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SIDE ARTICLE TO BE WRITTEN 
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There are many different strategies which investors 

use in the stock market. There is no one strategy 

which fits everyone’s needs as every individual has 

his own specific risk appetite, long-term needs and 

monetary limitations. As well, most strategies that 

consistently work require a time investment, 

ongoing maintenance and a degree of sophistication 

and understanding of the stock markets. It is most 

unfortunate that most investors spend more time 

researching a car purchase than an equivalent 

amount of money being invested into a company 

stock. 
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Of the various investment strategies that are easily 

understandable and available, the Buy & Hold 

Strategy is probably the most popular. The Buy & 

Hold strategy is a default strategy for most investors 

and their advisors if anything just for the lack of 

anything better. It is a feel good, low maintenance,4 

smoothed out by a longer holding period than the 

duration of the short term fluctuations. This has been 

an outstanding methodology for the past 50 years. 

See the below chart and note the years from 1950 to 

1998. Buying and holding has indeed been very 

profitable during those years. 
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Unfortunately this stopped working in 1998. 

 

In fact, investors who have bought and held the 

S&P500, the DowJones or most blue chip stocks 

since 1998 have endured a 12 year roller coaster ride 

but haven’t gotten paid for their loyalty. 

 

How many times have you heard your advisor say to 

“hang in there” or “it will get better”. Most advisors 

have been guilty of calming nervous 

clients/investors with this time tried adage. Old 

habits are hard to change... 

 

The sad fact is that buying and holding has been one 

of the worst investing stratagems during the past 

decade. Unfortunately leaving your money in the 

bank has been a better investment. As well, had you 

completed de- risked your investments and bought 

30 year government bonds in 1998, you would have 
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doubled your money with little risk. Note below that 

the S&P 500 today is now at the same level as it was 

in October of 1998 - truly a sad state of affairs. 

 

This is the point I would like to make. The days, 

months and years of buying and holding for the best 

is long gone. We are in troubled times of sky-high 

debt loads and concerned central bankers. A more 

active/proactive approach is needed. The problem is 

compounded by the fact that interest rates are now 

the lowest they’re been since WWII – ergo no real 

interest bearing safe alternative. 

Now if an investor had the fortitude and discipline 

for a more active approach to sell at the highs and 

buy at the lows, the returns go from zero to much, 

much greater. This requires more research, more 

time, more education and more risk. The days of a 

free lunch being served by just holding a long time, 

for the time being, is over. 
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The Dogs of the Dow is an investment strategy 

popularized by Michael B. O'Higgins from the early 

1990’s which suggests that an investor yearly selects 

the top ten Dow Jones Industrial Average highest 

dividend yielding stocks.  

 

Enthusiasts of the Dogs of the Dow strategy argue 

that blue chip companies typically don’t cut or 

reduce their dividend during poor markets and 

consequently as the price of the company falls the 

dividend yield rises. Ergo DJIA companies whose 

price have fallen the farthest or who are under the 

greatest amount of pressure will have the highest 

yields in the group. The thesis is that there is a cycle 

to these companies and as they improve their relative 

value, the underlying price of the stock should rise. 

This is very similar to contrarian or value investing 

without having to exhaustive research. Ultimately, 

by selecting these companies you are assuming that 

by being included in the DJIA, the balance sheet and 

income statement analysis has already been done. In 

essence this strategy is contrarian investing with 

blinders on. The assumption is that an investor 

annually reinvesting in DJIA high-yield companies 

should out-perform the overall market. The logic 

behind this is that a high dividend yield suggests 

both that the stock is oversold and that management 

will refuse to cut or reduce dividends and continue to 

pay out a relatively high dividend. Investors are 

thereby hoping to benefit from both a relatively high 

dividend and potentially above average capital 

returns.  

 

DOGS OF THE DOW 
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As one can see in the below chart is that while 

O’Higgins model produced some good returns prior 

to the 2000’s, it has had a spotty return profile in 

outperformance in recent years. The attraction is 

that an investor will end up owning the most 

stalwart companies of the US exchanges, a regular 

above average income stream and in theory a 

portfolio of undervalued stocks without having to 

spend a lot of time researching them. 

 

The strategy does cycle in and cycle out of relative 

performance and the wager is that perhaps this year 

will be the year of the relative outperformance for 

the Dogs of the Dow. 

 
The thirty companies now in the Dow Jones 

Industrial Average are all significant players in their 

respective industries, and their stocks are widely 

held by individuals and institutional investors. As of 

December 31, 2008, The Dow® represented 27% of 

the float-adjusted market capitalization of the Dow 



 

 

 

THE YIELD HUNTER 
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One of the most elusive feats of the average 

investor is consistent total return. 

 

One of the key themes from our research that 

occurs time and time again is the investor need for 

consistent total return. This is the return that 

comprises of both capital gain and dividend or 

interest income in any combination. Call it the Holy 

Grail of investing. I think, for the most part, most 

investors by default focus on the capital gain 

portion and downplay the dividend. I think this is 

largely due to the fact of the high volatility of the 

stocks which in good times, can deliver some 
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serious quick returns. The dividend is the 

sideshow… 

 

But if we look back 50 years or so, the dividend, or 

income, plays a much more important role in the 

total return. Closer to home, the S&P 500 has been a 

non-performer for the buy and hold investor fro the 

past 12 years. However when factoring in dividends, 

the return improves greatly. The thesis is that 

although the stock market can deliver spectacular 

returns short term, the market can take them back in 

losses in following years so the constant is the 

income or dividends. 
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Jones U.S. TSM Index, which provides near 

complete coverage of the U.S. stock market. 

 

The performance of this theory using the top ten 

yielders rebalanced yearly is in the chart above. 

 

So to sum up, the Dogs of the Dow Theory is really 

quite straightforward. By sorting these thirty 

companies to find the ten stocks with the highest 

dividend yield, you are choosing companies that are 

undervalued relative to their index peers.  By 

refreshing the list each year, you're always investing 

in new "Dogs."  The assumption is that these are the 

stocks that can offer the greatest chance of 

outperforming the index, thereby providing both 

above average regular income and potentially above 

average capital gains. 
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See below for the top ten highest yielding DJIA 

companies as of Sept 11, 2011 – good luck and good 

fortune! 


