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With interest rates and bond yields falling, investors looking for income might consider looking to dividend-paying stocks
as an option. History has shown that investing in high-yielding stocks has been an attractive investment strategy both in
terms of total return and income generation. However, if investors are looking for yield in stocks, historically, it has not
been wise to simply reach for the highest yields possible. The ultra-high-yielding stocks have tended not to perform as
well as other stocks with above-average yields. We explore this topic in this paper.

HISTORY
Investors have long been attracted to investing in firms which pay dividends and have attractive yields - and with good
reason - as these types of firms have tended to experience above-average stock returns with lower levels of risk over the
long term.
The following two charts demonstrate this using data from Fama and French based on the Center for Research in
Security Prices (CRSP) dataset which includes all equity securities listed on NYSE, Amex, NASDAQ and NYSE Arca
during the time period. The charts show the annualized value-weighted total returns and risk of U.S. stocks for five
portfolios of dividend paying stocks and for a “no yield” group of stocks dating back to 1928. The five dividend paying
portfolios are constructed using quintiles of the dividend-to-price ratio (dividend yield). Quintile 1 represents the lowest
yielding dividend payers and quintile 5 represents the highest. Portfolios were formed and rebalanced annually.
In the chart on the left, we see that stocks which fall into the top two highest yielding quintiles have performed better over
time. The chart on the right shows the performance volatility, measured by annualized standard deviation, of these
different groups of stocks. Here, we see that the top two quintiles of dividend yield stocks also tend to have low volatility,
especially compared to non-yielding stocks.

Source: Cadence; Kenneth R. French "Portfolios Formed on Dividend Yield" and CRSP data, 1/1/1928 to 12/31/2019. Performance results are annualized valueweighted returns which reflect the reinvestment of dividends. Charts are for illustrative purposes and do not reflect Cadence’s client returns. Past performance is no
guarantee of future results

Cadence Large Cap Strategies: Don’t Reach for Ultra-High Yielders

Page 1

Today, the income opportunity in equities remains attractive and stocks with dividend yields appear to have several
tailwinds, which may help lead to attractive future returns for these stocks. In the short term, with interest rates having
fallen, many traditional sources of income offer lower yields compared to dividend-paying equities. Longer-term, shifting
demographics and an older population may lead to a shift in income demands, creating increased demand for incomepaying equities in the future. Additionally, in periods of lower equity returns, having the income from dividend-paying
securities making up a larger percentage of the total equity return could be advantageous.
BUT BEWARE OF ULTRA HIGH YIELDERS
As we have seen, historically, stocks with high dividend yields (quintiles 4 and 5 in the above charts) have generated
attractive returns compared to lower-yielding and non-yielding stocks. However, in the charts above, notice in the chart on
the left, that the quintile 5 bar is not quite as high as the quintile 4 bar. Let us explore this by examining the data in a more
granular fashion using decile groupings instead of quintiles. Again, using data from Fama and French, ten dividend paying
portfolios are constructed using deciles of dividend yield. Decile 1 represents the lowest yielding dividend payers and
decile 10 represents the highest. Further, let us focus on deciles 7, 8, 9, and 10 which comprise quintiles 4 and 5 from the
above chart. We see that decile 10, the ultra-high yielding stocks, performed less well with more volatility than deciles 7,
8, and 9.

Source: Cadence; Kenneth R. French "Portfolios Formed on Dividend Yield" and CRSP data, 1/1/1928 to 12/31/2019. Performance results are annualized valueweighted returns which reflect the reinvestment of dividends. Charts are for illustrative purposes and do not reflect Cadence’s client returns. Past performance is no
guarantee of future results

WHY DO ULTRA-HIGH YIELDERS PERFORM WORSE?
A natural question that arises from examining this data is “Why do the ultra-high-yielding stocks tend to perform worse
than other high-yielding stocks?” One possible reason is that the stocks in decile 10 appear to be less attractive from a
fundamental perspective than stocks in deciles 7, 8, and 9. As we see from the tables below, the decile 10 stocks have
tended to have higher earnings variation and more leverage than their decile 7, 8, and 9 counterparts.
Average Barra US Risk Model Exposures 12/31/1998 – 02/29/2020
Decile 7

Decile 8

Decile 9

Decile 10

Earnings Variation

0.01

0.04

0.09

0.33

Leverage

0.21

0.32

0.59

1.07

NOTE: To calculate these numbers we used the Russell 1000 universe of stocks, and calculated equal-weighted average Barra risk model exposures (using the
Barra US Long-Term Model, USE3L) each month from 12/31/1998-02/29/2020 and averaged these monthly numbers through time. Past performance is no
guarantee of future results. Data: Factset, Russell, Barra, Cadence
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It also appears to be the case that with the ultra-high-yielding stocks, investors may not reward them because they may
not believe that the current dividend will persist. That is, investors may believe that the dividends of these ultra-highyielders might get cut in the future. And indeed, we see that the forward dividend growth rate of these decile 10 ultrahigh-yielding stocks is lower (and in fact negative) than it is for the decile 7, 8, and 9 stocks.

Average Barra US Risk Model Exposures 12/31/1998 – 02/29/2020

Dividend Growth (%)

Decile 7

Decile 8

Decile 9

Decile 10

8.94

6.39

3.70

-1.28

NOTE: To calculate these numbers we used the Russell 1000 universe of stocks, and calculated equal-weighted average dividend growth each month from
12/31/1998-02/29/2020 and averaged these monthly numbers through time. Dividend growth is defined as: the (forward 1 quarter dividend – dividend from
same quarter one year ago) / dividend from same quarter one year ago. Past performance is no guarantee of future results. Data: Factset, Russell, Cadence

CONCLUSION
As we have seen, in a world of falling interest rates and yields, investors might be well-served to consider investments in
high-yielding dividend paying stocks. However, investors, searching for yield and income, should take care when
choosing which high yielding stocks to invest in - simply reaching for the stocks with the highest yields might not be the
best approach. The ultra-high-yielding stocks have tended to not perform as well as other above-average-yielding stocks
and have had less favorable fundamentals: such as more earnings volatility, more leverage, and lower dividend growth
rates.
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ABOUT CADENCE CAPITAL MANAGEMENT
Founded in 1988, Cadence Capital Management LLC is a quantitatively oriented global equity manager
specializing in factor focused strategies across U.S., international and emerging markets and in actively managed
U.S. small and midcap strategies. Cadence is an SEC registered investment adviser and a subsidiary of Pacific
Global Asset Management, the investment unit of Pacific Life Insurance Company. SEC registration does not
constitute an endorsement of the firm by the Commission nor does it indicate that the adviser has attained a
particular level of skill or ability. Cadence provides investment advisory services to institutional and professional
clients and does not sell securities. Cadence only transacts business in states in which it is properly registered or
exempted from registration. A copy of Cadence’s current written disclosure brochure filed with the SEC which
discusses among other things, Cadence’s business practices, services and fees, is available through the SEC’s
website at: www.adviserinfo.sec.gov.
Cadence operates as an independent investment advisor with the support and partnership of Pacific Global, which
offers us access to a broad set of administrative tools and business infrastructure. Our clients benefit from our
shared commitment with Pacific Global to innovation, exceptional service and helping investors achieve their
financial goals. Further, our clients can rest assured that we are backed by a high quality, 150 year old company.
IMPORTANT NOTES AND DISCLOSURES
© 2020 Cadence Capital Management LLC. All rights reserved. The views expressed represent the opinions of
Cadence which are subject to change and are not intended as a forecast or guarantee of future results. Stated
information is provided for informational purposes only, and should not be perceived as investment advice or a
recommendation for any security or product. It is derived from proprietary and non-proprietary sources which have
not been independently verified for accuracy or completeness. While Cadence believes the information to be
accurate and reliable, we do not claim or have responsibility for its completeness, accuracy, or reliability.
Statements of future expectations, estimates, projections, and other forward-looking statements are based on
available information and management’s view as of the time of these statements. Accordingly, such statements are
inherently speculative as they are based on assumptions which may involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such
statements.
Past performance of various investment strategies, sectors, vehicles and indices are not indicative of future results.
Investing in equity securities involves risk including the potential loss of principal. Portfolios concentrated in equity
securities may experience price volatility and other risks associated with non-diversification. While equities may
offer the potential for greater long-term growth than some debt securities, they generally have higher volatility.
International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from
differences in generally accepted accounting principles, or from economic or political instability in other nations.
There is no guarantee that risk can be managed successfully. There are no assurances performance will match or
outperform any particular benchmark. Indices are unmanaged and not available for direct investment.
FOR FURTHER INFORMATION
Please contact Paige Butters at (617) 624-3500 or info@cadencecapital.com
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