are three main aspects to this evolution. 

As a group, these businesses now generate a more stable stream of profits due to “sticky” recurring revenues, 
often from software subscriptions or by uniquely dominant status in a particular product or service. Prime 
examples of this include blue-chip corporations like Texas Instruments, Oracle, Apple, and Microsoft, all 
companies commonly held in many Guardian accounts. For all of these companies, earnings are not only 
increasingly stable versus history but also when compared to major companies in other industries.

EPS Stability* Beta**

Texas Instruments 11 1.25
Oracle 15 1.02
Apple 24 1.20

Microsoft 7 1.29

S&P 500 34 1.00
*Measures the variance between actual earnings and trend earnings, with a lower number reflecting higher stability

**Measures the amplitude of price swings relative to the broader market

Source: FactSet

Reflecting this, the price volatility of these stocks has diminished commensurately. At the time of the 2000 
collapse, the “beta” of the Technology sector, stood at the heady figure of 2.30. This has progressively moderated 
since then, declining to an almost market-neutral figure of 1.06 across the Technology sector1. To be clear, these 
stocks are still removed from more stable groups such as Utilities and Consumer Staples, but now represent the 
most stable group within the cyclical end of the market.
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This steady stream of profitability has allowed these businesses to sustain healthy balance sheets, with operating 
profits well in excess of interest obligations. In fact, 61% of all companies in the Technology sector now have 
operating profits more than tenfold greater than their interest expense, the best percentage versus any other 
sector of the market. This combination of profit stability and financial strength has allowed for the greater return 
of cash flows to investors via dividends. At the time of the 2000 “dot.com” crash, just 20% of technology stocks 
paid a dividend, a reflection of highly volatile profits which, in many cases, were misrepresentative of actual cash 
income. Fast forward to today and nearly 70% pay a dividend, some at very healthy levels: getting back to our 
Guardian picks, the improvement has been substantial.

2003 DPS* 2003 Payout** 2018 DPS 2018 Payout

Texas Instruments $0.09 13% $2.63 47%

Oracle $0.00 0% $0.81 27%

Apple $0.00 0% $2.72 23%
Microsoft $0.08 9% $1.84 36%
*Dividends per share

**Dividend payout as a percentage of profits

Source: FactSet

This is all worth bearing in mind when considering the terrific move in technology stocks in recent years. While 
understandably viewing this move with a critical eye, investors should also be aware of the maturation of this 
group, with greater earnings stability, improved balance sheets and rising dividends all leading to a diminished 
volatility in share prices. In fact, the upwards move in this group has actually lagged its rising contribution to 
the economy, with the sector creating an estimated $280 billion in economic profit in the United States last year, 
30% of the total market output and greater than the current 22% weight of the sector in the stock market2. As 
ever, at Guardian we remain vigilant in monitoring business trends across all of our investments, but are mindful 
of the improved stability, profitability, and dividend attributes of our global technology leaders. 

1Credit to Ned Davis Research, March 2019, for both the statistics and the title to this letter.
2Credit Suisse HOLT Insights “Value Creation In Tech”, June 2019.


