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Will Dividend Stocks Rise to the 
Top in a Lower Rate Regime?

Key takeaways

 ■ Dividend-paying stocks are trading at a steep discount to the broader market at a 
time when the turn in the interest-rate cycle could make dividends more appealing.

 ■ A return to dividend payers’ previous market multiple would translate to 
outperformance over the market of about 20% (Exhibit 1).

 ■ Our “excess capital yield” framework shows dividends are poised to drive future 
earnings and generate alpha for investors.
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The connection between dividend payers and interest rates
Dividend-yielding stocks are closely tied to the movement of interest rates in two 
primary ways. First, these stocks are often found in high-debt industries such as utilities 
and telecoms. When interest rates rise, debt costs increase, putting pressure on 
earnings and subsequently causing stock prices to decline.

We believe a lower interest rate regime will propel dividend-paying stocks, 
which may offer as much as 2000 basis points of upside relative to the rest 
of the market, based on historical valuations.

As of 01/03/24. Source: Bloomberg, 22V Research. The gray line represents the forward price-to-earnings multiple of a sustainable-yield 
basket of stocks. The blue line represents the S&P 1500 Composite Index (less the “magnificent seven” stocks of Apple, Nvidia, Alphabet, 
Meta, Microsoft, Tesla and Amazon to remove their distortion effect.) The 20% relative outperformance is calculated by the current 
sustainable-yield basket’s 13x multiple increased by the difference of 5–6 and 2.5–3 turns, which equates to roughly 20% relative upside to 
the broad market. 

Exhibit 1: Dividend payers’ valuation discount to the market implies roughly 20% of 
outperformance potential
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Second, high interest rates attract investors to other 
income-generating assets, particularly those that are 
short term and perceived as safe. For instance, during 
the Federal Reserve’s 11 consecutive rate hikes from 
March 2022 to July 2023, the yield on the 10-year 
Treasury rose from 1.72% to 3.97% and eventually 
peaked at 5.00% in October 2023.1 Money market 
funds saw a 21% increase in assets over the same 
period,2 as investors flocked to high-yielding cash 
equivalents, often at the expense of dividend stocks, 
which pressured valuations.

An emerging opportunity
If interest rates decline and stabilize in a lower range 
this year as the market expects, yields on short-term 
instruments will also fall, and investors may once 
again turn to dividend-yielding stocks for income, 
relieving the pressure on valuations and potentially 
boosting market prices. 

We believe this shift could reverse the underperformance 
of dividend stocks over the past 18 months. If dividend-
yielding stocks were to regain the same relative P/E 
multiple they carried at the end of 2022, it would 
represent potential outperformance of as much as 
2000 basis points relative to the broad U.S. equity 
market (Exhibit 1). 

In addition, dividend payers have historically 
acted as a hedge against market uncertainty since 

company managements are reluctant to change 
payout ratios. This stability could become even 
more appealing in a year of elevated economic and 
political uncertainty.

Flexibility in alpha generation

Dividend yield, on its own, doesn’t tell you much 
about a stock’s potential, just as a low book-to-
price ratio isn’t the sole measure of value. At Voya, 
we take a flexible and dynamic approach to value 
investing that looks for companies that generate 
excess capital.

This framework effectively detects levers from 
a company’s balance sheet, sales, margins and 
earnings power that drive shareholder value, while 
fundamental analyses assess the company’s capacity 
to convert excess capital into favorable shareholder 
returns. This comprehensive approach gauges the 
company’s potential to generate future value through 
dividend growth, share repurchases, accretive 
mergers and acquisitions, and organic investments.

Today, our “excess capital yield” framework considers 
dividend payers’ compelling near-term valuations 
as well as other relative valuation measures and 
qualitative, differentiated insights. This dynamic 
approach enables us to construct diversified portfolios 
aimed at generating long-term alpha.
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1 As of 12/31/23. Source: YCharts.
2 Source: FRED. Data from Jan 2022 through Jul 2023.
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The S&P Composite 1500® combines three leading indices, the S&P 500®, the S&P MidCap 400®, and the S&P SmallCap 600®, to cover approximately 90% of U.S. 
market capitalization. It is designed for investors seeking to replicate the performance of the U.S. equity market or benchmark against a representative universe 
of tradable stocks. The MS22DIV index is made up of S&P 500 stocks whose current dividend yield, dividend payout ratio and recent dividend growth suggests 
they can maintain or raise dividends.
Past performance does not guarantee future results. This market insight has been prepared by Voya Investment Management for informational purposes. 
Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability 
of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change. Certain of the statements 
contained herein are statements of future expectations and other forward-looking statements that are based on management’s current views and assumptions 
and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or 
implied in such statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation, (1) general 
economic conditions, (2) performance of financial markets, (3) interest rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations and  
(6) changes in the policies of governments and/or regulatory authorities. 
Canadia disclosure: Please be advised that Voya Investment Management Co. LLC is a non-Canadian company. We are not registered as a dealer or adviser 
under Canadian securities legislation. We operate in the Provinces of Nova Scotia, Ontario and Manitoba based on the international adviser registration 
exemption provided in National Instrument 31-103. As such, investors will have more limited rights and recourse than if the investment manager were registered 
under applicable Canadian securities laws.

A note about risk
The principal risks are generally those attributable to investing in stocks and related derivative instruments. 
Holdings are subject to market, issuer and other risks, and their values may fluctuate. Market risk is the risk 
that securities or other instruments may decline in value due to factors affecting the securities markets or 
particular industries. Issuer risk is the risk that the value of a security or instrument may decline for reasons 
specific to the issuer, such as changes in its financial condition.


