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The Fed Means Business. Have Investors Caught On?
At Bahl & Gaynor we have been struck by the yo-yo pattern of equity markets throughout the course of 2022. 
The playbook behind these volatile bouts across asset classes has largely remained the same: collective market 
hubris looking beyond current economic headwinds only to humbly be reminded that central bank policy and 
sticky inflation are powerful forces that drive long-term financial conditions. September was a painful month 
with the S&P 500 at year-to-date lows, but the Fed’s hawkish rhetoric this quarter may have convinced the 
market that the path to price stability will be a prolonged, bumpy ride. 

While stubborn inflation and higher interest rates remain front and center, several other topics and subsequent 
derivative effects remain top of mind at Bahl & Gaynor:

Quantitative Tightening
Between 2020 and 2021, the Fed injected a massive amount of stimulus into the U.S. economy through its 
Quantitative Easing program by purchasing U.S. Treasuries and mortgage-backed securities to more than double 
the size of its total balance sheet. Combined with a close to zero-interest rate policy, this monetary phenomenon 
resulted in excess risk-taking with investors jumping into speculative securities such as cryptocurrencies and 
meme stocks. It’s easy to see how this risk-taking in speculative corners of the market left higher quality, 
dividend-growth securities disproportionately disadvantaged (Exhibit 1). To the extent the Fed remains on track to 
reverse this unprecedented level of support to markets, we’d expect factors such as quality and dividend growth  
to remain ballasts for client portfolios as they have been during 2022. 
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Source: Morgan Stanley, ClariFi. September 2022. Dividend growth stability is defined as the top quintile of low DPS volatility among top 1000 U.S. stocks.

Exhibit 1
Top Quintile of Stable Dividend Growth Stocks Relative to Market
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Real Interest Rates 
A continued hawkish Fed throughout 2022 has driven real 10-year U.S. Treasury yields out of negative territory to 
aproximately 1.3%, the highest levels since 2011. Real yields measure the compensation U.S. Treasury investors  
receive after accounting for expected inflation. Higher real yields make investments with near-term cash flows,  
such as dividend and dividend growth securities, relatively more attractive than high-growth and long-duration  
equity securities (Exhibit 2) as further-out cash flows become less valuable in today’s dollars. 

A Top-Heavy S&P 500
The S&P 500’s top ten constituents continue to carry 
a valuation premium versus the rest of the index, 
indicating room for valuation compression for this 
cohort of securities (Exhibit 3) especially since the 
cohort's earnings contribution to the index has fallen 
nearly 40% from its peak in 2021, according to J.P. 
Morgan Asset Management. As many active managers, 
including Bahl & Gaynor, continue to be significantly 
underweight the largest market-cap weighted stocks,
a valuation covergence to the rest of the index would 
be a relative performance tailwind.

Source: Goldman Sachs Investment Research 2022. The long duration (GSTHLDUR) and short duration (GSTHSDUR) baskets contain 50 stocks from the  
Russell 1000, sector-neutral and equal-weighted, with the longest and shortest implied equity duration. 

Exhibit 2
Short Duration vs. Long Duration Indexed Relative Basket Return

Source: Compustat, FactSet, Standard & Poor's, J.P. Morgan Asset Management. 
Historical EPS levels are based on annual operating earnings per share. Earnings 
estimates are based on estimates from Standard & Poor's and FactSet Market 
Aggregates. Earnings and multiple growth are both year-to-date percent changes 
of next twelve-month estimates. Past performance is not indicative of future 
returns. Data as of August 31, 2022.

Exhibit 3
P/E Ratio of the Top Ten and Remaining Stocks  

in the S&P 500
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Bringing Complexities into a Solution:  
Dividends and Dividend Growth
Amidst this complex, ever-changing, tug-of-war backdrop markets will likely remain choppy, making it, in our view, 
the best time to own equities that have sustained earnings power and business stability through an economic cycle. 
Coupled with strong shareholder governance and dividend policy, a portfolio of these high-quality stocks can have a 
beta, or market sensitivity, well below one. A portfolio of this sort may result in a less volatile investor experience. 

If the overall direction of the market continues to be down, dividend payers and growers often protect on the 
downside given the high-quality nature of their businesses. Year-to-date, dividend payers have exhibited these 
characteristics, outperforming non-payers given their “safety qualities” in a broadly risk-off market, or simply 
put – winning by losing less. In the long run, companies with growing dividends also tend to outperform, with lower 
volatility, resulting in better risk-adjusted performance (Exhibits 4 and 5). 

Source: © Copyright 2022 Strategas Research, Inc. Source: © Copyright 2022 Strategas Research, Inc.

Exhibit 4 Exhibit 5

Closing Thoughts
It is Bahl & Gaynor’s responsibility to imagine a variety of potential market outcomes. We continue to believe 
our high-quality, dividend strategies are positioned to provide positive dividend growth alpha for investors.  
Our strategies remain fully invested and will participate when equity markets ultimately recover.

As always, we at Bahl & Gaynor remain committed to our mission to deliver exceptional service to our 
clients. We seek to provide a high-quality investment strategy characterized by a growing stream of income,  
a component that remains especially relevant in today’s difficult environment. 

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.

Reliable Income = Reliable Outcome®


