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Dividends - The Silent Income

BY PAUL FOUCHE, CFA

When investors talk about equities, they usually discuss the price
of a company’s share, and whether that price offers value based
on the company’s prospects. While this is important, an often
overlooked but significant aspect of equity investing is the
dividend that is paid out to the investor as a result of the
ownership of the share over time.

This overlooked and silent income can add significant value
during an investors time horizon and is a compelling reason to
hold equities over the long-term. Short term traders and market
timers can miss the benefit of the dividend because they are
often out of the equity market when dividends are paid to
shareholders.
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The below chart compares the FTSE/JSE All Share Price Return (PR) in black with that of the FTSE/JSE All Share
Total Return (TR) in orange over 1, 5 and 10-years. The price return is the weighted price of the underlying shares
on the JSE that make up the All Share. The total return is the return that investors would realise if the dividends
they received from holding the underlying shares were reinvested into the All Share.
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Reinvesting dividends has accounted for an additional return of over 3% per year on each occasion. This may not
seem significant over 1 year, however over 5 and 10-year periods, the benefit of reinvested dividends is substantial.
The effect becomes more evident over longer time periods due to compounding - the reinvested dividends buy
additional shares that also pay new additional dividends and so on.

R100 000 invested in the equity market 10 years ago without earning dividends would be worth R186 000 today,
however that same R100 00O invested in the market and left to accumulate and reinvest dividends would
currently be worth R252 600. A difference of R66 600.

Put another way, due to the power of compounding, the effect of dividends accounts for just under 44% of the
total return earned over the 10-year period.

While this is simple and intuitive to understand, it is easy to overlook. However, investors who acknowledge the
role of dividends in a portfolio will benefit considerably when attempting to achieve a targeted investment
outcome over time.
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