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PLENTY OF PRICE, NOT MUCH SALES

Jeff weniger — Head of Equity Strategy
04/01/2021

In part 1 of this two-part blog series, “The Bond Market’s Sell-off Is Taking out
the Stock Market’s Leaders,” I discussed the trouble currently confronting several
mega-cap growth companies. Now let’s ook across the entire S&P 500.

Last year, I penned a piece called “The Ghost of Sun Microsystems,” digging into the
history of one of the tech bubble’s most legendary computer company’s stocks.

The post-Dot-Com-crash reflection of Sun Micro’s CEO, Scott McNealy, is Tlegendary:

Two years ago we were selling at 10 times revenues when we were at $64. At 10 times
revenues, to give you a 10-year payback, I have to pay you 100% of revenues for 10
straight years 1in dividends. That assumes I can get that by my shareholders. That
assumes I have zero cost of goods sold, which is very hard for a computer company. That
assumes zero expenses, which is really hard with 39,000 employees. That assumes I pay no
taxes, which is very hard. And that assumes you pay no taxes on your dividends, which is
kind of illegal. And that assumes with zero R& for the next 10 years, I can maintain
the current revenue run rate. Now, having done that, would any of you I1ike to buy my
stock at $64? Do you realize how ridiculous those basic assumptions are? You don’t need
any transparency. You don’t need any footnotes. what were you thinking?

I guess we could say that Sun Micro had plenty of price, but not much sales.
Today, there are 59 stocks in the S&P 500 that trade at 10 or more times revenue.
Figure 1: Members of the S&P 500 with Price/Sales Ratio > 10
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1 Microsen Corp 129 18418 523% |21 Adedeskinc 205 855 019% |41 ETSYhe 43 280 008%
2 Tesakc 248 7661 21a% |22 [Econesial Bchane 103 633 018% |42 Copatinc 126 219 008%
3 Visakc 205 435 126% |23 Equinixinc 105 619 018% |43 Fornetin 104 210 006%
4 NVIDIA Corp 339 3801 105% |24 Anakog Devicesine 105 59.0 017% | 4a Mo lotegeaiod Products "7 258 0.07%
5 PayPal Holdings Inc 163 481 099% |25 Twiterinc 154 574 oae% |45 forlocbay Communites 109 250 007%
6 Mastorcardinc 224 351 005% |26 Ecwaigs Lilesciences Cop 121 531 015% |48 Enphase Encrgyinc 315 24 007%
7 Asebee 136 2352 087% |27 Monster Beverage Corp 116 487 on |47 xﬁ;‘;‘:;‘(‘m”';"‘“ 123 232 007%
8§ Sakesforce Cominc 129 2273 065% |28 Algn Techology Inc 9.1 473 013% |48 Realylcome Com 185 231 007%
9 Texas nstuments e 14 1843 047% |28 IDEXOX Laboratories Inc 71 62 013% |49 Vensigninc 180 27 008%
10 Sendcetiowinc %7 139 032% |20 Las Vegas Sands Cop 123 443 OABNL | 50 S ERTRCRA 1041 217 006%
11 laustinc 182 1093 031% . |31 Sympsysinc e 34 012% |51 Marketasess Hodings Inc 295 203 006%
Dty 16 1082 031% |32 PublcStoage 144 409 012% |52 Tyl Technologiesinc 169 89 005%
13 Amencan Tower Cop 133 1005 028% |33 Dexcominc 207 398 0% |53 EssexPropeny Trustinc 18 174 005%
14 Wstive Surgicalin 218 918 026% |34 "m"‘ Design Systems 169 205 o11% |54 mm‘"‘wsm 203 a 005%
15 S&P Globalinc 10 816 023% 35 MSClinc 214 363 010% 55 Exra Space Storage inc 1ns 155 004%
16 Zoetsinc 127 803 023% |36 Brown-Forman Cop 10.5 354 010% | 56 Duke Realty Comp 164 153 004%
17 Prosogis inc 178 783 022% |37 Xinkic 108 342 010% |57 ABIOMED I 170 13 004%
18 Beninainc 28 122 021% |38 ANSYSIc 23 338 040% | 58 IPG Photonics Corp 105 27 0045
e 121 704 020% |38 VenskAnaytics inc s 307 002% |59 UDRWc 100 125 004%
20 CME Giow Inc 136 856 019% |40 SBACommumcalonsCop 143 288

Source: Thomson Reuters Refinitiv, as of 2/24/21.

Such valuations are Tikely a by-product of the “TINA” trade-own stocks because “There Is
No Alternative” in a Tow-rate world. It worked famously when the bond market rallied for
years on end.

what happens when the bond market goes the other direction?

Fixed income’s red ink may just be getting started. Even after about a half year of
yields rising, the 10-vear U.S. Treasury yield has not yet flirted with 2%; it remains
43 basis points lower than the average inflation rate of the last three years.

Figure 2: 10-Year Treasury Yield Minus 3-Year Average U.S. cConsumer Price
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Source: Thomson Reuters Refinitiv, as of 2,/22/21.

with Brent crude oil attacking $65 and U.S. home prices up 11% over the last year, to
name just two inflation indicators, it may be wise to recall that the 10-Year t-note
touched 3.24% as recently as November 2018.

Take it closer to home, to expectations for inflation in the next few years. The bond
market anticipates annual price increases of 2.37% between now and 2026 (figure 3).

Figure 3: U.S. Five-Year Breakeven Inflation Rate
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Source: Federal Reserve Bank of St. Louis, as of 2/22/20.

Meanwhile, in figure 4, the 30-Year Treasury bond appears to be doing one of two
things:

1) Preparing for a repeat of the “Roaring ’20s,” or

2) Bracing for years of imbalanced budgets in washington

In contrast, the 2-Year Treasury yield’s slow drift Tower could be a pointing to a
“Snoring ’20s.”

Figure 4: Near-Term Yields Declining, Long-Term Yields Rising
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Source: Thomson Reuters Refinitiv, as of 2/22/21.

Quizzically, the street expects the Federal Reserve (Fed) to hold off on rate hikes
until the cows come home, yet the consensus also expects the labor market to be on fire,
with just 4.6% unemployment in 2022. It’s hard to conceptualize how the Fed can continue
to pin short rates at zero if jobs bounce back that strongly.

At the rate that commodities and house prices are surging, expectations for an
accommodative Fed could get dashed. A newfound pivot to a rising rate regime—in both
short and Tong rates—makes assets that promise distant cash flows look vulnerable, owing
to the math behind present value calculations.

Stocks that trade for 10, 20, 30 times sales, many based on hopes and dreams of robust
profits 1in 2025 or 2030 or beyond, may look appealing to some 1investors when Treasury
rates are 0% or 1%-because future fortunes can be discounted at a tiny cost of capital.

But send interest rates up a point or two and the math changes.
If and when the five dozen or so companies in the S& 500 with a price-to-sales ratio

above 10 fall out of favor, it may be stocks with nearer-term cash flows that get the
Tast Taugh.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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 Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Inflation : cCharacterized by rising price levels.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity
of ten years.

Break-even inflation rate : For a given bond maturity, for example five years, the
interest rate on the five-year nominal bond minus the interest rate on the five-year
inflation adjusted bond; meant to approximate expected inflation over that time frame,
in this case five years.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Rate Hike : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.
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