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When interest rates are low, investors often turn to equities to generate portfolio income. That makes sense. But in 
today’s challenging environment, simply reaching for the highest-yielding stocks may not be the right approach. 

Dividend-oriented strategies have traditionally been thought of as a more conservative way to invest in equity markets 
and increase income potential. Many investors find it reassuring that a portion of the potential returns generated from 
owning dividend stocks have some degree of reliability since they are not simply relying upon price movements, 
which can be volatile. 

But the pandemic has reminded investors that dividend payouts are not guaranteed. So far in 2020, more than half of 
the top 25 yielding US companies have cut their dividends1. Some have reduced their payouts because they 
recognize that their businesses cannot generate sufficient earnings due to operating limitations. Others have faced 
competitive pressures or have struggled with too much leverage.  

We still think there are opportunities to boost income in the equity market. But identifying the winners in today’s 
environment and avoiding the losers may require an active approach that looks beyond the level of dividend yield. 

Looking Under the Hood 
Based on our findings, more than 80% of US dividend Exchange-traded Funds (ETFs) underperformed the S&P 500 
during the equity drawdown period, and half of them did not bounce back as strongly as the index in the subsequent 
recovery2. And the ETFs with the highest dividend yields had some of the worst returns, in part because of exposure 
to the high-yielding energy sector, which significantly underperformed.  

Dividend strategies also tend to be value-oriented, favoring stocks that trade at lower multiples to earnings or book 
value. This also typically increases exposure to cyclical stocks that are sensitive to the economic cycle, such as 
energy, financials and consumer retail. About 80% of the top 25 yielding US companies that cut dividends this year 
were in the energy or consumer discretionary sectors. 

Being Active and Focusing on Quality 
An active approach that targets companies with strong balance sheets can zero in on “quality dividends.” Such 
dividends may not be the highest on offer, but we think they are at less risk of being cut. As the chart shows, 
dividend-paying stocks in the S&P 500 that are in the second quintile tend to be stronger on dividend sustainability 
metrics, particularly when compared to the S&P 500 stocks with the highest yields. 
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EXHIBIT 1: DIFFERENCES IN DIVIDEND PAYING STOCKS  

 
Source: Morningstar Direct, GSAM as of 5/20/2020. Dividend Quintile 1 stocks have an average yield of 7.3%, and dividend quintile 2 stocks have an average 
yield of 3.8%. The quintiles are based on S&P 500 stocks’ 12-month yield. Please find additional definitions in the glossary. 

 

So what can income-oriented investors do?  

First, we think it’s important to recognize that not all “value” is created equal. Investors may consider leaning more 
heavily into defensive value sectors like healthcare, consumer staples, and communications and avoiding more 
cyclical ones.  

Second, investors may focus on sustainable income by minimizing exposure to the highest-yielding stocks. This 
doesn’t mean giving up on income; about 80% of stocks in the US offer a higher dividend yield than the 10-year US 
Treasury bond. In other words, there is plenty of potential opportunity to generate additional income.  

Finally, some investors may also want to consider using call-writing strategies as a way to generate additional 
income. This involves selling the right to another to buy an underlying stock the investor owns at a predetermined 
price in exchange for fees. This can be a good way to boost income particularly when an investor thinks future upside 
for the stock in question is limited. 

We believe targeting the equity market for income is a viable strategy, particularly with interest rates at record lows. 
But in this difficult economic environment, we believe it’s important to embrace an active approach. High dividends 
may not be enough. Strong balance sheets and durable secular growth potential may just be as important, and 
companies that have them are more likely, in our view, to avoid dividend cuts. 
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Glossary 
A dividend is the distribution of a portion of the company's earnings, decided and managed by the company's board of directors, and paid to a class of its shareholders.  
The debt-to-capital ratio is calculated by taking the company's interest-bearing debt, both short- and long-term liabilities and dividing it by the total capital. Total capital is all interest-
bearing debt plus shareholders' equity, which may include items such as common stock, preferred stock, and minority interest. 
The dividend payout ratio is the ratio of the total amount of dividends paid out to shareholders relative to the net income of the company. 
Earnings per share (EPS) is calculated as a company's profit divided by the outstanding shares of its common stock.  
A balance sheet is a statement of the financial position of a business that lists the assets, liabilities, and owner's equity at a particular point in time. 
A defensive stock is a stock that provides consistent dividends and stable earnings regardless of the state of the overall stock market. There is a constant demand for their products, so 
defensive stocks tend to be more stable during the various phases of the business cycle. 
A cyclical stock is a stock that's price is affected by macroeconomic or systematic changes in the overall economy. Cyclical stocks are known for following the cycles of an economy 
through expansion, peak, recession, and recovery.   
 
General Disclosures 
1 Top yielding companies are based on the companies in the S&P 500 index with the highest 12-month yield. 
2 There are 37 dividend ETFs in this analysis (US based, with dividend in the investment names). The equity drawdown period refers to 2/19–3/23/2020, and the subsequent recovery 

refers to 3/24–4/30/2020. 
This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities.  
©2020 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or 
distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from 
any use of this information. Past performance is not guarantee of future results. Confidentiality 
Options are not suitable for all investors. Please ensure that you have read and understand the current options disclosure document before entering into any options 
transactions. The booklet entitled Characteristic and Risk of Standardized Options can be obtained at Goldman Sachs, & Co., 200 West Street, New York, New York, 10282. 
The options disclosure document can also be found at http://www.theocc.com/components/docs/riskstoc.pdf. Supporting documentation for any comparisons, 
recommendations, statistics, technical data, or other information will be supplied upon request. 
Writing (selling) call options limits the opportunity to profit from an increase in the market value of stocks in exchange for up-front cash at the time of selling the call option. 
In a rising market, the strategy could significantly underperform the market, and the options strategies may not fully protect it against declines in the value of the market.  
Note that call-writing strategies are not appropriate for all investors and are not riskless investments, so investors can lose money. There may be additional risks that are 
not currently foreseen or considered. 
All investing involves some degree of risk, whether it is associated with market volatility, purchasing power or a specific security. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 
Equity investments are subject to market risk, which means that the value of its investments may go up or down in response to the prospects of individual companies, particular sectors 
and/or general economic conditions. 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 
of May 2020 and may be subject to change, they should not be construed as investment advice. 
Individual portfolio management teams for GSAM may have views and opinions and/or make investment decisions that, in certain instances, may not always be consistent with the views 
and opinions expressed herein. 
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available from public sources.  
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 
The Global Industry Classification Standard (GICS) was developed by and is the exclusive property and a service mark of Morgan Stanley Capital International Inc. (MSCI) and Standard 
& Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P) and is licensed for use by Goldman Sachs. Neither MSCI, S&P nor any other party involved in making or compiling the 
GICS or any GICS classifications makes any express or implied warranties or representations with respect to such standard or classification (or the results to be obtained by the use 
thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such 
standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS 
classifications have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages.  
The S&P 500, or simply the S&P, is a stock market index that measures the stock performance of 500 large companies listed on stock exchanges in the United States. 
Goldman Sachs & Co. LLC, member FINRA. 
© 2020 Goldman Sachs. All rights reserved. Date of first use: 5/29/2020. Compliance Code: 205624-OTU 
 
 


