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KEY TAKEAWAYS

With inflation at its highest level in decades and the US Federal Reserve raising 
interest rates, investors may be wondering whether they should devote more of 
their portfolios to dividend-paying stocks.

There’s no strong evidence that dividend stocks have delivered superior 
inflation-adjusted performance during periods of high inflation or rising interest 
rates.

Investors can put themselves in a better position to achieve their financial goals 
by staying disciplined, diversifying broadly, and considering strategies designed 
to outpace or hedge against inflation and rising rates.

Inflation in the US has surged to the highest level in nearly 40 years, reaching 7.9% in 
February 2022.1,2  This, coupled with the US Federal Reserve’s decision to raise interest 
rates, has alarmed many investors.3  Some are turning to dividend-paying stocks, hoping 
to receive more income protection and higher returns.4  Will it work?

Before diving into the performance of dividend-paying stocks, it’s important to note that 
the percentage of firms paying dividends has declined globally.5     As shown in Exhibit 1, 
68% of US companies were paying dividends in 1927, while only 38% of firms paid in 
2021. By focusing only on dividend-paying stocks, we will be sacrificing diversification. In 
addition, a dividend-focused strategy does not necessarily provide stable income. In fact, 
changes in dividend policy are common, especially during times of higher uncertainty. 
For example, many dividend payers cut their dividends during the pandemic—in the 
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first three quarters of 2020, dividends from each dollar invested in US markets decreased 
by 22% compared to the same period in 2019.6 

Exhibit 1
Diversification Down
Annual percentage of 
firms and market cap 
that paid dividends in 
US, 1927-2021

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown.

DO DIVIDENDS HELP COMBAT HIGH INFLATION?

To answer this question, we study the performance of Fama/French US portfolios formed 
on dividend yield from 1928 to 2021.7  At the end of each June, all US companies are 
divided into two groups, payers and nonpayers, based on whether they paid a dividend 
during the previous 12 months. Then, within the payers, high payers are defined as the 
30% of firms with the highest dividend yields, and the low payers are the bottom 30%. As 
of December 2021, the weighted average dividend yield is 1.8%, 0.7%, and 3.7% for 
payers, low payers, and high payers, respectively.

Exhibit 2 shows that all four dividend portfolios had positive nominal and real average 
returns in high-inflation years, when inflation was on average 5.5% per year.8,9  So 
outpacing high inflation over the long term is not a unique advantage of dividend-paying 
stocks. In addition, the return differences between payers vs. nonpayers and high payers 
vs. low payers are not reliably different from zero. Therefore, we don’t see strong 
evidence that dividend-paying stocks deliver superior inflation-adjusted performance 
during high inflation periods.
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Exhibit 2
No Special Delivery
Average annual returns 
of dividend portfolios in 
high-inflation years, 
1928-2021

Past performance is no guarantee of future results.

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown.

In Exhibit 3, we take a closer look at inflation and the relative performance of dividend-
paying stocks each year. The scatterplot charts reveal no clear pattern between the level 
of inflation and the difference in performance between payers and nonpayers (Panel A) 
or between high payers and low payers (Panel B) in the same year. The lack of relation is 
also apparent when we look at the performance of dividend portfolios against 
contemporaneous changes in annual inflation in Exhibit 4. These results suggest that 
even a crystal ball on annual inflation levels or inflation changes tells us little about how 
dividend-paying stocks would fare. As a result, chasing dividends during, or in 
anticipation of, high inflation periods may be unlikely to lead to better investment 
outcomes.
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Exhibit 3
Scattershot
Inflation level and 
relative performance of 
dividend portfolios in 
same year, 1928-2021

Past performance is no guarantee of future results.

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown.

Exhibit 4
Fuzzy Relation
Change in annual 
inflation and relative 
performance of dividend 
portfolios in same year, 
1928-2021

Past performance is no guarantee of future results.

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown.

WHAT ABOUT RISING INTEREST RATES?

We first look at the average monthly returns for different dividend portfolios in months 
with rising 3-month Treasury yields. Exhibit 5 shows that dividend payers, nonpayers, 
high payers, and lower payers had similar average monthly returns from March 1934 to 
December 2021. The conclusions are similar using the effective federal funds rate and

 10-Year Treasury yields.10  Piling into dividend stocks would not have led to superior 
returns in months with rising interest rates.
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Exhibit 5
Unconvincing
Average monthly returns 
of dividend portfolios in 
months with rising 3-
month Treasury yields, 
March 1934-December 
2021

Past performance is no guarantee of future results.

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown. Treasury yield data are obtained from the Federal Reserve Bank of St. Louis.

Changes in interest rates are largely unpredictable, even with Fed signals.11     Still, we ask 
what perfect foresight on interest rate changes each month can do for investors. The 
answer is not much. There is no discernable relationship between interest rate 
movements and the relative performance of dividend payers over nonpayers or high 
payers over low payers in the same month, as shown in Exhibit 6. Again, the results are 
similar when we use other interest rates, such as the effective federal funds rate and 
10-Year Treasury yields.

Exhibit 6
Lumped Together
Monthly changes in 3-
month Treasury yields 
and relative 
performance of dividend 
portfolios in same 
month, March 1934-
December 2021

Past performance is no guarantee of future results.

Source: Fama/French US Portfolios Formed on Dividend Yield. See the Index Description for more information regarding 
the indices shown. Treasury yield data are obtained from the Federal Reserve Bank of St. Louis.
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WHAT SHOULD INVESTORS DO?

It is natural to be concerned about the potential impact of high inflation and rising 
interest rates on portfolios. However, we believe our analysis shows there is no reason to 
expect dividend-paying stocks or high dividend payers to offer more protection and 
higher returns during these periods. Market prices reflect the aggregate expectations of 
all market participants, including expectations about inflation and interest rates. Staying 
disciplined and broadly diversified, instead of chasing dividend stocks, may put investors 
in a better position to achieve their investment goals.

Fama/French Portfolios Formed on Dividend YieldProvided by Fama/French from CRSP and COMPUSTAT data. Includes all NYSE, AMEX, and 

NASDAQ stocks for which we have market equity for June of year t, and at least 7 monthly returns (to compute the dividend yield) from July 
of t-1 to June of t. Portfolios are formed on D/P at the end of each June using NYSE breakpoints. The dividend yield used to form portfolios in 
June of year t is the total dividends paid from July of t-1 to June of t per dollar of equity in June of t.

Indices are not available for direct investment. Returns are in USD.

1. “Consumer Price Index - February 2022," Bureau of Labor Statistics, US Department of Labor, March 10, 2022.

2. US inflation is measured as the annual rate of change in the Consumer Price Index for All Urban Consumers (CPI-U, not seasonally 
adjusted) from the Bureau of Labor Statistics.
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6. “Dividends in the Time of COVID-19,” Insights (blog), Dimensional Fund Advisors, November 30, 2020. 

7. See the Index Description for more information regarding Fama/French Portfolios formed on Dividend Yield.

8. High-inflation years are defined as having inflation greater than the full sample median, 2.68%, from 1928 to 2021.

9. Real returns are calculated using the following method: [(1 + nominal annual return) / (1 + inflation rate)] – 1.

10. “Federal Funds Effective Rate (FEDFUNDS),” Federal Reserve Bank of St. Louis (Percent, Monthly, Not Seasonally Adjusted).

11. Sooyeon Mirda, “Reading Fed Tea Leaves? Watch Market Prices Instead,” Insights (blog), Dimensional Fund Advisors, September 24, 
2022.

This material is in relation to the US market and contains analysis specific to the US.

Eugene Fama and Ken French are members of the Board of Directors of the general partner of, and provide consulting services to, 
Dimensional Fund Advisors LP.

The information in this material is intended for the recipient’s background information and use only. It is provided in good faith and without 
any warranty or representation as to accuracy or completeness. Information and opinions presented in this material have been obtained or 
derived from sources believed by Dimensional to be reliable and Dimensional has reasonable grounds to believe that all factual information 
herein is true as at the date of this material. It does not constitute investment advice, recommendation, or an offer of any services or products 
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for sale and is not intended to provide a sufficient basis on which to make an investment decision. It is the responsibility of any persons 
wishing to make a purchase to inform themselves of and observe all applicable laws and regulations. Unauthorised reproduction or 
transmitting of this material is strictly prohibited. Dimensional accepts no responsibility for loss arising from the use of the information 
contained herein.

“Dimensional” refers to the Dimensional separate but affiliated entities generally, rather than to one particular entity. These entities are 
Dimensional Fund Advisors LP, Dimensional Fund Advisors Ltd., Dimensional Ireland Limited, DFA Australia Limited, Dimensional Fund 
Advisors Canada ULC, Dimensional Fund Advisors Pte. Ltd, Dimensional Japan Ltd. and Dimensional Hong Kong Limited. Dimensional Hong 
Kong Limited is licensed by the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and 
does not provide asset management services.

Risks
Investments involve risks. The investment return and principal value of an investment may fluctuate so that an 
investor’s shares, when redeemed, may be worth more or less than their original value. Past performance is not a 
guarantee of future results. There is no guarantee strategies will be successful.

UNITED STATES 

Dimensional Fund Advisors LP is an investment advisor registered with the Securities and Exchange Commission.

Investment products: • Not FDIC Insured • Not Bank Guaranteed • May Lose Value
Dimensional Fund Advisors does not have any bank affiliates.

CANADA

These materials have been prepared by Dimensional Fund Advisors Canada ULC. The other Dimensional entities referenced herein are not 
registered resident investment fund managers or portfolio managers in Canada.

Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please read the 
prospectus before investing. Unless otherwise noted, any indicated total rates of return reflect the historical annual compounded total 
returns including changes in share or unit value and reinvestment of all dividends or other distributions and do not take into account sales, 
redemption, distribution, or optional charges or income taxes payable by any security holder that would have reduced returns. Mutual funds 
are not guaranteed, their values change frequently, and past performance may not be repeated.

AUSTRALIA and NEW ZEALAND

This material is issued by DFA Australia Limited (AFS License No. 238093, ABN 46 065 937 671). This material is provided for information 
only. No account has been taken of the objectives, financial situation or needs of any particular person. Accordingly, to the extent this 
material constitutes general financial product advice, investors should, before acting on the advice, consider the appropriateness of the 
advice, having regard to the investor’s objectives, financial situation and needs. Investors should also consider the Product Disclosure 
Statement (PDS) and the target market determination (TMD) that has been made for each financial product either issued or distributed by 
DFA Australia Limited prior to acquiring or continuing to hold any investment. Go to au.dimensional.com/funds to access a copy of the PDS or 
the relevant TMD. Any opinions expressed in this material reflect our judgement at the date of publication and are subject to change.

WHERE ISSUED BY DIMENSIONAL IRELAND LIMITED

Issued by Dimensional Ireland Limited (Dimensional Ireland), with registered office 10 Earlsfort Terrace, Dublin 2, D02 T380, Ireland. 
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Dimensional Ireland is regulated by the Central Bank of Ireland (Registration No. C185067).

Dimensional Ireland does not give financial advice. You are responsible for deciding whether an investment is suitable for your personal 
circumstances, and we recommend that a financial adviser helps you with that decision.

Dimensional Ireland issues information and materials in English and may also issue information and materials in certain other languages. 
The recipient’s continued acceptance of information and materials from Dimensional Ireland will constitute the recipient’s consent to be 
provided with such information and materials, where relevant, in more than one language.

WHERE ISSUED BY DIMENSIONAL FUND ADVISORS LTD.

Issued by Dimensional Fund Advisors Ltd. (Dimensional UK), 20 Triton Street, Regent’s Place, London, NW1 3BF. Dimensional UK is 
authorised and regulated by the Financial Conduct Authority (FCA) - Firm Reference No. 150100.

Dimensional UK does not give financial advice. You are responsible for deciding whether an investment is suitable for your personal 
circumstances, and we recommend that a financial adviser helps you with that decision.

Dimensional UK issues information and materials in English and may also issue information and materials in certain other languages. The 
recipient’s continued acceptance of information and materials from Dimensional UK will constitute the recipient’s consent to be provided 
with such information and materials, where relevant, in more than one language.

NOTICE TO INVESTORS IN SWITZERLAND: This is advertising material.

JAPAN

For Institutional Investors and Registered Financial Instruments Intermediary Service Providers.

This material is deemed to be issued by Dimensional Japan Ltd., which is regulated by the Financial Services Agency of Japan and is 
registered as a Financial Instruments Firm conducting Investment Management Business and Investment Advisory and Agency Business.

Dimensional Japan Ltd.
Director of Kanto Local Finance Bureau (FIBO) No. 2683
Membership: Japan Investment Advisers Association

SINGAPORE

This material is deemed to be issued by Dimensional Fund Advisors Pte. Ltd., which is regulated by the Monetary Authority of Singapore and 
holds a capital markets services license for fund management.

This material is not an advertisement, has not been reviewed by the Monetary Authority of Singapore, and should not be shown to 

prospective retail investors.

FOR PROFESSIONAL INVESTORS IN HONG KONG

This material is deemed to be issued by Dimensional Hong Kong Limited (CE No. BJE760) (“Dimensional Hong Kong”), which is licensed by 
the Securities and Futures Commission to conduct Type 1 (dealing in securities) regulated activities only and does not provide asset 
management services.

This material should only be provided to “professional investors” (as defined in the Securities and Futures Ordinance [Chapter 571 of the 
Laws of Hong Kong] and its subsidiary legislation) and is not for use with the public. When provided to prospective investors, this material 
forms part of, and must be provided together with, applicable fund offering materials. This material must not be provided to prospective 
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investors on a standalone basis. Before acting on any information in this material, you should consider whether it is suitable for your 
particular circumstances and, if appropriate, seek professional advice.

Neither Dimensional Hong Kong nor its affiliates shall be responsible or held responsible for any content prepared by financial advisors. 
Financial advisors in Hong Kong shall not actively market the services of Dimensional Hong Kong or its affiliates to the Hong Kong public.
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