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Since the beginning of the year, longer-term interest rates in the U.S. have risen

considerably—mostly driven by the expectation that the Federal Reserve (Fed) would begin

tapering its quantitative easing (QE) program. At its December meeting, the Fed did

indeed announce it would begin scaling back purchases of both mortgage-backed securities

and U.S. Treasury bonds by $5 billion a month and now would be on track to end its asset

purchase program by the end of 2014—assuming no drop-off in economic performance in the

coming months. Although more companies have begun paying dividends, the percentage of

equities with a higher dividend yield than the 10-Year U.S. Treasury yield has declined.

The recent rise in Treasury yields has impacted various income-oriented investment

strategies, but not all strategies are the same. In the chart below, I look at how the

relationship between the 10-Year Treasury and dividend-paying equities has changed over

the past year, up until the most recent Fed announcement. Relationship between Equity

and Bond Yields    • Rates Have

Risen Rapidly –   Through December 18, 2013, the 10-Year Treasury yield has increased

from 1.76% to 2.89%—a change of 113 basis points. To put this in context, rates still

remain well below their monthly average of around 6.0% over the last 30 years. But as

interest rates increase, they provide more competition for dividend-paying equities,

especially higher-yielding equities. • Dividend Yield Edge of Equities over Bonds     

Has Decreased – Within the S&P 500 Index, the weight of dividend-paying equities with

a n indicated divided yield above that of the 10-Year Treasury has decreased

dramatically, from 67% to 24%. WisdomTree Indexes have also seen a decline in weight,

but the percentage with higher dividend yields is still higher due to the Index

methodology that focuses on dividends. In particular, the annual rebalance back to the

Dividend Stream® puts an emphasis on stocks with higher dividend yields, as weights are
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adjusted such that more weight is allocated to firms that grow their dividends faster

relative to their prices. • Small Caps for Income – When investors think of dividends,

they tend to think of mature large-cap companies as the primary source. As a result, I

feel that many investors mistakenly overlook small-cap equities as attractive income

options. I find it impressive that the WisdomTree SmallCap Dividend Index has more than

twice the weight of the S&P 500 in stocks with a dividend yield higher than the 10-Year

Treasury. WTSDI has over 50% of its weight in equities with a higher dividend yield than

the 10-Year Treasury.   Conclusion I believe one of the supporting points for equities

during the last few years was the income advantage they provided compared to the

traditionally low yields available in fixed income securities. There is still a healthy

part of the broader market that can offer higher yields than U.S. Treasuries, but it is

no longer the majority of stocks in the market. If one wants to focus on equities for

their income potential, the dividend growth prospects are becoming a more important

component of the returns—as equities not only offer the current dividend but also the

future growth potential. As I discussed in an earlier blog post, this year was the

fourth consecutive year of double-digit dividend growth, and I believe we will continue

to see elevated dividend growth due to dividend payout ratios still being near

historical lows. Now would be a good time to evaluate various dividend strategies, and

I’d point out that compared to large caps, small caps had a greater percentage of stocks

with higher yields than the 10-Year Treasury.

Important Risks Related to 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.

Investments focusing on certain sectors and/or smaller companies increase their

vulnerability to any single economic or regulatory development. This may result in

greater share price volatility. Fixed income investments are subject to interest rate

risk; their value will normally decline as interest rates rise. In addition, when

interest rates fall, income may decline. Fixed income investments are also subject to

credit risk, the risk that the issuer of a bond will fail to pay interest and principal

in a timely manner or that negative perceptions of the issuer’s ability to make such

payments will cause the price of that bond to decline.

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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DEFINITIONS

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.

U.S. Treasury Bond : a debt security issued by the United States government.

Dividend : A portion of corporate profits paid out to shareholders.

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

each year relative to its share price.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.

Basis point : 1/100th of 1 percent.

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.

Indicated Dividend Yield    : Indicated dividends per share are annualized and then

divided by the current share price. High values indicate low prices relative to indicate

low prices relative to indicated dividends.

Dividend Stream : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

WisdomTree SmallCap Dividend Index     : A fundamentally weighted index measuring the

performance of the small-capitalization segment of the U.S. dividend-paying market. The

Index comprises the companies that constitute the bottom 25% of the market

capitalization of the WisdomTree Dividend Index after the 300 largest companies have

been removed. The Index is dividend weighted annually to reflect the proportionate share

of the aggregate cash dividends each component company is projected to pay in the coming

year, based on the most recently declared dividend per share.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.
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