
StockS:  Reap the BenefitS of DiviDenD GRowth  
Stocks with steady dividend growth historically have outperformed those with high yields  

during times of rising interest rates, with relatively low volatility.

Last week, in a piece on the power of growth stocks in a rising 
rate environment, Market View examined the performance of 
various equity categories. We noted in passing that the performance 
of stocks with high dividend yields (as represented by the Dow 
Jones Select Dividend Index) in such an environment greatly lagged 
the broader equity market (as represented by the S&P 500® Index) 
during these episodes.

However, investors who prefer dividend-paying equities should 
not be discouraged. In last week’s Market View, a comparison of the 
relative performance of equity categories during seven periods of 
rising interest rates, from October 1, 1993, to December 31, 2013, 

showed the significant underperformance of high-dividend stocks 
relative to the broader market.1 But it also showed that stocks with a 
history of steadily increasing dividends (as represented by the S&P 
900 10-Year Dividend Growth Index) provided rather attractive 
returns. Another comparison showed that they also displayed much 
lower volatility than other equity classes, as measured by standard 
deviation of returns, over the past 10 years.2 

Not only have the dividend growers historically outperformed in 
environments like we’ve seen recently, where longer-term yields, like 
that of the 10-year Treasury, have risen, but they have also historically 
outperformed when the Federal Reserve begins raising the bench-

Chart 2. Dividend Growers Outperformed during 
Periods of High and Low Inflation
Performance during inflationary periods of varying severity,  
January 31, 1972–December 31, 2013

Chart 1. Historically, Dividend Growers Have  
Outperformed When Interest Rates Have Risen
Returns in the S&P 500 Index after an initial Federal Reserve  
rate hike, January 31, 1972–December 31, 2013

Source: Ned Davis Research, Inc. © Copyright 2013 Ned Davis Research, Inc. Further distribution 
prohibited without prior permission. All rights reserved. See NDR disclaimer at www.ndr.com/
copyright.html. For data vendor disclaimers, refer to www.ndr.com/vendorinfo. Returns are based on 
subcomponents of the S&P 500 Index, equal weighted on a total return basis.
Performance calculated on the inflationary periods in which the year-over-year change in the Con-
sumer Price Index, as provided by the U.S. Bureau of Labor Statistics, was within the indicated range 
over the period December 31, 1972–December 31, 2013.

Ned Davis Research, Inc. © Copyright 2013 Ned Davis Research, Inc. Further distribution prohibited without prior 
permission. All rights reserved. See NDR disclaimer at www.ndr.com/copyright.html. For data vendor disclaimers, refer to 
www.ndr.com/vendorinfo.
Note: The date of the initial fed funds rate hike is the end of any month during which the Federal Reserve first raised the 
target fed funds rate following a period of stable or declining interest rates; returns are the average performance for the 
next 36 months for time periods beginning January 31, 1972, September 30, 1977, September 30, 1980, September 30, 
1987, February 28, 1994, June 30, 1999, and June 30, 2004. Returns are based on subcomponents of the S&P 500 
Index, equal weighted on a total return basis.
The periods shown do not represent the full history of the S&P 500 Index.
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Past performance is no guarantee of future results. The historical data are for illustrative purposes only to illustrate the historical performance S&P 500 stocks according to their dividend 
policy and 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. Indexes are unmanaged, do not 
reflect the deduction of fees or expenses, and are not available for direct investment. There is no guarantee that investors will experience the type of performance reflected above. Due to market 
volatility, the market may not perform in a similar manner in the future. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing 
company. Please refer to “Important Information” regarding the economic indicator data in these charts and index information.
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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 at 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 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 federal funds rate is the interest rate at which depository institutions lend balances to each other overnight. The Federal Open Market Committee establishes the target rate for 
trading in the federal funds market.
The Dow Jones U.S. Select Dividend™ Index represents the country’s leading stocks by dividend yield. One hundred stocks are selected to the index by dividend yield, subject to 
screens for dividend-per-share growth rate, dividend payout ratio, and average daily dollar trading volume. Components are weighted by indicated annual dividend.
S&P 900 10-Year Dividend Growth Index is a subset of the S&P 900 Index. The index consists of large and midsize 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.
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.
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mark fed funds rate. (See Chart 1.) That may be of some comfort to 
investors who believe that the Fed will undertake such an action in the 
months to come as part of its effort to bring interest rates to more 
“normal” levels. 

The Fed often raises rates to tame the economy and, ultimately, 
slow inflation. While prices of goods and services have remained 
subdued in recent years, some investors remain concerned that 
accelerating U.S. economic growth could trigger an upturn in infla-
tion. Fortunately, dividend growth stocks have also historically  
outperformed in various inflationary environments over the past four 
decades. (See Chart 2.) That may be attributable to the ability of 
certain companies to boost prices—and profits—during times of 
higher inflation.

What else could explain the outperformance of the dividend 
growers? They are typically established blue-chip companies—that is, 
companies with stable business models, strong balance sheets, and 
management teams committed to shareholders and that have been 
able to grow their earnings in most market environments. They also 

tend to have a higher profitability and higher dividend yield than the 
average stock in the S&P 500.

Another factor may also weigh in dividend growers’ favor. Com-
panies with fixed dividends at high yields may not be able to increase 
their revenues at the same pace as dividend growers. Without the 
prospect of notable increases in payouts, a high-dividend stock may 
actually share some of the same characteristics as a fixed-rate bond—
including a tendency to lose value as interest rates rise. Continuing 
along this line of thought, dividend growers, with their rising payouts, 
would be viewed more favorably during periods of rising rates.

Rather than focusing on yield, which can result in somewhat 
higher risk, it is preferable to “look for companies with a consistent 
record of raising their dividend—usually for the last 10 consecutive 
years,” said Rick Ruvkun, Lord Abbett Partner & Director of Cali-
brated Equity Management. “That approach seeks to produce a  
portfolio of stocks with the type of characteristics that many income-
oriented clients prefer: higher quality, consistent dividend growth, 
and lower volatility.”

1 For more information, see Chart 1 in the March 3, 2014, Market View.
2 For more information, see Chart 2 in the March 3, 2014, Market View.
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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.
Copyright © 2014 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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