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Confluence Investment Management offers various asset allocation products which are managed using 

“top down,” or macro, analysis.  We publish asset allocation thoughts on a weekly basis in a special 

section within our Daily Comment report, updating the piece every Friday.   
 

April 9, 2020 
 

One of the more controversial issues of the past bull market was the impact of share buybacks.  

The way we like to frame that issue is with the S&P 500 divisor.  The divisor is a number that is 

used to smooth out the index; when stocks leave the index, through replacement or mergers, or 

when new stock is issued or purchased, the divisor adjusts to prevent discrete jumps in the index.  

Therefore, if companies are buying back stock, the divisor will decline, all else held equal.   
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This chart shows the divisor and the S&P 500 from 1964.  In general, it would be reasonable to 

assume that as stock prices rise, but especially if the P/E multiple rises, companies would 

generally want to issue stock.  Thus, the divisor would be expected to follow the overall 

movement of the market.  And, from 1964 until 2004, that was generally true.  The two series 

were positively correlated at the 74.9% level.  However, from 2005 to the present, despite a 

major bull market from 2009 to 2020, the trend in the divisor was lower.  In fact, the sign of the 

correlation reversed to negative.   

 

The divisor is used to calculate earnings per share; a falling divisor boosts the earnings per share 

reading.  If we assume that the divisor had remained at the most recent peak in 2011, the chart 

below shows the impact on earnings per share. 
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This chart shows operating earnings on a rolling four-quarter basis.  Using Q4 2019, the latest 

actual data available,1 the reported operating earnings per share was $157.12; adjusting for the 

2011 peak divisor shows a reading of $143.28.   

 

The extensive policy actions taken by the government and the Federal Reserve to backstop the 

economy and the financial markets will likely come with the costs of direct regulations and 

social control.  In other words, taking the government’s money or using the Fed’s balance sheet 

to simply support shareholders through dividends and buybacks is probably not going to be 

possible.  If that is the case, it is highly likely that earnings growth will be less than what we 

have seen in recent years.  Margins are another element we are monitoring; these have been 

remarkably strong for the past decade.  So far, we have not seen aggressive actions to reduce 

margins but a retreat from globalization and a return to regulation could bring down margins as 

well.   

   

  

     
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes 
only and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed 
may not be suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and 
financial circumstances.  Opinions expressed are current as of the date shown and are subject to change.   
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 

 
1 These numbers will appear lower than what is commonly shown because we use data from Standard and Poor’s. 
The media usually reports data from Thomson/Reuters, the owners of I/B/E/S, the service that collects earnings 
estimates. Thomson/Reuters earnings tend to be about 7% higher than Standard and Poor’s. 


