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Global Equities 
as a Source of Income

The economic and capital markets volatility of recent years has reduced 

the attractiveness of equities to many investors and has led to unprec-

edented inflows into fixed-income mutual funds. However, the yields 

available in fixed-income markets were already low by historical stan-

dards, and the recent flows of money have further reduced those yields. 

Conversely, dividend yields have begun to rise, as corporate earnings 

continue to recover. In our view, equities can be a means of securing a 

high yield, and a global portfolio of equities can be an effective method 

of achieving that yield. Even more, an unconstrained portfolio can access 

the most attractive high-yielding stocks globally, thus potentially maximizing 

income and capital growth.
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Global versus Domestic

Looking at the regional performance of high-yielding stocks, 
dividend-paying companies have outperformed the broad indices 
over the long term. The United States is the only market where 
high-yielding stocks have underperformed, as U.S. companies have 
traditionally not paid high dividends—generally, in the United 
States dividends are paid in defensive sectors, primarily utilities.

Europe may have underperformed over the past few years, but 
there have been some pockets of outperformance. The most 
important point to take away from Exhibit 1 is the relative position 
of global stocks—near the top, just below Asia ex-Japan—when we 
would expect them to be in the middle. Far from simply delivering 
average returns, the reason for the outperformance of global high-
yielding stocks appears to be their ability to chase relative yield by 
moving capital between regions.

It is also worth highlighting that country-constrained strategies 
have historically led to a loss of alpha, as illustrated in Exhibit 2.

The U.S. market offers approximately 17% of the global opportu-
nity set; not a meager level of diversity for a single country, but it 
is missing a great number of opportunities, in our view. If we look 
again at Exhibit 1, all the best high-yielding stocks in Asia, Japan, 
and, importantly, the emerging markets are missing. As Exhibit 
3 illustrates, high-yielding stocks have even greater potential for 
outperformance when the emerging markets are included in the 
opportunity set.

There is a misconception among some investors that only growth 
stocks are to be found in the developing world; this simply is not 

the case. Adding emerging markets slightly raises the yield versus 
a developed-only opportunity set and increases the potential for 
alpha. Dividends have been growing at a much higher rate in the 
emerging markets than in the developed world due to the faster 
GDP growth driving higher earnings, as well as an increased 
orientation toward rewarding shareholders through dividends.

Capturing Outperformance in High-yielding 
Stocks

High-yielding stocks have posted relatively lackluster performance 
in recent years, with the MSCI World High Dividend Yield Index 
marginally lagging the standard MSCI World Index on an annualized 
basis since the end of 2006.¹ However, the relative returns of high-
yielding stocks have improved recently, and they have outperformed 
since the market bottom in March 2009. As a result, we believe 
that the cycle of relative performance may favor these stocks.
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Exhibit 1
Regional Performance of High Yield

As of June 2010

The above returns do not represent the performance of any product managed 
by Lazard Asset Management. The performance presented represents historical 
performance of an unmanaged index. Returns would have been lower if they 
were subject to management fees and other trading expenses. Past performance 
is not a reliable indicator of future results.  Performance indices based on high-
est/lowest quartile of stocks screened on dividend yield on an equal-weighted 
basis.  Portfolios have been rebalanced quarterly.  The benchmark universe is 
the 500 largest stocks in the FTSE World Index. 

Source: Nomura
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Exhibit 2
Global versus Single Country Strategies

As of 31 August 2010

Source:  Société Générale 

Based on Société Générale’s proprietary universe.

Relative Total Return Index

Developed world highest yield
All world highest yield

Developed world
All world

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Exhibit 3
Fully-global versus Developed-only Strategies

As of 31 August 2010

Source:  Société Générale 

Based on Société Générale’s proprietary universe.
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As Exhibit 4 demonstrates, on a bottom-up basis it has been pos-
sible to select winners out of the recent slump. We believe that 
quality, high-yielding companies will rebound, as the performance 
of these stocks is driven by the fact that dividend yield is a good 
valuation screen to identify undervalued, out-of-favor, and cash 
generative companies.

In our view, another driver of outperformance, in both good and 
bad times, is the capital discipline a regular dividend encourages. 
Since companies that share a signifi cant part of their cash fl ow 
with shareholders have fewer funds for reinvestment, manage-
ment teams are forced to prioritize, so that only the best projects 
are funded while weaker opportunities are not pursued. This 
prioritization often leads to better subsequent return on these 

investments; studies have shown that, paradoxically, high-divi-
dend-payout companies tend to generate higher earnings growth.²

High-yielding Equities versus Fixed Income

Currently, both corporate and government bonds have little or no 
yield advantage over equities. This is in sharp contrast to the past 
20 years, when fi xed-income yields were a multiple of what was 
available in equities. As a result, we believe that investors must 
begin to ask themselves whether equities, traditionally viewed as a 
source of capital gains, may currently be more attractive as a source 
of income.

As we can see from Exhibit 5, bond yields are currently relatively 
low; fi xed-income yields in the United Kingdom and the United 
States are far below their 10-year average. This is certainly not 
the case with equities, where yields are marginally ahead of their 
10-year average.

Even focusing on a single market—the United Kingdom—we can 
see from Exhibit 6 that the yield advantage of fi xed-income securi-
ties has begun to unravel. 

Are Equity Yields Sustainable?

It could be argued that equity yields are not sustainable. With 
earnings under pressure, increasing sovereign debt risks, and the 
global economy appearing fragile, many believe that companies 
will be unable to generate the earnings and cash fl ow to maintain 
these dividends going forward. Others simply would not consider 
investing in equities following the volatility of recent years. This is, 
in part, due to the severity of dividend reductions during the reces-
sion, as Exhibit 7 illustrates.

While dividends have historically been far more resilient than earn-
ings—management teams often endeavor to maintain dividend 
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Exhibit 4
Performance of Dividend Yield Factor 

As of 31 December 2008

Source: Nomura Equity Strategy

The chart shows the average of stocks in the high-yield basket relative to the 
market x months before and after portfolio formation. All years 1994-2008.

Based on Nomura’s universe including the 500 largest stocks in the FTSE 
World Index.

0

1
2

3

4
5

6

7
8

9

Global 
Div Yield¹

Equities

U.S.
BAA

U.S.
AAA

Corporate Bonds

U.S.
10 Year

U.K.
10 Year

Government Bonds

U.S. 
3 Month

U.K. 
3 Month

LIBOR

Current

10-year Average

Exhibit 5
Current Yields versus 10-year Average of Equities and 
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payouts even when earnings are depressed—dividends are clearly 
impacted by the economic cycle. The recent economic crisis has 
seen high-profi le dividend reductions and omissions. In past 
downturns, dividends have been reduced by about a third of the 
fall in earnings; in 2008 and 2009, when all companies were cutting 
dividends, earnings fell on average 60% and dividends 30%.

The weak links have been broken with a greater severity than 
previous cycles, and companies that felt their dividends might be 
unsustainable in a weak economic environment have already cut or 
eliminated their dividends. There was no stigma to such measures 
in 2008 and 2009, as all companies were in a similar situation. With 
the vulnerable dividends already reset to lower levels, we feel that 
dividends in aggregate are more sustainable than usual.

Exhibit 7 also illustrates the sharp rebound in earnings in the 
current cycle, which contrasts with earlier cycles when earnings 
languished at the trough. Free cash fl ow, which is what ultimately 
pays dividends, has been even more resilient, as companies have 
aggressively reduced capital expenditures amid the economic 
uncertainty. Globally, corporations are currently fl ush with cash.

In our view, dividends will continue to climb not just because of 
the severity of their fall during the downturn, but also because of 
the current conditions and growth rates of companies. In fact, costs 
were cut aggressively in 2008 and 2009, and cash as a percentage of 
assets is now at an all-time high in the United States; if we consider 
this in conjunction with the rebound in earnings, higher dividend 
payments are likely, and stable balance sheets bode well for the 
sustainability of those payments.

Exhibit 8 illustrates how the dividend coverage ratio (earnings 
divided by dividends) troughed in 2009 but has since rebounded 
back to historical norms, improving confi dence in dividend sus-
tainability. Dividend coverage is expected to further improve 
modestly in 2011, although a return to recession could call those 

earnings estimates into question. Looking at analysts’ estimates of 
individual company dividends, these have been rising in aggregate 
since September of 2009. With earnings rebounding, free cash fl ow 
resilient, liquidity high, and dividend coverage expected to further 
improve, we feel companies are in a good position to maintain and 
possibly even increase dividends.

What about Inflation?

One of the notable elements of the current economic environ-
ment is that economists can make a reasonable case for either 
an extended period of defl ation or an infl ationary spiral. This 
is because the fi nancial crisis is inherently defl ationary, as it 
depresses aggregate demand; however, aggressive government 
stimulus efforts, particularly in the United States, have the 
potential to ultimately trigger infl ation.

Exhibit 9 shows the price-to-earnings ratio (P/E) U.S. equities 
have traded at in different infl ation environments over the past 
hundred years; it is signifi cant that equities have retained reasonable 
valuations in a wide variety of environments, only falling to single-
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Exhibit 8
Dividend Coverage is Expected to Improve

As at 31 August 2010

Source: UBS

Based on the UBS global universe.

Estimated data does not represent a promise or a guarantee of future results and 
is subject to change.
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Notes

1 Source: Bloomberg, MSCI

2 Source: Ping Zhou, CFA and William Ruland, “Dividend Payout and Future Earnings Growth,” Financial Analysts Journal, (May/June 2006)

Important Information

Originally published on 1 December 2010. Revised and republished on 16 May 2011.

Equity securities will fl uctuate in price; the value of your investment will thus fl uctuate, and this may result in a loss. Securities in certain non-domestic countries may be less liquid, 
more volatile, and less subject to governmental supervision than in one’s home market. The values of these securities may be affected by changes in currency rates, application of a 
country’s specifi c tax laws, changes in government administration, and economic and monetary policy. Emerging market securities carry special risks, such as less developed or less 
effi cient trading markets, a lack of company information, and differing auditing and legal standards. The securities markets of emerging market countries can be extremely volatile; 
performance can also be infl uenced by political, social, and economic factors affecting companies in emerging market countries.

An investment in bonds carries risk. If interest rates rise, bond prices usually decline. The longer a bond’s maturity, the greater the impact a change in interest rates can have on its 
price. If you do not hold a bond until maturity, you may experience a gain or loss when you sell. Bonds also carry the risk of default, which is the risk that the issuer is unable to make 
further income and principal payments. Other risks, including infl ation risk, call risk, and pre-payment risk, also apply.

Certain information included herein is derived by Lazard in part from an MSCI index or indices (the ‘‘Index Data’’). However, MSCI has not reviewed this product or report, and 
does not endorse or express any opinion regarding this product or report or any analysis or other information contained herein or the author or source of any such information or 
analysis. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any Index Data or data derived therefrom. The MSCI 
Index Data may not be further redistributed or used as a basis for other indices or any securities or fi nancial products. This report is not approved, reviewed or produced by MSCI.

The securities identifi ed are not necessarily held by Lazard Asset Management and should not be considered a recommendation or solicitation to purchase or sell these securities. It 
should not be assumed that any of the referenced securities were or will prove to be profi table.

This paper is for informational purposes only. It is not intended to, and does not constitute, an offer to enter into any contract or investment agreement in respect of any product 
offered by Lazard Asset Management and shall not be consider as an offer or solicitation with respect to any product, security or service in any jurisdiction or in any circumstances in 
which such offer or solicitation is unlawful or unauthorized or otherwise restricted or prohibited.

The information and opinions presented does not constitute investment advice and has been obtained or derived from sources believed by Lazard to be reliable. Lazard makes no 
representation as to their accuracy or completeness. All opinions and estimates expressed herein are as of the published date unless otherwise specifi ed, and are subject to change. 

Past performance is not a reliable indicator of future results.

© 2011 Lazard Asset Management LLC
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digit P/Es during the 1930s’ defl ation on the far left of the chart. 
The resilience of equities in infl ationary environments is not too 
surprising, as infl ation translates into corporate pricing power, 
which impacts earnings and ultimately dividends. On the other 
end, 10-year Treasury yielding below 3% are clearly vulnerable to 
an increase in infl ation, as are corporate bonds. In particular, in a 
mildly defl ationary environment, corporate bonds may not perform 
well, as depressed earnings may not be suffi cient to service the debt. 
With such a wide range of possible outcomes, we feel high-yielding 
equities offer an attractive risk/reward profi le due to their resilience 
in a range of infl ation environments and yields that are currently 
more competitive with fi xed-income alternatives than usual.

Conclusion

In our view, the merits of investing in high-yielding stocks remain 
intact: historical outperformance driven by the effi cacy of a dividend 
yield screen to identify undervalued companies, and the capital 
discipline that a regular dividend payment encourages. In addition, 
we currently see an opportunity to take advantage of the one area 
of the global capital markets—equities—where yields are above 
their historical average. As we see it, dividend coverage is relatively 
strong and is expected to further improve, and the dividends that 
were vulnerable in a weak economic environment have already 
been reduced to more sustainable levels. We believe that the 
combination of regular income and the potential for capital growth, 
should the economic recovery persist, are attractive in these 
uncertain times.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /Caslon224Std-Black
    /Caslon224Std-BlackItalic
    /Caslon224Std-Bold
    /Caslon224Std-BoldItalic
    /Caslon224Std-Book
    /Caslon224Std-BookItalic
    /Caslon224Std-Medium
    /Caslon224Std-MediumItalic
    /CaslonFiveForty-Italic
    /CaslonFiveForty-ItalicOsF
    /CaslonFiveForty-Roman
    /CaslonFiveForty-RomanSC
    /CaslonThree-Italic
    /CaslonThree-ItalicOsF
    /CaslonThree-Roman
    /CaslonThree-RomanSC
    /HelveticaLTStd-Light
    /HelveticaLTStd-LightObl
    /HelveticaLTStd-Obl
    /HelveticaLTStd-Roman
    /HelveticaNeue-BlackCond
    /HelveticaNeue-BlackCondObl
    /HelveticaNeue-BlackExt
    /HelveticaNeue-BlackExtObl
    /HelveticaNeue-Bold
    /HelveticaNeue-BoldItalic
    /HelveticaNeue-ExtBlackCond
    /HelveticaNeue-ExtBlackCondObl
    /HelveticaNeue-Heavy
    /HelveticaNeue-HeavyItalic
    /HelveticaNeue-Italic
    /HelveticaNeue-Light
    /HelveticaNeue-LightItalic
    /HelveticaNeue-Medium
    /HelveticaNeue-MediumItalic
    /HelveticaNeue-Roman
    /HelveticaNeue-Thin
    /HelveticaNeue-ThinItalic
    /HelveticaNeue-UltraLigCond
    /HelveticaNeue-UltraLigCondObl
    /HelveticaNeue-UltraLigExt
    /HelveticaNeue-UltraLigExtObl
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [1200 1200]
  /PageSize [612.000 792.000]
>> setpagedevice


