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Uncertainties Abound,  
but Moving Forward
As temperatures moderate and trees turn, there appear to 
be no end of elements for investors to consider as we wind 
down the year. 
Washington’s anticipated tax legislation and a final price tag on domestic spending 
are among concerns potentially reaching near term resolution. However, ongoing 
supply chain issues and costs (seen in the chart below), COVID influence on global 
business, and a shift in Federal Reserve policy all provide uncertainty that is likely to 
extend beyond the popping of year-end champagne corks. A slowing economy in 
China and meaningfully higher inflation readings are accurately categorized as both 
immediate and long-term investor concerns. Each economic issue is a fully visible 
brick in the investor wall of worry. Is it possible this year, Halloween is a bit scarier, 
and Santa’s sleigh is a little lighter due to the chip shortage? The refrigerator I 
ordered last week will be delivered in 2023… You’re kidding, right?
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Increasing at a Decreasing Rate 

Source: Hutchins Center on Fiscal and Monetary Policy, Brookings Institution.
Note: Figures include budgets on federal, state, and local governments.

Source: Evercore ISI.

As the U.S. recovery matures from the fiscal stimulus-driven, rapid acceleration phase, those exceptional year-over-year 
revenue and earnings growth rates seen in 1H2021 are slowing. With 3Q2021’s economic performance being hindered by 
supply shortages (semiconductors and other critical components), natural disasters and higher input costs, the concept of 
2Q2021 representing “peak growth” is now widely anticipated. Investors are now assessing to what degree the slowdown will 
likely impact the capital markets in 4Q2021. Quarterly readings on important market metrics such as U.S. GDP, operating 
margins and S&P earnings growth are all likely to moderate, registering positive but lower rates of year-over-year growth 
when compared to 1H2021. While an improving employment trend, heavy business spending and strong consumer savings 
are legitimate tailwinds, these constructive elements are not likely to replace the momentum provided by early 2021 
stimulus-driven growth. Investors now face the important question of how to value securities in the slower growth, 
normalized macroeconomic environment envisioned.

Talk of Taper
The U.S. Federal Reserve’s Quantitative Easing (QE) 
program to support the economic recovery may be nearing 
its close. This massive program has provided ample liquidity 
to the capital markets and remains a constructive influence 
on the U.S. equity and fixed income markets. Fed Chair 
Jerome Powell indicated in recent statements that expected 
higher inflation and lower unemployment levels could cause 
fed officials to begin tapering bond buying as soon as 
November, with QE purchases concluding mid-2022.The 
gradual reduction in the active participation of the Federal 
Reserve is not without risk. Conventional wisdom states that 
without Uncle Sam as a major Treasury security or 
mortgage buyer, longer term interest rates may rise, 
increasing the cost of financing for economic participants.  
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Our Congressional Leadership in Action

Source: Strategas.

Source: Strategas.

At this writing, the House and Senate are hotly debating the sources of funding for a proposed $3.5 trillion spending plan. 
Healthcare, education, and climate change initiatives are among the targets for the spending seen in the below graph. This 
is in addition to the $1.9 trillion in COVID related aid over the past 18 months. The President is seeking several tax provisions 
to pay for the proposal, including raising corporate and individual taxes for wealthy citizens. A separate $1.2 trillion 
infrastructure plan is more popular and likely to move forward. New spending on roads and bridges is not anticipated to be 
especially stimulative or economically supportive near term because the funds are scheduled to be allocated over a 10-year 
period. Given the magnitude of the pending tax and spending legislation under consideration, there is much at stake for the 
global capital markets. 
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What is On Deck for Early 2022?
Visible headwinds to U.S. economic and profit growth into early 2022 are evident. The global influence of COVID on  
consumer mobility and supply chains is likely to slow revenue for many domestic companies in the period ahead. Coupled 
with higher commodity and labor inflation trends, corporate margins and future earnings at many companies could be at 
risk. Economists are assessing the possibility of lower growth rates in the context of higher inflation (seen in the graph 
below), higher tax rates and a Federal Reserve-driven taper program. In addition, it is unlikely the fiscal stimulus seen  
this year will be repeated in 2022… an additional economic drag. 

The potential for additional COVID outbreaks and the influence on global production and mobility remains a wildcard. Many 
CEOs are likely to take a conservative approach and offer only cautious optimism for the 4Q2021 and early 2022 periods with 
global prospects uneven and the domestic economic growth profile slowing. While the normalization of the U.S. economy  
is now underway, taking the fiscal stimulus and QE training wheels off can result in a few skinned knees and might prove  
to be a bit painful.
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NFIB Single Most Important Problem: Inflation
(% Reporting)

Estimated Allocation of Biden's
Proposed $3.5 Trillion Spending

$BN

Allocation of the House's Proposed Tax 
Increases & Spending Offsets
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The Importance of a Secure and Growing Dividend
S&P 500 returns in the last decade have remained strong, compounding at 16.8% annually through 3Q2021. This has led to 
an unusually low total return contribution coming from dividends. The table below shows dividends have accounted for a 
much lower percentage of shareholder return in the 2010s and 2020s versus the long-term average of nearly 50%. As a 
result, many investors may overlook the longer-term importance of a secure and rising dividend income stream at a time 
when markets remain near all-time highs, valuations continue to be stretched and yields scarce. 

Dividends generated through ownership of high-quality companies can maintain or enhance immediate spending needs for 
both individuals and institutions, offer inflation protection, and independence from market-driven price appreciation. Indeed, 
shareholder return in the form of dividends (and share buybacks) are on track to inflect higher with net income seen in the 
chart below. The S&P 500 index dividend payout ratio from earnings currently stands at 35%, supported by a strong earnings 
recovery, and remains well below its long-term average of 46%, according to Strategas. All of this data suggests Corporate 
America has ample room to support dividends and dividend growth in a time fraught with many unknowns.

Dividend Contribution to Total Return

Decade Price Pct. 
Change

Dividend 
Contribution

Total
Return

Dividends Pct
of TR

Avg Payout
Ratio

1930's -41.9% 56.0% 14.1% N/A 90.1

1940's 24.5% 100.1% 134.6% 74.4 59.4

1950's 257.3% 180.3% 437.7% 41.2 54.6

1960's 53.7% 54.2% 107.9% 50.2 56.0

1970's 17,2% 59.1% 76.4% 77.4 45.5

1980's 227.4% 143.1% 370.5% 38.6 48.6

1990's 315.7% 115.7% 431.5% 26.8 47.6

2000's -24.1% 15.0% -9.1% N/A 35.3

2010's 189.7% 66.9% 256.7% 26.1 35.2

2020's 37.5% 3.8% 41.3% 9.3 41.1

Average 114.4% 87.8% 202.2% 47.8 52.5

Source: Strategas.

Source: Strategas.

Net Income vs. Return of Capital (YoY Change)
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At Bahl & Gaynor, we have more than 31 years of history specializing in dividend growth equities; 
a history that is market tested, generating the outcomes of a rising stream of income, capital 
preservation and long-term wealth creation. We extend our sincere gratitude to you, our clients,  
for your continued loyalty and trust. 

Disclosure:
Investment advisory services provided through Bahl & Gaynor Investment Counsel (“B&G”), a federally registered investment adviser under the Investment 
Advisers Act of 1940. Registration does not imply Information or a certain level of skill or training. More information about B&G can be found by visiting 
www.adviserinfo.sec.gov and searching by the adviser’s name. This is prepared for informational purposes only and may not be applicable to your particular 
situation or need(s). It does not address specific investment objectives. Information in these materials are from sources B&G deems reliable, however we do 
not attest to their accuracy. Past performance is not indicative of future results. Indices and benchmarks are unmanaged and cannot be invested in directly. 
Returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. Index return information 
is provided by vendors and although deemed reliable, is not guaranteed by B&G. No fiduciary relationship exists because of this commentary. If you have any 
questions regarding the indices or investments referenced in this presentation, contact your B&G investment professional.


