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Thus far in 2016, the dividend-paying portion of the equity market has outperformed the broader averages.1 With
investors navigating a sideways market in the U.S., demand for dividend-paying stocks has increased, leaving some to
wonder whether dividend stocks—and the stock indexes that measure their returns—have become expensive. For
example, the S&P High Yield Dividend Aristocrats Index and the NASDAQ US Dividend Achievers Select Index exhibited
a price-to-earnings ratio (P/E) premium of 6% and 8%, respectively, relative to the S&P 500 Index as of late June. While
narrow dividend indexes that focus on select stocks or that concentrate in narrow sectors of the market may exhibit P/E
ratios that exceed the broader market, WisdomTree believes the best way to measure how dividend stocks are actually
doing is to examine the returns and the fundamental ratios on the broadest measures of the dividend-paying part of the
market. Fortunately, WisdomTree’s broad dividend Indexes do exactly that in every major size segment of the U.S.
market. When we use WisdomTree’s dividend Indexes as proxies for dividend-paying stocks, the answer to the question
of whether those stocks have become expensive is “no.” Dividend stocks, in aggregate, continue to trade at discounts to
the P/E multiples seen across major market capitalization-weighted indexes. For example, as of June 1, The WisdomTree
Dividend Index and the WisdomTree LargeCap Dividend Index exhibited a discount of 4% and 7%, respectively, relative
to the S&P 500 Index. The WisdomTree SmallCap Dividend Index was trading at 15% discount to the S&P SmallCap 600
Index Expanding P/E multiples can result from a kind of “momentum bias” in the market, where investors buy stocks—or
stock strategies—simply because they have risen in value in the recent past. WisdomTree tries to avoid this “valuation
creep” by rebalancing the dividend-weighted Indexes shown here each December in order to lower the valuation on the
dividend-paying part of the market. Below, we examine recent valuations on WisdomTree’s domestic dividend Indexes
and how they compare to median valuations since 2006 and starting valuations in 2006—all measured compared to their
comparable cap-weighted index. P/E Ratios of WisdomTree U.S. Dividend-Weighted Indexes vs. Cap-Weighted

Indexes, 2006–2016
For
deﬁnitions of indexes in the chart, visit our glossary. In each and every instance, the WisdomTree Index had both a lower
average P/E ratio and a lower median P/E ratio compared to its cap-weighted peer. This was also true as of the most
recent quarter: Each and every WisdomTree Index exhibited a lower P/E ratio than its cap-weighted counterpart. When
we compare the premium (or discount) of each WisdomTree Index to its own history, we ﬁnd the following: • Both the
WisdomTree Dividend Index and the WisdomTree LargeCap Dividend Index traded at roughly a 20% premium to their
10-year median P/E, a small premium above the 17% premium the S&P 500 was trading at relative to its own 10-year
history. As of May 31, 2016, the Russell 3000 Index traded at a 15% premium to its 10-year median P/E. • The
WisdomTree Midcap Dividend Index traded at just a 9% premium to its 10-year median P/E, slightly higher than the 7%
premium exhibited by the S&P MidCap 400 Index. • The WisdomTree SmallCap Dividend Index, based on its most
recent quarter-end P/E, was the only one of the four WisdomTree Indexes to be trading at a discount to its 10-year
median P/E. Note that we show both the Russell 2000 Index and the S&P SmallCap 600 Index due to quite large median
P/E ratios for the Russell 2000 Index, which typically has about 20% exposure to unproﬁtable companies, which raises its
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P/E ratio. Based on this data, we think it’s fair to conclude that, like the broader market, the WisdomTree Indexes
beneﬁtted from the expansion in P/E multiples from the very low levels that existed as of September 2011. However, in
each and every case we measure in the table above, the comparable cap-weighted index experienced a greater
percentage increase in its P/E multiple from September 2011 than did the WisdomTree dividend Index. The Russell 3000
and the S&P 500 saw multiples expand by more than 52%, while the P/E ratio on the comparable WisdomTree Dividend
Index expanded by 48% and the multiple on the WisdomTree LargeCap Index expanded by 50%. While the multiple
expansions for the S&P MidCap 400 and the Russell 2000 Index were smaller in percentage terms than expansions in the
large and broad-market categories, the P/E ratios on both the WisdomTree MidCap Dividend and the WisdomTree
SmallCap Dividend Indexes increased by a smaller percentage than their cap-weighted peers, from September 2011
lows. Conclusion Some investors are concerned that the overall stock market in the U.S. is trading at a high multiple,
particularly in the absence of aggregate earnings growth and robust business investment. While such reservations may be
warranted, that is a different argument from “dividend stocks are expensive.” If we use WisdomTree’s broad dividendweighted Indexes as the best barometers for the performance of dividend-paying stocks in each of the size segments of
the U.S. market, then it’s fair to conclude that dividend stocks are not currently overvalued relative to the broader
1Sources: WisdomTree, Bloomberg, as of 6/20/16. The
averages. In fact, they continue to trade at a discount.
WisdomTree Dividend Index outperformed the Russell 3000 Index by more than 400 basis points year-to-date as of
6/20/16.
Importan t Risks Re late d to th is 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.
For more investing insights, check out our Economic & Market Outlook
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Dividend : A portion of corporate profits paid out to shareholders.
S&P High Yield Dividend Aristocrats Index : Designed to track the performance of dividend-paying companies in the
U.S. that have increased their annual dividend payments for the last 20 or more consecutive years.
NASDAQ US Dividend Achievers Select Index : Designed to track the performance of dividend-paying companies in
the U.S. that have increased their annual dividend payments for the last 10 or more consecutive years.
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.
Market capitalization-weighting : Market cap = share prices x number of shares outstanding. Firms with the highest
values receive the highest weights in approaches designed to weight firms by market cap.
S&P SmallCap 600 Index : Market capitalization-weighted measure of the performance of small cap equities within the
United States, with constituents required to demonstrate profitability prior to gaining initial inclusion.
Valuation : Refers to metrics that relate ﬁnancial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.
Rebalance : An index is created by applying a certain set of selection and weighting rules at a certain frequency.
WisdomTree rebalances, or re-applies its rules based selection and weighting process on an annual basis.
Median : The median is the value within a dataset at which 50% of all observations occur above and 50% occur below.
Russell 3000 Index : Measures the performance of the 3,000 largest U.S. companies based on total market
capitalization.
S&P MidCap 400 Index : provides investors with a benchmark for mid-sized companies. The index covers over 7% of the
U.S. equity market, and seeks to remain an accurate measure of mid-sized companies, reﬂecting the risk and return
characteristics of the broader mid-cap universe on an on-going basis.
Russell 2000 Index : Measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 is
a subset of the Russell 3000 Index representing approximately 10% of the total market capitalization of that index. It
includes approximately 2000 of the smallest securities based on a combination of their market cap and current index
membership.
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