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MARKET ENVIRONMENT 
U.S. equities showed strength throughout the first 
quarter of 2024, aided by excitement surrounding 
artificial intelligence, encouraging economic data 
and investor expectations for rate cuts from the U.S. 
Federal Reserve this calendar year. As a result, U.S. 
market indexes reached new highs. In March, the 
Federal Reserve Open Market Committee held a 
meeting and chose to leave interest rates un-
changed while it continues to monitor evolving eco-
nomic data. 
 
PORTFOLIO PERFORMANCE 
The portfolio’s return was 6.67% (net) for the report-
ing period. This compares to the S&P 500 that re-
turned 10.56% for the same period. 

Top contributors: 

• Capital One Financial was a contributor during 
the quarter. The U.S.-headquartered financials 
firm’s stock price rose following fourth-quarter 
results that mainly focused on an optimistic out-
look on stabilizing credit card and continued el-
evated marketing costs. Notably, in February, 
the company announced it would acquire Dis-
cover Financial in a $35 billion all-stock deal. We 
believe the acquisition could be value accre-
tive to shareholders and the potential synergies 
are significant as it will open Capital One Finan-
cial to Discover Financial’s network. If ap-
proved, it is expected to be completed in late 
2024 or early 2025. We continue to think Capital 
One Financial offers attractive upside. 

• KKR was a contributor during the quarter. The 
U.S.-headquartered financials firm’s stock price 

rose following the release of fourth-quarter re-
sults. Notably, private markets fundraising, car-
ried interest revenue and capital markets fee 
generation saw their best results since mid-2022. 
We modestly increased our estimate of intrinsic 
value following the company’s fourth-quarter 
results and management’s commentary re-
garding the outlook and we look forward to in-
vestor day in April. 

• Phillips 66 was a contributor during the quarter. 
The U.S.-headquartered energy company’s 
stock price rose following the release of good 
fourth-quarter results, in our view, with earnings 
metrics besting consensus expectations, mainly 
due to outperformance in both the refinery and 
midstream businesses. We continue to believe 
Phillips 66 offers attractive upside. 
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Top detractors: 

• Charter Communications was a top detractor
during the quarter. In February, the U.S.-head-
quartered communication services company’s
stock price fell when the company reported
that broadband subscribers declined 0.2% se-
quentially. We anticipate that broadband sub-
scriber growth will remain challenging in the
near term due to a heightened competitive en-
vironment and the likely wind-down of a gov-
ernment subsidy program. However, we expect
these competitive forces will abate over the
medium term and that Charter’s broadband
subscriber base will return to normal growth. In
the meantime, the company continues to grow
earnings, invest in high-return capital projects
and repurchase stock. We maintain our belief in
the long-term prospects of Charter Communi-
cations.

• Warner Bros. Discovery was a detractor during
the quarter. The U.S.-headquartered communi-
cation services company’s stock price fell fol-
lowing the release of mixed fourth-quarter re-
sults with earnings metrics falling below consen-
sus expectations, mainly driven by the studio
segment. On the positive side, free cash flow
came in above our expectations, which al-
lowed for continued debt paydown, which we
were glad to see. We continue to believe in the
long-term prospects of Warner Bros. Discovery.

• Lithia Motors was a detractor during the quarter.
The U.S.-headquartered consumer discretionary
company reported mixed fourth-quarter results,
in our view, with earnings per share falling short
of our expectations, mainly driven by weak unit
sales and a continued decline in gross profit per
vehicle as margins normalize. We continue to

believe in the long-term prospects of Lithia Mo-
tors. 

PORTFOLIO POSITIONING 
We initiated the following position(s) during the 
period:  

• Deere & Company is a leading manufacturer
of agricultural equipment with dominant mar-
ket share positions in North America and Bra-
zil. Despite its brand strength, technological
capabilities and distribution advantages, the
company's stock price has recently come un-
der pressure due to investor fears of a trough
in the current agriculture business cycle.
Longer term, world population and food de-
mand are expected to increase annually with
land and labor devoted to agriculture set to
decline each year. As a technological
leader, we believe Deere is well-positioned to
benefit from this dynamic as farms will need
to become more productive. We also like that
the company's management team has a
strong track record of growing the business or-
ganically through cycles, continuously im-
proving returns on invested capital and re-
turning capital to shareholders. We were able
to purchase shares in the company at a dis-
count to our estimate of intrinsic value and to
other high-quality industrials.

We eliminated our position in Hilton Worldwide 
during the period.  

OUTLOOK 
While we keep a watchful eye on the macroeco-
nomic environment, we remain focused on our bot-
tom-up, fundamental analysis at the company level 
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when constructing portfolios. We invest in businesses 
priced at substantial discounts to our estimate of in-
trinsic value, that we believe will grow per share 
value over time, and have management teams 
that think and act like owners. Our analysts are gen-
eralists who remain industry agnostic and focused 
on finding value, regardless of what is in favor at any 
given moment. We believe this positions our portfo-
lios for sustainable, long-term success.  
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The specific securities identified and described in 
this report do not represent all the securities pur-
chased, sold, or recommended to advisory clients. 
There is no assurance that any securities discussed 
herein will remain in an account’s portfolio at the 
time one receives this report or that securities sold 
have not been repurchased. It should not be as-
sumed that any of the securities, transactions, or 
holdings discussed herein were or will prove to be 
profitable. 

The information, data, analyses, and opinions pre-
sented herein (including current investment themes, 
the portfolio managers’ research and investment 
process, and portfolio characteristics) are for infor-
mational purposes only and represent the invest-
ments and views of the portfolio managers and Harris 
Associates L.P. as of the date written and are subject 
to change without notice. This content is not a rec-
ommendation of or an offer to buy or sell a security 
and is not warranted to be correct, complete or ac-
curate. Data is in terms of U.S. dollars unless otherwise 
indicated. 

Certain comments herein are based on current ex-
pectations and are considered “forward-looking 
statements”. These forward-looking statements re-
flect assumptions and analyses made by the portfo-
lio managers and Harris Associates L.P. based on their 
experience and perception of historical trends, cur-
rent conditions, expected future developments, and 
other factors they believe are relevant. Actual future 
results are subject to a number of investment and 
other risks and may prove to be different from expec-
tations. Readers are cautioned not to place undue 
reliance on the forward-looking statements. 

The S&P 500 Total Return Index is a float-adjusted, 
capitalization-weighted index of 500 U.S. large-cap-
italization stocks representing all major industries. It is 
a widely recognized index of broad, U.S. equity mar-
ket performance. Returns reflect the reinvestment of 
dividends. This index is unmanaged and investors 
cannot invest directly in this index. 

©2024 Harris Associates L.P. All rights reserved. 
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