
MARKET VIEW
DIVIDENDS:  AN APPEALIN G APPROACH IN VOL AT IL E MARKETS  

Stocks that pay dividends historically have generated higher returns than those that do not— 
and with lower standard deviation.

MONDAY, OCTOBER 20, 2014

CHART 1. DIVIDENDS HAVE GENERATED A LARGER 
PORTION OF EQUITY RETURNS OVER TIME
AVERAGE PERCENTAGE OF S&P 500 TOTAL RETURN ATTRIBUTABLE 
TO DIVIDENDS BY ROLLING TIME PERIOD, JANUARY 1, 1960– 
SEPTEMBER 30, 2014 

CHART 2. DIVIDEND-PAYING STOCK RETURNS HAVE BEEN 
HIGHER AND LESS VOLATILE 
RISK/RETURN IN THE S&P 500 INDEX, JANUARY31, 1972 –SEPTEMBER 
30, 2014

Source: Morningstar.
Past performance is no guarantee of future results. The historical data are for illustrative 
purposes only to illustrate the historical performance S&P 500 stocks according 
to their dividend policy and do not represent the performance of any Lord Abbett 
mutual fund 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. There is no guarantee that 
investors will experience the type of performance reflected above. Due to market 
volatility, the market may not perform in a similar manner in the future.
Dividends are not guaranteed and may be increased, decreased, or suspended 
altogether at the discretion of the issuing company

Source: Ned Davis Research, Inc. © Copyright 2014 Ned Davis Research, Inc. Further 
distribution prohibited without prior permission. All rights reserved.
See NDR disclaimer at www.ndr.com/copyright.html. For data vendor disclaimers, 
refer to www.ndr.com/vendorinfo. 
Average annual returns and annualized standard deviation are based on the sub-
components of the S&P 500 Index, equal-weighted on a total return basis, January 31, 
1972–Septmeber 30, 2014. 
Past performance is no guarantee of future results. The chart is based upon an equal-weighted 
geometric average of the historical total return and standard deviation of dividend- 
paying and non-dividend-paying stocks for the period January 31, 1972–June 30, 2014. 
The chart uses actual annual dividends to identify dividend-paying stocks and is 
rebalanced annually. The dividend policy for each stock is determined on a rolling 
12-month basis. The periods shown do not represent the full history of the S&P 500 
Index. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion 
of the issuing company.

The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results. Investors may 
experience different results. Returns during other times may vary. Due to market volatility, the market may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction or expenses, and 
are not available for direct investment.

The recent episode of financial market turmoil may have income-
oriented investors wondering where to turn. Equities have been hit 
with renewed volatility amid fears about a potential slowing in global 
economic growth. Meanwhile, U.S. Treasuries and certain other 
fixed-income categories remain unappealing from an income 
standpoint; for instance, the yield on the 10-year Treasury note fell 
below 2% on October 15, 2014, according to Bloomberg. Someone 
buying Treasuries at a 2% yield would be hard-pressed to realize 
any real return at all should inflation remain near the Federal 
Reserve’s 2% target, noted Zane Brown, Lord Abbett Partner and 
Fixed Income Strategist.

In times of market uncertainty, then, it may be helpful to focus on 
some basic—and powerful—concepts. In this case, we’ll look at 

dividend-paying stocks and how they could potentially bolster the 
total return of an equity portfolio, while offering less volatility than 
their non-dividend-paying counterparts. 

Dividend-paying stocks historically have provided a substantial 
portion of the total return of the S&P 500® Index over time. (See Chart 
1.) From 1930 through 2013, for example, dividends contributed more 
than 50% of the total return of the S&P 500, based on research from 
Strategas. According to a study by three professors from the London 
Business School, “While year-to-year [equity index] performance 
is driven by capital appreciation, long-run returns are heavily 
influenced by reinvested dividends. … [T]he longer the investment 
horizon, the more important is dividend income.”1

One other potential benefit of dividend-paying stocks may come 
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in handy during equity market episodes like the October 2014 sell-
off. As it turns out, dividend payers in the S&P 500 historically have 
displayed less risk (as measured by standard deviation) than index 
stocks that do not pay dividends (see Chart 2)—and have offered 
higher return. A research paper from S&P Dow Jones Indices notes 
that “while price returns can be either positive or negative, dividend 
incomes are by definition positive. … [T]herefore, dividends provide 
investors with the opportunity to capture the upside potential while 
providing some level of downside protection in negative markets.”2

The S&P Dow Jones paper also cites research from academics 
Kathleen P. Fuller and Michael A. Goldstein, who examined the 
return behavior of dividend-paying and non-dividend-paying stocks, 
in both rising and falling markets, between January 1970 and 
December 2007. Their key finding was that dividend-paying stocks 

outperformed their non-dividend-paying counterparts more in down 
markets than they did in up markets. Specifically, the Fuller- 
Goldstein research showed that dividend payers outperformed by 
1–2% per month during down markets.

Which dividend approach could prove most appealing in the 
current market environment? Rather than focusing on yield, which 
can result in somewhat higher risk, it is preferable to “look for 
companies with a consistent record of raising their dividend—
usually for the last 10 consecutive years,” said Rick Ruvkun, Lord 
Abbett Partner & Director of Calibrated Equity Management. “That 
approach seeks to produce a portfolio of stocks with the types of 
characteristics that many income-oriented clients prefer: higher 
quality, consistent dividend growth, and lower volatility.” We’ll focus 
on the income aspect in greater detail in a future Market View.

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 securi-
ties 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 move-
ments. As interest rates fall, the prices of debt securities tend to rise. As rates rise, prices tend to fall.

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.

A stock is classified as a dividend payer if it paid a cash dividend anytime 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.

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

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.

Standard deviation is a measure of a measure of volatility. It indicates the variability of an investment’s returns.

No investing strategy can overcome all market volatility or guarantee 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. 

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 before making an investment decision
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