
MARKET VIEW
DIVIDENDS:  WILL T H E (G LOBAL)  FORCE AWAK EN?
Stimulus measures from central banks around the world could potentially benefit shares of 

dividend-paying non-U.S. companies.
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Past performance is no guarantee of future results. 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. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not 
available for direct investment. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future.
Investing in international securities generally poses greater risk than investing in domestic securities, including greater price fluctuations and higher transaction costs. Special 
risks are inherent in international investing, including those related to currency fluctuations and foreign, political, and economic events. Companies cannot ensure or guarantee 
a certain rate of return or dividend yield; they can increase, decrease, or totally eliminate their dividends without notice. Please see below for information regarding the 
economic indicator data in these charts and index information.

Investors in dividend-paying stocks from U.S. companies have 
benefited over the past five years, as easy money policy (including 
three rounds of quantitative easing) from the U.S. Federal Reserve 
helped spark a long-lasting equity rally. But what about the rest of 
the world? 

The international stock market (as represented by the MSCI 
EAFE Index) has lagged the U.S. market during that interval. The 
EAFE Index has yet to return to the levels seen before 2008, while 
the U.S. market (as represented by the S&P 500® Index) has far sur-
passed its prior levels (see Chart 1). The introduction of additional 
stimulus measures by the European Central Bank and other central 
banks could eventually spark the growth that many have long waited 
to happen. With this new round of pump-priming, could investors in 
international dividend-payers see an opportunity similar to the one 
their U.S. counterparts found five-plus years ago?

The jury, however, is out on that particular question. But even if 
very slow growth persists in Europe and other areas outside the 
United States, there still could be select areas of opportunity for 
dividend investors. 

What are the signals investors should be watching? Currently, 
yields on major international equities are higher than nearly all 
their underlying countries’ government bond yields (see Chart 2). 
In other words, an international stock portfolio might very well yield 
more than an international sovereign bond portfolio. As many 
investors use bonds for both income and stability, equity investors 
considering a similar approach may find it useful to narrow their 
strategic focus to stable companies with attractive dividend yields. 

For instance, there are 368 stocks in the world with a dividend 
yield greater than 4% and a market cap greater than $1.5 billion, 
according to data from FactSet. Nearly 88% of these 368 stocks are 
located outside the United States. Many of these are stocks of large, 
multinational companies with global footprints and a relatively low 
degree of exposure to their soft home economies. 

It is worth noting that valuations on large, stable, non-U.S. 
companies with high-dividend stocks appear attractive. In fact, 34 
of the international high-dividend-paying stocks from the group 
above have a dividend yield greater than their price-to-earnings 
(P/E) ratio.
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INTERNATIONAL STOCK PRICES HAVE YET TO RECOVER 
FROM PRE-2008 LEVELS
PRICE RETURN ON INDICATED INDEXES, AS OF NOVEMBER 25, 2014

YIELDS ON DIVIDEND-PAYING NON-U.S. STOCKS 
RECENTLY EXCEEDED THOSE OF MOST COUNTRIES’ 
GOVERNMENT BONDS 
YIELDS ON INDICATED CATEGORIES, AS OF NOVEMBER 25, 2014

Source: Morningstar. Source: Bloomberg.
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What, then, would be a good approach to potential opportunities 
in international dividend stocks? One way might be to turn to 
professional management. “We are investing in undervalued stocks 
that also carry relatively high dividend yields,” said Vincent McBride, 
Lord Abbett Partner & Director of International Equity. “And we have 
the flexibility to invest across small-, mid-, and large-cap compa-
nies as well as in emerging markets and developed markets for 
optimal diversification.” 

Accordingly, the international dividend and value-focused 
strategy that McBride runs has a portfolio of 87 stocks with an 

average forward 12-month P/E ratio of 11.9 (as of September 30, 
2014). Of those 87 companies, 64 also have corporate debt out-
standing. And among that group, 58 (or 91%) have a dividend yield 
on their common stock greater than the corresponding yield on 
their corporate bonds. On average, their dividend yields are 2.28% 
higher than their corporate bond yields and 2.97% higher than their 
home countries’ 10-year sovereign bonds. 

In a low-yield and slow-growth world, international equity and 
dividend investing appears to offer investors opportunity for income 
and returns at attractive valuations.

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

Foreign securities generally pose greater risk than domestic securities, including greater price fluctuations and higher transaction costs. Foreign investments may also be affected by changes in currency rates or currency 
controls. With respect to certain foreign countries, there is a possibility of nationalization, expropriation, or confiscatory taxation, imposition of withholding or other taxes, and political or social instability that could affect 
investments in those countries. The securities markets of emerging countries tend to be less liquid, to be especially subject to greater price volatility, to have a smaller market capitalization, and to have less government 
regulation, and may not be subject to as extensive and frequent accounting, financial, and other reporting requirements as securities issued in more developed countries. Further, investing in the securities of issuers located 
in certain emerging countries may present a greater risk of loss resulting from problems in security registration and custody or substantial economic or political disruptions. Foreign currency exchange rates may fluctuate 
significantly over short periods of time. They are generally determined by supply and demand in the foreign exchange markets and relative merits of investments in different countries, actual or perceived changes in interest 
rates, and other complex factors. Currency exchange rates can also be affected unpredictably by intervention (or the failure to intervene) by U.S. or foreign governments or central banks, or by currency controls or political 
developments. No investing strategy can overcome all market volatility or guarantee future results.

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.

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.

Dividend yield is a ratio that reflects how much a company pays in equity dividends relative to the price of its stock.

Dividend policy: A stock is classified as a dividend payer if it paid a cash dividend at 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 a non–dividend payer if it did not pay a cash dividend at any time during the previous 12 months.

Forward price-to-earnings ratio: Stock analysts calculate a forward price-to-earnings (P/E) ratio by dividing a stock’s current price by estimated future earnings per share. Some forward P/Es are calculated based on 
estimated earnings for the next four quarters, while others use actual earnings from the past two quarters with estimated earnings for the next two. A forward P/E may help you evaluate the current price of a stock in relation 
to what you can reasonably expect to happen in the near future. In contrast, a trailing P/E is based exclusively on past performance.

The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance of developed markets, excluding the United States and 
Canada. The MSCI EAFE Index consists of the following 21 developed-market country indexes: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New 
Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United Kingdom.

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 of fees 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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