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DECEMBER 31, 2020 

Reflections on the Fourth 
Quarter and a Surprisingly 
Strong Year for Our Companies 
In the Face of a Global 
Pandemic 
OVERVIEW 

During the fourth quarter of 2020, U.S. small-cap stocks added to 
their second- and third-quarter gains. For the three months ended 
December 31, the benchmark Russell 2000 Index rose 31.37% while the 
Russell 2000 Growth Index increased 29.61%. The Wasatch Core Growth 
Fund—Investor Class gained 26.50% and underperformed both indexes 
for the quarter. For the entire year, however, the Fund’s 36.56% gain 
outpaced the 19.96% rise for the Russell 2000 and the 34.63% increase 
for the Russell 2000 Growth.  

We believe the Fund’s underperformance for the fourth quarter was 
mostly due to our unwillingness to participate in some of the higher-
priced areas of the market. Moreover, within the context of an outstand-
ing result for the entire year, we’re quite satisfied with the pattern of 
the Fund’s returns—declining less than the benchmark Russell 2000 

 
Data show past performance and is not indicative of future performance. Current performance may be lower or higher than the 
data quoted. For the most recent month-end performance data, visit wasatchglobal.com. Investment returns and principal value 
will fluctuate and shares, when redeemed, may be worth more or less than their original cost. The Advisor may absorb certain 
expenses, leading to higher total shareholder returns. Wasatch Funds will deduct a 2% redemption fee on Fund shares held 60 
days or less. Performance data does not reflect this redemption fee or taxes. Total Expense Ratio: Investor Class 1.19% / 
Institutional Class—Gross: 1.09%, Net: 1.05%. The Advisor has contractually agreed to limit certain expenses to 1.50% for the 
Investor Class and 1.05% for the Institutional Class through at least 1/31/2021. 
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during the first quarter, rising more than the Index 
during the second and third quarters, and under-
performing during the fourth quarter. 

In fact, given the choice, we’d prefer to hold up 
better versus the benchmark in negative markets 
than to excel in positive markets. Over time, we’ve 
found the former—holding up better in down 
markets—can be more important to long-term 
investment success because it becomes geometri-
cally more difficult to recover from larger losses. 
For example, it takes a 25% gain to recover from a 
20% loss. And it takes a 33.33% gain to recover 
from a 25% loss. As for a 50% loss, that takes a 
100% gain just to break even. 

For the fourth quarter alone, the Fund’s 
underperformance was concentrated in health 
care and consumer discretionary. While our stocks 
in these sectors were up significantly, they lagged 
the corresponding sector positions in the 
benchmark. 

Generally speaking, the reason for the Fund’s 
fourth-quarter underperformance was our stocks 
tended to see stronger returns relative to their 
benchmark counterparts earlier in the year. 
Conversely, the benchmark positions rose to a 
greater extent in the fourth quarter based on 
investor optimism regarding the start of corona-
virus vaccinations. These performance trends 
weren’t surprising to us because we think our com-
panies are better situated to do well in a variety of 
environments—while the benchmark companies are 
typically more reliant on the overall economy 
getting back on track. 

Two sectors that added to the Fund’s return 
during the fourth quarter were financials and 
industrials. Regarding financials, we have a low 
weighting but our few names in the sector per-
formed very well overall. In industrials, we bene-
fited from the “reopening trade”—in other words, 
from investor optimism that economically cyclical 
businesses could get closer to their pre-Covid  
levels of operation.  

LONGER-TERM PERSPECTIVE 
Beyond our comments on investment conditions 

during the fourth quarter, we’d like to offer a 
longer-term perspective. Our general portfolio-
management approach is to hold high-quality, 
growth-oriented companies. We believe high 
quality is exhibited by companies in the form of 
strong management teams, attractive business 
models, increasing market share, relatively low 
debt, substantial operating margins and significant 
returns on capital. As for a growth orientation, we 
look for companies we believe can roughly double 
their size within about five years or so. 

The portfolio-management approach described 
in the preceding paragraph hasn’t fundamentally 
changed during the 45 years since our firm’s 
founding. Moreover, we’ve had success with this 
approach in most environments—as we said, we’ve 
often held up better versus the benchmark in 
negative markets even if we don’t always excel in 
positive markets. 

Our success, however, hasn’t led us to become 
complacent because Wasatch has always been a 
“learning organization” and we’ve continually 
worked as a team to quantitatively and qualita-
tively examine where we could have made improve-
ments with the benefit of hindsight. For example, 
during the most harrowing segment of the 2008 to 
2009 global financial crisis (GFC), our tendency 
was to shift some of our investments into stocks 
that had held up the best in the downturn—as we 
considered these to be many of our highest- 
quality names. 

IMPORTANT CONSIDERATIONS AFTER  
A MAJOR DOWNTURN 

Upon closer examination, we’ve seen it’s been 
true that our highest-quality names are often very 
important for generating strong risk-adjusted 
performance in most environments—especially 
during a significant market downturn. Additionally, 
we’ve found that stocks placing a bit lower on our 
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quality spectrum might also be our least-expensive 
names but aren’t necessarily beneficial to relative 
performance during a major downturn. 

So what mistake did we make with regard to 
the GFC? The mistake wasn’t our positioning dur-
ing the lead-up to the GFC or during the ensuing 
market downturn. The mistake was immediately 
afterward when we shifted some of our invest-
ments into stocks that had held up the best amid 
the downturn. At the time, there was a tendency 
to think the downturn would remain in force for a 
while and the very highest-quality stocks would 
continue to outperform. 

The point we didn’t fully consider back then was 
that quality is always a theme running through all 
our companies. And in any market downturn, some 
stocks are going to get hit worse than others. This 
may be due to industry-specific factors or market 
psychology. But we invest based on a view that 
looks ahead five years or more. Therefore, if our 
long-term thesis for a company hasn’t changed 
much and the stock is down significantly, that’s 
likely a stock in which we should consider increasing 
our position size. 

Having said that, in the midst of a downturn,  
it can be difficult to decide whether or not our 
long-term thesis is still intact. As a result, in the 
years after the GFC, we’ve enhanced our research 
process to better understand what factors would 
change our thesis for a company under various 
scenarios. And we’ve developed additional ways to 
stress-test our companies in the midst of a crisis. 
It’s important to note here that even though the 
enhancements to our research process have 
occurred since the GFC, we’ve also analyzed 
previous decades of market events and our 
investment behavior during those events. 

OUR MOVES DURING THE  
CORONAVIRUS PANDEMIC 

In the several years leading up to 2020, there 
were some opportunities to implement the 

enhancements we had made to our research 
process. But the opportunities were relatively 
modest because the market downturns during 
those years generally weren’t particularly 
frightening. 

In early 2020, however, we were faced with the 
unforeseen coronavirus pandemic. Fortunately, we 
felt well-positioned with our high-quality compa-
nies going into the pandemic. During the ensuing 
market downturn within the first few months of 
the year and during the initial market rebound, 
many of our stocks performed extremely well. To a 
large extent, these were stocks of information-
technology and health-care companies that were 
positioned to benefit from the pandemic or at 
least survive without many lasting consequences. 

If we had lacked the knowledge our enhanced 
research process provided, we might have 
increased our position sizes in the very highest-
quality stocks that had fared the best. But with 
this knowledge and the foresight that our big 
decliners were of high quality too, we added to 
these names—along with buying beaten-up stocks 
that hadn’t been holdings but that had been on our 
watch list. The point is we didn’t buy companies 
such as low-quality energy and financial names 
that were justifiably inexpensive in our view. 

Instead, we sold some of our steady but not 
particularly high-growth names and we bought 
companies whose stocks we thought had been 
unfairly punished relative to the companies’ long-
term growth prospects and significant returns on 
capital. These companies included high-margin 
consumer-discretionary and housing-related 
businesses—some of which went on to see their 
stocks more than double or triple in price during 
the remainder of the year. 

DETAILS OF THE QUARTER 
The top contributor to Fund performance for 

the fourth quarter was Altra Industrial Motion 
Corp. (AIMC). The company is a designer, producer 
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and marketer of a wide range of mechanical 
power-transmission and motion-control equip-
ment. Altra offers products such as industrial 
clutches and brakes, enclosed gear drives, open 
gearing, couplings, engineered bearing assemblies, 
linear components and other related items. After 
selling off several months ago along with other 
economically cyclical industrial names, the stock 
has made a strong comeback—which we think was 
enhanced by the management team’s actions to 
improve operating margins and reduce debt. 

Euronet Worldwide, Inc. (EEFT) was also a top 
contributor. The company provides electronic-
payment services, including automated teller 
machines, point-of-sale transaction processing and 
related financial services. We believe Euronet has 
the ability to generate double-digit annual sales 
growth over the long term, fueled by meaningfully 
improved earnings and the potential to generate 
significant free cash flows. The stock was down 
significantly earlier in the year due to the slowdown 
in the global economy. At the time, we remained 
confident in Euronet’s long-term prospects—and 
we were impressed with its management team 
and healthy balance sheet. We’ve since been 
rewarded for our patience, as the stock has 
bounced back strongly due to vaccine-related 
optimism gaining momentum among investors. 

Another significant contributor was YETI 
Holdings, Inc. (YETI)—which designs, markets and 
distributes coolers, beverage holders, seat cushions, 
cable locks and other types of outdoor and recrea-
tional gear. More than a year ago, we had already 
recognized the trends favoring YETI’s business. And 
during the pandemic, we were able to buy the 
stock at attractive prices while the trends were 
actually accelerating. Currently, we still think YETI 
has the wind at its back with high consumer 
demand and a great lineup of products. 

Clarivate plc (CCC) was the largest detractor 
from Fund performance for the fourth quarter. 
The company provides insights and analytics for 

scientific and academic research, innovations, 
patents, regulatory standards, pharmaceutical/ 
biotech intelligence, trademarks, brands and 
intellectual property. From an operational perspec-
tive, Clarivate has been one of our most consistent 
performers. But the stock stalled during the fourth 
quarter because investors were looking for more 
economically sensitive names, and we exited  
our position. 

Ollie’s Bargain Outlet Holdings, Inc. (OLLI) 
performed poorly too. The company operates a 
chain of retail stores offering overstock, closeout, 
irregular, salvage, refurbished and other categories 
of discount items. During the pandemic, Ollie’s has 
benefited from extremely strong demand for low-
priced consumer products. We think the stock was 
down during the fourth quarter because investors 
were worried that growth in 2021 may not be as 
robust as the double-digit percentage growth in 
2020. For our part, we still think Ollie’s is capable 
of producing strong growth over the long term 
even if growth is light in 2021. 

A relative underperformer for the quarter was 
Camping World Holdings, Inc. (CWH), which 
operates more than 160 retail locations specializing 
in recreational vehicles and associated parts, 
accessories and services. Even before the pan-
demic, similar to our analysis for YETI, we had 
already recognized the trends favoring Camping 
World’s market segment. Although the stock was 
relatively flat for the quarter, we think the price is 
still reasonable based on strong consumer interest 
and the business improvements made by the 
management team in recent years. (Current and 
future holdings are subject to risk.) 

OUTLOOK AND POSITIONING 
In 2020, it felt like we went through an entire 

market cycle that would often take years to fully 
play out under more normal conditions. During the 
early part of the cycle, we applied our longstanding 
portfolio-management approach of holding high-
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quality, growth-oriented companies we believed 
were reasonably priced and could thrive in most 
economic environments. Later in the cycle, amid 
the market panic caused by the pandemic, we took 
advantage of what we had learned from our 
enhanced research process by adding to some of 
our existing holdings—and by buying some of our 
watch-list companies whose stocks were down  
the most. 

We were comfortable with our initiatives in this 
regard because we were able to rapidly stress-test 
these companies and we believed they showed 
high-quality characteristics—with the stocks selling 
at extremely attractive prices. In many cases, the 
stocks down the most during the panic were those 
that had been somewhat more expensive prior to 
the pandemic and/or were in industries that exhibit 
greater sensitivity to economic cycles. 

In our commentaries, we’ve often described our 
investment approach as “macro aware” rather 
than “macro driven.” In 2020, macro-driven 
investors might have tried to predict the severity of 
the coronavirus and the resulting economic and 
market consequences. That was definitely not our 
approach. Instead, as macro-aware investors, we 
looked at the stock prices the market gave us and 
we determined whether or not we thought those 
prices were attractive based on a view several 
years into the future—which we thought would be 
mostly beyond the scope of the pandemic. 

Given the extreme market volatility during 
2020, we’d like to note that experiencing such 
volatility is very uncomfortable because it’s often 
the result of major economic disruptions and 
human suffering around the world. Moreover, 
volatility can precipitate poor investment decisions 
that materially impact portfolio values. But 
volatility also creates opportunities to buy high-
quality companies with long-duration growth 
prospects at discounted prices that might not 
otherwise be available. 

For our part, we certainly didn’t anticipate the 
spread of a novel coronavirus. However, we were 
very pleased with how well we navigated the 
resulting volatility. Going forward, we probably 
won’t always navigate volatility quite as success-
fully, but we’ll continue to refine our research 
process and implement new lessons we’ll learn 
along the way. 

So where do we stand now? In short, we like 
how the Fund is balanced. Because we don’t  
just sell for the sake of selling, in order for a new 
company to enter the Fund, we generally have  
to like that company more than our existing 
holdings—which is quite a high bar to achieve. We 
still own many high-quality companies that are less 
economically sensitive and that have loftier valua-
tions due to their resilience in most environ- 
ments. We also own a large contingent of more 
economically sensitive companies that tend to 
have lower valuations. 

Companies in the first group were better 
performers relative to their benchmark peers 
earlier in the year when fear over the coronavirus 
was peaking. Companies in the second group were 
better relative performers during the fourth 
quarter when investors became more optimistic 
about the likelihood of increased economic 
reopening stemming from coronavirus 
vaccinations. 

Our main focus in the past few months has 
been to ensure we’ve sized our positions appro-
priately. If economic conditions falter and/or if 
vaccines are less effective than anticipated, we’d 
expect companies in the first group to resume their 
roles as market leaders. On the other hand, if the 
economy looks likely to regain its pre-Covid 
strength, we’d expect companies in the second 
group to maintain their recent status as investor 
favorites. 

Among all our holdings—regardless of valuation 
and whether they’re less economically sensitive or 
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more economically sensitive—we like to see strong 
management teams, attractive business models, 
increasing market share, relatively low debt, sub-
stantial operating margins and significant returns 
on capital. In our experience, these characteristics 
have always been the hallmarks of great growth 
companies. And now that vaccinations have 
started, we think there’s better visibility into the 
road ahead for many businesses. What’s more, 
some companies that had been struggling earlier in 
the year are now inundated with orders. 

As for investment themes, we’re still optimistic 
regarding several trends that have already been 
profitable for us—although we’re continuing to 
research their likely magnitude and longevity. 

These trends include the digital revolution, remote 
work, “staycations,” outdoor recreation, home 
improvement and new-home construction 
especially outside of traditional metropolitan 
areas. Beyond these trends, we think investors will 
favor small-cap stocks over large caps because 
large caps—especially technology and biotech 
stocks—have already seen strong runs and we 
believe small companies generally have more 
headroom for growth than large companies. 

Thank you for the opportunity to manage your 
assets. 

Sincerely, 

JB Taylor, Paul Lambert and Mike Valentine 
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  AVERAGE ANNUAL TOTAL RETURNS 

FOR PERIODS ENDED DECEMBER 31, 2020 

 Quarter* 1 Year 3 Years 5 Years 10 Years 

Core Growth Fund—Investor 26.50% 36.56% 20.61% 19.24% 15.80% 

Core Growth Fund—Institutional 26.53% 36.76% 20.77% 19.41% 15.91% 

Russell 2000® Index** 31.37% 19.96% 10.25% 13.26% 11.20% 

Russell 2000® Growth Index† 29.61% 34.63% 16.20% 16.36% 13.48% 

 
A fund’s performance for very short time periods 
may not be indicative of future performance.  

*Returns less than one year are not annualized. 

Data show past performance, which is not indicative 
of future performance. Current performance may be 
lower or higher than the data quoted. To obtain the 
most recent month-end performance data available, 
please visit wasatchglobal.com. The Advisor may 
absorb certain Fund expenses, without which total 
return would have been lower. Investment returns 
and principal value will fluctuate and shares, when 
redeemed, may be worth more or less than their 
original cost. Total Expense Ratio: Investor Class—
1.19% / Institutional Class—Gross: 1.09%, Net: 
1.05% 

Total Annual Fund Operating Expenses include 
operating expenses, including the management fee, 
before any expense reimbursements by the Advisor. 
The Advisor has contractually agreed to limit 
certain expenses to 1.50% for the Investor Class 
and 1.05% for the Institutional Class through at 
least 1/31/2021. See the prospectus for additional 
information regarding Fund expenses. 

Wasatch Funds will deduct a 2.00% redemption fee 
on Fund shares held 60 days or less. Performance 
data does not reflect the deduction of fees or taxes, 
which if reflected, would reduce the performance 
quoted. For more complete information including 
charges, risks and expenses, read the prospectus 
carefully. 

Performance for the Institutional Class prior to 
1/31/2012 is based on the performance of the 
Investor Class. Performance of the Fund’s 
Institutional Class prior to 1/31/2012 uses the actual 
expenses of the Fund’s Investor Class without any 
adjustments. For any such period of time, the 
performance of the Fund’s Institutional Class would 
have been substantially similar to, yet higher than, 
the performance of the Fund’s Investor Class, 
because the shares of both classes are invested in 
the same portfolio of securities, but the classes 
bear different expenses. 

Investing in small cap funds will be more volatile 
and loss of principal could be greater than 
investing in large cap or more diversified funds. 
Investing in foreign securities, especially in 
emerging markets, entails special risks, such as 
currency fluctuations and political uncertainties, 
which are described in more detail in the 
prospectus. 

An investor should consider investment objectives, 
risks, charges and expenses carefully before 
investing. To obtain a prospectus, containing this 
and other information, visit wasatchglobal.com or 
call 800.551.1700. Please read the prospectus 
carefully before investing. 
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CORE GROWTH FUND — TOP 10 HOLDINGS 
AS OF SEPTEMBER 30, 2020 

 Percent of 
Security Name Net Assets 

Pool Corp.  3.8% 

ICON plc (Ireland) 3.1% 

Trex Co., Inc. 3.0% 

Paylocity Holding Corp. 2.9% 

Floor & Decor Holdings, Inc., Class A 2.8% 

Monolithic Power Systems, Inc.  2.7% 

Five9, Inc. 2.7% 

Medpace Holdings, Inc. 2.6% 

Morningstar, Inc. 2.6% 

Ensign Group, Inc. (The) 2.4% 

Total 28.5% 

Portfolio holdings are subject to change at any time. References to specific securities should not be construed as 
recommendations by the Fund or its Advisor. Current and future holdings are subject to risk. 

**The Russell 2000 Index is an unmanaged total return index of the 
smallest 2,000 companies in the Russell 3000 Index. The Russell 
2000 is widely used in the industry to measure the performance of 
small company stocks. 

†The Russell 2000 Growth Index measures the performance of 
Russell 2000 Index companies with higher price-to-book ratios and 
higher forecasted growth values. 

You cannot invest directly in these or any indexes. 

The Wasatch Core Growth Fund has been developed solely by 
Wasatch Global Investors. The Wasatch Core Growth Fund is not 
in any way connected to or sponsored, endorsed, sold or promoted 
by the London Stock Exchange Group plc and its group 
undertakings (collectively, the “LSE Group”). FTSE Russell is a 
trading name of certain of the LSE Group companies. 

All rights in the Russell 2000 and Russell 2000 Growth indexes vest 
in the relevant LSE Group company, which owns these indexes. 
Russell ® is a trademark of the relevant LSE Group company and is 
used by any other LSE Group company under license. 

These indexes are calculated by or on behalf of FTSE International 
Limited or its affiliate, agent or partner. The LSE Group does not 
accept any liability whatsoever to any person arising out of (a) the 
use of, reliance on or any error in these indexes or (b) investment in 
or operation of the Wasatch Core Growth Fund or the suitability of 

these indexes for the purpose to which they are being put by 
Wasatch Global Investors. 

The Wasatch Core Growth Fund’s primary investment objective is 
long-term growth of capital. Income is a secondary objective, but 
only when consistent with long-term growth of capital. 

The “cloud” is the internet. Cloud-computing is a model for 
delivering information-technology services in which resources are 
retrieved from the internet through web-based tools and 
applications, rather than from a direct connection to a server. 

An initial public offering (IPO) is a company’s first sale of stock to 
the public. 

The global financial crisis (GFC), also known as the 2008-2009 
financial crisis, is considered by many economists to have been the 
worst financial crisis since the Great Depression of the 1930s. 

 Return on capital is a measure of how effectively a company uses 
the money, owned or borrowed, that has been invested in its 
operations. 

Sales growth is the increase in sales over a specified period of time, 
not necessarily one year. 

Valuation is the process of determining the current worth of an 
asset or company. 

 

Wasatch Funds are distributed by ALPS Distributors, Inc. 
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