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US equities: A record-
breaking $1 trillion in

buybacks?

Whilst Apple made headlines this summer for becoming the first US listed company to have a

market capitalisation of over $1 trillion, Goldman Sachs predicts that share buybacks will also

cross the unprecedented $1 trillion level in 2018.

The buyback desk at US investment bank Goldman Sachs recently estimated that corporate

boards may authorise a record-breaking $1 trillion in share repurchases this year. Year-to-date,

buyback authorisations have reached $754 billion, catalysed by Republican amendments to US

tax law as more companies are repatriating cash from overseas whilst paying lower domestic

taxes.

If the predictions from Goldman come to fruition and this number swells to $1 trillion, this will

represent a 46% increase in the number of buybacks compared to the previous year. According

to the report, August – when earnings season is almost done and dusted – has historically been
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the strongest month in terms of buyback announcements (representing 13% of annual activity).

Buybacks (also termed ‘share repurchase programs’) are when companies engage in buying

their own shares, thereby reducing the overall volume of outstanding shares in circulation. The

company can either buy shares on the stock market or offer its shareholders the option of

tendering their shares directly to the company at a fixed price.

Large buyback volumes are normally viewed as a positive signal in markets, primarily because

they can keep the share price buoyed or even cause it to inflate. For example, take Apple. When

the company announced share buybacks in April 2012, its stock price rose 9% in one day. When

it did the same in April 2014, it rose 8% in one day. More recently in May, after the company

announced a $100 billion buyback scheme (as well as strong iPhone revenues), the shares rose

by more than 13% in 5 days.

This can be explained by the fact that when a company is buying back its shares, it increases

demand – due to the law of supply and demand, with a constant or reduced supply, the

buybacks will result in a higher price. Additionally, share buybacks can also signal to investors

that the corporation thinks its stock is undervalued, that it foresees a low probability of

economic trouble on the horizon and/or that it is financially stable in that it has sufficient cash

set aside for a rainy day.

That said, if using buybacks in the investment decision process, an investor should do the

necessary homework with regards to the company’s financials and fundamentals. On occasion,

a company may engage in a share repurchase program because it lacks profitable opportunities

for growth. Investors should also be aware that if a company funds the buyback with debt

(sometimes seen as a favourable option because the loan interest is tax-deductible), this will

change the capital structure of the company and might also affect the “health” of its balance

sheet which in turn could impact its credit rating.

Despite these caveats, we view an overall rise in buybacks favourably. Our portfolios are

fashioned in a way that gives us a large exposure to US equities, especially in sectors that

continue to benefit from the strong economic backdrop, and in which we believe growth and

profitability should continue to be strong throughout 2018 (for example Information

Technology).  A rise in buybacks could give an extra boost in the second half of the year.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


