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Nvidia became the highest price-to-sales (P/S) ratio in the S& 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%:.

our past research showed that the highest multiple stocks often see momentum enabling
them to outperform for 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 Tlist below.

Figure 1: Comparative performance of Nvidia vs S&P 500 from 31 March to 10
August 2023
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source: Performance data from Yahoo Finance, calculated 31 March 2023 to 10 August 2023. Historical performance

is not an indication of future performance and any investments may go down in value.

Historical winners from top P/S stocks
our previous blog showed that stocks with the top price-to-sales (P/S) ratio
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return, on average, -2% annually over the next five years, while the broader
market showcased an average return of 10% during the same periods.

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

Top Pf¢
Name PP | soctor | Start PIS
Date

5/31/1973 | FIN 42 27% | 17.1%
1/30/11976 | ENE 5 5 489%  38.0%
6/30/1980 | TECH | 42 4 383%  46.5%
7/29/1983 | HLTH 18 6 16.2%  52.4%

8/31/1988 | COMM | 13 9 284%  22.8%

10/30/1992 | TECH 17 6 282%  67.1%
LINEAR TECHNOLOGY CORP 42811995 | TECH | 10 32 50.8%  20.4%
3/31/1997 | TECH 12 13 213% 23.4%
YAHOO INC 12/31/1997 | DISC 46 10 136% 69.9%
GILEAD SCIENCES INC 5/31/2002 | HLTH | 24 11 359% 65.1%
Ee,w INC 12/31/2002 | DISC 17 6 14.4%  44.6%
9/30/2004 | DISC | 12969 3 89%  502.2%
3/31/2006 | HLTH 25 7 54%  45.5%
REGENERON PHARMACEUTICALS INC RPN D 8 235%  51.7%
@ HEIﬂE_ RE ENERGY INC 3/28/2013 | ENE 26 2 138%  90.9%
TELEMATICS LTD 3/31/2014 | TECH | 69 91 114%  3.1%
5/31/2016 | COMM | 118 59  235% 43.1%

Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

Figure 3: Five-year median sales growth top P/S winners vs Tlosers
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Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

when we Took at Figure 3, with the aggregated statistics on the sales growth for
winners and Tosers, it’s clear that just growing sales faster than the market is
not enough. Even the losing companies grew their sales more than 6 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

e
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justify its high multiples doesn’t become easier on 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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Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

Figure 5: Ten-year median sales growth top P/S winners vs losers
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Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

Looking at those that outperform for the next decade, there are even less 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

In our previous blog, we Tooked at the top P/S stocks in one view, then took a step back
to look at every entry in the Targest 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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Start P/S
| Frequency | ot Returns Sales Growth

Time Framei P/S / S&P 500 | Stock |S&PS500| Stock | S&P 500

10.0% 6.3%
14.1% 7.5% 6.4%
77.3% 5.4%
58.3% 4.9%

K : 53.7%
Losers } ] 39.2% 9.5%
Winners : 4 717%  6.2%
Losers X ‘ 48.9% 5.0%
Winners : ’ ! 132% 65%
: 87.3%  4.9%

Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

For the next 12 months, we see that the odds of a stock outperforming aren’t that bad.
It is 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
The long-term winning high multiple stocks chart 7

Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

on the five-year horizon we see a huge difference between 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 it outperforms 1is four times less likely, with only 9% of stocks
outperforming.

Figure 8: Ten-year median sales growth winners vs losers
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The long-term winning high multiple stocks chart 8

Source: Jeremy Siegel with Jeremy Schwartz, research for Stocks for the Long Run, 6th ed., 2022. Historical

performance is not an indication of future performance and any investments may go down in value.

Across the different time horizons, there's a discernible trend in the
relationship between P/S ratios, sales growth, and stock performance. Looking
from one-year horizons to ten-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, even though the losers grow faster than the market.

This pattern underscores a key insight: for companies trading at high P/s
ratios, strong sales growth is not an optional advantage-it's a lifeline.

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 median grown their sales over 50% a year. For the 12
months prior to 30 April 2023, Nvidia had total sales of around 26 billion
dollars. Growing that at 50% a year means that, in 2028, its annual sales would
reach over $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 artificial intelligence (AI) graphics processing unit

(GPU) market at between $120 and $150 billion by 20282.

This makes it very unlikely that Nvidia can grow its sales 50% a year (even if
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it has 100% of the market) if demand doesn’t even grow at that rate.

one of the most promising things that investors can Took for 1is proof that
Nvidia can hold onto its share of the market, estimated to be between 80% to 90%

right now3. There aren’t many examples of companies in this position to learn
from, but the one that resembles Nvidia today the most is Cisco in the early
2000s. we will review some similarities with Cisco in our next piece in this
series.

sources
1 Time period is defined as 31 March 2023 to 10 August 2023.
2 source: Statista Intelligence. (2023). AI chip Market Report.

3 Source: Reuters. (2023, June 13). with No Big Customers Named, AMD’s AI Chip challenge
to Nvidia Remains Uphill Fight.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our conflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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