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A Bored Investor Is a Dangerous Thing. This 
was the title of an article in the Wall Street 
Journal a few weeks ago. When you consider 
that the big, slow growth, dividend paying com-
panies have become the latest fad investment, it 
has paid to be bored. A portfolio of dividend 
aristocrats (companies that have raised their 
dividends every year for at least 25 years) has 
outperformed the S&P 500 by 4% this year. 
Low volatility strategies are now being pitched 
as a way to earn the market return, but without 
as much risk (volatility). Going forward, how-
ever, these strategies are attracting too much 
money to offer the same performance in the 
future as they have in the recent past. A further 
hint of possible trouble ahead can be found with 
Vanguard, the giant mutual fund manager. They 
have closed the Vanguard Dividend Growth 
Fund to new investors. The only reason a man-
ager closes a fund is because they feel they can 
no longer invest the money with the level of 
success that investors expect. There was a head-
line on an investing website the other day: Divi-
dend stocks are expensive … but does it matter? 
 
The Vanguard Dividend Appreciation fund has 
a current P/E of 23, and next year’s estimated P/
E of 20. The S&P 500 is currently trading at 
19.5 times earnings, or 20% cheaper. The mar-
ket has a long-term average P/E of about 16, so 
this means most of these established large divi-
dend payers are not cheap. The good news is 
that not all dividend stocks are in the same boat. 
Procter & Gamble has a forward P/E estimate 
of 21, while Johnson & Johnson’s estimate is 
only 17. Their dividend yields are 3% vs. 2.7% 
respectively. An investor really only has three 
choices, buy, hold, or sell. Frequent decisions 
are dangerous, to which the Wall Street Journal 
alludes. A friend who works for Merrill Lynch 
in Phoenix, and has a client base of around 
$450 million, suggested to me the other day that 
I should just buy them, nobody can guess where 
the market is going in the next week, month, or 
year. Valuation really doesn’t matter in the 

short-term, it is a time horizon of five years or 
longer when valuation becomes a bigger driver 
of returns. That is actually true, however, if you 
don’t have a discipline and consistent invest-
ment philosophy, you will end up with low re-
turns in five years when valuation does matter. 
 
What if you do own Procter & Gamble, or the 
funds that own these types of companies? The 
dividends are still attractive, but it doesn’t seem 
very appealing to simply buy these companies 
at any price. As investors continue to pour mon-
ey into index funds, thus driving up the price of 
the key companies in the index, it may be time 
to start thinking about becoming a stock picker. 
Here are a few points taken from a website re-
garding dividend investing and building wealth: 
Keeping it simple can be brutally effective - 
Doing nothing requires considerable effort, but 
can be very powerful. Vanguard didn’t liquidate 
the fund, they just stopped buying more for new 
investors. Probably a good strategy to follow. 
However, if they reopen the fund in a year be-
cause these stocks continue to advance, that is a 
sure sign to sell everything. 
 
Aswath Damodaran, a professor at NYU, has a 
great website if you are a fan of corporate fi-
nance. He also teaches a MBA class on valua-
tion which he posts on his website for free. He 
emphasizes the point that most analysts and 
investment bankers guess as to the valuation 
they think a company is worth. It is not a per-
fect science. He stresses to his class to not be 
afraid of being wrong, but rather to be reasona-
ble in your estimates because you can’t predict 
the future. It is more important to develop a 
strategy and discipline, and to use common 
sense. 
 
Common sense would suggest that compound-
ing dividends over time builds wealth, however, 
you should also determine at what point the 
dividend becomes too expensive to buy. Boring 
is beautiful, but price does matter. 


