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With last week’s large change in factor returns—notably, the large outperformance of small-cap value strategies over gro
wth, technology and momentum factor indexes—it was an interesting time for a podcast focused on the longer-term
case for technology companies.

 

The “Behind the Markets” podcast went to San Francisco for the Cloud 100 event, which celebrated the 100 largest
private cloud computing companies in the world, as determined by Forbes. 

 

We spoke with Byron Deeter, partner at Bessemer Venture Partners, about the case for cloud computing and what makes
Bessemer a special partner in the cloud space. We also spoke with Dan Springer, the CEO of DocuSign, one of the
leading public cloud computing companies, about the opportunity he sees in the cloud market.

 

Some highlights from our conversation include:

 

How Deeter went from the founder of a software-as-a-service business in the early 2000s to return to venture
capital at Bessemer, which has now brought two dozen cloud computing companies from private markets to initial
public offerings. Bessemer made more than 150 cloud computing investments to date. 

What makes cloud computing a prime focus of technology growth? What we heard at the Cloud 100 event was
that software is consuming the technology sector, and software is migrating to cloud-based systems. Deeter sees
cloud technology extending into all branches of life, from the home to the workplace, and into automobiles and
mobile phones.

Are valuations too hot? Deeter recognizes as a buyer that valuations seem to be running high, but he said that
quality companies are never cheap and never look like bargains. They only do in hindsight, he said, after they have
delivered a lot of growth.

In technology, there is a “rule of 40” for delivering efficient growth: if you can combine a free cash flow yield with
net income growth and have the combined two metrics equal 40, those are the types of investments that Deeter
believes compound to deliver long-term attractive returns. The cloud computing public companies are delivering
these efficient growth metrics above this level, and that is why Deeter is so excited about that market. 

Deeter believes we are still in the early days of cloud computing, and Bessemer is putting its venture dollars to
work aggressively in the early-stage businesses. 

 

The conversation with DocuSign’s Springer added further examples and a case study of where the opportunity is at the
company level. 

 

Springer noted that DocuSign is still in its early innings, with only 4% market share. His biggest competitors? Paper
forms and manual processes.

DocuSign has been expanding with a high 30% growth rate, and believes it can compound at this rate. 
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Springer said that opportunities in future acquisitions may be in the areas of machine learning and artificial
intelligence. 

 

These were both great conversations on the future of cloud computing at a macro level, along with a more specific
example at the company level. Thanks to both guests for sharing their time with “Behind the Markets.” Please listen to
the conversation below. 

 

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including possible loss of principal. The Fund invests in cloud computing
companies, which are heavily dependent on the Internet and utilizing a distributed network of servers over the Internet.
Cloud computing companies may have limited product lines, markets, financial resources or personnel and are subject to
the risks of changes in business cycles, world economic growth, technological progress, and government regulation.
These companies typically face intense competition and potentially rapid product obsolescence. Additionally, many
cloud computing companies store sensitive consumer information and could be the target of cybersecurity attacks and
other types of theft, which could have a negative impact on these companies and the Fund. Securities of cloud
computing companies tend to be more volatile than securities of companies that rely less heavily on technology and,
specifically, on the Internet. Cloud computing companies can typically engage in significant amounts of spending on
research and development, and rapid changes to the field could have a material adverse effect on a company’s
operating results. The composition of the Index is heavily dependent on quantitative and qualitative information and
data from one or more third parties and the Index 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 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

Factor  : Attributes that based on its fundamentals or share price behavior, are associated with higher return.

Small caps  : new or relatively young companies that typically have a market capitalization between $200 million to $2
billion.

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.

Growth  : Characterized by higher price levels 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.

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.

Software-as-a-Service (SaaS)  : Software applications provided over a network connectio.

Valuation  : Refers to metrics that relate financial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.

Quality  : Characterized by higher efficiency and profitability. Typical measures include earnings, return on equity, return
on assets, operating profitability as well as others. This term is also related to the Quality Factor, which associates these
stock characteristics with excess returns vs the market over tim.

Free Cash Flow  : A measure of how much cash is left in the company after taking into account all the necessary
expenses, including net capital expenditures.

Yield  : The income return on an investment. Refers to the interest or dividends received from a security that is typically
expressed annually as a percentage of the market or face value.

Net income  : A company’s total earnings (or profit), which are calculated by taking revenues and adjusting for the cost of
doing business, depreciation, interest, taxes and other expenses.
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