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During 2019’s fourth quarter, the Wasatch Micro Cap Value strategy
produced a solid gain. The strategy underperformed the benchmark
Russell Microcap® Index, which increased 13.45%. For the 12 months
ended December 31, 2019, the strategy gained significantly more than
the 22.43% rise in the benchmark.
Generally speaking, U.S. stocks were bolstered in the quarter by
reports of robust household spending and solid orders for factory goods.
Moreover, in November, the government indicated that the U.S.
economy expanded at a slightly better pace than had been previously
estimated. This news added to optimism that conditions would remain
positive during the holiday season. Meanwhile, investors seemed to be
confident that the U.S.-China trade war would be resolved and that
central banks around the world would maintain accommodative
monetary policies.
Regarding sectors, the strategy’s largest source of underperformance
relative to the benchmark was health care. The sector was the best
performer in the Index led by biotechnology, an industry in which the
strategy is substantially underweight due to our preference for investing
in companies that are making, rather than losing, money. Conversely,
the industrials sector aided the strategy’s performance relative to the
benchmark. We are overweight in industrials, and our stocks outperformed their benchmark counterparts. Information technology (IT)
added the most to the strategy’s return, and our IT stocks slightly outperformed those in the benchmark. In the strategy and in the benchmark, almost all of the sectors were positive for the fourth quarter.
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DETAILS OF THE QUARTER
The strategy’s top contributor to performance

a serious and often debilitating condition. We
have owned the company since its IPO. In Tactile
Systems’ most-recent quarterly earnings release,

was Israel-based Inmode Ltd. (INMD), a global
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markets devices that harness radio-frequency
energy technology to penetrate deep into the
subdermal fat, allowing adipose tissue remodeling.
When we purchased Inmode, it was an initial public
offering (IPO) that we believed was priced too low.
We’ve since been rewarded for our insight as other
investors have now recognized the company’s high
gross margins, among other positive factors. But,
more recently, we’ve been trimming our position in
Inmode due to the stock-price appreciation and the
fact that revenues may be lumpy because the
company’s devices are capital investments for
doctors’ offices, rather than recurring purchases.
Another strong contributor during the quarter
was i3 Verticals, Inc. (IIIV), which offers electronicpayment and software services to educationrelated, health-care, property-management and
other organizations—many of which are non-profit.
In the summer and fall of this year, the stock price
fell due to slower-than-expected organic revenue
growth. The disappointing revenue figures spooked
a new crop of investors who had been brought in
as part of an additional capital raise. But we
visited with i3 management at the company’s
headquarters and bought additional shares at
depressed prices because we thought business

The largest detractor from strategy performance in the fourth quarter was Neuronetics, Inc.
(STIM), a health-care company that develops

therapies for chronic psychiatric disorders. While
we had previously been optimistic regarding the
company’s strong organic growth, some upcoming
treatments—in particular, new drugs to combat
depression—seem to have made the market much
more competitive. Our revised view is that the
company’s revenue growth and margins will be
lower than we originally anticipated. As a result, we
decided to exit our position in the stock.
The second-largest detractor was OptimizeRX
Corp. (OPRX), a provider of digital-marketing

services for pharmaceutical and other health-carerelated companies. The company’s stock price
fell during the quarter on a decline in revenue,
which was partly due to two large drug-company
clients that merged and delayed digital-advertising
spending until 2020. We continue to like
OptimizeRX as we believe the company offers a
cost-effective way for health-care companies to
engage patients, enhance their experience and
improve outcomes.
Lovesac Co. (LOVE) was also a notable
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among analysts and we liked the company’s long-
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adaptable couch.” The Sactional is also positioned

operational perspective. But this overall positive
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color preferences. For its most-recent quarter,
Lovesac reported strong sales growth and
increased expenses. The elevated expenses were
due to investments in the growth of the business
including improving infrastructure, boosting
advertising spending, adding employees and

Other positive factors in the U.S. include progress toward resolution of the U.S.-China trade war.
And stocks typically perform well in years with a
presidential election, which we will see in 2020.
On the international front, we have planned
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in January and to Japan in March. We think it’s
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coming year.

could be a good catalyst for stock prices of British
companies that have been performing well opera-

OUTLOOK
As for our outlook, we remain optimistic. The

tionally. In Japan, our companies and their stocks
have generally been firing on all cylinders. We look

U.S. economy is healthy, and stock valuations in the

forward to visiting with the management teams

micro-cap space seem reasonable to us—especially

of some existing Japanese holdings and those of

in light of very low interest rates. Internationally,

other companies that we’re considering for

although economic-growth rates are generally very

investment.

modest, micro-cap valuations are typically even
more attractive and interest rates are close to zero
or are negative in many countries.
We’re also pleased to report that most of the

Thank you for the opportunity to manage your
assets.

companies we own—both in the U.S. and abroad—

Sincerely,

have continued to deliver healthy results from an
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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 Value strategy has been developed solely
by Wasatch Global Investors. The Wasatch Micro Cap Value
strategy 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 Value strategy 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.
Brexit is an abbreviation for “British exit,” which refers to the June
23, 2016 referendum whereby British citizens voted to exit the
European Union. The referendum roiled global markets, including
currencies, causing the British pound to fall to its lowest level in
decades.
An initial public offering (IPO) is a company’s first sale of stock to
the public.
Valuation is the process of determining the current worth of an
asset or company.

This commentary is intended to provide you with information about factors affecting the performance of the
Wasatch Micro Cap Value strategy during the period. References to individual companies should not be construed
as recommendations to buy or sell shares in those companies. Wasatch analysts closely monitor the companies
held in the Micro Cap Value strategy. If a company’s underlying fundamentals or valuation measures change,
Wasatch will reevaluate its position and may sell part or all of its holdings.
Past performance is not indicative of future results.
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