
Maximising returns
The power of reinvesting dividends for long-term growth

Dividends represent the portion of a company’s profits distributed to its shareholders. When you own 
shares in a company that declares a dividend, you receive a share of those profits. Dividends are pivotal in 
enhancing long-term stock market returns, offering a reliable income stream that can help mitigate short-

term stock price volatility. 

Although often underestimated, reinvesting dividends 

is a formidable strategy, harnessing the power of 

compounding to deliver substantial growth over time. 

This effect means your investment can grow even if 

a share or the broader stock market show minimal 

appreciation or decline.

A consistent stream of growing dividends is 

invaluable for income-focused investors. However, 
dividends are also a significant source of returns 
for any investor, regardless of income needs. 

By reinvesting dividends, you can expand your 
investment portfolio by acquiring additional shares 

or units, positioning yourself to benefit from future 
market growth.

COMPOUNDING EFFECT

When investing in funds, those who do not require 

immediate income can opt for accumulation 

units instead of income units. Accumulation units 

automatically reinvest dividends, converting income 

into growth and enabling the compounding of 

returns. This approach can help create a more stable 

core for your portfolio, especially compared to funds 

focused on growth or specialised sectors. 

Investors can effectively enhance portfolio 

resilience and long-term performance by reinvesting 

dividends via accumulation units. For instance, 

consider an investor who holds shares in a company 

with a history of paying steady dividends. By 
reinvesting these dividends, the investor benefits from 
share price appreciation and the accumulation of 

additional shares, which enhances their overall return.

BENEFITS FOR INVESTORS

For those focusing on building long-term wealth, 

reinvesting dividends offers a proven approach 

to growth. It enables investors to expand their 
shareholding continuously without needing additional 

capital. This strategy proves especially advantageous in 

bull markets, as the value of reinvested dividends rises 

alongside stock prices, magnifying returns.

Moreover, many investment platforms offer 
automatic dividend reinvestment options, simplifying 

the process and ensuring that portfolios grow 

steadily without requiring constant oversight. This 

convenience allows investors to concentrate on 

their broader investment strategy while reaping the 

benefits of compounded growth.

STRATEGIC CONSIDERATIONS

While the advantages of reinvesting dividends are 

clear, investors must consider their unique financial 
goals and requirements. Taking dividends as cash 

might be more appropriate for individuals seeking 

regular income. However, reinvesting dividends is an 
approach worth exploring for those who can afford 
to forgo immediate income in favour of future gains.

For example, younger investors with a longer 
time horizon can benefit significantly from 
reinvesting dividends, as they have the luxury of 
time to allow compounding to work its magic. 

Conversely, retirees or those nearing retirement 

might prefer a balanced approach, reinvesting part of 

their dividends while taking some as cash to meet 

their income needs. n

THIS ARTICLE DOES NOT CONSTITUTE 
TAX, LEGAL OR FINANCIAL ADVICE AND 

SHOULD NOT BE RELIED UPON AS SUCH. TAX 
TREATMENT DEPENDS ON THE INDIVIDUAL 

CIRCUMSTANCES OF EACH CLIENT AND MAY 
BE SUBJECT TO CHANGE IN THE FUTURE. FOR 

GUIDANCE, SEEK PROFESSIONAL ADVICE.

THE VALUE OF YOUR INVESTMENTS CAN 
GO DOWN AS WELL AS UP, AND YOU MAY GET 

BACK LESS THAN YOU INVESTED.

THE TAX TREATMENT IS DEPENDENT ON 
INDIVIDUAL CIRCUMSTANCES AND MAY BE 

SUBJECT TO CHANGE IN FUTURE.

ARE YOU READY TO DISCUSS 
BUILDING A FINANCIALLY 
SECURE FUTURE?
Embracing the strategy of reinvesting dividends 
requires patience and focusing on long-term gains, 

but the potential rewards are substantial. This 

approach promises a financially secure future, 
leveraging the power of compounding to work in 

your favour. For further insights and personalised 

advice on how this strategy can fit into your 
financial plans, please contact us today.
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