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This is part 1 of a two-part blog series. In part 2, “Plenty of Price, Not Much Sales,”

we will take a look at the growing list of companies that are trading at extraordinary v

aluations.

Long duration bonds are witnessing some ugly price action. 

It came so quickly that you could be forgiven for not fully appreciating the extent of

the pain—the 30-Year U.S. Treasury is officially in a bear market, defined as a loss of

more than 20% (figure 1).

Figure 1: Ryan Labs U.S. 30-Year Treasury Total Return Index

My suspicion is that rising yields—bond market pain—amount to a greater headwind for gro

wth stocks than value stocks, owing to the effect that higher discount rates have on
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distant cash flows. 

Focus on the bold fonts in figure 2, which show the correlation to the S&P 500 Growth of

some of our major U.S. large-cap value-tilted Funds.

Figure 2: WisdomTree Large Cap Core & Value Correlations

On a value-core-growth spectrum, the five Funds look something like figure 3. DHS,

DTN and QSY give a deeper value bias than DLN, which is a more traditional value. EPS is

more of a core Fund that has a value flavor.

Figure 3: WisdomTree Funds’ Value-Core-Growth Positioning

It’s still early days, but the stock market’s response to the bond sell-off has been to

take out growth stocks. For sure, not all of the market’s leaders are in trouble:

Google-parent Alphabet is still near its highs, while Microsoft’s decline since mid-

February is just a blip on the long-term chart. Then again, I am not sure many people

consider that one to be a growth stock anymore.

But things are looking ugly with some of the market’s “generals,” with Tesla, Amazon,

Facebook and Apple acting sickly of late. That is a sharp contrast to the surge in the r

eflation-themed Energy sector. 

Figure 4 is the 2021’s reflation thesis in one exhibit: disinflation beneficiaries are

“off,” and inflation beneficiaries are “on.”

Figure 4: Old Leaders vs. New Leaders

The “value-lite” EPS tends to under-weight in high flyers because its 500-stock
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methodology weights components by their earnings as a proportion of all stocks’

earnings. It only has 1% in Energy, owing to that group’s low profits. If the goal is to

have more in that sector, maybe something like QSY is the angle.

DLN requires a dividend for inclusion, so it is a course that can be taken to completely

exclude a handful of the market’s darlings. Similar concepts are found in DTN and DHS,

which have their own twists on dividend screens.

Figure 5: Fund & Index Weights

In part 2 of this two-part blog series, we look at the abundance of companies in the S&P

500 that are trading at a price-to-sales ratio above 10—and what may happen to them if

rising interest rates hinder growth stocks.

Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal.

Funds focusing their investments on certain sectors increase their vulnerability to any

single economic or regulatory development. This may result in greater share price

volatility. Please read each Fund’s prospectus for specific details regarding the Fund’s

risk profile.

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time. References to specific securities and their issuers are for

illustrative purposes only and are not intended to be, and should not be interpreted as,

recommendations to purchase or sell such securities.

 

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Funds

+ WisdomTree International SmallCap Dividend Fund

+ WisdomTree U.S. High Dividend Fund

+ WisdomTree U.S. Value Fund

Related Blogs

+ As Rare as the Loch Ness Monster, Equities at a 10 P/E

+ Potential Solutions for Cutting Downside Risk

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Duration : A measure of a bond’s sensitivity to changes in interest rates. The weighted

average accounts for the various durations of the bonds purchased as well as the

proportion of the total government bond portfolio that they make up.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Reflation : The term is used to describe the first phase of economic recovery after a

period of contraction. This period is typically characterized by the act of stimulating

the economy through accommodative central bank policies and reducing taxes, to bring

growth and inflation back up to the long-term trend.
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