
OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE

CIO Weekly Commentary

Stocking up on dividend 
growth as economy slows
Bottom line up top

Can the “Steady Eddie” Fed avert a recession? A recent spate of 
weaker-than-anticipated economic data has some investors believing 
(or at least hoping) that the U.S. Federal Reserve will cut interest 
rates by as much as 50 basis points (bps) this week. While a move 
of that magnitude might help alleviate concerns that the end of the 
Fed’s historic tightening cycle may be too little, too late to prevent 
a recession, Fed Chair Jerome Powell has made it clear that the 
central bank doesn’t want to cut rates too much, too early — as this 
could potentially reaccelerate inflation after two years of hard-fought 
progress in lowering it. Last week’s release of the Consumer Price Index 
(CPI) for August served as a reminder to policymakers and investors 
alike that the inflation battle isn’t quite over yet, as the core CPI rate 
unexpectedly ticked up from July’s level. We believe the Fed will remain 
vigilant and take a measured approach to easing monetary policy. This 
implies an initial rate cut of 25 bps on Wednesday rather than 50. 

Voting “yes” on fixed income, but equity portfolio positioning 
is trickier. Yields on bellwether 2-year and 10-year U.S. Treasury 
notes have fallen precipitously from their 2024 highs, leading bond 
markets to rally on slower economic growth and rate cut expectations 
(Figure 1). While the decline in yields has driven attractive fixed income 
returns, conditions that favor an ongoing rally in bond markets may 
be less supportive of equity markets. Corporate earnings, for example, 
might be pinched as inflation and economic activity decelerate. 
Accordingly, we continue to favor equity allocations that focus on 
companies with defensible margins and resilient cash flows.
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FIGURE 1: FALLING YIELDS HAVE HELPED BOND MARKETS BUT 
MAY PRESSURE EQUITIES
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Data source: U.S. Department of the Treasury, as of 10 Sep 2024. Past performance does not predict or guarantee future results.

Portfolio considerations
A less rocky road to travel when the VIX is vexing. Equity markets 
have been choppy lately amid substantially weaker labor market data 
and slowing in the broader economy. The CBOE Volatility Index (VIX), a 
measure of implied volatility of the S&P 500, has increased over recent 
weeks, hitting 38.6 in early August, well above its long-term average of 18.2. 
Given worries about economic growth and heightened political uncertainty 
ahead of the U.S. elections, we expect volatility to remain elevated. This 
backdrop favors defensive equities, especially dividend growers, which offer 
more attractive valuations and have historically been less volatile relative to 
the overall stock market.

Many portfolios are overweight U.S. large cap growth equities, which has 
been a winning strategy over the past decade. Recently, however, that part 
of the market has tended to sell off and underperform dividend growers as 
stocks have been spooked by weak economic data. For example, during the 
first three trading days of August, a surprisingly soft batch of employment 
metrics drove both the broad equity market (S&P 500 Index) and the large 
cap growth category (Russell 1000 Growth Index) down by more than -6%. 
In contrast, the S&P 500 Dividend Aristocrats Index took a much lighter hit 
(losing just over -2%), remaining more resilient during this “flight to safety” 
within risk assets. Additionally, dividend growers have historically been 
an effective diversifier of large cap growth stocks, the largest allocation in 
many investor portfolios. Figure 2 quantifies this diversification advantage 
based on dividend growers’ negative excess return correlation compared to 
large cap growth versus the S&P 500. 

We expect the Fed 
to cut rates for the 
first time this cycle 
later this week, 
but economic 
growth is likely to 
continue to slow.
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Meanwhile, though inflation has moderated, it remains above the 
Federal Reserve’s 2% target. A further downward trajectory may not 
be smooth, and it will take time for inflation to fully normalize. The 
combination of capital flexibility and balance sheet strength that dividend 
growth companies enjoy should help them mitigate inflationary input 
cost pressures, and thereby maintain or even expand profit margins – 
ultimately a plus for shareholders. 

Over time, companies that have initiated or continued to raise dividends 
have historically generated higher annualized returns with lower annualized 
standard deviation versus the broader market. Companies are typically 
reluctant to cut their dividends, since that can signal stress to investors. 
On the other hand, companies that continually increase their dividends are 
bearing the fruit of robust business models and cash flows. We believe the 
potential combination of attractive risk-adjusted returns and less volatility 
makes dividend growers a sound choice for a core portfolio allocation.

FIGURE 2: DIVIDEND GROWTH STOCKS HAVE HISTORICALLY 
OFFERED NOTABLE PORTFOLIO DIVERSIFICATION

Excess return correlation of dividend growth and large cap growth versus the 
S&P 500 Index
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Data source: Bloomberg, L.P. as of 30 Aug 2024. The data depicts the correlation between the combined excess return of the S&P Dividend 
Aristocrats TR Index and Russell 1000 Growth Index versus that of the S&P 500 Index on a rolling three-year basis. The start date for the 
comparison reflects the common inception point of all three indexes. Correlation is a statistical measure of how two variables move in relation 
to each other. Negative correlation indicates the variables have historically moved in opposite directions. Past performance does not 
predict or guarantee future results. For additional term definitions and index descriptions, please access the glossary on nuveen.com.

Dividend growth 
companies offer 
the potential for  
strong returns,  
lower volatility  
and diversification 
versus the broader  
stock market.
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For more information, please 
visit nuveen.com.

Endnotes

Sources
All market and economic data from Bloomberg, FactSet and Morningstar.
This material is not intended to be a recommendation or investment advice, does 
not constitute a solicitation to buy, sell or hold a security or an investment strategy, 
and is not provided in a fiduciary capacity. The information provided does not take 
into account the specific objectives or circumstances of any particular investor, or 
suggest any specific course of action. Investment decisions should be made based 
on an investor’s objectives and circumstances and in consultation with his or her 
financial professionals.
The views and opinions expressed are for informational and educational purposes 
only as of the date of production/writing and may change without notice at any 
time based on numerous factors, such as market or other conditions, legal and 
regulatory developments, additional risks and uncertainties and may not come to 
pass. This material may contain “forward-looking” information that is not purely 
historical in nature.
Such information may include, among other things, projections, forecasts, estimates 
of market returns, and proposed or expected portfolio composition. Any changes 

to assumptions that may have been made in preparing this material could have a 
material impact on the information presented herein by way of example. Performance 
data shown represents past performance and does not predict or guarantee 
future results. Investing involves risk; principal loss is possible.
All information has been obtained from sources believed to be reliable, but its accuracy 
is not guaranteed. There is no representation or warranty as to the current accuracy, 
reliability or completeness of, nor liability for, decisions based on such information 
and it should not be relied on as such. For term definitions and index descriptions, 
please access the glossary on nuveen.com. Please note, it is not possible to invest 
directly in an index.
Important information on risk
All investments carry a certain degree of risk and there is no assurance that an 
investment will provide positive performance over any period of time. Equity investing 
involves risk. Investments are also subject to political, currency and regulatory 
risks. These risks may be magnified in emerging markets. Dividend-paying stocks 
can be subject to concentration or sector risk. Dividends are not guaranteed. Debt 
or fixed income securities are subject to market risk, credit risk, interest rate risk, 
call risk, tax risk, political and economic risk, and income risk. As interest rates rise, 
bond prices fall.
Nuveen, LLC provides investment services through its investment specialists.
This information does not constitute investment research as defined under MiFID.

About Nuveen’s Global Investment Committee

Nuveen’s Global Investment Committee (GIC) brings together the most senior 
investors from across our platform of core and specialist capabilities, including 
all public and private markets.

Regular meetings of the GIC lead to published outlooks that offer:

• macro and asset class views that gain consensus among our investors

• insights from thematic “deep dive” discussions by the GIC and guest experts 
(markets, risk, geopolitics, demographics, etc.)

• guidance on how to turn our insights into action via regular commentary 
and communications
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