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CR: Do you think exchange-traded funds (ETFs) are having any impact by allowing some investors to get in and out of these stocks easier than they normally would be able to? 
MC: There certainly can be some truth to that, but many of the true micro-cap stocks aren’t necessarily in any ETFs. They are in some as you move up the market-cap scale, but a lot of the micro-cap stocks are way below the radar or they’re such a small investment that there isn’t a lot of impact. ETFs are similar to most index products, where cap-weighted funds with the majority of the dollars are invested in the larger stocks of the index. 
The other fact is that while there’s a lot of money in ETFs in general, there isn’t actually a lot of money in micro-cap ETFs. 

CR: In terms of investing on an institutional level, are you seeing any noticeable competition from investors beyond other micro-cap funds, such as hedge funds or other big investors? Or do you think these types of investors mostly stick with the larger companies? 
MC: That’s a great question. My general answer is that I can tell you that there’s certainly more managers owning micro-cap stocks today versus many years ago. Whether it’s in mutual funds, separate accounts or hedge funds, there’s more interest and involvement. 
However, involvement from individual investors is less active than in the past. Individuals don’t seem to be involved in micro-cap names at the levels they were many years ago, or even from the time I began working with Dr. Perritt, who taught me a great deal about micro-cap investing, I don’t know if that’s a reflection of individuals investing their money in ETFs with an adviser, or whatever, but I think it is fascinating how it has changed over the years. 

CR: Any concerns about these smaller companies having a more staggered board or more controlling interests held by a few parties inside the company? Or is that just as varied as it is with other companies?
MC: It is varied. However, I have noticed an increased level of activist-style investors more so than I’ve seen in the past. We see a great deal of filings from activists and we get calls from activists, as well as calls from other investors, and the number of filings and calls from activists has definitely increased in recent years. Things seem to be changing, and maybe that’s a good thing.

CR: Interesting. Do you think it’s just a general theme going on in the market?
MC: I wish I knew exactly, but I think it’s really related to some frustration with underperformance of some securities. And as I mentioned earlier, it’s difficult for me to find really inexpensive stocks in the micro-cap space today. What you can find is a lot of smaller micro-cap stocks trading at the same price they were at 10 or 15 years ago. That’s pretty frustrating. 

CR: Yes, it is.
MC: Unfortunately, a great deal of the individual stocks within the micro-cap space have not appreciated. I hate to say that it’s somewhat easy to find businesses whose revenue has only grown modestly during the past 15 years, but it’s true. In most of those cases, the stock is flat or down over that period. Okay, why? Why is that stock public? What are the board of directors and management doing with that business? 
This also reminds me of how the investment world has changed in the past 15 years. There were 6,000 U.S. companies listed on the major exchanges 15 years ago, and now there are approximately 3,700. To think the universe has shrunk that much is interesting to me. A great deal of change in the number of listed stocks can be explained by less IPOs [initial public offerings], companies that went bankrupt as well as mergers, acquisitions and voluntarily delisting. 
That’s what I’ve been seeing. We do own some companies that have had frustrating pasts, but we also see a great deal more today that seem to be terribly mismanaged. My team of six analysts and portfolio managers often worry about the quality within the micro-cap space today, as well as the quantity of companies to consider for investment. However, spin-offs, reserve mergers and traditional IPOs appear to be picking up lately. While there are several great high-quality micro-cap stocks out there today, we are hopeful that a new group of quality companies will appear in the future. 
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