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History doesn’t repeat, but it often rhymes.

This is what a recent Bank of America research notel implies about the current U.S.
equity market environment relative to 1999.

The BofA valuation framework suggests a -0.5% annualized price return for the S&P 500

over the next 10 years. The last time that framework forecasted a negative return?
1999.

Isolating Dividend Returns

Robust earnings growth has reduced valuations this year, but the S&p 500 forward price-t
o-earnings (P/E) ratio of 21.2x is still around one standard deviation above its

historical median.
S&P 500: Index Forward P/E Ratio
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Sources: WisdomTree, FactSet, &P, 12/31/1984-11/20/2021. You cannat invest directly in an index.

In the decade immediately following the global financial crisis, the starting forward
P/E ratio was Tless than 16x. That allowed for multiple expansions to contribute to price
returns on the Index of more than 11% annualized for the next decade. The dividend
return provided an additional 2%.

S&P 500 Returns: 12/31/09-12/31/19
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Sources: WisdomTree, S&8F. You cannot invest directly in an index.

Recency bias tends to cause us to extrapolate recent experiences into the future. But a
better reference point for the current environment could be the period of the 2000s,
where the price return on the Index was -2.72%.

The 1.82% annualized return from dividends helped cushion some of the negative price
return, resulting in a not-so-impressive -0.95% total return.

S&P 500 Returns: 12/31/1999-12/31/2009
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As BofA puts it: “Total return is the number to optimize, and we see dividend
preservation and growth as the single most important criteria for stock selection,
which could potentially be the difference between a flat-to-negative and positive return
over the next 10 years in the S&p 500.”1

Dividend Growth

Share buybacks have become an increasingly popular form of cash payouts relative to
dividends. In 1995, dividends made up more than 80% of cash payouts. Today, payouts are
roughly even between share buybacks and dividends.

S&P 500: Percentage of Payout by Source
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There are a few key factors supporting dividend growth relative to buybacks for
investors to keep in mind:

1. pividends are less volatile-In 2020, S&P 500 earnings were down 13%. In the face
of a recession, dividend growth was slightly positive, while buybacks were down 28%.
Buybacks are pro-cyclical, whereas U.S. companies typically aim to avoid dividend
cuts at all costs.

2. Taxes-The Democrats’ Tlatest proposed tax plan includes a 1% tax on corporate
buybacks. while small, this may signal a bigger tax bill on buybacks to come.

3. valuations-with valuations at historically elevated Tevels, buybacks may not
represent the greatest use of companies’ cash, which instead favors dividends.

S&P 500: Dividend and Buyback Growth
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Source: “US Equity Views: Updating cur 2022 S&P 500 Cash Use Forecasts” Goldman Sachs Portfalio Strategy Research, 10/28/21.

wisdomTree U.S. Quality Dividend Growth Index
Dividend preservation and growth are at the heart of the construction of the WisdomTree

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF’


https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/blog/glossary#buyback
https://wisdomtree.com/blog/glossary#valuation
https://wisdomtree.com/~/link.aspx?_id=17B910B356D74237B12F9726C3C2D2B3&_z=z

wWisdomTree BLOG ARTICLE

U.S. Quality Dividend Growth Index.
Dividend payers with sustainable dividend payout

yield) are initially eligible.

ratios (dividend yield < earnings

The 300 companies with the strongest combined return on equity/return on assets and

earnings growth estimates are then selected, to target profitable companies that are

more likely to maintain/grow their dividends.

with the dividend return component of total returns in focus in this elevated valuation
environment, this basket has a dividend yield premium of more than 80 basis points
(bps). Its combined shareholder yield (dividend yield plus net buyback yield) is a

roughly 100 bps improvement.
Index Fundamentals
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Sources: Wisdom Tres, SEP, 11/30/2021. You cannet invest directly in an index.

1 “ys Equity Strategy in Pictures: Investing for 4Q and beyond,” Bank of America Global

Research, 10/26/21.

For standardized performance and the most recent month-end performance click here NOTE,
Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany

this material 1is intended for electronic use only.
this blog.

Related Blogs
+ October Dividend Update

+ September U.S. Dividend Update
+ August U.S. Dividend Update

Related Funds
+ WisdomTree U.S. Quality Dividend Growth Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1indicative 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
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.

Forward P/E ratio : Share price divided by compilation of analyst estimates for
earnings-per-share over the coming 12-month period. These are estimates that may be
subject to revision or prove to be incorrect over time.

standard deviation : measure of how widely an 1investment or investment strategy’s
returns move relative to its average returns for an observed period. A higher value
implies more “risk”, in that there 1is more of a chance the actual return observed is
farther away from the average return.

Recency Bias : When people more prominently recall and emphasize recent events and
observations than those in the near or distant past.

volatility : A measure of the dispersion of actual returns around a particular average

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Dividend yields : Refers to the trailing 12-month dividend yield. Dividends over the
prior 12 months are added together and divided by the current share price. Higher values
indicate more dividends are being generated per unit of share price.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by
the firm’s total assets. Higher numbers 1indicate greater profits relative to the Tevel
of assets utilized to generate them.

Basis point : 1/100th of 1 percent.
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