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Investment Process 
 We seek to invest in high-quality, undervalued companies with strong balance sheets and shareholder-oriented management teams. 
 

Undervaluation 

 Determining the intrinsic value of a business is the heart of our research process. Intrinsic value represents the amount that a buyer would pay to own a 
company's future cash flows. We seek to invest at a significant discount to our estimate of the intrinsic value of a business. 

 
Business Quality 

 We seek to invest in companies with histories of generating strong free cash flow, improving returns on capital and strong competitive positions in their 
industries. 

 
Financial Strength 

 We believe that investing in companies with strong balance sheets helps to reduce the potential for capital risk and provides company management 
the ability to build value when attractive opportunities are available. 

 
Shareholder-Oriented Management 

 Our research process attempts to identify management teams with a history of building value for shareholders. 

 
 

Portfolio Management 
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Investment Results (%) ·····················································Average Annual Total Returns ····················································· 

As of 31 March 2026 QTD YTD 1 Yr 3 Yr 5 Yr 10 Yr Inception 

Investor Class: ARTGX—Inception: 10 Dec 2007 -3.09 -3.09 19.13 18.30 10.68 10.64 8.86 

Advisor Class: APDGX—Inception: 1 Apr 2015 -3.06 -3.06 19.34 18.49 10.85 10.80 8.95 

Institutional Class: APHGX—Inception: 17 Jul 2012 -3.01 -3.01 19.42 18.60 10.95 10.91 9.05 

MSCI All Country World Index -3.20 -3.20 20.01 16.58 9.49 11.33 6.83 

MSCI All Country World Value Index 1.17 1.17 17.79 14.71 9.20 9.12 5.12 

Source: Artisan Partners/MSCI. Returns for periods less than one year are not annualized. For the period prior to inception, each of Advisor Class and Institutional Class's performance is the Investor Class's return for that period ("Linked 
Performance"). Linked Performance has not been restated to reflect expenses of the Advisor or Institutional Class and each share's respective returns during that period would be different if such expenses were reflected. 

Past performance does not guarantee and is not a reliable indicator of future results. Investment returns and principal values will fluctuate so that an investor's shares, when redeemed, may be worth more or 
less than their original cost. Current performance may be lower or higher than that shown. Call 800.344.1770 for current to most recent month-end performance. 

 

Expense Ratios (%)* ARTGX 

Annual Report 1.26/— 

Prospectus 1.26/— 
 

APDGX 

1.10/— 

1.11/— 
 

APHGX  

1.01/—  

1.02/—  
 

*Unsubsidized/subsidized. Annual Report: 30 Sep 2025. Prospectus: 30 Sep 2025. See prospectus for further details.  

 



 

“The future ain’t what it used to be.”—Yogi Berra 

This was one of the more eventful quarters in recent memory.  

Artificial intelligence (AI) continues to give us plenty to think and write about. We have done so in recent quarterly letters, focusing mostly on the enormous 

levels of investment dedicated to AI and whether those investments will bear fruit outside of those companies that directly benefit from the dollars spent  

(i.e., NVIDIA that makes the chips, Samsung Electronics that provides the memory and Lam Research that makes the equipment to manufacture the chips). 

And this quarter, we saw evidence in the results of both Alphabet and Meta that their historic levels of capital spending are generating returns. We saw 

revenue acceleration across a number of their businesses, which we believe is a function of these investments. This is clearly a positive sign for us as 

shareholders of both companies. 

But this quarter, we saw some evidence of AI’s darker side, what might be lost rather than what might be gained. In February, Square, a publicly listed payment 

services provider, announced that it was reducing its employee base by 40%. Because of AI productivity gains, it just doesn’t need as many employees. This 

announcement generated a lot of headlines and a lot of fear about what AI means for white-collar employment and society in general. But there was some 

other data that caught our eye, which was not reported on. We refer to Exhibit 1, which shows revenue and full-time equivalent (FTE) employee numbers at 

four large tech firms in 2022 and 2025. 

 

 

Over this three-year period, Alphabet added $120 billion of annual revenue. This is incredible in itself. The average S&P 500® Index company generates about 

$37 billion a year in revenue. Alphabet added three times that amount in just three years. But that’s not the punch line. It did so while adding a net of only  

586 FTEs. We should pause right here and let that sink in. It took Alphabet 20 years to go from zero revenue at its founding in 1998 to $136.8 billion of revenue 

in 2018, and it ended that year with 99,000 FTEs. But revenues grew almost as much over the past three years while needing 99.5% fewer marginal employees 

to do so. We certainly believe that no other company in history has added so much revenue with so few additional employees. Or said another way, has there 

ever been such an example of human productivity? 

Meta’s revenue and employee count tell a similar story. In Meta’s case, the employee count actually declined over the period, despite adding $84 billion in 

revenue. Amazon and Microsoft also demonstrated incredible revenue generation with modest FTE growth.  

One can argue that tech companies simply over hired during COVID-19. Perhaps the past three years reflect a period of normalizing productivity: Employees 

went from being underutilized to more fully utilized. We believe this is the case at Square, which was overstaffed regardless of AI. We think it is also true at 

Meta to a large degree. Meta has too many employees in general, and specifically in its Metaverse initiative, which has turned into one of the largest financial 

dead ends we have ever seen—the Metaverse is losing about $15 billion a year without even the fumes of commercial viability. So, the over hiring argument 

has some truth to it. But these four large tech companies added almost half a trillion dollars in revenue over three years. Half a trillion! In any other time period, 

that kind of revenue creation would have required an enormous amount of human labor to achieve. Think about how many employees it would take to sell 

$500 billion of just about anything. 

It’s quite clear to us that AI is helping drive a shift from labor to capital. We don’t believe it is a coincidence that Alphabet and Meta are growing without 

adding employees at the same time they spent a combined $160 billion in capex in 2025. Alphabet, Meta, Amazon and Microsoft collectively invested 

$416 billion last year and are projected to invest another $645 billion in 2026. Here are some comparisons to put that single-year number into context. The 

cost of building the US interstate highway system was between $650 billion and $700 billion in today’s dollars. And those dollars were spent over decades. The 

Louisiana Purchase, which nearly doubled the land area of the US, cost about $425 million in today’s dollars. 

This shift from labor to capital has been going on for a while, as the following chart demonstrates. But if the results of these four companies at the forefront of 

AI investment are any indication, this trend seems likely to continue, or even accelerate. 



 

 

  

If AI can disrupt the labor and capital relationship to the degree we are seeing at Alphabet and Meta, what other disruptions lie in its path? We saw a wave of AI 

disruption fear hit software companies this quarter. And that fear does not seem unfounded. We believe that low employee-intensity revenue growth at 

Alphabet and Meta must be at least partially a function of AI performing the work that would have otherwise been done by human software engineers.  

Software share prices dropped left and right. Tax-prep software? You won’t need Intuit’s software anymore. AI can replace it. Intuit shares dropped to a three-

year low, down almost 50% from its 2025 peak. Workday, Salesforce, ServiceNow and Adobe all fell 30% to 40% this quarter as the “software is dead” narrative 

spread. Mind you, none of these businesses are seeing an impact from AI disruption, yet. But the market is a discounting machine, and the future it now sees is 

less certain and less attractive than in the past. The fear spread to many other industries. Some say corporations won’t need insurance brokers as AI will 

analyze, price and procure insurance coverage. Others say individuals won’t need brokerage accounts as AI will replace trading and investment advice. The list 

of industries sold down on AI disruption fears seemed to expand by the day. 

It is worth noting that, until recently, investors seemed concerned that the massive capital spending on AI, particularly at the large tech companies, was 

unlikely to generate sufficient returns on capital to justify the investment. It cannot be simultaneously true that AI’s returns will be poor AND AI will swallow 

entire industries. Which version of the future is more likely? Do the recent results at Alphabet and Meta provide an answer? 

Predictions, of course, are difficult to make, as Yogi Berra reminds us.  

This is especially true for war. Our predictions about what will happen in the Middle East are as good or as bad as anyone else’s. One of the great absurdities of 

investing is that, while the value of any business is a function of future earnings, recognizing the impossibility of predicting the future is a requisite for 

investing success.  

Before the war started, oil prices hovered near $70 per barrel, and commentators worried about oversupply. Now, it’s around $95, from a recent peak of $118, 

and the concern is clearly about undersupply. So much for predictions. About 20% of the world’s oil and liquefied natural gas goes through the Strait of 

Hormuz, which has been mostly closed since the war started. Oil isn’t getting to market. Oil infrastructure has been shut down. We believe it will take six 

months to a year for oil supplies to normalize if the war ends today. The longer the war goes on, the longer that normalization will take. Interest rates, which a 

few months ago seemed likely to fall, have spiked. When and if they will decline is impossible to predict. To what degree the economy wobbles from this 

energy shock is unknowable. The economy is an enormous, complex mechanism. The war might be a few grains of sand in the gears, or it could be a wrench. 

The longer it goes on, the more likely it becomes the wrench scenario.  

The markets overall have largely taken the war—and AI fears—in stride. The US market was down 5% for the quarter. International markets were up slightly in 

local currency, though down around 1% in US dollar terms as the dollar strengthened versus most currencies. This is counterintuitive at first blush. The 

economies of Europe and Japan are far more exposed to the pain of an energy shock than the US. They do not have large energy resource bases and must 

import energy, whereas the US is energy independent. This is a key, durable competitive advantage of the US (among others) that makes its economy so 

dominant.  

International equities outperformed simply because of the mix of companies listed there. Information technology and communication services (basically tech) 

performed poorly this quarter. These two sectors make up about 45% of the US market, as measured by the S&P 500® Index. They make up only about 13% of 

international markets, as measured by the MSCI EAFE Index. Within tech, software was the worst performing component. Software companies, which make up 

about 9% of the S&P 500® Index, but only 1.5% of the MSCI EAFE Index, were down nearly 30% on average this quarter. Industrials was one of the better 

performing areas. It makes up 20% of MSCI EAFE Index and only 9% of the S&P 500® Index.  

 

Portfolio Discussion 

Our top-performing stocks this quarter were Samsung Electronics, Shell and Novartis. 

Samsung’s share price rose 35%. Business is booming. Dynamic random-access memory (DRAM) prices are up 80%–90% so far this year. The industry has 

allocated significant portions of manufacturing capacity away from traditional DRAM toward high-bandwidth memory (HBM) that is needed to power AI. 

Reallocation has created a shortage of DRAM and rising prices. In addition, Samsung has only recently been certified by NVIDIA to sell its HBM products, a 



 

market that Samsung ceded to competitors SK Hynix and Micron, which have had it all to themselves. Samsung is therefore benefiting not only on the DRAM 

side but also from selling into the large, rapidly growing and highly profitable HBM market. As the world’s largest capacity manufacturer, Samsung should 

benefit enormously from taking its fair share of the HBM market. In Q1, Samsung earned approximately 55 trillion won ($36.5 billion) of operating profit 

compared to its prior quarterly peak of 17.5 trillion won achieved in 2018. In 2018, Samsung’s best full year ever, it earned nearly 60 trillion won of operating 

profit. In the past five years, Samsung cumulatively earned around 177 trillion won of operating profit. It is on pace to earn more than that in a single year.  

The issue facing Samsung, and we as shareholders, is how long this boom will last. The memory industry has always been cyclical. The industry has previously 

responded to high prices with large capacity additions that subsequently end the upswing. We see signs that the industry is trying to prevent a repeat of this 

boom-bust cycle. The industry is rolling out longer term supply agreements with buyers in an attempt to better plan its capacity additions. This could have a 

meaningful impact on the amplitude of the cycle. In addition, we believe the driver of memory demand in this cycle is more durable than it has been in the 

past. AI strikes us as a long-term, structural change in the economy that will take years to play out. It seems more persistent than prior demand drivers, such as 

the PC and smartphone cycles, which have historically been shorter in duration. So far, we do not see any signs that the industry is adding worrisome amounts 

of capacity that could bring about a large downturn. But we are watching this very closely.  

Shell’s share price rose 28% in Q1 due to the spike in energy prices. Our other oil holding, TotalEnergies, which is a smaller position size than Shell, also had a 

great quarter, rising 43%. Taken together, the two stocks contributed 140bps to our return during the quarter. We must note that we acquired Shell in 2021 

and Total in 2022. At the time, European investors shunned oil stocks, leaving them at valuations that implied perpetually declining earnings streams. Since 

then, our collective investment in these companies has compounded at a rate greater than 20% annually. We must note also that despite strong balance 

sheets and excellent capital allocation, both Shell and TotalEnergies trade at meaningful and unjustified (in our opinion) discounts to US-listed integrated oil 

companies.  

Novartis’ share price increased 13% in Q1. Novartis has been reporting very strong results. The stock’s outperformance was likely, at least partly, due to the 

stability of its diversified pharma model during this period of volatility. But we think the market is also finally recognizing the strength of its portfolio, which is 

generating good growth rates even in the face of patent expirations.  

Our worst contributors were Heidelberg Materials, American Express and Elevance. 

Heidelberg’s share price declined 21% in US dollar terms. We believe there are two reasons for the decline. First, the EU appears to be examining its Emissions 

Trading Scheme (ETS). This is the mechanism by which companies will need to buy carbon credits on the open market to offset their own CO2 emissions. This 

system is a net positive for CO2-efficient cement manufacturers such as Heidelberg. The company has invested significant capital to reduce the CO2 intensity 

of its cement production over the past decade. This means it is expected to have lower CO2 costs per ton than many of Europe’s small, inefficient and 

underinvested cement manufacturers. Cement prices will rise in the market to reflect the CO2 costs of the marginal producer. But Heidelberg, due to its lower 

CO2 intensity per ton, should see a margin benefit, as the increase in euro price per ton exceeds its CO2 cost increase per ton.  

If ETS is eliminated or significantly altered, Heidelberg could be negatively affected. Said another way, the future benefits not currently reflected in current 

earnings might not be as significant as previously assumed. We think meaningful changes to the ETS for cement companies are unlikely. If changes are made, 

they will likely be in the form of carve-outs for other industries that operate in global markets. European chemical companies would be meaningfully 

damaged by the higher costs of ETS. They make chemicals in Europe and will bear higher CO2 taxes, but they must compete with global players that are not 

subject to them. They won’t be able to compete, or they will just move their operations out of Europe. Cement is a local business. Heidelberg is not competing 

with international players. Anyone who imports cement into the EU would have to pay the carbon taxes, same as the local players. Second, it is possible that 

the current free CO2 allowances will phase out more slowly. But this would be an issue in 2030 and beyond, and it simply means that prices might not rise as 

much in our years as some had previously assumed. Heidelberg is generating very good results today, and we expect it to continue doing so, even if free 

allowances expire more slowly.  

The second issue is more immediate. The war in Iran has raised energy prices meaningfully in Europe. However, energy prices are only 9% of Heidelberg’s 

revenue and 11% of its cost base. The most recent energy shock at the beginning of the Ukraine war demonstrated that Heidelberg and the rest of the 

industry simply passed along these higher costs to customers. We added to our Heidelberg position on weakness.  

American Express’ share price declined 18%. The company reported excellent quarterly results with revenue and EPS growing 9% and 16%, respectively. We 

suspect the share price weakness is a function of valuation getting a bit elevated after a strong run, fears of a possible recession due to the war, which would 

cause credit costs to spike and earnings to fall meaningfully, and vague fears that AI will somehow replace credit cards. We are comfortable with our position 

in this fantastic, growing franchise.  

Elevance’s share price declined 16%. This weakness was due to concerns about its Medicare Advantage (MA) business. Centers for Medicare & Medicaid 

Services (CMS) sets the annual rates that MA plans receive in a two-step process: The first is a preliminary advance notice, and the second is a binding final 

notice. In January, CMS published a disappointing advance notice for 2027. The projected increase in industry rates was only 0.09%, far below the rate of 

medical cost inflation, increasing the risk of lower MA margins next year. However, shortly after Q1 ended, CMS published its final notice, which revised up 

industry rates to 2.5% for 2027. This improved outcome for next year was not reflected in Elevance’s Q1 share price performance.  



 

In addition to the industry-wide MA rate concern, Elevance disclosed in early March a company-specific dispute with CMS over historical risk adjustments. 

Managed care companies submit patient data to CMS to support reimbursement claims for sicker MA patients. CMS accused Elevance of inappropriately 

submitting risk codes for certain MA members from 2015 through 2023. Elevance believes its risk adjustments complied with CMS’ guidelines. CMS initially 

threatened to suspend enrollment into Elevance’s MA plans by the end of March. Following productive dialogue with CMS, the agency has moved the 

potential sanction date back to the end of May. While the outcome is uncertain, we believe Elevance will address CMS’ concerns, avoid sanctions and fund any 

financial liabilities out of operating cash flow. 

Currently, about half of Elevance’s insurance premiums are not profitable. The largest factor here is the Medicaid business; it is loss-making due to 

unsustainably low reimbursement rates, which the state sponsors of Medicaid are obligated to increase to actuarially sound levels. States are increasing 

premium rates, and we believe Medicaid margins will normalize over the next two years. Even with half its premiums not making money, Elevance trades at 

only about 12X current-year earnings. Assuming more normal margins, the P/E would drop into the single digits. We added to our position this quarter.  

We made no meaningful changes to the portfolio this quarter. Markets are at or near all-time highs as we write today.  Earnings continue to be generally quite 

good, and valuations reflect this fact. The chaos in energy markets has not, with some exceptions, caused much damage.  We hope the market’s discounting 

mechanism on this point is correct.  

  ARTISAN CANVAS  

Timely insights and updates from our investment teams and firm leadership  

Visit www.artisancanvas.com  
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Top 10 Holdings (% of total portfolio)   

Samsung Electronics Co Ltd 5.3  

The Bank of New York Mellon Corp 4.8  

The Charles Schwab Corp 4.6  

Alphabet Inc 4.5  

Shell PLC 4.3  

Novartis AG 4.3  

Heidelberg Materials AG 3.9  

American Express Co 3.9  

Meta Platforms Inc 3.7  

Elevance Health Inc 3.7  

Total 42.9%  

 

 
For more information: Visit www.artisanpartners.com | Call 800.344.1770 

 
 
Carefully consider the Fund's investment objective, risks and charges and expenses. This and other important information is contained in the Fund's prospectus and summary prospectus, which can be obtained 
by calling 800.344.1770. Read carefully before investing.  

Current and future portfolio holdings are subject to risk. The value of portfolio securities selected by the investment team may rise or fall in response to company, market, economic, political, regulatory or other news, at times 
greater than the market or benchmark index. A portfolio's environmental, social and governance ("ESG") considerations may limit the investment opportunities available and, as a result, the portfolio may forgo certain 
investment opportunities and underperform portfolios that do not consider ESG factors. International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic 
and political systems, and higher transaction costs. These risks typically are greater in emerging and less developed markets, including frontier markets. Securities of small- and medium-sized companies tend to have a shorter 
history of operations, be more volatile and less liquid and may have underperformed securities of large companies during some periods. Value securities may underperform other asset types during a given period. 

MSCI All Country World Index measures the performance of developed and emerging markets. MSCI All Country World Value Index measures the performance of companies across developed and emerging markets that exhibit value style 
characteristics according to MSCI. S&P 500® Index measures the performance of 500 US large-cap companies. MSCI EAFE Index measures the performance of developed markets, excluding the US and Canada. The index(es) are unmanaged; 
include net reinvested dividends; do not reflect fees or expenses; and are not available for direct investment.  

This material represents the views of the investment team and does not necessarily represent those of Artisan Partners. The views and opinions expressed are based on current market conditions, which will fluctuate, and those views are subject 
to change without notice. While the information contained herein is believed to be reliable, there is no guarantee to the accuracy or completeness of any statement in the discussion. Any forecasts contained herein are for illustrative purposes only 
and are not to be relied upon as advice or interpreted as a recommendation. 

For the purpose of determining holdings, securities of the same issuer are aggregated to determine the weight in the portfolio. Portfolio holdings are subject to change without notice and are not intended as recommendations of individual securities. 
Further portfolio holdings information is available upon request. Unless otherwise indicated, all information in this report includes all classes of shares, except performance and expenses. Totals may not sum due to rounding. 

The Global Industry Classification Standard (GICS®) is the exclusive intellectual property of MSCI Inc. (MSCI) and Standard & Poor's Financial Services, LLC (S&P). Neither MSCI, S&P, their affiliates, nor any of their third party providers ("GICS 
Parties") makes any representations or warranties, express or implied, with respect to GICS or the results to be obtained by the use thereof, and expressly disclaim all warranties, including warranties of accuracy, completeness, merchantability 
and fitness for a particular purpose. The GICS Parties shall not have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of such damages. 

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used to create indices or financial products. 
This report is not approved or produced by MSCI. 

The S&P 500 and S&P UBS Leveraged Loan Indices are products of S&P Dow Jones Indices LLC ("S&P DJI") and/or its affiliates and has been licensed for use. Copyright © 2026 S&P Dow Jones Indices LLC, a division of S&P Global, Inc. All 
rights reserved. Redistribution or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. S&P® is a registered trademark of S&P Global and Dow Jones® is a registered trademark of Dow Jones 
Trademark Holdings LLC ("Dow Jones"). None of S&P DJI, Dow Jones, their affiliates or third party licensors makes any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market 
sector that it purports to represent and none shall have any liability for any errors, omissions, or interruptions of any index or the data included therein. 

Contribution to Return (CTR) represents the contribution of an investment to the total portfolio return. CTR is calculated by multiplying a security's portfolio weight by its in-portfolio return daily for the period and has been derived from a holdings-
based methodology, which uses daily positions and pricing rather than intraday transactions. Attribution quantifies the relationship between a portfolio's relative returns and the active management decisions differentiating the portfolio from the 
benchmark. CTR and Attribution are not exact, nor representative of actual investor returns due to several variables (e.g., fees, expenses, transactions) and therefore should be considered an approximation and examined in conjunction with the 
performance of the portfolio during the period. If applicable, securities of the same issuer are aggregated and may be delta-adjusted to determine the weight in the portfolio, and aggregation of corporate affiliates is subject to the determination 
of Artisan Partners. Further information on the methodology used is available upon request. 

This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult their 
financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. 

Free Cash Flow is a measure of financial performance calculated as operating cash flow minus capital expenditures. Price-to-Earnings (P/E) is a valuation ratio of a company's current share price compared to its per-share earnings. Earnings 
per Share (EPS) is the portion of a company's profit allocated to each outstanding share of common stock. Capital Expenditure (CAPEX) is the money an organization or corporate entity spends to buy, maintain, or improve its fixed assets, 
such as buildings, vehicles, equipment, or land. 

Artisan Partners Funds offered through Artisan Partners Distributors LLC (APDLLC), member FINRA. 

© 2026 Artisan Partners. All rights reserved. 
 


