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MARKET VIEW
HOW DIVIDEND GROWERS COULD PROVIDE A SMOOTHER RIDE

A portfolio of stocks with steadily increasing dividends offers the opportunity  
for rising income over time with less volatility than the broader market. 

 MONDAY, NOVEMBER 12, 2018

LORD ABBETT

CHART 1. HIGH-QUALITY DIVIDEND GROWERS HISTORICALLY HAVE HELPED MITIGATE VOLATILITY
LONG-TERM RETURN VERSUS RISK (STANDARD DEVIATION), SEPTEMBER 30, 2008–SEPTEMBER 30, 2018

Source: Bloomberg, S&P Dow Jones Indices, and Morningstar. 
1Dividend Growers are defined as companies in the S&P 500 Index or S&P 400 Index that paid a dividend and increased their yearly dividend payout for 10 consecutive years.
2Morningstar Large Blend Category.
Past performance is not a reliable indicator or 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. Dividends are not 
guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.

IN BRIEF

n Equity investors concerned about the recent upturn in market volatility may wish to consider 
adding exposure to stocks that have displayed consistent annual dividend growth over the 
long term.

n Although there is no guarantee they will do so in the future, dividend growers have displayed 
an attractive risk-return profile compared to the broader market over the past 10 years.  

n A carefully selected portfolio of dividend-growth stocks may help investors achieve their goals 
of long-term return and capital appreciation with less volatility. Trent Houston 

Product Strategist

CONTRIBUTING STRATEGIST
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We have covered the recent recurrence of market volatility in 
previous Market Views. But are there specific approaches equity 
investors can take to mitigate volatility? Here, we’d like to spotlight a 
segment of the U.S. equity market that historically has experienced 
lower volatility than the broader stock market while offering the 
opportunity for rising income over time: dividend-growth stocks. 

That prospect may be especially appealing today given recent 
market action. For the U.S. stock market, October 2018 was one of 
the more volatile months in recent years, with numerous intraday 
swings of 2% or more for the S&P 500® Index—and the big price 
movements continued into November.  Market volatility has ticked 
upward with rising rates, inflation, and global trade tensions all con-
tributing to the instability. Chart 2 shows the substantial swings in 
volatility and prices for the broader U.S. stock market in October. 

While conservative investors may be looking to trim equity 
exposure, it is worth noting intra-year declines are typical and should 
be expected in most market cycles. As seen in Chart 3, since 1980 
the S&P 500 has posted positive returns in 29 out of the last 38 
calendar years.

How do dividend-growth stocks factor into all this? (For our 
purposes, we will define dividend growers as companies in the S&P 
500 or S&P 400® Index that paid a dividend and increased their yearly 
dividend payout for 10 consecutive years.) Because sequential 
dividend growers typically are high-quality companies, the prices of 
these securities historically have been less volatile than the market 
indexes. Dividend growth stocks experienced an average of 87% 
downside capture in the largest peak-to-trough market declines in 

the last 10 years, as shown in Table 1, and during the most recent 
uptick in volatility delivered just 90% of the market downside in the 
month of October.

Those characteristics are also evident when measuring long-
term return and standard deviation of dividend growers, the S&P 
500 index, and a representative grouping of large-cap blend funds 
(see Chart 1).

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 busi-
nesses. 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. [However, 
there is no assurance that they will be able to do so in future economic or 
market downturns.]

The consistency of income and price stability that a dividend-
growth strategy may offer the potential for an investor to realize the 
reliable price and dividend growth of the market over long periods. 
Compared to the broader market, the historical performance of 
dividend growers may just provide the opportunity for a smoother ride 
for investors seeking long-term income and capital appreciation. 

—Lord Abbett Product Consultant Melanie Coffin contributed to 
this article. 

CHART 2. ANOTHER VOLATILE AUTUMN FOR U.S. STOCKS
S&P 500 TOTAL RETURN INDEX (RIGHT AXIS) AND VIX TOTAL RETURN INDEX (LEFT AXIS), OCTOBER 5. 2018–NOVEMBER 6, 2018

Source: FactSet. 
The information shown is for illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment.  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.  Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment. Past performance is not a reliable indicator or a guarantee of future results.
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CHART 3. U.S. STOCKS’ LONG-TERM STRENGTH HAS INCLUDED SOME SIGNIFICANT DECLINES ALONG THE WAY

Source: Morningstar.
Note: 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 not a reliable indicator or guarantee of future results.
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TABLE 1. DIVIDEND GROWERS HAVE OUTPERFORMED IN MARKET DECLINES
S&P 500 INDEX RETURN AND DOWNSIDE CAPTURE OF DIVIDEND GROWERS (AS DEFINED) DURING THE 10 LARGEST INTRA-YEAR  
S&P 500 DECLINES SINCE OCTOBER 10, 2007

Source: Bloomberg and Lord Abbett. Maximum intra-year declines; start dates inclusive. 
1”Dividend Growers” are defined as companies in the S&P 500 Index or S&P 400 Index that have paid a dividend and increased their yearly dividend payout for 10 consecutive years.
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 not a reliable indicator or guarantee of future results. Dividends are not guaranteed and may be increased, decreased, or suspended altogether at the discretion of the issuing company.

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%

02/27/2017 - 04/14/2017 -1.7% 107%

01/26/2018 - 02/08/2018 -10.2% 97%

Average  
Downside  
Capture

87%
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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 product 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 discre-
tion of the issuing company. 
Dividend growers are defined as companies in the S&P 500 Index or S&P 400 Index that paid a dividend 
and increased their yearly dividend payout for 10 consecutive years.
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 Morningstar Large Blend Fund Category: Large-blend portfolios are fairly representative of the 
overall U.S. stock market in size, growth rates and price. Stocks in the top 70% of the capitalization of 
the U.S. equity market are defined as large cap. The blend style is assigned to portfolios where neither 

growth nor value characteristics predominate. These portfolios tend to invest across the spectrum of US 
industries, and owing to their broad exposure, the portfolios’ returns are often similar to those of the S&P 
500 Index.
© 2018 Morningstar, Inc. All rights reserved
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 Volatility Index, or VIX, is a real-time market index created by the Chicago Board Options Exchange 
that represents the market’s expectation of 30-day forward-looking volatility. Derived from the price 
inputs of the S&P 500 index options, it provides a measure of market risk and investors’ sentiments.

Indexes are unmanaged, do not reflect the deduction or 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 perfor-
mance 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. Investors should consult with a financial 
advisor prior to making an investment decision.
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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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OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.


