
MARKET VIEW
CUSHIONING VOLATILITY WITH DIVIDEND-GROWTH STOCKS

Dividend-growth stocks can act as potential shock absorbers along a bumpy road.  
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In last week’s Market View, we asked Lord Abbett Investment 
Strategist Joseph Graham to make the case for staying invested 
during volatile markets. In subsequent Market Views, we will be 
examining investment strategies that not only may help to mitigate 
volatility but also offer the potential to strengthen a portfolio’s 
performance over the long term. This week, we asked Lord Abbett 
Product Strategist Adam Backman for a perspective on one such 
strategy: dividend-growth stocks. 

Why are markets tumultuous? Any number of reasons can be 
cited for the spike in volatility so far in 2016, from tumbling oil 
prices to slowing global growth and evolving central bank policy. 
For most investors, however, the most immediate concern is how 
to position their portfolios amid the volatility.

Last week’s Market View made the point that the market volatility 
we are experiencing today may seem extraordinary, but it actually 
represents a return to an historical average. The true anomaly is 
the low level of volatility to which investors have grown accustomed 
in recent years. 

For equity investors seeking a smoother ride and long-term 
growth, Backman suggests taking a look at dividend-growth 
stocks. Here are three reasons: 

REASON #1: A HIGH-QUALITY UNIVERSE

Companies that consistently grow their dividends often are 
market leaders with stable business models, strong balance 
sheets, and management teams committed to shareholders. The 
stocks of these high-quality, blue-chip names tend to capture 
most of the market’s upside over the long term, while also  
performing well on a relative basis as volatility increases and 
markets become more challenging. (See Chart 1.)

REASON #2: THE IMPORTANCE OF DIVIDENDS IN A LOW-YIELD, 
LOW-RETURN WORLD

For investors seeking income, dividend-growth stocks provide 
attractive relative yields. As of January 31, 72% of dividend-growth 
stocks (as represented by the S&P 900 10-Year Dividend Growth 
Index) had yields exceeding that of the 10-year Treasury bond.  
Dividends also play a crucial role in total return. On average, since 
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Morningstar Large Blend Category Average: Large-blend portfolios are fairly representative of the overall U.S. stock market in size, growth rates, and price. Stocks in 
the top 70% of the capitalization of the U.S. equity market are defined as large cap. The blend style is assigned to portfolios where neither growth nor value characteristics 
pre¬dominate. These portfolios tend to invest across the spectrum of U.S. industries, and owing to their broad exposure, the portfolios’ returns are often similar to those of the 
S&P 500 Index.  

Dividend cutters include companies that lowered their existing dividend during the preceding 12 months.

Source:  Lord Abbett. Dividend growers are represented by the S&P 900 10-Year 
Dividend Growth Index. Drawdown periods represent instances during the previous 
ten years in which the total return of the S&P 500 declined by 10% or more within a 
60-day period.

CHART 2. DIVIDEND GROWERS HAVE PROVIDED BETTER 
RISK-ADJUSTED RETURNS OVER TIME 
10-YEAR RETURN/RISK FOR DIVIDEND GROWERS, DIVIDEND CUTTERS, 
S&P 500, AND LARGE BLEND FUNDS
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CHART 1.  
DIVIDEND GROWERS HAVE PROVIDED A SMOOTHER RIDE
LONG-TERM UPSIDE PARTICIPATION AND PROTECTION 
IN DOWN MARKETS

Performance During Market Declines of 10% or More
(10 Years Ending 02/05/2016)

Period S&P 500 Return Dividend Growers - 
Excess Return

10/09/07 - 01/22/08 -15.8% 1.5%

05/19/08 - 11/20/08 -46.6% 7.4%

04/23/10 - 06/07/10 -13.5% 2.2%

04/29/11 - 10/03/11 -18.6% 3.4%

07/20/15 - 08/25/15 -12.0% 2.4%

11/03/15 - 02/05/16 -10.4% 5.0%

Average -19.5% 3.7%

Dividend-Growth Stocks
Have Delivered

Long-Term Upside

98%

of the Return of the S&P
for the 10-Year Period Ending

1/31/2016

Potential Protection in Down Markets

Source:  Lord Abbett and Morningstar. Dividend growers are represented by the S&P 900 
10-Year Dividend Growth Index. The period selection criterion is as follows: S&P 500 total 
return drawdowns of 10% or more within a 60 day period over the last 10 years. Large Blend 
mutual fund data is from Morningstar. 
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IMPORTANT INFORMATION
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.
Standard deviation is a measure of a measure of volatility. It indicates the variability of an investment’s returns.
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.
Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.
Dividend Growers, Payers, and Non-Payers are subcomponents of the S&P 500® Index. The categories are created using actual annual dividends to identify dividend-paying stocks and are rebalanced annually. The 
dividend policy for each stock is determined on a rolling 12-month basis.
Downside capture: The downside capture ratio measures a manager’s performance in down markets relative to a particular benchmark. A down market is one in which the market’s quarterly (or monthly) return is less than 
zero. For example, a ratio of 50% means that the portfolio’s value fell half as much as its benchmark index during down markets.
S&P 900® 10-Year Dividend Growth Index is a subset of the S&P 900 Index. The index consists of large and mid-sized companies that have a 10-year history of dividend issuance and growth, and that meet certain other 
criteria. The Dividend Growth Index represents a considerably narrower investable universe than the S&P 900 Index because of these stringent criteria. The Dividend Growth Index is a custom index that was developed at 
the request of Lord Abbett. The Dividend Growth Index is the exclusive property of Standard & Poor’s Financial Services LLC. Under a contract with Lord Abbett, Standard & Poor’s administers, maintains, and calculates the 
Dividend Growth Index. Standard & Poor’s and its affiliates shall have no liability for any errors or omissions in calculating the Index.
The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
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.
© 2016 Morningstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, 
complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information.
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 securi-
ties 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 move-
ments. 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.
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 securities 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.
Copyright © 2016 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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INVESTMENT-LED. INVESTOR-FOCUSED.

the 1930s, dividends and reinvested dividends have accounted for 
45% of the cumulative total return from stocks by decade. In  
low-return periods, the contributions of dividends tend to be even 
greater. Consider, for example, that without dividends, the total 
return of the S&P 500 would have been negative in 2015.

REASON #3: DIVERSIFICATION OF DIVIDENDS 

Combining traditional dividend payers (that is, stocks offering 
above-average yields) with dividend-growth stocks can provide a 
balance of current income and growth of income. Furthermore, these 
distinct subsets offer complementary style and sector exposures. For 
example, the universe of dividend payers tends to lean more toward 

“value” and has greater representation in the financial services, 
technology, and energy sectors. Meanwhile, dividend growers typi-
cally demonstrate a “core” profile and feature more companies in the 
consumer discretionary, consumer staples, and industrials sectors. 

 “Ultimately, the dividend growers story is really about seeking 
a smoother ride to the same destination,” said Backman. “Over 
longer periods of time, these stocks tend to capture most—if not 
all—of the broader market’s upside, but do so with lower levels of 
volatility along the way.” (See Chart 2.)

Next week’s Market View will discuss finding value in volatility.

https://www.lordabbett.com/content/lordabbett/en/perspectives/equityperspectives/finding-value-in-volatility.html

