
MARKET VIEW
DIVIDEND-PAYING STOCKS: 

WHY YOU SHOULD FORGET THAT INTEREST-RATE BET 
Instead of trying to position a portfolio based on where rates may be headed next, 
investors may wish to consider a broadly diversified approach to equity income.
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CHART 1. “BOND PROXIES” VERSUS THE S&P 500 DURING RECENT RATE MOVES 
CHANGES IN 10-YEAR U.S. TREASURY YIELD AND RETURN ON “BOND-PROXY” STOCKS (AS DEFINED; AVERAGE) AND THE S&P 500 INDEX FOR THE 
INDICATED PERIODS 
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1/4/2016–7/8/2016
Bond Proxy 18.1%

S&P 500 5.4% 

7/9/2016–3/13/2017
Bond Proxy -2.9%

S&P 500 13.1% 

3/14/2017–6/26/2017
Bond Proxy 2.5%

S&P 500 3.1% 

[This Market View is adapted, in part, from a research paper 
written by Lord Abbett investment strategist Joseph Graham, CFA.]

In last week’s Market View, we discussed why investors should 
consider a “duration neutral” approach to fixed income, based on a 
simple, but powerful, fact: interest rates are notoriously difficult to 
predict with any degree of accuracy or consistency. As we pointed 
out, that makes positioning a fixed-income portfolio based on a pro-
jection of future interest rates inherently risky. We believe there’s a 
similar lesson for equity investors, especially those looking for 
income from dividend-paying stocks. 

What caught our attention was a recent video, “The Case for 
Owning Dividend Stocks as Rates Rise.”1 Implied in that title is a 
belief that interest rates will move in a particular direction. But 
positioning a portfolio for moves in interest rates, whether up or 
down, is as difficult for equity-income investors as it is for their 

fixed-income counterparts, based on the challenges we reviewed 
last week. Rates have a habit of defying the most elaborately con-
structed forecasts, even during periods when central bank activity 
(in this case, the U.S. Federal Reserve) would suggest movement in 
a particular direction for U.S. Treasury securities.

That’s an important point to remember, given the frequency with 
which the direction of rates can shift. Chart 1 shows the variability 
of a common approach to equity-income investing through three 
U.S. interest-rate regimes since the beginning of 2016, in sequence: 
falling (January 4–July 8, 2016), rising (July 9, 2016–March 13, 2017), 
and then falling again (March 14–June 26, 2017). Inset boxes in the 
chart detail the contemporaneous performance of the so-called 
“bond proxy” sectors within the S&P 500® Index—consumer staples, 
real estate, telecommunication services, and utilities—versus the 
index itself, which serves as a broad gauge of the U.S. equity market. 

Source: Bloomberg and Lord Abbett. Ten-year U.S. Treasury yield figures based on U.S. generic government data from Bloomberg. “Bond proxy” refers to the real estate, consumer staples, utilities, and telecommunication services 
sectors within the S&P 500 Index; bond proxy group performance calculated by Lord Abbett.
Past performance is not a reliable indicator or guarantee of future results. 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.

https://www.lordabbett.com/en/perspectives/equityperspectives/affiliated-comprehensive-approach-equity-income.html
https://www.lordabbett.com/en/global/biographies/joseph-graham.html
https://www.lordabbett.com/en/perspectives/marketview/bonds-why-you-might-regret-that-interest-rate-bet.html
https://www.lordabbett.com/en/perspectives/marketview/bonds-why-you-might-regret-that-interest-rate-bet.html
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The four bond proxy sectors—
Consumer Staples, Real Estate, 

Telecommunication Services,
and Utilities—account for

only around 25% of 
dividend-paying stocks.

The bond proxy group had produced exceptionally strong returns 
relative to the broader market, as interest rates declined in the first 
half of 2016. Much of this outperformance was attributed to their 
lower-volatility return profile and an income stream that was attractive 
relative to what could be found in the fixed-income market—factors 
that helped popularize the bond proxy category. However, when interest 
rates began to rise in July 2016, the group faltered, as evidenced in its 
negative performance through March 13, 2017, a period in which the 
broader equity market posted strong returns. In fact, the bond proxy 
sectors trailed the broader market by 16% over this short time period. 
The bond proxy stocks continued to lag the broader market, albeit by a 
narrower margin, as rates resumed falling in March 2017. Equity 
income portfolios that relied on bond proxy sector overweights for 
returns were most exposed to these shifting interest-rate regimes, 
resulting in wide swings in performance through these periods. 

Fortunately, a wide range of opportunities exist for equity income 
investors beyond the narrow confines of the bond proxy designation. 
A look at the breakdown of dividend payers in the Russell 1000 Index 
by sector (as of June 30, 2017) in Chart 2 shows that the bond proxy 
sectors now comprise only around 25% of the dividend universe. The 
sectors contributing to the broader dividend-paying universe cur-
rently are very diverse, an excellent development for equity income 
portfolios and investors that are concerned about the vulnerability of 
the bond proxy sectors to unpredictable swings in interest rates.

We believe that equity income investors would be better served 
by a balanced approach to building a portfolio focused on dividend-
paying stocks, one that draws from all the sectors where dividends 
can be found. This balance is intended to mitigate the “lumpiness” 
in active return that sometimes can be associated with equity 
income. We think there is value in an approach that is carefully con-
structed and strictly manages active risk relative to that construc-
tion. Such an approach can help to limit these active risks, such as 
exposure to interest rates or oil prices, as part of the portfolio-con-
struction process, enabling stock selection to drive active returns.

Investors may wish to consider active managers who employ 
sophisticated analytical tools and rigorous research to identify 
attractively valued stocks with the potential to offer solid dividend 
income and the opportunity for capital appreciation. By broadening 
their search for dividend-paying stocks to all sectors, extending 
beyond a narrow definition that focuses on bond proxies, these 
managers may be more favorably positioned for solid perfor-
mance—no matter where interest rates are headed next. (Remember 
that dividends are not guaranteed, and may be increased, decreased, 
or suspended altogether at the discretion of the paying company.)

Source: FactSet. Percentage of all dividend-paying stocks in the Russell 1000 Index from each sector. “Bond proxy” sectors refer to those sectors noted for their bond-like income characteristics—consumer staples, real estate, telecom-
munication services, and utilities. Past performance is no guarantee of future results.
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. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.

CHART 2. A DIVERSE UNIVERSE OF DIVIDEND PAYERS
DISTRIBUTION OF DIVIDEND-PAYING STOCKS BY SECTOR (RUSSELL 1000 INDEX), AS OF JUNE 30, 2017
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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. The value of an investment in fixed-income securities will change as inter-
est 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. Investing in the bond market is subject to risks, including market, 
interest rate, issuer, credit, inflation risk, and liquidity risk. Although bonds generally present less short-term risk and volatility than stocks, bonds do contain interest rate risk (as interest rates rise, bond prices usually 
fall, and vice versa) and the risk of default, or the risk that an issuer will be unable to make income or principal payments. Additionally, bonds and short-term investments entail greater inflation risk—or the risk of 
goods and services—than stocks. Increases in real interest rates can cause the price of inflation-protected debt securities to decrease significantly in response to adverse issuer, political, regulatory, market, or economic 
developments. No investing strategy can overcome all market volatility or guarantee future results.

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. Although U.S. government securities are 
guaranteed as to payments of interest and principal, their market prices are not guaranteed and will fluctuate in response to market movements.

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

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

This Market View 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. Past performance is not a guarantee or a reliable indicator of 
future results.

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 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.

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 educa-
tion. None of the information provided should be regarded as a suggestion 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 financial 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 
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 © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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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.

INVESTMENT-LED. INVESTOR-FOCUSED.

1 ”The Case for Owning Dividend Stocks as Rates Rise,” Barron’s, August 5, 2017.


