INCOME FOR INCOME
INCOME FOR GROWTH
Income Solutions For Life
If Einstein described compound interest as “the most
powerful force in the universe”, its about time it was applied
outside of just bank accounts and interest bearing deposits.
Compounding is equally applicable to the share market, with
reinvested equity income (dividends) working to grow your
investment in a similar way. So equity income portfolios are
not just for income investors – equity income can also generate
growth.

They also play a number of different roles over the economic
cycle. In periods of strong capital gains (eg 2004-07), dividends
enhance total shareholder returns. In downturns like the Global
Financial Crisis (2008-09), solid dividends help offset capital
losses, cushioning the negative impact on investors. In periods
of relatively low capital gains (eg 2015-16), dividends actually
comprise the “lion’s share” of total shareholder returns.

The imperative of income growth

Compound dividends

Just as interest paid into your bank account earns more interest,
share market investors can choose to reinvest their dividends back
into the market to enhance returns. Reinvested dividends not only
earn more dividends, they also help to grow the capital you have
invested. This provides a larger base on which you can potentially
earn further capital gains and dividends. So reinvested dividends
are a powerful source of investment growth.

Investors seeking income – whether for income’s sake or for
growth - should focus on solutions that can provide a sustainable,
growing and real (after inflation) income stream, while also
protecting their capital base. A successful equity income fund
needs to target quality companies whose dividends are generally
expected to increase and use active management of company
selection to ensure the potential for long-term capital growth,
which increases the value of units for the investor.

Dividend share of total returns

Legg Mason’s equity income specialist

Dividends also comprise a significant portion of total share market
returns, hence they are just as important to growth investors as
they are to income investors. As the chart below shows, dividends
are the stable, reliable portion of total returns as they are nowhere
near as volatile as capital gains.

The Legg Mason Martin Currie Equity Income Fund (Fund) has
both these attributes as well as several other proprietary strategies
to generate reliable income growth:

•

A unique distribution each year that re-invests net realized 		
capital gains back into additional units, thus growing the investor’s
capital base and providing stable cash distributions.

•

A natural bias to companies in sectors that match consumer 		
spending patterns, providing a natural inflation hedge – as prices
increase consumers will pay more while investors can expect
higher dividends.

•

A transparent and cost effective portfolio that focuses on 		
company dividends and does not use derivatives to generate 		
income.
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The Fund is rated highly by research houses. It has a strong
performance track record in that it delivered investors a total return
(net of fees) of 9.0% pa over the past five years1 and is ranked in the
first quartile in its peer group over both 3 & 5 years.2 The Fund is
expected to provide a dividend yield of 7.2% (grossed up for franking
credits) over the next 12 months on a forward-looking basis.3

Source: Bloomberg, 21 Nov 2017

www.leggmason.com.au/equity-income
1800 679 541 | enquiries@leggmason.com
Legg Mason Asset Management Australia Ltd (ABN 76 004 835 849 AFSL 240827) is part of the Global Legg Mason Inc. group. Any reference to ‘Legg Mason Australia’ or ‘Martin Currie Australia’ is a reference to
Legg Mason Asset Management Australia Limited. ‘Martin Currie Australia’ is a division within Legg Mason Asset Management Australia Limited. Legg Mason Australia is the responsible entity of the Legg Mason
Martin Currie Equity Income Fund (ARSN 150 751 821) and appointed. Martin Currie Australia as the fund manager.. Before making an investment decision you should read the relevant Product Disclosure Statement
(PDS) carefully and you need to consider, with or without the assistance of a financial advisor, whether such an investment is appropriate in light of your particular investment needs, objectives and financial circumstances. The PDS is available and can be obtained by contacting Legg Mason Australia on 1800 679 541 or at www.leggmason.com.au. The information in this article is of a general nature only and is not intended to
be, and is not, a complete or definitive statement of the matters described in it. The information does not constitute specific investment advice and does not include recommendations on any particular securities. Legg
Mason Australia nor any of its related parties, guarantee the repayment of capital or performance of any of the Legg Mason trusts referred to in this article. Past performance is no indication of future performance.
1_As at 28 February 2018 2_ Source: Morningstar Direct. Ranked in the first quartile in its peer group among 292 (3yr) and 280 (5yr) funds respectively within Morningstar Equity Australia Large Blend category as at
28 February 2018. © 2018 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will
they have any liability for its use or distribution. Any general advice or ‘class service’ have been prepared by Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or Morningstar Research Ltd,
subsidiaries of Morningstar, Inc, without reference to your objectives, financial situation or needs. Refer to our Financial Services Guide (FSG) for more information at www.morningstar.com.au/s/fsg.pdf. You should
consider the advice in light of these matters and if applicable, the relevant Product Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional
investment resource, not as your sole source of information. Past performance does not necessarily indicate a financial product’s future performance. To obtain advice tailored to your situation, contact a professional
financial adviser. Some material is copyright and published under licence from ASX Operations Pty Ltd ACN 004 523 782 (“ASXO”). 3_As at 28 February 2018. The yield forecast for the next 12 months is calculated
using the weighted average of broker consensus forecasts of each portfolio holding and research conducted by Legg Mason Asset Management Australia Limited and is gross of fees. Neither the yield forecasts nor
past performance is a guarantee of future results.

