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January 12, 2023 
 
Great Moments Are Born From Great Opportunity 
 
First, if you are reading this letter let me congratulate you on surviving 2022. It was a year unlike 
any other and one I am sure we are all eager to put behind us; at least as it relates to the financial 
markets. The broad-based market drawdown was unprecedented as global stocks and bonds sold 
off in unison wiping out over $30 trillion1, exceeding damage done by the 2008 financial crisis. I 
have no doubt that I will look back on lessons learned from 2022 for decades to come and be all 
the wiser for it.  
 
Allow me to also express my gratitude to each of you, our fellow shareholders, our strategic 
partners, and our friends. Last year required you to have a great deal of patience with us at 
Grandeur Peak and exercise an increased measure of faith in our investment process. It also 
required you to put into practice a long-term investment discipline that has not been required 
for quite some time given how relatively stable markets have been over the last decade. We are 
very thankful for that discipline and confident that you will be rewarded for it in the long run.  
 
No Limit To Better 
 
Last year was the type of year that caused us to take a good look in the mirror. We have done a 
lot of self-reflection.  
 
While our investment style fell violently out of favor, we would be wrong to not acknowledge 
that we could have navigated the market environment more effectively and done a better job 
mitigating some of the sources of our underperformance.  
 
Fortunately, our Quality-Value-Momentum (QVM) framework worked. At the end of 2021, 
after a couple of very strong outperformance years, our system was flashing red, alerting us to 
the fact that our forward-looking expected returns had compressed significantly. Many of our 
individual stocks had expected returns that were clearly not high enough to compensate for the 
risk we were taking.  
 
In real time, we were deliberating about what to do with this low-expected return data that was 
staring us in the face, especially with rising rates on the horizon (which was no secret). With the 
benefit of hindsight, we could have harvested more profits than we did, as valuations were 
clearly stretched. We did not do more due to tighter liquidity in small cap stocks, capital gains 
considerations following several years of strong performance, but primarily because we didn’t 
see obvious rotation opportunities where we weren’t sacrificing quality, which serves as the 
backbone of our investment style. Furthermore, we did not think it was prudent to compromise 
even marginally on our quality bias given the heightened level of economic and geo-political 
uncertainty prevalent across the globe.  

 
1 Financial Times, Jan 2, 2023, “Stock and bond markets shed more than $30tn in ‘brutal’ 2022”  

https://www.ft.com/content/87ed8ea6-4913-4452-9135-498040ad338f
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In addition, we believed, as we always have, that volatility is not a good measure of risk over 
the long term within the small cap equity market, regardless of which direction prices are 
trending. Volatility tends to distract investors and entice them to deviate from a long-term 
investment discipline. As a result, we try not to focus on it as a measure of risk, although that 
was incredibly difficult to do in a year like 2022. As we have done in the past and will continue 
to do in the future, we look at fundamental measures of risk, both qualitatively (e.g., 
sustainable competitive advantages) as well as quantitatively (e.g., size and health of 
balance sheets, free cash flow characteristics, etc.), to drive our investment process. These 
measurements of risk paint a much clearer picture of the risk we are taking versus stock 
price volatility. 
 
Regardless, we should have had a more deliberate focus and utilized more “multiple minds” 
inputs (i.e., unbiased perspectives), especially from our Quant team, when it came to risk 
management. There is no limit to becoming better and we remain resolute in our commitment to 
continually get better over time. A time-tested process needs the tests of time to mature, and 
2022 provided perhaps the ultimate stress test, which helped us to identify several areas 
where we could refine our process.  
 
Some Good News 
 
Before I share with you some of those enhancements, let me first provide some good news. 
 
First, we believe the portfolios are in very good shape today. Why do we believe that? For 
starters, our portfolio companies had a very good year.  In a year like 2022, it is especially 
helpful to focus on a north star, which for us continues to be high quality – captured (i.e., 
realized) earnings growth. We estimate that our portfolio companies captured earnings 
growth exceeded the MSCI ACWI Small Cap Index2 earnings growth by approximately 
20%3 over the 12-month period ending 9/30/22. While over the same time period, our 
portfolios underperformed materially. How does that make sense? To me and the rest of 
the team at Grandeur Peak, it doesn’t. Also note that the outlook for earnings growth for 
2023 is also strong, albeit modestly lower than last year. We continue to believe that earnings 
are one of the best long-term predictors of a stock’s performance, and that we see a lot of 
stored value in our portfolios headed into 2023, given the poor performance in 2022. 
 
Second, there were very few names in the portfolio in 2022 that we think are permanently 
impaired, which should bring a great deal of comfort. We think of permanent impairment of 
capital as companies where we got our quality assessment completely wrong, where the stock 
price declined, and where we don’t see a path to recovery. While there will always be cases 
where we get some calls wrong, we believe our high-quality investment discipline enables us to 

 
2 The MSCI All-Country World (ACWI) Small Cap Index captures small cap representation across 23 Developed 
Markets (DM) and 24 Emerging Markets (EM) countries. You cannot invest directly in an index. 
3 Grandeur Peak proprietary data. 
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strike the right balance of investing to generate a return on your capital without compromising 
the return of your capital. 
 
Last, the quality scores within our portfolios were high at the beginning of 2022 and improved as 
the year progressed. We were very active over the course of the year and took advantage of 
the indiscriminate move down in stock prices to reduce weight in good companies to enable 
us to add more weight to great companies. Also, we believe the competitive advantage of our 
companies is greater today than it was a year ago. Great companies exhibit pricing power and 
gain market share in downturns, and ours seem to be doing just that. In addition, the balance 
sheets of our companies are exceptionally strong. 
 
In sum, since Grandeur Peak’s inception, we have rarely had portfolios with such high 
quality at such attractive valuations. We are very confident that when some of the 
macroeconomic factors that have been the catalyst for 2022’s market volatility start to subside 
(e.g., inflation, Fed tightening, Russia-Ukraine war, etc.), earnings will eventually come back 
into focus and once again be the primary driver of stock prices. When that happens, we 
expect our portfolios will recapture the value temporarily lost during 2022’s market 
dislocations. 
 
A Refiner’s Fire 
 
As I noted earlier, 2022’s stress test served as a refiner’s fire for us and allowed me to readily 
assess the depth and quality of Grandeur Peak’s culture and investment process. That assessment 
bolstered my confidence in our firm. I’m happy to report that nobody on our team is sitting 
around with their head down sulking. We are hungry to become better and we have the resiliency 
to do so. Our very culture lends itself to creating a plan from which we can learn from our 
mistakes. And what is particularly exciting to me is—and this is something I am already 
witnessing today within Grandeur Peak—crises allow for accelerated learning. 
 
So how will we turn 2022’s tragedy of a year into a 2023 triumph? What have we done because 
of 2022 that will make us better in 2023 and beyond?  
 
Apart from the personal determination we must each walk away with after a year like 2022, 
which is especially important in the development of each member of our team who hasn’t 
experienced a true downturn (experience really is the best teacher, although it’s still better to 
learn from the mistakes of others rather than experience everything bad firsthand!), here are 
some of the enhancements that 2022 compelled us to make to our investment process: 
 

1) Formal separation of our Director of Research (DoR) and our Quant teams. Historically 
our DoR team has been a research leadership team responsible for our quantitative 
research effort and building tools to enhance our research effort while also overseeing the 
research process broadly. We believe this separation frees up Rob Green (Director of 
Quant Research) and our Quant team to be a set of unbiased, independent eyes to help in 
recognizing both opportunities and numerical deficiencies or heightened risk profiles 
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within our portfolios. Meanwhile, Juliette Douglas (Director of Research) and team will 
remain focused on the research process and our fundamental bottom-up research. While 
we’ve had both a quant and fundamental perspective previously, the scope of the DoR 
team was too broad, and team stretched too thin.  We have the team and resources now to 
focus both teams on their respective responsibilities. We are already seeing improved 
productivity and outcomes from this change.  

 
2) A more regimented discipline around the role of the Guardian Portfolio Manager (PM) 

function. We believe the Guardian PM has always played an important role in allowing 
us to step back and see the forest from the trees and leverage our multiple mind’s 
philosophy (i.e., encourage diversity of thought). We need to ensure that each Guardian 
PM fulfills all the required responsibilities of the role so that each fund benefits from that 
oversight consistently. To elevate this effort, we are leveraging our added resources and 
sharing the guardian role more broadly across our seasoned team. We have also tasked 
Mark Madsen (PM) with leading this effort – he is instituting a biannual schedule for a 
thorough guardian review of each fund as well as establishing best practices for these 
reviews.  

 
3) More focused and engaged Secondary Analysts (SA). Our SA provides a natural second 

set of eyes and is a collaborator with the Primary Analyst (PA) on each company we 
cover. We want our SA to become just as close to a company as the PA. We are creating 
opportunities for this learning and collaboration to take place. For example, we will have 
the SA alternate with the PA in completing quarterly model updates and reports. This 
gives the SA an opportunity to deliberately engage with the company and focus on key 
metrics, quality scores, valuation, etc. and enhances the dialogue between the PA and SA. 

 
4) Regular monthly reporting from our Global Reach (sector-based) & Global Explorer 

(geography-based) teams—These teams are the engine of our research process. They help 
us to connect global dots, across and between sectors, geographies, and in context of our 
fund investment mandates. The world is getting more complex, and we need to connect 
those dots quickly, frequently and accurately. Monthly reporting will require these 
strategically important teams to thoughtfully consider, and educate the research team 
broadly, the learnings and takeaways of each month. 

 
5) Our weekly research meeting will include a discussion around low expected return 

companies in our portfolios to help ensure we maintain discipline around valuation. 
 

6) Enhanced Portfolio Characteristics reporting. We have a new tool built by our Quant 
team. It will allow us to capture heightened statistical analysis within the portfolios on a 
real-time basis. 

 
We believe these enhancements will enable us to codify the lessons learned in 2022 and 
strengthen Grandeur Peak’s core research process. 
 



 
 

136 S Main Street │ Suite 720 │ Salt Lake City │ Utah │ 84101 │ 801.384.0000 
│www.grandeurpeakglobal.com 

Grandeur Peak’s Great Opportunity 
 
Herb Brooks, arguably one of the best hockey coaches of all time, who led the US Olympic team 
to gold in 1980, famously said, 
 

“Great moments are born from great opportunity.” 
 
While the challenges of 2022 may not be what we had hoped for, the dislocations that 
occurred in the market as a result of last year have presented us with an incredible 
investment opportunity. I believe we have a team that is better prepared and even more 
qualified to seize the moment and deliver the investment results that you expect from us in 
the coming years. 
 
We will not let the lessons we learned from last year go to waste; we have undoubtedly already 
become better because of it. We are sharpening the details of our process with systematic 
improvements, taking advantage of obvious inefficiencies, and not straying from what we 
believe makes us great.  
 
We certainly don’t know what 2023 will bring on the macro front or how deep of a recession the 
world might experience. However, we think the best way to fight against that uncertainty is 
to continue to invest in quality companies. Richard Zeckhauser, an American economist, 
reinforced this belief when he wrote,  
 

“The first positive conclusion is that unknowable situations have been and will be 
associated with remarkably powerful investment returns. The second positive 

conclusion is that there are systematic ways to think about unknowable situations. If 
these ways are followed, they can provide a path to extraordinary, expected investment 

returns.” 
 
The past decade’s market environment was driven by unprecedented, accommodative monetary 
policy, which resulted in an abundance of liquidity and relatively low market volatility. As 
central banks withdraw their monetary accommodation, we believe it will lead to a market 
environment characterized by more uncertainty or “unknowable situations.” We also 
believe it will require investors to focus much more on what risks or names they own (i.e., 
the alpha4) versus how much risk they own (i.e., the beta).  
 
We have a world-class system and process in place here at Grandeur Peak to deal with the 
uncertainties global markets will undoubtedly throw at us going forward. As we employ our 
QVM framework, emphasizing the importance of quality above all other risk factors, and 
utilizing our tools and our teammates when it comes to measuring valuations and business 

 
4 Alpha is a measure of performance, used to describe the ability of an investment strategy to beat the market return, 
over a certain period of time. It is typically related to active investing. Beta is a measure of performance that can be 
attributed to overall market returns and may be associated with passive investing. 
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momentum, we are confident we will be better able to navigate an extremely complex 
investment landscape and walk the path to “extraordinary, expected investment returns” over the 
long run. 
 
Sincerely, 

Blake 
Blake Walker 
CEO & Co-Founder 
Grandeur Peak Global Advisors 
 
 
 
An investor should consider investment objectives, risks, charges, and expenses carefully before investing. To obtain 
a Grandeur Peak Funds prospectus, containing this and other information, visit www.grandeurpeakglobal.com or 
call 1-855-377-PEAK (7325). Please read it carefully before investing.  
 
See the prospectus for additional information regarding Fund expenses. Grandeur Peak Global Advisors will deduct 
a 2.00% redemption proceeds fee on Fund shares held 60 days or less. Performance data does not reflect the 
deduction of this redemption fee or taxes, which if reflected, would reduce the performance quoted. For more 
complete information including charges, risks, and expenses, read the prospectus carefully.  
 
RISKS: Investing in small and micro-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 entails special risks, such as 
currency fluctuations and political uncertainties, which are described in more detail in the prospectus. Investments 
in emerging markets are subject to the same risks as other foreign securities and may be subject to greater risks 
than investments in foreign countries with more established economies and securities markets.  
 
Data shows 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 
www.grandeurpeakglobal.com. The Advisor may absorb certain Fund expenses, without which total return would 
have been lower. These expense agreements are in effect through August 31, 2023. Investment returns and principal 
value will fluctuate and shares, when redeemed, may be worth more or less than their original cost.  
 
Grandeur Peak Funds are distributed by ALPS Distributors, Inc (“ADI”). Grandeur Peak Global Advisors is not 
affiliated with ADI. Eric Huefner, Todd Matheny, Jesse Pricer, and Amy Johnson are registered representatives of 
ADI.  
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