DIVIDEND PAYOUT RATIOS INDICATE RISE IN GLOBAL EARNINGS
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High dividend payout ratios indicate a likely rise in global trend earnings says a new report by Allianz Global Investors (AllianzGI).

The report “High payout ratio=high earnings growth in the future” is the result of analysis by Stefan Hofrichter, Chief Economist at AllianzGI, on the correlation between dividend payout ratios and equity performance in the United States, Japan, Europe and developing countries. According to the study, global corporate earnings globally could rise moderately in the next few years following an increase in equity dividend payout ratios over the past few years.

The key findings are:

· Dividend payout ratios are a leading indicator of future trend earnings and global equity market performance  over a five year view.

· The weak performance of global equity markets in the past few years reflects the low earnings environment of this period.

· The increase in the global payout ratio suggests moderate growth of global earnings in the next few years. Consequently, global equity prices could rise moderately.  

On a regional level the outlook for earnings and equity prices differs significantly, Hofrichter notes: “While the mid-term outlook for earnings and equity performance is at most modest in Japan and the United States, we come to a much more positive picture in Europe. The rise in the payout ratio in the past five years leads us to conclude that European equity price performance is likely be above the global equity market average.   

To explain his results, which are probably contrary to the expectations of many investors, Hofrichter refers to a study entitled “Surprise! Higher Dividends = Higher Earnings Growth” by Robert D. Arnott and Clifford S. Asness[1]. They explain the fact that higher payout ratios lead to higher earnings growth, as follows :

1. An increase in dividends indicates a high level of confidence by a company in its earnings growth in the subsequent years. Expectations that seem to be met. 

2. A phase of a high (or low) payout ratio is typical for a relatively weak (strong) earnings environment. Since corporate earnings pass through a multi-year cycle, a high (low) payout ratio today is an indicator of higher (lower) earnings growth that could be expected in future. 

3. Companies which distribute a high proportion of their earnings are more likely to approach lenders for funding, a more onerous process which could ensure a project’s viability.

To confirm the third aspect, Stefan Hofrichter gives an example: “The best example is the 1990s, in which dividend payout ratios reached a low, were marked by over-investment in information technology (IT) and telecommunications. This resulted in the recession and profit collapse in the early 2000s.”

- Ends -
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