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U.S. companies historically have paid out a large majority of their earnings as dividends. From 1871 to 2015, the average
dividend yield was approximately 4.4%, and the average dividend payout ratio was more than 60%. This is strikingly
different from the average dividend yield of 2.07% and payout ratio of 37% over the more recent 10-year period.1

Dividend and Earnings Growth
Looking at just the current dividend yield of 2.07% could imply that the market is “expensive” because it is below the
average 4.4% dividend yield of the markets since 1871. This might be the case if ﬁrms were not altering the way they
return money to shareholders (i.e., through increased share buybacks). Looking at the combined dividend yield and net
buyback yield, or shareholder yield, might tell a different story about valuations. Whether these lower dividend payout
ratios (higher retained earnings or higher buybacks) are wasted or in fact lead to higher earnings and dividend growth is
key to the debate about future returns on the market. The evidence shows that over long periods, a decreased
dividend payout ratio has led to increased earnings and dividend growth. Prior to 1946, the average payout ratio
was more than 70% and dividend yields averaged 5.3%, but real (after-inﬂation) dividend growth was only 0.74%. 2 After
1946, when the payout ratio decreased from more than 70% to less than 50%—leading to a reduction in the average
dividend yield to 3.4%—real dividend growth increased to 2.3%, a pickup of 1.6%.3 Over the last 15 years, ﬁrms
increasingly have been using share buybacks as a method of returning cash to shareholders. • As of December 31, 1999,
dividends and gross share buybacks were roughly equal, at around $140 billion each. • But as of December 31, 2015,
ﬁrms distributed to shareholders $572 billion of gross share buybacks and $382 billion of dividends over the previous 12
months.4 But not all buybacks should be counted the same. Some companies buy back stock only to offset the dilution of
shares that results from share issuance. What has an impact on future earnings and dividend growth are the buybacks that
reduce total shares outstanding, as these buybacks impact per-share earnings and dividend distributions in the future,
assuming a constant level of aggregate dividends being distributed or earnings generated. WisdomTree has an earningsweighted Index of the U.S. markets, called the WisdomTree Earnings Index, that covers more than 2,000 stocks and
provides a good cross-section of the capital allocation plans of companies in the U.S. WisdomTree has been tracking the
performance and fundamentals of these proﬁtable companies since early 2007, the Index’s inception. WisdomTree
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Earnings Index Buybacks
The unmistakable conclusion from the last few years of stock buyback data is that buybacks are having an impact on
reducing shares outstanding. Impressively, since the calendar-year bottom in 2009, buybacks have tripled from $205
billion to $627 billion, and net buybacks have increased by more than $540 billion. Since February 2007, total gross
buybacks have grown from $521 billion to $627 billion, and net buybacks have grown from $350 billion to $448 billion.
As of December 31, 2015, only 14% of the WisdomTree Earnings Index’s weight was in companies that increased shares
outstanding over the previous 12 months; the other 86% either reduced shares outstanding or kept them constant. Over
the last ﬁve years, on average, around 74% of the Index weight was in companies that had a positive net buyback yield
(or reduced shares outstanding). Even more impressive, over the same period, around 47% of the Index weight was in
companies that reduced shares outstanding by 2% or more. We believe investors should look at the increased share
buyback of corporate America as a positive for future returns. Assuming no change in revenue or proﬁtability (i.e., a
consistent Earnings Stream®), these net share buybacks are essentially “locking in” a certain level of earnings-per-share
growth by reducing shares outstanding. Taken a step further, assuming no change in valuation (i.e., a constant price-toearnings ratio [P/E]), the price of a security would have to increase by the same percentage as its earnings-per-share
1Sources: WisdomTree, Robert Shiller. Refers to the S&P 500 Index from 1926
growth to keep the P/E ratio constant.
to present and a similar U.S. market equivalent prior to 1926. 2Sources: WisdomTree, Robert Shiller. 3Note: Since there
was a structural shift down in dividend payout ratio, it is not surprising the real dividend growth is greater than the
reduction in dividend yield. 4Source: Standard & Poor’s, as of 12/31/15.
For more investing insights, check out our Economic & Market Outlook
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Dividend : A portion of corporate profits paid out to shareholders.
Dividend yield : A ﬁnancial ratio that shows how much a company pays out in dividends each year relative to its share
price.
Dividend Payout Ratio : The percentage of earnings paid to shareholders in dividends. Calculated as yearly dividends
per share over earnings per share.
Share buybacks : Firms using cash to purchase their own outstanding shares; may positively impact the share price.
Net Buyback Yield : A company’s net share buyback is the difference between the capital raised by issuing new shares
and the money the company spent on buying back any outstanding shares. A positive net share buyback means that
more was spent on buying back existing shares than received from issuing new shares. Net buyback yield is the amount
of a company’s net buybacks divided by its market capitalization. Please note that net buyback yield does not represent
a dividend paid by the company.
Shareholder Yield : A data point that references the combination of dividend yield and buyback yield.
Valuation : Refers to metrics that relate ﬁnancial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.
Fundamentals : Attributes related to a company’s actual operations and production as opposed to changes in share
price.
Earnings Stream® : Earnings per share x the number of shares outstanding. For an index, these totals are added for all
constituents.
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.
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.
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