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Fortuna Advisors collaborates with leaders to 
transform decision-making throughout their 
business to achieve exceptional results. Our 
management playbook delivers measurable 
outcomes through:

1. Better Insights: See the truth about where
value is created or destroyed.

2. Better Decisions: Drive faster, better and
enduring results.

3. Better Behaviors: Align incentives and
processes to drive execution.

We serve as a catalyst to create a culture of 
ownership, where everyone from the board to 
management and employees embraces a 
long-term investor perspective to unlock the 
organization’s full value creation potential.
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When you are told that all repurchases are harmful to shareholders 
or to the country, or particularly beneficial to CEOs, you are listening 
to either an economic illiterate or a silver-tongued demagogue 
(characters that are not mutually exclusive).

The math isn’t complicated: When the share count goes down, 
your interest in our many businesses goes up. Every small bit helps 
if repurchases are made at value-accretive prices. Just as surely, 
when a company overpays for repurchases, the continuing 
shareholders lose. At such times, gains flow only to the selling 
shareholders and to the friendly, but expensive, investment 
banker who recommended the foolish purchases.

While many were quick to highlight this statement defending the role 
of share repurchases in our economy, what they missed was the more 
nuanced comments that preceded it:

Buffett and Munger’s thoughtful 
approach to buybacks is at the 
core of our mission at Fortuna 
Advisors to help companies 
achieve higher total shareholder 
return (TSR) by developing new 
ways to measure and motivate 
success. To this end, in 2011 we 
developed “Buyback ROI” to 
compare share repurchases to 
other capital uses, such as capital 
expenditures and acquisitions. 

It is a straightforward concept: 
when a company repurchases 
shares and its subsequent TSR 
is positive, it produces positive 
Buyback ROI. In other words, the 
company has earned a return 
on its investment in its own 
shares by retiring them before 

the market cap increase, which is 
concentrated in fewer shares.

Following a massive recovery in 
2021 as COVID-related restrictions 
eased, in 2022 concerns grew 
around rising inflation and 
interest rates.  The resulting drop 
in stock market indices led to 
the lowest Buyback ROI we’ve 
seen since we started tracking 
the metric in 2012. A year later, 
markets have roared back, with 
the S&P 500 returning 26.2% 
during 2023. Despite these gains, 
Buyback ROI remains around all-
time lows, implying substantial 
opportunity costs and value 
left on the table for remaining 
shareholders in companies that 
repurchase stock.

When management achieves 
a Buyback ROI that exceeds the 
company’s TSR, we refer to this as 
“Buyback Effectiveness.” Achieving 
positive Buyback Effectiveness 
requires buying back more when 
your share price is below its long-
term trendline, which results in 
repurchasing more shares per 
dollar of buybacks. While our 2022 
report analyzing the five years 
ending in 2021 showed the best 
Buyback Effectiveness since we 
began running the data, last year’s 
report brought a five-year low in 
the measure. And, unfortunately, 
this year’s report shows a new all-
time low in Buyback Effectiveness, 
suggesting companies may 
be getting worse at timing their 
buybacks.

Improving Buyback ROI and 
Buyback Effectiveness should be 
the goal of every share repurchase 
program. Management teams 
that achieve strong results in 
these metrics can be said to have 
demonstrated good stewardship 
of investor capital, and are not 
just providing an artificial boost to 
EPS performance by reducing the 
share count. 

For over a decade, Fortuna 
Advisors has advocated for a 
proactive, value-based approach 
to share buybacks, starting with 
the introduction of “Buyback 
ROI” in our 2011 study. Since then, 
we have published our Buyback 
ROI ranking for the S&P 500’s 
largest share repurchasers. The 
purpose of our Buyback ROI 
Reports has been twofold: (1) to 
show the staggering amounts 
of capital that have been 
deployed in repurchases; and 
(2) to demonstrate how value
can be created through share
repurchase programs.

Every year Berkshire Hathaway’s annual letter offers financial 
wisdom to interested investors, journalists and corporate 
practitioners. In recent years the letter has also provided an 
update on the company’s buyback program, with insight 
into its leaders’ philosophy on the distributions. One quote, in 
particular, caught the attention of the media last year:

Why We Measure Buyback ROI
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Repurchases down after a Record Year
After back-to-back record-
breaking years, buyback volume 
retreated substantially in 2023. 
Buybacks for the S&P 5001 were 
$800 billion, with a year-over-
year decrease of 13%. Despite 
the recent pullback, S&P 500 
companies bought back a 
whopping $3.8 trillion in stock over 
the five years ending in 2023.

Q1 and Q4 saw substantially higher 
volume with gross buybacks 
tallying $216 billion and $221 billion, 
respectively, versus just $177 
billion and $186 billion in Q2 and 
Q3. It’s possible that the March 
2023 banking crisis caused this 
mid-year lull, as it may have led 
many companies to temporarily 
pull back on repurchases until 

financial stability was assured 
later in the year. 

FIGURE 1 | Quarterly Buybacks 2019 – 2023
Buyback Volume Cools after a Record Year
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As buybacks decreased in 2023, 
the S&P 500 put their capital to 
work driving an 8% increase in 
capex, for a total of $947 billion. 
The upswing in 2023 followed 
a more significant rise in 2022, 
which was likely fueled by 
investment in nearshoring and 
new supply chains to address 
snags that cropped up after the 
COVID pandemic.

At the same time companies 
reembraced M&A, especially 
in technology-related sectors, 
devoting 25% more cash to 
acquisitions in 2023, for a total 

FIGURE 2 | Capital Deployment Trends: 2019 – 2023
Buybacks Drop amid Higher Capex, M&A, and R&D

Trends in Capital Deployment

2019 2020 2021 2022 2023

+8%

Capex Cash Acquisitions R&D Buybacks Dividends

+25%

-13%

+7%

+13%

of $400 billion. This was in 
contrast to the precipitous drop 
in 2022 when valuations fell. As 
earnings multiples recovered 
in 2023 from their lows in 2022, 
more companies were likely to 
sell businesses, which was also 
reflected by the improved IPO 
market in the US, which saw a 42% 
increase in public offerings in 2023 
versus 2022. Perhaps reflecting 
the AI frenzy that swept markets 
in 2023, we also saw a noticeable 
13% uptick in R&D spending for the 
year, which totaled $595 billion.

Dividends, which tend to be 
stickier than share repurchases, 
also grew 7%, reflecting increases 
in cash flow and profit margins 
over the last few years following 
COVID, as net income for the S&P 
500 in 2021 – 2023 averaged 38% 
higher than in 2019. While buybacks 
tend to fluctuate with the market, 
as shown in Figure 1, Dividends 
are significantly more stable, as 
shown in Figure 2. Note that in 
2022, dividends were the least 
affected, as capex, acquisitions, 
and buybacks all dropped more 
substantially.
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Fortuna Advisors developed Buyback ROI and Buyback Effectiveness to enable 
comparison of a company’s share repurchase activity to its other uses of 
capital. In general terms, when the value of an acquired asset increases, we say 
it has earned a positive return on investment. Our thinking behind buybacks is 
similar—when the implied value of a company’s repurchased shares increases 
over a period, it has earned a positive Buyback ROI.

Buyback ROI is calculated as 
an annualized internal rate of 
return (IRR) that accounts for: (1) 
the cash outflows associated 
with share repurchases; (2) 
the estimated cash “inflows” 
of dividends “avoided”; and 
(3) an estimated final “inflow”
related to the final value of 
the accumulated shares 
repurchased. 

If a company’s share price 
starts the year at $100, pays 
a dividend of $1 at the end of 
each quarter and has a year-
end share price of $110, it would 
have an initial outflow of $101 
(factoring a 1% excise tax), $4 of 
quarterly “inflows,” and a final 
“inflow” of $110 at the end of the 
year—resulting in a Buyback ROI 
of 13.1%, as shown in Figure 3.

While it is easier to achieve a 
positive Buyback ROI when a 
company’s TSR is generally 
increasing, it can also be 
achieved through effective 
timing of repurchases.

Buyback Effectiveness 
measures the value attributable 
to optimizing the timing of 
repurchases. It is calculated 
as the compound difference 
between Buyback ROI and 

Fortuna Buyback Metrics Explained

the company’s TSR, as shown 
in Figure 4. When Buyback ROI 
exceeds TSR, a company has 
executed buybacks when its stock 
was priced below the long-term 
trend, on average. When Buyback 
ROI trails TSR, a company has 
executed buybacks above this 
long-term price trend. 

If the company had 16% TSR while 
generating the 13.1% Buyback 
ROI described above, it would 
mean it had negative Buyback 
Effectiveness due to poor timing. 
Alternatively, if it had 12% TSR with 

13.1% Buyback ROI, it would have 
benefitted from good timing 
on its buybacks and positive 
Buyback Effectiveness.

To improve Buyback 
Effectiveness, companies should 
have a real-time perspective on 
their intrinsic value per share and 
how that compares to market 
price per share—they are rarely 
the same. With the right toolkit 
and metrics, company Treasurers 
can build confidence on the best 
times to execute buybacks.

FIGURE 3

Calculation of Buyback ROI

FIGURE 4

Calculation of Buyback Effectiveness

Time 0

Tax

Dividends

Ending Price

Cash Flows

Annualized IRR = Buyback ROI

Buyback $100.00

-$101.00

$110.00

$111.00

13.1%

$1.00

$1.00 $1.00

$1.00$1.00

$1.00

$1.00

$1.00

Q1 Q2 Q3 Q4

Buyback Effectiveness      =
(1 + Buyback ROI)

- 1
(1+ TSR)
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In 2022 Buyback ROI hit an all-time 
low of 6.4%, down from 15.5% in 
2021. This was unsurprising, given 
the poor market performance for 
the year. After all, one of the two 
determinants of Buyback ROI is 
share price appreciation. But in 
2023, with the S&P 500 returning 
26.2%, Buyback ROI improved only 
marginally to 6.5%. To illustrate this 
unusual situation, we show in Figure 
5 the S&P 5003 total shareholder 
return (TSR) CAGR4  over trailing 
five-year periods, which loosely 
tracks with median Buyback ROI for 
the last ten years, excluding 2023. 

So what triggered this divergence? 
The primary cause was the lack of 
breadth and participation across 
the index in 2023, with a handful of 
strong performers accounting for 
an outsized share of the gains. If 
you followed US markets last year, 

you’ve heard of the “Magnificent 
Seven”: Alphabet, Amazon, Apple, 
Meta, Microsoft, Nvidia, and Tesla. 
To quantify their impact, consider 
that the total market cap of the 
S&P 500 grew by an annualized 
14.1% over the last five years versus 
28.0% for these seven stocks. With 
the Magnificent Seven excluded 
from the index, the S&P 500’s 
market cap would have grown only 
10.5% annually. Likewise, consider 
that at the end of 2018 the largest 
seven companies accounted for 
19% of the S&P 500’s market cap. 
At the end of 2023, these stocks 
accounted for over 28% of the 
index’s market cap. 

To quantify the magnitude of 
the outperformance for the 
Magnificent Seven as it relates to 
share repurchases, let’s examine 
aggregate buyback ROI of the 

S&P 500 with and without them. 
Summing the buyback ROI cash 
flows of all the companies in the 
S&P 500, effectively treating the 
index as a single company, we get 
a buyback ROI of 12.3%. When we 
exclude the Magnificent Seven, 
we get a buyback ROI of 8.3%—
much closer to the 6.5% median 
in our report.  In other words, the 
Magnificent Seven contributed 
400 basis points to the market’s 
aggregate buyback ROI!

To avoid the distortions caused by 
outliers—the Magnificent Seven 
in this case—we prefer to look at 
median, rather than aggregate 
or average, Buyback ROI.  And to 
control for volatility in spot prices, 
we also measure Buyback ROI 
based on the average dividend-
adjusted share price for each 
quarter in the analysis. Together, 
these adjustments bring median 
TSR closer in line with our 2023 
median Buyback ROI of 6.5%. 

Still, median TSR for 2023 was 
substantially higher than Buyback 
ROI in 2023—so what gives? The 
reality was that, despite nominally 
high market returns over recent 
years, Buyback ROI for most 
companies left a lot to be desired, 
especially by historical standards. If 
we were to think of setting Buyback 
ROI equal to TSR as par for the 
course, then most companies did 
not make the cut. The difference in 
these measures primarily comes 
down to companies’ timing of 
repurchases, which we discuss in 
the next section.

Figure 5 shows the trailing five-year median Buyback ROI for the companies in our study over the last ten 
years. While only 11% of our sample2 achieved a negative Buyback ROI in the 2022 report, in the 2023 report, this 
figure expanded to 27%. And in this year’s report it increased further to 31%.
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FIGURE 5 | Buyback ROI vs Market Returns*  
Buyback ROI Diverged from S&P 500 Returns in 2023

*All measures calculated as trailing five-year performance.
**TSR based on average share price for the beginning and ending quarters of each five-year period.

Buyback ROI near Historical Low

2Sample includes the 359 largest S&P 500 share repurchasers. We omit companies with less than $1 billion or 4% of their market capitalization in repurchases.
3As measured by the SPY ETF, which tracks the S&P 500 index.
4Compound annual growth rate.
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While the discussion so far 
has focused on TSR, the other 
determinant of Buyback ROI is 
the timing of share repurchases, 
which we capture in Buyback 
Effectiveness. Historically, most 
companies tend to overlook 
the importance of timing and 
relative valuation when planning 
repurchases. Many make the 

decision to buy back shares 
based on excess cash rather than 
determining whether executing 
at the current share price is 
likely to be value-accretive for 
shareholders. As a result, in nearly 
every year since our creation of 
Buyback ROI, median Buyback 
Effectiveness has been negative. 

While, in 2019 and 2021, this trend 
was bucked, in 2022 we saw a 
reversion to negative Buyback 
Effectiveness. And in 2023 we 
see a precipitous drop to -3.6%, 
well below the historical average, 
with 76% of our sample of S&P 
500 companies yielding negative 
Buyback Effectiveness.

Buyback Effectiveness Takes a Dive
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FIGURE 6 | BUYBACK EFFECTIVENESS: 2019 – 2023

Buyback Effectiveness Dropped Precipitously in 2023
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First off, it’s important to recognize 
that the unique share price curve 
of the period—with markets 
peaking in late 2021—presented 
few opportunities to buy back 
shares below companies’ 

FIGURE 7 | Aggregate S&P 500 Buyback Opportunities 
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The $790 billion in buy backs in 
Q3/Q4 '21 and Q1 '22 represent 21% 
of total repurchases over the period.

Buyback 
Opportunity 

Buyback 
Opportunity 

With that said, it’s also true that 
companies broadly favored 
repurchases at the worst times 
to earn a positive return on this 
capital. Examining Figure 7, we can 
see that the three largest buyback 
quarters, which represent 21% of 
repurchases over the last five years, 
were centered around the five-year 
peak of the S&P 500 in late 2021 and 
early 2022. Most of the repurchases 
during this time would have had a 
negative contribution to Buyback 
Effectiveness and Buyback ROI. 

The large reduction in buybacks in 
2020 is understandable, given the 
uncertainty around the onset of the 
COVID-19 pandemic. The market 

dip in 2022, however, represented 
a prime buyback opportunity that 
most companies did not take 
advantage of. 

Looking at this chart, and 
indeed when we look at sectors 
individually, one thing is clear. 
Overwhelmingly, companies tend 
to buy back stock at peaks in 
market valuation. While we know 
this is driven by peaks in company 
cash flows, it is also a recipe for 
shareholder value destruction. 
As the experts at Berkshire warn 
in their letter, “Just as surely, 
when a company overpays for 
repurchases, the continuing 
shareholders lose.”

While there are many 
methodologies  that can be applied 
to strategic timing of repurchases, 
consider the following to illustrate 
the immense value at stake. In a 
scenario where buybacks for S&P 
500 companies were redistributed 
so that the same amount was 
repurchased each quarter, 76% 
would have retired more shares. The 
median company would have been 
able to repurchase an additional 
5.5% shares, worth an additional 
$110 million at the end of the five-
year period. On aggregate, these 
shares would have been worth an 
additional $432 billion as of the end 
of 2023, and $553 billion as of April 
2024.

long-term share price CAGRs, as 
shown in Figure 7. While this figure 
represents the aggregate 
buyback opportunities for our S&P 
500 sample, individual companies
may have had more or fewer 

opportunities based on their 
unique share price trajectories. 
This partially explains the 
historically poor Buyback 
Effectiveness result.
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FIGURE 8 | Buyback ROI: 2019 – 2023
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Buyback ROI
CompanyRank

*Note: TSR measured as the starting and ending average quarterly share price.

Buybacks
($ millions) TSR*

Buyback 
Effectiveness

Despite the lackluster results for 
S&P 500 repurchasers as a group, 
there were many companies 
that created value for their 
shareholders through their 
buyback programs. Figure 8 lists 
the top ten companies in Buyback 
ROI over the last five years. 

Coming as no surprise to anyone 
who’s followed capital markets 
this year, NVIDIA took the top 

spot, with a Buyback ROI of 74.2%. 
NVIDIA’s 2023 performance was 
largely fueled by an impressive 
annualized total shareholder 
return (TSR)5 of 57.8% from 2019 
– 2023. But their Buyback ROI
exceeded their TSR substantially,
meaning there was also a
contribution from good timing,
reflected in their positive Buyback
Effectiveness. Notably, NVIDA also

made the top ten for Buyback 
Effectiveness, shown in Figure 9, 
which lists the ten companies with 
the highest Buyback Effectiveness 
over the last five years.

  5TSR measured as the starting and ending average quarterly share price.

Top Buyback ROI and Buyback Effectiveness 
Companies
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FIGURE 9 | Buyback Effectiveness: 2019 – 2023

Top 10 Buyback Effectiveness Companies
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General Electric was another 
strong performer over the period, 
which is notable given their five-
year annualized TSR of 15.9%, 
which was well below most of 
its top ten counterparts. So how 
did they manage to pull off third 
place in the Buyback ROI ranking? 
They timed their repurchases 
expertly, yielding 32.9% Buyback 
Effectiveness, which landed them 
in first for the measure, as shown 
in Figure 10.

Information Technology was well 
represented in the Buyback ROI 
top ten, with half coming from the 
sector. This was in part a function 
of the high TSR for technology-
related industries, especially given 
the AI-driven tailwinds in 2023. 
But Information Technology was 
also overrepresented in the top 
ten Buyback Effectiveness ranking, 
along with the Energy sector, both 
with four representatives, claiming 
eight of ten spots together. These 

two groups are notably cyclical, 
high-beta sectors, which means 
they benefitted from volatility in 
their share prices, which offered 
them ample opportunities to 
repurchase shares at attractive 
prices, which drives Buyback 
Effectiveness.
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Case Study: Arista Network’s Exceptional 
Buyback Timing 
Figure 10 shows Arista Network’s quarterly buybacks overlaid on their average share price and 
constant share price appreciation trendlines. Note the large volume of shares repurchased in Q1 and 
Q2 of 2020, as well as Q2 of 2022, which together totaled 45% of their total buybacks over the last five 
years. 

In these periods the company’s average share price was below the share price appreciation 
trendline, and even further below their 2023 ending share price, presenting the best buyback 
opportunities for Arista Network over the last five years. This repurchasing pattern helped Arista 
Network place ninth in Buyback Effectiveness at 9.5%, and seventh in Buyback ROI at 41.9% over the last 
five years—delivering substantial value added for its shareholders.

Importantly, Arista Network’s buyback performance was not about luck or chance. In a company 
conference presentation in November 2023, then CFO Ita Brennen elaborated on their approach to 
share repurchases, as follows:

In Q2, we were very aggressive and active on the buyback because there was an opportunity … . 
It is our intention to return cash, but we’ll probably remain pretty opportunistic in terms of when 
we do that. And if there is volatility, we’ll try to leverage the volatility. 

FIGURE 10 

Arista Network’s Buyback Effectiveness
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Arista Networks concentrated 
repurchases in 2020 and 2022 to 
capitalize on dips in its share price, 
driving high Buyback Effectiveness 
and, in turn, high Buyback ROI.

In Q2, we were very aggressive and active on the buyback because there was an opportunity … . 
It is our intention to return cash, but we’ll probably remain pretty opportunistic in terms of when 
we do that. And if there is volatility, we’ll try to leverage the volatility. 

Like professional investors, Arista Network’s management skillfully capitalized on volatility in their 
share price by buying back shares at relative lows, to the tremendous benefit of their long-term 
shareholders. Kudos to Arista Network’s leadership team.
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After placing last in three straight 
reports, Energy had a stunning 
turnaround in our 2023 report. The 
sector’s dominance continued in 
this year’s report, with a median 
Buyback ROI of 15.0% over the 
last five years, which was 4.3% 
higher than the next best sector, 
Information Technology. 

Interestingly, Energy had only 
the fourth highest TSR among 
sectors. Information Technology, 
for example, had nearly double 
the annualized five-year TSR—18.1% 
versus Energy’s 9.8%. Behind 
Energy’s ROI outperformance was 
its superb Buyback Effectiveness, 
as it was the only sector with 
beneficial timing over the five-year 
period. 

Indeed, the intense volatility 
of energy prices over the last 
five years presented more 
opportunities for the sector to 
repurchase stock at relatively 
low prices. After a massive 
COVID-induced demand shock 
in 2020 when energy prices 
cratered, supply chain issues 
surfaced leading to higher 
prices in 2021 and 2022. Adding 
to this volatility were geopolitical 
events in Europe and the Middle 
East which only served to push 
prices higher. Companies that 
repurchased stock in 2020 when 
Energy stocks were suffering 
have been handsomely 
rewarded by the market over 
subsequent years. 

Buyback ROI by Sector
By volume, Information 
Technology devoted the most 
capital to buybacks, with just 
over $1 trillion spent on share 
repurchases from 2019 – 2023. 
While Information Technology 
has the best TSR over the period, 
its Buyback ROI was limited by 
poor Buyback Effectiveness, with 
many of the sector’s buybacks 
concentrated around share price 
highs in 2021. 

The next highest by volume 
was financials with $802 billion, 
followed by Communication 
Services, which dropped off 
substantially with $487 billion in 
buybacks. Utilities and Real Estate 
were notably the only sectors with 
median negative Buyback ROI.

FIGURE 11 | Buyback ROI by Sector: 2019 – 2023

Energy atop a Lonely Throne
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*Note: TSR measured as the starting and ending average quarterly share price.
**Note: Medians affect the relationship of Buyback ROI, TSR, and Buyback Effectiveness.
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FIGURE 12 | Buyback ROI 2019 – 2023
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To put some familiar names to this sector ranking, we also include Figure 12, which lists the top three 
Buyback ROI companies in each sector, along with their Buyback ROI results.
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The Important Role of Buybacks
Companies generally repurchase 
shares for three reasons. The first 
is to efficiently return capital to 
shareholders willing to sell their 
ownership in a company in part or 
in whole and redeploy the capital 
elsewhere. Such repurchases have 
the effect of reducing the number 
of shares outstanding, which 
concentrates future value creation 
(or destruction) for remaining 
shareholders. 

Alternatively, companies also 
repurchase shares in the public 
market to offset newly issued 
shares awarded to employees as 
equity-based compensation. This 
form of repurchase is intended to 
reduce the net new shares issued 
and avoid dilution to existing 
shareholders that wish to retain 
their existing level of ownership in 
a company. In both cases, such 
repurchases are recorded in 
companies’ cash flow statements 
as a purchase of common stock 
under financing activities. 

A third form of repurchase occurs 
when an employee’s equity-
based compensation vests and 
is therefore treated as taxable 
income. To meet the company’s 
obligation to withhold tax on 
taxable income, companies may 
net-share settle the equity-based 
compensation awarded to the 
employee. In effect, they are 
“repurchasing” shares that had 
been awarded to the employee, 
which results in reducing the 
company’s diluted number of 
shares outstanding. This payment 
of the tax obligations related to 

equity-based compensation 
is also recorded as a financing 
activity on the cashflow statement. 
For the purposes of our study, we 
do not distinguish between these 
three forms of repurchase activity. 

Regardless of form, we continue to 
believe repurchases have a rightful 
place in the capital markets. 
The role of these markets is to 
move capital from where there is 
excess supply to where there is an 
unmet need for it. Investors and 
companies are thought of as the 
two sides of that market, but the 
investors themselves must first 
gather the capital that they will 
then allocate to companies. 

This capital can come from places 
like insurance companies, pension 
funds, endowments, or family 
offices that have capital today, 
but no use for it until some future 
event. Capital can also come from 
investors’ prior investments. When 
an investment has succeeded 
and produced a return in excess of 
what can be profitably redeployed 
within a company, buybacks serve 
as an efficient method to distribute 
such excess return through 
the capital markets to other 
companies with better growth 
prospects. Further, we believe 
restrictions on buybacks would, 
at best, result in higher dividends, 
and at worst, slow innovation and 
breed corporate complacency, as 
companies have less pressure to 
be efficient with their capital. 

The importance of developing a 
thoughtful buyback policy took the 
forefront in 2020. Many companies 

that bought back billions in stock 
from 2016 to 2019 had to raise 
capital to maintain solvency. 
Opponents of buybacks pointed 
out that had these companies 
been more temperate with 
buybacks in prior years, not only 
could they have had the financial 
flexibility to weather the pandemic 
better in 2020, they would have 
also been poised to pursue more 
opportunistic investment. While 
some headlines in 2020 may have 
cast a shadow over the practice, 
we believe this should not diminish 
the important role buybacks play 
in recycling, and better allocating, 
capital across markets. 

Companies have three primary 
options when considering how 
to deploy capital: value creation, 
financial flexibility, or value 
distribution. Companies should 
first consider value-creating 
growth opportunities that exceed 
their cost of capital. These can 
include organic growth, acquisition, 
or collaborative growth. If no 
attractive opportunities for growth 
exist, companies should consider 
the optimal level of financial 
flexibility—let 2020 be a reminder 
of that. Once value creation 
and financial flexibility are fully 
evaluated and funded, the last 
option should be distribution of 
capital back to shareholders either 
through dividends or buybacks. 
Figure 13 provides a general view 
on how management should 
think about these various capital 
allocation opportunities.
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FIGURE 13 

Hierarchy of Capital Allocation Choices 

Cash from
Operations

Cash from
Financing

Attractive
Growth?

DividendsShare
Repurchase

Pension
Funding

Hold
Cash

Debt
Repayment

Acquisitive
Growth

Collaborative
Growth

Organic
Growth

Cash from
Investing

Yes

Yes

No

No

Future
Reinvestment
Opportunity?

Value DistributionFinancial FlexibilityValue Creation

Sources of Capital

With that said, when a company 
decides to distribute capital to 
investors through buybacks, they 
should do so systematically, 
applying the same discipline 
as with any other investment 
to ensure they are optimizing 
the “return” they earn. The best 
way to do this is to compare a 
company’s intrinsic value per 
share to the market value per 
share and repurchase shares 
when management believes, 
based on objective analysis, that 
their shares are undervalued. 
Such valuation signals can be 

used to indicate when shares are 
likely undervalued—a good time 
to execute a repurchase; or when 
shares are likely overvalued—an 
excellent time to use those shares 
as acquisition currency. With 
these signals in mind, Fortuna 
has developed a value-inspired 
buyback execution methodology, 
or “VIBE,” which helps companies 
understand their buyback 
prospects at any point in time.
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capital entrusted to them by 
their investors, and whether 
and when they should return 
that capital. The answer 
to this question varies by 
industry and by management 
team. Indeed, a large part of 
Fortuna’s practice is helping 
our corporate clients become 
better investors of their own 
capital.

The Debate Over Buybacks
The debate about whether 
or a not a company should 
use its capital to buy back 
stock can be intense. Broad 
statements in favor or against 
buybacks lack nuance and the 
simple recognition that both 
sides have a similar goal in 
mind–that the earnings and 
cashflow of a business be put 
to good use. The difference 
comes in how the two sides 
believe that goal is most likely 
to be achieved.

Many in the anti-buyback 
camp believe the optimal 
allocation of capital, for the 
good of the company and all 
its stakeholders, is achieved 
by companies committing 
to strengthening their own 
balance sheets, increasing 
their employees’ wages, 
and continually striving for 
growth. These are all choices 
a company has for allocating 
its capital internally, so an 
anti-buyback philosophy is 
implicitly an argument that 
company managers are 
good allocators of capital–
that their reinvestments 
within the company will 
lead to incremental value 
creation for the firm’s 
employees, stakeholders, and 
shareholders. 

If investors were confident 
companies could do this 
effectively, the debate 
would favor leaving capital 
at the original company to 
compound in value through 
effective reinvestment. For 
example, a long-term Amazon 
investor has done much better 
from the company reinvesting 
in its business than if Amazon 
had repurchased that stock 
along the way, forcing the 
investor to find a new use for 
the capital. 

But buyback proponents 
believe examples like Amazon 
are rare, and that professional 
investors tend to be better 
capital allocators than 
company managers thanks to 
their dedicated skill sets and 
to the sharper edge of their 
results-oriented environment. 
Professional investors can also 
more efficiently re-allocate 
capital within a sector, or 
from one sector to another, 
to support overall economic 
growth through secular shifts 
in the way value is created.  

The question, then, is not 
really whether buybacks are 
“good” or “bad,” but whether 
corporate managers are 
good or bad at allocating the 

The real question 
is not whether 
buybacks are “good” 
or “bad,” but whether 
corporate managers 
are good or bad at 
allocating capital.

For those with a strong view either way on 
this debate, we would like to understand your 
perspectives. Please feel free to email us at 
info@fortuna-advisors.com to share your 
views or suggest a call for a discussion.
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Thank you for your time and interest in our analysis and commentary on this important 
subject. This report aims to help companies evaluate and make the most of their own 
buyback prospects and performance. We hope that, as attitudes about buybacks evolve, 
companies will continue to embrace careful and comprehensive planning for buybacks, 
as they would with any substantial capital outlay. Better-informed buyback programs can 
lead the way to more value creation for all stakeholders, and to a better overall allocation 
of resources across the economy.

Concluding Remarks

CONTACT US

Email: info@fortuna-advisors.com

Tel: 631-478-5670

www.fortuna-advisors.com

mailto:info%40fortuna-advisors.com?subject=
http://www.fortuna-advisors.com
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VIBE signals:

1

2

3

4

Based on the company and its 
peers, indicates the likelihood of a 
desirable Buyback ROI.

Managements know the key to creating value from 

buybacks is to concentrate repurchases when share prices 

are low. Unfortunately for all stakeholders, more than half of 

S&P 500 repurchasers bought back more shares when their 

prices were above the trend, from 2019-2023.

VIBE is a fact-based platform that provides managements 

with real-time signals to help override natural biases, 

limited information, and human error to better inform the 

timing of share repurchases. 

Buyback programs can and should be sources of immense 

value for many companies. VIBE can help them harness it.

Value Inspired Buyback Execution

PERFORMANCE & VALUATION

CONSENSUS VS. PRICE

RCE-IMPLIED PREMIUM

VIBE SIMULATIONS

Based on the dividend yield and an 
expected share price CAGR, derived 
from consensus EPS growth.

Based on Fortuna Advisors’ 
Residual Cash Earnings (RCE) 
measure of intrinsic share value.

Best time 
to buy

Actual market price RCE-Implied value

Worst time 
to buy

Based on 1000+ simulations that 
incorporate growth, margins, and 
asset intensity.

of S&P 500 repurchasers failed 
to create value from stock 

buybacks

FROM 2019-2023

76%

If you would like to learn more about how 
Fortuna Advisors can improve your buyback 
program, or would like a summary of your 
company’s Buyback ROI performance, please 
reach out to us.

CONTACT US
Email: info@fortuna-advisors.com 
Tel: 631-478-5670
www.fortuna-advisors.com

mailto:info%40fortuna-advisors.com?subject=
http://www.fortuna-advisors.com
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