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Dividends are nice, but it’s a bad idea to make them your sole 

retirement income 

 

 
 

Q: I plan to retire next year at 

age 65 and want to create a 

steady income using dividends. 

What do you think of this 

strategy? 

 

A: Dividends aren’t guaranteed, 

and who wants unsteady income 

in retirement? Stock dividends 

are declared by the Board of 

Directors and can be reduced or 

eliminated any time. 

 

When searching for high 

dividend yield, often troubled 

stocks surface. Energy stocks are 

a good example of a sector that 

currently pays high dividends but 

are also reporting lower total 

returns. Don’t forget market 

appreciation, interest and capital 

gain distributions.  

Watch that you don’t expose 

yourself to an over-weighted 

stock holding, consider dividend 

paying mutual funds. The 

greatest risk in a portfolio is a 

concentrated stock position. 

 

Buying a dividend paying stock 

at the wrong time can cause tax 

consequences. When the stock is 

close to the ex-dividend date, 

wait until the stock pays the 

dividend and the price drops so 

you have an immediate tax hit. 

 

Dividends come in two flavors; 

qualified dividends and ordinary 

dividends. Qualified dividends 

have required holding periods 

and must be issued by a 

corporation that readily trades on 

a major US exchange. Calendars 

showing these rules are available 

online and provide dividend 

dates and amounts. 

 

Taxpayers in the 22% marginal 

tax bracket pay a preferred 15% 

rate for both qualified dividends 

and long-term capital gains. 

Ordinary dividends are taxed at 

the ordinary income tax rates, or 

in this case, the 22% marginal 

rate. 

Tax payers in the 12% marginal 

rate don’t pay capital gains tax at 

all. 

Dividends are always taxed 

when they’re issued, whether 

they’re reinvested to buy 

additional shares or spent. We 

often let dividends accumulate in 

taxable accounts and use these 

distributions to rebalance. 

 

Fixed income has its place in a 

diversified portfolio, even with 

these low interest rates. While 

large value stocks typically pay 

higher dividends, growth stocks 

usually provide market 

appreciation without dividends. 

Don’t overlook small cap stocks 

since large cap stocks were once 

small.  

 

Don’t limit yourself to only one 

source of income; dividends are 

good but so are capital gains and 

market appreciation. It’s not 

what you earn that counts, it’s 

what you keep and dividends 

that are taxed as ordinary income 

aren’t tax efficient.  

 

A total return strategy is more 

diversified and has less risk. 

Owning only dividend paying 

stocks or funds may result in 

your portfolio missing out on 

different asset classes, like 

growth companies that are 

investing in research and 

development.  

 

Diversify, pursue a total return 

strategy, and manage portfolios 

for tax efficiency. Create a 

withdrawal plan for sustainable 

income that will result in a 

peaceful and fun retirement. 
 

Mary Baldwin, CFP® is an 
independent, fee-only financial 
planner at Baldwin and Associates, 
located in Indian Harbour Beach, 
FL. You can contact her at 321-428-
4555 or Mary@MEBaldwin.com. 
Send your financial questions to 
Business@floridatoday.com. 
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