
 

The Wise Word – 1 July 2008

 
High yielding stocks are defensive safe havens – myth or fact? 
 

We Australian’s love our dividend payments, so much so that it is not uncommon to come across investors that won’t 

even consider buying a stock unless it pays dividends. The relative size of dividend payments is commonly measured 

in terms of the yield, which, like an interest rate on a bank account, measures the percentage income that a stock 

could generate for the investor via dividend: The higher the yield, the stronger the dividend income relative to your 

initial investment.  

 
What does this mean for investors? 
In tough market conditions high yielding stocks have traditionally been regarded as defensive safe havens, with the 

income from dividend payments insulating against any share price weakness. As a result, high yielding stocks have a 

reputation for outperforming in rough markets. However, this reputation is largely unfounded and has not necessarily 

been the case in the current market turmoil. 

 

Below is a graph comparing the end-of-year share price of Telstra compared to its yield since the year 1999.  
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Price versus yield since 1999 including special dividends. Source: wise-owl.com 

 

Although the yield has been rising over the years, it has not helped the share price, as many suffering long-term 

holders of the Big Telco would know!  

 

Why has the high yield not helped the stock outperform?  

Although yield is important, especially for blue chip stocks, dividends do not compare to capital growth. Ultimately, the 

fundamentals of any stock will guide future share price performance, and not yield. There is also the added risk that if 

a company is not continuously growing, management may decide to cut dividend payouts. In these cases, the stock 

price often plummets as investors vote with their feet.  
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We have recently seen an example of this in Transurban whose share price got slashed 15% as management cut 

dividends by 60%.  

 

 
Cut dividends cut a deep wound in the share price of TCL. Source: wise-owl.com, Bloomberg 

 

This is not to say there aren’t great dividend yielding stocks out there, but at the end of the day the fundamentals must 

to be solid for the underlying growth of the company.  

 
Disclaimer 

This report was produced by wise-owl.com Pty Ltd (ACN 097 446 369), which is an Australian financial services licensee (License 

no. 246670). Wise-owl.com Pty Ltd has made every effort to ensure that the information and material contained in this report is 

accurate and correct and has been obtained from reliable sources. However, no representation is made about the accuracy or 

completeness of the information and material and it should not be relied upon as a substitute for the exercise of independent 

judgment. Except to the extent required by law, wise-owl.com Pty Ltd does not accept any liability, including negligence, for any 

loss or damage arising from the use of, or reliance on, the material contained in this report. This report is for information purposes 

only and is not intended as an offer or solicitation with respect to the sale or purchase of any securities. The securities 

recommended by wise-owl.com carry no guarantee with respect to return of capital or the market value of those securities. There 

are general risks associated with any investment in securities. Investors should be aware that these risks might result in loss of 

income and capital invested. Neither wise-owl.com nor any of its associates guarantees the repayment of capital. WARNING: This 

report is intended to provide general financial product advice only. It has been prepared without having regarded to or taking into 

account any particular investor’s objectives, financial situation and/or needs. All investors should therefore consider the 

appropriateness of the advice, in light of their own objectives, financial situation and/or needs, before acting on the advice. Where 

applicable, investors should obtain a copy of and consider the product disclosure statement for that product (if any) before making 

any decision.  
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