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Ask the market what fate awaits stocks with high dividends, and the answer often lies in the outlook for
interest rates. This is logical. When bond yields rise, the incentive to own stocks that offer higher dividends
wanes, and vice versa. Fortunately for the WisdomTree U.S. High Dividend Fund (DHS), a rising rate
environment hasn’t hit the market in recent years, right? Actually, wrong.

In the summer of 2016, U.S. 10-Year Treasury note yields collapsed to 1.359%, and they have subsequently
risen more than a full point, to 2.55%.1 The pain in yield-oriented DHS has been palpable (figure 1).

Figure 1: Performance Since 2016 Low in 10-Year T-Note Yield
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Source: WisdomTree, Bloomberg. Performance through 1/12/2018. Past performance is not indicative of future
results. SPX Index: S&P 500 Index. RAY Index: Russell 3000 Index. You cannot invest directly in an index.
Index performance does not represent actual fund or portfolio performance. A fund or portfolic may differ signifi-
cantly from the securities included in the index. Index performance assumes reinvestment of dividends but does
not reflect any management fees, transaction costs or other expenses that would be incurred by a portfolio or
fund, or brokerage commissions on transactions in fund shares. Such fees, expenses and commissions could
reduce returns. WisdomTree, its affiliates and their independent providers are not liable for any informational
errors, incompleteness or delays or for any actions taken in reliance on information contained herein.

Click here for DHS standardized performance.

The thing is that right now there is a remarkably crowded Wall Street consensus that U.S. 10-Year T-note
yields will continue to rise in 2018, so much so that predictions by 54 out of 61 economists compiled by
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Bloomberg in January see them going higher. In fact, not one economics team put a “1” as the first digit
on the yield for the end of 2018. This is a crowded consensus.

If they are right, more trouble is probably in store for DHS compared to broad U.S. equity indexes. However,
if they are proved wrong, which happens too often for comfort when the consensus is lopsided, we could
be looking at a value play for the few who entered 2018 with a contrarian view on rates. And rates may not
even have to move lower to aid DHS; it could be as simple as a situation in which rates do not move much
higher, or that they chop sideways, disappointing the economists’ collective forecasts and surprising the
masses.

The “Siegel Chart”: Put It Under the Pillow, Rip Van Winkle

Outside of the macro case for yield-oriented securities to have a bout of relative performance in 2018, we
have the supporting half century of fundamental data in the form of what WisdomTree affectionately refers
to as “the Siegel chart.” After watching DHS underperform the S&P 500 by double-digit percentage points
in 2017, the Siegel chart in figure 2 may provide solace for those who take greater comfort in six decades
of data than in the action of just a few recent years.

That data shows that a strategy that divided the S&P 500 into five groups of 100 based on each
company’s dividend yield, with an annual rebalance, would have resulted in 230 basis points (bps) of
annual outperformance for the highest-yielding group over 59 years. In retrospect, it would have been wise
to enter a high-dividend strategy back in 1957 and take a multidecade Rip Van Winkle nap, waking to a
very pleasant result today.

Figure 2: “The Siegel Chart”
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Source: Jeremy Seigel, The Future for Investors (2005). Average annual total retums, 1957-2016. Each stock in
the S&P 500 was ranked from highest to lowest by dividend yield on December 31 and separated into five
groups of 100 stocks, weighted by the market capitalization. Dividend yield is each stock’s annual dividends per
share divided by its stock price. Past performance is not indicative of future results. You cannot invest directly in
an index.

Siegel + Consensus Bucking for 2018

What Professor Jeremy Siegelfound, quite plainly and clearly—and what we have all heard, read and talked
about for years—is that companies that send money back to shareholders are less likely to squander it on
bad ideas and bad ventures.

Companies that pay dividends, and pay handsomely, are usually the ones that are serving their stockhold-
ers. With time, that consideration can pay off.

Because DHS screens for the 30% of companies in our dividend-paying universe that have the highest
yields, these modern alpha ETFs reincarnate the Siegel study for those who realize that sometimes
investing boils down to the use of logic and reason.

Tie in this modern alpha concept with the nearer-term crowding of Wall Street consensus and the result
looks like a nice recipe for 2018.

1Source: Bloomberg. Data as of 1/15/2018.

https://www.wisdomtree.com/us/insights/blog/dhs-bucking-18-street-consensus
WISDOMTREE


https://www.wisdomtree.com/us/blog%23tab-B8D3D97A-4292-4BAF-A8DC-579DD36F13CF

WISDOMTREE BLOG

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Funds focusing their invest-
ments on certain sectors increase their vulnerability to any single economic or regulatory development.
This may result in greater share price volatility. Please read the Fund’s prospectus for specific details
regarding the Fund’s risk profile.

Dividends are not guaranteed, and a company currently paying dividends may cease paying dividends at
any time. An investment’s value may decline due to an increase in interest rates. When interest rates fall,
income may decline.
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