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The recent decline in bond yields has helped the dividend 
yield on the S&P 500 converge with the 10 Year Treasury 
Yield. This has happened only a few times since the Fed 
embarked on quantitative easing and led to questions 
about whether equities are historically attractive despite 
fairly high absolute valuation levels. Prior to these recent 
occurrences, this relationship hadn’t occurred during the 
investing lifetime for most of us. This is highlighted in the 
red box in Exhibit 1, which shows the spread between 
the dividend yield and the 10 Year Treasury Yield.

Prior to the precipitous rise of interest rates in the 
1960s and 70s, the dividend yield above the bond yield 
was the normal state of affairs. There are a variety 
of potential explanations for this. One explanation is 
during much of that earlier period, dividends were the 
primary way companies returned cash to shareholders 
and dividend payout ratios were relatively high. Today, 
a significant portion of cash returns is realized through 

share repurchases with lower dividend payout ratios. 
Therefore, one should probably expect a lower dividend 
yield measure today.

However, the difference in today’s environment is that 
bond market’s rally has pushed yields on longer term 
Treasuries to historic lows leaving equities as a potential 
source of income for investors searching for yield. As 
shown in Exhibit 2, as of August 31, 2019, eight out 
of eleven sectors (all but Communication Services, 
Consumer Discretionary, and Information Technology) 
have dividend yields that are greater than 1.5%.  In terms 
of individual stocks, 59% of the S&P 500 (or 299 stocks 
out of 505) have yields in excess of the 10-year yield.

Falling bond yields offer support to equity valuation 
levels and very low/negative nominal yields help fuel 
discussion about TINA (There Is No Alternative).  In the 
search for yield, long term investors now have more 
investment options when stocks are considered.
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EXHIBIT 1: S&P 500 Dividend Yield vs 10 Year Treasury Yield

Source:  Haver Analytics                              Past performance is not indicative of future results.
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EXHIBIT 2: S&P 500 Dividend Yield by Sector

Energy 3.7

Real Estate 3.2

Utilities 3.2

Consumer Staples 2.8

Financials 2.1

Materials 2.1

Industrials 2.0

Health Care 1.8

10 Year Yield 1.5

Communication Services 1.4

Information Technology 1.4

Consumer Discretionary 1.3
Source:  FactSet                                                                                                 Data as of 8/31/2019
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Information included was gathered in good faith from sources presumed to be accurate, but accuracy is not guaranteed.  Past 
performance may not be indicative of future results.  This paper represents the view of its authors as of the date it was produced, 
and may change without notice. There can be no assurance that the same factors would result in the same decisions being 
made in the future. In addition, the views are not intended as a recommendation of any security, sector or product. Returns 
reported represent past performance and are not indicative of future results. Actual performance may be lower or higher than the 
performance set forth above. For institutional adviser use only, not intended to be shared with retail clients.


