
The Power of Dividends
Dividend-Paying Stocks

Dividend-Paying Companies 

Dividends represent the portion of a company’s profits 
that it returns to shareholders, rather than reinvest in its 
business. Most dividends are paid on a quarterly 
basis, particularly from companies headquartered in 
the U.S., and may be in the form of cash, stock or 
property. These payments provide investors with a 
stream of realized supplemental income. 

Paying regular dividends requires a steady cash  
flow, so companies that do so are often large, well 
established enterprises with diverse revenue streams 
and strong balance sheets. Dividend-paying 
companies generally want to protect their reputations 
as secure and financially sound, so once they begin 
paying dividends, they are reluctant to cut the  
payout, even in recessionary periods. 

The Dividends of Dividends

The potential benefits of adding dividend-paying 
stocks to a portfolio include:

Income with potential for capital appreciation. 
Dividend stocks can be a relatively reliable source  
of regular income, but they also have the potential  
for capital appreciation. While dividend stocks may 
not appreciate as quickly as the broader markets, 
particularly in the early stages of a recovery or 
speculative periods, the same qualities that enable 
them to pay dividends – solid cash flow and strong 
balance sheets – can also provide a foundation  
for growth.
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Downside protection. Historically, dividend-paying 
stocks have been less volatile than the broader 
markets. While this may limit upside appreciation,  
it may also provide a degree of protection in  
down markets.

Inflation hedge. Owning stocks that regularly 
increase their dividends can be a useful hedge 
against inflation, especially when compared to  
many bonds which provide a fixed income stream 
over the life of the bond. 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. 

Return in slow economic periods. In periods of  
slow economic growth, dividends may offer a  
more reliable source of return than share price 
appreciation.

The power of dividend reinvestment. Many 
companies offer dividend reinvestment plans, which 
can dramatically enhance the potential for total 
return. The effect of dividend reinvestment is similar 
to the miracle of compound interest on a savings 
account. The more frequently the 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. 

Favorable tax treatment. Most dividends are 
currently subject to federal income tax of 15% for 
investors with personal marginal federal income tax 
rates of 35% or higher. Consult your tax advisor 
regarding taxation of dividends. 
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Dividend-paying stocks have long held appeal for investors seeking 
a stable stream of supplemental income. Dividend-paying stocks can 
also help investors deal with volatile markets, low fixed income yields, 
and the need to preserve assets while providing retirement income.  



1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010 2011 2012 2013 2014 2015 2016 2017 2018
Price Return -5.3 3.0 13.6 4.4 1.6 12.6 15.3 -2.7 12.8 0.0 13.4 29.6 11.4 -0.7 9.5 19.4 -6.2

Income Return 5.6 6.0 5.6 3.3 4.1 4.8 2.8 1.8 2.3 2.1 2.6 2.8 2.3 2.1 2.4 2.4 1.9

Total Return 0.3 8.9 19.2 7.7 5.7 17.4 18.1 -1.0 15.1 2.1 16.0 32.4 13.7 1.4 12.0 21.8 -4.4

Are Dividend Stocks the Right Choice?  
 Factors to Consider

An Impressive Track Record

Historically, dividends have contributed a substantial 
portion of total market return – 41.6% of the total 
return on the S&P 500 Index from 12/31/1929  
through 6/30/2019.1   More specifically, the S&P  
500 without dividends returned an average 5.7%  
per year during this period, versus a total average 
annualized return (including reinvestment of 
dividends) of 9.7%.1   

As shown in the chart below, historically dividends 
have added to total return in robust markets. 
More importantly, they have also provided a 
cushion against market downturns. Since the 
Great Depression, there have been two decades 
in which the S&P 500 Index has experienced 
negative price returns – the 1930s (12/31/1929-
12/31/1939) and, more recently, during the 
2000s (12/31/1999-12/31/2009). During 
these periods, the income paid helped offset the 
more significant price declines, and during the 
1930s, was even sufficient to lift the Index’s total 
return into positive territory. 2011 was another 
extremely volatile year for U.S. equity markets as 

investors digested the prospect of a double-dip 
recession in the U.S., as well as concern over the 
possible break-up of the European Union. Although 
neither occurred, S&P 500 stock prices ended 
the year essentially where they began, with only 
dividends providing investors a positive return.1

Contrasting S&P 500 Index stocks that pay 
dividends with those that do not, dividend-payers on 
average have outperformed non-payers in both bull 
and bear markets since 1/31/1972. During this 
period, dividend-payers averaged a 21/2% higher 
return per year than non-dividend-payers during bull 
markets and declined, on average, a little more than 
half as much as non-payers in bear markets.2  

Annualized Returns S&P 500 Stocks 
(1/31/1972–6/30/2019)3

 
What Are The Trade-offs and Risks?

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. 

Market volatility. A company’s stock price, whether 
dividend-paying or not, may move up or down 
depending on various market conditions. Therefore, 
the initial principal invested may be worth less when 
an investor decides to sell, depending on the market 
value of the underlying holding. 

 Loss of income. A company may choose to skip or 
suspend dividend payments. In this case, share- 
holders lose the investment income and might also 
see the value of their shares fall if income-oriented 
investors sell their holdings.

Past performance does not guarantee future results. It is not possible to invest directly in an index.
1 Source: Ned Davis Research. The return of the price index is referred to as capital appreciation. Income return is assumed to be the Index’s total return minus its capital appreciation. Total 
Return = Capital appreciation plus reinvested dividends during the time period. 2 Source: Ned Davis Research. Based on equal-weighted geometric average of total returns (including 
dividends) of dividend-paying and non-dividend-paying historical S&P 500 Stocks. Uses Indicated Annual Dividends to identify dividend-paying stocks on a rolling 12-month basis. 3 Bear 
Market defined as a 30% drop in the Dow Industrials after 50 calendar days or a 13% decline after 145 calendar days. Reversals of 30% in the Value Line Geometric Index also qualify. 
This applied to the 1990 and 1998 high and low. (The table uses corresponding high and low dates and values for DJIA.)

S&P 500 Price, Dividend, Total Return by Decade and 2010—2018 (%)

By Decade By Year
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Bull 19.3  16.7  18.6  
Bear -13.1 -25.5 -15.9 

Market  Non-Payers
Equal-Weighted 

Index
Dividend 

-Payers
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Source:Source:   S&P Capital IQ Compustat, Ned Davis Research, Inc.

Monthly Data 1972-01-31 to 2019-06-30Returns of S&P 500 Stocks by Dividend Policy
Dividend Growers & Initiators (2019-06-30 = 8,823.91)

All Dividend-Paying Stocks (2019-06-30 = 6,126.13)

Dividend Payers w/No Change in Dividends(2019-06-30 = 2,636.22)

Dividend Cutters & Eliminators (2019-06-30 = 79.93)

Non-Dividend Paying Stocks (2019-06-30 = 366.58)

S&P 500 Geometric Equal-Weighted Total Return (2019-06-30 = 3,268.21)

Underperformance. During market rallies, dividend 
stocks historically lag the broader market, causing 
investors to accept relatively lower return potential  
in exchange for less volatility and income.

 Increase in income tax rates. The current dividend tax 
rate is subject to legislative changes. Please consult 
your tax advisor regarding the taxation of dividends.   
 
Investing in Dividend Stocks

There are a range of dividend-oriented investment 
solutions available, providing an opportunity to 
incorporate dividends into nearly any portfolio. 
Investors can invest directly in companies that pay 
dividends, but finding and evaluating these firms 

can be time consuming. Factors to consider include 
a company’s dividend payment history, the 
underlying strength of its business, current and 
projected cash flows, and its debt ratio.

There are a number of different investment vehicles 
that can provide you with access to dividend-
oriented companies. It is important that you work 
closely with your financial advisor to determine  
your investment objectives and risk tolerance before 
selecting the vehicle that is right for your individual 
needs. Your advisor can also provide you with 
additional information, such as the fees and risks 
associated with a particular investment, so you can 
make an informed decision. Please be sure to read  
a prospectus carefully before investing.

To learn more about how dividend stocks might play a role in your 
investment plan, talk with your Investment Advisor.

The Impact of Dividend Policy on Total Return

As the chart below demonstrates, companies with policies of increasing shareholder distributions  
have historically outperformed the S&P 500 and non-dividend-paying stocks.

Source: S&P Capital IQ Compustat

$100

Dividend Growers & Initiators 
Gain Per Annum = 9.9%  
($100 Grows To $8,824)

All Dividend-Paying Stocks 
Gain Per Annum = 9.1%  
($100 Grows To $6,126)

Dividend-Payers w/No Change  
in Dividends 
Gain Per Annum = 7.1%  
($100 Grows To $2,636)

Dividend Cutters or Eliminators 
Gain Per Annum = -0.5%  
($100 Grows To $80)

Non-Dividend-Paying Stocks 
Gain Per Annum = 2.8%  
($100 Grows To $367)

S&P 500 Geometric Equal- 
Weighted Total Return Index 
Gain Per Annum = 7.6%  
($100 Grows To $3,268)
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Past performance does not guarantee future results.

See the back page for  
additional information on  
how each category  
of stock is defined.

Returns based on monthly equal-weighted geometric 
average of total returns of S&P 500 component stocks, 
with components reconstituted monthly.

Returns of S&P 500 Stocks  
by Dividend Policy

Monthly Data 1/31/1972 – 6/30/2019
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Other Important Information

About This Publication: 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 buy or 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 suitability 
specifications. 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. 
AAM may make a market in or have other financial interests in any given security with which this analysis suggests may be benefited 
from its conclusions. Investors should seek financial advice regarding the appropriateness of investing in any security or investment 
strategy discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. 
Past performance does not guarantee future performance.

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.

18925 Base Camp Road
Monument, CO 80132

www.aamlive.com

©2019 Advisors Asset Management, Inc. All rights reserved.
Advisors Asset Management, Inc. (AAM) is an SEC-registered investment advisor and member 
FINRA/SIPC.
CRN: 2019-0708-7535 R Link 6021

Returns of S&P 500 Stocks by Dividend Policy: How Categories Are Defined

DJIA: The Dow Jones Industrial Average is a price-weighted average of 30 actively traded blue-chip stocks. DIJA covers all industries 
with the exception of transportation and utilities.

S&P 500 Index: 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.

Dividend-Paying vs. Non-Dividend-Paying Stocks: Each stock’s dividend policy is determined by its indicated annual dividend. Ned 
Davis Research classifies a stock as a dividend-paying stock if the company indicates that it is going to be paying a dividend within 
the year. A stock is classified as a non-payer if the stock’s indicated annual dividend is zero.

The index returns are calculated using monthly equal-weighted geometric averages of the total returns of all dividend-paying (or non-
paying) stocks. A stock’s return is only included during the period it is a component of the S&P 500 Index. The dividend figure used to 
categorize the stock is the company’s indicated annual dividend, which may be different from the actual dividends paid in a particular 
month.

Dividend-Growing, No-Change-In-Dividend, and Dividend-Cutting: Dividend Growers and Initiators include stocks 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. No-Change stocks are those that maintained their existing indicated annual dividend for the last 12 months 
(i.e., companies that have a static, non-zero dividend). Dividend Cutters and Eliminators are companies that have lowered or eliminated 
their dividend anytime in the last 12 months. Once a decrease occurs, it remains classified as a Cutter for 12 months or until another 
change in dividend policy.


