
MARKET VIEW
DO ALL DIVIDEND-PAYING STOCKS GET STUNG BY RISING RATES?

Underperformance among dividend payers during the recent rise in interest rates has come from only a few  
highly publicized sectors. Investors may be better served by taking a broader approach.

MONDAY, DECEMBER 19, 2016

In the November 28, 2016, Market View, we sought to provide 
some needed context to the generalization that “bonds do poorly 
when interest rates rise.” We showed that many lower-duration 
and credit-sensitive bonds historically have outperformed 10-year 
U.S. Treasury notes (a widely cited proxy for the broader U.S. bond 
market) during periods when interest rates go up. 

Now, it’s the turn for dividend stocks. With many financial 
media making similarly dire assessments for the entire dividend-
paying stocks category in a rising-rate environment, we were 
reminded of the old saying about tossing out the baby with the 
bath water. So, just as we did in the November 28th piece on fixed 
income, this week we’ll identify segments within an asset class 
that are being unfairly lumped together with more interest-rate 
sensitive groups.

First, a bit of background is in order. Since bottoming at 1.37%, on 
July 8, 2016, in the aftermath of the United Kingdom’s vote to leave 
the European Union (“Brexit”), the 10-year U.S. Treasury note’s yield 
has risen, to 2.60% (as of December 16), an increase of more than 
120 basis points. During this time, much attention has been directed 
to the performance of the so-called “bond proxy” sectors within the 

S&P 500® Index—consumer staples, real estate, telecommunica-
tion services, and utilities—which had produced exceptionally strong 
returns in the first half of this year. Much of this outperformance in 
the first six months of of 2016 was attributed to their lower-volatility 
return profile and an income stream that was attractive relative to 
what could be found in the fixed-income market—factors that 
helped popularize the bond proxy label. 

However, when interest rates began to rise in July 2016, the 
bond proxy sectors faltered, and have posted starkly negative 
returns through December 16, 2016 (see Chart 1); in fact, each 
group trailed the overall performance of the S&P 500 by more 
than 10% (the S&P 500 was up 7.01% over this time period).

The notable underperformance of these bond proxies may have 
caused some investors to assume that other dividend-paying sectors 
would face the same challenges amid rising interest rates. In reality, 
the average dividend-oriented mutual fund (as represented by the 
Lipper Equity Income classification average) produced a positive 
return of 6.36% (through December 16, 2016) since rates began to 
rise in July 2016. How is this possible, when other sectors more 
commonly associated with dividends experienced losses?
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CHART 1. SO-CALLED “BOND PROXY” SECTORS UNDERPERFORMED DURING THE RECENT PERIOD OF RISING RATES
TOTAL RETURN FOR SECTORS WITHIN THE S&P 500 INDEX, JULY 9–DECEMBER 16, 2016  
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Source: Morningstar.
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. Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for direct investment.

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/fixed-income-ready-for-rising-rates.html


The answer is that the bond proxy sectors actually represent only 
a small segment of the total universe of dividend-paying stocks. For 
example, an analysis of the Russell 1000® Index shows that less 
than 25% of all dividend-paying stocks reside in these four sectors. 
(See Chart 2.) Alternatively, a larger number of dividend-paying 
stocks can be found in several other sectors that have performed 
quite well in the most recent period of rising interest rates. 

Concerns about the performance of bond proxies in rising-rate 
environments may indeed be justified, but an assessment of the 
entire landscape of dividend-paying stocks reveals that opportuni-
ties extend far beyond these sectors. Many dividend-oriented 
strategies have underperformed in the most recent period of rising 
rates, likely due to performance chasing in the bond proxy sectors. 
But managers who focus their efforts on stock selection—and take 
their cues on sector weightings from where the dividend-paying 
stocks actually reside—may have been less affected by the recent 
underperformance of the bond-proxy groups. 

Indeed, the historical positive returns produced by the Lipper 
Equity Income peer group average since July suggest that some 
managers are not limiting their search for dividends to the inter-
est-rate sensitive sectors that have struggled in recent months. 
Investors may wish to consider active managers who employ 
sophisticated analytical tools and rigorous research to identify 
attractively valued stocks with the potential to offer solid dividend 
income and the opportunity for capital appreciation. By broaden-
ing their search for dividend-paying stocks to all sectors, these 
managers may be more favorably positioned in the months to 
come, should interest rates continue to rise.

Find out how a Lord Abbett equity income strategy fared during 
the recent period of rising interest rates.
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CHART 2. “BOND PROXIES” CONSTITUTE ONLY A SMALL PORTION OF THE U.S. DIVIDEND UNIVERSE
DISTRIBUTION OF DIVIDEND-PAYING STOCKS BY SECTOR WITHIN THE RUSSELL 1000 INDEX, AS OF NOVEMBER 30, 2016  
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Source: FactSet. “Bond proxy” sectors refer to those sectors noted for their bond-like income characteristics-consumer staples, real estate, telecommunication services, and utilities.
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. Indexes are unmanaged, do not reflect deduction of fees and expenses and are not available for direct investment. 

http://pages.email.lordabbett.com/marketview-12192016/
http://pages.email.lordabbett.com/marketview-12192016/
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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.

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.

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.  

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

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.

A basis point is a financial unit of measurement that is 1/100 of 1%. 

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.

The Lipper Equity Income Funds classification refers to funds that, by prospectus language and portfolio practice, seek relatively high current income and growth of income by investing at least 65% of their portfolio in 
dividend-paying equity securities.

The Russell 1000 Index® measures the performance of the 1,000 largest companies in the Russell 3000 Index, which represents approximately 92% of the total market capitalization of the Russell 3000 Index.

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. Read-
ers 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 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 prospec-
tus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, 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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