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Investment manager Brian Lum and investment specialist Eoin Anderson give an update on the 
International Smaller Companies Strategy covering Q4 2023. 
    

 

Your capital is at risk. Past performance is not a guide to future returns. 
 
Eoin Anderson (EA): Hi and welcome to the International Smaller Companies investment update for 
Q4 2023. My name is Eoin Anderson. I'm an investment specialist on the strategy, and I'm joined 
today by Brian Lum, a portfolio manager who has headed the strategy since its inception.  

International Smaller Companies is a small cap portfolio that looks to invest in small, exciting, 
growing businesses from within the international equity universe. It will invest in companies that are 
less than 2 billion market cap and hold them up to a market cap of $10 billion.  

Brian, it's been a really tough couple of years for growth investors in international equity markets. 
How was Q4 2023? How has the year been and how are you feeling at the moment? 

Brian Lum (BL): It has been a very tough two years for us. The past quarter is much better in relative 
and absolute terms. Overall, I'd say 2023 as a whole is very much up – ups and downs, depending 
on where interest rate expectations evolve, that often has a big bearing on how we perform. There's 
still a lot of fear in the market. Small cap is very much an out-of-favour asset class, and there's a 
strong preference for predictability in the markets. 

EA: It sounds like things have looked a little better. Any themes or any stocks in particular that you 
would draw out that have been performing? 

BL: There are always stock-specific factors, but I want to highlight two themes. The first one would 
be semiconductors and AI. The top contributor for the past year would be Global Unichip, which is a 
Taiwanese semiconductor company. They design custom chips, called ASICS to their customers, 
which tend to be technology companies. As AI applications emerge, many of these tech companies 
are looking to custom chips to maximize performance for their specific AI application. 
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So, for example, Global Unichip is one of the partners for Microsoft's AI program. Now TSMC is 
Global Unichip’s leading shareholder, and this affiliation really helps in terms of reputation as well 
as technology knowhow.  

Two other AI beneficiaries that featured in the top contributors list would be ASPEED, which is a 
Taiwanese semiconductor company and MegaChips, which is also an ASICs custom chips company 
based in Japan. Japan occupies a very interesting space in the semiconductor industry, given 
where geopolitics are at the moment and MegaChips will have a role to play in the Japan 
semiconductor industry.  

The second theme would be M&A. Just before the end of the year, it was announced that 
Outsourcing, which is a Japanese staffing company, as well as Volpara, which is a medtech 
company, they do AI software for breast cancer screening. Both of these will be acquired. And early 
in the year we had ESI, which is a French software company that was acquired. So all of these deals 
came with some of the healthy premia and that boosts fund performance a bit. 

EA: So it seems there’s certainly been a trend for M&A. Is that something you expect to continue? 
How does M&A fit into your thinking when managing this portfolio? 

BL: I think occasionally one of our companies being acquired is a fact of investing. I would say that 
with mixed feelings over M&A and in general, of course, we prefer to hold companies for the long 
term and get the full upside if our investment case works out as we expect. In these specific cases, 
we have [been] reasonably satisfied by the size of the premia and we can understand the rationale 
of these deals, so mixed feelings. 

EA: And moving away from some things that have been performing well or, receiving a premium for, 
to underperformance. Are there been any companies that are that are struggling at the moment? 
Inevitably, there will be some, I'm sure. 

BL: Yes, there are stocks specifics. For example, Victoria, which is a UK flooring materials 
company, they had a bit of an accounting issue and I guess Japanese names also feature quite 
heavily in the top detractors list. It's worth remembering that the Japanese yen has depreciated 
against the dollar substantially over the past two years. It's gone from just over ¥100 to a dollar 
from 2020-2022 to something like ¥140 per dollar in 2023. So, it has really hurt the more domestic 
companies in our portfolio and the high growth companies in that space. So, things like Raksul, 
which is an internet company, if you will, and also Kamakura Shinsho, which is another internet 
company. 

EA: Perhaps on that theme, but broadening it to the portfolio, we know that share prices will be 
dictated, to some extent, by macro factors, be it currency or interest rates or even geopolitics, as 
we've seen a lot in the last the last year or two. How do these factors, which are out of your control, 
but also out of the control of the companies that we invest in, how do they fit into your thinking? 
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BL: For us, it's very clear. We know where we may have insights and where we don't. And it is about 
focusing on bottom-up stock picking for us, and learning our lessons, and making sure that there's 
a baseline level of diversification in the portfolio. For companies, that's a very interesting one at 
least in the short term – we've just been talking about interest rates and currency – it seems that 
companies don't have control over their destiny, but I don't think that's correct. 

Companies do have agency just over longer more sensible time periods because good 
management, they do respond to external environments, adapt the strategies. So, we mentioned 
Raksul as an example. It's really a portfolio of B2B internet platform companies. And over the past 
18 months they have adapted their portfolio quite significantly, focusing more on the more 
profitable companies and being able to be more selective in what they acquire. So, we are seeing 
changes there. They're also changing the management responsibilities at the top. So, the impact of 
these changes will come through in the coming years. And so sometimes you just need to be 
patient and to recognise that changes take time.  

And there are other examples such as Hypoport, which is a German mortgage lending platform. The 
German mortgage market is dire at the moment. From, Hypoport, we're reassured to see that they 
have really cut back on their cost base, but at the same time really navigating through this difficult 
period by gaining share of what's left of it. So, as it emerges on the other side, it will hopefully 
become a much stronger business. 

EA: And how about the shape of the portfolio and portfolio changes? Tell us what's been happening 
during the year. 

BL: So, we remain true to our investment style. Our investment horizon is 5 to 10 years and this year 
we added ten new names to the portfolio and exited eight. There’s real diversity in the new names 
that we've added. We've got a gene sequencing company, we've got a semiconductor equipment 
company, we've got a Korean tour operator, we have the leading Indian cinema chain in our 
portfolio now. We have a Japanese AI software company in the portfolio. Real diversity. 

 I would that's a one pleasing development for me. The observation that over the past year – 
actually two years - that half of our new ideas were initially flagged by us by colleagues outside of 
our team. And this is pleasing to see. We often get asked by clients, ‘how do you cover such a vast 
investment universe?’ And so, we are getting help from many colleagues, and this is the network 
effect of investing, if you will. And of course, it’s worth saying, in a Baillie Gifford context, we're still 
a very young team, so this is encouraging to see. 

EA: So, it sounds like that's encouraging. Lots to be excited about. So, I'd love to hear your 
priorities for 2024. But perhaps first, before moving on to that, any parting thoughts or reflections 
on the year gone by? 

BL: One company interaction that really stuck with me was a video call with Nayax, a payments 
company. So, think about the payment terminals on vending machines or parking meters, and so 
on. That’s what Nayax does. So, I was discussing a recent acquisition that they did with the founder 



  
Baillie Gifford – International Smaller Companies Q4 investment update January 2024 

 
 
Calton Square, 1 Greenside Row, Edinburgh EH1 3AN 
Telephone +44 (0)131 275 2000 / bailliegifford.com 

 
79669 10042717 

Copyright © Baillie Gifford & Co 2024. 
 

CEO, and halfway through the discussion, he just stopped, quickly apologized and just 
disappeared. We were staring at his chair for 5 minutes. And after that, he came back and finished 
off his sentence. And carried on as if nothing happened. Now Nayax is an Israeli company. For 
them, disappearing to their company bunker is a routine occurrence now. And despite the 
disruption of this horrendous war, the company managed to grow at least 35% for 2023, as it did 
in 2022. 

This is not a huge holding for us, but I think it encapsulates some of the themes very neatly in that. 
We should expect the rest of the 2020s, this decade, to be a volatile one. We need our companies 
to show adaptability and resilience. And that's what we're looking for. We're still looking for high 
growth companies. We're looking for companies that are resilient beyond just balance sheets and 
where their assets are. We're looking for aligned management teams. And in Nayax’s case, the 
share price is a third down from its IPO price back in 2021. So, we are looking for the disconnect 
between share price and reality, as well. That's really the opportunity.  

Moving on to 2024, we are very optimistic about the companies in our portfolio. Most of them are in 
good shape. The portfolio balance sheets in aggregate are healthy and, also, we've got a very rich 
pipeline, as rich as ever really. And last Thursday was my first day back in the office and, in that 
single day alone, I had three new ideas mentioned to me by three different colleagues. And this is 
great to see. And so, 2024 is off to a good start.  

EA: Great. Thanks very much, Brian, and thank you all for watching. We very much look forward to 
talking to you next time. 
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International Smaller Companies  

Annual past performance to 31 December each year (net%) 

 2019 2020 2021 2022 2023 

International Smaller Companies Composite* N/A 46.1 9.1 -38.8 16.2 

MSCI ACWI ex US Small Cap Index N/A 14.7 13.4 -19.6 16.2 
 

Annualised returns to 31 December 2023 (net%) 

 1 year 5 years 10 years Since inception 

International Smaller Companies Composite* 16.2 N/A N/A 5.1 

MSCI ACWI ex US Small Cap Index 16.2 N/A N/A 6.5 
*Inception date: 28 February 2019. 

Source: Baillie Gifford & Co and MSCI. USD. Returns have been calculated by reducing the gross return by the highest annual management 
fee for the composite. 

 
Past performance is not a guide to future returns. 
 

Legal notice: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI 
data contained herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any securities or financial 
products. This report is not approved, endorsed, reviewed or produced by MSCI. None of the MSCI data is intended to constitute investment 
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. 

  

Risk factors  
The views expressed should not be considered as advice or a recommendation to buy, sell or hold a 
particular investment. They reflect opinion and should not be taken as statements of fact nor 
should any reliance be placed on them when making investment decisions. 
 
This communication was produced and approved in January 2024 and has not been updated 
subsequently. It represents views held at the time and may not reflect current thinking. 
 
All investment strategies have the potential for profit and loss, your or your clients’ capital may be 
at risk. Past performance is not a guide to future returns.  
 
This communication contains information on investments which does not constitute independent 
research. Accordingly, it is not subject to the protections afforded to independent research, but is 
classified as advertising under Art 68 of the Financial Services Act (‘FinSA’) and Baillie Gifford and 
its staff may have dealt in the investments concerned. 
 
All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.  
 
Important information 
Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the Financial 
Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate Director of OEICs. 
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Baillie Gifford Overseas Limited provides investment management and advisory services to non-UK 
Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly owned by Baillie 
Gifford & Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited are authorised and regulated 
by the FCA in the UK.  
 
Persons resident or domiciled outside the UK should consult with their professional advisers as to 
whether they require any governmental or other consents in order to enable them to invest, and 
with their tax advisers for advice relevant to their own particular circumstances. 
 

Financial intermediaries 
This communication is suitable for use of financial intermediaries. Financial intermediaries are 
solely responsible for any further distribution and Baillie Gifford takes no responsibility for the 
reliance on this document by any other person who did not receive this document directly from 
Baillie Gifford. 
 

Europe 
Baillie Gifford Investment Management (Europe) Limited provides investment management and 
advisory services to European (excluding UK) clients. It was incorporated in Ireland in May 2018. 
Baillie Gifford Investment Management (Europe) Limited is authorised by the Central Bank of 
Ireland as an AIFM under the AIFM Regulations and as a UCITS management company under the 
UCITS Regulation. Baillie Gifford Investment Management (Europe) Limited is also authorised in 
accordance with Regulation 7 of the AIFM Regulations, to provide management of portfolios of 
investments, including Individual Portfolio Management (‘IPM’) and Non-Core Services. Baillie 
Gifford Investment Management (Europe) Limited has been appointed as UCITS management 
company to the following UCITS umbrella company; Baillie Gifford Worldwide Funds plc. Through 
passporting it has established Baillie Gifford Investment Management (Europe) Limited (Frankfurt 
Branch) to market its investment management and advisory services and distribute Baillie Gifford 
Worldwide Funds plc in Germany. Similarly, it has established Baillie Gifford Investment 
Management (Europe) Limited (Amsterdam Branch) to market its investment management and 
advisory services and distribute Baillie Gifford Worldwide Funds plc in The Netherlands. Baillie 
Gifford Investment Management (Europe) Limited also has a representative office in Zurich, 
Switzerland pursuant to Art. 58 of the Federal Act on Financial Institutions (“FinIA”). The 
representative office is authorised by the Swiss Financial Market Supervisory Authority (FINMA). 
The representative office does not constitute a branch and therefore does not have authority to 
commit Baillie Gifford Investment Management (Europe) Limited. Baillie Gifford Investment 
Management (Europe) Limited is a wholly owned subsidiary of Baillie Gifford Overseas Limited, 
which is wholly owned by Baillie Gifford & Co. Baillie Gifford Overseas Limited and Baillie Gifford & 
Co are authorised and regulated in the UK by the Financial Conduct Authority. 
 
South Korea 
Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South Korea 
as a cross border Discretionary Investment Manager and Non-discretionary Investment Adviser. 
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Japan 
Mitsubishi UFJ Baillie Gifford Asset Management Limited (‘MUBGAM’) is a joint venture company 
between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford Overseas Limited. 
MUBGAM is authorised and regulated by the Financial Conduct Authority. 
 

Australia 
Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company under the 
Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services Licence No 528911. 
This material is provided to you on the basis that you are a “wholesale client” within the meaning of 
section 761G of the Corporations Act 2001 (Cth) (“Corporations Act”).  Please advise Baillie Gifford 
Overseas Limited immediately if you are not a wholesale client.  In no circumstances may this 
material be made available to a “retail client” within the meaning of section 761G of the 
Corporations Act. 
 
This material contains general information only.  It does not take into account any person’s 
objectives, financial situation or needs. 
 

South Africa 
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with the 
Financial Sector Conduct Authority in South Africa.  
 

North America  
Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it was formed 
in Delaware in 2005 and is registered with the SEC. It is the legal entity through which Baillie 
Gifford Overseas Limited provides client service and marketing functions in North America. Baillie 
Gifford Overseas Limited is registered with the SEC in the United States of America. 
 
The Manager is not resident in Canada, its head office and principal place of business is in 
Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio manager 
and exempt market dealer with the Ontario Securities Commission ('OSC'). Its portfolio manager 
licence is currently passported into Alberta, Quebec, Saskatchewan, Manitoba and Newfoundland 
& Labrador whereas the exempt market dealer licence is passported across all Canadian provinces 
and territories. Baillie Gifford International LLC is regulated by the OSC as an exempt market and 
its licence is passported across all Canadian provinces and territories. Baillie Gifford Investment 
Management (Europe) Limited (‘BGE’) relies on the International Investment Fund Manager 
Exemption in the provinces of Ontario and Quebec. 
 
Israel 
Baillie Gifford Overseas Limited is not licensed under Israel’s Regulation of Investment Advising, 
Investment Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does not 
carry insurance pursuant to the Advice Law. This material is only intended for those categories of 
Israeli residents who are qualified clients listed on the First Addendum to the Advice Law. 


