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High dividend investing:
buy them stable & strong
• Dividends are a significant and stable component of equity returns
• Dividends help to reduce risk and enhance long-term returns

• Income oriented investors should opt for the best of three worlds:
low risk, strong return and high dividend

Pim van Vliet,
Maarten Polfliet
Jan-Sytze Mosselaar

Investors often focus on short-term price fluctuations. However, dividends account
for a stable and significant part of the equity premium, over the long-term. This is
also true for Robeco Conservative Equities. Since inception in 2006, our defensive
strategy delivered 8% return per year, of which 4% came from dividends.
Conservative Equities offers the best of three worlds compared to a market capweighted index: a higher dividend, in line with the MSCI High Dividend Yield index;
a lower risk, in line with the MSCI Minimum Volatility index; and a higher return,
similar to the MSCI Momentum index.

Daily noise versus long-term information
Many investors tend to pay too much attention to daily news, while often underreacting to
long term trends. For example, daily stock price moves are often larger than the total
dividend earned over a full year. In any given year, equity returns are mostly driven by
changes in growth expectations and changes in the discount rate. The bigger picture only
emerges when a truly long term perspective is taken. Over the past century, about half of

silent ingredient
of equity returns
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the equity return came from dividends and the other half from price changes. Figure 1 shows
the US equity return decomposition with evidence going back to 1900. Over this very long
period, equities delivered a total return of 9.5% of which 4.5% came from dividends and
5.0% from price increases.
Figure 1 | Equity return decomposition of US stocks since 1900
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The figure also shows results for each decade taken separately. For example, during the
1990s, US equity returns delivered 18% return of which 3% came from dividends and 15%

Dividends and buybacks

came from price appreciation. By contrast, during the 2000s, stock prices fell by about 3%

For most of the 20th century
companies were generally not
allowed to buy back shares. Since
the 1980s buybacks started to
become more common, which is
possibly related to a change in SEC
rules which passed in 1982. In
2006, the amount of US buybacks
exceeded the amount of US
dividends for the first time.

per year, while the dividend component was quite similar to the previous decade.
Interestingly, dividends delivered a stable positive contribution to return in each decade.
Dividends prevented equity returns to be negative during the 1910s and 1930s. In fact,
chances of losing money with stocks are significantly reduced when dividends are taken into
account. More specifically, in any given ten-year period the chance of losing money is
reduced from 17% to 4%, due to the positive contribution of dividends. Obviously, reducing
price volatility is an effective way to reduce chances of losing money, but dividends can also
play an indirect, often overlooked, role in reducing stock market risk.

Why dividend is an important factor
Over the past century, the average dividend yield of all US stocks was about 4.5% per year.
Still, not all stocks distribute dividends back to shareholders. High-dividend stocks have
different characteristics compared to low-dividend stocks. Usually, they tend to be more
mature firms, with conservative management. Academic, price-based factors are referred
to as a

investment style. Using data from Kenneth French, we will compare

dividend/price to book/price, earnings/price and cashflow/price factors. The sample period
stretches almost 70 years back in time to 1951. Figure 2 shows the volatility of the four pricebased factors (left-hand graph) and the risk-return profile of four dividend-sorted portfolios
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(right-hand graph). The left picture shows that dividend is the most defensive
investment style and that book-to-price (B/P) is the riskiest one. The risk is about 20% lower
for high-dividend (3 percentage points in absolute volatility). In addition to a lower volatility,
high-dividend stocks also generate high returns. Over this sample period, high dividend
stocks (High 30% Dividend) earn 4% higher returns compared to stocks which do not pay
dividend (Zero Dividend). Therefore, of these four value measures, dividend yield has the
best fit with a low-volatility strategy, as it is a much more defensive type of value strategy.

Figure 2 | Dividend portfolio offers lower risk and attractive returns
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Systematically investing in stocks which pay a high dividend is an effective way to reduce
volatility, while at the same time enhancing returns. This superior risk-return profile is one
of the reasons why high-dividend investing is such a popular investment style.

Conservative Equities and dividends
Conservative Equities is a defensive strategy which aims to maximize the return per unit of
absolute risk. The first goal is to reduce risk by using a combination of statistical low-risk
factors and proprietary, more forward-looking distress risk factors. Secondly, the aim is to
enhance returns by adding customized valuation/income and momentum/sentiment
factors to the model. As shown in figure 2, high dividend is an attractive factor because it
offers both a lower risk and a higher return. Therefore, Robeco Conservative Equities selects
firms with high and stable dividends. In addition, we also take into account share buybacks,
as some companies prefer to buy shares back rather than pay dividends. The combination
of dividends and share buybacks is often referred to as total shareholder yield (also see
Boudoukh et al, 2007). Moreover, if the price momentum of a stock is strong, earnings
revisions are positive and there is a strong credit momentum, the risk of lowering

stable and we
buy them
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dividends is mitigated. Momentum also helps to avoid value traps and to reduce risk.
Therefore, we want to buy stocks
As shown in figure 3, the average dividend yield of Conservative Equities was between three
and 6% over the live period, which started in October 2006. This dividend yield has always
been higher than the average dividend of the MSCI World index, which remained between
two and 4%. The dividend yield of Conservative Equities was close to the dividend yield of
the MSCI High Dividend index, with an average dividend yield of 3.8% against 4.0% for the
index. During the 2008 financial crisis, many high-dividend stocks turned out to be quite

Shareholder yield

risky (e.g. financials). The fact that risk is more important than dividend in our strategy

Dividends and stock repurchases
together are referred to as total
shareholder yield. It is a price-based
variable and can therefore be

explains why Conservative Equities has given up some yield compared to the High Dividend
index since 2009.

Figure 3 | Dividend yield Global Conservative Equities since 2006

addition, it can be linked to
profitability and quality. Profits can
be distributed to shareholders and
a high pay-out ratio helps
managers to control their
overconfidence and not waste
shareholder money on bad
investment projects.
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Return decomposition
In figure 1, we decomposed the US equity market premium going back to 1900. We will now
move from deep historical US data to a more recent sample period, using global data. The
sample period ranges from October 2006, the starting date of Robeco Global Conservative
Equities, until December 2017. Over this period, the MSCI World index delivered a total
return of 5.6%. Of this total return 2.1% came from dividends and 3.5% from price returns.
Figure 4 shows the cumulative return of the price and dividend components over time. The
global financial crisis of 2008 is clearly visible, as well as the steady component of dividends,
which helped to reduce drawdowns. A dollar invested in the global stock market in October
2006, would have been worth 57 cents in February 2009, a 42.8% collapse (black line figure
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4). Cumulative dividends during this period amounted to 4.7%, which helped to reduce
drawdowns and limit losses (we use the methodology of Cariño, 1999). From this market
low, it took exactly four years to break even, a point reached in February 2013. Dividends
proved helpful again. Without compounded dividends, investors would have had to be very
patient and stay invested for another 12 months to break even. Interestingly, the price return
is determined by a few strong (>15%) years, such as 2009, 2013 and 2014. Meanwhile,
dividends steadily contribute to returns in each and every single year.

Figure 4 | MSCI World cumulative return decomposed
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Figure 5 shows the same price/dividend return decomposition, but now for the Robeco
Global Conservative Equities strategy. Conservative Equities delivered a total return of 8.0%
over this period. Of this total return, 3.9% came from dividends and 4.1% from price returns.
Compared to the MSCI World index, the return from dividends of Conservative Equities was
1.8 percentage point higher (3.9% vs 2.1%). Interestingly, this higher dividend almost fully
explains the excess return of 2.4%. Dividends also indirectly help to reduce drawdowns. The
decline of Conservative Equities was 29.7%, significantly lower than the 42.8% fall of the
MSCI World index. From October 2006 until the market low in February 2009, cumulative
dividends were 8.4% for Conservative Equities, versus 4.7% for the MSCI World index. In this
analysis, the breakeven date for Conservative Equities was October 2010, or 29 months
earlier than the breakeven date for the MSCI World index. This was possible thanks to a
lower price return volatility and a higher dividend yield. We can conclude that lowering price
volatility helps to reduce drawdowns, but dividends also play an important role. This
directly visible, but with this split it becomes more obvious.

steadily
contribute to
long-term
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Figure 5 | Global Conservative Equities return decomposed
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Source: MSCI and Robeco. Dividend returns are based on received dividends from the underlying stock
portfolio in the Dutch fund Robeco Institutional Conservative Equities Fund and is hence based on Dutch
tax treatment. Other tax regimes may lead to different results.

Usually, net index returns are used to make up for the impact of withholding taxes on
dividends. In figures 4 and 5, we decompose total net returns into a price return and
dividend return component. This means dividend yields are shown after taxes. This
difference amounts to about 50bps for the MSCI World index, but varies depending on the
home country and tax treaties with foreign countries. For strategies with a higher yield, this
difference matters even more. For the MSCI World High Dividend Yield index, for example,
the gross dividend return was 4.4%, while the net dividend return contribution was 3.5%.

Best of three worlds
Conservative Equities is an active low-volatility strategy, with a primary focus on risk
reduction. The volatility reduction compared to the MSCI World index has been 27% since
inception in October 2006 (10.4% versus 14.3%). In addition to comparing the strategy with
the MSCI World index, it also makes sense to compare it with a low-volatility index. In this
case, we use the MSCI World Minimum Volatility index. This index achieved a similar
volatility reduction, but can go against other proven factors. For example, dividends and
momentum are not explicitly taken into account in the index construction. Since lowvolatility stocks tend to distribute above average dividend, a significant part of the return
still comes from dividends. The dividend yield of the MSCI World Minimum Volatility is
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slightly higher compared to the MSCI World (+0.3 percentage point) but is lower compared
to Conservative Equities (-1.5 percentage point).
Robeco Conservative Equities explicitly includes dividend and momentum factors in the
stock selection process as well. It is therefore interesting to compare Robeco with three MSCI
factor indices: the MSCI Minimum Volatility index (risk-focus), the MSCI High Dividend Yield
index (yield focus) and the MSCI Momentum index (return focus).1 Figure 6 below shows (1)
the return decomposed in price and dividend, as well as (2) the volatility for Robeco
Conservative Equities and the three MSCI indices.

Figure 6 | Robeco versus MSCI Factor indices, live period 2006-2017

Source: MSCI and Robeco2

Best of three worlds?
Over this full sample period,

. The risk

reduction was similar to the Minimum Volatility index. The dividend yield was in line with
the High Dividend Yield index, while the total return was similarly strong compared to the
The MSCI World High Dividend Yield Index was launched in October 2006, the MSCI World
Minimum Volatility index was launched in April 2008, and the MSCI World Momentum Index
was launched in December 2013. Before these dates, MSCI provides backfilled data which
are based on back tests and not on real-life performances. All index returns are net of taxes
and gross of transaction costs. MSCI Minimum Volatility base currency for optimization is
EUR.
2 Source: Robeco Performance Measurement. Monthly data since inception October-06,
gross of fees, based on net asset value of Robeco Institutional Conservative Equity Fund. The
fund and reference indices are unhedged for currency risk as of June 30 2012. Index returns
are based on net returns, as a result dividend return of MSCI High Dividend Yield is relatively
low due to the impact of withholding taxes which substantially lower the amount of dividend
reinvested. In reality costs (such as management fees and other costs) are charged. These
have a negative impact on the returns shown. Results obtained in the past are no guarantee
for the future. The value of your investments may fluctuate.
1

A concentrated portfolio with deep
and efficient factor tilts can have
exposure to multiple factors,
adding up to >100% total factor
exposure. Especially, when factor
indices are not concentrated and/or
have negative exposure to each
other. We have proven that this is
possible.
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Momentum index. Interestingly, the return decomposition was quite different for all three
MSCI factor indices. For example, the largest proportion of return of the MSCI Momentum
index came from price changes rather than dividends, while for the MSCI High Dividend
index it was the opposite. The MSCI High Dividend index had a net dividend return of 3.5%
and a gross dividend return of 4.4%, which we will round to 4.0% for the average investor.
A popular belief is that momentum stocks are more risky than high-dividend stocks.
However, figure 6 shows that this has not been the case in recent years. Over the real-life
2006-2017 period, the MSCI High Dividend index had relatively low returns with high risk.
This style showed weak relative performance over the past years and including dividend in
our model did not help our performance either. However, we still believe that the yield
factor offers alpha going forward, given the strong long term evidence that supports it. To
harvest long term factor premiums, one should either be very patient, or combine and
integrate different factors to limit the

and to keep strong hands (see our white paper

on strong hands). Therefore, we combine and integrate different factors to get best of both
worlds. We even go one step further. We aim to offer our conservative clients the best of
three worlds. These are our results so far summarized in three statistics:
▪

96% of the risk reduction of the Minimum Volatility index (27% versus 28%)

▪

98% of the dividend return of the High Dividend Yield index (3.9% versus 4.0%)

▪

96% of the total return of the Momentum index (8.0% versus 8.3%)

Examples of high-dividend stocks with high/low risk
We have discussed volatility and dividend on an index and portfolio level. It is interesting to
dig a little deeper and provide some concrete company cases. To illustrate this, we use data
for 4,800 global stocks at the end of 2017. On average, stocks with a higher dividend tend
to have lower volatility. Figure 7 shows a non-linear and negative relationship between the
three year volatility and the dividend yield. The R-squared is 6.4%, which means that highdividend stocks tend to have lower volatility, on average. Still, it is not a perfect fit. Therefore
it is possible to find many high-dividend stocks with a high volatility, and vice versa.

-dividend
stocks tend to
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Figure 7 | Dividend yield and 3-year volatility of 4,800 stocks
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Figure 8 below shows 20 large stocks with dividend yields above 4.5%. These stocks are split
in two groups based on risk. The first group consists of ten low-risk stocks, while the second
group consists of ten high-risk stocks. We measure risk on two dimensions: historical three
year volatility and credit-default-spreads.
These are just 20 examples for illustrative purposes, from our global investment universe of
4,800 stocks. The two tables show that low risk and high dividend are clearly two different
phenomena. While both groups of stocks have a high dividend, the first group has a lower
risk compared to the second group. For example, the average CDS spread is 50bps lower
(1.6 compared to 2.1 percentage points) and the average volatility varies by a factor of
almost two (18.1% against 34.2%). Since risk is not rewarded, we are selective and focus on
low-risk stocks, that also exhibit a high and stable dividend. We like the ten stocks in the
upper half of the table and avoid the ten stocks in the lower half of the table. We like to
include high-dividend stocks, but aim to avoid unnecessary risk. Finally, the table shows that
low-risk and high-dividend stocks can be found in different sectors and countries.
Consequently, it is also possible to avoid a sizable overall sector and/or country bias in the
portfolio.

Not all highdividend stocks
have equal risk
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Figure 8 | 20 high-dividend stock examples
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Concluding remarks
Investors often focus on short-term price fluctuations. Over the long-term dividends are a
stable and significant part of the equity premium and should not be neglected. This is also
true for our Conservative Equities strategy. Since inception in 2006 our defensive strategy
delivered 8 percent return per year, of which 4 percent came from dividends. Conservative
Equities offers the best of three worlds: a higher dividend in line with the MSCI High Dividend
Yield index, a lower risk in line with the MSCI Minimum Volatility index, and a higher return
in line with the MSCI Momentum index.
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Appendix: Return decomposition Conservative Equities and Factor indices
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This information is solely intended for professional investors or eligible counterparties in the meaning of the German Securities Trading Act.
Additional Information for investors with residence or seat in Hong Kong
are in any doubt about any of the contents of this document, you should obtain independent professional
g.
Additional Information for investors with residence or seat in Italy
This document is considered for use solely by qualified investors and private professional clients (as defined in Article 26 (1) (b) and (d) of Consob Regulation No. 16190 dated 29 October 2007). If made available to Distributors and
individuals authorized by Distributors to conduct promotion and marketing activity, it may only be used for the purpose for which it was conceived.
The data and information contained in this document may not be used for communications with Supervisory Authorities. This document does not include any information to determine, in concrete terms, the investment inclination and,
therefore, this document can not and should not be the basis for making any investment decisions.
Additional Information for investors with residence or seat in Panama
The distribution of this Fund and the offering of shares may be restricted in certain jurisdictions. The above information is for general guidance only, and it is the responsibility of any person or persons in possession of the prospectus of
the Fund and wishing to make application for shares to inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective applicants for shares should inform themselves as to legal
requirements also applying and any applicable exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.
Additional Information for investors with residence or seat in Peru
The Fund has not been registered before the Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the investor. This document is only for
the exclusive use of institutional investors in Peru and is not for public distribution.
Additional Information for investors with residence or seat in Shanghai
provided to the specific objects under the premise of confidentiality. This material must not be wholly
or partially reproduced, distributed, circulated, disseminated, published or disclosed, in any form and for any purpose, to any third party without prior approval from Robeco Shanghai. The information contained herein may not reflect
the latest information on account of the changes and Robeco Shanghai is not responsible for the updating of the material or the correction of inaccurate or missing information contained in the material. Robeco Shanghai has not yet
been registered as the private fund manager with the Asset Management Association of China. Robeco Shanghai is a wholly foreign-owned enterprise established in accordance with the PRC laws, which enjoys independent civil rights
and civil obligations. The statements of the shareholders or affiliates in the material shall not be deemed to a promise or guarantee of the shareholders or affiliates of Robeco Shanghai, or be deemed to any obligations or liabilities
imposed to the shareholders or affiliates of Robeco Shanghai.
Additional Information for investors with residence or seat in Singapore
circulated or distributed directly or indirectly to persons in Singapore other than (i) to an institutional
investor under Section 304 of the SFA, (ii) to a relevant person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions specified in Section 305, of the SFA, or (iii) otherwise pursuant
to, and in accordance with the conditions of, any other applicable provision of the SFA. The contents of this document have not been reviewed by the MAS. This document is not intended as a recommendation or for the purpose of soliciting
any action in relation to Robeco Capital Growth Funds or other Robeco Funds and should not be construed as an offer to sell s
solicitation is
not authorized or to any person to whom it is unlawful to make such an offer and solicitation. Any decision to subscribe for
which information may be different from the information contained in this document, and with independent analyses of your investment and financial situation and objectives. The information contained in this document is qualified in
its entirety by reference to the Prospectus, and this document should, at all times, be read in conjunction with the Prospectus. Detailed information on the Fund and associated risks is contained in the Prospectus. Any decision to participate
in the Fund should be made only after reviewing the sections regarding investment considerations, conflicts of interest, risk factors and the relevant Singapore se
tus. You should consult your professional adviser if you are in doubt about the stringent restrictions applicable to the use of this document, regulatory status of the Fund, applicable
regulatory protection, associated risks and suitability of the Fund to your objectives. This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject the Fund and its investment manager to any registration or licensing requirement
within such jurisdiction. Investors should note that only the sub-funds listed in the appendix to t
The Sub-Funds are notified as restricted foreign schemes under the Securities and Futures Act, Chapter 289 of Singapor
the exemptions under Section 304 and Section 305 of the SFA. The Sub-Funds are not authorized or recognized by the Monetary Authority of Singapore and Shares in the Sub-Funds are not allowed to be offered to the retail public in
Singapore. The Prospectus of the Fund is not a prospectus as defined in the SFA. Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not apply. The Sub-Funds may only be promoted exclusively to
persons who are sufficiently experienced and sophisticated to understand the risks involved in investing in such schemes, and who satisfy certain other criteria provided under Section 304, Section 305 or any other applicable provision of
the SFA and the subsidiary legislation enacted thereunder. You should consider carefully whether the investment is suitable for you. Singapore Private Limited holds a capital markets services license for fund management issued by the
MAS and is subject to certain clientele restrictions under such license. An investment will involve a high degree of risk, and you should consider carefully whether an investment is suitable for you. Additional Information for investors with
residence or seat in Spain
The Spanish branch Robeco Institutional Asset Management BV, Sucursal en España, having its registered office at Paseo de la Castellana 42, 28046 Madrid, is registered with the Spanish Authority for the Financial Markets (CNMV) in
Spain under registry number 24.
Additional Information for investors with residence or seat in Switzerland
This document is exclusively distributed in Switzerland to qualified investors as defined in the Swiss Collective Investment Schemes Act (CISA) by Robeco Switzerland AG which is authorized by the Swiss Financial Market Supervisory Authority
FINMA as Swiss representative of foreign collective investment schemes, and UBS Switzerland AG, Bahnhofstrasse 45, 8001 Zurich, postal address: Europastrasse 2, P.O. Box, CH-8152 Opfikon, as Swiss paying agent. The prospectus, the
key investor information documents (KIIDs), the articles of association, the annual and semi-annual reports of the Fund(s), as well as the list of the purchases and sales which the Fund(s) has undertaken during the financial year, may be
obtained, on simple request and free of charge, at the office of the Swiss representative Robeco Switzerland AG, Josefstrasse 218, CH-8005 Zurich. The prospectuses are also available via the website www.robeco.ch.
Additional Information for investors with residence or seat in United Arab Emirates
Some Funds referred to in this marketing material have been registered with the UAE Securities and Commodities Authority (the Authority).
The Authority assumes
no liability for the accuracy of the information set out in this material/document, nor for the failure of any persons engaged in the investment Fund in performing their duties and responsibilities.
Additional Information for investors with residence or seat in the United Kingdom
Robeco is subject to limited regulation in the UK by the Financial Conduct Authority. Details about the extent of our regulation by the Financial Conduct Authority are available from us on request.
Additional Information for investors with residence or seat in Uruguay
The sale of the Fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. The Fund must not be offered or sold to the public in Uruguay, except in circumstances which do not constitute a public offering or
distribution under Uruguayan laws and regulations. The Fund is not and will not be registered with the Financial Services Superintendency of the Central Bank of Uruguay. The Fund corresponds to investment Funds that are not investment
Funds regulated by Uruguayan law 16,774 dated September 27, 1996, as amended.
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