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W e have been writing about our new Index of dividend-paying stocks with growth

characteristics quite extensively since we launched the WisdomTree U.S. Dividend Growth

Index in May. Given some of the market movements that occurred in May across the

landscape of U.S. dividend-paying stocks, the launch of this strategy looks particularly

timely. A number of analysts believe dividend-paying stocks with the highest dividend

yields1 are expensive compared to other parts of the equity market2. A rise in the long-

term interest rates in the U.S. put some pressure on the performance of stocks with the

highest dividend yields in May3. In a piece written May 28, 2013, we noted that the

price-to-earnings (P/E) ratios of two dividend indexes—the WisdomTree Equity Income

Index, which focuses on the highest dividend yielding stocks in the U.S4 , and the

WisdomTree U.S. Dividend Growth Index, which focuses on dividend stocks with growth

characteristics5 —were almost identical and under 15x. What is interesting about these

similar P/E ratios is that the WisdomTree U.S. Dividend Growth Index had long-term

earnings growth expectations that were about 5 percentage points higher than those of

the WisdomTree Equity Income Index, as of May 31, 2013. Simply put, this means that,

relative to their P/E ratios, one is not paying a premium P/E multiple to get access to

the higher long-term earnings growth expectations of the U.S. Dividend Growth index.
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 For definitions of

terms and indexes, visit our Glossary. Ned Davis Research (NDR) recently published a

note on a similar theme, where they conclude that the valuations of “S&P 500 Growers” is

at one of the lowest points compared to “S&P 500 Yielders” based on their analysis of

median forward P/E ratios from June 30, 1981, to May 31, 2013. In the last 30 years, it

was rare for the discount on S&P 500 Growers to be as low as it currently is compared to

the S&P 500 Yielders. Conclusion While the NDR research focuses on a different

methodology, utilizing the S&P 500 Growers and S&P 500 Yielders, we believe that the

ultimate conclusion—that the market may currently be paying more for dividend yield than

for dividend growth—is the same as what we indicated through the statistics referenced

on our Equity Income and U.S. Dividend Growth Indexes. NDR concluded in this latest

research note that “dividend portfolios should include more than the highest yielders.

Look for companies that are growing their dividends and have the earnings and cash flow

to support the growth.”6 I agree fully with this statement, as well as with the valuation

picture that NDR paints with the last 30 years of historical valuation data in the

chart. I believe this indicates a potential opportunity among U.S. dividend payers

characterized more accurately by dividend growth than dividend yield. Data source is 

Bloomberg unless otherwise noted. 1“Dividend-paying stocks with the highest dividend

yields” refers to those stocks in the defensive sectors, specifically the S&P 500

Telecommunication Services Index, the S&P 500 Utilities Index and the S&P 500 Consumer

Staples Index, as of 5/31/2013. 2 The market refers to the S&P 500 Index. These three

sectors indexes have higher price-to-earnings (P/E) ratios than the broader S&P 500

Index. P/E ratio refers to share price divided by earnings per share. Lower numbers

indicate greater amounts of earnings per dollar invested. 3Refers to the U.S. 10-Year

Treasury Note’s yield shifting from 1.67% as of 4/30/2013 to 2.13% as of 5/31/2013. 4

“Highest dividend-yielding stocks in the U.S.” refers to the top 30% of stocks ranked by
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dividend yield from the WisdomTree Dividend Index. 5 Refers to stocks from the universe

of the WisdomTree Dividend Index with relatively higher long-term earnings growth

expectations, return on assets and return on equity. 6Ed Clissold, CFA, and Dan Sanborn,

“Did Bernanke End the Dividend Trade?,” Ned Davis Research Group, May 30, 2013.

Important Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be

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

You cannot invest directly in an index.

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,

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

WisdomTree U.S. Dividend Growth Index      : A fundamentally weighted index designed to

track the performance of dividend-paying companies in the U.S. that WisdomTree believes

have the potential to increase their dividends due to certain factors, which include

estimated earnings growth, return on equity and return on assets. Weighting is by

indicated cash dividends.

WisdomTree Equity Income Index : Measures the performance of the 30% highest-yielding

dividend-paying equities within the WisdomTree Dividend Index, weighted by indicated

cash dividends.

Long-Term Earnings Growth Expectations     : Compilation of analyst estimates of the

growth in operating earnings expected to occur over the next full business cycle,

typically 3 to 5 years, sourced from Bloomberg.

S&P 500 Telecommunication Services Index : Market capitalization weighted measure of

the performance of companies within the S&P 500 Index that are in the telecommunication

services sector.

S&P 500 Utilities Index : Market capitalization weighted measure of the performance of

companies within the S&P 500 Index that are in the Utilities sector.

S&P 500 Consumer Staples Index      : Market capitalization weighted measure of the

performance of companies within the S&P 500 Index that are in the consumer staples

sector.

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.

WisdomTree Dividend Index    : Measures the performance of dividend-paying companies

incorporated in the United States that pay regular cash dividends and meet WisdomTree’s

eligibility requirements. Weighted by indicated cash dividends.
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