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Over the last several months, we have shared with
investors how stocks with growing dividends have
tended to outperform during periods of rising interest
rates using Ned Davis Research data. In calls this
month, clients asked how dividend growers perform
during periods of higher inflation specifically. One
challenge in answering the question is whether this
inflation cycle is similar to ones we have experienced
over the past 30 years.
In the chart on the right, we provide a historical context
for the annual dividend growth of ‘the market’ and the
rate of inflation. As one can see, in most decades,
dividend growth handily outpaces the rate of inflation.
These comparisons become challenging during certain
periods that can last for an extended period of time,
notably during the 1970s.

What we found interesting when we looked back at
one of our current Sterling Capital Equity Income
holdings, Johnson & Johnson, was how they were
able to grow their dividend during this time period. At
the time, their business was balanced between mass
consumer products and specialized professional
products, with no product comprising more than 5% of
total revenues. During the 1970s, the company
emphasized its consumer products heavily with pain
reliever Tylenol, for example, becoming its highest
revenue product. What may be surprising is the
strength of the company’s fundamentals and
commitment to dividend growth that fueled annual
dividend growth ahead of the rapid increases in
inflation in virtually every year during this time period.

We wanted to go back in history to the early 1970s and
revisit the lines Americans had to endure to fill up their
cars at gas stations during the oil crisis in October 1973.
The early 1970s and early 1980s saw periods of high
actual inflation.
While the data on the table provides dividend growth for
‘the market’, we also know that many high quality,
market-leading companies can grow their dividend at a
higher rate than inflation over most time periods.

Source: Robert Shiller Data

Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees that
these methods will be successful.
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U.S. Annual Inflation Rate and S&P 500® Dividend Growth
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The charts above take another look at the ability of
stocks to raise their dividend growth rates ahead of
inflation during inflationary environments. We believe an
important component in assessing who can outpace
inflation with higher dividend growth rates is finding
companies such as Johnson & Johnson with strong
brands that provide essential and mission-critical goods
and services. Their position can offer pricing power that
translates into increasing cash flows that are reinvested
in the business as well as rewarding shareholders with
dividend growth ahead of inflation. ‘Real’ dividend
growth from market-leading companies in the past may
provide an important perspective in the future.
.

As always, thank you for your interest and trust
managing your investments.
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Important Information
Disclosures
The securities described are neither a recommendation nor a solicitation. Security information is being obtained from resources the firm believes to be accurate,
but no warrant is made as to the accuracy or completeness of the information.
The volatility of an index varies greatly. All indices are unmanaged and investments cannot be made directly in an index.
The S&P 500® Index is a readily available, carefully constructed, market-value-weighted benchmark of common stock performance. Currently, the S&P 500
Composite includes 500 of the largest stocks (in terms of stock market value) in the United States and covers approximately 80% of available market
capitalization.
Dividend Policies: Dividend Paying vs. Non-Paying: Each stock's dividend policy is determined by its indicated annual dividend. We classify a stock as a
dividend-paying stock if the company indicates that it is going to be paying a dividend within the year. A stock is classified as a non-payer if the stock's indicated
annual dividend is zero. Prior to July 2000, the indicated annual dividends were updated on a quarterly basis. Since July 2000, the indicated annual dividends
are updated on a daily basis, so the most up-to-date information is used. The index returns are calculated using monthly equal-weighted averages of the total
returns of all dividend-paying (or non-paying) stocks. A stock's return is only included during the period it is a component of the underlying index. The dividend
figure used to categorize the stock is the company's indicated annual dividend, which may be different from the actual dividends paid in a particular month.
Dividend Growing, No-Change-in-Dividend, and Dividend Cutting: Each dividend-paying stock is further classified into one of the three categories based on
changes to their dividend policy over the previous 12 months. Dividend Growers and Initiators include stocks that increased their dividend anytime in the last 12
months. Once an increase occurs, it remains classified as a grower for 12 months or until another change in dividend policy. No-Change stocks are those that
maintained their existing indicated annual dividend for the last 12 months (i.e., companies that have a static, non-zero dividend). Dividend Cutters and
Eliminators are companies that have lowered or eliminated their dividend anytime in the last 12 months. Once a decrease occurs, it remains classified as a
cutter for 12 months or until another change in dividend policy. (Source: Ned Davis Research).
Technical Terms: Dividend Risk: Dividend yield is one component of performance and should not be the only consideration for investment. Dividends are not
guaranteed and will fluctuate. This report should not be regarded by the recipients as a substitute for the exercise of their own judgment. It is important to
review your investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. Dividend Yield: a financial ratio that
measures the annual value of dividends received relative to the market value per share of a security. In other words, the dividend yield formula calculates the
percentage of a company’s market price of a share that is paid to shareholders in the form of dividends. (Technical definitions are sourced from Corporate
Finance Institute and Investopedia.)
The Chartered Financial Analyst® (CFA) charter is a graduate-level investment credential awarded by CFA Institute — the largest global association of
investment professionals. To earn the CFA charter, candidates must: 1) pass three sequential, six-hour examinations; 2) have at least four years of qualified
professional investment experience; 3) join CFA Institute as members; and 4) commit to abide by, and annually reaffirm, their adherence to the CFA Institute
Code of Ethics and Standards of Professional Conduct.
Past performance is not indicative of future results. Any type of investing involves risk and there are no guarantees that these methods will be successful.
The opinions contained in the preceding presentation reflect those of Sterling Capital Management LLC, and not those of Truist Financial Corporation or its
executives. The stated opinions are for general information only and are educational in nature. These opinions are not meant to be predictions or an offer of
individual or personalized investment advice. They are not intended as an offer or solicitation with respect to the purchase or sale of any security. This
information and these opinions are subject to change without notice. All opinions and information herein have been obtained or derived from sources believed
to be reliable. Any type of investing involves risk and there are no guarantees. Sterling Capital Management LLC does not assume liability for any loss which
may result from the reliance by any person upon such information or opinions.
Investment advisory services are available through Sterling Capital Management LLC, an investment adviser registered with the U.S. Securities & Exchange
Commission and an independently-operated subsidiary of Truist Financial Corporation. Sterling Capital Management LLC manages customized investment
portfolios, provides asset allocation analysis and offers other investment-related services to affluent individuals and businesses. Securities and other
investments held in investment management or investment advisory accounts at Sterling Capital Management LLC are not deposits or other obligations of
Truist Financial Corporation, Truist Bank or any affiliate, are not guaranteed by Truist Bank or any other bank, are not insured by the FDIC or any other federal
government agency, and are subject to investment risk, including possible loss of principal invested.
Sterling Capital does not provide tax or legal advice. You should consult with your individual tax or legal professional before taking any action that may have tax
or legal implications.
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