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SEEKING MORE RET IREMEN T IN COME?

CONSIDER D IV ID EN D G ROWERS
Average long-term dividend growth rates can exceed 8%, higher than the historical rate for the S&P 500. 
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Past performance is no guarantee of future results. For illustrative purposes only and does not reflect any specific Lord Abbett mutual fund or any particular investment. Dividends are not guaranteed and may be 
increased, decreased, or suspended altogether at the discretion of the issuing company.

With the bulk of the baby-boom generation rapidly nearing retire-
ment, and with yields on government bonds near record lows, the 
search for income-generating assets has intensified. Because yields 
are so modest, funding a 30-year retirement strictly with Treasury 
bonds is out of the question for most investors, as Jonathan Clements 
notes in his recent Wall Street Journal column (“Dividend Stocks Beat 
Bonds for Retirement Income,” May 28, 2015). 

As an alternative, he suggests dividend-paying stocks. But we 
think Clements sold this strategy a little short. Here’s his scenario:  
A retiree has a $1 million portfolio and would like to generate 
$40,000 a year in income through investments in a combination of 
stocks and bonds. By putting $600,000 into solid, blue-chip stocks, 
the retiree can earn a dividend yield of about 3%, producing annual 
income of $18,000 in the first year. The remaining $22,000 would 
come from spending down the $400,000 invested in bonds. 

Clements notes that dividends from stocks in the S&P 500 have, 
historically, grown by 5.7% per year, exceeding inflation by about 
1.6%. So, over 21 years, dividends would grow by about one-third in 
real terms, and the principal is likely to have grown by a similar 
amount, thus keeping the retiree funded for the remaining nine years.

But why not consider stocks that have a long track record of 
increasing their dividends at rates in the high single digits or 
more? Many of these companies are of the blue-chip ilk Clements 

recommends, and several hundred have shown they can increase 
their payouts through good times and bad, and at a rate that, on 
average, exceeds that of the S&P 500® Index. 

According to David Fish, executive editor of The Moneypaper and 
a dividend-investing expert, 105 companies, called “Dividend 
Champions,” have upped their dividends for 25 years or more, 
growing them by an average annual rate of 8.0% over the past 10 
years.  A second group, the “Dividend Contenders,” consists of 251 
companies that have raised them for 10–24 consecutive years, and 
their 10-year average is 12.1%. In either case, only very strong 
companies would have been able to both maintain and grow their 
dividend payouts over the last decade, a period that includes both 
the financial crisis of 2008–09 and the Great Recession that forced 
many firms to cut or eliminate dividend payments altogether.

So, how might a portfolio of consistent dividend growers perform? 
Let’s assume the more conservative growth rate of 8.0%, the 10-year 
average of the Dividend Champions. As Clements did, we’ve assumed 
that the retiree starts with a dividend yield of 3%, producing income of 
$18,000, and that the inflation rate is 2%. In the Clements scenario, 
the retiree’s annual dividends rise in real terms to more than $24,000 
by year 21. The high dividend-growth portfolio, in contrast, produces 
income of nearly $58,000. Clearly, if income is the goal, a strategy 
focused on dividend growth is worth considering.
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TABLE 1. A HIGH DIVIDEND-GROWTH STRATEGY CAN PRODUCE SUBSTANTIAL INCOME 
TWO SCENARIOS OF DIVIDEND INCOME GROWTH

Year

Clements Scenario:  $600,000 Portfolio,  
3% Starting Dividend Yield, 1.5% Real Growth

High Dividend Growth Scenario: $600,000 Portfolio,  
3% Starting Dividend Yield, 6% Real Growth

Income Annual Increase Income Annual Increase

1  $18,000  —  $18,000  — 

2  $18,270  $270  $19,080  $1,080 

3  $18,544  $274  $20,225  $1,145 

4  $18,822  $278  $21,438  $1,213 

5  $19,105  $282  $22,725  $1,286 

6  $19,391  $287  $24,088  $1,363 

7  $19,682  $291  $25,533  $1,445 

8  $19,977  $295  $27,065  $1,532 

9  $20,277  $300  $28,689  $1,624 

10  $20,581  $304  $30,411  $1,721 

21  $24,243  $358  $57,728  $3,268 

Source: Lord Abbett. Based on the scenario presented in “Dividend Stocks Beat Bonds for Retirement Income,” The Wall Street Journal, May 28, 2015.



The other benefits of dividend-growers are well known. Histori-
cally, they have shown greater resilience in market downturns than 
nonpayers, and have experienced less downside capture. That is, in 
market downturns, they have declined less than the market as a 
whole. (See Chart 1.) And like dividend-payers in general, they have 
higher risk-adjusted returns as well.

One of the drawbacks of a strategy focused on dividend growers, 
of course, is the possibility of dividend cuts, and the Great Recession 
certainly took a toll. Even companies that have been increasing their 
dividends for decades or more were not immune. In 2007, 133  
companies qualified as Dividend Champions, according to Fish, but 
by 2010, that number had fallen to 97 (it has since risen to 105). 

This suggests that when it comes to generating retirement 
income through dividend growth stocks, a passive strategy may not 
be the best approach. Index funds and exchange-traded funds that 
merely replicate the holdings of an index of dividend growers would 
not be on the lookout for warning signs that a dividend is in danger. 
A professional manager, however, is likely to pick up on signs like 
high or rising dividend-payout ratios, or dwindling free cash flow, 
that often precede dividend cuts. 

Another drawback of rules-based approaches? They’re obligated 
to buy stocks in the corresponding index, regardless of price, so a 
retiree’s total returns may suffer. An active approach, on the other 
hand, can search for stocks that are offering value.  

So, baby boomers and others in search of income may want to 
consider dividend growth. Better yet, they could opt for an actively 
managed strategy that is designed with a focus on stocks that have 
the potential to deliver a growing income stream for life.

1The DRiP Investing Resource Center, http://www.dripinvesting.org/tools/tools.asp, accessed June 23, 2015.
The examples presented are hypothetical and are intended for illustrative purposes only. 
The information provided is for general informational purposes only and should not be considered an individualized recommendation or personalized investment advice.
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. 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. 
Dividend payout ratio is the portion of net income that is paid to shareholders as dividends.
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.
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.
No investing strategy can overcome all market volatility or guarantee future results
An exchange-traded fund (ETF) is a fund that owns assets such as stocks, bonds, oil futures, gold bullion, and divides ownership of these assets into shares. ETF typically track an index and are traded like a common stock on a stock exchange.
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.
The S&P 900 10-Year Dividend Growth Index is a subset of the S&P 900 Index (the combined S&P 500 and S&P MidCap 400 indexes). The S&P 900 10-Year Dividend Growth 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, S&P 
administers, maintains, and calculates the Dividend Growth Index. S&P and its affiliates shall have no liability for any errors or omissions in calculating the index.
Indexes are unmanaged, do not reflect the deduction or expenses, and are not available for direct investment
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.
Copyright © 2015 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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CHART 1. STOCKS WITH HIGH DIVIDEND GROWTH  
HISTORICALLY HAVE HAD A LOWER RISK PROFILE
FIVE-YEAR DOWNSIDE CAPTURE (AS OF 03/31/2015)

Source: FactSet and Morningstar. *Dividend Growers are represented by the S&P 900 
10-Year Dividend Growth Index.
Past performance is no guarantee of future results. For illustrative purposes only and does not reflect 
any specific Lord Abbett mutual fund or any particular investment. Dividends are not guaranteed and may be 
increased, decreased, or suspended altogether at the discretion of the issuing company.


