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In last month’s dividend update, we highlighted the historic outperformance of S&P 500 d

ividend payers versus non-payers in January.  

That outperformance has continued in February. And it’s been a global phenomenon, as

seen by the performance of the WisdomTree U.S., EAFE, Emerging and Global High Dividend

Funds.  

Year-to-Date Total Returns

 

This positive backdrop for dividend payers has caught investors’ attention. More than

$14 billion has flown into dividend-focused ETFs in the first two months of the year,

compared to less than $2 billion over the same period in 2021.1  

With that said, one of the common narratives we have heard in recent years is that

dividends have become overshadowed by buybacks as the preferred form of distributions,

and perhaps we have seen a regime change where dividends are less relevant. 

Let’s lay out some facts about buybacks and dividends across time and markets. 

Buybacks Are Important—But Not Everywhere All the Time

In the mid-90s, virtually 100% of S&P 500 payouts came from dividends. Since the early

2000s, buybacks have dramatically increased, particularly for tech and tech-enabled

businesses. In recent years, payouts have been roughly split between the two sources.

Share buybacks are significantly more pro-cyclical and volatile than dividends, as we

can see below in comparing the dark blue and light blue lines. In the financial crisis,

dividends were reduced by nearly 30%, but share buybacks went negative as companies were

forced to halt buybacks and aggressively issue shares to raise capital, highlighting the

discretionary nature of buybacks versus more stable dividend payouts.
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This distinction was further reinforced in the past several years. The Tax Cuts and Jobs

Act of 2017 resulted in a spree of buybacks in 2018 that tapered off in 2019 and then

plunged amid the COVID-19 pandemic. Meanwhile, dividend payouts hardly budged.  

S&P 500 Index

While the increased use of share buybacks for payouts is a global phenomenon, it is much

more prevalent in large-cap U.S. equities than in international markets. For the MSCI EA

FE Index, two-thirds of shareholder distributions come from dividends.

S&P 500 Index Percentage of Payout by Source 

MSCI EAFE Index Percentage of Payout by Source 
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Of the largest U.S. companies (Russell Top 200), 75% of the market cap is companies with

a regular cash dividend. While a low percentage relative to history, that weight has

increased in recent months with the relative outperformance of dividend payers and the

resumption of dividends from 2020’s COVID-19-induced dividend suspensions. 

In the small-cap universe (Russell 2000), just under half (46%) pay a dividend. Again,

it’s a small number relative to history, and it has been dramatically increasing in

recent months as speculative, non-dividend-paying small caps have plummeted. 

Percentage of Index Weight Dividend Payers

 

For the MSCI EAFE Index, an overwhelming proportion of its constituents (about 95%) pay

a dividend. For the Small-Cap Index, 90% were paying a dividend prior to the COVID-19

pandemic, a number that was at 81% as of February 28, 2022.

Percentage of Index Weight Dividend Payers
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While buybacks are a prominent source of payouts for large-cap U.S. companies, they are

a negligible source of return for the MSCI EAFE universe, and U.S. and EAFE small caps

are net share issuers. That means, outside of large-cap U.S., dividends are virtually

the only form of distribution to be systematically targeted by broad-based quantitative

investment strategies.

U.S. Equities

 

EAFE Equities
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Dividends and Buybacks – Hand in Hand

Approximately $1.1 trillion in dividends and share buybacks has been paid over the past

12 months from S&P 500 companies. Buybacks were more concentrated among the largest

repurchasers, as 63% of all net buybacks came from the 25 largest versus just 42% of all

dividends from the largest dividend payers.

Seven of the top 25 largest dividend payers are also in the top 25 of share repurchasers

(Microsoft, Apple, JPMorgan, Procter & Gamble, Home Depot, Bank of America, Walmart),

highlighting how dividends and buybacks can go hand in hand. 

S&P 500 Constituents
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A few notes on sector-level payouts:

Information Technology is both the largest dividend and the largest share buyback

sector

The largest three dividend sectors (Info. Tech., Health Care, Financials) are also

in the top 4 for share buybacks

Consumer Staples and Energy have high dividend ranks relative to their buyback

ranks, indicating the preference for dividends in those sectors

Comm. Services has a high buyback rank (#3) relative to its dividend rank (#7),

given large share repurchase companies like Meta Platforms, Alphabet and Charter

Communications that do not pay dividends

Trailing 12-Month S&P 500 Dividends and Buybacks ($bn)
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Conclusion

It is a false narrative, or merely an exaggerated one, to say that dividends have lost

their luster—for investors or executives. 

Consider this excerpt from Lights Out, a book chronicling the fall of General Electric,

about GE’s decision to maintain its dividend in the wake of the financial crisis:

“Given its distressed state and reliance on government help, GE needed to preserve

cash, and the first step was cutting the dividend. But that was absolutely

unthinkable to [CEO Jeff] Immelt. 

It had been more than seventy years since GE last cut its dividend. For Immelt,

maintaining that track record was a sacred duty. He saw it as so important to

shareholders that reducing the regular payout of cash to loyal investors might

permanently alter GE’s valuation. He also knew that cutting the dividend would be a

permanent stain on his own record.”2

Unfortunately for Immelt, GE would have to cut its dividend. For years after, he would

refer to that day as his worst-ever as CEO. 

In short, the powerful positive signaling of a regular cash dividend is not a factor

that should be neglected by investors searching for high-quality companies in today’s

volatile market. 

 

 

1 Source: Bloomberg, as of 2/28/22.

2 Thomas Gryta and Ted Mann, “Lights Out: Pride, Delusion, and the Fall of General

Electric,” Mariner Books, 2020.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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.

Related Blogs

+ January Dividend Update: #GotDividends?

+ November Dividend Update
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View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors 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 investments in 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 indicative 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

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

EAFE  : Refers to the geographical area that is made up of Europe, Australasia and the

Far East.

Buyback : When a company uses its own cash to purchase its own outstanding shares; may

positively impact the share price.

Share buybacks   : Firms using cash to purchase their own outstanding shares; may

positively impact the share price.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Russell Top 200 Index : Measures the performance of the 200 largest companies in the

Russell 1000 index.

Market Capitalization   : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.

Russell 2000 Index    : Measures the performance of the small-cap segment of the U.S.

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing

approximately 10% of the total market capitalization of that index. It includes

approximately 2000 of the smallest securities based on a combination of their market cap

and current index membership.
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