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MARKET VIEW
STOCKS: HOW DIVIDEND GROWERS COULD PROVIDE A SMOOTHER RIDE

Investors preparing for an increase in volatility may wish to consider a portfolio of dividend-growth stocks,  
which historically have provided a measure of protection during market downturns.

MONDAY, AUGUST 28, 2017

While most investors recognize the long-term benefits of an 
allocation to equities, some are becoming increasingly worried 
about a pullback in the market. The chorus of market prognostica-
tors and talking heads warning of a looming market correction (one 
that, however, has failed to materialize thus far) seems to be 
growing louder. In addition, history-minded investors may be 
keeping an eye on the calendar, remembering episodes of volatility 
that occurred in September and October of prior years. If they were 
equity investors, the characters in Game of Thrones might fret that 
“autumn is coming.”

However, for investors who need the growth potential of equities 
to meet their long-term goals, but are concerned about a market 
decline that might impede reaching those goals, there may be a way 
to remain invested in equities and stay on track, even if volatility 
resurfaces: an allocation to dividend-growth stocks. 

As we have noted in past Market Views, attempts to time the market 
on a short-term basis are notoriously difficult to get right on a consis-
tent basis, and the consequences of sitting on the sidelines during a 
market rally can be severe. In fact, over the past 25 years—represent-
ing more than 6,000 trading days—missing just the 10 best days in the 

market would have cut in half the ending value of a hypothetical equity 
portfolio. On the other hand, the record shows that patient equity 
investors have been rewarded: stocks have delivered positive returns in 
95% of 10-year periods since 1927, and in 100% of the 20-year periods.

Nonetheless, many equity investors may still be tempted to try 
timing the market. They may believe that they possess a preternatu-
ral ability to predict the next market downturn, sidestep the decline, 
and then buy back into stocks at the bottom. Experience, however, 
demonstrates that such an outcome of uncanny timing is exceed-
ingly rare. While one cannot predict the precise date of the next 
surge in volatility or correction in major indexes, history tells us that 
market declines are actually quite common, despite the abnormally 
placid market environment experienced through the first eight 
months of 2017. In fact, since 1980, the equity market has experi-
enced an average intra-year decline of 14%. However, the average 
return for a full calendar year over this time period is 10%, including 
that drawdown average of 14%. Investors who sold during a 
downturn—or worse, near the bottom—may have missed out on the 
benefits of participating in the subsequent rebounds that took place 
in many of these years.
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CHART 1. EQUITY-MARKET DRAWDOWNS ARE COMMON, BUT DON’T ALWAYS TRANSLATE INTO FULL-YEAR DECLINES
ANNUAL PRICE RETURNS VERSUS MAXIMUM PRICE DECLINE, 1980–2016

Source: Morningstar. Data as of December 31, 2016. 
Past performance is no guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of 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/marketview/stocks-watch-out-market-timing.html
https://www.lordabbett.com/en/perspectives/marketview/stocks-watch-out-market-timing.html
https://www.lordabbett.com/en/perspectives/marketview/stocks-watch-out-market-timing.html


Still, a calm, disciplined approach during a period of volatility 
may run counter to investor psychology, especially when con-
fronted with the urge “to do something” during difficult times. The 
challenge for investors is to remain in the equity market through 
these declines so that they might be able to avoid the perils of 
market timing. 

One potential solution to navigate choppier markets is a portfolio 
of companies that have a demonstrated track record of growing 
their dividends through various market environments. Companies 
with consistent dividend growth often are market leaders with 
stable business models, strong balance sheets, and management 
teams committed to shareholders. These high-quality, blue-chip 
companies historically have provided downside protection in market 
declines. (Remember that dividends are not guaranteed, and may 
be increased, decreased, or suspended altogether at the discretion 
of the paying company.) In fact, as Table 1 demonstrates, during the 

most severe market decline of each of the past 10 years, a portfolio 
of dividend growers captured only 83% of the downside of the 
broader market.

Over the past 10 years, a period encompassing a severe bear 
market along with many double-digit market declines amid a  
prolonged bull market, dividend growers have provided roughly 96% 
of the total return of the broader equity market (as represented by 
the S&P 500® Index). This full-cycle participation has allowed inves-
tors in dividend-growth stocks to participate in the long-term returns 
of the equity market, while providing a buffer in down markets to 
help combat an investor’s impulses to abandon his or her equity 
positions. (Remember that no investing strategy can overcome all 
market volatility or guarantee future results.) This “smoother ride” 
may help keep investors on track to meet their long-term growth 
objectives through the fall of 2017 and all the seasons that follow.
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Max S&P 500 Annual Drawdown Period S&P 500 Index Return Dividend Growers1 Downside Capture

10/10/2007 - 11/26/2007 -9.9% 107%
01/02/2008 - 11/20/2008 -47.7% 85%
01/07/2009 - 03/09/2009 -27.2% 108%
04/24/2010 - 07/02/2010 -15.6% 80%
04/30/2011 - 10/03/2011 -18.6% 82%
04/03/2012 - 06/01/2012 -9.6% 67%
05/22/2013 - 06/24/2013 -5.6% 99%
09/19/2014 - 10/15/2014 -7.3% 77%
07/21/2015 - 08/25/2015 -12.0% 80%
01/04/2016 - 02/11/2016 -10.3% 49%

Average Downside Capture of 83%

Source: Bloomberg and Lord Abbett. Maximum intra-year declines; start dates inclusive.
1S&P 900 10-Year Dividend Growth Index. 
The Dividend Growth Index is the exclusive property of S&P Dow Jones Indices LLC. Under a contract with Lord Abbett, S&P Dow Jones administers, maintains, and calculates the Dividend Growth Index. S&P Dow Jones and its affiliates shall 
have no liability for any errors or omissions in calculating the Index. The historical data are for illustrative purposes only, do not represent the performance of 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. 
Past performance is no guarantee of future results. For illustrative purposes only and does not reflect any specific portfolio managed by Lord Abbett or any particular investment. Dividends are not guaranteed and may be increased, 
decreased, or suspended altogether at the discretion of the issuing company.

TABLE 1. DIVIDEND GROWERS HAVE OUTPERFORMED IN MARKET DECLINES
S&P 500 INDEX RETURN AND DOWNSIDE CAPTURE OF THE S&P 900 10-YEAR DIVIDEND GROWTH INDEX DURING THE 10 LARGEST INTRA-YEAR 
PERIODS OF S&P 500 DECLINES, 2007–2016



INVESTMENT-LED. INVESTOR-FOCUSED.
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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. 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 prod¬uct 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.

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

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

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.

Downside capture: The downside capture ratio measures a manager’s performance in down markets relative to a particular benchmark. A down market is one in which the market’s quarterly (or monthly) return is less than zero. 
For example, a ratio of 50% means that the portfolio’s value fell half as much as its benchmark index during down markets.

Quality stocks: Equities with a track record of earnings and dividend growth are often characterized as high-quality. For example, independent research firm Standard & Poor’s assigns quality rankings to stocks on their 10-year 
history of earnings and dividend growth.

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 consists of large and mid-sized companies that have a 10-year history of dividend issuance and growth, and that meet certain other 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 S&P Dow Jones Indices LLC. Under a contract with Lord Abbett, S&P Dow Jones administers, maintains, and 
calculates the Dividend Growth Index. S&P Dow Jones and its affiliates shall have no liability for any errors or omissions in calculating the 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 education. 
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.
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