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There are several ways an investor can seek to generate income from their portfolio — fixed income investments and dividend-paying equities being the two primary vehicles. Fixed 
income investments (i.e.: bonds) typically generate a fixed stream of income over the life of the bond with the principal returned at maturity. Dividend-paying equities may also provide a 
relatively reliable source of income, with the potential for capital appreciation. Stocks that consistently increase their dividend may offer even greater long-term potential.   

•   As illustrated in Exhibit 1, shifting focus from the initial absolute yield to dividend growth creates the potential for increasing long-term purchasing power, even in an inflationary 
environment. While there is no guarantee that a company will grow their dividend, or even pay a consistent one, dividend growth, when achieved, can help an investor maintain 
purchasing power in an inflationary environment.   

•   Over time, dividend growth can considerably augment an investor’s income stream both on an absolute basis and relative to a fixed yielding investment (see Exhibit 2).  

•   Dividend growth provides a strong foundation for a stock’s total return; Dividend Growers and Initiators in the S&P 500 have, on average, returned +10.2% annually from 1/31/1973–
12/31/2023.1  The more frequently dividends are issued and reinvested, the greater the compounding effect and the higher the annualized rate of return. Remember that dividends 
are still considered taxable earnings, even when reinvested. 

•   Dividend payments have favorable tax treatment, currently subject to a federal income 
tax of 15% for investors in the 25% tax bracket or higher with net long-term capital gains 
for securities held longer than one year. Consult a tax professional regarding taxation of 
dividends. 

Figures in Exhibits 1 & 2 illustrate the annual income potential generated by a hypothetical investment and do not reflect the impact any price appreciation or depreciation may have on the total market value of the 
investment. An investment may be worth more or less than the initial principal investment at sale. Actual dividend growth rates will vary over time and may not always be positive. 

Exhibit 1: Dividend Growth vs. Absolute Yield

Hypothetical Illustrations:

Exhibit 2:  Annual Income on $100,000 Investment
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The Power of Dividend Growth



Advisors Asset Management, Inc. (AAM) is an SEC-registered investment advisor and member FINRA/SIPC.   2

1.  Source: Ned Davis Research. Dividend Growers and Initiators include stocks in the S&P 500 Index that increased their dividend anytime in the last 12 months. Once an increase occurs, it remains classified 
as a Grower for 12 months or until another change in dividend policy. The S&P 500 Index is an unmanaged market capitalization-weighted index used to measure 500 companies chosen for market size, 
liquidity and industry grouping, among other factors. 

Hypothetical income figures are not indicative of future results; actual income may be lower or higher than the annual dividend income shown. Past performance does not guarantee future 
performance. 
Dividend Payment Risk: An issuer of a security may be unwilling or unable to pay income on a security. Common stocks do not assure dividend payments and are paid only when declared by an issuer’s board 
of directors. The amount of any dividend may vary over time. A company may choose to skip or suspend dividend payments. In this case, shareholders lose the investment income and might also see the value 
of their shares fall if income-oriented investors sell their holdings.
This publication is provided for information purposes and does not pertain to any security or service and is not an offer or solicitation of an offer to sell any product or service. Unless otherwise stated, all 
information and opinions contained in this publication were produced by Advisors Asset Management, Inc. (AAM) and other sources believed by AAM to be accurate and reliable. Due to rapidly changing market 
conditions and the complexity of investment decisions, supplemental information and other sources may be required to make informed investment decisions based on your individual investment objectives and 
best interests. All expressions of opinions are subject to change without notice.
All AAM employees, including research associates, receive compensation that is based in part upon the overall performance of the firm. Investors should seek financial guidance regarding the appropriateness of 
investing in any security or investment strategy discussed in this report and should understand that statements regarding future prospects may not be realized. Nothing contained herein constitutes investment, 
legal, tax or other advice. This should not be construed as a solicitation, offer or recommendation to acquire or dispose of an investment, or to engage in any other transaction. AAM and its representatives do 
not provide tax advice.
The charts and/or graphs should be considered academic treatments of empirical data. They are designed for educational purposes only and should not be used to predict security prices or market levels. This 
report should only be considered as a tool in any financial professional’s investment decision matrix. Investors should consult a financial professional when applying the assumptions of the charts or graphs 
within this material.
18925 Base Camp Road • Monument, CO 80132 • www.aamlive.com
©2023 Advisors Asset Management, Inc. All rights reserved. CRN: 2023-0413-10797 R Link 9055 

>

>

>

Key Takeaway:  
Dividend-growing equities have the potential to augment your income, grow 
your purchasing power and act as a cushion in difficult markets.

To discuss how dividend growth stocks may fit into your portfolio, please contact a 
financial professional or visit www.aamlive.com.


