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The stock market has been rallying of late in response to lower short-term interest rates, albeit 

the unprecedented bond-market rally of this spring appears now to be entering a correctionary phase. 
Much of the bond-market strength, however, has been concentrated in short-term instruments, and 
long-term bonds are still priced to yield relatively generous returns on an historical basis. A reason-
able working estimate of yields currently available from taxable bonds of high quality would be 12%. 
Stocks, by contrast, provide current returns nowhere nearly so generous. How, then, to justify the 
purchase of stocks at current levels and, by extension, the sharp rally in the stock market since last 
March, at a time when the prospect for dividend improvement is hazy at best? 

The obvious Justification is that bond income remains fixed while stock dividends presumably will grow. 
This argument can, of course, be pushed to excess, as it was, for example, in the early 1970's. In 
considering the purchase of a low-yielding stock versus a higher yielding bond, two key questions 
need to be asked. The first is how many years of dividend growth will be required before the yield for 
the common based on purchase price is equal to the presently available bond yield. The second is how 
many years will be required before the total return from the equity investment will equal that which 
would have been available from purchase of the bond. 
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64/101 43/69 33/52 27/42 22/36 19/31 17/28 16/25 14/23 
46/ 77 31/52 24/40 19/32 16/27 14/24 13/21 11/19 10/17 
36/ 62 24/42 19/32 15/26 13/22 11/19 10/17 9/16 8/14 
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5% 45/ 81 23/ 41 16/28 12/22 10/18 8/15 7/13 6/12 6/11 5/10 
6% 36/ 65 18/ 34 12/23 10/18 8/15 7/13 6/11 5/10 5/ 9 4/ 8 
7% 28/ 52 14/ 27 10/19 8/14 6/12 5/10 5/ 9 4/ 8 4/ 7 3/ 7 
8% 21/ 40 11/ 21 7/15 6/11 5/ 9 4/ 8 4/ 7 3/ 7 3/ 6 3/ 6 
9% 15/ 29 8/ 16 5/11 4/ 9 4/ 7 3/ 6 3/ 6 2/ 5 2/ 5 2/ 4 

10% 10/ 19 5/ 11 4/ 8 3/ 6 2/ 5 2/ 5 2/ 4 2/ 4 2/ 4 1/ 3 

The table above attempts to answer these questions. The column headings show various hypothetical 
dividend-growth rates and the row headings show various assumed current stock yields. For each 
junction point, the figure to the left of the slash shows the number of years required until dividends 
grow so that the yield on purchase price for a stock purchased at the current yield shown is equal to 
12%. The figure to the right of the slash shows the number of years required for the total return on 
the stock (assuming reinvestment of dividends) to equal that of a 12% bond (assuming reinvestment of 
interest). To cite an example, a stock currently yielding 5%, with an anticipated dividend growth rate 
of 10% annually, would begin to yield 12% on cost after 10 years. After 18 years, the total return would 
be equal to that of a 12% bond purchased at the same time. 

How does this all work out in terms of actual yields available today? As the most simple-minded possi-
ble example of available stock yields, we examined the dividend figures for the 20 largest companies on 
the New York Stock Exchange, taken in terms of market value, with no more than one representative 
of any single industry allowed in the sample. The average current yield for those 20 companies is 5.14% 
with a range between 1.1% and 9.5%. The average historical dividend growth rate has been 11.075% 
measured from the final quarter of 1969 through the first quarter of 1980." The range of growth rates 
has been from 2.5% to 23%. A theoretical portfolio constructed using those parameters would, after nine 
Ybars, provide a yield on cost in excess of 12%. After 16 years, the total return would exceed that of a 
12% bond assuming reinvestment of income in both cases. 

It should go without saying, of course, that the growth rates cited above are historical, and future 
projection is, at best, hypothetical. It should also be noted, however, that the above example considers 
income only and not potential capital gains from stocks, which presumably would accrue over the long 
term along with dividend growth. It is interesting, however, that if historical dividend growth rates 
can be projected into the future, over a reasonable period, the income from high-quality stocks might 
well exceed that of first quality bonds even at current near-record interest rates. 
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No stalemenl or e)(preSSlOn of opU'lion O( ony other molter herein contolned IS, or IS 10 be deemed to be, directly or ,nd,rectly, On offer or the soliCitation of an offer 
to buy Of sell any security referred to or mentioned The matter IS presented merely for the of the subscnber While we believe the sources of our Informo-
tlon to be reliable, we In no way represent or guarantee the accuracy thereof nor of the statements mude herein Any actIOn to be token by the subscriber should be 
based on hiS own investigatIOn and information Janney Montgomery SCali, Inc, as a corporation, and lIs officers or employees, may now have, or may loter toke, 
posltlons aT trodes In respect to ony Securities mentioned Ln thiS or ony future Issue, and such posItion may be different from any views now or herllafter e:<prllssed In 
thIS or ony other Issue Janney Montgomery Scott, Inc, which IS registered With the SEC as an Investment adVisor, may give adVice to lis Investment adVisory and othel 
customers Independently of any statements mode ,n thiS or In any other Issue Further mformallon on any se::ntlaned herein IS available on __ 


