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Market commentary

Sector allocation4

3. The Russell Microcap Index is a capitalisation weighted index of 2,000 stocks that captures the 
smallest 1,000 companies in the Russell 2000 and 1,000 smaller US based listed stocks. 
4. Portfolio holdings and allocations are subject to change and should not be considered as investment 
recommendations to trade individual securities. The securities identified and described do not 
represent all of the securities purchased, sold or recommended for client accounts. The reader should 
not assume that an investment in the securities identified were or will be profitable. There is no 
assurance that any securities discussed herein will remain in the portfolio at the time you receive this 
report, or that securities sold have not been repurchased. There can be no assurance that investment 
objectives will be achieved. A full list showing every holding’s contribution to the overall account’s 
performance during the measurement period and calculation methodology is available upon request.

1. Performance figures are presented in AUD on a net, pre-tax basis and assume the reinvestment 
of distributions. Past performance is not an indicator of future performance. Figures in the table may 
not sum correctly due to rounding.
2. Fund inception date was 5 September 2014 however inception performance is calculated from 
1 October 2014.

THB US Micro Cap Fund

Portfolio commentary

The THB US Micro Cap Fund returned -1.7% in AUD (net of fees) in 
Q4 2021.

The portfolio saw positive contribution from overallocation to 
Information Technology (+1.1%), underallocation to Health Care 
(+1.0%), and stock selection in Health Care (+0.9%). Negative 
contribution came mainly from stock selection in Financials (-1.2%), 
underallocation to Real Estate (-0.8%), and underallocation to 
Financials (-0.5%).

THB’s top five performing stocks (from a contribution standpoint) 
were Transcat, Inc. (Industrials, +1.0%), Grid Dynamics Holdings, 
Inc. Class A. (Information Technology +0.7%), Movado Group, 
Inc. (Consumer Discretionary, +0.6%), Ultra Clean Holdings, Inc.  
(Information Technology +0.5%), and Gladstone Land Corp. (Real 
Estate, +0.4%). 

The bottom five performing stocks (from a contribution standpoint) 
were Joint Corp (Health Care, -0.5%), Upland Software, Inc. 
(Information Technology, -0.5%), TPI Composites, Inc. (Industrials, 
-0.4%), Retractable Technologies, Inc. (Health Care, -0.3%) and Clean 
Energy Fuels Corp. (Energy, -0.3%).

During the quarter, THB’s portfolio companies announced 25 
acquisitions and three new share repurchase authorisations.

Fund details

Benchmark Russell Microcap® Index3

Inception date 5 September 2014

Fund size A$94.6 million

The Russell Microcap® Index returned  -3.3% (AUD) in Q4 2021. 
Real Estate (+13.8%) was the best performing sector followed by 
Materials (+11.9%) and Financials (+7.5%). Health Care (-15.3%) 
performed the worst, followed by Communication Services (-10.4%) 
and Energy (-8.4%).

US equities delivered mostly positive returns during the quarter 
as economic activity exceeded pre-pandemic levels. The Omicron 
variant news rippled through the markets in November, causing 
a broad-based sell-off across most indices. Calmness returned 
in December as investors processed the less virulent, yet more 
contagious nature of the newest variant. Scars from the early market 
reaction to Covid-19 are still fresh in investors’ minds and episodic, 
fear-driven pullbacks are to be expected due to the unpredictable 
nature of the virus. Market capitalisation and absolute performance 
exhibited a perfectly linear relationship this quarter, as large-caps 
(as measured by the S&P 500® Index) returned 11.0%; mid-cap 
equities (as measured by the Russell Midcap® Index) returned 6.4%; 
small-cap stocks (as measured by the Russell 2000® Index) returned 
2.1%, and micro-caps (as measured by the Russell Microcap® Index) 
returned -2.7%.  

As equity markets took a pause to further analyse Omicron, US 
consumers continued to move toward full reopening with little to no 
change in travel plans. The US traveler throughput reported by the 
Transportation Security Administration recovered to pre-pandemic 
2019 levels in the days prior to Christmas. This was achieved only 
for the July Fourth holiday and Labor Day this year. Delta Air Lines 
also raised its fourth-quarter guidance on Dec 17, as it said demand 
remains “particularly strong” during the holiday period. 

Performance1 – 31 December 2021

Fund2 Russell 
Microcap® Difference

1 month (0.4%) (2.0%) 1.6%

3 months (1.7%) (3.3%) 1.6%

1 year 22.7% 26.7% (3.9%)

2 years p.a. 19.0% 18.1% 0.9%

3 years p.a. 16.7% 19.6% (3.0%)

5 years p.a. 11.1% 11.6% (0.5%)

Since inception p.a.2 13.9% 14.4% (0.5%)
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Inflation and SPACs (Special Purpose Acquisition Companies) are 
two diverse market elements which can provide alpha opportunities 
within THB’s investment universe. Inflation typically has a negative 
connotation, but many small businesses may benefit from a higher 
inflationary environment. SPACs as a group have not performed 
well. Many were overhyped, and price levels greatly exceeded the 
value of the acquired businesses. As the group rationalises, there 
are many interesting businesses that could be attractive investment 
opportunities.

THB believes inflation will not be homogenous across the economy. 
Certain pandemic-related price spikes triggered by supply 
disruptions will certainly ease. Other areas of the economy, such 
as energy, industrials and mining, have experienced years of lower 
capital spending and have long lead times (permits, construction, 
labour) to increase capacity. These industries may experience many 
years of higher prices. Wage inflation will likely be industry- and role-
specific, with many experiencing a sustained period of higher wages. 
Roles which require extensive training, experience, and certifications 
will remain hard to fill for an extended period of time. 

Inflation has historically been a byproduct of strong economic 
activity, which is an ideal environment for smaller companies. 
Equities and especially smaller-capitalisation companies have 
performed well during historical inflationary periods. Within the 
US, small-cap stocks are the only asset class to have outperformed 
inflation every decade since 1930. Smaller companies are generally 
more nimble and can quickly adapt their business models to a 
shift in input and labour costs. High-quality small-capitalisation 
companies typically have sizable market shares and pricing power 
which allows them to offset inflationary pressures. In addition, 
many may directly benefit from inflation. Certain distributors will 
see increased revenues from higher prices and volumes. Other 
industries where capital investment has been constrained should 
experience higher levels of pricing power. 

Wage inflation, onshoring and decarbonisation should lead to higher 
levels of US capital spending, which is very beneficial for smaller, 
mostly domestic companies. 

SPACs and new issues have increased in the recent periods and have 
increased THB’s opportunity set. THB typically will not be “day one” 
investors in these opportunities and would rather be settlers versus 
pioneers in these investments. Such a stance has served THB well, as 
performance of these new market entrants has not been very good. 
The underperformance is partially caused by the herd mentality 
of the early investors and is not fully reflective of the underlying 
businesses or future prospects. Additionally, the confluence of 
Covid-19 and supply chain disruptions hit these companies just as 
they entered the markets. Just as quickly as the herd ran into these 
investments, they have come out. That leads to mispricings and 
interesting investment opportunities. 

As we head into 2022, we are hopeful that the world may finally 
be able to move past the Covid-19 pandemic and all the related 
disruptions. 2021 was a transition year as companies and consumers 
adjusted to the sharp recovery from the pandemic lows and learned 
to live with the virus. Adaptation is typically the variable which is 
most difficult to comprehend when making future predictions. 
Taking a current situation and extrapolating out into the future 
usually misses adaptation, which has shown to have a profound 
impact. We are living through that right now as the virus mutates 
into what appears to be a much less lethal version of itself. 
Businesses and industries adapt as well, and that creates a change 
in the status quo. Change brings about higher levels of uncertainty 
and breaks the pattern of existing conditions. While for some this 
can be a negative, as active managers, THB thrives on it. Inflation, 
interest rates, style rotation, decarbonisation, geopolitical tensions, 
and onshoring all serve to amplify inefficiencies within its investment 

Portfolio commentary (continued)

universe. THB will continue to work diligently to efficiently analyse 
and invest in these opportunities.

ERII (Energy Recovery Inc.) 

Energy Recovery, Inc. designs, develops, and manufactures energy 
recovery devices. The core product is pressure exchangers (PXs) used 
in sea water reverse osmosis for water desalination and wastewater 
treatment plants. PX Pressure Exchanger helps recapture and recycle 
up to 98% of the energy available in the high-pressure reject stream 
in the seawater reverse osmosis, reducing energy costs within 
that industry by 60%. ERII has a global presence with monopoly in 
energy recovery devices for seawater reverse osmosis. The company 
is expanding the application of its technologies in new markets 
requiring high pressure fluid flows such as Industrial Wastewater, 
Beverages, Chemicals, and Mining. Its product offers superior quality 
and reliability vs the competitors with 98% efficiency and lower 
lifecycle costs.

Stock in focus
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This document has been prepared and issued by Victory Capital Management Inc.(Victory) (AFSL 528472) and is intended for the general information of ‘wholesale clients’ (as defined in the Corporations Act 2001) 
only. Victory is not licensed to provide financial services to retail clients in Australia. Victory is regulated by the Securities and Exchange Commission of the United States of America under US laws, which differ from 
Australian laws. Equity Trustees Limited (Equity Trustees) (ABN 46 004 031 298, AFSL 240975) is a subsidiary of EQT Holdings Limited (ABN 22607 797 615), a publicly listed company on the Australian Securities 
Exchange (ASX:EQT). Equity Trustees is the Responsible Entity of the THB US Micro Cap Fund (ARSN 600 158 450). This document is neither an offer to sell or a solicitation of any offer to acquire interests in any 
investment. The information contained in this document is of a general nature only. Accordingly, reliance should not be placed on this information as the basis for making an investment, financial or other decision.  
In preparing this document, Victory has not taken into account the investment objectives, financial situation and needs of any particular person. Before making any investment decision, you should consider whether 
the investment is appropriate in light of those matters. Whilst every effort is taken to ensure the information in this document is accurate, Victory and Equity Trustees provides no warranty as to the accuracy, reliability 
and completeness of the information in this document and you rely on this information at your own risk. To the extent permitted by law, Victory and Equity Trustees disclaims all liability to any person relying on the 
information contained in this document in respect of any loss or damage (including consequential loss or damage) however caused, which may be suffered or arise directly or indirectly in respect of such information. 
Past performance is not a reliable indicator of future performance. The return of capital or any particular rate of return from the Fund is not guaranteed. You should obtain and consider the Fund’s Product Disclosure 
Statement (PDS) before deciding whether to acquire, or continue to hold, an interest in the Fund. Applications can only be accepted on an application form attached to a current Product Disclosure Statement. Neither 
Victory, Equity Trustees nor any of its related parties, their employees or directors, provide and warranty of accuracy or reliability in relation to such information or accepts any liability to any person who relies on 
it. THB US Micro Cap Fund’s Target Market Determination is available here. A Target Market Determination is a document which is required to be made available from 5 October 2021. It describes who this financial 
product is likely to be appropriate for (i.e. the target market), and any conditions around how the product can be distributed to investors. It also describes the events or circumstances where the Target Market 
Determination for this financial product may need to be reviewed.

9

THB Asset Management (THB), an investment franchise of Victory Capital Management Inc., is a dedicated micro and small cap specialist 
investment franchise based in Connecticut, USA. Founded in 1982, THB Asset Management has 39 years’ experience investing in micro 
and small cap companies. THB’s US Micro Cap strategy is based on the belief that there are inefficiencies in the micro cap segment of 
the market due to lack of analyst coverage, difficulty in identifying value and the impact that management skill has on the direction of 
smaller companies. THB utilises a disciplined, fundamental bottom-up approach that blends both qualitative and quantitative methods 
to construct a well-diversified portfolio of companies that possess attractive operating metrics, yet with comparable valuation to the 
Russell Microcap® Index.

Investment strategy

Portfolio statistics5 Top 10 holdings

5. Portfolio statistics are reported in USD. Source: THB Asset Management

Companies by market capitalisation

Source: THB Asset Management

Source: THB Asset Management

For more information, contact Brookvine Client Service on 
+61 2 9328 6445 or clientservice@brookvine.com.au

As at 31 December 2021

Fund Russell 
Microcap®

Weighted avg market cap US$1,021m US$815m

Price/sales 1.3x 1.6x

Price/book 2.1x 2.1x

Dividend yield 0.5% 1.0%

Number of securities 96 1,785

Standard deviation 20.8% 21.0%

Sharpe ratio 0.6 0.6

Beta 1.0

Tracking error 6.3

Information ratio 0.1

Stock Sector Portfolio 
weight

Transcat Inc Industrials 3.5%

Grid Dynamics Holdings Technology 3.3%

First Busey Corporation Financials 3.2%

ePlus inc Technology 2.5%

Movado Group Inc Consumer Disc 2.4%

NAPCO Security Technologies Technology 2.4%

Ultra Clean Holdings Inc Technology 2.1%

Greenbrier Companies Inc Industrials 2.0%

LeMaitre Vascular Inc Health Care 1.9%

PAR Technology Technology 1.8%

Under $600m $600m - $1 Bn Over $1 Bn
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42 Stocks, 33%

23 Stocks, 27%

31 Stocks, 40%

https://brookvine.com.au/wp-content/uploads/THB_US_Micro_Cap_Fund_Final.pdf

