
Chart 1.  Dividend Stocks Historically Have Provided Income that Grows Over Time 
Annual dividend income (S&P 500) and interest income (Bloomberg Barclays Aggregate) on $10,000 invested in the respective indexes, 1976-2019

Source: Morningstar, FactSet, and Bloomberg Barclays Indices. Data as of December 31, 2019. The Bloomberg Barclays U.S. Aggregate Bond Index was launched in 1976. This example assumes that dividend and interest 
income is withdrawn each year. The change in principal value of each investment reflects capital appreciation only.
For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. The information provided is based on a hypothetical $10,000 investment in the indexes shown 
as of December 31, 1976. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. Dividends are not guaranteed and may be increased, decreased, or suspended 
altogether at the discretion of the issuing company. Past performance is not a reliable indicator or guarantee of future results. 1
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S&P 500 Index Annual Dividend Income

Barclays Aggregate Bond Index Annual Income

Initial Investment First Year Income Final Year Income Ending Value

S&P 500 $10,000 $461 $6,520 $358,220 

Barclays Aggregate $10,000 $749 $283 $12,263 

Dividend paying stocks have historically provided a growing source of income

Instead of focusing on current yield, investors may be better served by considering  
the potential growth of dividend income over time. 

Our Guide to Dividend 
Income, in Two Charts

Featured Contributor

Stephen Hillebrecht
Director, Product Strategy



With government-related securities offering persistently low yields in recent years, investors have 
sought alternative sources of income. In that regard, one asset class that has attracted a lot of atten-
tion is dividend-paying stocks. In fact, as we highlighted in our October 7, 2019 Market View, the 
dividend yield on the S&P 500 index had exceeded the yield on the 10-year U.S. Treasury note for the 
first time since 2016. We are in a similar situation in early 2020, with the dividend yield of the S&P 500 
right in line with the 10-year Treasury yield of 1.8%, according to Bloomberg data.

But focusing on the current yield misses out on what we believe is the real power of dividends: they 
not only provide a source of income today, but an income stream that has the potential to grow sig-
nificantly over time. This is illustrated in Chart 1, which compares the annual income an investor 
would have received from a $10,000 investment in 1976 in (1) the S&P 500, and (2) the Bloomberg 
Barclays U.S. Aggregate Bond Index (the Aggregate Index), a broad measure of the U.S. investment 
grade bond market, assuming the investor withdrew the income each year. [Note: The start date coincides 
with the inception year of the Aggregate Index.]

As one might expect, the bond investment paid a higher current income in the first year, as, broadly 
speaking, bonds typically yield more than equities. However, the picture changes over time. As the 
underlying value of the equity investment grew, the annual income from dividends soon exceeded the 
income from bonds, with the margin greatly increasing over the years. In fact, by the end of 2019, the 
stock portfolio had grown to more than $350,000 and was producing more than $6,500 in annual 
income, or more than 14 times the initial income stream. [Reminder: The ending market value figures 
reflect price appreciation only, as the chart assumes that dividends are being withdrawn each year.] 

What about the bond portfolio? Over 43 years, its value had barely changed: since inception, approxi-
mately 99% of the cumulative total return of the Aggregate Index has come from coupon return, with 
only 1% from price appreciation. The income stream has declined markedly, from $749 in Year One to 
$283 in the final period.  

In Brief

n  With government bond yields at multi-year lows, investors may be search-
ing for alternative sources of income. We think one such source worth 
considering is U.S. dividend-paying stocks.

n  Perhaps more important than looking at dividend yield today is to consider 
that dividends can provide an income stream that may grow over time.

n  That potential growth is illustrated by an important concept for dividend 
investors: Yield on cost, which is today’s annual income relative to an 
originally invested amount. 

n  In our view, the potential benefits of dividend stocks could be enhanced by 
employing an active manager with a rigorous, disciplined approach to 
investing in the asset class.
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Yields for Today—and Tomorrow
To be sure, the annual dividend yield on the S&P 500 has declined over this period, from more than 5% 
in the late 1970’s to below 2.0% in recent times. But instead of just looking at annual yield, one may 
want to consider yield on cost, or the income received today as a percentage of the original $10,000 
investment (see Chart 2). 

If you consider that the original $10,000 investment in 1976 is now generating an annual income of 
over $6,500, as illustrated in Chart 2, the yield on cost exceeds 65%. These numbers may seem 
extreme due to the long time horizon of this example, but a similar story can be told looking at shorter 
periods: as the value of the underlying stock portfolio rose over time, the investor earned more income 
from the dividend yield on an increasingly larger dollar amount. 

Bonds can certainly play a role in an investment portfolio, offering the potential for greater stability 
and lower portfolio volatility. (Read more about where we see opportunities within today’s fixed income 
market.) But dividend paying stocks can also provide a source of income, with the potential for capital 
appreciation and a growing income stream in the future, which may be of particular interest to those 
planning for retirement income.

Alternative Approaches to Dividends
But simply chasing the highest dividend yields has potential drawbacks. First, research has shown 
that the highest dividend payers have historically lagged the broader universe of dividend paying 
stocks. Second, those sectors that have traditionally offered the highest dividend yields—like real 
estate, utilities, and consumer staples—have benefitted from the recent bias for safety. As a result, 

Chart 2. Dividend Paying Stocks Have Historically Provided a Growing Source of Income
Data for the S&P 500 for the period 1976–2019
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While dividend yields have declined over time, the income generated has risen dramatically

Source: Morningstar, FactSet, and Bloomberg Barclays Indices. Data as of December 31, 2019. The Bloomberg Barclays U.S. Aggregate Bond Index was launched in 1976. 
This example assumes that dividend and interest income is withdrawn each year. The change in principal value of each investment reflects capital appreciation only.
For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. The information provided is based on 
a hypothetical $10,000 investment in the indexes shown as of December 31, 1976. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are 
not available for direct investment. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.
Past performance is not a reliable indicator or guarantee of future results.
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these sectors now trade at relatively high valuations, while offering relatively low earnings growth. Finally, these sectors, the so-called 
“bond proxies,” tend to be very interest rate sensitive, and can face headwinds during periods of rate volatility.

Instead, we believe investors may wish to consider a more balanced approach to dividends that limits sector biases, and seeks to identify 
the most attractively valued dividend stocks from all sectors, potentially enabling them to benefit from dividend income and a greater 
chance of capital appreciation. 

Alternatively, rather than focusing on high dividend payers, one may want to consider a portfolio of dividend growers. Companies with con-
sistent dividend growth are often market leaders with stable business models, strong balance sheets, and management teams committed 
to shareholders. Given the high-quality nature of this universe, a portfolio of consistent dividend growers tends to be less volatile than the 
broader market in times of stress, and may provide investors with a source of rising income and long-term growth. 

We think the potential long-term benefits of dividend paying stocks are clear. However, we believe a thoughtful approach to dividend invest-
ing, which, in our opinion, requires in-depth research and a rigorous portfolio construction process, is vital to accessing these benefits 
while balancing risk and reward.

A Final Word
Coming into 2020, we remain positive on the outlook for the U.S. economy, and believe investors should maintain exposure to equities. As 
Lord Abbett Partner and Director of Strategic Asset Allocation Giulio Martini opined in a previous Market View, “the equity risk premium [for 
U.S. stocks] is still very positive and the equity earnings yield compares very favorably to the 10-year Treasury bond yield.” 

We believe dividend payers represent a particularly attractive opportunity within equities. As investors are weighing their options for income, 
they should not overlook the power of dividends and their potential to provide a source of income that can grow over the long term.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.

A Note about Risk: The value of investments in equity securities will fluctuate in response to general 
economic conditions and to changes in the prospects of particular companies and/or sectors in the economy. 
While growth stocks are subject to the daily ups and downs of the stock market, their long-term potential as 
well as their volatility can be substantial. Value investing involves the risk that the market may not recognize 
that securities are undervalued, and they may not appreciate as anticipated. Smaller companies tend to be 
more volatile and less liquid than larger companies. Small cap companies may also have more limited 
product lines, markets, or financial resources and typically experience a higher risk of failure than large cap 
companies. The value of an investment in fixed-income securities will change as interest rates fluctuate and 
in response to market movements. As interest rates fall, the prices of debt securities tend to rise. As rates 
rise, prices tend to fall.

No investing strategy can overcome all market volatility or guarantee future results. 

Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the 
issuing company.

Forecasts and projections are based on current market conditions and are subject to change without notice. 
Projections should not be considered a guarantee.

This article may contain assumptions that are “forward-looking statements,” which are based on certain 
assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There 
can be no assurance that forward-looking statements will materialize or that actual returns or results will not 
be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. 
There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income 
from Treasury securities is exempt from state and local taxes.

Bond proxies refer to stock-market sectors containing mature, slow-growth companies that return a large 
portion of their earnings to shareholders when paying dividends, resulting in “bond-like” yields for investors.

Dividend yield is equal to the dividend divided by the stock price. Dividend yield is one measure of a stock’s 
value. A high dividend yield may indicate that a stock is relatively inexpensive.

Dividend policy: A stock is classified as a dividend payer if it paid a cash dividend any time during the previous 
12 months, a dividend grower if it initiated or raised its cash dividend at any time during the previous 12 
months, and non-dividend payer if it did not pay a cash dividend at any time during the previous 12 months.

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s 
market price.

Yield on cost is a measure of dividend yield calculated by dividing a stock’s current dividend by the price ini-
tially paid for that stock.

The Bloomberg Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, 
taxable, and dollar denominated. The index covers the U.S. investment-grade fixed rate bond market, with index 
components for government and corporate securities, mortgage pass-through securities, and asset-backed 
securities. 

Bloomberg Barclays Index Information:
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg 
Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of 
Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg 
nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any informa-
tion herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising 
in connection therewith.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market perfor-
mance and includes a representative sample of leading companies in leading industries. 

Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for direct 
investment. 

The information provided is not directed at any investor or category of investors and is provided solely as 
general information about Lord Abbett’s products and services and to otherwise provide general investment 
education. None of the information provided should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide 
impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an 
individual retirement investor, contact your financial advisor or other fiduciary about whether any given invest-
ment idea, strategy, product or service may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent 
developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied 
upon as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securi-
ties or to adopt any investment strategy, and is not intended to predict or depict the performance of any 
investment. Readers should not assume that investments in companies, securities, sectors, and/or markets 
described were or will be profitable. Investing involves risk, including possible loss of principal. This document 
is prepared based on the information Lord Abbett deems reliable; however, Lord Abbett does not warrant the 
accuracy and completeness of the information. Investors should consult with a financial advisor prior to making 
an investment decision.
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