
 
 
 

Wedgewood	Partners	First	Quarter	2024	Client	Letter	
	

The	Magni;icent	Roaring	‘20’s	
 
 
 

“It’s	a	bull	market,	you	know.”	
	

																																																																																																								Jesse	Livermore.			Reminiscences	of	a	Stock	Operator.	
	

	
“The	job	of	sustainably	restoring	2	percent	inBlation	is	not	yet	done…the	higher	inBlation	data	over	

January	and	February	were	above	the	low	readings	in	the	second	half	of	last	year…We	do	not	expect	that	
it	will	be	appropriate	to	lower	our	policy	rate	until	we	have	greater	conBidence	that	inBlation	is	moving	

sustainably	down	toward	2	percent.”	
 
																																																																																																														Jerome	Powell.		Chairman	Federal	Reserve	Board.	
	
	
	
	
	

	
 

  
 
 
 

 
		 4Q	 YTD	 1-Year	 3-Year	 5-Year	

Wedgewood	Composite	Net	 11.4	 29.2	 29.2	 8.4	 17.3	
		 	    		
Standard	&	Poor's	500	Index	 11.7	 26.3	 26.3	 10.0	 15.7	
Russell	1000	Growth	Index	 14.2	 42.7	 42.7	 8.9	 19.5	
Russell	1000	Value	Index	 9.5	 11.5	 11.5	 8.9	 10.9	
		 	    		
		 10-Year	 15-Year	 20-Year	 25-Year	 30-Year	
Wedgewood	Composite	Net	 10.6	 15.3	 10.0	 9.6	 12.4	
		 	    		
Standard	&	Poor's	500	Index	 12.0	 14.0	 9.7	 7.6	 10.2	
Russell	1000	Growth	Index	 14.9	 16.7	 11.3	 7.8	 10.6	
Russell	1000	Value	Index	 8.4	 11.1	 8.0	 7.1	 		9.3i	

 
	



 2 

		 1Q	 YTD	 1-Year	 3-Year	 5-Year	
Wedgewood	Composite	Net	 11.5	 11.5	 31.1	 10.7	 16.6	
		 	    		
Standard	&	Poor's	500	Index	 10.6	 10.6	 29.9	 11.5	 15.1	
Russell	1000	Growth	Index	 11.4	 11.4	 39.0	 12.5	 18.5	
Russell	1000	Value	Index	 9.0	 9.0	 20.3	 8.1	 10.3	
		 	    		
		 10-Year	 15-Year	 20-Year	 25-Year	 30-Year	
Wedgewood	Composite	Net	 11.6	 15.8	 10.5	 9.3	 12.9	
		 	    		
Standard	&	Poor's	500	Index	 13.0	 15.6	 10.2	 7.8	 10.7	
Russell	1000	Growth	Index	 16.0	 17.9	 11.9	 8.0	 11.2	
Russell	1000	Value	Index	 9.0	 13.1	 8.3	 7.4	 		9.8i	

 
	
	
Top	 performance	 contributors	 for	 the	 2irst	 quarter	 include	 Meta	 Platforms,	 Taiwan	
Semiconductor	Manufacturing,	Tractor	Supply,	Edwards	Lifesciences	and	Copart.	
	
Top	performance	detractors	for	the	fourth	quarter	include	Apple,	UnitedHealth,	S&P	Global,	
Booking	Holdings	and	Tractor	Supply	Company.			
	
During	 the	quarter,	we	 trimmed	Meta	Platforms	 twice	because	 it	breached	our	maximum	
position	limit	weighting	of	10%.		We	increased	UnitedHealth.	
	
	

Q1	Top	Contributors	
Avg.	
Wgt.	

Contribution	
to	Return	

Meta	Platforms	 				8.86	 3.18	
Taiwan	Semiconductor	Manufacturing	 6.47	 1.79	
Tractor	Supply	 4.94	 1.08	
Edwards	Lifesciences	 4.14	 1.01	
Copart	 5.92	 1.01	

	   
Q1	Bottom	Contributors	 		 		

Apple	 7.09	 								-0.84	
UnitedHealth	 5.76	 								-0.28	
S&P	Global	 2.29	 								-0.07	
Booking	Holdings	 4.58	 0.11	
Texas	PaciQic	Land	 1.55	 									0.111	

 
1	Portfolio	contribution	calculated	gross	of	fees.		Contribution	to	return	calculations	are	preliminary.		The	
holdings	identified	do	not	represent	all	of	the	securities	purchased,	sold,	or	recommended.		Returns	are	
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A	few	of	our	best	and	worst	relative	performers	during	the	2irst	quarter	were	the	same	as	
last	year’s	fourth	quarter.			
	
The	following	summaries	are	a	few	stocks	we	have	not	discussed	of	late.	
	
CDW	was	 a	 positive	 relative	 performer.	 	 The	 Company	 generated	 nearly	 2lat	 gross	 pro2it	
growth	in	2023	off	dif2icult	2022	(+31%)	comparisons	(partially	from	M&A).		The	Company	
has	 done	 a	 remarkable	 job	 helping	 its	 small	 and	 medium-sized	 customers	 shift	 from	
hardware-centric	 IT	 layouts	 to	 hybrid	 and	 software-based	 implementations.	 	 CDW's	 core	
customer	 typically	 has	 constraints	 in	 both	 IT	 department	 staf2ing	 and	 related	 resources,	
making	 it	dif2icult	 for	 large	enterprise-focused	IT	vendors	to	reach	those	customers.		As	a	
result,	there	are	plenty	of	proven	technologies	that	have	been	adopted	by	larger	businesses,	
often	long	ago,	that	will	eventually	2ind	their	way	into	small	and	medium-sized	businesses	
with	 the	 help	 of	 CDW.		 CDW	 is	 agnostic	 to	 the	 consumption	 models	 or	 form	 factors	 of	
technologies,	which	 is	why	the	Company	has	been	able	to	maintain	superior	returns	over	
many	 different	 technology	 cycles	 and	 innovation	 trends.	 	 We	 think	 helping	 small	 and	
medium-sized	businesses	setup	and	run	their	IT	departments	is	more	important	than	any	
speci2ic	technology	that	happens	to	enable	those	departments	and	should	help	the	Company	
continue	to	grow	and	take	share	of	IT	budgets	over	time.	
	
Copart	was	a	top	contributor	to	performance	during	the	2irst	quarter.	 	First	quarter	gross	
margin	 dollars	 grew	 +9%	 and	 earnings	 per	 share	 grew	 +11%	 as	 the	 Company's	 salvage	
vehicle	auctions	processed	more	volume,	driven	by	skyrocketing	vehicle	repair	costs	in	the	
U.S.	and	strong	demand	for	salvage	vehicles	in	emerging	markets.	 	The	pullback	in	vehicle	
total-loss	 frequency	 that	 began	 during	 the	 pandemic	 has	 reversed.	 	 We	 expect	 another	
multiyear	 run	 ahead	 as	 repair	 costs	 inexorably	 rise	 along	 with	 vehicle	 complexity.	 	 In	
addition,	 Copart's	 key	 insurance	 carrier	 customers	 are	 always	 looking	 to	 maximize	
recoveries	 from	 vehicle	 losses,	 and	 the	 Company	 has	 done	 an	 excellent	 and	 growingly	
ef2icient	job	developing	a	signi2icant	market	for	these	totaled	vehicles	by	2inding	a	growing	
list	of	buyers	in	developing	markets.	
	
Booking	 Holdings	 contributed	 negatively	 to	 relative	 performance.	 	 The	 Company	 grew	
bookings	on	their	platforms	+16%	and	reported	+22%	growth	in	adjusted	operating	income	
during	their	fourth	quarter	of	2023.		We	think	the	market	is	cautious	about	the	Company's	
results	for	2024	because	they	will	be	lapping	very	high	levels	of	growth	compared	to	those	
in	2023	(full	year	2023	bookings	growth	+24%).		However,	Booking's	end	markets	continue	
to	 be	 quite	 healthy,	 outside	 of	 geographies	 affected	 by	war	 because	 consumers	 still	 have	
plenty	 of	 wallet	 share	 to	 re-dedicate	 to	 travel	 compared	 to	 pre-COVID-19	 numbers.	 	We	
applaud	the	Company	as	they	aggressively	repurchase	shares	at	valuation	levels	well	below	
the	market	and	peers.		This	should	serve	to	compound	our	ownership	in	Booking's	business,	
which	has	exceptional	pro2itability.	

 
presented	net	of	fees	and	include	the	reinvestment	of	all	income.	“Net	(actual)”	returns	are	calculated	using	
actual	management	fees	and	are	reduced	by	all	fees	and	transaction	costs	incurred.		Past	performance	does	
not	guarantee	future	results.		Additional	calculation	information	is	available	upon	request.		
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Pool	Corp’s	stock	was	2lat	during	the	2irst	quarter.		The	Company	reported	sales	in	their	last	
quarter	that	declined	-8%	due	to	mild	weather	earlier	in	the	year	and	after	a	few	years	of	
elevated	sales	driven	by	COVID-19	dynamics.		We	view	these	declines	as	transient	and	are	
not	re2lective	of	longer-term	industry	competitive	dynamics.		The	Company	continues	to	take	
market	share	in	the	North	American	pool	care	business	and	has	maintained	excellent	pro2it	
and	return	metrics	during	this	post-Covid	digestion	period.		Pool	Corp	differentiates	itself	by	
carrying	a	large	array	of	industry-speci2ic	products	compared	to	mass-market	retailers	that	
carry	more	standardized	products	or	smaller	industry	competitors	that	have	less	availability	
or	narrower	selections.		This	sweet	spot	positions	Pool	Corp	well	in	the	expanding	pool	care	
and	development	market	and	 the	Company	should	be	able	 to	drive	double-digit	 earnings	
growth	over	the	next	several	years.	
	
S&P	Global	contributed	negatively	to	performance	during	the	quarter.		The	Company	grew	
organic	 revenues	 +11%	 in	 its	 last	 reported	 quarter	 as	 capital	 markets,	 especially	 for	
borrowing,	are	wide	open	for	business.		Even	with	a	strong	economy,	the	Federal	Reserve	is	
still	signaling	that	they	are	ready	and	willing	to	cut	rates,	albeit	at	a	slower	pace	than	the	one	
assumed	just	a	few	months	ago.		Having	only	recently	recovered	from	a	decade-long	yield	
famine,	2ixed-income	investors	are	becoming	desperate	once	again,	making	concessions	to	
issuers	 in	 order	 to	 lock	 in	 rates	 for	 fear	 they	 will	 not	 see	 these	 coupons	 for	 another	
generation.		This	hyper-2inancialization	of	the	U.S.	and	global	economy	will	continue	for	the	
foreseeable	 future	 and	 that	 S&P	 Global's	 pricing	 and	 capital	 formation	 services	 should	
continue	to	enable	it.	
	
Visa	stock	posted	a	small	negative	drop	during	the	quarter.		In	the	2irst	quarter,	the	Company	
grew	earnings	per	share	+11%	as	payment	volume	growth	was	up	+8%	and	cross-border	
payment	 grew	 a	 solid	 +16%,	 adjusted	 for	 currency.		 Beyond	 their	 consistent	 growth	 and	
execution,	 recent	 regulatory	 trends	 have	 caught	 considerable	 investor	 attention.		 The	
Company's	 networks	 and	 value-added	 services	 drive	 enough	 economic	 value	 to	 bank	
customers	and	retailers	that	the	addressable	market	for	payments	should	continue	growing	
at	a	healthy	rate	for	many	more	years,	regardless	of	recent	regulatory	changes.		Visa's	value-
added	services	can	be	extended	to	less-sophisticated,	emerging	non-Visa	networks	to	help	
grow	 the	 overall	 payment	 ecosystem	 that	make	 up	 the	 vast	 global	 payment	 addressable	
market.		For	example,	not	long	after	debit	interchange	rates	were	regulated	last	decade,	Visa	
began	an	aggressive	push	to	allow	non-bank	2inancial	institutions	access	to	Visa's	networks,	
which	helped	drive	more	interchange	volume	to	banks	and	offset	lower	interchange	rates.		
This	was	a	key	element	that	spawned	the	massive	"Fintech"	industry	that	exists	today.		We	
continue	to	expect	Visa's	scale	and	breadth	of	service	offerings	will	help	them	drive	attractive	
growth	at	stellar	margins	along	with	the	overall	payments’	ecosystem.	
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Company	Commentaries	
	
PayPal	
	
PayPal	has	been	a	long-standing	holding	for	Wedgewood,	since	2015.		After	taking	some	of	
our	gains	around	the	company's	COVID-19-fueled	peak	in	2021,	we	have	been	adding	to	the	
stock	slowly	over	the	past	two	years,	taking	it	back	to	a	signi2icant	position	in	the	portfolio.			
	
We	would	like	to	update	you	on	our	current	thinking.	
	
Like	 most	 "COVID-19	 stocks",	 a	 variety	 of	 companies	 (e.g.,	 Amazon)	 bene2ited	 from	
arti2icially	 high	 growth	 rates	 due	 to	 the	 COVID-19	 lockdowns	 and	 subsequent	 stimulus;	
fundamentals	at	PayPal	saw	a	normalization	as	the	world	returned	to	normal	through	2021-
2022.		Similar	to	most	of	those	companies,	many	PayPal	investors	had	incorrectly	assumed	
their	arti2icially	elevated	growth	rates	during	the	COVID-19	period	would	continue	for	years	
and	were	surprised	when	the	normalization	occurred,	leading	to	a	decline	in	the	Company's	
admittedly	overheated	stock.		The	big	difference	between	PayPal	and	many	of	these	stocks	
(e.g.,	Amazon	once	again)	is	that	PayPal	still	has	not	recovered	from	this	broad	normalization	
period.	
	
When	fundamentals	at	a	previously	loved	company	take	a	negative	turn	-	as	happened	with	
many	 of	 the	 COVID-19	 stocks	when	 arti2icially	 high	 growth	 rates	were	 normalized	 –	we	
generally	see	 investors	 tend	to	 look	past	 the	obvious	culprit	and	do	their	best	 to	uncover	
other	problems	that	may	not	be	problems	at	all.		In	this	case,	it	seemed	that	a	few	bears	could	
see	the	culprit	 that	seemed	rather	clear	to	us	-	namely,	 the	very	rational	normalization	in	
growth	 rates	 after	 a	 period	 of	 wildly	 in2lated	 growth.		 Certainly,	 we	 observed	 this	
phenomenon	around	the	post-COVID-19	normalization,	when	not	just	at	PayPal	but	at	almost	
all	the	COVID-19	bene2iciaries	experienced	a	sharp	decline.		The	impact	of	this	event	in	the	
signi2icant	downturn	in	technology	stocks	as	the	market	adjusts	to	a	new	normal.	
	
In	PayPal's	case,	the	winding	down	of	the	company's	long-standing	relationship	with	eBay	
also	coincided	with	this	period	of	normalization,	contributing	a	bit	more	to	the	bust	side	of	
the	boom/bust	cycle	everyone	else	was	experiencing.		The	eBay	situation	had	been	coming	
for	years,	as	anyone	paying	attention	should	have	known	-	still,	the	timing	of	the	2inal	closure	
of	the	compounded	the	already	negative	PayPal	stock	sentiment.	
	
Investors	 then	 began	 to	 propose	 a	 variety	 of	 additional	 theories	 about	 what	 was	 going	
wrong.		Many	of	these	theories	can	be	categorized	under	the	broad	heading	of	"share	loss,"	
where	a	variety	of	smaller	payment	platforms,	digital	wallets,	ancillary	service	offerings	all	
were	(and	still	are)	considered	existential	threats	to	PayPal.	
	
Before	the	Federal	Reserve’s	signi2icant	rate	hiking	program,	the	Buy	Now	Pay	Later	(BNPL)	
providers	 were	 one	 of	 the	 theoretical	 issues	 for	 PayPal,	 for	 example.		 Setting	 aside	 the	
questionable	business	 case	of	 borrowing	money	 in	order	 to	 lend	 it	 to	 consumers	 at	 zero	
percent	-	a	business	case	that	became	even	more	questionable	as	the	cost	of	borrowing	rose	
signi2icantly	 -	 there	 was	 plenty	 of	 noise	 around	 PayPal	 losing	 share	 to	 BNPL	 providers,	
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because	investors	could	see	outsized	growth	rates	from	those	providers,	whereas	PayPal's	
growth	rates	were	relatively	lower.		Obviously,	smaller	companies	with	mathematically	have	
an	easier	 time	showing	 faster	growth	rates	 than	 larger	companies	due	to	growing	 from	a	
lower	base.	More	to	the	point,	this	also	doesn't	mean	the	large	companies	have	necessarily	
"lost	share"	in	the	industry,	if	they	continue	to	grow	along	with	the	broad	industry.		
	
To	track	broad	industry	growth	for	PayPal,	we	follow	the	Company's	total	payment	volume	
(TPV)	 growth	 in	 relation	 to	Visa,	MasterCard	 and	broad	U.S.	 e-commerce	 growth,	 among	
other	things.		As	you	can	see	in	the	chart	below,	PayPal	routinely	tracks	at	or	near	the	top	end	
of	these	broad	industry	trends,	so	arguments	regarding	share	loss	is	puzzling	to	us.	
	
	

	
																																																																																																																																																																										Source:		Company	reports,	U.S.	Census	Bureau	
	
	
We	need	to	emphasize	too	that	one	of	the	primary	drivers	of	the	investment	case	here	is	the	
payments	market	is	still	growing	strong,	and	a	large	market	growing	at	such	rates	has	room	
for	more	than	several	players	to	succeed.		A	smaller	player	growing	at	a	higher	growth	rate	
than	PayPal	means	neither	that	PayPal	is	neither	losing	share,	nor	that	PayPal	is	unable	to	
continue	as	a	successful	business.	
	
Another	component	of	the	negative	sentiment	around	the	Company	was	uncertainty	around	
the	 leadership	of	 the	Company.		Long-time	CEO	Dan	Schulman	and	CFO	 John	Rainey	both	
announced	their	retirements	during	the	post-COVID-19	deceleration	period.		The	Company	
spent	a	signi2icant	amount	of	time	2inding	their	respective	replacements.		Further	confusing	
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matters,	some	investors	(including	us)	had	been	fans	of	the	company's	management	team	
and	 hoped	 the	 Company	 would	 name	 replacements	 who	 would	 continue	 the	 long-time	
strategy	of	growing	pro2itably;	others	hoped	to	see	more	growth-oriented	leadership	(or,	in	
our	thinking,	growth	that	does	generate	much	bottom-line	pro2itability,	common	enough	in	
large-cap	tech).		The	Company	named	a	CFO	replacement,	Blake	Jorgensen,	who	had	medical	
issues	and	had	to	leave	almost	immediately	after	his	arrival.		Subsequently,	the	Company	has	
appointed	replacements	for	both	major	roles.		Alex	Chriss	joined	as	CEO	from	Intuit	toward	
the	 end	 of	 2023	 and	 Jamie	 Miller	 joined	 as	 CFO	 from	 Ernst	 &	 Young	 shortly	
afterward.		Although	it	is	obviously	early	in	this	new	leadership	team's	tenure,	everything	we	
have	been	hearing	from	them	leads	us	to	believe	they	will	continue	the	company's	successful	
long-term	strategy	of	building	lasting	pro2itable	growth.	
	
Although	the	negative	commentary	around	the	company	has	wandered	from	topic	to	topic,	
perhaps	 the	 most	 recent	 commentary	 has	 been	 some	 concern	 around	 the	 import	 of	
Company's	declining	pro2itability	within	their	merchant	services.		We	also	agree	this	is	one	
of	 the	 issues	 raised	 by	 the	 broad	market	 on	 PayPal’s	 current	 fundamentals	 that	matters	
most.		It	de2initely	is	true	that	the	Company's	margin	on	transactions	has	been	declining	over	
the	past	few	years	as	it	aggressively	expanded	its	Braintree	service,	a	payment	platform	for	
merchants	 that	can	accept	almost	all	major	 forms	of	digital	payments.		While	Braintree	 is	
unlikely	 ever	 to	 be	 more	 pro2itable	 than	 the	 company's	 2lagship	 PayPal	 button	 on	 a	
transaction	margin	basis,	 its	pro2itability	has	been	arti2icially	 low	while	 the	company	has	
expanded	signi2icantly,	with	the	company	sacri2icing	pricing	to	build	a	 large	beachhead	of	
share	in	this	service.	
	
Notionally,	we	are	not	 fans	of	 companies	 sacri2icing	margins	 to	grow;	however,	what	 sets	
PayPal	apart	is	that	the	total	company	remained	quite	pro2itable	as	it	pursued	this	aggressive	
growth	 in	 one	 side	 of	 the	 business.		We	 also	would	 note	 that	 Venmo	 is	 another	 growing	
service	 that	 is	 less	 pro2itable	 than	 the	 core	 PayPal	 branded	 business,	 and	 the	 market	
absolutely	loved	Venmo	not	so	long	ago.	
	
We	 would	 be	much	more	 concerned	 with	 the	 Braintree	 growth,	 and	 its	 impact	 on	 total	
company	pro2itability,	if	we	expected	the	current	growth	rates	and	margins	to	continue	into	
the	many	years	ahead.		However,	the	company	has	made	it	clear	that	it	is	at	or	near	the	end	
of	 the	 initial	 beachhead	 phase	 of	 its	 Braintree	 strategy.	 	 New	 CEO	 Alex	 Chriss	 has	 been	
addressing	this	topic	speci2ically,	saying	they	now	have	a	solid	position	in	the	industry,	they	
will	be	taking	more	normalized	pricing,	and	they	also	will	be	expanding	a	variety	of	higher-
margin	 ancillary	 services	 they	 can	 now	 roll	 out	 to	 their	 established	 customer	 base.		We	
believe	this	will	lead	to	improving	transaction	margins	in	the	next	several	quarters	and	will	
begin	to	remove	this	particular	concern	for	the	market.	
	
Overall,	 the	 overwhelmingly	 negative	 sentiment	 in	 the	 stock	 of	 late,	 has	 given	 us	 the	
opportunity	 to	 reload	 our	 position	 in	 the	 stock.		 We	 continue	 looking	 at	 the	
fundamentals:		 for	 example,	 the	 company	 reported	+23%	earnings	per	 share	 growth	 and	
+13%	TPV	growth	for	2023,	growing	at	or	near	the	top	end	of	the	digital	payments	market.		
Perhaps	the	crisis	imbedded	in	PayPal’s	current	stock	valuation	is	not	so	dire.		Because	the	
market	ultimately	acts	as	a	brutal	weighing-machine,	thus	we	are	strong	believers	that	reality	
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does	 win	 eventually,	 and	 the	 reality	 of	 the	 Company's	 improving	 fundamentals	 will	
eventually	be	re2lected	in	a	more	appropriate	higher	stock	valuation.	
	
We	will	admit	we	were	a	bit	taken	aback	when	the	company	provided	its	initial	outlook	for	
2lat	2024	earnings	per	share	growth	versus	2023,	announced	on	its	fourth	quarter	earnings	
report	in	early	February.		It	was	dif2icult	for	us	to	see	what	would	cause	such	a	slowdown	in	
the	 Company's	 growth	 rates	while	 the	 Company	was	 talking	 about	 initiatives	 to	 improve	
pro2itability	-	especially	in	the	Braintree	business.	
	
So,	while	the	market	beat	the	stock	up	again,	our	impression	is	that	this	guidance	was	quite	
conservative.		Not	surprising,	in	the	couple	of	months	since	the	Company	provided	this	initial	
guidance,	 the	 management	 team	 has	 been	 presenting	 at	 investor	 conferences,	
acknowledging	their	conservativism.		Trends	within	the	business	have	remained	steady	in	
relation	to	the	healthy	2023	trends.		The	Company	continues	to	implement	improved	margin	
plans	at	Braintree	and	 to	push	 innovations	 that	will	 be	helpful	 to	Braintree’s	platform	of	
consumer,	small	business	payors,	and	merchants.		The	Company	is	also	cutting	headcount	by	
+9%,	and	management	will	buy	back	at	least	as	much	stock	as	it	did	last	year,	representing	
another	-8%	reduction	in	share	count.		All	of	which	we	expect	to	be	supportive	of	notably	
better	results	than	management's	initial	2024	guidance.		
	
It	is	our	experience	these	"wandering	bear	thesis"	stories	tend	to	come	to	an	end	at	a	point	
that	is	often	dif2icult	to	predict.		Shorter-term	investors	tend	to	move	in	a	herd,	meaning	a	
stock	can	move	meaningfully	in	a	short	time	once	the	tide	turns	–	that	is,	as	both	2inancial	
expectations	and	the	multiple	the	market	applies	to	those	expectations	rise	simultaneously.	
	
We	would	highlight	similar	enough	dynamics	that	played	out	at	Meta	Platforms,	which	has	
been	one	of	our	largest	holdings	for	some	time.		Meta	Platforms	was	a	signi2icant	COVID-19	
bene2iciary;	 the	 boost	 to	 its	 e-commerce	 customers	 led	 to	 signi2icant	 advertising	 growth	
rates	for	the	company.		With	hindsight	clarity,	they	too	saw	the	broad	normalization	that	most	
everyone	 else	 experienced.		 However,	 it	 is	 important	 to	 recall	 at	 the	 same	 time	 the	
normalization	was	happening,	the	Company	was	dealing	with	a	few	additional	issues	-	most	
importantly,	changes	Apple	had	made	to	make	it	more	dif2icult	for	the	Company	to	target	ads	
to	 Apple	 hardware	 users,	 plus	 seemingly	 out	 of	 control	 out-sized	 billion-dollar	 capex	
spending.		Just	as	we	are	seeing	with	PayPal	now,	as	Meta	Platforms	investors	started	looking	
past	 these	concerning	 issues,	 valuation	 improved	noticeably	 from	very	 low	 levels.	 	 In	 the	
fullness	 of	 time,	 the	 tide	 turned	 in	 sentiment	 of	 a	 secular	 fundamental	 turn	 because	 the	
company	made	some	good	choices	on	expense	control	and	capital	allocation.		The	result	was	
rapid	and	signi2icant	move	in	the	stock	as	reported	earnings	continue	to	rebound	sharply.	
	
Per	our	three-decade	playbook,	it	is	important	to	have	signi2icant	positions	in	these	types	of	
situations	before	the	turning	point	arrives.		While	we	are	certainly	not	forecasting	a	similarly-
sized	 move	 in	 PayPal	 stock	 as	 in	 the	 booming	 stock	 of	 Meta	 Platforms,	 we	 continue	 to	
maintain	a	larger	position	in	PayPal	stock	in	anticipation	of	this	turning	point,	and	we	are	
con2ident	it	is	coming.	
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The	Magni2icent	Roaring	‘20’s	
	
	

The	year	2024	is	off	to	a	near-historic	start	with	the	S&P	500	Index	gaining	+10.5%	during	
the	quarter.	 	Over	 the	past	 twelve	months,	 the	 stock	market	has	gained	a	 stellar	+29.9%.		
From	the	pandemic	lows	in	March	2020,	the	S&P	500	Index	is	up	+140%.	
	
History	 might	 suggest	 that	 further	 gains	 are	 ahead.	 	 If	 that	 happens,	 we	 will	 be	 more	
surprised	than	not.	
	
			

 
																																																																																																																																																																Source:		Bloomberg	

	
	
	

In	addition,	“momentum”	stocks	continue	to	carry	the	day	-	in	extremis.			
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THOUGHT OF THE WEEK 

Quarterly Reflections: Q1 2024 
Kirsten Cabacungan, Vice President and Investment Strategist 

U.S. Equities ended Q1 2024 strong. The S&P 500 notched a 10.2% gain for the quarter, 
breaking through 5200 for the first time ever in March. The banner start to the year 
piggybacked the 2023 yearend rally, bringing the back-to-back quarters up a cumulative 
22.5%. Since 1950, when the S&P 500 gained in consecutive quarters with a combined 
advance of greater than 20%, Equities rose over the next 12 months 77.3% of the time 
with an average return of 9.8% (Exhibit 3A).2   

Positive fundamentals fueled the strong equity performance. Resilient job creation and 
solid wage growth continued to support consumer spending. Better-than-expected 
corporate earnings were also a catalyst. S&P 500 companies delivered a strong 4% 
earnings beat for Q4 2023.3 Analysts expect earnings to continue to accelerate this year 
with consensus estimates calling for 12% earnings growth for the S&P 500 in 2024.4 
Expectations for easier financial conditions also underpinned gains. The latest Fed 
projections estimate a median of three rate cuts this year even amid some warmer 
inflation signals recently. 

Under the surface, mega-cap Technology stocks continued to drive the market, but market 
breadth has improved some. By the end of Q1, more than 80% of S&P 500 constituents 
crossed above the 200-day moving average, which aside from a brief cross in January, marks 
the first sustained period since 2021. Stocks have historically fared well when breadth 
increased with the S&P 500 up 13.2% on average over the next 12 months.5 From a sector 
perspective, Communication Services dominated the quarter followed by Energy and 
Information Technology, but Financials and Industrials also held up with both sectors 
outperforming the broader index.. Small-caps still trailed Large-caps but could see further 
support especially with a larger earnings growth rebound expected for the Russell 2000 
compared to the S&P 500. Growth outperformed Value, but Value could be positioned to 
catch up given the positive cyclical forces. From a global perspective, U.S. Equities led both 
International Developed and Emerging Markets, though Japanese Equities staged a strong 
rally following more optimism around improvements in Japan’s economy. 

Exhibit 3: Banner Start to the Year For U.S. Equities. 
3A)  Back-to-back quarterly advances have led further gains. 3B)  Improving market breadth tends to support the durability of the 

market rally. 

 
 

*Estimate. Exhibit 3A: Source: Bloomberg. Data as of March 28, 2024. Exhibit 3B: Source: Bloomberg. Data as of March 28, 2024 

Fixed Income came under pressure during the quarter, with the Bloomberg U.S. Aggregate 
Bond Index lower 0.8%. Yields on the 2-year and 10-year U.S. Treasury climbed in the first 
few months as questions swirled around delays to Fed rate cuts. 

Bottom line: Upside surprises to the economy supported a banner start to the year for U.S. 
Equities. Volatility risks remain, but positive momentum is building for this uptrend to continue, 
in our view.
 
2 Bloomberg. Data as of March 28, 2024. 
3 BofA Global Research. March 12, 2024. 
4 FactSet. Data as of March 28, 2024. 
5 Reflects previous instances since 1990 when the percent of S&P 500 constituents above the 200-day moving 

average flipped above 80% for the first time in three months. Source: Bloomberg. Data as of March 28, 2024. 
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Portfolio Considerations 

We favor an overweight to 
Equities, solid income from bonds, 
and attractive cash flow from cash. 
We have recently turned more 
favorable on cyclical areas of the 
market as they may be positioned 
to benefit if economic indicators 
continue to show resiliency. But 
we maintain a positive view on 
both stocks and bonds overall, as 
we continue to be mindful of the 
potential for bouts of choppiness 
ahead as risks to the outlook 
remain. 



 10 

 
																																																																																																																																																																									Source:		Deutsche	Bank	

 
 
 

 
																																																																														Source:		BoA	Global	Investment	Strategy	

 
 
The	so-called	“Magni2icent	Seven”	(i.e.,	Alphabet,	Amazon,	Apple,	Meta	Platforms,	Microsoft,	
NVIDIA	and	Tesla),	also	known	as	 the	undisputed	stars	of	2023,	continue	 to	mostly	 forge	
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ahead	 thus	 far	 in	 2024.	 	 Tesla	 has	 been	 kicked	 out	 of	 the	 Magni2icent	 Seven	 club	 for	
unsportsmanlike	poor	company	and	stock	performance;	Apple,	after	a	nonstop,	stellar	run	
from	2013	through	late	2023,	is	on	double-secret	probation	after	a	poor	start	in	2024	and	
NVIDIA	continues	to	rocket	into	its	own	solar	system.		We	are	overweight	in	Meta	Platforms	
and	 Alphabet	 and	 underweighted	 in	 both	 Apple	 and	Microsoft,	 as	 we	 patiently	 awaiting	
cheaper	valuations	to	continue	to	build	positions	in	each.	
	
	

Magnificent Seven in 2023 
	

 
 
 
	
There	has	been	a	growing	chorus	of	angst	among	market	commentators	given	the	cumulative	
size	of	the	largest	technology	stocks	relative	to	the	size	of	the	overall	stock	market.	 	Many	
such	graphics	do	seem	to	point	to	worry	if	one’s	time	frame	is	just	over	the	past	few	decades.		
However,	if	one	expands	the	time	horizon	to	go	back	100	years,	one	sees	that	although	in	the	
past	 the	current	reading	of	around	75%	is	certainly	spooky	given	such	years	as	 infamous	
years	1929	and	2000,	readings	between	65%	and	75%	have	actually	been	quite	common.		
	
	

4/7/24, 11:36 AMIt’s the Magnificent Seven’s Market. The Other Stocks Are Just Living in It. - WSJ
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FINANCE STOCKS

It’s the Magnificent Seven’s Market. The Other Stocks
Are Just Living in It.

Big tech stocks have jumped 75% in 2023—and now make up about 30% of the S&P 500

By Hardika Singh Follow

Dec. 17, 2023 at 7:00 am ET

Cumulative return

Source: Dow Jones Market Data; FactSet
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Big tech stocks reclaimed their position as the market’s leaders this year. Just how far ahead

of the pack have they run? 

Collectively, the stocks known as the Magnificent Seven—Apple, Microsoft, Alphabet,

Amazon.com, Nvidia , Tesla and Meta Platforms—have jumped 75% in 2023,NVDA 2.45%
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Although	the	stocks	of	the	Magni2icent	Seven	companies	might,	at	times,	seem	to	trade	at	
times	as	a	monolith,	yet	within	our	long	ownership	of	such	global	pro2it	powerhouses,	we	
have	 experienced	 plenty	 of	 occasions	 when	 individual	 stocks	 over	 the	 many	 years	 have	
charted	incredible	bull-runs	and	mind-numbing	bear-runs	on	their	own	fundamental	accord.		
The	sharp	periodic	declines	over	the	long	years	in	the	stocks	of	Meta	Platforms,	Apple	and	
Alphabet	certainly	come	to	mind.		(We	have	the	scars	to	prove	it.)	
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The	most	signi2icant	performance	stars	in	both	2023	and	2024	have	been	all-about	arti2icial	
intelligence	(AI).		We	wrote	about	our	portfolio	holdings	with	stakes	in	AI	in	our	last	Letter.		
As	 a	 reminder,	 our	 portfolio	 holdings	 bene2itting	 from	 the	 secular	 AI	 tailwind	 include	
Alphabet,	Apple,	Meta	Platforms,	Microsoft	and	Taiwan	Semiconductor	Manufacturing.		Our	
2024	performance	leaders	on	this	front	include	Meta	Platforms	and	Taiwan	Semiconductor	
Manufacturing	–	Apple	is	the	notable	laggard.	
	
	

 
																																																																																													Source:		Investech	

	
	
Despite	inverted	yield	curves,	countless	consecutive	months	of	negative	leading	indicators,	
and	the	like,	including	many	calls	for	a	recession	in	2022	(which	did	not	happen)	and	2023	
(which	 did	 not	 happen),	 plus	 common	 calls	 for	 some	 type	 of	 economic	 landing	 in	 2024	
(either	soft	or	hard),	it	appears	that	the	U.S.	economy	is	on	cruise	control.	
	
The	U.S.	economy,	in	large	part,	has	adjusted	quite	well	to	the	post-ZIRP	(zero	interest	rate)	
2inancial	 environment,	 thank-you-very-much.	 	 You	 will	 recall	 that	 in	 our	 last	 Letter,	 we	
started	 that	Letter	with	a	graphic	on	 the	very	 2irst	page	depicting	market	expectations	of	
Powell	&	Co.’s	cuts	in	the	Federal	Funds	Rate	throughout	all	of	2024,	from	5.33%	to	3.95%.		
And	more	still	for	most	of	2025,	from	3.95%	to	3.08%.	
	
Well.	
	

4/7/24, 3:35 PMArtificial Intelligence Index - InvesTech Research

Page 2 of 3https://www.investech.com/investech-indicators/artificial-intelligence-index/
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Market	 expectations	 have	 swiftly	 changed	 in	 the	 growing	 expectation	 that	 the	 Federal	
Reserve	might	not	cut	the	Federal	Funds	Rate	at	all	this	year	if	they	do	not	cut	in	June	(too	
close	to	an	election	after	that).		A	crusin’	economy	and	stubborn	in2lation	(at	least	stubbornly	
higher	than	the	Fed’s	“magical”	2%	goal)	is	becoming	all	too	real.	
 
We	lamented	in	the	last	Letter	the	following:	
	
“So	once	again,	2024	will	yet	be	another	year	wherein	Binancial	markets	will	be	dominated	by	the	often-
daily	Fed-speak	from	far	too	many	Fed-pontiff	speakers.		We	caution	that	the	markets	might	be	careful	
what	they	wish	for.		We	concede	that	the	Federal	Funds	Rate	is	currently	too	high	if	inBlation	stays	at	

current	levels.		That	said,	even	a	cursory	review	over	the	decades	of	signiBicant	monetary	easing	is	rarely	
seen	outside	of	hard-landing	recessions.”	

	
	

Our	hope	is	Powell	&	Co.	will	 largely	get	out	of	the	way	of	the	economy	–	and	please	stop	
providing	paci2ication	to	the	stock	market	and	credit	markets	whenever	they	regularly	colic.	
Let’s	all	hope	so.		We	have	long	questioned	the	Fed’s	institutional	con2idence	(arrogance?)	
that	they,	armed	with	hundreds	of	PhDs,	can	somehow	micromanage	both	the	economy	and	
too	often	times	2inancial	markets	with	the	blunt	force	of	sharp	swings	short-term	interest	
rates,	as	well	as	yield-curve	control	via	an	elephantine-sized	balance	sheet.			Those	of	us	who	
entered	the	world	of	stock	picking	back	in	the	1980’s	cut	our	teeth	on	the	“Fed	Put,”	 2irst	
introduced	by	chairman	Greenspan	during	the	1987	stock	market	crash.		Since	then,	we’ve	
observed	more	stock	market	booms	and	busts	arguably	caused	by	the	Fed	being	either	too	
easy,	for	too	long	or	too	tight,	for	too	long.		Again,	perhaps	the	markets	have	2inally	learned	
that	they	do	possess	brains,	hearts	and	courage	and	can	reasonably	adapt	to	the	capitalistic	
vicissitudes	themselves,	 instead	of	relying	on	the	behind-the-curtain	Wizards	of	DC	in	the	
Marriner	S.	Eccles	Federal	Reserve	Board	Building.	
	
Maybe	said	building	should	be	moved	to	Kansas…?	
	

	
 
	
	
	
	
	

	
	

	
	
	
	

																																																																																																																																																											April	2024	
	
David	A.	Rolfe,	CFA	 	 				Michael	X.	Quigley,	CFA		 	 Christopher	T.	Jersan,	CFA	
Chief	Investment	Of2icer	 				Senior	Portfolio	Manager	 	 Portfolio	Manager	
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The	 information	 and	 statistical	 data	 contained	 herein	 have	 been	 obtained	 from	
sources,	which	we	believe	to	be	reliable,	but	in	no	way	are	warranted	by	us	to	accuracy	
or	completeness.		We	do	not	undertake	to	advise	you	as	to	any	change	in	;igures	or	our	
views.	This	is	not	a	solicitation	of	any	order	to	buy	or	sell.		We,	our	af;iliates	and	any	
of;icer,	director	or	stockholder	or	any	member	of	their	families,	may	have	a	position	
in	and	may	from	time	to	time	purchase	or	sell	any	of	the	above	mentioned	or	related	
securities.		Past	results	are	no	guarantee	of	future	results.	
		
This	 report	 includes	 candid	 statements	 and	 observations	 regarding	 investment	
strategies,	individual	securities,	and	economic	and	market	conditions;	however,	there	
is	no	guarantee	that	these	statements,	opinions	or	forecasts	will	prove	to	be	correct.		
These	comments	may	also	include	the	expression	of	opinions	that	are	speculative	in	
nature	and	should	not	be	relied	on	as	statements	of	fact.	
	
Wedgewood	Partners	is	committed	to	communicating	with	our	investment	partners	as	
candidly	as	possible	because	we	believe	our	investors	bene;it	from	understanding	our	
investment	philosophy,	investment	process,	stock	selection	methodology	and	investor	
temperament.	 	Our	views	and	opinions	include	“forward-looking	statements”	which	
may	or	may	not	be	accurate	over	the	long	term.		Forward-looking	statements	can	be	
identi;ied	 by	 words	 like	 “believe,”	 “think,”	 “expect,”	 “anticipate,”	 or	 similar	
expressions.	 	 You	 should	 not	 place	 undue	 reliance	 on	 forward-looking	 statements,	
which	are	current	as	of	the	date	of	this	report.		We	disclaim	any	obligation	to	update	
or	 alter	 any	 forward-looking	 statements,	 whether	 as	 a	 result	 of	 new	 information,	
future	 events	 or	 otherwise.	 	While	 we	 believe	 we	 have	 a	 reasonable	 basis	 for	 our	
appraisals	and	we	have	con;idence	in	our	opinions,	actual	results	may	differ	materially	
from	those	we	anticipate.	
		 	
The	 information	 provided	 in	 this	 material	 should	 not	 be	 considered	 a	
recommendation	to	buy,	sell	or	hold	any	particular	security.	

	
 


