
1All charts use the latest data available as of April 29, 2020 unless otherwise stated.

 

SLIDE 1

SLIDE 2

Companies Maximize Returns Through Disciplined Capital Allocation

Tightening Wallets: This Too Shall Pass

During each webinar, Epoch Investment Partners’ co-CIOs and investment professionals discuss themes affecting 
global capital markets. For this webinar, we discuss our outlook for dividends. A full replay of the webinar is available 
on our website, www.eipny.com.
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Bill Priest
The first few slides discuss principles of capital 
allocation. That is, how companies should allocate 
cash flow (defined as operating cash flow less 
planned capital expenditures and cash taxes). 
Management only has five choices: three of them 
involve returning capital to the owners of the 
business, and two involve investing for the future of 
the business. If you cannot earn your cost of capital, 
then you should return the excess capital to the 
owners of the business through cash dividends, 
share buybacks, or debt reductions. One of the key 
points of this presentation is that, even in the midst 
of today’s crisis, companies are not going to abandon 
sound policies of capital allocation.

Companies are certainly tightening their wallets, as 
they do during all recessions. However, we believe 
the drivers that have led to strong dividend payouts 
over the past two decades will remain intact. One is 
the role of technology, with capital-light business 
models (as discussed in more detail on the following 
slide). A second driver is lower for longer interest 
rates, which incentivizes companies to maintain lean 
balance sheets and return excess cash to sharehold-
ers. Next is buybacks, which will continue to play an 
important role, including as a shock absorber, even 
as they are vilified by the press and many politicians. 
Finally, in a world of yield starvation, where there is a 
genuine need for income, bonds just do not provide 
enough. This means there will continue to be a 
strong, underlying demand for dividend yield.

Beyond the short- to medium-term, the drivers that have led to strong dividend 
payouts over past decades should remain intact

•  Tech is the new macro and capital-light business models: The shift from atoms to 
bits, or asset-heavy to asset-lite business models (more Tech and Healthcare and 
less capital-intensive cyclicals) is, if anything, accelerating. This implies higher profit 
margins and lower capital requirement, freeing up a higher proportion of cash to be 
distributed to shareholders

•  Lower for even longer interest rates: Incentivizes companies to maintain lean balance 
sheets and return excess cash earnings to shareholders. This is consistent with 
QE’s raison d’etre, which is to discourage holding cash (by investors, corporates, or 
households) in favor of opportunities further out the risk curve.

•  Buybacks continue to be vilified by the press and some politicians: Then S&P 500 
companies could opt for boosting dividends. Total shareholder yield has averaged well 
over 4% for decades, and we don’t see it declining materially during the 2020s.

•  A world of yield starvation, but there is still a need for income: Bond yields had been 
driven lower by demographic challenges, benign inflation (reflecting the digitization 
of the economy), hyper-aggressive central banks, and elevated policy uncertainty. 
Many investors need income and this will continue to drive demand for dividend yield.

http://www.eipny.com
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Earnings visibility is always terrible in the middle of a 
recession, and now is no exception. To illustrate, the 
dispersion among consensus estimates is currently 
close to the record high set during the GFC, and the 
global policy uncertainty index is at an all-time 
extreme. Regardless of these challenges, the 
consensus expects earnings to be down 30 to 40 
percent during 2020, which is quite a wide range, 
and in line with the average of the three most recent 
recessions. Turning to dividends, the consensus view 
is even more diffuse, with expected 2020 growth of 
plus five to minus 25 percent. 

Over the decades, earnings and dividends have  
been very highly correlated. Additionally, during 
downturns, earnings fall by 20% on average, while 
dividends decline by around 10%, or about half  
as much. Further, it typically takes 3 quarters for 
dividends to rebound to their previous peak.  
We expect the recovery this time to be swoosh-
shaped, which implies a sharp initial fall and then a 
gradual recovery going forward. However, there is a 
wide range of opinions regarding the timing and 
shape of the eventual recovery for both earnings 
and dividends.

SLIDE 5

SLIDE 4

What Happens to EPS and DPS During U.S. Recessions?

What is the Consensus Call on U.S. 2020 EPS?

SLIDE 3

Technology Will Lead to Higher Payout Ratios
The DuPont return on equity formula demonstrates 
that, if I can hold my sales constant and substitute 
technology for labor, my profit margins will go up. 
And if I can substitute technology for physical assets 
 —think brick-and-mortar—while holding my sales 
constant, my sales per dollar of assets go up. The 
product of the first two variables is return on assets. 
There is not a company in the world that is not trying 
to move to a capital-light model; and this tendency is 
being accelerated by our experience with COVID-19. 
Additionally, with less need for equity, you can take 
money out of the business through higher payout 
ratios while still maintaining your leverage ratio. 
Overall, this means we are likely to see payout ratios 
in general rise as time goes forward, which will be 
greatly beneficial to people seeking dividend income.



Epoch Investment Partners, Inc.

All charts use the latest data available as of April 29, 2020 unless otherwise stated. 3

John Tobin
It’s not surprising that earnings per share and 
dividends per share go down in recessions, but if we 
look beyond the aggregate data, there’s a substantial 
dispersion across industry sectors. The expectation 
and the experience around earnings per share in 
2020 will vary significantly by industry, and that there 
will be some sectors hit harder than others; and 
perhaps not surprisingly they are energy, consumer 
discretionary, industrials, materials, and financials. 

During recessions, the SPX dividend yield typically 
increases, because dividend payments do not 
decline as steeply as market cap. This is what 
normally happens, although there is a chance this 
downturn will be different. Additionally, payout 
ratios typically increase late-recession as dividends 
decline by less than EPS. This occurs because 
management is normally reluctant to significantly 
change the cash dividend policy, even during 
downturns. There tends to be more flexibility 
regarding buybacks, but management are generally 
loathe to cut dividends because they already had a 
plan in place regarding the mix of reinvestment of 
capital and return of capital. 

One way to gauge the consensus view involves 
tracking the SPX dividend futures contract, which 
currently implies dividends to be down 18 percent in 
2020 and off a further 10 percent in 2021. We 
entered this year with an estimate for S&P 500 
dividends of roughly $61. However, it fell all the way 
to $40 in early April, suggesting that dividends would 
be down by about a third. Since then it has recovered 
to roughly $51 today. Additionally, the chart on the 
lower right shows implied annual dividend growth for 
the next few years. It suggests two negative years 
(2020 and 2021), followed by a tepid recovery of 
about 4-5 percent annual DPS growth.

SLIDE 7

SLIDE 8

SLIDE 6

SPX Dividend Futures: Imply Declines of 18% in 2020 and 10% in 2021

Which SPX Sectors are Expected to Take the Biggest EPS Hit in 2020?

What Happens to Dividend Yields and Payout Ratios During Recessions?
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If you look at the box that shows earnings and 
declines peak-to-trough in the tech sector, even as 
earnings per share declines on average peak-to-
trough are almost 66%, the decline in dividends per 
share is only about 15%. So dividends are much 
more stable in that sector. If you look at healthcare, 
you can see this sector tends to be virtually 
recession-proof, with very modest declines in 
earnings per share over the past three recessions 
and also very modest declines in dividends per 
share. So that’s a sector that should hold up this 
time reasonably well also.

SLIDE 11

SLIDE 10

Two Sectors for Which Dividends Held Up Well During Past Recessions

Two Sectors That Are Typically Hit Hard During Recessions

An article in The Economist suggests that one way to 
think about this is to sort companies into three buckets, 
and we agree. Bucket one is companies that have 
received government assistance: airlines, banks in 
Europe. These businesses that are receiving government 
assistance because they have been so negatively 
affected should be required to cut according to the 
terms of the assistance programs. Bucket two is cyclical 
companies with large earnings per share declines that 
find themselves required to cut their dividends out of 
necessity. Bucket three is reserved for firms that have 
solid balance sheets and exhibit resilience in their 
earnings and their cash flows in difficult episodes. Tech, 
healthcare and utilities are sectors where we would 
expect to see companies have that resilience in their 
earnings profiles and therefore resilience in their 
dividend profiles. The chart on the bottom of the page 
shows that a few sectors represent a large share of total 
dividends paid. This suggests, that one should be careful 
interpreting high-level commentary about the outlook 
for dividends. 

SLIDE 9

DPS Damage Typically Concentrated in a Few Sectors

Earnings per share for financials declined about 56% 
on average; dividends per share declined about 32% 
on average. So the dividend decline is about 56% of 
the earnings decline. I’d also point out that 2008 had 
an outsized influence, and there are only three data 
points there. So the global financial crisis is weighing 
heavily on the data that we see in that box. With 
consumer discretionary, we can see that peak-to-
trough declines in earnings and dividends per share 
are also fairly significant. Earnings per share on 
average in the past three recessions was down about 
55 percent; whereas dividends per share were down 
about 12 percent. So the decline in dividends is 
about 30 percent of the decline in earnings. 
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What about payout ratios—the percentage of 
earnings distributed via dividends and share 
buybacks? You can see that the dividend payout ratio 
goes up in recessions. This is consistent with the 
evidence that dividends per share tend to fall less 
than earnings per share. Meanwhile, the buyback 
payout plummets in recessions; again, consistent 
with our expectation and our observations that 
buybacks act as the shock absorber in a capital 
allocation equation. Finally, if you look at the chart 
on the lower-right, that graph shows that the total 
payout has been rising generally over the past 30 
years. And we, as Bill has suggested, see evidence to 
suggest that that should continue. 

If buybacks are put on hold and many dividends are 
maintained, then you would expect to see the 
dividend yields go up, and likewise you would expect 
to see the buyback yields go down. That’s what we 
observed; and that’s what we expect to see again in 
this episode that we’re living through today. It’s also 
worth noting that over the past decade the total 
equity yield—from dividends and share buybacks—
has been well in excess of the yield available from 
bonds, and that’s a consistent theme that you’ll hear 
from Epoch Investment Partners. In a world starved 
for yield, a portfolio of high-quality equities is a good 
place to go for income when the bond market is not 
offering any. 

SLIDE 14
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SLIDE 12

Dividend and Buyback Payout Ratios: SPX ex-FIN & REITS

Dividend and Buyback Yields: Move in Opposite Directions in Recessions

We’ve also observed variation within sectors. Even in hard 
hit sectors, there will nevertheless be companies that are 
more resilient and can pay their dividends uninterrupted. 
Not every financial services company cut their dividend 
during the global financial crisis. From the historical record 
on share buybacks we have learned that buybacks act as a 
shock absorber. We can see in the chart on the left that the 
executed buybacks year by year have fallen. They fell 
sharply in 2019 and it looks like they’re going to fall pretty 
sharply again in 2020. If this is a shock absorber, the share 
buyback activity responds more than the dividend activity. 
It’s also interesting to note the dispersion around industry 
sectors in terms of buyback activity. Really, four sectors 
dominate U.S. buybacks. Consensus expects buybacks to fall 
about 50% this year. Again, some sectors will be more 
vulnerable than others. We’ve already seen the major banks 
in the U.S. all announce that they would voluntarily suspend 
their share buyback programs this year. So financials, 
consumer discretionary, industrials, energy—these are 
sectors that will be hit more impactfully and more likely to 
reduce their share buyback programs. Least impacted, tech, 
healthcare, consumer staples, and telecom. 

Buybacks as the Shock Absorber: Expected to Decline 50% in 2020
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SLIDE 16
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Are Corporate Payout Ratios Too High?

Buybacks were Slashed During the GFC, Dividends Declined  
Only Modestly

The Long-View: 150 Years of Dividends and Earnings

I think the question that was just posed—are 
corporate payouts too high—should be rephrased. 
What we should ask is, are corporations following 
sound capital allocation practices?

Corporations, if they are following sound capital 
allocation practices, will adjust the distribution of 
cash among these outlets in such a way that it will 
lead to the accretion and creation of value—includ-
ing returning cash that cannot be otherwise put to 
good use. In 2009 and 2010, dividends saw an 8% 
decline and a 6% decline. Maybe Goldman Sachs is 
right; maybe there will be a 23% dip in dividends, but 
that’s a big number compared to history and even 
compared to the severe downturn we had during the 
Global Financial Crisis. 

Dividends and earnings move together over time. In 
addition, when earnings fall, dividends fall less. The 
dividend payout ratio is a little bit lower since 1981, 
but some of that is offset by the increase in share 
buybacks that have increased the total distribution 
to shareholders.

We’ve got some information that we’ve drawn from 
an academic paper published in March, and it poses 
the question, are corporate payouts too high in the 
2000s? You can see the sharp increase in share 
buybacks has really been the driver of the increase in 
total payouts. Their study looked at the explanation 
for this behavior, and they found that most of the 
increase in payouts during the 2000s is explained by 
fundamentals—an increase in aggregate corporate 
income; the fact that firms are older and larger and 
they tend to exhibit higher payout ratios, sort of a 
demographics for corporations; higher cash holdings; 
and a decline in capital spending—the emergence, as 
Bill has talked about on many occasions, of capital-
light businesses. 
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SLIDE 18

The Long-View: The Death of Dividends, Again?

SLIDE 19

Europe: What Happens to EPS and DPS During Recessions?

If we look back at history there are significant 
episodes where dividend yields fell sharply; during 
the 1893 panic, in 1929, at the end of World War II, 
during the Nifty-Fifty era of the 1960s and 1970s, 
and again in the tech boom. We saw the dividend 
yields come down and the question was posed, 
what’s happening with dividends, are dividends 
starting to go away? There’s a well-known Fama and 
French academic paper that posed that question, 
“Disappearing dividends: changing firm characteris-
tics or lower propensity to pay?” That came out in 
2001. So we’ve heard this conversation before; it’s 
likely that we’ll hear it again. Our view at Epoch is 
that dividends will remain a key component of the 
capital allocation framework. 

Kevin Hebner
There hasn’t been a great deal of earnings growth in 
Europe over the last decade or so. This reflects the 
challenging macro backdrop on the continent, with 
terrible demographics, and a relatively small tech 
sector. The good news for dividends though is that 
they’ve been much less correlated with earning in 
Europe than they have been in the U.S. or Japan. So 
even with a decade of little progress in profits, 
dividends have been able to grow significantly. 
Moreover, earnings have taken a huge hit during the 
last three recessions, down 75% on average. Fortu-
nately, though, dividends only declined by 14%, which 
is just slightly more than the 10% experienced in the 
U.S., and a bit better than Japan. Also, it has typically 
taken five quarters for dividends to recover to their 
previous high. That’s slower than the U.S., but faster 
than Japan. It may take a little longer this time to 
return to the level attained just prior to the downturn.

We address this question by looking at what’s priced 
into dividend futures. They imply a hefty 40% decline 
this year, followed by a tepid, L-shaped recovery. 
Even with a swoosh-based expansion as our base 
case, this strikes us as too bearish. One reason why 
the dividend outlook appears even more grim than 
that of 2008 is that the ECB has ordered banks to 
refrain from both dividends and share buy-backs until 
at least October. The UK has taken a similar stance, 
but the Fed has adopted a more accommodative 
attitude regarding dividend payouts in the U.S. A 
second reason is that all major European countries 
have made access to state support conditional on 
companies scrapping dividend payments. This is 
similar to the situation in the U.S. where the CARES 
act stipulates that any company borrowing from the 
government may not pay a dividend or repurchase 
shares until 12 months after the loan is repaid in full.

SLIDE 20

Euro Stoxx 50 Dividend Futures: Is a Decline of 40% in 2020 too Bearish?
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We now look at how the payout is split between 
dividends and buybacks. Although buybacks have 
been dominant in the U.S. for over two decades, they 
remain relatively small beer on the continent. 
Regardless, as the chart on the bottom right shows, 
the total payout yield for the U.S. and Europe have 
been surprisingly similar since 2005.

SLIDE 21

Euro Stoxx: Which Sectors Take the Biggest Hit During Downturns?
 This slide looks at sector effects. The top right 
chart illustrates the experience during the global 
financial crisis. The most vulnerable sectors 
included finance, discretionary and tech, while the 
least affected were health care, telecoms, staples 
and utilities. Aside from tech, this is quite similar 
to the result for the U.S. The chart on the bottom 
right shows which sectors represent the largest 
share of dividend payouts. Unfortunately, the 
biggest payers are banks and energy, two of the 
sectors being hardest hit by the COVID-shock.

The U.S. dividend yield has been remarkably stable 
over the last decade, partially because buybacks have 
played the role of shock absorber when U.S. 
companies need to tighten their wallets. In Europe, 
the buyback yield is also quite choppy, but isn’t really 
big enough to insulate dividends. The result is much 
greater volatility in dividends on the continent 
relative to both the U.S. and Japan.

SLIDE 22

EURO STOXX: Dividend and Buyback Payouts

SLIDE 23

EURO STOXX vs SPX: Dividend and Buyback Yields
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The final slide on Europe shows two sectors that are 
relatively recession proof. Health care was also one 
of the examples we discussed for the U.S. A second 
example is household goods, for which we’ve 
witnessed a steady improvement in dividends over 
the last decade, with the last two recessions barely 
causing a ripple.

We now move to a brief discussion of Japan, the 
home of a huge number of cash rich companies, 
which little-by-little are opening up their wallets and 
improving shareholder yields. The table at the 
bottom shows how enormously cyclical profits in 
Japan have been. The good news is that low leverage 
balance sheets have allowed companies to dampen 
the volatility in dividends, which declined by only 
16% in 2001 and 27% in 2008.

This page examines dividend futures, which imply 
declines of 18% this year, followed by 8% in 2021. 
Similar to Europe, an L-shaped recovery is priced  
in, with very little in the way of dividend growth 
over the next five years. Again, this strikes us as 
overly pessimistic.

SLIDE 24

EU Health Care & PHHG: Reliable Dividends During Recessions

SLIDE 25

Japan Dividend Outlook: Somewhere Between the U.S. and Europe

SLIDE 26

Nikkei Dividend Futures: Implying Declines of 18% in 2020 and 8% in 2021
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The final Japan slide looks at buybacks, with the top 
right chart demonstrating the shock absorber role 
they play in Japan. The bottom right chart shows 
total shareholder yield, which has been north of 3% 
for the last few years. This is particularly attractive 
relative to negative yielding JGBs. Moreover, with the 
corporate governance improvements that are being 
implemented under the broad banner of Abenomics, 
we are finding a larger number of companies in 
Japan that are potentially attractive on a shareholder 
yield basis.

SLIDE 27

Japan: Buybacks Act as a Safety Valve

SLIDE 28

CONCLUSIONS:
Companies Will Not Abandon Sound Capital Allocation Policies

•  Sustainable growth for any nation requires the efficient allocation of "land, 
labor, and capital" (the factors of production in economic terminology) among 
all possible uses. With respect to capital allocation within a business, there are 
two choices: return excess capital (free cash flow) generated by the business to 
the business owners or reinvest that capital into the business in order to grow 
the business.  

•  Businesses should always reinvest operating cash flow if they can generate a 
return on investment above their cost of capital. Similarly, businesses should 
return capital to their owners via dividends if they cannot generate a return 
equal to their cost of capital. Dividends matter not only for the income paid 
to shareholders, they are also a conduit for capital to flow where it can be 
deployed most efficiently.  

•  Do desperate times call for desperate measures? Many current articles call for 
comprehensive suspension of dividends and share repurchases. During COVID-
19 induced recession, many businesses will cut dividends and buybacks. Those 
businesses receiving government assistance should not return capital by any 
means to their shareholders.

•  However, there are many firms that possess solid balance sheets and resilient 
business models and are reassuring investors today of their capital allocation 
policies. They occur across sectors and within sectors.

•  It is important to note that dividends exhibit greater stability than earnings in 
downturns and have been remarkably stable for decades. This will not change 
in our view. 

•  Reports of the death of the dividend have been greatly exaggerated: this is a 
challenging period, but like previous recession, it will not lead to companies to 
abandon sound capital allocation policies.  

•  America may "run on Dunkin," but businesses run on cash flow, and the most 
successful businesses make wise capital allocations – investing only when a 
premium over their cost of capital can be earned and returning excess cash 
flow to investors via dividends when that condition does not exist. Abandoning 
this policy will ultimately lead to reduced innovation, an increased number of 
zombie companies, and less wealth for future generations.
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The information contained herein is distributed for informational purposes only and should not be considered investment advice or a recommendation of any particular se-
curity, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. The information contained 
herein is accurate as of the date submitted, but is subject to change. Any performance information referenced represents past performance and is not indicative of future 
returns. Any projections, targets, or estimates in this presentation are forward looking statements and are based on Epoch’s research, analysis, and assumptions made by 
Epoch. There can be no assurances that such projections, targets, or estimates will occur and the actual results may be materially different. Other events which were not 
taken into account in formulating such projections, targets, or estimates may occur and may significantly affect the returns or performance of any accounts and/or funds 
managed by Epoch. To the extent this document contains information about specific companies or securities including whether they are profitable or not, they are being 
provided as a means of illustrating our investment thesis. Past references to specific companies or securities are not a complete list of securities selected for clients and not 
all securities selected for clients in the past year were profitable.
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Appendix

SLIDE 29

Epoch’s Thought Leadership

MAR. 2020
Paper: Not All Dividend Cuts are Equal

APR. 2020
Podcast: Not All Dividend Cuts are Equal

OCT. 2018
Global Equity Shareholder Yield: A Solution-Oriented Strategy

JUL. 2015
Shareholder Yield: The Case for the Next Decade 

DEC. 2005
The Case for Shareholder Yield

We also have an appendix; we refer to a number of 
papers and podcasts we’ve done which we hope 
would also be of interest to our listeners. And in the 
last section here we also talk about additional papers. 

http://epoch-actively-speaking.buzzsprout.com/219773/3385906-not-all-dividend-cuts-are-equal
http://www.eipny.com/insights/global-equity-shareholder-yield-a-solution-oriented-strategy/
http://www.eipny.com/white-papers/shareholder_yield_the_case_for_the_next_decade/
http://www.eipny.com/white-papers/case_for_shareholder_yield/

