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Dividend Payers versus Non-Payers After the First Federal Funds Rate Cut

Source: Ned Davis Research.

As we enter September, it appears the Federal Reserve 
(Fed) is prepared to lower the federal funds rate at their 
September 18, 2024 meeting. Bloomberg federal funds 
futures indicate there is a 100% probability of one rate 
cut, with the potential for the cut to be more than just 25 
basis points. We have previously written about the 
performance of dividend payers after the first rate hike 
and now we appear to be coming full circle to rate cuts. 
How do dividend payers perform, and how can investors 
best position their portfolios to try and take full 
advantage of the potential change in the investing 
environment? 

Historically, dividend payers have outperformed non-
dividend payers after the first cut (note the chart above). 
There are some potential reasons for this 
outperformance. The first is that dividend payers can 
benefit from less competition from bonds as their yields 
decline. 

Second, if the Fed cuts rates, it has typically been a 
sign of slowing economic growth and the defensive 
nature of dividend payers can shine in that type of 
environment. In the chart above, Ned Davis Research 
segments their analysis by the pace of cuts, with faster 
cuts (orange) required to avoid recession and a slower 
pace (blue) in a soft landing environment. Regardless of 
the pace, dividend payers tend to outperform after the 
first cut.
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Fast Dividend Growers to High Yielder Ratio

Source: Ned Davis Research.

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. Charts are for illustrative purposes only.
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Fast Dividend Growers versus Slow Growers After First Federal Funds Rate Cut

Source: Ned Davis Research.

While it is helpful to know dividend payers perform well 
after the first rate cut, one may question if historically it 
has been better to own high yielders versus dividend 
growers, and if it has been better to own slower or faster 
dividend growers (see table on previous page). The 
evidence would suggest that owning dividend growers is 
more profitable than owning high-yielding dividend 
stocks. Moreover, the chart above highlights how 
historically, owning faster dividend growers was more 
profitable than owning slower dividend growers.

We would note that as we enter what appears to be the 
start of an interest rate easing cycle, the Sterling Capital 
Equity Income strategy has a yield in excess of its 
benchmark in addition to a five-year dividend growth rate 
meaningfully faster than its benchmark.

As always, thank you for your interest and trust 
managing your investments. 

Charles J. Wittmann, CFA®, Executive Director, joined Sterling Capital Management in 2014 and has 
investment experience since 1995. Chip is Co-Portfolio Manager of the Equity Income strategy. Prior to 
joining Sterling, he worked for Thompson Siegel & Walmsley as a portfolio manager and (generalist) 
analyst. Prior to TS&W, he was a founding portfolio manager and analyst with Shockoe Capital, an equity 
long/short hedge fund. Chip received his B.A. in Economics from Davidson College and his M.B.A. from 
Duke University's Fuqua School of Business. He holds the Chartered Financial Analyst® designation and 
served as President of CFA Society Virginia from 2012-2013.

2

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. Charts are for illustrative purposes only.



Important Information
Disclosures

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. Economic charts are provided for illustrative purposes only. The information provided herein is subject to market conditions and is 
therefore expected to fluctuate.

The opinions contained in this presentation reflect those of Sterling Capital Management LLC (SCM), are for general information only, and are educational in 
nature. The opinions expressed are as of the date of publication and are subject to change without notice. These opinions are not meant to be predictions and 
do not constitute 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. SCM 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 SCM, an investment adviser registered with the U.S. Securities & Exchange Commission and an indirect, 
wholly-owned subsidiary of Guardian Capital Group Limited. SCM manages customized investment portfolios, provides asset allocation analysis, and offers 
other investment-related services to affluent individuals and businesses.

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.

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-focused strategies may underperform strategies that do not limit their investment to dividend-paying stocks. Stocks held strategy may reduce or stop 
paying dividends, affecting the strategy’s ability to generate income.

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: Federal funds futures are financial contracts that reflect the market's expectations for the future of the federal funds rate. The federal funds 
rate is the interest rate that banks charge each other for overnight loans of reserves held at the Federal Reserve. The Federal Reserve uses this rate to control 
the money supply and influence credit costs. The federal funds rate is the interest rate that banks charge each other to borrow money overnight. It's the 
primary tool the Federal Reserve uses to conduct monetary policy and influence the economy. (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. 

Since we began publishing The Lead in 2015, our primary purpose has been to communicate our investment philosophy and process as an investment advisor 
in the context of changing markets. In creating portfolios that differ from our benchmarks by focusing on characteristics that have a long term history of attractive 
relative returns according to Ned Davis Research, the portfolios are different from the benchmarks and as a result there can be periods where results differ 
including below benchmark performance. Since strategies are oriented toward the long term characteristics, if those characteristics are out of favor over a 
period of time, the given strategy’s performance could be challenged in terms of relative performance. While Sterling believes active professional investment 
management that employs a consistent process with a long term orientation and aligned with client interests offers benefits, management fees to support the 
active approach can be higher than certain alternatives. When hiring an investment manager we believe it is important to monitor the investment risks taken 
including sector concentrations, portfolio turnover, and the impacts of dividend policy changes.
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