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We’ve observed that one of the most popular investment strate-
gies in 2016 has been the purchase of “bond-like” stocks—that is, 
stocks that offer income through dividend payouts. Dividend-pay-
ing stocks have become attractive to investors, as yields on many 
fixed-income securities remain historically low. 

Market View last looked at this asset class in June, when a 
Research Affiliates (RA) study posited that valuations may be 
expensive by historical standards. RA calculates that dividend-
paying stocks currently are more expensive than they have been 
more than 80% of the time during the past 40 years, based on four 
ratios: price relative to book value; five-year average earnings; 
five-year average sales; and five-year average dividends. 

Recently, such headlines as “The Problem with Dividend 
Stocks”1 have raised the level of concern about the viability of the 
strategy of buying such stocks going forward. Are they overvalued? 
Could this, then, be characterized as a bubble that is about to 
burst? We believe not, and think that the strategy has a bit more 
shelf life. Here’s why: 

Low bond yields are providing the anchor. In our opinion, 
looking at current equity income valuations relative to valuations 
during periods when bond yields were much higher is flawed 
logic. Today’s ultra-low, and increasingly negative, interest-rate 
environment has almost no comparison in global financial 
history.2 Investors searching for income have been willing to risk 
higher volatility in the stock market to achieve their goals.  
Currently, with the 10-year U.S. Treasury at 1.7% (as of Septem-
ber 16, 2016), with a significant portion of the sovereign bond 
universe offering negative yields (an estimated $13 trillion out-
standing, according to J.P. Morgan), and with a U.S. Federal 
Reserve (Fed) moving cautiously in terms of raising interest rates, 
we expect the search for income to continue supporting the 
market for dividend-paying stocks. 

Low bond yields have structural support. There is a strong 
argument, as well, that these historically low bond yields will not 
be a fleeting phenomenon. Low rates are, in large part, a conse-
quence of a slow- growth environment. With a lack of return oppor-
tunities, investors bid up bonds and drive yields lower. Central 
banks also lower rates in an effort to kick-start lending and risk-
taking behavior. (They do this directly through short-term lending 
targets and indirectly through purchase of longer-term bonds.) 

Underlying this slow-growth environment are structural 
drivers that may take years or even decades to play out. We believe 
debt and demographics are at the root of slower growth. Many 
developed nations are stretched in their ability to take on more 

debt from a servicing standpoint, and there is not the popular will 
to support it. This movement to stop the growth of sovereign 
indebtedness (often called “austerity”) has put a cap on deficit 
spending, and, as a result, has limited the ability of governments 
to stimulate growth by fiscal measures. 

Demographics also play an important role in slowing growth. 
Declining birth rates around the globe and a large aging popula-
tion of “baby boomers” mean simply that there is less growth to go 
around. Demographic trends like these literally take generations 
to reverse—meaning that the slow growth and consequent low 
yields we see now may well be a new equilibrium. 

Equity income has some important advantages over bond 
income. First, equities can, and often do, increase their payouts. 
Investors who expect a slow-growth, low-yield environment for the 
foreseeable future must face the harsh truth that a strategy of 
simply collecting coupons at these historically low rates most 
likely will not be sufficient to meet their income needs. Dividends, 
though, have the potential to increase, and can help meet future 
income needs and protect against inflation. Dividends of compa-
nies in the S&P 500® Index, for example, have risen in 88% of the 
years since 1946, and have averaged 6% growth over that time. 

In addition to payout growth, equities can provide the potential 
for principal growth. Since 1931, the 20-year principal growth of 
the U.S. stock market (as measured by the S&P 500) has averaged 
366%, with no 20-year periods of price declines in that time. If the 
analysis is extended back to 1871, we find that there were some 
20-year periods with price declines, but the average return is still 
211%, and more than 92% of 20-year periods have positive princi-
pal growth. 

Finally, the timing of equity principal and income growth can 
be propitious for an income investor. Rising rates can erode the 
value of fixed-income securities, but many times such increases 
do not have the same effect on equity-income securities. This is 
because rising rates are usually indicative of an improving 
business cycle and a more positive earnings environment, often 
resulting in improved equity valuations. Chart 1 shows this effect 
by detailing the performance of high-dividend-paying stocks under 
various rate regimes. We see that when U.S. Treasury yields are 
low, a rising rate environment has been associated historically 
with improved performance of high-dividend-paying stocks, which 
averaged a monthly gain of 1.5% during a rising, but low interest-
rate regime, versus a gain of 1.3% during a declining, but low 
interest-rate regime.
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DIVIDEND-PAYING STOCKS: STILL ROOM FOR GROWTH
Recent headlines suggest that dividend-paying stocks are becoming expensive. 

But a strong argument can be made that there is still room for growth. 

https://www.lordabbett.com/en/perspectives/marketview/do-safety-stocks-have-staying-power.html


CONCLUSION

We believe the strategy of investing in dividend-paying stocks 
has a longer shelf life than recent headlines in the financial press 
are suggesting. Triggering the concerns has been the prospect of 
rising interest rates. We anticipate that when the Fed does raise 
rates again, it will be done at a very cautious and gradual pace. 
Given that the Fed will be managing the return to “normalcy” from 
such low levels, we believe investors will be motivated, and for 
quite some time, to continue their search for income outside of the 
bond market through a strategy that includes dividend-paying 
stocks. This has been the case historically, and economic and 
structural factors support our hypothesis.  

1“The Problem with Dividend Stocks,” The Wall Street Journal, September 6, 2016. 
2 For evidence of negative interest rates, the curious might be interested in reading A History of Interest 
Rates (John Wiley & Sons, Inc., 2005; fourth edition), by the late Sidney Homer and Richard Sylla. Going 
back to antiquity, there is no evidence that there ever was a time of negative interest rates.  

Risks to Consider: 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. 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.

Statements concerning financial market trends are based on current market conditions, which will fluctu-
ate. All investments involve risks, including the loss of principal invested. Dividends are not guaranteed and 
may be increased, decreased, or suspended altogether at the discretion of the issuing company.

The S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market perfor-
mance 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 direc 
investment.
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CHART 1: PERFORMANCE OF HIGH-DIVIDEND-PAYING 
STOCKS BY INTEREST-RATE ENVIRONMENT,  
SECTOR NEUTRAL
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Note: The interest-rate environment is based on 10-year U.S. Treasury; last 12 months’ dividend yield; a 
tertiled factor, industry group neutral. 

Historical data shown are for illustrative purposes alone and do not represent any specific portfolio man-
aged by Lord Abbett or any particular investment. Past performance is not a reliable indicator of future 
results. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the 
discretion of the issuing company.

Source: Standard & Poor’s, Compustat, Thomson Financial, FactSet, and RBC Capital Markets. Data are collected for 
the 25-year period ended December 31, 2015.

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.
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