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Amazon is trying to take over the world, right? At 65, its price/earnings multiple

anticipates perfection. At some point you hit reality:  a company that is valued at $919

billion, rallying hard for years, may be underestimating the very real possibility that

someone in Washington will step in and break it up. 

 

Democratic presidential hopeful Elizabeth Warren wants to cut a handful of large tech

companies down to size. If Donald Trump’s more than two dozen anti-Amazon tweets are any

indication, he may also be on the case. Currently, the company is the most underweighted

holding relative to the S&P 500 in the WisdomTree U.S. LargeCap Fund (EPS), our 8 bps

twist on beta (figure 1). 

 

Figure 1: EPS’s Largest Underweights vs. S&P 500

 

 

Amazon bulls point to the company’s impressive 91% annual earnings growth in the three

years ending 2018. But that may be the company’s Achilles’ heel: the ghost of Teddy Roos

evelt could look at figure 2 and think, “Standard Oil.”

 

Figure 2: Amazon through the Years: Adjusted Earnings per Share
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Figure 3 shows the WisdomTree U.S. LargeCap ETF’s largest overweights. Because companies

are ranked by the quantity of their earnings, it picks up Apple and a handful of

financial giants, among others. Currently, the former is not as much of a breakup

candidate as some of tech’s other political targets, partly because it is engaged in a

fierce smartphone battle that has the Street anticipating a 3.1% earnings decline this

year. 

 

Yes, the banks have been a regulatory risk since the financial crisis, but the Street is

sober on them, with companies like Goldman Sachs trading for eight times last year’s

earnings.  Hardly bubbly.

 

Figure 3: EPS’s Largest Overweights vs. S&P 500
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If Teddy Roosevelt makes a comeback, investors may want to reconsider their allegiance

to cap weighting. 

Currently, EPS is a Morningstar 4-star fund1 despite two headwinds: it had the hurdle of

a 0.28% expense ratio for many years (we dropped it to 0.08% in March). Also, it skews

toward value within the core and has been facing a market that favors growth stocks

since we launched it in 2007 (figure 4). 

 

Figure 4:  Morningstar Style Box:  WisdomTree U.S. Large Cap ETF (EPS)

 

With the fee drop, we are putting EPS head-to-head with the meat of the portfolio’s core

—up against all these index funds that are loaded with Facebook, Amazon and the rest. If

Teddy reappears, EPS’s under-weight to Big Tech may be just what the doctor ordered.
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1As of 3/29/19  Overall rating based on risk-adjusted returns out of 1,218 funds for the

US Fund Large Blend category

Important Risks Related to this Article

There are risks associated with investing, including 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 the Fund’s prospectus for specific details regarding the Fund’s risk

profile.

 

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 the top 10 holdings of EPS please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/eps

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.

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

Earnings multiple : another way of saying price-to-earnings multiple.

Basis point : 1/100th of 1 percent.

Beta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

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.

Bullish : a position that benefits when asset prices rise.

Earnings per share    : Total earnings divided by the number of shares outstanding.

Measured as a percentage change as of the annual Index screening date compared to the

prior 12 months. Higher values indicate greater growth orientation.

Market capitalization-weighting   : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches

designed to weight firms by market cap.

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.
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