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Valuations and Interest- 
Rate Vulnerability Suggest a 
Subdued Backdrop for  
Equity Returns 
OVERVIEW 

The Wasatch Ultra Growth Fund—Investor Class rose 4.69% in what 
was an up-and-down first quarter for small U.S. growth companies. The 
benchmark Russell 2000 Growth Index posted a similar gain of 4.88%. 
Rising long-term interest rates and hopes for an early exit from the 
Covid-19 pandemic created significant dispersion among different areas 
of the market. 

Wall Street took heart from a fresh round of government stimulus 
and the faster-than-expected rollout of vaccines across most areas of 
the country. Bank stocks, cyclical issues and other recovery plays did well 
as investors sought out businesses that stand to gain from a pickup in 
economic activity. Energy was the highest-returning sector of the Index, 
followed by consumer discretionary. Utilities and health-care stocks, 
which are typically considered more defensive, were weak and finished in 
negative territory for the quarter. 

 
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: 1.07%, 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 1/31/2022. 
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Although returns in health care were poor 
overall, the Fund’s health-care stocks were up for 
the quarter. Relative to the benchmark, health care 
was the Fund’s greatest source of strength. With 
investors eyeing a post-pandemic rebound in the 
economy, industrial stocks also notched solid gains. 
Consequently, the Fund’s underweight position in 
industrials posed a headwind to performance. 

Despite eye-popping returns in economically 
sensitive, value-priced areas of the market, we 
stayed within our mandate and continued to apply 
our growth-oriented investment approach. We 
believe quite a few of the companies in the Fund 
are positioned to benefit as the economy snaps 
back. Our banks, for example, should see a pickup 
in loan demand as well as higher net interest 
margins on new loans. Driven by outsized gains in 
our bank stocks, financials were a source of 
strength for the Fund—both in absolute terms and 
relative to the benchmark. 

Information technology (IT) stocks seesawed 
throughout the quarter as investors weighed the 
merits of the sector’s fast growth with the higher 
valuations many IT stocks have garnered. After 
outsized performance in 2020, the sector finished 
the first quarter slightly positive for the Index but 
slightly negative for the Fund. We stuck with our 
preferred IT companies, primarily software and  
IT-services firms that we believe offer relatively 
predictable revenues and attractive prospects for 
long-term growth. During the first quarter, those 
revenue streams became less prized by investors as 
long-term interest rates rose and the outlook for 
economic growth has broadened. However, we 
remain confident our companies can continue to 
grow faster than the broader market in the long 
run. 

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 pro-
duced a five-fold increase in the stock over the 
previous year. 

Ligand Pharmaceuticals, Inc. (LGND) was also  
a top contributor. The company develops and 
acquires technologies that help pharmaceutical 
firms create new medicines. One of the most 
heavily shorted names on Wall Street, Ligand saw 
its shares driven sharply higher by coordinated 
buying from retail “meme” investors in online 
forums. The stock jumped again after the company 
reported better-than-expected earnings and 
revenues in its most recent quarter and raised full-
year guidance for 2021. While we still consider 
Ligand an attractive long-term holding, we 
trimmed the position to maintain our desired 
weight for it in the Fund. 

Another strong stock in the Fund was Skyline 
Champion Corp. (SKY). The company offers 
manufactured and modular homes and modular 
buildings. Skyline’s stock price surged in early 
February after earnings and revenues in the com-
pany’s most recent quarter topped Wall Street 
estimates. Management cited Skyline’s ability to 
boost production to meet demand, despite rapidly 
increasing material costs and enhanced virus-
related safety protocols at the company’s 
manufacturing facilities. 

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. We attribute the failure 
to flaws in the study’s design, rather than to the 
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drug itself. Specifically, we think the study’s 
repeated weekly injections into the inner ears of 
participants may have lessened the hearing benefit 
observed in other, single-injection studies. We 
maintained our position. 

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 appeared to 
discourage some investors—who may have miscon-
strued management’s conservatism as a down-
beat 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 weighed on the stock during the first 
quarter. We expect Silk Road to see growth 
accelerate as the pandemic ends, so we used the 
share price weakness as an opportunity to add  
to our position.  

Another weak stock in the Fund was Sangamo 
Therapeutics, Inc. (SGMO). Some investors  
may have been spooked by the resignation of 
Sangamo’s chief financial officer (CFO) after a 
tenure of less than one year. After conducting  
our own research, which included a conversation 
with the departing CFO, we believe the move was 
purely for personal reasons. Sangamo specializes in 
the treatment and cure of single-gene disorders. 
We remain optimistic about its future prospects, 
current partnerships and development pipeline—
which includes gene therapy, in-vivo gene editing 
and ex-vivo genome medicine. (Current and future 
holdings are subject to risk.) 

OUTLOOK 
Although long-term interest rates have risen 

substantially over the past several months, they 
remain very low by historical standards. To us, that 
suggests weak structural environments for both 

long-term macroeconomic growth and inflation.  
In the shorter term, we think vaccines and federal 
stimulus spending will help get the U.S. economy 
back on track. However, we have to question how 
long the effects will last after the spending stops. 

The pace of the vaccine rollout gives us hope  
the end of the pandemic is near. Besides banking, 
which was mentioned earlier, health care is 
another area of the Fund that we expect to benefit 
from a return to normalcy. For the past year, the 
treatments and medical devices offered by several 
of our health-care companies have been under-
utilized, as patients fearful of contracting Covid-19 
postponed appointments for routine examinations 
and non-emergency procedures. We believe pent-
up demand from newly vaccinated patients will 
drive a strong rebound in these businesses. 
Because the material inputs required for making 
small devices and developing new medicines are 
typically low, we think our health-care companies 
are likely to be impacted less by any inflation  
that does occur. 

Meanwhile, equity valuations remain elevated in 
general and quite stretched for open-ended 
growth stories in the most speculative IT stocks. 
With profits for some of these businesses still 
years into the future, their stocks are exceptionally 
vulnerable to spikes in interest rates. Regardless of 
whether rates move significantly higher from here, 
we think the secular tailwind from falling interest 
rates may well be over. The upshot is likely to be a 
subdued backdrop for equity returns—and an even 
weaker one for the most richly valued issues. 

Thank you for the opportunity to manage your 
assets. 

Sincerely, 

John Malooly 
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  AVERAGE ANNUAL TOTAL RETURNS 

FOR PERIODS ENDED MARCH 31, 2021 

 Quarter* 1 Year 3 Years 5 Years 10 Years 

Ultra Growth Fund—Investor 4.69% 116.80% 36.91% 33.35% 18.83% 

Ultra Growth Fund—Institutional 4.73% 117.01% 36.95% 33.37% 18.85% 

Russell 2000® Growth Index** 4.88% 90.20% 17.16% 18.61% 13.02% 

 
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: 1.07%, 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 1/31/2022. 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 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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ULTRA GROWTH FUND — TOP 10 HOLDINGS 
AS OF DECEMBER 31, 2020 

 Percent of 
Security Name Net Assets 

Kornit Digital Ltd. (Israel) 2.8% 

Five Below, Inc. 2.5% 

Zendesk, Inc. 2.5% 

Intra-Cellular Therapies, Inc. 2.4% 

Freshpet, Inc. 2.3% 

Silk Road Medical, Inc. 2.3% 

Floor & Decor Holdings, Inc., Class A 2.2% 

Open Lending Corp., Class A 2.2% 

CyberArk Software Ltd. (Israel) 2.2% 

Castle Biosciences, Inc. 2.1% 

Total 23.5% 

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 Growth Index measures the performance of 
those Russell 2000 Index companies with higher price-to-book 
ratios and higher forecasted growth values. 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 Ultra Growth Fund has been developed solely by 
Wasatch Global Investors. The Wasatch Ultra 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 Growth 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 Ultra Growth 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 Ultra 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. 

Net interest margin is typically used for a bank or an investment 
firm that invests depositors’ money, allowing for an interest margin 
between what is paid to the bank’s client and what is made from 
the borrower of the funds. A positive net interest margin indicates 
that an entity has invested its funds efficiently, while a negative 
net interest margin implies that the funds have not been invested 
efficiently. 

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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