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As we enter the fourth quarter of 2022, two things seem almost certain: 

1.  Economic growth will continue to decelerate with some countries entering 
a recession 

2.  Inflation will remain well above central banks targets 

The risk of recession has increased in several regions as a result of higher 
inflation, surging energy costs and rising interest rates. Central banks 
have radically shifted their tone in response to the unprecedented rise in 
prices, becoming more hawkish and clearly declaring their intention to 
fight inflation, even at the cost of a recession. While this environment is 
challenging for equity markets, we think certain equity factors, such as 
“high dividend1”, should be more resilient than others. We explore why high 
dividend paying stocks may be attractive in periods of stagflation. 

Resilience during recessions 
In recessionary periods, it is common for equity performance to turn 
negative. Earnings-per-share tend to drop as consumers and businesses 
rein in discretionary spending, and margins are eroded as companies try to 
stay competitive. However, there is evidence that dividends are more stable 
than earnings when recessions bite. 

Exhibit 1: MSCI World earnings and dividends drawdowns
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Source: Bloomberg, J.P. Morgan Asset management. Data as at 30 September 2022. 

1  We define high dividend companies as those with long track record of dividend growth, capacity 
to grow future dividends, sustainable high payouts, strong free cash flow generation, resilient 
business and financial models and finally dividend yields that are 1-1.5% higher than the index 
average dividend yield.
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2 The advantage of high dividend stocks in a stagflationary environment

Dividends hold up because high dividend paying 
companies are reluctant to cut their dividend, even 
in the face of falling earnings, preferring to use their 
reserves to maintain payouts if they need to. As a result, 
payout ratios – dividends as a proportion of earnings – 
tend to rise in recessionary periods.

As we are likely approaching the start of a new 
recession, it is notable that payout ratios are currently 
at particularly low levels. This is because dividends 
have just started to recover from the Covid crisis, and 
implies that companies could accept higher than usual 
earnings weakness before deciding to cut dividends.

Companies that manage to maintain a stable (or even 
growing) dividend in all circumstances (also known as 
dividend aristocrats) tend to outperform in recessionary 
periods. While historically, sectors such as utilities and 
energy have generally provided the best examples of 
high and stable dividend paying companies, today we 
are able to find these stocks in most sectors. 

Exhibit 2: Dividend payout ratios
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Source: FTSE, MSCI, Refinitiv Datastream, Standard & Poor’s, J.P. Morgan 
Asset Management. US: S&P 500; Europe ex-UK: MSCI Europe ex-UK; UK: 
FTSE All-Share; EM: MSCI Emerging Markets. Dividend payout ratio 
shows 12-month trailing dividend per share divided by 12-month trailing 
earnings per share. Periods of “recession” are defined using US National 
Bureau of Economic Research (NBER) business cycle dates. Past 
performance is not a reliable indicator of current and future results. 
Data as of 30 September 2022. 

Exhibit 3: S&P 500 returns: Capital appreciation and dividends
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Source: Ibbotson, Refinitiv Datastream, Standard & Poor’s, J.P. Morgan Asset Management. Past performance is not a reliable indicator of current and 
future results. Data as of 17 October 2022.
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Offsetting inflation

2   Source: J.P. Morgan Asset Management as of 26 August 2022. Valuation spreads are calculated by subtracting the median valuation of stocks in the 
lowest ranked quintile from the median valuation of stocks in the highest ranked quintile and then dividing this by the median valuation of the market.  
Data starts from 31/12/1994. 1st percentile is cheap, 100th is expensive.  The universe is the global investable universe.

While recessionary periods are generally associated 
with falling/low inflation, this is not the case this time 
round. The energy crisis triggered by the war in Ukraine 
and Covid-related supply chain disruptions have raised 
the risk of stagflation, an economic situation that 
we haven’t experienced since the 1970s. During that 
decade, dividends accounted for two thirds of the S&P 
500’s total return, compared to a third of total returns 
on average over the last century.

Inflation is not always an enemy of companies’ 
profitability. Earnings can often grow if inflation is a 
sign of a robust economy, for example. However, if 
there is an extreme increase in inflation, as we’ve seen 
recently, earnings and economic momentum can both 
suffer. As we previously mentioned, in this scenario high 
dividend paying companies may be attractive as they 
tend to increase their payout ratio in order to keep their 
dividend steady.

We observe that high dividend paying companies 
generally enjoy inelastic demand for their goods and 
services, giving them a relatively higher degree of 
pricing power, which is crucial at a time of high inflation.
This means that when inflation increases, they can more 
easily pass on higher prices, and when a recession 
occurs, they can at least maintain their selling prices 
without hurting demand for their goods and services. 
The result is more resilient cash flows in periods of 
stagflation. 

At the moment, we believe sectors such as banks, 
healthcare and even software contain a number of 
recession proof dividend payers. Indeed software 
companies’ revenue mainly comes from yearly license 
renewals, the price of which rises with inflation. Even in 
a recession, individuals and companies will still need to 
use their computers and hence are unlikely to cancel 
their software licenses. 

Summary
The onset of stagflation will present a difficult environment for equity investors, but dividend paying stocks 
may offer an area of resilience. Interestingly, the valuation disconnect between high yielding and low yielding 
stocks is beyond the 5th percentile2, implying high dividend companies are trading at a significant discount 
and therefore offer an attractive entry point. Given the relatively low payout ratios we currently see globally, 
we also think high dividend paying stocks are well placed to maintain healthy dividends despite the tough 
economic backdrop.
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