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As a manager of an income-focused fund, we are constantly tracking and evaluating the various income 
“tools” available to investors.  In other words, we like to keep tabs on the competition.  Historically, one of 
the best income tools was dividend-paying stocks.  Dividend-paying stocks are appealing because they offer 
(potentially increasing) quarterly cash payments while also benefiting the investor with any long-term 
capital appreciation in the stock price.  Sounds great, right?  Well, there’s a problem.  Over the past few 
decades, dividend-paying stocks have all but vanished.  In this article we’ll examine this trend, explore some 
of the causes and offer some tips on where to hunt for yield today. 

 
Down Goes the Dividend 

 
The downward trend in dividend payments is unmistakable.  Let’s look at the average dividend payments 
of the S&P 500 Index.  Figure 1 below shows the “Dividend Yield” for the past 50 years. Dividend Yield equals 
the trailing-twelve-months dividend payments as percentage of index price.  While dividends once averaged 
above 5% (and even higher going further back in time), we’ve seen a steady downward trend beginning in 
the mid-1980s.  It’s stunning to note that the average dividend payment, as a function of index price, is now 
down to ONLY around 1%.1 
 

FIGURE 1 

 
Source: https://www.multpl.com  
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So, why is this happening?  Figure 2 below shows the “Earnings Yield” of the S&P 500 Index over the past 
50 years.  The Earnings Yield equals the trailing-twelve-months earnings divided by the index price.  We can 
(roughly) think of this chart as the “upper bound” on what could be paid in dividends (note that we say 
“roughly” because earnings are not equivalent to cash flows).  In looking at this chart, we see that it is the 
same general shape as the Dividend Yield time series.  So, it’s clear that one of the drivers of falling dividend 
payments as a function of stock price is, not surprisingly, falling earnings as a function of stock price.  So, 
one should not expect a material increase in dividend yields without a material drop in equity prices as 
earnings levels cap the yield potential. 

 
FIGURE 2 

 
Source: https://www.multpl.com 

 
 

Share Buybacks – The Modern “Dividend” 
 

Rising stocks prices relative to earnings are a contributing factor to disappearing dividend yields, however, 
another key factor is the rise of share buybacks.  Buybacks occur when a company chooses to use earnings 
to buy back outstanding shares rather than, say, pay them out in dividends or reinvest them. This action 
reduces the number of shares outstanding and thereby increases the earnings per share.  In recent history, 
companies have come to favor share buybacks over dividends for two main reasons, listed below.2 

 
  Tax Treatment – While buybacks and dividends can both be considered accretive to  

shareholders, dividends are taxable in the year received whereas share buybacks generally increase 
share price – a non-taxable event. 
 
Greater Flexibility – Companies that pay a large and steady dividend are often expected to maintain 
dividend levels regardless of fluctuations in earnings.  Some companies even incur debt to pay 
dividends to avoid negative headlines that may come with material dividend changes.  Buybacks, on 
the other hand, offer tremendous flexibility.  Companies can hoard cash and buy shares at their 
discretion when opportunities are most attractive rather than distribute cash on a set calendar 
schedule. 
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Not surprisingly, share buybacks have risen in popularity and now exceed dividend distribution levels (see 
Figure 3 below).  For the 12-month period ending September 30, 2025, U.S. companies completed over $1 
trillion in share buybacks (i.e., about 1-2% of overall market cap).  Buybacks were widespread with 333 
companies reporting buybacks of at least $5 million for Q3 of 2025.  Large companies continue to drive the 
overall volume with the twenty largest companies completing nearly 50% of the volume.3 

 
 

FIGURE 3 

 
 
Note that the chart above comes from the Substack of Aswath Damodaran who wrote a great article on this subject for 
anyone seeking more information.4 

 
 
Wait, What About REITs, UTEs and Energy? 

 
Ok, so we all know the market is dominated by mega-cap tech companies and that dividends are lower in 
that sector.  But what about the sectors that are traditional dividend leaders?  While it is true that these 
sectors provide more attractive yield than the overall market, the yield is still underwhelming.  Below are 
the trailing-twelve-month dividend yields of the top 3 yielding “SPDR Sector ETFs” by State Street.5 

 
 
 
 
  



 

 

 
 

FIGURE 4 

 
 
 

So, yes, a few sectors will get you into the 3%+ range but, in the current environment, that after-tax (real) 
yield is likely negative.  So, when combined with the potential volatility that comes from owning an equity 
investment, we do not like stock portfolios as income tools. 

 
Wherefore Art Thou Yield? 

 
So, alas, what is an income investor to do?  Put us firmly in the camp that using equity investments is not 
the best answer for income seekers.  Don’t get us wrong, we don’t mind “getting paid” (i.e., having a positive 
carry value via the dividend) to hold something like energy or REITs in the current environment, but we’re 
not doing it for the income.  Rather, we like the upside capital appreciation potential or inflation hedge. 

 
As you know by now, we’re big fans of the private markets for the income side of portfolios.  We believe 
that the premium over exchange-traded income tools is substantial and worth the reduced liquidity that is 
required to obtain it.  We are private real estate credit specialists, but we also like other forms of private 
asset-backed credit and private corporate credit.  Note that we think it is important to avoid pure “beta” 
plays where managers are simply seeking exposure to a credit sector. We encourage using managers that 
do their own sourcing, vetting an underwriting.  Moreover, we recommend boutique managers that limit 
fund size thereby providing some opportunity for “alpha” generation. 

 
Stepping away from the private markets, there are a few exchange-traded tools that catch our attention.  
We like some of the lower-risk preferred equity stocks (e.g., those from utilities and top-rated REITs).  For 
more information on those investments, please see our Insight titled, “Exchange-Traded Preferred Shares 
– An Income Tool Worth Considering.” 

   
We also believe there are some unique opportunities in the exchange-traded CMBS market.  These 
securities tend to be harder to access and analyze as they are generally not actively utilized by the retail 
market. Moreover, to gain attractive yields, an investor generally needs to participate in higher-risk 
tranches of these securities which require specialized knowledge.  For example, the largest CMBS ETF, 
“iShares CMBS ETF” (ticker: CMBS), is a turnkey access tool for lower-risk CMBS but only yields 3.44%.6    

 
Lastly, there are a handful of other more esoteric exchange-traded securities that produce noteworthy 
yield.  Among these are Master Limited Partnerships (MLPs), which generally represent ownership in energy 
infrastructure.  There is also a wide array of income strategies found in traditional exchange-traded close-
end-funds (“CEFs”).  In any case, MLPs and traditional CEFs are a topic for another day but are worthy of 
consideration.  Best of luck in your pursuit of yield! 

 
 
 
 

https://www.thirdlinecapital.com/wp-content/uploads/2025/12/Preferred-Shares-Worth-Considering.pdf
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IMPORTANT DISCLOSURES 

This research paper is prepared by and is the property of Thirdline Capital Management, LLC (“TLCM”).  No part of this material 
may be copied or duplicated in any form without the prior written consent of TLCM.  This material is circulated for informational 
and educational purposes only and is not an offer to sell or the solicitation of an offer to buy the securities or other instruments 
mentioned.  There is no consideration given to the specific investment needs, objectives, or tolerances of any of the recipients or, 
in the case of financial professionals, of their clients.   

The investments made by TLCM on behalf of TLCM clients may, and often will, vary from its conclusions discussed herein based on 
any number of factors, such as client investment objectives, investment restrictions and tax considerations, among others.  
Investors and financial professionals should consider whether any advice or recommendation in this research is suitable for their, 
or their client’s, particular circumstances and, where appropriate, seek professional advice, including legal, tax, accounting, 
investment, or other advice.   

Past performance is not a guarantee of future results, and it should not be assumed that any of the strategies discussed will be 
profitable.  TLCM makes no representation that any investor will or is likely to achieve returns similar to those shown.  The price 
and value of the investments referred to in this research and the income therefrom may fluctuate. Every investment involves risk 
and in volatile or uncertain market conditions, significant variations in the value or return on that investment may occur. 
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