
One step forward, two steps buyback 

For years, the stocks of companies buying back their own shares were the darlings of the 
market. Times have changed. 

Once considered a form of stock manipulation, share 
repurchases are now seen by the financial community as 
a legitimate way of returning cash to shareholders while 
simultaneously signaling to the market the faith management 
has in their companies’ futures. Corporate share repurchases 
have also played an important role in the 9-year bull market 
that investors have been enjoying since the end of the Great 
Recession in 2009. In fact, many point to the massive amount 
of stock buybacks among S&P 500 companies – over USD 
3.5 trillion from 2009 to 2016 – as a key driver of returns. 
Howard Silverblatt, Senior Index Analyst at S&P Dow Jones 
Indices, pointed out recently that “more than 20% of S&P 
500 issues provided at least a 4% tailwind to EPS via reduced 
share counts.”  Clearly, at least some part of EPS growth, and 
subsequent equity market growth, has had something to do 
with decreasing denominators in the EPS formula, as opposed 
to true earnings growth. 

The buyback selloff

What happens if this tailwind turns into a headwind as share 
buybacks start to dwindle? That question is important since, 
after rapidly expanding for five years, the amount of share 
repurchases topped out in 2015 and has been pulling back 
since then. From 2009 to 2014, the amount of buybacks 
among S&P 500 firms increased by a CAGR of 22.7%. Yet in 
2015 they barely increased from the previous year, then fell 5% 
in 2016 and, in the first half of 2017, have fallen nearly 15% 
year-over-year, as demonstrated in the graphic to the right.
Canadian share buybacks have followed a similar pattern.  

S&P 500 share repurchases since 2009 
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Equally important is that not only were share repurchases 
prevalent since the end of the Great Recession, but they were 
also a very profitable trade. The S&P 500 Buyback Index, 
which measures the performance of the top 100 of S&P 500 
stocks with the highest buyback ratio, outperformed the S&P 
500 by a whopping 114% from 2009 to 2014, and indeed 
outperformed the broader S&P 500 in 18 out of the 21 years 
from 1994 (when the Buyback Index was created) until 2014. 
Again in Canada we see similar results – the CIBC Canadian 
Buyback Index outperformed the S&P/TSX Composite by 36% 
in the same time span.  

Interestingly, companies involved in share buybacks actually 
started to underperform broader markets around the same 
time that corporations began decreasing share repurchase 
activity. From 2015 until Q3 2017, the S&P Buyback Index 
gained 22.9% total, significantly underperforming the S&P 
500’s 29.7% return. Canadian buyback stocks have continued 
to outperform the TSX, but by less than historical norms – 
2.7% from 2015 to Q3 2017. 



Buybacks and aristocrats

Could this reversal in equity repurchases and their recent 
underperformance be a sign of a coming pause or even reversal 
in equity markets, or have buyback-friendly stocks simply lost 
favour among investors?

To answer that, it’s important to first understand why 
corporations engage in share repurchase programs in the first 
place. The traditional thinking is that insiders have a better 
understanding of their business and its prospects, and can 
therefore identify when their stock is undervalued. Additionally, 
share repurchase proponents say that buybacks are only issued 
when a company has no other uses for the cash – that is, if they 
don’t have any better investment opportunities, such as R&D 
or investment in property, plant and equipment, then it makes 
sense to put the cash back in shareholders’ hands. Finally, 
share repurchase programs are less committal than dividend 
issuances since, unlike dividend announcements, they can be 
cancelled without drawing the ire of investors. 

To help determine if buyback stocks have lost the faith of 
investors, let’s compare their performance to that of another 
group of companies that are increasingly sending capital back 
to their shareholders: dividend aristocrats, or companies which 
have a demonstrated history of increasing their dividends. 
Similar to their share-repurchasing counterparts, these 
companies – as measured by the S&P 500 Dividend Aristocrats 
index – outperformed the general S&P 500 by 33.6% between 
2009 and 2014. Yet their performance since 2015 has been 
underwhelming, underperforming the S&P 500 by 2.8% 
since then. Canadian dividend aristocrats fared even worse, 
underperforming the TSX by 5.2%.

Buyback and dividend stocks outperformed until recently...
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Times have changed

So buyback stocks apparently aren’t the only ones losing 
favour among investors. What’s the connection between the 
two groups? Well, both are deciding to increase their payments 
to investors rather than invest in their own growth – arguably, 
this is a signal that management sees few opportunities to 
invest in themselves, or at least, fewer opportunities than they 
would like. 

What has changed between when the stock market began 
to boom in 2009 and today? The years following the end of 
the Great Recession were fraught with the possibility that 
the economic expansion didn’t truly have legs, and fears of 
a “double-dip” recession plagued headlines (“10 Signs the 
Double-Dip Recession Has Begun”, NBC, July 2011; “Rising Fears 
of Recession”, New York Times, September 2011; “Forecast Says 
Double-Dip Recession is Imminent”, CNN, September 2011). 
While the double-dip didn’t materialize, given the possibility of 
a recession happening at the time, a strategy based on having 
a bird in the hand was more in demand than having two in the 
bush. Or, to put it more directly, investors favoured buyback- 
and dividend-heavy stocks since they put cash in their risk-
averse hands, effectively guaranteeing them a baseline return. 
This demand for capital-returning stocks may have contributed 
to dividend and buyback stocks’ outperformance.

Yet times have changed. Now that the U.S. and Canadian 
economies are on surer economic footing and are undoubtedly 
in expansion mode, it makes sense that companies should 
see opportunities to invest in themselves since a stronger 
consumer should help drive top-line growth going forward. 
Those companies that are choosing instead to pay out cash 
rather than invest in themselves are therefore being punished 
by investors, who – with continued economic expansion being 
the likely scenario – are taking on more risk and who see less 
reason to have cash in their hands. 

The price is wrong

Another possibility is that investors are losing faith in 
corporations’ ability to determine when the best time is to buy 
back stock. P/E multiples have expanded rapidly since the end 
of the Great Recession, doubling since their lows in early 2009. 
Mathematically-speaking, many companies have become 
victims of their success, and now the cash they’re using to 
buy back shares doesn’t go as far as it used to. So while share 
repurchases may have made sense when multiples were lower, 
now, with P/E multiples that many are calling unsustainable, 
investors may be doubting that buying back shares makes 
economic sense.



Stocks were cheaper to buy back than they are now...

S&P 500 P/E ratio 
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Investment investigation

All that said, not all share-repurchasing stocks are created 
equal. It’s important to investigate companies to identify 
exactly why they’re buying back stock. Some companies issue 
buybacks simply to artificially inflate EPS figures in order 
to hit performance targets or analyst estimates, which is 
destructive long-term behavior. But companies that are seeing 
top line growth, have no need to raise capital, are paying 
down debt, have invested in all their positive-IRR projects 
and issued dividends before issuing buyback programs should 
theoretically be rewarded as prudent users of their cash. Their 
share repurchase programs should therefore act as tailwinds 
for their stock.

Top 10 share repurchasers among S&P 500 companies from 
2014 to Q3 2017

ISSUER BUYBACK VALUE (US$ BLN)

Apple Inc 135.5

Microsoft Corp 47.8

American International Group 33.3

Wells Fargo & Co 30.7

JPMorgan Chase & Co 29.2

General Electric Co 28.4

Walt Disney Co/The 28.2

Boeing Co/The 27.3

Citigroup Inc 26.7

Oracle Corp 25.9

Source: Bloomberg as of November 9, 2017

A disciplined, active approach to picking stocks can help 
separate the wheat from the chaff. For example, Fiera’s Global 
Equity team holds Mettler-Toledo (NYSE: MTD) in various 
funds. The company is a leading manufacturer and supplier of 
innovative lab equipment, and, since the beginning 2015, has 
bought back USD 1.3 billion of its own stock.  It has done so 
with a disciplined strategy, while managing its cash reserves, 
investing in its own growth and consistently increasing both 
its top and bottom lines. Its stock has returned 107% to 
shareholders in that timeframe, significantly outperforming 
the S&P 500 and the health care sector (of which it is part).

Bottom line: active security selection can help avoid  
the bias 

The equities of companies repurchasing their own stock 
enjoyed quite a bull run following the end of the Great 
Recession. Their performance has turned around in the last 
3 years, however, and there seems to be a negative bias 
toward companies engaged in stock buybacks. Investors may 
now be punishing these stocks for trying to return capital to 
shareholders at inopportune times, given elevated P/Es and 
increased growth opportunities. Index investors would be 
hard-pressed to avoid share-repurchasing companies entirely 
– 169 of the S&P 500 companies have announced buyback 
programs in 2017 so far. But careful and methodical stock 
picking can help avoid or at least mitigate the systematic 
bias that has been hurting buyback and, to a lesser extent, 
dividend-increasing stocks in the last few years.

The information and opinion herein are provided for informational purposes only and are subject to change. The information provided herein does not constitute investment 
advices and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor’s particular 
investment objectives, strategies, tax status or investment horizon. There is no representation or warranty as to the current accuracy of, nor liability for, decisions based on such 
information. Views expressed regarding a particular company, security, industry or market sector should not be considered an indication of trading intent of any funds managed by 
Fiera Capital Corporation. Performance figures pertaining to composites are aggregations of the performance of one or more client portfolios or pooled funds that represent similar 
investment strategies. Further information on the investment strategy of composites can be found at www.fieracapital.com. All performance data is time weighted and assumes 
reinvestment of all distributions or dividends and does not take into account other charges or income taxes payable that would have reduced returns. Valuations and returns are 
computed and stated in Canadian dollars, unless otherwise noted. Past performance is no guarantee of future results and other calculation methods may produce different results.


