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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.   
 

May 24, 2019 
 

How important have mergers, buybacks, etc. been to equity market performance?  Several 

analysts have attempted to answer this question by focusing on buybacks alone.  However, there 

is a more straightforward method of looking at this question and including all the factors that 

affect the number of shares available—the index divisor. 

 

This chart shows the divisor for the S&P 500. 

 

 
 

The divisor adjusts the S&P for membership changes (either by mergers or index adjustment), 

new share issuance or repurchases, or special stock-related transactions.  So, it isn’t a pure look 

at buybacks but isolating buybacks alone may overstate the impact of the activity if new shares 

are being issued or it may ignore the impact of membership adjustments.  In general, a rising 

divisor tends to depress the index and vice versa.  In the most recent data, the divisor peaked in 

Q3 2011; the decline in the divisor is partly due to buybacks, but merger activity has affected it 

as well. 
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To calculate the impact of the divisor, we would use the following formula: 

 

Divisor * S&P Index = S&P Market Capitalization 

 

Rearranging terms leads to this formula: 

 

S&P Index = S&P Market Capitalization/Divisor 

 

And so, if we take the market capitalization and hold the divisor fixed at this peak in Q3 2011, 

we can estimate what the S&P 500 would have been without the decline in the divisor. 
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At the end of Q1, the S&P 500 was at 2824.44; if the divisor had held at its previous peak, it 

would have been 2593.63, or 8.2% lower.   

 

The more important question is if or when the trend in the divisor might reverse.  In general, 

history suggests that elevated equity market values tend to trigger equity issuance.  However, 

that has not been the case since 2000. 
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r = +69.5%

r = -77.6%

 
 

This chart shows the divisor and the S&P 500 Index since 1964.  From that year to Q1 2000, the 

two series were positively correlated at the 69.5% level.  However, since then, the correlation 

between the two series has not only flipped to inverse but strengthened.  During this century, for 

the most part, the equity markets appear less critical to raising capital.  Overall, we expect the 

divisor to continue to decline as firms continue to shrink the number of shares available; if we 

are correct, the equity markets have a modest tailwind going forward. 

 

 

 

 
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. 


