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Note: Arrowside Global Innovation inception is 10/1/22; Arrowside Smaller Companies inception is 
1/1/23; performance is net of fees. 
 
Market and Economic Commentary 
 
Global markets showed signs of strength in the third quarter. Corporate earnings were in line with or 
better than expectations, and the Federal Reserve reduced interest rates by 50 basis points in the 
period. 
 
Some of the sectors that had been lagging over the last year or more were the strongest in Q3. When 
looking at the broad indices, Utilities, Energy, and Industrials were all toward the top of Q3 sector 
performance. The technology and Consumer sectors were laggards in the period. 
 
It was apparent in the quarter that enthusiasm for technology shares had cooled off a touch after a 
strong upward move in the first half of the year. There was still a focus on AI, but in Q3, the discussion 
was around the sustainability of the strength in orders for data centers and how these new data centers 
will be powered over the longer term. There is more on this topic in the Innovation section. 
 
The consumer is very divided. The high end, where the cost of capital and inflation do not play much of a 
role in buying decisions, remains in the strong to very strong category. The lower earners, however, are 
really struggling. This became evident when the so-called dollar stores reported weak results.  
 
Companies such as Dollar General and Five Below have been well-run for an extended period, becoming 
darlings for long-term investors. It is our opinion that they haven't lost their touch in unison; rather, the 
impact of persistently higher prices has squeezed the budgets of the lower earners. 
 
The difficulty with this issue is guessing when this might change. Inflation may moderate, but actual 
prices will likely stay elevated, leaving only one potential change, higher wages, as the way out of the 
issue. This is hard to predict and seems unlikely in the near term. 
 
Housing transactions continue to be depressed, with higher interest rates slowing activity significantly. 
We are monitoring this in light of the recent interest rate changes, as there may be more movement in 
the housing complex in 2025. 

Q3 2024 +/- YTD +/- 1 Year +/- Inception +/-

Arrowside Innovation 0.3% 12.8% 32.0% 68.8%
S&P 500 5.5% -5.3% 20.8% -8.0% 34.4% -2.4% 60.7% 8.1%
Russell Midcap Growth 6.4% -6.1% 12.3% 0.5% 28.4% 3.6% 49.6% 19.2%

Arrowside Small Cap 2.3% 0.8% 14.0% 27.9%
Russell 2000 Growth 8.3% -6.0% 12.7% -11.9% 26.9% -12.9% 32.8% -4.8%



 

The trend of wide dispersion continued in the period. Companies that reported strong results were 
rewarded with solid performance and those with weak results sold off anywhere from a little bit to a 
lot.  We believe that this is a very good thing for markets and for active management. A cost of capital 
that is in this range, and maybe a bit lower, changes the decisions for investors and for companies. Now 
that we are two years past the initial interest rate increases, the divergence in results is much wider 
than before or during the pandemic.  
 
We see company outcomes as probabilistic over longer time frames, and one of the best indicators of 
longer-term success is having a strong business model that proves the ability to grow profitably. In this 
era, where growth rates for larger companies have exceeded any prior examples due to the rise of 
intangibles, this divergence looks different.  
 
What has become clear is that the market is willing to extend higher multiples to companies in strong 
competitive positions that also enjoy financial strength. It makes sense, but less companies are 
gathering more economic value due to the nature of a more winner take-all or most economy. To us, 
this is the key theme across markets and one that many investors and allocators still need to confront. 
We recently started sharing our Value Creation Quarterly, a short set of slides that outline short—and 
long-term returns for major indices and assess valuations for what are widely considered to be growth 
companies. Please get in touch with us for a copy. 
 
Innovation Update  
 
The primary source of cutting-edge innovation remains in the AI space. In the past few months, there 
has been lots of chatter about the possibility that we could be well below the computing power needed 
to run and maintain these large language models (LLMs). We continue to hear more and more from 
companies, especially in the semiconductor industry, about the huge demand for leading-edge 
technology from the likes of Nvidia.  
 
The second derivative impact that is now being more widely discussed is the power consumption needs 
that if one extrapolates out, could be enormous. The power grid and power sources, in general, have 
not been updated in a long time, and the worry is that the system may be unable to handle what lies 
ahead. 
 
Microsoft announced a significant 20-year power purchase agreement with Constellation Energy to 
restart Unit 1 of the Three Mile Island nuclear plant in Pennsylvania. This initiative aims to supply 
carbon-free electricity to Microsoft's data centers that largely power their AI servers. Google did 
something similar, signing an agreement with Kairos Power to purchase electricity from multiple small 
modular reactors (SMRs) developed by Kairos. 
 
This presents a potential bottleneck that has caught our attention. 
 
Investment Cycle Thoughts  
 
With equity prices approaching all-time highs, it is always good to take stock in where we are in the 
cycle. With the Federal Reserve reducing rates, the concern would be that they believe that the 



 

economy is slowing. That may be true for parts of the economy, but there is a lot of resilience on the 
part of more wealthy consumers and corporations that are still spending to create greater efficiency. 
 Valuations, by our measures, are about 25% higher than long-term averages for many of our portfolio 
companies, but that is not unusual, especially for the ones that have shown an acceleration in either 
revenue or returns on capital. We get nervous about the forward 12-24 months when the extension 
relative to long-term averages is more extreme and resident broadly across the whole portfolio. We do 
not see that right now. 
 
From here, it would not be surprising to see some price volatility over the next few months. We will look 
for periods to add to positions that could use more weight. 
 
Portfolio Thoughts 
 
Our portfolio only includes companies with repeat monetization models and high returns on capital. 
This, we believe, gives us the combination of growth, which is the main driver of long-term value, and 
margin plus reinvestment prowess. 
 
We continue to have a healthy weight in semiconductors, believing that we are, in fact, short on 
capacity to run AI models as scale. In addition, we have heard many investors call out the industry for 
cyclicality (it does) but only offer that order cannot sustain these levels. The companies say something 
different and given how different computing needs are to train and run LLMs, their assertion is just as 
good a guess as the assertion that we will be short on capacity for many years. 
 
In defense of the semis industry, it has had cycles in the last 10-15 years, yet it has also massively 
outperformed the market over that time. We would call the companies "growth cyclicals," it is worth 
staying the course. 
 
Note: Arrowside Capital holds a position in Nvidia. 
 
Outlook 
 
We are optimistic about the intermediate term and the longer term. This is especially true for innovative 
companies, such as those with proven business models. Over the long term, company results drive 
investment returns. Companies with the combination of growth, robust margins, and the ability to 
reinvest at high rates of return are in a great position to drive great long-term outcomes. 
 
Higher interest rates have made it more critical than ever to have a solid business model that can be 
self-sustaining and utilize its margin and cash flow to make investments to drive future growth. 
 
Markets are now rewarding a narrow set of companies with these traits, and if interest rates remain in 
this general area, we see this continuing. 
 
We are committed to transparency regarding our thoughts on the market, our positioning, and how we 
see changes impacting innovative companies. We post regularly on LinkedIn and post periodically on  
Substack in a newsletter named The Zen Innovation Investor. Please check these out for more thoughts 
and send us feedback. 



 

 
We appreciate your trust in our philosophy and process. Please do not hesitate to contact us with 
questions or feedback. 
Sincerely, 
 

 
 
Tucker Walsh 
Managing Partner / CIO 
 
About 
 
Arrowside Capital is a Boston, Massachusetts based investment company focused on investing in 
innovative companies that have demonstrated financial discipline. The firm was founded in 2022 by 
Tucker Walsh, who has more than 30 years of experience in investing in small and midsized innovative 
companies. Arrowside Capital believes that investing in innovative companies creating change builds the 
most value over time. The firm’s rigorous investment process searches for companies that are both 
innovative and profitable. Companies in the firm’s concentrated portfolios have durable competitive 
advantages, superior margins and returns on capital, and ample reinvestment opportunities. The 
combination of great conditions, plus great management behaviors produce the most intrinsic value 
growth over the long-term. Arrowside Capital favors small and mid-cap companies to take advantage of 
the market inefficiencies resident in these types of companies. 
 
Disclosures 
 
“Arrowside Capital, LLC is an Exempt Reporting Adviser.  This report is not an offer to sell or the 
solicitation of an offer to buy any securities or instruments. Past performance is no guarantee of future 
performance.  No part of this document or its subject matter may be reproduced, disseminated, or 
disclosed without the prior written approval of Arrowside Capital, LLC.   This material is furnished on a 
confidential basis only for the use of the intended recipient and only for discussion purposes, may be 
amended and/or supplemented without notice, and may not be relied upon for the purposes of entering 
into any transaction. The information presented herein is based on data Arrowside Capital, LLC believes 
to be true but Arrowside Capital, LLC does not in any way guarantee the accuracy of the 
information.  The views, opinions, and assumptions expressed in this document are subject to change 
without notice and may not come to pass.  The document does not purport to contain all of the 
information that may be required to evaluate the matters discussed therein. Further, the document is not 
intended to provide recommendations, and should not be relied upon for tax, accounting, legal or 
business advice. The persons to whom this document has been delivered are encouraged to obtain any 
additional information they deem necessary concerning the matters described herein. The interests in 
any private Fund have not and will not be registered under the Securities Act of 1933 (the "U.S. Securities 
Act") or any state securities laws or the laws of any foreign jurisdiction, and the Fund will not be 
registered as an "investment company" under the Investment Company Act of 1940 (the "1940 
Act").  The interests may not be offered or sold except pursuant to an exemption from, or in a transaction 
not subject to, the U.S. Securities Act.  Accordingly, each purchaser of the interests will be required to (a) 



 

represent that such purchaser is an "accredited investor" as defined by Regulation D under the U.S. 
Securities Act and (b) make such additional representations as may be required by the Fund to allow it to 
comply with one or more exemptions from registration under the 1940 Act. “ 


