
 

  

 

MARKET TRENDS: THE SMALL COMPANY 

GROWTH ENVIRONMENT 

The major indices were hit hard in the last three 

months of the year with over 89% of the 

companies in the Russell 2000 Index producing 

negative returns. This exceeded the 87% of 

companies seen ten years ago in the fourth quarter 

of 2008. The speed and depth of the decline were 

notable and nearly unprecedented—only six 

quarters in the entire history of the index had 

worse results.1 

Market commentators have cited many factors 

which contributed to the volatility and weakness: 

policy tightening by the Federal Reserve, the 

escalation in the China trade war, the signs of 

moderating economic growth, as well as 

geopolitical issues including Brexit and the growing 

tensions with Saudi Arabia, the latter causing oil 

prices to fall. Late in the quarter, volatility was 

exacerbated seemingly by turnover in the 

president’s cabinet, speculation the president was 

considering firing the Federal Reserve chairman, 

and the start of the third government shutdown in 

2018. 

Although the underlying fundamentals of the economy remained relatively stable, this perfect storm of macro 

events caused market sentiment to shift abruptly. It was a pervasive change that permeated the entire small 

cap market. On a positive note, some of the hardest hit of our portfolio companies are already recovering in 

the first weeks of 2019. 

OUR PROCESS AT WORK     

Since Ashford Capital’s founding in 1979, our 

process has been based on deep due diligence and 

bottom-up fundamental analysis. Today, we 

continue the tradition by focusing on owning names 

with tailwinds, strong fundamentals, and resilient 
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Period Q4   1 Year 3 Year 5 Year 10 Year 

Ashford SCG* -24.4% -0.1% 18.5% 10.7% 16.4% 

R2000 Growth -21.7% -9.3% 7.2% 5.1% 13.5% 

R2000 -20.2% -11.0% 7.4% 4.4% 12.0% 

 

*Performance represents Ashford Small Company Growth Institutional Composite,  
net of fees. 
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business models. We buy companies that we believe fit our investment criteria. They must have a strong 

balance sheet, a high ROI to customers, a management team with a proven track record, pricing stability, and 

compelling valuations at entry. Our experience shows us these characteristics set companies up to weather 

market downturns more successfully. One example of a portfolio name that has a strong balance sheet and a 

powerful ROI to the user is an online educational platform company which specializes in improving student 

outcomes. Over the course of our due diligence process, our analyst heard from parents who, in order to help 

their sons or daughters excel, recouped the cost of the service—ranging between $14 and $30 per month—by 

cutting subscriptions to entertainment services such as X-Box.  The return to the customer is high because the 

results are tangible and measurable. If a student achieves a greater understanding of a subject matter, this can 

have a positive impact on his or her test scores, homework, and papers.   

To study this effect, the company has developed a focus group of students who have volunteered to have 

their product usage and learning outcomes tracked.  The management team has reported that more than 70% 

of the students involved are experiencing a positive ROI from regular use of these products.  That’s powerful.   

We believe that high-quality businesses such as this one, that meet so many of our criteria, will often weather 

market downturns better and/or recover faster than lower quality companies.  To date, the 1st quarter is 

proving the case. 

THE IMPORTANCE OF VALUE TO OUR GROWTH STRATEGY 

We do not time markets in order to avoid macro events. As long-term investors, this may mean that we buy 

and hold stocks when others are selling. We also take advantage of downside volatility in the markets to add 

to our highest quality businesses at competitive entry prices. 

In the fourth quarter of 2018, we spent significant time and resources updating our due diligence on our 

portfolio companies and testing valuation assumptions. While this is a constant activity at Ashford, the 

extreme highs and lows of the market necessitated further analysis to reinforce our conviction and/or to make 

changes where they were warranted. While we did add two new names, most of our research was focused on 

our existing and highest quality businesses. We know them best! We added to multiple names that pulled 

back, in some cases buying higher confidence growth names at just 10x earnings. Although Ashford Capital is 

indisputably a growth manager, we search out value in the markets to ensure that we do not overpay for 

companies. The rapid change in market sentiment provided us with multiple strong opportunities to execute 

our entry-price discipline. 

ASHFORD’S OUTLOOK FOR 2019 

While the broad markets will continue to face many of the same issues which escalated in the fourth quarter, 

we remain positive about the valuations and business opportunities for the holdings in the portfolio. 

Valuations are much more reasonable following the deep sell-off in the last three months, and in a growing 

number of cases, we are seeing senior management buying stock personally, a sign of conviction and 

opportunity ahead in our experience. Innovative and disruptive companies like many of those in our portfolio 
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should continue to benefit for the next several years from these long-term trends, resilient business models, 

a talented roster of employees, and tested management teams. 

We have been in business a long time, and we have been through cycles like this before. We are already 

seeing early signs of recovery in 2019 in the market, and we continue to believe the fundamentals remain 

reasonably strong. So, we want to thank the people that have been with us a long time, and to some of the 

newer investors, we promise to keep executing the discipline that has made us successful over the last 40 

years and counting. 

  

PHOTO ON PAGE 1 & 3: Walker’s Mill, originally a textile mill built around 1815, has been home to Ashford Capital Management, Inc. offices since 
2004. 

1) The Ashford Small Company Growth Institutional Composite is a dollar-weighted composite of all institutional equity accounts that exceed 
$1,000,000 in market value (including cash). The Composite invests primarily in small cap equity and equity-related securities. The Composite 
includes terminated accounts; accounts are added to the Composite when they are fully invested with Ashford for two full calendar quarters, 
whichever comes first. It is not necessarily substantially similar to the Russell 2000 Index or the Russell 2000 Growth Index. The figures for the 
Ashford Company Small Company Growth Institutional Composite include dividends and interest received and their timely reinvestment and are 
net of management fees and expenses. All performance calculations are by Ashford Capital Management.  
 

2) The figures for the Russell 2000 Growth Index and the Russell 2000 Index include dividends received and their timely reinvestment. They do not, 
however, reflect any brokerage commissions or management fees that might be incurred in actually investing in the securities comprising the 
index. Returns are calculated by the FTSE Russell. 

 
 

The information provided in this commentary should not be considered a recommendation to purchase any particular security. There is no assurance 
that any securities included in the Ashford Small Company Growth Institutional Composite will remain in the portfolio or that the information provid-
ed herein will remain the same at the time you receive this material. The securities portfolio does not represent all of the securities recommended for 
purchase by Ashford Capital Management. It should not be assumed that investments in all securities were or will be profitable. All investments in 
securities involve risk and the potential for loss of capital. Potential investment risk also include, but are not limited to investments in illiquid securi-
ties, the lack of diversification and the potential conflicts of interest in managing multiple portfolios.    

Past performance is not a guarantee of future success. Figures are not audited and are subject to change. 
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