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Income-oriented investors who have turned to bonds to meet 
their needs are facing some significant obstacles. According to a 
Bloomberg report, the total face value of negative-yielding corporate 
and sovereign debt in the Bloomberg Barclays Global Aggregate 
Index of investment-grade bonds was $11.6 trillion as of September. 
30. Based on global central bank policies that likely will promote 
“lower for longer” interest rates, it appears unlikely that yields will 
increase meaningfully in the near future. 

In addition to scarcity of yield, income-oriented investors face 
another challenge in today’s markets. While headline inflation may 
be stuck in low gear for the foreseeable future, many costs confront-

ing retirees continue to increase at a steady pace. An investor who 
purchases many types of individual bonds faces the prospect of 
receiving the same coupon for the life of the investment, while living 
expenses continue to rise.

Equities may help investors address both of these challenges. It’s 
worth noting that based on dividend yields, many equities recently 
provided a higher income stream than several different fixed-income 
investments. [There is, however, no assurance that this trend will 
continue in the future.] Another, less widely recognized fact is worth 
considering: Historically, annual dividends received from equities in 
the S&P 500® Index have increased in 88% of the past 69 years. This 
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DIVIDEND GROWERS: A GAME-CHANGER FOR INCOME INVESTORS
A dividend-growth strategy can compete head-on with fixed-income offerings— 

and the concept of “yield on cost” helps to explain why.  

CHART 1: OVER TIME, THE YIELD ON COST OF EQUITIES HAS THE POTENTIAL TO EXCEED THAT OF FIXED INCOME
ANNUAL INCOME FROM A $100,000 INVESTMENT IN EACH OF THE DESIGNATED ASSET CLASSES, 1996–2015

Source:  Strategas Research Partners LLC and the U.S. Department of the Treasury.  The chart depicts the annual income from a $100,000 investment made in 1996 in stocks (as represented the S&P 500 Index) and bonds 
(based on data for the 20-year U.S. Treasury bond from the U.S. Department of the Treasury). Figures shown do not include fees and taxes.
Note: The 20-year U.S. Treasury yield was 6.01%, as of December 29, 1995.
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.
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annual “raise” can help equity-income investors, and especially 
those in or near retirement, combat higher costs. Over time, the 
“yield on cost,” or the annual income divided by the initial investment, 
of equities may exceed that of fixed income, and continue to increase 
its advantage. 

Chart 1 demonstrates the concept of yield on cost in action. In 
the first year (1996), $100,000 invested in bonds provided $6,010 in 
income. This is equal to a 6.01% yield. On the other hand, $100,000 
invested in stocks provided $2,419 in annual income, or a 2.42% 
yield. (Figures shown do not take into account fees or taxes.) Ini-
tially, then, an income-oriented investor might prefer the fixed-
income investment. 

However, as dividends increase over the years, the annual income 
stream received from the equity portfolio rises. By the end of year 20 
(2015), an investor might have received $7,045 in income. This 
dividend income divided by the initial $100,000 investment results in 
a yield on cost of 7.04%. The fixed-income investment, however, con-
tinues to provide the same $6,010 in annual income, maintaining a 
6.01% yield on an initial investment. 

Unfortunately, Chart 1 also highlights one of the risks of relying 
on equities to meet income needs; while uncommon (as noted above, 
dividends have risen in 88% of 69 years past), dividends can decrease, 
as evidenced most drastically in 2008–09. 

However, there is one segment of the equity market that has the 
potential to increase substantially the reliability of dividend income: 
companies with a consistent record of increasing dividends over a 
10-year time horizon. (A 10-year period was chosen as a measure 
because such an interval typically includes one or more significant 
economic or market downturns.) 

Companies that have raised dividends every year, through good 
times and bad, do not do so by accident. Such companies must have 
the ability to raise dividends every year, which would mean that they 
typically are high-quality firms with strong, growing, and stable 
businesses. They also have signaled the intention to raise dividends 
every year—a characteristic that becomes part of their corporate 
identity. These companies’ past history of increasing dividends even 
in times of economic weakness is another argument in their favor. 
[Although, there is no assurance that they will be able to do so in future 
economic or market downturns.]

Returning to the concept of yield on cost, the S&P 900 10-Year 
Dividend Growth Index has a portfolio yield of 2.6% (as of Septem-
ber 29, 2016). From 2005 to 2015, the Dividend Growth Index 
increased its payout by 82.7%, or 6.2% per year—and the payout 
never declined on an annual basis. So, after 20 years of growth, if 
historical trends are any indication, one could project that the index 
could provide a yield on cost of around 8.8%. This presents an 
attractive opportunity relative to locking in, for example, the 1.95% 
yield offered on the 20-year U.S. Treasury (as of September 29, 
2016) for the next two decades.

In short, the income stability of a dividend-growth strategy makes 
this a unique asset class that can help investors who need reliable 
income, while providing a significant advantage in reliable dividend 
growth and likely principal growth. In a world where yields on many 
investments are expected to remain “lower for longer,” this strategy, 
we believe, becomes especially compelling. 

To learn more about how a dividend growth strategy might provide 
the stable, increasing income stream many investors need, please 
read “Dividend Growers: Yield Now—and for the Future.”
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CHART 2: A DIVIDEND-GROWTH PORTFOLIO HISTORICALLY HAS PROVIDED A MORE CONSISTENT  
INCOME STREAM THAN THE S&P 500
ANNUAL DIVIDENDS RECEIVED FROM A $100,000 INVESTMENT, 2005–15

Source: Standard & Poor’s. Dividend growers represented by the S&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 Ab-
bett, 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 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 and should not be relied upon as 
investment advice. Different indices and economic periods will produce different results. All investments carry a certain degree of risk, including possible loss of principal, and there is no assurance that an investment will 
provide positive performance over any period of time.
Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.
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IMPORTANT INFORMATION
A Note about Risk: The value of investments in equity securities will fluctuate in re¬sponse 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.
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. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk.
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.
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.
Yield on cost: This is the dividend yield on an original investment at the current moment.  If the annual dividend increases over time, the yield on cost increases; if the dividend falls, the yield on cost also declines. 
The Barclays Global Aggregate Bond Index is a broad-based measure of the global investment-grade, fixed-income markets. The three major components of this index are the U.S. Aggregate, the Pan-European Aggre-
gate, and the Asian-Pacific Aggregate indexes. The index also includes euro dollar and euro/yen corporate bonds, Canadian government securities, and U.S. dollar investment-grade 144A securities.  
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 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 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 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.
Investors should carefully consider the investment objectives, risks, charges and expenses of the Lord Abbett Funds. This and other important information is contained in the fund's summary pro-
spectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, you can click here or contact your investment professional or Lord Abbett Distributor LLC at 
888-522-2388. Read the prospectus carefully before you invest.
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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