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STOCK BUYBACKS CAN BATTLE THE
BEAR

Jeff weniger — Head of Equity Strategy
03/08/2022

The true investment challenge is to perform well in difficult times.
-Seth Klarman
Navigating 2022 has been an exercise in managing volatility.

on top of ugly market action late last year, the pain has continued in this year’s first
two months. Anything with a whiff of speculative flavor has a target on its back. while
the NASDAQ Composite Index is off 14.8% YTD, and the S&P 500 has fallen 8.9%, our buybac
k-focused concept-the WisdomTree U.S. value Fund (WTV)-has only given back 4.4% at NAvV.

Figure 1: Year-to-Date Returns
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Source: Refinitiv, as of 3/1/22. Past performance is not indicative of future results. You cannot invest direct in an index. Performance is historical and
does not guarantee future results. Current performance may be lower or higher than quoted. Investment returns and principal value of an
investment will fluctuate so that an investor's shares, when redeemed, may be worth more or less than their original cost.

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

That isn’t surprising. The six major bear markets of the Tast half-century devastated
companies that were heavy equity issuers, the kinds of stocks WTV's buyback screen tends
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to avoid. In crashes, the diluters plunged. while “nobody makes money in a bear market,”
owners of the “buybackers” 1lived to see another day.

Figure 2: Three-Year Cumulative Return by Share Issuance
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Source: Ken French Database, using CRSP, 7/31/1963-12/31/2021.
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For example, Took at the 1968-1970 bear market. The heaviest shareholder diluters were
halved. Then they caught a three-year rally, only to be halved again in the 1973-1974
bear market.

or the dot-com wreck. The big diluters declined by two-thirds over three years. In all
three of those bear markets—and in the others—-the stock repurchasers remained standing.
The red-and-bTue color scheme of figure 3 speaks for itself.

Figure 3: Stock Market Returns, 1963-2021, Ranked by Share Buybacks vs. Share
Issuance
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I'm thinking maybe we are in the first inning of a multiyear value cycle (figure 4).

I am right, the diluters are to be avoided.
Figure 4: S&P 500 Growth Relative to S&P 500 value
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Source: Refinitiv, as of 3/1/22. Past performance is not indicative of future results. You cannot invest direct in an index
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Many market watchers, including myself, suspect figure 5 explains growth versus value
since the global financial crisis. So long as the Fed and other central banks were
expanding their balance sheets to maintain zero interest rates, the present value math
on growth stocks’ distant cash flows could justify big valuations (figure 5). A few
months ago, when investors came to realize the monetary regime was set to flip, the

tables turned.
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Figure 5: Growth vs. value: Dependent on Central Banks’ Bond Purchases
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we recently cut WTV's expense ratio to 0.12%.

It has a net buyback yield of 5.6%, which is akin to a $10 billion market cap company
buying back $560 million worth of stock in a year. That is four times as high as the S&pP
500’s net buyback yield of 1.4%.

WTV has annually beaten both the S&P 500 value and the Russell 1000 value Indexes by
more than a percentage point since its inception a generation ago through March 7, 2022.
It has zero exposure to share diluters.

Important Risks Related to this Article

There are risks associated with investing, including possible Tloss 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.
while the Fund 1is actively managed, the Fund’s -dinvestment process 1is expected to be
heavily dependent on quantitative models, and the models may not perform as intended.
Please read the Fund’s prospectus for specific details regarding the Fund’s risk
profile.

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.

Related Blogs
+ WisdomTree U.S. value Fund: High Vvalue Buybacks

Related Funds
+ WisdomTree U.S. Value Fund
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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 1indicative 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 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 qinternal 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 idinvestment 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

Nasdaq Composite Index : The market capitalization-weighted index of over 2,500 common
equities listed on the Nasdag stock exchange.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

value : characterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower 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.

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

Growth : Ccharacterized by higher price Tevels 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.

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.

Net Buyback Yield : A company’s net share buyback 1is the difference between the
capital raised by issuing new shares and the money the company spent on buying back any
outstanding shares. A positive net share buyback means that more was spent on buying
back existing shares than received from issuing new shares. Net buyback yield 1is the
amount of a company’s net buybacks divided by 1its market capitalization. Please note
that net buyback yield does not represent a dividend paid by the company.

Russell 1000 value Index : A measure of the large-cap value segment of the U.S. equity
universe, selecting from the Russell 1000 Index.
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