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You have a business, and your cash on hand is growing. What do you do? If you park it in

T-bills, the income generated will probably be negligible. You believe it’s time to move

it off the balance sheet either as a dividend, which is often a taxable event, or by

repurchasing shares, where taxes can be more easily managed (some shareholders will opt

to sell, while others can sit tight).

 

Look at this writ large: Share buybacks have become the other dividend. According to

Qing Li at S&P Dow Jones Indices, S&P 500 Index companies purchased $806 billion worth

of shares last year (figure 1). For context, the total value of the S&P is $26 trillion.

 

Figure 1: S&P 500 Buyback Trends

 

Figure 2 shows the logic using a hypothetical business worth $1,000 with $200 in cash.

Say it only needs half the cash to operate. If management buys back stock, look what

happens to earnings per share and return on equity (ROE). This isn’t rocket science, but

on paper, the management looks like a bunch of geniuses. 

 

Figure 2: Implementing a $100 Buyback
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Some firms1 opt to do the opposite, issuing shares to raise money because they are

growing or, troublingly, because business is down. At latest count, the S&P 500’s net

buyback yield is 2.7%, found by netting out issuances from the volume of buybacks.  Add

the 1.9% dividend yield and the sum is the 4.6% shareholder yield.

 

Figure 3 breaks out by shareholder yield the 10-year equity returns for the major asset

classes. The groups generally show green on the top and red on the bottom. The lone

exception is U.S. large caps, where net equity issuers and non-payers got the better of 

fundamental value seekers. Time will tell if this can last.

 

Figure 3: 10-Year Performance by Shareholder Yield Quintiles

 

Our ETF that targets heavy ownership of companies in the high quintiles is the WisdomTre

e U.S. Quality Shareholder Yield Fund (QSY). Judging by the location of the red ink in

the table above, I’m heartened that we only have 1.5% of the ETF’s capital in the two

"danger" quintiles.

 

Figure 4: Proportions of QSY in Each Quintile

 

Figure 5 shows the fundamentals for QSY. I also added the WisdomTree U.S. Quality Divide

nd Growth ETF (DGRW) in the second column for the reader’s edification because it is one

of our largest funds by assets under management, and it also has a shareholder yield

that exceeds that of the broad market.

 

Figure 5: Fundamental Metrics
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For standardized performance of the Funds mentioned in the chart, please click their

respective tickers: QSY, DGRW.

For definitions of terms in the chart, please visit our glossary.

 

Unless otherwise stated, all data from Bloomberg, as of 9/12/19.

 

 

 

1Source: WisdomTree, as of 8/30/19.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Funds

focusing their investments on certain sectors increase their vulnerability to any single

economic or regulatory development. This may result in greater share price volatility.

While QSY is actively managed, the Fund’s investment process is expected to be heavily

dependent on quantitative models, and the models may not perform as intended. Please

read each Fund’s prospectus for specific details regarding the Fund’s risk profile.

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.

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. 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

Treasury Bill : A treasury bill (T-Bill) is a short-term debt obligation backed by the

U.S. government with a maturity of one month (four weeks), three months (13 weeks) or

six months (26 weeks).

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a

firms balance sheet and cash available for purchasing new position.

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

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

positively impact the share price.

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.

Earnings per share    : Total earnings divided by the number of shares outstanding.

Measured as a percentage change as of the annual Index screening date compared to the

prior 12 months. Higher values indicate greater growth orientation.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

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.

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Quintile  : One of the class of values of a variate which divides the members of and

batch or sample into equal-sized subgroups of adjacent values or a probability

distribution into distributions of equal probability.
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