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Ronald Reagan, in his first run against Jimmy Carter, is well remembered for asking

voters whether they were better off than four years earlier. Given that the Dow

Industrials broke into record territory, investors might also ask whether they are

better off than nearly five and a half years ago, when the Dow last hit an all-time

high. Unfortunately, the answer is no—not by a long shot. For one, the effect of

inflation has eroded the value of the dollar. On an inflation-corrected basis, the Dow

would have to hit 15,640 to be worth more than it was in October of 2007. In fact,

October 2007 was not even the Dow’s highest point in constant dollars. At the peak of

the bull market in January of 2000, the Dow was just over 16,000 in today’s dollars,

more than 11% higher than today. For the much broader S&P 500 Index, its inflation-

corrected peak of March 2000 was 2,060, more than 30% above today’s levels. But

investors have fallen even further behind than these numbers imply. Because of the

Federal Reserve’s policy of maintaining interest rates near zero, a dollar’s worth of

savings does not go nearly as far as it did before the financial crisis. For example, in

early 2000, when the U.S. stock market was at its peak, an investor with a $500,000 nest

egg in stocks could cash out and invest the proceeds in 30-year Treasury Inflation-

Protected Securities (TIPS) yielding more than 4% and generate an inflation-protected

income stream of about $21,000 per year. Unfortunately, at today’s near-zero rates, that

same investor could obtain only $2,600 of annual inflation-protected income from his

$500,000 nest egg, more than 87% less than in 2000. This means that once inflation and

lower interest rates are factored in, the stock market would have to rise to many

multiples of its current level for an investor to enjoy the same after-inflation income

today as he did 12 years ago. Although this is most discouraging for those planning to

cash out their stocks and live off their savings, we believe the prospects are much

better today than in 2000 for those willing to hold on to their stocks. Twelve years ago

equities were selling at approximately 30 times their estimated earnings and their

dividend yield was a measly 1%. But today stocks are selling at only 13.7 times their

2013 projected earnings, while their dividend yield is over 2%. Furthermore, cash

dividends, which were at a record high in 2012, are rising at their fastest rate in

decades. And in contrast to TIPS, whose income payments only keep up with inflation,

dividends have grown 1% to 2% faster than inflation over the past half century. No one

will argue with the assessment that the last decade has been horrible for stock

investors. But despite the ravages of the worst bear market since the Great Depression

and the worst recession in 75 years, dividend growth on the S&P 500 averaged 7% a year.

And this dividend growth occurred despite the 20% collapse in dividends during the

financial crisis Although there is always a risk of losing money in stocks over the

short-term, history shows that there has never been a twenty year period in US stock

market history when stocks investor returns have fallen behind inflation. Bonds have

experienced 20-year periods where they fell behind inflation, and we would not be

surprised to see them fall short again, given today’s high bond prices. The financial

markets have come full circle. In 2000 the stock market soared to unjustified

valuations, and stock investors paid the price, with the poorest decade since the 1930s.

Today bonds are stretched to their limit while we believe stocks are priced to offer

investors better returns. The better question for investors is not whether they are

better off now than they were when stocks were last at an all-time high, but how they
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can be better off going forward. With interest rates at record lows and stocks offering

the best income prospects in decades, we have little doubt which asset class will win

the next race.     Unless otherwise stated, data source is WisdomTree and      

Bloomberg.

Important Risks Related to this Article

This article was reprinted with the permission of Jeremy Siegel. WisdomTree is not

responsible for its content and has reprinted this article to be viewed as

informational. The information provided to you herein represents the opinions of Jeremy

Siegel and is not intended to be considered a recommendation to participate in any

particular trading strategy or deemed to be an offer or sale of any investment product,

and it should not be relied on as such. Past performance is no guarantee of future

results. Professor Jeremy Siegel is a Senior Investment Strategy Advisor to WisdomTree

Investments, Inc., and WisdomTree Asset Management, Inc. Neither Professor Siegel nor

WisdomTree nor any other party involved in making or compiling any information makes an

express or implied warranty or representation with respect to information in this

article. Dividends are not guaranteed and a company’s future abilities to pay dividends

may be limited. A company currently paying dividends may cease paying dividends at any

time. Past performance is not indicative of future results.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
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Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.
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