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The Case for Dividends 
 Bond yields have been in a secular decline since the early 1980s. For example, 

the US 10-year Treasury yield peaked at roughly 16% in 1981 versus 2.3% 
today. With bond yields so low, investors have increasingly looked to equities 
to meet their income and cash flow needs. We believe there are a number of 
long-term supportive trends for dividend-paying stocks and therefore continue 
to view them as the cornerstone of any investor portfolio. 

 History shows that dividends account for a significant portion of total stock 
returns. Since 1988, the S&P/TSX Composite Index (S&P/TSX) has returned a 
cumulative 370% on a price basis. However, on a total return basis (including 
reinvested dividends) the S&P/TSX has returned 823%. This equates to 
dividends accounting for roughly 50% of total returns over this period. 

 We have a clear preference for dividend growers, as our research shows they 
typically deliver the best returns with lower volatility. For example, the top 
quintile of dividend growers in the S&P 500 Index (S&P 500) returned on 
average 21.8% annually over the last year five years, well above returns of 
lower dividend growth stocks (see Chart of the Week). On the volatility front, 
we note that the annual standard deviation of the S&P 500 Dividend Aristocrats 
Index is 15.4% versus 16.6% for the S&P 500.  

 On the last page of this report we provide a list of high-dividend-growth stock 
ideas that fit this investment theme.  

  

 

 

 

Equity Market YTD Returns (%) 

Canadian Sector Curr. Wt Recommendation

Consumer Discretionary 6.1 Market weight

Consumer Staples 3.3 Market weight

Energy 23.3 Overweight

Financials 35.6 Overweight

Health Care 3.4 Underweight

Industrials 8.6 Overweight

Information Technology 2.0 Overweight

Materials 10.6 Market weight

Telecom 4.9 Underweight

Util ities 2.2 Underweight

Technical Considerations Level Reading

S&P/TSX Composite 15,021.9

50-DMA 14,772.1 Uptrend

200-DMA 14,761.4 Uptrend

RSI (14-day) 61.4 Neutral

Source: Bloomberg, Raymond James Ltd.
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Chart of the Week 

High-Dividend-Growth Stocks Have Provided Impressive Historical Returns  

 
Source: Bloomberg, Raymond James Ltd.  
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The Case for Dividends  

Bond yields have been in a secular decline since the early 1980s. For example, the US 
10-year Treasury yield peaked at roughly 16% in 1981 versus 2.3% today. With bond 
yields so low, investors have increasingly looked to equities to meet their income 
and cash flow needs. We believe there are a number of long-term supportive trends 
for dividend-paying stocks and therefore continue to view them as the cornerstone 
of any investor portfolio. In this week’s report we outline our bullish case for 
dividend-paying stocks, in particular, those companies that can continue to grow 
their dividends. Key supports for dividend-paying stocks include: 

 History shows that dividends account for a significant portion of total stock 
returns. Since 1988, the S&P/TSX has returned a cumulative 370% on a price 
basis or 6.1% annually. However, on a total return basis (including 
reinvested dividends) the S&P/TSX has returned 823% or 8.9% annually. 
This equates to dividends accounting for roughly 50% of total returns over 
this period. Put another way, an investor who invested $100,000 in 1988 
would have seen their investment grow to $923,198 including reinvested 
dividends versus $470,927 based on simple price returns.    

 The S&P/TSX dividend yield is currently 2.8%, which is above the 
Government of Canada (GoC) 10-year bond yield of 2%. This is a rare 
occurrence, with the GoC 10-year historically yielding more than the 
S&P/TSX. Furthermore, dividends are taxed at a lower rate than interest 
income, making them more attractive on an after-tax basis.  

 Dividend payout ratios, particularly for the S&P 500, are low relative to 
historical levels. For example, the current dividend payout ratio for the S&P 
500 is 32%, below its long-term average of 43%. We believe over time the 
payout ratio could increase, resulting in higher dividends for investors.  

 Dividends can provide a hedge on inflation. Since dividends flow from 
earnings, as profits increase with inflation, so should dividends.   

 We believe aging demographic trends could be supportive to dividend 
stocks. According to Statistics Canada, those over the age of 65 are 
projected to double to 10.4 mln by 2036. With low bond yields, and an 
aging population, investors could increasingly look to dividend-paying 
stocks, which could increase demand for these securities.    

We see a number of long-term supportive factors for dividend-paying stocks, but as 
we cover in the following pages, we place particular emphasis on dividend growers.  

Government Yields Have Been In A Secular Decline Growth of $100,000 Invested in the S&P/TSX Composite 

  
Source: Bloomberg, Raymond James Ltd. 
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Emphasis on Dividend Growers  

The dividend space can be broken into two main groups – the high dividend yielders 
and dividend growth stocks. We have a clear preference for dividend growers, as our 
research shows they typically deliver the best returns with lower volatility.  

On the performance side, we divided all dividend-paying stocks in the S&P 500 into 
quintiles, based on dividend growth rates over the last five years. We then calculated 
the average total returns of each quintile to determine which quintiles delivered the 
strongest returns. As expected, the stocks with the highest dividend growth rates 
delivered the highest total returns, on average. For example, the top quintile of 
dividend growers returned on average 21.8% annually over the last year five years. 
The five-year annual returns then declined for each lower quintile. History clearly 
shows that high-dividend-growth stocks are often rewarded with superior total 
returns.  

On the volatility front, we have found that dividend growers exhibit less volatility 
than the overall market and far less volatility than non-dividend paying stocks. For 
example, the annual standard deviation of the S&P 500 Dividend Aristocrats Index 
(includes S&P 500 companies that have increased their dividend for the last 25 
consecutive years) is 15.4% versus 16.6% for the S&P 500.  

Finally, to hit home the importance of lower volatility of dividend-paying stocks we 
highlight recent analysis from Ned Davis Research which shows that S&P 500 non-
dividend paying stocks have an annualized standard deviation of 25.1% versus 16.8% 
for dividend-paying stocks, going back to 1972.  

In sum, our research shows that dividend-paying stocks, in particular high dividend 
growers, tend to outperform the overall market and non-paying dividend stocks, 
with less volatility. It’s not often that you get a win-win situation in investing.  

 

 

 

 

 

High Dividend Growers Deliver Strongest Returns   While They Are Less Volatile Than The Overall Market 

  
Source: Bloomberg, Raymond James Ltd. 
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High-Dividend-Growers Ideas List  

Carrying our research one step further, we looked at the stocks in the highest 
quintile of dividend growth within the S&P/TSX and S&P 500 and below we highlight 
a number of stocks that we find attractive from this list. These stocks all pay a 
dividend, have a history of delivering high dividend growth rates and are stocks that 
we find fundamentally attractive. It is important to note that while some stocks have 
low dividend yields our focus again is on those companies that will continue to grow 
their dividends at high rates, rather than the highest dividend yielders. Interestingly, 
four of the seven Canadian names are stocks held within our Guided Model 
Portfolios.  

 

 

Canadian High Dividend Growth Names 

 
Source: Bloomberg, Raymond James Ltd. 
Bolded names denote stocks that are held in our Guided Model Portfolios  

 

 

 

US High Dividend Growth Names 

 
Source: Bloomberg, Raymond James Ltd. 

 

 

 

 

Dividend 5-Year Dividend

Name Ticker Price Yield (%) Growth (%) Sector

AGRIUM INC AGU-T $114.60 2.96 91.33 Basic Materials

POTASH CORP OF SASKATCHEWAN POT-T $41.00 3.86 58.11 Basic Materials

JEAN COUTU GROUP INC-CLASS A PJC'A-T $27.61 3.15 38.29 Consumer, Cyclical

CANADIAN NATURAL RESOURCES CNQ-T $41.98 2.08 33.35 Energy

SUNCOR ENERGY INC SU-T $39.48 2.38 30.33 Energy

LINAMAR CORP LNR-T $65.59 0.58 20.43 Consumer, Cyclical

COGECO CABLE INC CCA-T $65.01 1.85 20.11 Communications

Dividend 5-Year Dividend

Name Ticker Price Yield (%) Growth (%) Sector

UNITEDHEALTH GROUP INC UNH-N $96.86 1.35 112.83 Consumer, Non-cyclical

DISCOVER FINANCIAL SERVICES DFS-N $64.40 1.37 50.29 Financial

MASTERCARD INC-CLASS A MA-N $84.28 0.46 48.96 Consumer, Non-cyclical

VISA INC-CLASS A SHARES V-N $249.86 0.64 30.73 Financial

CVS HEALTH CORP CVS-N $89.59 1.17 29.25 Consumer, Cyclical

UNION PACIFIC CORP UNP-N $120.50 1.50 27.30 Industrial

ORACLE CORP ORCL-N $40.92 1.17 26.19 Technology

STRYKER CORP SYK-N $89.64 1.36 24.99 Consumer, Non-cyclical

JPMORGAN CHASE & CO JPM-N $60.60 2.57 24.10 Financial

WALGREEN CO WAG-N $67.79 1.89 21.15 Consumer, Cyclical

ACCENTURE PLC-CL A ACN-N $83.64 2.22 21.06 Technology
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Important Investor Disclosures 

Complete disclosures for companies covered by Raymond James can be viewed at: www.raymondjames.ca/researchdisclosures.  

This newsletter is prepared by the Private Client Services team (PCS) of Raymond James Ltd. (RJL) for distribution to RJL’s retail clients. It is not a 
product of the Research Department of RJL. 

All opinions and recommendations reflect the judgement of the author at this date and are subject to change. The author’s recommendations may 
be based on technical analysis and may or may not take into account information contained in fundamental research reports published by RJL or its 
affiliates. Information is from sources believed to be reliable but accuracy cannot be guaranteed. It is for informational purposes only. It is not 
meant to provide legal or tax advice; as each situation is different, individuals should seek advice based on their circumstances. Nor is it an offer to 
sell or the solicitation of an offer to buy any securities. It is intended for distribution only in those jurisdictions where RJL is registered. RJL, its 
officers, directors, agents, employees and families may from time to time hold long or short positions in the securities mentioned herein and may 
engage in transactions contrary to the conclusions in this newsletter. RJL may perform investment banking or other services for, or solicit 
investment banking business from, any company mentioned in this newsletter. Securities offered through Raymond James Ltd., Member-Canadian 
Investor Protection Fund. Financial planning and insurance offered through Raymond James Financial Planning Ltd., not a Member-Canadian 
Investor Protection Fund.  

Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds. Please read the prospectus before 
investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.  The results presented 
should not and cannot be viewed as an indicator of future performance. Individual results will vary and transaction costs relating to investing in 
these stocks will affect overall performance.  

Information regarding High, Medium, and Low risk securities is available from your Financial Advisor. 

RJL is a member of Canadian Investor Protection Fund. ©2014 Raymond James Ltd. 
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