SEPTEMBER 30, 2022

Macro Concerns
Overwhelmed Equities
OVERVIEW
U.S. equities declined in the third quarter, continuing the downtrend
that characterized the first six months of the year. Stocks initially gained
on hopes that the U.S. Federal Reserve (Fed) was set to pivot toward a
more accommodative policy. However, subsequent comments from
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Chairman Jerome Powell—together with a stronger-than-expected
inflation report in early September—made it clear that the central bank
would continue to raise interest rates aggressively. The Fed indeed
boosted rates twice in the quarter, for a total increase of 1.5 percentage
points, and investors remained prepared for several more rate hikes
before year-end. These factors weighed heavily on the outlook for both
economic growth and corporate earnings, leading to a sizable downturn
in the financial markets over the latter half of the period. Small-cap
stocks were hit particularly hard by these developments, reflecting
investors’ increasing aversion to risk.
While the Wasatch Small Cap Value Fund has typically performed
well in down markets over time, that wasn’t the case in the third
quarter. The Fund’s Investor Class shares fell -5.55% and underperformed the benchmark Russell 2000® Value Index, which declined -4.61%.
As you’re likely aware from past commentaries, we seek to own not just

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, without which total returns would have been lower. 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—1.16% /
Institutional Class—Gross: 1.06%, 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 1/31/2023.
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traditional value stocks, but also Fallen Angels
(growth stocks that have slid into value territory

DETAILS OF THE QUARTER
In terms of specific factors that affected

due to short-term factors) and Undiscovered Gems

results in the third quarter, our holdings in the real-

(inexpensive growth companies flying below Wall

estate sector detracted from performance relative

Street’s radar). This approach has worked well on a

to the benchmark, although our substantially

long-term basis and contributed to the Fund’s

underweight position somewhat tempered the

outperformance of the benchmark over the five-

result. Here, we lost ground from holdings in

and 10-year periods ended September 30, 2022.

National Storage Affiliates Trust (NSA) and

More recently, however, investors have demon-

Compass, Inc. (COMP), both of which declined

strated little patience for letting longer-term

more than the broader sector. Stock selection in

stories play out. Instead, we saw largely indiscrimi-

the consumer-discretionary sector also cost us

nate selling across the small-cap category through

some relative performance, with YETI Holdings, Inc.

much of September.

(YETI), Grand Canyon Education, Inc. (LOPE) and

In our more than 20 years of managing the
Fund, we’ve witnessed many other occasions when
market volatility has caused stock prices to
become divorced from companies’ actual, intrinsic
values. Our goal is to turn these types of extreme
market movements to our advantage by investing

Mister Car Wash, Inc. (MCW) leading the way on

the downside. Outside of these sectors, Helios
Technologies, Inc. (HLIO)—which was hurt by its

exposure to both consumer spending and Europe—
was a key detractor.
On the positive side, the Fund benefited from

in great companies when investors have lost faith

having two holdings acquired at a premium

in them. We believe the recent selloff has created a

during the quarter. Resolute Forest Products, Inc.

compelling opportunity to add new Fallen Angels

(RFP) entered into an agreement in July to be

to the portfolio. In fact, this is the largest number

acquired by a Canadian paper company, and

of Fallen Angel ideas we’ve seen since the global

ChemoCentryx, Inc. (CCXI) agreed in early August

financial crisis of 2008–09. We’ve identified many

to be taken over by Amgen.

such companies in areas that have been hurt by
the selloff in faster-growing stocks, including
biotechnology and software. We’ve also found
several compelling ideas among consumer-related
companies whose shares have come under
pressure from concerns about economic growth.
We’re excited about the opportunity to add
positions in companies we believe can excel over a
three- to five-year time horizon, but as always,
we’ve sought to maintain balance in the portfolio.
As we’ve added Fallen Angels, we’ve also added
large weightings in what we consider steady
growers and quality value companies. We believe
these additions position the Fund to benefit from a
broad range of potential outcomes for the
economy and markets.

Another of the Fund’s top contributors was
Ensign Group, Inc. (ENSG), an operator of skilled

nursing and rehabilitation facilities. The company’s
business is seen as having a relatively low degree of
vulnerability to slowing economic growth, which
helped it outperform despite the weakness in the
broader market. Ensign was one of the Fund’s
largest holdings at the end of September.
We also benefited from the strong showing of
road and infrastructure builder Construction
Partners, Inc. (ROAD). The stock, which had lagged

in the previous quarter, recovered as investors
grew more comfortable with the company’s ability
to maintain profit margins even in the face of
challenging economic conditions. (Current and
future holdings are subject to risk.)
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OUTLOOK
Investor sentiment was very depressed as the

larger trends. In this way, we can use a down
market to our advantage by purchasing shares of

third quarter came to a close, reflecting the

companies that we wouldn’t typically expect to

heightened uncertainty hanging over the market.

find in value territory. We believe this approach will

Until investors get a clearer idea as to when

hold us in good stead as the broader macro-

inflation will turn lower and how far the Fed will go

economic picture comes into focus over the

before it stops tightening policy, it’s unlikely that

coming months.

we’ll see a sustained rally in stocks.
Our response to these circumstances is to do
what we’ve always done: remain focused on
finding undervalued companies that we believe can
stand on their own in virtually any environment,

Thank you for the opportunity to manage your
assets.
Sincerely,
Jim Larkins and Austin Bone

rather than attempting to predict the direction of
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AVERAGE ANNUAL TOTAL RETURNS
FOR PERIODS ENDED SEPTEMBER 30, 2022

Quarter*

1 Year

3 Years

5 Years

10 Years

Small Cap Value Fund—Investor

-5.55%

-24.18%

2.47%

3.70%

9.65%

Small Cap Value Fund—Institutional

-5.62%

-24.15%

2.58%

3.84%

9.78%

Russell 2000® Value Index**

-4.61%

-17.69%

4.72%

2.87%

7.94%

Russell 2000® Index†

-2.19%

-23.50%

4.29%

3.55%

8.55%

*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
returns 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—
1.16% / Institutional Class—Gross: 1.06%, 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 1/31/2023. 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.
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.
Investments in value stocks can perform
differently from the market as a whole and from
other types of stocks and can continue to be
undervalued by the market for long periods of
time. 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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**The Russell 2000 Value Index measures the performance of
Russell 2000 Index companies with lower price-to-book ratios and
lower forecasted growth values.
†The Russell 2000 Index is an unmanaged total return index of the
smallest 2,000 companies in the Russell 3000 Index, as ranked by
total market capitalization. The Russell 3000 Index is an
unmanaged total return index of the largest 3,000 U.S. companies
based on total market capitalization. The Russell 2000 Index is
widely used in the industry to measure the performance of small
company stocks.
Indexes are unmanaged. Investors cannot invest directly in these or
any indexes.
The Wasatch Small Cap Value Fund has been developed solely by
Wasatch Global Investors. The Wasatch Small Cap Value 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 Value 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 Small Cap Value Fund or the suitability
of the Index for the purpose to which it is being put by Wasatch
Global Investors.
The Wasatch Small Cap Value Fund’s investment objective is longterm growth of capital. Income is a secondary objective, but only
when consistent with long-term growth of capital.
The global financial crisis, 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.

SMALL CAP VALUE FUND — TOP 10 HOLDINGS
AS OF JUNE 30, 2022

Percent of
Net Assets

Security Name

Kadant, Inc.

4.5%

Ensign Group, Inc.

3.9%

Bank OZK

3.7%

Magnolia Oil & Gas Corp., Class A

3.3%

Innospec, Inc.

3.0%

Altra Industrial Motion Corp.

2.9%

HealthEquity, Inc.

2.7%

FB Financial Corp.

2.7%

Ollie’s Bargain Outlet Holdings, Inc.

2.6%

Axos Financial, Inc.

2.3%
Total

31.6%

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.

Wasatch Funds are distributed by ALPS Distributors, Inc.
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