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The market and the truth, staring us in the face. 
  

The investment world is, at this moment, right in the middle of a time of intense anxiety about . . . a whole 
lot of things.  Anxiety, discouragement, pessimism, despair . . . and plain old fear:  if we investors feel as 
if we’ve been enduring those stresses for a long time . . . we’re right.  We’ve been enduring them 
constantly, pretty much, for the 10 solid years of this Bull Market.  And today, very far from the cheery 
over-confidence which is supposed to go along with a Bull Market’s over-valued end-of-the-line, we 
appear to have more mind-boggling hazards to worry about than ever before:  trade war, Chinese 
stagnation, Brexit, European stagnation, politics in America and Europe which begin to remind us of the 
Civil War, and more.  
  
That sets the stage.  Now let’s draw the curtain and reveal something startling—something which feels so 
out-of-place in the midst of all these worries that our first reaction will be to say, “Get real.  Be silly on 
someone else’s time, not ours.” 
  

 
  

“Our mantra:  Buy the Dow, and take no prisoners.” 
Tony Hayes, Seeking Alpha analyst 

  



Mr. Hayes’ red line, above, is his opinion about where the Dow Jones Industrial Average ought to be, 
today, given the present value of its likely long-term dividend payments.  Yup . . . almost 50,000.  Today 
it’s less than 26,000, which is the blue line.  
  
Ridiculous, right?  What about all those intense problems, intense anxiety and sleepless nights?  How 
could any sensible person believe something that far-fetched? 
  

 
  

To which Mr. Hayes, figuratively sitting onstage on a wooden chair, calmly gazing at the audience, replies, 
“Hmm.  What have the Dow’s 30 companies done with their earnings and dividends these past 40 years?” 
and answers, “Interesting.  Dividends have grown 1,100%.  Earnings have grown 1,200%.”  
  
Then Mr. Hayes asks, “Do we have any right to expect those dividends to keep up that pace?”  He answers 
with a picture. 
  



 
  

The “payout ratio,” of course, is the percent of earnings the Dow companies are paying out in dividends 
to their shareholders.  That’s the red line up there, and it’s a rocket because the earnings part of that 
percentage plunges down during recessions and rockets up during expansions . . . while the dividend part 
does almost nothing but grow, year after year.  Today the Dow companies are paying out only 37% of 
their earnings in dividends, compared to the long term average of 61%.  The lower that payout rate, the 
easier it is for those companies to keep growing the dividend, as they did for 40 years in delivering 1,100% 
growth.  Today’s 37% dividend payout rate, as we see, isn’t rock-bottom . . . but it’s might low, isn’t it? 
  
Let’s give Mr. Hayes a hand and draw the curtain so our next performer can take the stage.  

Caterpillar, 1981 to 2019 



 
  

We began this conversation talking about what sensible people feel to be reasonable, when they’ve been 
staggering under the weight of countless worries for a long time.  The answer is, they feel that nothing 
much is reasonable except more bad news—accompanied by stagnating stock prices at best, but plunging 
stock prices, more likely.  
  
But in America’s free-market, capitalist system—with its cutthroat competition and generally-quick firings 
of CEO’s who don’t get the job done—what happens are not reasonable things.  What happens are 
startling things, amazing things, and downright miraculous things.  Those things are the norm, as Mr. 
Hayes charts and our Caterpillar chart make perfectly clear.  Caterpillar has risen 2,800% since 1980.  Its 
dividends have risen 5,300%.  Over and over again, it has sailed through titanic storms for a year or two 
and come out the other side, stronger beyond belief.  The investment world, which is filled to the brim 
with skeptics, pessimists and worriers, has been dead wrong about Caterpillar so many times you’d think 
they would learn.  They do not, because they don’t grasp the miracle of competitive companies and 
determined, accountable managements; and because when CAT’s stock is weak, they cannot bring 
themselves to lift their eyes beyond next month or next year, and study the probabilities for CAT’s 
business over the next 5 or 10 years.    
  
When we’re actually willing to study that longer future, and dismiss whatever the market’s skeptics are 
shouting about today, we investors have a tremendous long-term tailwind behind us.  One of the most 
“startling” things of all, in the 42 years of Outlook’s career, is how few investors believe that.  But it is the 
truth, and as we can see it’s staring us in the face. 
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The remarks above aren’t a general recommendation to buy or sell particular securities.  Such decisions should only 
be made in the context of an investor’s own circumstances.  Stocks and bonds carry the risk of loss. 
 


