
THB US Micro Cap Fund  •  1

0.0%

7.3%

9.8%

7.2%

5.2%

11.7%

15.8%

8.7%

25.7%

2.7%

2.7%

3.2%

0.0%

2.5%

9.2%

2.0%

6.6%

21.3%

29.6%

10.5%

10.8%

3.4%

3.3%

0.8%

0.8%

0.0%

15.9%

2.1%

11.2%

10.4%

17.2%

20.0%

18.7%

2.0%

0.5%

1.3%

Cash

Communication Services

Consumer Discretionary

Consumer Staples

Energy

Financials

Health Care

Industrials

Information Technology

Materials

Real Estate

Utilities

THB US Micro Cap Fund Russell Microcap S&P 500

Quarterly Report – Q4 2022

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

Fund details

Benchmark Russell Microcap® Index3

Inception date 5 September 2014

Fund size A$79 million

The Russell Microcap® Index returned -0.7% in Q4 2022. Energy 
(+19.5%) was the best performing sector, followed by Materials 
(+13.6%) and Industrials (+10.2%). Consumer Staples (-8.5%) 
performed the worst, followed by Health Care (+0.1%) and 
Information Technology (+0.8%).

US Equities were broadly higher during the quarter, providing some 
relief from the three prior negative quarters. October and November 
were particularly strong with some consolidation experienced in 
December. Corporate earnings and overall GDP numbers have held 
up well, Treasury yields moderated from their intra-quarter highs 
and financial conditions remain in accommodative territory. 

Market participants remain concerned about the Federal Reserve 
and how it may react to upcoming data readings. The Fed’s dual 
mandate of price stability and maximum employment may be 
experiencing mission creep as they also aim to restore their own 
credibility. Moderating inflation readings and subdued forward 
market inflation expectations run contra to the very hawkish tone 
from the Fed. This conflicting set of data and tone signals have 
amplified market volatility. Additionally, many Mega Cap technology 
companies remain under intense selling pressure. During the 
quarter, the NYSE FANG+ Index was down 5.16% versus positive 
7.56% for the S&P 500. The breadth of ownership and high-profile 
nature of these companies likely added to concerns about the 
overall market. 

The US Consumer, a key pillar for the US Economy, is proving 
largely resilient in the face of high inflation and interest-rate hikes 
from the Fed. U.S. retail sales rose 7.6% year over year between 
Nov. 1 and Dec. 24, which encompasses a majority of the holiday 
season according to a Mastercard report. Building on the ongoing 
demand for experiences, in-person dining continued to show strong 
momentum with restaurant spending up 15.1% year over year. Even 
adjusted for inflation, spending patterns have remained solid.

Affirmation of deglobalisation continues to be highlighted across 
multiple sources. News stories and company comments give 
clarity to this trend as it swiftly moves from hypothetical to reality. 
Decades of rising globalisation kept inflation and bond yields low 
while also expanding the profit margins of large multinational 
corporations. This predictable, stable environment is rapidly 
changing and impacting many facets of the global markets. The 
initial hopes that globalisation could be a powerful economic force 
as well as a panacea for many global issues such as poverty, chronic 
unemployment, environmental pollution, and wars have not met 
those lofty expectations. 

In December, Taiwan Semiconductor Manufacturing Co. marked a 
symbolic equipment installation of its first advanced chip plant in the 
US in over 20 years. Further, management teams of US companies 
have been highlighting plans to relocate production and supply 
chains closer to areas of end demand. A tally of related words such 
as onshoring, reshoring or nearshoring have increased significantly in 
the earnings calls over the last two years.

Onshoring of manufacturing has a clear positive benefit for workers 
in those particular industries that were hurt by globalisation, but 
also creates ripple effects for other areas of labour markets and 

Performance1 – 31 December 2022

Fund2 Russell 
Microcap® Difference

1 month (6.5%) (5.5%) (1.0%)

3 months 2.4% (0.7%) 3.1%

1 year (15.3%) (16.3%) 1.0%

2 years p.a. 2.0% 3.0% (1.0%)

3 years p.a. 6.3% 5.3% 1.0%

5 years p.a. 6.8% 6.7% 0.1%

Since inception p.a.2 9.9% 10.2% (0.3%)
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The THB US Micro Cap Fund returned 2.4% in AUD (net of fees) in 
Q4 2022.

The portfolio saw positive contribution from stock selection in 
Financials (+1.31%) and Information Technology (+0.85%), as well as 
from overallocation to Energy (+0.64%). Negative contribution came 
mainly from underallocation to Financials (-0.98%), stock selection in 
Energy (-0.32%), and underallocation to Materials (-0.33%).

The top five performing stocks (from a contribution standpoint) 
were Luna Innovations Incorporated (Information Technology, 
+0.87%); RPC, Inc. (Energy, +0.75%); UFP Technologies, Inc. (Health 
Care, +0.66%); Expro Group Holdings N.V. (Energy, +0.56%), and 
Greenbrier Companies, Inc. (Industrials, +0.45%). 

The bottom five performing stocks (from a contribution standpoint) 
were Grid Dynamics Holdings, Inc. Class A (Information Technology, 
-0.93%); BioLife Solutions, Inc. (Health Care, -0.34%); Lantheus 
Holdings, Inc. (Health Care, -0.34%); Cryoport, Inc. (Health Care, 
-0.25%); and Apollo Medical Holdings, Inc. (Health Care, -0.24%).

During the quarter, THB’s portfolio companies announced 18 
acquisitions and six new share repurchase authorisations. 

THB portfolio companies are starting to see the impact of 
nearshoring activity. THB believes that companies with local supply 
chains and manufacturing closer to their customers would be 
well positioned for multi-year growth from new capex investment 
in US manufacturing. One example is MYR Group, an electrical 
transmission and distribution provider, which is seeing strong 
multi-year growth due to reshoring activity. During the Q3 2022 
Earnings Call, MYR Group CEO Jeffrey Waneka stated: “We’re 
equally excited about the CHIPS Act and the sizable impact it could 
have on many of our markets. We are currently engaged in two 
large chip manufacturing expansions underway in Arizona. And 
recently, New York announced the approval of a $100 billion Micron 
semiconductor manufacturing plant that is expected to drive growth 
in that region for years to come, and why our group’s resume in 
high tech, semiconductor and industrial facilities should keep us in a 
prime position for many opportunities to come.”

According to a report published by Deloitte in November 2022, 62% 
of manufacturers it surveyed have started reshoring or near shoring 
their production capacities. The survey included 305 executives at 
transport and manufacturing firms, mostly in the US, with annual 
revenue of $500 million to more than $50 billion. (“The future of 

Portfolio commentary

freight: Transforming the movement of goods”) 

Fixed investment in facilities necessary for reshoring has been 
accelerating. This investment includes warehouses, factories and 
other buildings required for the manufacturing sector. These 
figures have accelerated YTD through October growing above 30% 
every month since July. The sharp increase is confirmation that 
corporations are enacting their plans to move production back to 
the United States. 

Looking forward, we may return to more normalised economy 
and markets where the fortunes of stocks and corporations were 
based on profits and cash flows and closely aligned with the vision 
and acumen of the corporate leadership. We have experienced 
an abnormal period of ultra-low interest rates and quantitative 
easing which coincided against the backdrop of rising globalisation. 
This unique period has distorted the historical risks and return 
expectations across many asset classes. 

THB believes smaller capitalisation companies can perform quite 
well in this environment. The attributes of high-quality smaller 
corporations are ideally suited to the regime change we are 
experiencing. Some of the longest and most powerful small/
micro cap cycles (relative to large cap) have started post periods 
of extreme concentration within large capitalisation equities (as 
measured by the weight of the 10 largest S&P 500 constituents). The 
current large cap concentration eclipsed both the Nifty Fifty period 
of the early 1970’s and tech bubble of late 1990’s. 

THB believes economic conditions are moderating from a higher 
level, but not at recessionary levels. If an official recession were to 
occur, it would likely be a shallow profit recession as consumers 
remain strong, labor markets are tight, and the banking system is 
not under any stress. THB’s opportunity set is expanding because 
many stocks in its universe are already pricing in a moderate to 
severe recession. During 2022, the median Micro Cap stock in the 
Russell Micro Cap® Index was -34.84% and 679 companies (39% of 
the index) were down greater than 50%. Dislocations such as these 
provide great long-term opportunities for active managers.

Market commentary (continued)
the broader economy. Indirect positive benefits stemming from 
manufacturing job creation will be a substantial tailwind for the 
US economy. For every new durable manufacturing job created, 
approximately 7 indirect jobs will be needed. Durable manufacturing 
has one of the highest job multiplier effects in the US economy. 
Applying the multiplier implies millions of new jobs are being added 
to the US economy and we are only in the early days of reshoring.

Current interest rates are not high by historical standards and equity 
valuations are typically stable in an interest rate range of 4-6% as 
measured by the US 10-year Treasury. However some fissures are 
forming in parts of the market as the era of free money ends. 

Areas of the market, such as cryptocurrencies and unprofitable high 
growth companies, which flourished under a zero-interest regime 
have already experienced extreme selling pressure. There is always a 
risk the velocity and size of the Fed’s actions could create problems 
in other areas of the market, but that will likely remain isolated 
to high leverage, speculative investments. Many of the financial 
reforms and regulations put in place post the GFC have kept the 
banking system sound and free from systemic risks. 
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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 40 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 2022

Fund Russell 
Microcap®

Weighted avg market cap US$814m US$725m

Price/sales 1.0x 1.2x

Price/book 1.8x 1.6x

Dividend yield 0.8% 1.3%

Number of securities 94 1,759

Standard deviation 21.4% 21.6%

Sharpe ratio 0.4 0.3

Beta 1.0

Tracking error 6.2

Information ratio 0.1

Stock Sector Portfolio 
weight

Transcat Inc Industrials 3.1%

RPC Inc Energy 2.9%

TETRA Technologies Inc Energy 2.6%

ePlus Inc Technology 2.2%

NAPCO Security Technologies Technology 2.1%

UFP Technologies Inc Health Care 2.1%

First Busey Corporation Financials 2.0%

Immersion Corporation Technology 2.0%

LeMaitre Vascular Inc Health Care 2.0%

Luna Innovations Inc Technology 1.9%

Under $600m $600m - $1 Bn Over $1 Bn
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43 Stocks, 41%

26 Stocks, 26%

25 Stocks, 33%

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

