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Have you read Reminiscences of a Stock Operator yet?

It’s the one by “Edwin Lefevre,” the pen name for Jesse Livermore, the Tegendary
speculator who famously played critical roles 1in the markets a hundred years ago,
perhaps even causing the crash of 1907.

He tells a story of the Pennsylvania Dutchman, “the wisest investor he ever knew,” which
is saying something when you consider that Livermore rubbed elbows with the highest of
society in New York and London.

In Reminiscences, the Pennsylvania Dutchman relayed a story to Livermore of the time he
owned a sizeable stake in a company named Atchison, whose president, a Mr. Reinhart, was
under fire for being reckless with shareholder capital:

Mr. Reinhart not only denied the allegations emphatically but said even more: He
proceeded to prove by figures that the allegators were malicious Tiars. The
Pennsylvania Dutchman had asked for exact information and the president gave it to
him, showing him what the company was doing and how it stood financially, to a cent.

Suspicions quelled, right?
wrong:

“You see,” he said, “I noticed that President Reinhart, when he wrote down figures,
took sheets of letter paper from a pigeonhole in his mahogany roll-top desk. It was
fine heavy Tinen paper with beautifully engraved letterheads in two colors. It was
not only very expensive, but worse: it was unnecessarily expensive. He would write a
few figures on a sheet to show me exactly what the company was earning on certain
divisions or to prove how they were cutting down expenses or reducing operating
costs, and then he would crumple up the sheet of the expensive paper and throw it in
the waste basket. Pretty soon he would want to impress me with the economies they
were introducing and he would reach for a fresh sheet of the beautiful notepaper
with the engraved letterheads in two colors. A few figures-and bingo, into the waste
basket! More money wasted without a thought. It struck me that if the president was
that kind of a man he would scarcely be Ilikely to insist upon having or rewarding
economical assistants. I therefore decided to believe the people who had told me the
management was extravagant instead of accepting the president's version and I sold
what Atchison stock I held.”

Atchison sounds Tike just the kind of company we don’t want to get past WisdomTree’s
screens.

wWe want to avoid these people-the “President Reinharts” of the world. The extravagant
parties, the ridiculous acquisitions, the corporate jets, the conglomeration instinct.

Figure 1 shows the historic three-year annualized returns of the stocks that most
heavily dilute their shareholders, along with the returns of the companies whose
management repurchases stock.

In bull markets or even choppy markets, you could usually flip a coin between the “buyba
ckers” and the diluters.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/blog/glossary#bullish
https://wisdomtree.com/blog/glossary#buyback

wWisdomTree BLOG ARTICLE

But the bear markets are a completely different story, to say the least (figure 1).
Figure 1: Three-Year Annualized Returns, Sorted by Share Issuance
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Saource: Ken Franch (Dartmouth) using the Center for Research in Security Prices (CRSP) Database, 7/31/1963-10/31/2021. Performance quated represants past
performance and does not guarantes future results,

when the vietnam war gave investors a scare from 1968-1970, the stock market’s internals
told two tales. On one side were the biggest diluters, whose shareholders Tost 18.8%
annually over three years. On the other were companies buying back shares, whose stocks
as a collective showed a tiny gain.

For investors who kept their wits about them and did not swear off the stock market
after 1970, the 1973-1974 crash was right around the corner.

Everyone got clobbered 1in that bear. Even a dollar 1invested in share repurchasers
collapsed to 58 cents by the end of it. But that was not nearly as bad as the decline to
43 cents that happened to the companies that were issuing stock.

Fast forward to the dot-com bubble. Some people were so burned by it that they never got
back 1in.

Cconsider the pain they went through. From the dot-com bubble’s top to the bear market
bottom, the S&P 500 declined 45%. Bad enough, but not nearly as brutal as the nearly
two-thirds wiped off the value of the two quintiles of stocks that diluted their
shareholders the heaviest (figure 2).

Figure 2: Stock Market Losses, 8/31/00-9/30/02
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Scurces Ken French {Dartmouth) using the Center for Research in Security Prices (CRSP) Databa se. Performance quoted represents past performance and does not

guarantee future results. The S&P 500 index is unmanaged and cannot be invested in directly.

when investors lose two-thirds of their capital, they have to “triple up” to get back to
even. That is hard to do if you have moved to 100% cash because you threw in the towel.

And 1it’s a much different place psychologically than the state of affairs of more
conservative investors in the wake of the dot-com crash. Most such investors did take a
loss, but it was bearable.

None of this is to say that buying back shares 1is the be-all and end-all. Some of these
management teams wait until the ninth inning before they announce a big purchase
program. But for each of those, there 1is the other alternative: the ones that throw a
Tlavish party on the stockholders’ dime.

It’s hard to do those things if you Tay in bed every night knowing you need to come up
with a few billion dollars to fulfill the obligations of your announced buyback program.

of all our mandates, the WisdomTree U.S. value Fund (WTV)* may be the one that most taps
into this concept, this returning of capital back to its rightful owners.

After the November rebalancing, WTV's dividend and buyback yields summed to 7.65%, or
about 5 percentage points more than the S&P 500.

Something important: we recently made the business decision to slash WTV's expense ratio
to 0.12% after nearly 15 years at 0.38%.

* Prior to January 3, 2022, the Fund was known as the WwisdomTree U.S. Quality
Shareholder Yield Fund, using the ticker symbol QSY.

Important Risks Related to this Article
Unless otherwise stated, all data as of 11/30/21.

Performance is historical and does not guarantee future results. Current performance may
be Tower 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 standardized performance, yield, and month-end performance click her
e.

For a prospectus, click here.

Please consider the fund's objectives, risks, charges and expenses carefully before
investing. The prospectus contains this and other important information about the fund.
Please read the prospectus carefully before you invest.

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

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF’


https://wisdomtree.com/~/link.aspx?_id=83F86E8F05BA4F06862841636C49AE27&_z=z
https://wisdomtree.com/~/link.aspx?_id=83F86E8F05BA4F06862841636C49AE27&_z=z
https://wisdomtree.com/~/link.aspx?_id=83F86E8F05BA4F06862841636C49AE27&_z=z
https://wisdomtree.com/~/link.aspx?_id=83F86E8F05BA4F06862841636C49AE27&_z=z
https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z

wWisdomTree BLOG ARTICLE

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.

View the online version of this article here.

-

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREE


https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2022/01/03/share-buybacks-underweighting-spendthrift-ceos

wWisdomTree BLOG ARTICLE

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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its 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

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

portfolio returns.

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.
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