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2. REINVESTING THE DIVIDEND INCOME RECEIVED FROM 
SHARES BACK INTO THE SHAREMARKET CAN ALSO 
COMPOUND AN INVESTOR’S EARNINGS OVER TIME  

The second way that an investor can benefit from compounding in the 
sharemarket is by reinvesting the dividends received from his or her sharemarket 
investments back into the sharemarket. 

The best way to demonstrate this is by way of example of what would have 
happened to $100,000 invested in the Australian sharemarket on 1 July 1998. 

Chart 1: 20 years of investing in the ASX and reinvesting dividends 
delivered the investor over $150,000 more than if they hadn’t 
reinvested  

 

 Source: IRESS; July 1998 to June 2018 

 

In chart 1, the light blue line shows what happened to $100,000 invested on 1 July 
1998 into an ASX 300 index fund and where the investor has used the dividends 
received from this portfolio to live on. As can be seen above, 20 years later the 
initial $100,000 would have been worth $230,563 as at 30 June 2018. In addition, 
the investor would have received $148,546 in dividends over that period. 
Simplistically, this means that the original $100,000 invested returned $379,109 
in total capital growth and dividends received over the 20-year period.  

If, however, when investing the $100,000 on 30 June 1998 in this index fund the 
same investor decided to reinvest all dividends received over that 20-year period 
back into the ASX 300, then as shown by the dark blue line above, the initial 
$100,000 would have been worth $530,876 at 30 June 2018.  

This is $151,767 more than if the investor had spent all his dividends instead of 
reinvesting them. The difference comes from the impact of the dividends having 
been reinvested and compounded over the last 20-years – clearly demonstrating 
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