
THE LONG-TERM WINNING HIGH-
MULTIPLE STOCKS
Jeremy Schwartz — Global Chief Investment Officer,Joseph Attia — Intern, Research

08/23/2023

Nvidia became the highest price-to-sales (P/S) ratio stock in the S&P 500 at the end of

March 2023 and up until mid-August 2023, returned a total of 52.6% compared to the S&P

500’s 8.7%.1 

Our past research showed that the highest-multiple stocks often see momentum that allows

them to outperform the following year before they often start to underperform.

But a notable few of the 99 companies that historically reached the highest-multiple

status broke through to be long-term winners—and we reveal that list below.

Figure 1: Comparative Performance of Nvidia vs. S&P 500 from March 31 to August

10, 2023

Historical Winners from Top P/S Stocks

Our previous blog post showed that stocks with the top price-to-sales (P/S) ratio

return, on average, -2% annually over the next five years, while the broader market

showcases an average return of 10% during the same period.

To better understand which companies managed to avoid these disappointing returns, we

looked at the winners and their sales growth.

Figure 2: Five-Year Winners from Top P/S Position and Their Sales Growth
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For definitions of terms in the table above, please visit the glossary. 

Figure 3: Five-Year Median Sales Growth Top P/S Winners vs. Losers

When we look at figure 3, with the aggregated statistics on the sales growth for winners

and losers, it’s clear that just growing sales faster than the market is not enough.

Even the losing companies grew their sales more than six times faster than the market

and still had huge negative returns. Median sales growth for the winning companies is

almost 50% annually!

The sales growth that a company must sustain to continue to stay competitive and justify

its high multiples doesn’t become easier with longer horizons either.

For every surviving company that also beat the S&P 500 over the next five years, there

were 2.4 that underperformed.

Figure 4: Ten-Year Winners from Top P/S Position and Their Sales Growth
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Figure 5: Ten-Year Median Sales Growth Top P/S Winners vs. Losers

Looking at those that outperform for the next decade, there are even fewer survivors.

The losing companies experienced negative annual returns even with their sales growing

23.2% annually. The winners grew their sales at 33.2% per year, whereas the market only

achieved a 5.2% annual growth rate.

Bucketing Winners and Losers by P/S Ratio

Similar to how in the last blog post we looked at top P/S stocks in one view, then took

a step back to look at every entry in the largest 500 companies, we can do the same here

and examine their sales growth.

Figure 6: One-Year Median Sales Growth Winners vs. Losers
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For the next 12 months, we see that the odds of a stock outperforming aren’t that bad.

It’s right under half for all stocks, sitting at 46% historically. At higher multiples,

these odds halve and result in about a quarter of the higher-valuation stocks

outperforming.

Figure 7: Five-Year Median Sales Growth Winners vs. Losers

On the five-year horizon, we see a huge difference in the chances that a company

outperforms the market. As a base rate, we see 36% of the stocks outperform the S&P 500,

but when we look at higher multiples, we find the chance that a company outperforms is

four times less likely, with only 9% of stocks outperforming.

Figure 8: Ten-Year Median Sales Growth Winners vs. Losers
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Across the different time horizons, there’s a discernible trend in the relationship

between P/S ratios, sales growth and stock performance. Looking from 1-year horizons to

10-year horizons, winners consistently achieve long-term astronomical sales growth rates

that eclipse not only the broader market but also their high P/S peers.

For example, in the elevated P/S category (>40), winners achieve annual sales growth

rates of 113.2% over one year, 51.7% over five years and 46.5% over a decade.

These figures starkly contrast with their underperforming counterparts in the same P/S

bracket, though even the losers grow faster than the market.

The data paints a compelling picture—while robust sales growth is commendable, to truly

outperform in the high P/S arena, companies need to deliver growth that’s not just good

but consistently exceptional.

Allowing a forward-looking P/S ratio for Nvidia puts it into the >25 P/S bucket, where

winners have, on average, grown their sales by more than 50% a year. For the 12 months

prior to April 30, 2023, Nvidia had total sales of around $26 billion. Growing that at

50% a year means that in 2028, its annual sales would reach more than $197 billion a

year—a staggering sales number that only about 30 companies worldwide surpass currently.

This number becomes even more daunting when we consider the fact that estimates put the

total size of the AI GPU market at between $120 billion and $150 billion by 2028.2 

This makes it very unlikely that Nvidia can grow its sales by 50% a year, even if it has

100% of the market, if demand doesn’t grow at that rate.

One of the most promising things, then, that investors can look for is proof that Nvidia

can hold on to its share of the market, estimated to be between 80% and 90% right now.3

There aren’t many examples of companies in this position to learn from, but the one

Nvidia resembles the most today is Cisco in the early 2000s. We will review some

similarities with Cisco in our next piece in this series.

 

 

1 Period is defined as 3/31/23–8/10/23.

2 Source: AI Chip Market Report, Statista Intelligence, 2023.  

3 Source: Stephen Nellis and Chavi Mehta, “With No Big Customers Named, AMD’s AI Chip

Challenge to Nvidia Remains Uphill Fight,” Reuters, 6/13/23.

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

+ Performance after Peak Valuation: Navigating the Tech Sector’s High Multiples

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

Price-to-sales (P/S) ratio : share price divided by per share revenue.

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.

Multiple  : A multiple measures some aspect of a company's financial well-being,

determined by dividing one metric by another metric.

Momentum  : Characterized by assets with recent price increase trends over time. This

term is also associated with the Momentum Factor which associates these stock

characteristics with excess return vs the market over time.
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