
Dividend payments are not guaranteed. The amount of a dividend payment if any, can vary over time and issuers may 
reduce dividends paid on securities in the event of a recession or adverse event affecting a speci� c industry or issuer. 

This year, U.S. equity markets have enjoyed one of their 
strongest � rst-quarter advances since 1999, with major 
indices climbing between 6% and 7% in the period. As a 
result, there has been a shift in the trend of investment 
� ows. For several years, � ows into bond funds have 
outpaced investments into equities. Recently, there has 
been a modest but noticeable shift of � ows back into 
equity investments. In this environment, dividend investing 
has garnered increasing interest, as investors look to 
capitalize on rising equity markets while still obtaining a 
meaningful source of current income. 

Dividend investing has been a relatively successful strategy 
for investors. As Exhibit 1 shows, since the beginning of 
1990, the highest yielding components of the market (as 
measured by the S&P 500 Index) have outperformed with 
lower levels of volatility. Returns for the highest yielding 
40% of the market (represented by Quintile 4 in Exhibit 1) 
have been 0.95%/year greater than the rest of the market, 
while volatility in that segment has been 4% lower.

Exhibit 1: Monthly rebalance: Total return
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Past performance does not guarantee future results.
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A long-term strategy with near-term potential
There are several explanations for this outperformance. 
Although there are exceptions and past performance does 
not guarantee future results, high yields may indicate 
inexpensive valuations, strong corporate balance sheets 
with high cash levels and a corporate commitment to 
returning cash to shareholders. As a result, investment 
strategies that focus on dividend investing have the potential 
to deliver strong total returns and attractive current income.

Today, investors are asking if the near-term environment 
presents new challenges or risks to a dividend investing 
strategy. In our view, the long-term drivers supporting 
dividend investing remain intact, and the short-term 
considerations also highlight advantages of dividend 
investing. 

As the chief investment of� cer for Columbia Management 
has pointed out, the market has been climbing a wall of 
worry over concerns of rising in� ation, a sluggish U.S. 
economic recovery and rising geopolitical risks. Our � rm’s 
equity market forecast calls for an 8%–10% rise in the 
S&P 500 (before dividends) for 2011. If the market’s 
appreciation through the end of the year is modest or if 
market volatility increases, we believe dividend investing 
can be an important advantage. 

Dividends contributed 8%–10% of the � rst–quarter’s total 
return this year, with price appreciation accounting for 90% 
or more. Is the recent strength in the market indicating 
that dividends are becoming a less important factor in 
total return? Actually, the contribution of dividends in the 
� rst quarter of 2011 is not a surprise given the lower 
volatility of dividend payments. However, in lower return 
environments, dividends can become a more signi� cant 
component of total return. Since 1990, in years when 
total returns were modestly positive (between 0% and 6%), 
dividends have provided 83% of total returns on average. 
If returns through the end of the year are more modest 
than in the � rst quarter, dividends could become a larger 
component of total return.

Exhibit 2:  Dividend stocks have outperformed the broader 
market over time
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Graph indicates that stocks have tended to perform better while paying 
or increasing dividends. Returns based on monthly equal-weighted 
geometric average of total returns of S&P 500 Index component stocks 
with components reconstituted monthly. Individual stocks may have 
moved from group to group over the time period shown.

Source: Ned Davis Research, Inc., January 1972–April 2011

In addition, if rising macro concerns cause the equity 
markets to become more volatile in the remainder of this 
year, dividend investors could have an advantage. While 
high-dividend-yielding stocks have outperformed on a total 
return basis since 1990, they have also performed well 
both in periods of rising volatility and elevated volatility. 
In an analysis by Credit Suisse (Exhibits 3 and 4), the 
returns of high-dividend stocks have outperformed the 
market by 64 basis points/month (0.64%) in periods of 
rising market volatility and by 48 basis points/month in 
periods of elevated volatility.

These opinions are subject to change due to changes in the market or economic conditions and may not necessarily come 
to pass.



Exhibit 3: Average monthly excess return
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This exhibit shows the S&P 500 Index in a sample period of January 
1990–April 2011. It describes the excess returns in a low, mid and 
high volatility environment.

Quintile 0 contains no dividends

Quintile 1 contains the smallest dividend yield

Quintile 5 contains the greatest dividend yield

Exhibit 4: Average monthly excess return
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This exhibit shows the S&P 500 Index in a sample period of January 
1990–April 2011. It describes the excess returns in a decreasing, 
steady and increasing volatility environment.

Quintile 0 contains no dividends

Quintile 1 contains the smallest dividend yield

Quintile 5 contains the greatest dividend yield

Past performance does not guarantee future results.

We believe a longer investment horizon is most appropriate 
for equity investors, and we caution against focusing on 
very short timeframes. The bene� ts of a long-term dividend 
investment strategy continue to be attractive, in our view. 
Dividend investing offers investors strong current income 
as well as the opportunity to participate in the long-term 
appreciation of the equity markets. Should near-term 
market appreciation be modest or if market volatility 
increases, dividend investing should prove to be an 
important part of a well-diversi� ed investment strategy.

It is not possible to invest directly in an index.

The S&P 500 Index is an index containing the stocks of 500 large-cap corporations, most of which are American. The index is the most notable of the many 
indices owned and maintained by Standard & Poor’s, a division of McGraw-Hill.
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Important disclosures

The views expressed are as of the date given, may change 
as market or other conditions change, and may differ 
from views expressed by other Columbia Management 
Investment Advisers, LLC (CMIA) associates or af� liates. 
Actual investments or investment decisions made by CMIA 
and its af� liates, whether for its own account or on behalf 
of clients, will not necessarily re� ect the views expressed. 
This information is not intended to provide investment 
advice and does not account for individual investor 
circumstances. Investment decisions should always be 
made based on an investor’s speci� c � nancial needs, 
objectives, goals, time horizon and risk tolerance. Asset 
classes described may not be suitable for all investors. 
Past performance does not guarantee future results and 
no forecast should be considered a guarantee either. 
Since economic and market conditions change frequently, 
there can be no assurance that the trends described here 
will continue or that the forecasts are accurate.

Securities products offered through Columbia Management 
Investment Distributors, Inc., member FINRA. Advisory 
services provided by Columbia Management Investment 
Advisers, LLC.

Investment products are not federally or FDIC-insured, 
are not deposits or obligations of, or guaranteed by any 
� nancial institution, and involve investment risks including 
possible loss of principal and � uctuation in value.

Columbia Management is committed to 
delivering insight on subjects of critical 
importance, including insight on � nancial 
markets, global and economic issues and 
investor needs and trends. Our investment team 
examines the issues from multiple perspectives 
and we’re not afraid to take a strong stand or 
point out opportunities even when there is no 
clear consensus. 

By turning knowledge into insight, Columbia 
Management thought leadership can provide: 

 >  A deeper understanding of investment 
themes, trends and opportunities. 

 >  A framework for more informed � nancial 
decision-making.

Access the insight, intellectual strength and 
practical wisdom of our experienced team.

Find more white papers and commentaries 
in the market insights section of our website 
columbiamanagement.com/market-insights.

To learn more about the support and services 
available to you, contact your Columbia 
Management representative at 800.426.3750.


