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Cyclical Industries…and 
“Meme” Investors…Drove 
Micro Caps Higher	
OVERVIEW 

A variety of factors drove micro-cap equity returns in what was a 
strong but somewhat chaotic first three months of 2021. The Wasatch 
Micro Cap Fund—Investor Class gained 10.95% for the quarter. The Fund 
lagged its benchmark, the Russell Microcap Index, which rose 23.89%. 
The stark performance difference between the Fund and the Index 
warrants a more detailed discussion of the quarter’s performance 
drivers. 

Expectations that the U.S. economy is poised for a strong rebound 
from the Covid-19 pandemic was a consistent theme in financial 
markets throughout the quarter. Cyclical and economically sensitive 
areas of the Index—energy, consumer discretionary, materials and 
financials—produced the highest returns. Utilities, consumer staples and 
health care, which are traditionally considered more defensive, were the 
weakest sectors. Although micro caps generally outpaced the stocks of 
larger peers, growth stocks—such as those in which the Fund invests—
underperformed the stocks of value companies. 

 
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 1.66% / 
Institutional Class—Gross: 1.62%, Net: 1.60%. The Advisor has contractually agreed to limit certain expenses to 1.95% for the 
Investor Class and 1.60% for the Institutional Class through at least 1/31/2022. 
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Rising long-term interest rates negatively 
impacted fast-growing industries like biotechnol-
ogy and software. Because the profits of biotech-
nology firms are often years away, higher interest 
rates make their future earnings significantly  
less valuable in current dollars. Biotech stocks as a 
group were below-average performers, and the 
Fund’s biotechnology holdings generated a 
negative overall return. Health care was the Fund’s 
lowest-returning sector and a primary source of 
underperformance relative to the Index. The Fund’s 
software holdings also detracted from relative 
performance. 

Hopes for a broad-based pickup in economic 
activity tended to take the shine off of the Fund’s 
higher-quality holdings, which helped drive our 
strong outperformance in 2020. In consumer 
discretionary and information technology (IT), for 
example, a number of our companies fared quite 
well during the pandemic. With long-term interest 
rates now on the rise and growth less scarce, the 
relatively predictable earnings streams of those 
businesses became less prized by investors. The 
Fund’s structural underexposure to the banking 
industry also hurt performance as lenders 
benefited from higher market interest rates on 
new loans. 

The first quarter saw the emergence of retail 
investor groups banding together in online forums 
to support a handful of equities referred to as 
“meme stocks.” Coordinated buying from these 
investors produced sudden spikes in a number of 
these stocks, which are all heavily shorted by 
investors betting their stock prices will drop. Short 
sellers sell borrowed stock, anticipating that the 
price will fall and hoping to pocket the difference. 
Conversely, short sellers face potentially unlimited 
losses when the price of the stock rises. 

By driving up the prices of their targeted stocks, 
retail investors were able to “squeeze” short 
sellers—forcing some of them to buy back shares 

sold short in order to stem losses. That, in turn, 
pushed the stocks even higher. The targeted meme 
stocks aren’t held in the Fund because they typi-
cally don’t meet our expectations for quality and 
growth, but they had an outsized impact on the 
Index in the first quarter. For example, there are 
over 1,300 stocks in the Russell Microcap Index, but 
GameStop, the most well-known meme stock, 
accounted for over 10% of the Index’s total return. 

DETAILS OF THE QUARTER 
The strongest contributor to Fund performance 

for the quarter was GenMark Diagnostics, Inc. 
(GNMK). The company offers a broad range of 
molecular diagnostic tests based on its proprietary 
biomarker-detection technology. GenMark’s stock 
price soared after the company agreed to be 
acquired by a larger competitor at a significant 
premium to its then-current valuation. Strong 
demand for GenMark’s test for Covid-19 had 
produced a several-fold increase in the stock over 
the previous year. 

Transcat, Inc. (TRNS) was also a top con-
tributor. The company provides calibration and 
laboratory-instrument services in the U.S. and 
other countries. Shares of Transcat moved sharply 
higher in February after earnings and revenues in 
the company’s most recent quarter topped Wall 
Street estimates. Net income rose 19% versus the 
year-ago quarter, with revenue in Transcat’s 
services segment posting a 12% increase. Gross 
margins also improved as the company introduced 
software and automation to make its technicians 
more productive. 

Another strong stock in the Fund was Boot 
Barn Holdings, Inc. (BOOT). The company is a 
retailer offering Western and work-related 
apparel, footwear and accessories. Boot Barn has 
benefited from its economies of scale and multi-
channel business model, which kept revenues 
flowing during shutdowns from Covid-19. Stimulus 
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payments by the federal government to consumers 
appear to have helped as well. The company’s 
private-label brands, built around well-known 
personalities in the music business, have enabled 
Boot Barn to convert a higher portion of its sales 
revenues into bottom-line profits. 

The greatest detractor from Fund performance 
for the quarter was Frequency Therapeutics, Inc. 
(FREQ), a clinical-stage biotechnology stock. 
Investors reacted harshly to disappointing interim 
data from a Phase 2a study evaluating the 
company’s lead product candidate in treating 
sensorineural hearing loss. Even if the drug were 
eventually to win approval, the study’s failure sets 
the timeline back about 12 to 18 months. In the 
meantime, we sold the stock to harvest the loss for 
tax purposes and to seek better opportunities 
elsewhere. 

Silk Road Medical, Inc. (SILK) was also a 
significant detractor. The company provides 
implantable devices for the treatment of carotid-
artery disease in high-risk patients. Cautious 
forward guidance from Silk Road seemed to 
discourage some investors—who may have 
misconstrued management’s conservatism as a 
downbeat outlook. Rising long-term interest rates 
and a lack of news concerning the company’s 
approval pathway for addressing the standard-risk 
patient market also appeared to weigh on the 
stock during the first quarter. We maintained  
our position. 

Another weak stock in the Fund was Pennant 
Group, Inc. (PNTG). The company operates a 
network of approximately 80 home-health and 
hospice agencies, and 54 senior-living communities, 
located mostly in Western states. Pennant’s stock 
price headed lower in February after the company 
reported lackluster revenue growth in its senior-
living services segment. Management cited 
challenges resulting from the second wave of 
Covid-19, noting that a full return to pre-pandemic 

occupancy would take time and probably create 
some additional lumpiness in Pennant’s quarterly 
results. We expected some disruption from the 
pandemic and believe Pennant will show improve-
ment in the coming quarters. (Current and future 
holdings are subject to risk.) 

OUTLOOK 
Disruptions in production and transportation 

stemming from the Covid-19 pandemic have laid 
bare the fragilities inherent in global supply chains. 
While the sourcing of basic components and inter-
mediate goods from distant locations may provide 
manufacturers with certain cost advantages, the 
already-significant logistical challenges can prove 
daunting during a world-wide health crisis. 

Just-in-time inventory systems had already 
made supply chains extremely tight. As those 
systems were gaining widespread acceptance in 
the U.S. during the 1980s, a common quip among 
skeptics was, “Just-in-time is fine, but you still need 
just-in-case.” With manufacturers currently in the 
midst of an acute shortage of semiconductor 
chips, that old admonition is gaining newfound 
credence. 

Inventories at the retail level also remain on  
the lean side, as merchants wary of virus-related 
shutdowns hesitated to stock up last year. Now, 
with vaccines being rolled out, the economy on the 
mend and a fresh round of stimulus checks in the 
mail, retailers are scrambling to replenish their 
shelves and fill their showrooms. Current prospects 
for at least some additional stimulus suggest 
supplies of household durables and other big-ticket 
items may become strained even further. 

Price, of course, is what clears the market when 
something becomes scarce. Costs of real estate, 
lumber, copper, nickel, transportation, and other 
goods and services are already beginning to creep 
higher. To the extent that inflationary pressures 
continue to build, we think micro caps and other 
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AVERAGE ANNUAL TOTAL RETURNS 
FOR PERIODS ENDED MARCH 31, 2021 

 Quarter* 1 Year 3 Years 5 Years 10 Years 

Micro Cap Fund—Investor 10.95% 143.03% 36.27% 32.71% 18.60% 

Micro Cap Fund—Institutional 10.96% 142.86% 36.24% 32.70% 18.59% 

Russell Microcap® Index** 23.89% 120.33% 16.57% 18.10% 12.20% 

 
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—
1.66% / Institutional Class—Gross: 1.62%, Net: 
1.60% 

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 1.95% for the Investor Class 
and 1.60% for the Institutional Class through at 
least 1/31/2022. 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 
1/31/2020 is based on the performance of the 
Investor Class. Performance of the Fund’s 
Institutional Class prior to 1/31/2020 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 micro 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. 

 

small companies may stand to benefit. In our 
experience, smaller firms are typically better-
positioned to cope with inflation because they 
frequently offer niche products and services for 
which customers are more likely to tolerate price 
increases. 

Thank you for the opportunity to manage your 
assets. 

Sincerely, 

Ken Korngiebel  
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MICRO CAP FUND — TOP 10 HOLDINGS 
AS OF DECEMBER 31, 2020 

 Percent of 
Security Name Net Assets 

Kornit Digital Ltd. (Israel)  2.8% 

Cresco Labs, Inc. (Canada) 2.2% 

Castle Biosciences, Inc. 2.2% 

GenMark Diagnostics, Inc. 2.2% 

Open Lending Corp., Class A 2.2% 

Pennant Group, Inc. (The) 2.1% 

Freshpet, Inc. 2.1% 

PAR Technology Corp.   2.1% 

ICF International, Inc. 2.0% 

Upland Software, Inc. 2.0% 

Total 21.9% 

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 Microcap Index is an unmanaged total return index of 
the smallest 1,000 securities in the small-cap Russell 2000 Index 
along with the next smallest 1,000 companies, based on a ranking 
of all U.S. equities by market capitalization. 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. You cannot invest directly in these or any indexes.  

The Wasatch Micro Cap Fund has been developed solely by 
Wasatch Global Investors. The Wasatch Micro Cap 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 Microcap Index vest in the relevant LSE 
Group company, which owns the Index. Russell ® is a trademark of 

the relevant LSE Group company and is used by any other LSE 
Group company under license.  

The Index is 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 the Index or (b) investment in or 
operation of the Wasatch Micro Cap Fund or the suitability of the 
Index for the purpose to which it is being put by Wasatch Global 
Investors. 

CFA® is a trademark owned by the CFA Institute. 

The Wasatch Micro Cap Fund’s investment objective is long-term 
growth of capital. Income is an objective only when consistent with 
long-term growth of capital. 

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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