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How Cash Flow Can Provide
Recession Defense

THOUGHTS FROM THEMES | Date: April 22, 2025 Read Online &

The last few months have been challenging for investors. Due to concerns that tariffs are going to send
the world into a recession, major stock market indexes such as the S&P 500 and the Nasdaqg 100 have
taken a hit. Within the market, however, there has been a wide divergence in performance. While some
stocks have experienced sharp downturns, others have held up reasonably well, offering an element of
protection for investors.

Amid the recession fears, a notable trend has been the outperformance of large-cap companies exhibit-
ing strong cash flow characteristics. In many cases, the defensive nature of these companies has led to
less significant share price declines than the broader market. This is illustrated by the performance of the
Solactive US Cash Flow Champions Index, which identifies the top 75 US large/mid-cap companies with
the highest three years of positive cash flow yield. Year to date, it is outperforming the S&P 500.

A Vital Metric in a Recession

Cash flow is the lifeblood of any business. And it's an important metric to focus on when investing in
stocks, especially when there is a high level of economic uncertainty. Businesses that are able to consis-
tently generate positive cash flows tend to be far more resilient than those that are not. As a result, they
can offer a degree of stability for investors when there are concerns in relation to the economic outlook.

Cash Flow Creates Resilience

Recessions can lead to both lower sales for a company and delayed payments from customers. In this
environment, strong cash flows can help a business avoid running into financial difficulties. Not only can
cash flow help to ensure that a company has enough liquidity to cover immediate operational expenses
such as rent, utilities, and payroll, but it enables a firm to meet its debt obligations and avoid liquidity
crises that can lead to insolvency. Effective cash flow management also reduces the reliance on external
financing under unfavorable conditions — borrowing during a recession can be risky as interest rates may
be higher and lenders may have stricter terms.
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The Ability to Capitalize on Opportunities

Cash flow isn't just a defensive attribute, however. It can also fuel offensive moves. During a recession or
economic downturn, opportunities for strategic investments often arise. For example, acquisition targets
may become more affordable due to financial pressures, or competitors may be forced to sell valuable
assets at discounted prices. Companies with strong cash flows can be better positioned to capitalize on
these kinds of opportunities and strengthen their market positions.

More Investor Confidence

One other factor that is worth highlighting when discussing companies with strong cash flows is inves-
tor confidence. A company’s earnings can be influenced by a range of non-cash items including depre-
ciation, amortization, and deferred revenue recognition — all of which can potentially mask underlying
financial issues. Cash flow, by contrast, represents the real movement of cash, therefore offering a more
reliable gauge of a company’s financial strength and operational efficiency.

Cash flow also has implications for dividend security. Dividends are typically paid out of a company’s
cash balance, so strong and stable cash flows are a prerequisite if a company wants to consistently pay
dividends to its investors. If a company has reliable cash flows, it can signal that dividend payments are
more likely to be secure.

A Prudent Strategy

In summary, the analysis of recent market performance amidst recessionary concerns underscores the
significant role of robust cash flow as a defensive attribute for investors. In a market environment dom-
inated by recession headlines, stocks with strong cash flow generation have generally been quite resil-
ient, as illustrated by the outperformance of the Solactive US Cash Flow Champions Index.

Ultimately, a lack of cash flow is one of the main reasons that businesses fail, especially during economic
downturns. Therefore, prioritizing investments in companies with a proven track record of strong and
consistent cash flow could be a prudent long-term strategy, especially in the current environment where
economic uncertainty is elevated.

Footnotes:

The Solactive US Cash Flow Champions Index (SOLUCFCT) identifies the top 75 large/mid capitalization companies with the highest 3 years of
positive cash flow yield.

ALPS Distributors, Inc (1290 Broadway, Suite 1000, Denver, Colorado 80203) is the distributor for the Themes ETFs Trust.

Investing involves risk, including possible loss of principal. There is no assurance that companies with current high free cash flow yields will
continue to maintain high free cash flow yields in the future. LGCF is non-diversified.

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will
reduce returns. The market price returns are based on the official closing price of an ETF share or, if the official closing price isn’t available,
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the midpoint between the national best bid and national best offer (“NBBO”) as of the time the ETF calculates current NAV per share, and do
not represent the returns you would receive if you traded shares at other times. NAVs are calculated using prices as of 4:00 PM Eastern Time.
Indices are unmanaged and do not include the effect of fees, expenses, or sales charges. One cannot invest directly in an index.

Carefully consider the funds’ investment objectives, risk factors, charges, and expenses before investing. This and additional information
can be found in the funds’ summary or full prospectus, which may be obtained by calling 1-866-5Themes (1-866-584-3637) or by visiting
themesetfs.com. Please read the prospectus carefully before investing.

Themes Management Company LLC serves as an adviser to the Themes ETFs Trust. The funds are distributed by ALPS Distributors, Inc (1290
Broadway, Suite 1000, Denver, Colorado 80203). Solactive, STOXX and BITA have been licensed by Solactive AG, ISS STOXX, and BITA Gmbh,
respectively, for use by Themes Management Company LLC. Themes ETFs are not sponsored, endorsed, issued, sold, or promoted by these
entities, nor do these entities make any representations regarding the advisability of investing in the Themes ETFs. Neither ALPS Distributors,
Inc, Themes Management Company LLC nor Themes ETFs are affiliated with these entities.

Our ETFs  About Contacts Insights Interviews



https://themesetfs.com/
https://themesetfs.com/etfs/
https://themesetfs.com/about/
https://themesetfs.com/contact-us/
https://themesetfs.com/insights/
https://themesetfs.com/interviews/
https://www.facebook.com/ThemesETFs/
https://www.instagram.com/themesetfs/
https://www.linkedin.com/company/themesetfs
https://x.com/ThemesETFs
https://www.youtube.com/@ThemesETFs

