
 
 

 

 Northern Trust Asset Management For Institutional Investors and Financial Professionals Only. Not For Retail Use. 1 

  

RESEARCH INSIGHTS 

 

US INCOME EQUITIES 

A CHANGING DIVIDEND ENVIRONMENT  

Dividend investing has long been a cornerstone of wealth creation, offering 

investors a steady stream of income alongside potential capital appreciation. However, dividend 

strategies that focus primarily on traditional dividend-paying companies can sacrifice total returns 

during certain market environments. We explore the changing landscape for dividend yield in the US 

equity market and provide some insights on best practices for dividend investors. 

CONVENTIONAL APPROACH TO DIVIDENDS 

Traditional dividend strategies often prioritize generating income through investments in companies with a long 

history of consistent dividend payments. This typically involves emphasizing securities from sectors such as 

Consumer Staples and Utilities that distribute a significant portion of their profits to shareholders. Such firms 

tend to be more mature with stable balance sheets, which can be beneficial in periods of market stress. 

However, in periods when investors view earnings retention – and thus lower capital returned to shareholders – as 

a condition to support future earnings growth, higher dividend-paying companies may underperform. In this 

context, firms with no or lower payouts may signal to investors that earnings retained are more valuable than cash 

returned to shareholders. 

This has been the environment of the US equity market in the post-financial crisis era when inflation and interest 

rates were low and access to capital was plentiful. Growth companies, characterized by their high future earnings 

potential, significantly outperformed value companies and dividend payers. With cash yielding very little, investors 

readily ignored current cash returns from traditional dividend stocks and sought out higher returns by flocking to 

growth companies.  

The rise in valuations and the corresponding market capitalization of low- and non-dividend payers has contributed 

to an environment where less than 30% of the US large cap market weighting pays a dividend greater than 2%.1 

While stock price appreciation has outpaced dividend growth leading to lower yields, the top two yielding groups in 

the Russell 1000 index currently sport a weighted average dividend yield of 3.8%1. However, these higher dividend 

groups comprise only 19% of the index’s weighting.  

Dividend strategies seeking to capture significant yield above and beyond the market’s yield will invariably need to 

invest within the top two yielding segments. Although the sector representation of these highest-yielding parts of the 

market looks relatively diversified, the group as a whole is quite different from the overall market. A cap-weighted 

portfolio of these stocks has over 9% estimated tracking error vs. the Russell 1000 index1. 

  

 
1 as of 3/31/2024 

JEFF SAMPSON, CFA 

Senior Portfolio Manager 

 



US INCOME EQUITIES 

 

 Northern Trust Asset Management For Institutional Investors and Financial Professionals Only. Not For Retail Use. 2 

 

EXHIBIT 1: TOP TWO YIELDING SEGMENTS 

Sector representation among the highest yielders differs substantially from the overall us equity market 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Northern Trust, Bloomberg. Benchmark is the Russell 1000 Index. Market cap weighting sector representation of the highest-yielding and 
second highest-yielding segments. As of 3/31/2024. For illustrative purposes only. Past performance is no guarantee of future results. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. 

In contrast, the combination of the lowest-yielding segment grouped with non-dividend payers has increasingly 

become a large proportion of US market capitalization. Securities that comprise the low- and non- dividend paying 

groups represent over 54% of the Russell 1000 index’s weight.2 Although these stocks pay little income back to 

investors, growth rates and total returns have been superior as compared to the highest dividend payers. 

EXHIBIT 2: LOWEST YIELDING AND NON-DIVIDEND SEGMENTS 
Earnings growth and total returns have been strong among the low- and non-dividend paying groups 

 

Source: Northern Trust, Bloomberg. Benchmark is the Russell 1000 Index. Market cap weighting sector representation of the lowest-yielding and 
non-dividend segments. As of 3/31/2024. For illustrative purposes only. Past performance is no guarantee of future results. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. 
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WHAT IS A DIVIDEND INVESTOR TO DO? 

A generation ago, a dividend investor could rank the market by yield, target companies paying higher yields and 

expect to have a reasonable sampling of US equities. That is not the case today. Investing strictly within the 

highest-yielding parts of the market, or even within stocks paying an above-median yield, leads to portfolios that 

have significant active risk when compared to the broader US equity market.  

To mitigate such biases and risk, investors can consider investing across the whole spectrum of dividend paying 

securities. We believe one should not reach for yield within equities – there can be too much of good thing. In lieu 

of focusing strictly on yield, it may be advisable to balance income needs and capital appreciation objectives by 

taking a total return approach. To that end, dividend investors may wish to embrace lower-yielding stocks, as 

including such stocks in a portfolio may assist in capturing desirable characteristics (e.g. growth). 

For dividend investors, a total return strategy involves an evaluation of the overall health and prospects of a 

company, balancing immediate income needs with long-term growth. This approach can reduce the risk of relying 

on potentially unsustainable high yields and promotes investment in robust, growing companies that can provide 

both steady dividends and significant capital gains. Additionally, under a total return approach, dividend income 

should be viewed at the portfolio level, not at the individual security level. There are many ways to achieve an 

elevated yield. Smart portfolio construction – by investing throughout the equity market – can accomplish both yield 

and price appreciation objectives. 

To illustrate, exhibit 3 presents the growth of $100 in the Northern Trust Quality Dividend Focus US strategy, which 

deploys a total return approach, as compared to the median US Dividend manager. The NT QDF portfolio 

achieves these results with minimal active risk (top decile tracking error rank). 

EXHIBIT 3: TOTAL RETURN STRATEGY 
Trailing 5-years: Northern Trust Quality Dividend Focus as compared to the median dividend manager 

 

Source: eVestment. Northern Trust Quality Dividend Focus US SMA Composite and eVestment US Dividend Focus Equity Universe- Median. 
Growth of $100 using monthly returns from 3/31/2019 through 3/31/2024. For illustrative purposes only. Past performance is no guarantee of 
future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in 
any index. 
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PAYERS ARE ON THE RISE 

At the onset of the COVID crisis in March of 2020, companies sought to conserve capital, and, in many cases, 

curtailed dividend payouts. There were more dividends suspended in 2020 than the previous 10 years combined. 

The COVID crisis’s impact on dividends was more acute than the global financial crisis, with a higher number of 

dividend disruptions occurring over a shorter period. However, over the past few years, the number of companies 

paying a dividend has steadily increased. 

EXHIBIT 4: DIVIDEND PAYERS 
The number of firms paying a dividend has steadily increased following 2020’s cuts

 

Source: Northern Trust, Bloomberg. Benchmark is the Russell 1000 Index. Count of dividend paying stocks. As of 3/31/2024. For illustrative 
purposes only. Past performance is no guarantee of future results. Index performance returns do not reflect any management fees, 
transaction costs or expenses. It is not possible to invest directly in any index. 

Recently, mega-cap growers Alphabet and Meta Platforms initiated quarterly dividend payments. Apple and 

NVIDIA have been paying increasing dividends for over a decade, and seventeen of the top twenty Russell 1000 

index constituents now pay a dividend. Many of these firms have an attractive trifecta –paying dividends, buying 

back large sums of stock, and growing earnings. Yet, these non-traditional dividend stocks are often neglected by 

income investors due to their lower yields.  

CONCLUSION 

With inflation, interest rates and borrowing costs remaining elevated, efficient use of cash has greater importance 

for firms and shareholders. Investors have welcomed increased dividend payments from many, perhaps 

unexpected, parts of the market. Dividend investors may find it beneficial to invest in these relatively newer and 

sometimes lower-yielding dividend payers. By focusing on capturing desirable exposures and managing risk, while 

emphasizing total portfolio yield over individual stock yield, dividend investors can construct a diversified portfolio 

that balances income and return objectives.   
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Thank you to Isabel Machlin, CFA for her contributions. 

Important Information 

For Use with Institutional Investors and Financial Professionals Only. Not For Retail 
Use. 
 
For Asia-Pacific (APAC) and Europe, Middle East and Africa (EMEA) markets, this information is 
directed to institutional, professional and wholesale clients or investors only and should not be relied 
upon by retail clients or investors. 
 
At Northern Trust Asset Management (NTAM), we define Sustainable Investing as encompassing all of 
NTAM’s investment strategies and accounts that utilize values based and norms-based screens, best-in-class 
and ESG integration, or thematic investing that may focus on a specific ESG issue such as climate risk.  
NTAM’s Sustainable Investing includes portfolios designed by NTAM as well as those portfolios managed to 
client-defined methodologies or screens. As the data, analytical models and aforementioned portfolio 
construction tools available in the marketplace have evolved over time, so too has NTAM. NTAM’s Sustainable 
Investing encompasses strategies and client assets managed in accordance with client specified responsible 
investing terms (historically referred to as Socially Responsible), as well as portfolios that leverage 
contemporary approaches and datasets, including ESG analytics and ESG thematic investing. 
 
Environmental, Social and Governance (ESG) investing involves certain risks because the methodology of an 
underlying index selects and assigns weights to securities of issuers for nonfinancial reasons, a strategy may 
underperform the broader equity market or other strategies that do not utilize ESG criteria when selecting 
investments. The companies selected by an index provider as demonstrating ESG characteristics may not be 
the same companies selected by other index providers that use similar ESG screens. In addition, companies 
selected by an index provider may not exhibit positive or favorable ESG characteristics. Regulatory changes or 
interpretations regarding the definitions and/or use of ESG criteria could have a material adverse effect on a 
strategy’s ability to invest in accordance with its investment policies and/or achieve its investment objective.  
 
Northern Trust Asset Management (NTAM) is composed of Northern Trust Investments, Inc., Northern Trust 
Global Investments Limited, Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global 
Investments Japan, K.K, NT Global Advisors, Inc., 50 South Capital Advisors, LLC,  Northern Trust Asset 
Management Australia Pty Ltd, and investment personnel of The Northern Trust Company of Hong Kong 
Limited and The Northern Trust Company. 
 
Issued in the United Kingdom by Northern Trust Global Investments Limited regulated by the Financial 
Conduct Authority (Licence Number 191916), issued in the European Economic Area (“EEA”) by Northern 
Trust Fund Managers (Ireland) Limited regulated by the Central Bank of Ireland (Licence Number C21810) , 
issued in Australia by Northern Trust Asset Management (Australia) Limited (ACN 648 476 019) which holds 
an Australian Financial Services Licence (License Number: 529895) and is regulated by the Australian 
Securities and Investments Commission (ASIC), and issued in Hong Kong by The Northern Trust Company of 
Hong Kong Limited which is regulated by the Hong Kong Securities and Futures Commission. 
 
This information is directed to institutional, professional and wholesale current or prospective clients or 
investors only and should not be relied upon by retail clients or investors. The information is not intended for 
distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or 
regulation. NTAM may have positions in and may effect transactions in the markets, contracts and related 
investments different than described in this information. This information is obtained from sources believed to 
be reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does not 
constitute a recommendation of any investment strategy, is not intended as investment advice and does not 
take into account all the circumstances of each investor. 
 
This report is provided for informational purposes only and is not intended to be, and should not be construed 
as, an offer, solicitation or recommendation with respect to any transaction and should not be treated as legal 
advice, investment advice or tax advice. Recipients should not rely upon this information as a substitute for 
obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific 
securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted 
as recommendations to purchase or sell such securities. Indices and trademarks are the property of their 
respective owners. Information is subject to change based on market or other conditions. 
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All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks 
including market risks, strategy risks, advisor risk, and risks with respect to its investment in other structures. 
There can be no assurance that any portfolio investment objectives will be achieved, or that any investment 
will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique 
can guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise 
any level of performance or guarantee against loss of principal. Any discussion of risk management is intended 
to describe NTAM’s efforts to monitor and manage risk but does not imply low risk. 
  
Past performance is not a guarantee of future results. Performance returns and the principal value of an 
investment will fluctuate. Performance returns contained herein are subject to revision by NTAM. Comparative 
indices shown are provided as an indication of the performance of a particular segment of the capital markets 
and/or alternative strategies in general. Index performance returns do not reflect any management fees, 
transaction costs or expenses. It is not possible to invest directly in any index. Net performance returns are 
reduced by investment management fees and other expenses relating to the management of the account. 
Gross performance returns contained herein include reinvestment of dividends and other earnings, transaction 
costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For 
U.S. NTI prospects or clients, please refer to Part 2a of the Form ADV or consult an NTI representative for 
additional information on fees. 
 
Forward-looking statements and assumptions are NTAM’s current estimates or expectations of future events 
or future results based upon proprietary research and should not be construed as an estimate or promise of 
results that a portfolio may achieve.  Actual results could differ materially from the results indicated by this 
information. 
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