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Reinvesting Dividends Lifts Returns
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The Power of Dividend Reinvestment
A company’s goal is to maximize earnings, and management has many choices for how to allocate those earnings. 
Two of which are 1) reinvest back in the business via capital spending, and/or 2) return cash to shareholders via 
dividends or share repurchases. Dividends are typically paid quarterly. Companies usually strive to grow dividends 
over time, though occasionally they are cut—or halted altogether—if business fundamentals come under pressure.

Dividends, especially when they are reinvested into new shares, can meaningfully boost equity returns. Since 1990, 
dividend reinvestment has boosted average annual returns by 2.3% above and beyond share price appreciation.

Shrinking Yields in a Changing Market
Dividend yields have been shrinking, with the S&P 500 yield now near 1.4%, well below its 20-year average of 2.4%. 
This reflects an index increasingly tilted toward growth-oriented companies that pay little or no dividends, 
alongside a greater focus on share buybacks. That said, some sectors still offer higher yields—and even within 
sectors, there’s wide variation. Importantly, dividend growth is just as critical as yield, so investors shouldn’t rely 
on yield alone when evaluating opportunities.
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The S&P 500’s Dividend Yield Has 
Fallen To The Lowest Level In 20 Years

Utilities And Communication Services 
Historically Have The Highest Yields

Average Annual Total Return: 10.9%

Average Annual Price Return: 8.6%

Source: FactSet, Data from 1/1/1990 to 12/31/2025

Reinvesting dividends in the index is essential for 
compounding wealth. By contrast, investing dividends at 
the average cash rate of 2.9% would have only lifted the 

average annual return to 9.2%. 

Dividends are just one way for companies to 
reward investors. But beware, high dividends 

can sometimes come at the expense of growth. 
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DISCLOSURES
All expressions of opinion reflect the judgment of the author(s) and Investment Strategy and are subject to change. This information should not be construed 
as a recommendation. The foregoing content is subject to change at any time without notice. Content provided herein is for informational purposes only. 
There is no guarantee that these statements, opinions or forecasts provided herein will prove to be correct. Past performance is not a guarantee of future 
results. Indices and peer groups are not available for direct investment. Any investor who attempts to mimic the performance of an index or peer group would 
incur fees and expenses that would reduce returns. No investment strategy can guarantee success. Economic and market conditions are subject to change. 
Investing involves risks, including the possible loss of capital. Dividends are not guaranteed and must be authorized by the company’s board of directors.

The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or complete. 
Diversification and asset allocation do not ensure a profit or protect against a loss.

S&P 500 | The S&P 500 Price Index (often just called the S&P 500 or SPX) tracks the stock performance of 500 large US companies but excludes cash dividends, 
focusing only on capital appreciation from share price changes, unlike a Total Return index which reinvests dividends.

S&P 500 TOTAL RETURN INDEX | The S&P 500 Total Return Index: The index is widely regarded as the best single gauge of large-cap U.S. equities. There is 
over USD 7.8 trillion benchmarked to the index, with index assets comprising approximately USD 2.2 trillion of this total. The index includes 500 leading 
companies and captures approximately 80% coverage of available market capitalization.

FOR CLIENTS IN THE UNITED KINGDOM | For clients of Raymond James Financial International Limited (RJFI): This document and any investment to which 
this document relates is intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional 
Clients as described in the FCA rules or persons described in Articles 19(5) (Investment professionals) or 49(2) (high net worth companies, unincorporated 
associations, etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended)or any other person to whom this promotion 
may lawfully be directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and
may not be relied upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

FOR CLIENTS OF RAYMOND JAMES INVESTMENT SERVICES, LTD. | This document is for the use of professional investment advisers and managers and is not 
intended for use by clients.

FOR CLIENTS IN FRANCE | This document and any investment to which this document relates is intended for the sole use of the persons to whom it is 
addressed, being persons who are Eligible Counterparties or Professional Clients as described in "Code Monetaire et Financier" and Reglement General de 
l'Autorite des marches Financiers. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied 
upon by such persons and is, therefore, not intended for private individuals or those who would be classified as Retail Clients.

FOR CLIENTS OF RAYMOND JAMES EURO EQUITIES | Raymond James Euro Equities is authorised and regulated by the Autorite de Controle Prudentiel et de 
Resolution and the Autorite des Marches Financiers.

FOR INSTITUTIONAL CLIENTS IN THE EUROPEAN ECONOMIC AREA (EE) OUTSIDE OF THE UNITED KINGDOM | This document (and any attachments or 
exhibits hereto) is intended only for EEA institutional clients or others to whom it may lawfully be submitted.

FOR CANADIAN CLIENTS | This document is not prepared subject to Canadian disclosure requirements, unless a Canadian has contributed to the content of 
the document. In the case where there is Canadian contribution, the document meets all applicable CIRO disclosure requirements.

Source: FactSet
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