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Take a Took at this tweet.
Figure 1: The oOne about the Airlines

Bloomberg & w
@business

The biggest U.S. airlines spent 96% of free cash flow over the
last decade on buying back their own shares trib.al/LGLQURN

U.S. Airlines Spent 96% of Free Cash Flow on Buybacks

The biggest U.S. airlines spent 96% of free cash flow last decade on
buying back their own shares. American Airlines Group Inc. -- which
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QO 701 people are talking about this >

If you’re on Twitter enough, you’ve seen some variation of this. Personally, I think I
came across it 50 different times from 50 different Twitter accounts. Companies that
bought back stock, then turned around and accepted government bailouts, were not treated
kindly. In the 12 months to May, the $27.5 trillion worth of companies in the S&P 500 In
dex distributed $522 billion in dividends, but that was actually Tower than the buyback
total (figure 2).

Figure 2: S&P 500 Dividends and Buybacks, 12 Months to Q1/2020 ($ billions)
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Sources: WisdomTree, Bloomberg, as of 5/29/20. Past performance is not indicative of future results. You cannot invest directly in an index.

Imagine you’re the CEO of a large corporation that went into total-or even partial-
shutdown, and the time comes to take out the scalpel. In almost all cases, the buyback
program is cut before the dividend.

That is because you can’t “see” buybacks. Sure, people like you and me, who live for
this stuff, we see the buybacks. But that’s not the case with every shareholder on the
roster. The Tocal charity that you volunteer for has a small portfolio of stocks, but
everyone on that board 1is Tlooking at the income, making sure it’s enough to fund the
Tocal swimming program or repaint the school. Nobody in that crew is parsing through 10-
Ks to see if Coca-Cola is or is not engaging in a buyback program.

How about the banks? The Lehman lesson was learned, and their reputations are still in
tatters. The decision is easy: out with all buybacks until July 31, with maybe a rolling
extension thereafter, at least for the majors.

But the dividend? Sacrosanct, at Teast in American culture. Jamie Dimon, JP Morgan CEO
and unofficial decisionmaker for the U.S. banking system, stated that he would only cut
or suspend the dividend if Q2 GDP declined 35%. Since the economy seems to be improving,
that is all the more reason why banking sector dividends, which weren’t cut in March or
April or May, don’t appear to be particularly vulnerable this summer.

In the case of current societal business distress, there 1is a pecking order for what
gets slashed to top up the balance sheet. For firms that have both a buyback program and
a dividend, draw a Tline through the former. A chunk of the $711 billion in Tast year’s
gross buybacks is unlikely to occur in a shaky economy.

Now, the dividends. For an idea of a benchmark, S&P 500 dividends declined 27% in the
global financial crisis (GFQ).

Index-level dividends in 2019 were $58.69, rising-believe it or not-to $60.62 in the 12
months to May.

There is actually a dividend futures market for the S&P 500. The Street anticipates that
about $6 will be lopped off this year, bringing 2020 dividends to $54.70. Considering
the extent of wisdomTree’s dividend business, you won’t be surprised to Tearn that I’ve
been watching these futures <closely; after being “sticky” for several weeks,
expectations are rising.

The damage-as far as market expectations are concerned-continues into 2021. The worst-
case scenario in 2021, if dividends bottom at $50.90, is a 16% total contraction. If
that plays out, the effect of the Covid-19 crisis on Corporate America will be about
half the pain of the 27% dividend slashing during the Lehman experience.

Figure 3: S&P 500 Annual Dividends per Share (Dec. 2021 Futures)
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Sources: WisdomTree, Bloomberg, 12/30/18-6/8/20. Past performance is not indicative of future results. You cannot invest directly in an index

Critically, a plank of support for the market can be found in a slow drift up in “out

year” dividend expectations.

To entertain this thesis, humor me and assume this crisis is exactly as ugly as the GFC,
no more, no less.

Back then, the stock market topped out in October 2007, but peak dividends came in June
2008. They bottomed 21 months Tlater, in March 2010, retaking the old dividend Tevels by
August 2012. call it four years for dividends to come full circle in what was until
recently the ugliest depression/recession in most of our 1ifetimes.

Figure 4 shows S&P 500 dividends through the years, along with the futures market’s
expectations to 2030 (the dots). The washout year 1is 2021, as discussed above, but
notice the Street does not anticipate dividends retaking the $60 level until 2030.
Figure 4: Annual S&P 500 Dividends with Futures Market Expectations
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Sources: WisdomTree, Bloomberg, 12/30/218-6/8/20, using S&P 500 Dividend Futures to 2030. Past performance is not indicative of future results. You cannot

invest directly in an index.

But 1if this crisis is as bad as the GFC, that would mean dividends regain all Tlost
ground by 2024, not 2030. Critically, because the market 1is forward-looking,
wisdomTree’s bread-and-butter dividend strategies need not wait around until the middle
of the decade to catch a bid. If I am right and the total dividend pie gets back on its
feet sooner rather than Tlater, those dividend dots on the chart will begin to move
higher. That could prove fortuitous for firms that populate many of WwisdomTree’s
strategies.

If we catch a second wave of Covid-19 or the virus becomes deadlier, the thesis may
break. Also, the starting point 1is a dividend yield that is barely 2%, so it appears
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scant chance that riches beckon.

But if you can entertain a scenario in which this economic nightmare 1is about equal to
the GFC, or dare I say it turns out to be more benign, then this is a metric that can
support the market as expectations continue to rise to meet reality.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is intended for electronic use only. Individuals who intend to print and
physically deliver to an investor must print the monthly performance report to accompany
this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors only: Click here to obtain a WisdomTree ETF prospectus which
contains investment objectives, risks, charges, expenses, and other information;
read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign
investing involves currency, political and economic risk. Funds focusing on a single
country, sector and/or funds that emphasize 1investments 1in smaller companies may
experience greater price volatility. Investments in emerging markets, currency, fixed
income and alternative investments include additional risks. Please see prospectus for
discussion of risks.

Past performance is not 1indicative of future results. This material contains the
opinions of the author, which are subject to change, and should not to be considered or
interpreted as a recommendation to participate in any particular trading strategy, or
deemed to be an offer or sale of any investment product and it should not be relied on
as such. There is no guarantee that any strategies discussed will work under all market
conditions. This material represents an assessment of the market environment at a
specific time and is not intended to be a forecast of future events or a guarantee of
future results. This material should not be relied upon as research or investment advice
regarding any security in particular. The user of this information assumes the entire
risk of any use made of the information provided herein. Neither WisdomTree nor 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal advisor.
Unless expressly stated otherwise the opinions, interpretations or findings expressed
herein do not necessarily represent the views of WisdomTree or any of its affiliates.

The MSCI information may only be used for your internal use, may not be reproduced or
re-disseminated in any form and may not be used as a basis for or component of any
financial dinstruments or products or indexes. None of the MSCI information is intended
to constitute investment advice or a recommendation to make (or refrain from making) any
kind of investment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of 1its affiliates and each entity involved in compiling,
computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties. with respect to this information, in no event shall any MSCI
Party have any Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss profits) or any other damages (www.msci.com)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
Tenaglia, Jeff weniger, Matt wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
and Brian Manby are registered representatives of Foreside Fund Services, LLC.

wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Dividend : A portion of corporate profits paid out to shareholders.

Futures price : the price of a futures contract.

Dividend yield : A financial ratio that shows how much a company pays out in dividends
each year relative to its share price.
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