
Dividend strategies have gained a foothold with market 
participants seeking potential outperformance and 
attractive yields. 

While traditional high dividend payers have performed 
strongly in recent years, they have become quite expensive. 
The previous low-interest-rate environment paved the way 
for many of these businesses to load up on debt, while 
continuing to pay high dividends. As a result, many of these 
companies may come under pressure when rates rise. 

Stocks with a history of dividend growth, on the other 
hand, could present a compelling investment opportunity 
in an environment of potential volatility and rising rates. An 
allocation to companies that have sustainable and growing 
dividends may provide exposure to high-quality stocks and 
greater income over time. 

This argument goes beyond the traditional realm of 
domestic large-cap stocks. It also works for small- and  
mid-cap stocks and can be applied to international  
markets as well. The S&P High Yield Dividend Aristocrats 
is designed to track a basket of stocks from the S&P 
Composite 1500 that have consistently increased their 
dividends every year for at least 20 years.

Why dividend growers? 
Dividend growth stocks tend to be of higher quality than those 
of the broader market in terms of earnings quality and leverage. 

While the hurdle for inclusion in the S&P High Yield 
Dividend Aristocrats index inclusion is 20 straight years 
of increasing dividends, the index average is 34.5 years. 
Additionally, there are eight constituents with over 53 
consecutive years of dividend increases. 

Dividend growth stocks could also be attractive to market 
participants looking for disciplined companies that can endure 
difficult market and economic environments relatively well.

In particular, dividend growers may provide some 
downside protection during bearish markets. Looking at 
the period from Dec. 31, 1999, to Sept. 30, 2016, when 
the market (as represented by the S&P Composite 1500 
was down, the S&P High Yield Dividend Aristocrats 
outperformed the S&P Composite 1500, and the S&P 500 
High Dividend Index by an average of 165 bps per month 
and 54 bps per month, respectively.

In addition, dividend growth strategies could potentially 
address the concerns surrounding the performance of high 
dividend payers in a rising rate environment. Because of the 

focus on increasing dividends rather than high 
yield, the performance of dividend growers is 
less driven by the value factor compared with the 
high dividend payers. Second, unlike many pure 
yield strategies, which tend to be concentrated 
in sectors like utilities, consumer staples, and 
financials, dividend growth strategies tend to be 
more diversified across sectors, and the sector 
composition tends to be stable across time.

In summary, for market participants focusing 
on U.S. equities but worried about volatility and 
the potential of rising rates, the S&P High Yield 
Dividend Aristocrats could provide a dividend 
growth solution.  
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