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CAN D I V I D E NDS HELP RETIREE IN VESTORS AVOID THAT S IN K IN G FEELING? 

Dividend-growing stocks have shown greater resilience than others during downturns.
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Past performance is no guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results.

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

Volatility has returned to the stock market in recent months, and for 
investors depending on equity returns to help them catch up on their 
retirement savings, the ups and downs can be unsettling. But for 
investors already in retirement and relying on their savings to make 
ends meet, the volatility can be even more worrisome. Let’s take a look 
at one approach to the equity market that can ease those concerns. 

As long as you are still in the accumulation phase of your  
retirement planning—that is, you’re still saving for retirement—
market volatility doesn’t matter much. The same cannot be said, 
however, if you have already retired and are in the “decumulation” 

phase, periodically drawing on those savings to meet living 
expenses. If you are going to live off your nest egg and withdraw 5% 
every year, for example, it can matter a lot when you start your with-
drawals, and how volatile the market is at the time. 

Take a look at Chart 1. It shows two scenarios in which a retiree 
takes a 5% annual withdrawal from a portfolio invested in the stocks 
of the S&P 500® Index. The first scenario is the disaster scenario. 
Withdrawals start in January 2000 near the height of the tech 
bubble, and just 14 years later the portfolio has nearly run out of 
money despite starting with more than $500,000. 
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■■ The timing of a retiree’s withdrawals from a stock portfolio can determine how long the portfolio will last. In one scenario, if 
a retiree with an S&P 500 portfolio of over $500,000 had begun withdrawing 5% every year starting near the height of the tech 
bubble in 2000 and continued through the collapse of 2008, the portfolio would have nearly run out of money just 14 years later. 

■■ In a second scenario, merely delaying withdrawals until 2003 would have allowed the portfolio to survive and even rebound after 
the downturn of 2008. 

■■ But many retirees may not have much choice about when to begin withdrawals. What should they do to avoid depleting their stock 
portfolios? One approach might be to consider dividend-growing stocks. 

■■ Even with 5% annual withdrawals starting near the height of the tech bubble, and even with the corrections of 2000–02 and 2008,  
a portfolio of dividend growers would have been larger in 2014 than in 2000.

IN BRIEF

CHART 1. A PORTFOLIO’S LONGEVITY CAN DEPEND ON 
WHEN WITHDRAWALS START
PERFORMANCE OF TWO S&P 500 PORTFOLIOS, WITH TWO 5% ANNUAL-
WITHDRAWAL SCENARIOS, DECEMBER 31, 1989–DECEMBER 31, 2014

CHART 2. DIVIDEND GROWERS HAVE PROVEN TO  
BE RESILIENT
PERFORMANCE OF S&P 500 AND S&P 500 DIVIDEND ARISTOCRATS, WITH 
5% ANNUAL WITHDRAWALS, DECEMBER 1989–DECEMBER 2014

Source: Bloomberg. Source: Bloomberg.
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In the second scenario, the retiree is more fortunate. Withdraw-
als didn’t start until after the tech bubble burst, and even though the 
second portfolio started with only about $400,000, it was able to 
better withstand the market downturn of 2008 and have more than 
$570,000 left in 2014. 

Both portfolios suffered during the collapse of the tech bubble 
between 2000 and 2002, but, unfortunately for the first retiree, his 
portfolio never fully recovers. Then, when the collapse of 2008 
occurs, it’s just a matter of a few years before the portfolio runs out 
of money almost completely. 

But many investors may not have the luxury of choosing when to 
begin taking withdrawals. They might have to begin tapping into 
their savings just as a major market correction is occurring. So, is 
there a strategy that can help a retiree avoid the disaster scenario? 

Now take a look at Chart 2. Here we see how the first retiree—
who started with a portfolio of more than $500,000 at the market’s 
peak—could have avoided disaster. A portfolio of dividend-growing 
companies, as represented by the S&P 500 Dividend Aristocrats® 
index, performed quite differently from one invested in the S&P 500. 

Dividend Aristocrats are not necessarily the stocks with the 
highest yields. They are dividend growers—stocks in the S&P 500 
index that have increased their dividends every year for the last 25 
years, according to Standard & Poor’s. Unlike the S&P 500, which is 
weighted by market capitalization, the Dividend Aristocrats index 
weights each stock equally. 

Chart 2 shows that despite the market’s two sharp downturns in 
2000–02 and 2008, the dividend-growing stocks proved to be quite 
resilient. Indeed, even with a 5% annual withdrawal starting at the 
height of the tech bubble, the portfolio in 2014 would have been  
significantly larger than it was in 2000 at the market’s peak. 

Notice one more thing about the dividend-growing portfolio. 
Although it benefited from the run-up in the market that occurred in 
the 1990s, it never reached the peak achieved by the S&P 500 in 
2000. In fact, it lagged the S&P 500 by a pretty significant amount. 

But that has been the nature of dividend payers. Historically, they 
have lagged nonpayers, but have offered some downside protection. 
A research paper from S&P Dow Jones Indices notes that “while 
price returns can be either positive or negative, dividend incomes 
are by definition positive . . . therefore, dividends provide investors 
with the opportunity to capture the upside potential while providing 
some level of downside protection in negative markets.”1

But look back again at Chart 1. The retiree who was able to 
avoid taking withdrawals during the collapse of the tech bubble 
finishes with a portfolio of about $570,000. The dividend-growing 
portfolio, however, has—through the power of growing dividends—
outperformed even this more fortunate scenario, finishing 2014 with 
a portfolio of more than $883,000. [Withdrawals do not reflect any 
adjustment for taxes.] 

IMPORTANT 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. Small-cap 
and mid-cap company stocks tend to be more volatile and may be less liquid than large-cap company stocks. Small-cap companies also may have more limited product lines, markets, or financial resources and typically 
experience a higher risk of failure than large-cap companies. Mid-cap companies typically experience a higher risk of failure than large-cap companies. No investing strategy can overcome all market volatility or guarantee 
future results.

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 a nondividend 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.

The examples presented are hypothetical and are intended for illustrative purposes only and are not intended to be reflective of actual results.

Market forecasts and projections are based on current market conditions and are subject to change without notice.

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.

S&P 500® Dividend Aristocrats® measure the performance S&P 500 companies that have increased dividends every year for the last 25 consecutive years. The index treats each constituent as a distinct investment 
opportunity without regard to its size by equally weighting each company.

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

Neither diversification nor asset allocation can guarantee a profit or protect against loss in declining markets.

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 before making an investment decision.
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1 Aye M. Soe, “Dividend Investing and a Look Inside the S&P Dow Jones Dividend Indices,” S&P Dow Jones Indices, March 2013.


