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Recently there has been a lot of chatter about whether dividend-paying equities are

becoming expensive or reaching a “bubble.” Many point to high P/E ratios as evidence

that dividend-payers, specifically in the S&P 500 Utilities (Utilities),

Telecommunication Services (Telecom), Health Care (Health Care) and Consumer Staples

(Consumer Staples) sector indexes, are getting expensive. In my opinion, price-to-

earnings ratios may not be the best estimates of whether the stocks within these sectors

are reaching a bubble or not. Consider that since these indexes contain dividend-paying

stocks, a better gauge might be the trailing 12-month dividend yield, since it compares

the prior 12-months' worth of dividend payments to the stock price. In addition to being

a stand-alone metric, the trailing 12-month dividend yield of a stock, sector, or even

index can be compared to that of the broader market, in this case the S&P 500 Index. On

the basis of such a trailing 12-month yield spread,1 only Utilities is more expensive

than its average for the 20-year period from 8/31/1992 to 8/31/2012. We take the 20-year

average trailing 12-month dividend yield spread in order to gain a better understanding

of what an overall baseline might look like for each sector that has been observed over

20 years—a period that has included both bull and bear markets. What this 20-year

average will allow us to do is to gauge the present levels in a greater historical

context. The other three aforementioned sectors, besides Utilities, are actually

relatively cheap compared to their historical averages over that period: • Telecom had a

20-year average trailing 12-month dividend yield spread of 1.54%, but as of August 31,

20122 this spread was 2.70%, the highest of any sector. One could thus argue that this

particular value is one of the more attractive spreads that these stocks have displayed

over the last 20 years. • Consumer Staples had a 20-year average trailing 12-month

dividend yield spread of .32%. As of August 31, 2012, these stocks had a trailing 12-

month dividend yield spread of .68%—again signaling a lower valuation than its

historical average. • Health Care had a negative 20-year average trailing 12-month

dividend yield spread to the S&P 500 Index. As of August 31, 2012, the sector exhibited

a positive spread of .09%—another spread level higher than its historical average, which

signals a potentially attractive current valuation level. One option for those concerned

about potential valuation risk3 in U.S. Utilities may be to consider foreign Utilities,4

as they appear to be trading at discounts5 to both U.S. Utilities6 and their own

histories. In my opinion, dividend stocks are not in, or near, a bubble. I am confident

that there are still potential valuation opportunities in high-dividend sectors—even

after their strong recent performance.   Read our commentary for more information. Use

our dividend yield calculator.   1A comparison of the trailing 12-month dividend yield of

a stock, sector or index to that of a broader index. Higher spreads indicate that prices

are at lower levels relative to trailing 12-month dividends. 2The large number of

constituent firms within each index contribute to making observed levels stable over

time, relative to that of a single company. 3Specifically, that price levels of stocks

within the S&P 500 Utilities Sector Index are high compared to trailing 12-month

dividends, earnings, or any other financial metric. High current price levels may imply
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greater future risk. 4As represented by the MSCI AC World ex-US Utilities Sector Index.

5Specifically, foreign Utilities, as of 8/31/2012, have higher trailing 12-month dividend

yields than U.S. Utilities and higher trailing 12-month dividend yield spreads relative

to their own historical averages. Trailing 12-month dividend yield spreads of foreign

Utilities are captured by subtracting the trailing 12-month dividend yield of the MSCI

AC World ex-US Index from that of the MSCI AC World ex-US Utilities Sector Index. 6Refers

to fact that the trailing 12-month dividend yield spread between the MSCI AC World ex-

U.S. Utilities Sector Index and the MSCI AC World ex-U.S. Index is larger than that

between the S&P 500 Utilities Sector Index and the S&P 500 Index.

Important Risks Related to this Article

The Global Industry Classification Standard (“GICS”) was developed by and is the

exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s

(“S&P”), a division of The McGraw-Hill Companies, Inc. and is licensed for use by

WisdomTree Investments, Inc. Neither MSCI, S&P nor any other party involved in making or

compiling the GICS or any GICS classifications makes any express or implied warranties

or representations with respect to such standard or classification (or the results to be

obtained by the use thereof), and all such parties hereby expressly disclaim all

warranties of originality, accuracy, completeness, merchantability and fitness for a

particular purpose with respect to any such standard or classification. Without limiting

any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third

party involved in making or compiling the GICS or any GICS classifications have any

liability for any direct, indirect, special, punitive, consequential or any other

damages (including lost profits) even if notified of the possibility of such damages.

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)
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 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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