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Most investors likely realize that dividends are an important component of long-term equity returns. 
In fact, over the past 90 years (according to data from Yale economist Robert Shiller) the difference 
between the price return of the S&P 500® Index and the total return of the index with dividends rein-
vested is 4% on an annualized basis—a manifestation of Albert Einstein’s famous maxim that 
“compound interest is the most powerful force in the universe.” 

Yet it is not just the potential power of compounding that makes dividend-paying companies so 
desirable to many investors. The historical record indicates that dividend-paying stocks have delivered 
superior returns, with less risk, than equities that do not pay dividends (see Chart 1, left panel).

Source: Lord Abbett. The charts are based upon an equal-weighted geometric average of the historical total return and standard deviation of dividend-paying stocks, non-dividend paying stocks, and a subset of the top 20% 
stocks ranked by dividend yield in the S&P 500® Index for the period 12/31/1989–12/31/2018. The dividend policy and yield for each stock in the S&P 500® Index is determined monthly, based on dividends paid over the 
trailing 12 months. Components are reconstituted and rebalanced monthly. Dividend-paying stocks are ranked by dividend yield each month to form the top 20% grouping. The periods shown do not represent the full history 
of the S&P 500® Index
The historical data are for illustrative purposes only, do not represent the performance of a specific portfolio managed by Lord Abbett 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. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not avail-
able for direct investment. Past performance is not a reliable indicator or guarantee of future results.

Dividends: 

Why a Diversified Approach Makes Sense
History shows that dividend-paying equities have outperformed over the long term—
but chasing just the highest-yielding stocks actually has been a losing strategy.
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While dividend payers have 
outperormed over time …

Risk/return, December 31, 1989 —
December 31, 2018

…focusing on the highest yielders 
has been a losing strategy.

Growth of $10,000, 
December 31, 1989-December 31, 2018

Chart 1. Dividend Payers Historically Have Outperformed—
but Investors Need to Do Some Due Diligence
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In addition, for companies with mature businesses, a history of dividends at a consistent payout 
ratio is often a sign of corporate strength and a demonstration of shareholder commitment—two 
important considerations for long-term investors. Speaking of the long term, investors who have 
targeted dividend-paying companies for these reasons (as opposed to just buying the highest  
dividend-paying stocks for the sake of income) have been rewarded over the past few decades (see 
Chart 1, right panel on the preceding page).

Yet, despite the historical long-term benefits of dividend-paying stocks, in recent years many equity-
income investors have found themselves stung by periods of rising rates. In the past three years there 
have been two periods of prolonged rising rates when the 10-year U.S. Treasury yield rose by more 
than 100 basis points—July 8, 2016–March 13, 2017 and September 7, 2017–November 8, 2018. During 
these two periods, the average fund in the Lipper Equity Income Classification lagged the broader 
market (as measured by the S&P 500) by 3% and 7%, respectively, during very favorable markets for 
equities overall. 

Why was this the case? For many managers, the underperformance can be explained by an over-
concentration in sectors that are comprised of stocks that pay a high-dividend yield but offer very little 
else to investors in terms of capital appreciation. For these low- or no-growth stocks, their dividend 
payout is often a sizeable portion of their overall total return, so it is no surprise that they tend to 
underperform when a spike in interest rates makes their dividend yields relatively less attractive. 
Because of this return profile, these stocks are sometimes referred to as “bond proxies” and are typi-
cally found in a few common sectors/industries: utilities, telecommunications, real estate, and certain 
consumer staples segments. As Chart 2 highlights, these sectors were the relative laggards during 
recent periods of rising rates, while the broader equity market delivered respective returns of 13% and 
16% to investors.

For equity income investors, it doesn’t have to be this way. While many of the highest dividend-
paying companies may reside in these select bond-proxy sectors, the universe of dividend-paying 
equities is much broader. In fact, as illustrated below, these four sectors account for less than a 
quarter of all dividend-paying stocks today.

For this reason, we believe equity income investors would be wise to consider a diversified approach 
to dividend-paying stocks.

In Brief

n  Investors have long realized that dividend-paying stocks 
provide the potential to build long-term wealth, as they  
have outperformed non-dividend payers during the past  
few decades.

n  But a one-dimensional focus on only the highest-yielding 
dividend stocks actually has resulted in poor performance 
over time.

n  We believe income investors would be better served by  
a strategy that incorporates a diversified selection of  
dividend-paying stocks featuring attractive yields and  
the opportunity for capital appreciation.  
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Chart 2. “Bond Proxies” Have Underperformed During Periods of Rising Rates
Total return by S&P 500 sector during indicated periods when the yield on the  

10-year U.S. Treasury note rose 100 basis points )

Source: FactSet. “Bond proxies” refer to sectors (in this case, Real Estate, Communication Services, Consumer Staples, and Utilities) containing mature,  
slow-growth companies that return a large portion of their earnings to shareholders when paying dividends, resulting in “bond-like” dividend yields for inves-
tors. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, 
do not reflect the deduction of fees or expenses, and are not available for direct investment. In September 2018 GICS changed the name of the Telecommu-
nication Services sector to Communication Services.  In addition to the name change, certain companies that were previously included in the Technology and 
Consumer Discretionary sectors are now included in the Communication Services sector.
Past performance is not a reliable indicator or guarantee of future results.
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Summing Up: The Appeal of Diversified Dividend Payers
While dividends have proven to be a powerful component of long-term returns, and dividend-

paying equities have been shown to be long-term outperformers, a focus on just the highest dividend 
payers has exposed investors to more risk than they may have realized. Instead, we believe a better 
approach to accessing dividends may be for investors to utilize a diversified approach that focuses 
on uncovering the most attractive dividend payers wherever they can be found, thereby allowing 
their portfolios to potentially benefit from both the power of compound interest and the capital 
appreciation opportunity provided by higher-quality, under-valued dividend paying stocks. 

Communication
Services 0%Utilities 5%

Consumer
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Energy 5%

Financials 19%

Industrials 16%

Consumer
Discretionary 11%

Real Estate 11%

Information
Technology 10%

Materials 7%
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Chart 3. Bond Proxies Represent Less Than One-Quarter of Dividend-Paying Stocks
Percentage of all dividend-paying stocks in the Russell 1000® Index from each sector, as of December 31, 2018

Source: FactSet. Aggregate total of sector representation reflects rounding of individual percentages. “Bond proxies” refer to sectors (in this case, Real 
Estate, Communication Services, Consumer Staples, and Utilities) 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.
For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett 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.
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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. 

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.

A basis point is one one-hundredth of a percentage point.

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

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.

Standard deviation is the measure of dispersion of a set of data from its mean. It measures 
the absolute variability of a distribution; the higher the dispersion or variability, the greater is the 
standard deviation and greater will be the magnitude of the deviation of the value from their mean.

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

The Lipper Equity Income Fund classification encompasses U.S. mutual funds that seek 
relatively high current income and growth of income through investing 65% or more of their port-
folio in equities.

The Russell 1000® Index  measures the performance of the 1,000 largest companies in the 
Russell 3000 Index, which represents approximately 92% of the total market capitalization of the 
Russell 3000 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 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 sugges-
tion 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 finan-
cial advisor or other fiduciary about whether any given investment 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 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 informa-
tion Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and com-
pleteness of the information. Investors should consult with a financial advisor prior to making an 
investment decision.
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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.

Copyright © 2019 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.

Lord, Abbett & Co. LLC | 90 Hudson Street | Jersey City, NJ 07302-3973 | T 1.888.522.2388 | lordabbett.com

INVESTMENT-LED. INVESTOR-FOCUSED.

OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.


