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Risk factors you should consider 
before investing: 
a. The value of an investment can fall as 

well as rise and is not guaranteed. An 
investor may get back less than they put 
in. Past Performance is not a guide to 
future performance. 

b. The fund invests in equities and equity 
related securities. These are sensitive to 
variations in the stock markets which can 
be volatile and change substantially in 
short periods of time.

c. A concentrated portfolio may be more 
volatile than a more broadly diversified 
one.

d. The shares of smaller companies may be 
less liquid and more volatile than those of 
larger companies.

e. The use of derivatives carries the risk 
of reduced liquidity, substantial loss 
and increased volatility in adverse 
market conditions, such as a failure 
amongst market participants. The use of 
derivatives may result in the fund being 
leveraged (where market exposure and 
thus the potential for loss by the fund 
exceeds the amount it has invested) and 
in these market conditions the effect of 
leverage will be to magnify losses. The 
fund does not make extensive use of 
derivatives. 
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Market Review

Global equity markets ended the quarter higher 
on hopes that central banks, including the US 
Federal Reserve (Fed), could tighten policy 
less than feared as the global economy slows 
and inflation eases. Despite a lacklustre third-
quarter corporate earnings season, markets 
have recently rebounded as investors have 
taken advantage of more attractive valuations. 
The Chinese government’s recent easing of 
its strict ‘zero-Covid’ policy and a cut in banks’ 
reserve requirement ratios from the People’s 
Bank of China have also supported sentiment. 

US equities ended higher. Inflationary 
pressures remained elevated but started to 
ease somewhat as the quarter progressed. As 
a result, the Fed increased the target range for 
the fed funds rate by 75 basis points (bps) in 
both October and November, then by a further 
50 bps in December, leaving it at 4.25–4.50%. 
The yield on 10-year Treasuries ended the 
quarter around 3.8%, having risen above 4% 
earlier in the period.   

European equities also advanced as investors’ 
risk appetite improved. With annual inflation 
reaching 10.6% in October before easing to 
10.1% over November, the European Central 
Bank raised interest rates by a cumulative 125 
bps over the quarter. Meanwhile, the yield on 
10-year German Bunds ended the quarter 
around 2.4%, having dipped below 1% during 
the summer%.   

UK equities rose as concerns about the economic 
and political backdrop eased after new chancellor 
Jeremy Hunt announced a package of tax 
increases and spending cuts, improving the 
outlook for the country’s fiscal position. Sterling 
notably recovered, while the yield on 10-year gilts 
fell from over 4.5% to about 3.6%. To combat 
rising inflation (which reached a 41-year high 
of 11.1% in October before easing to a still high 
10.7% in November), the Bank of England (BoE) 
raised its Bank Rate by a cumulative 125 bps 
during the quarter, taking it to 3.5%. 

In the Asia Pacific region, the more growth-
oriented Australian market rose as inflationary 
pressures showed signs of ebbing and China 
eased Covid-19 restrictions. Stocks in Hong Kong 
also recovered on reduced concerns about US 
monetary tightening and the Chinese economy. 
Japanese equities also had a reasonable quarter, 
despite a stronger yen over the second half of 
the period (which weighed on exporters). With 
inflation rising, the Bank of Japan has begun to 
adjust its yield curve control targets, but it still 
has a relatively dovish monetary policy stance 
compared with other major central banks.

Activity

We initiated a position in Texas Roadhouse. 
Texas Roadhouse is a chain of value-for-
money steakhouse style restaurants in the US. 
The company has seen stable growth thanks to 
its conservative rollout strategy, value-oriented 
market positioning and favourable locations.

We sold our holdings in Trex and Floor & 
Decor. Whilst labour markets remain tight 
and US economic data has largely held firm, 
housing related spending has deteriorated in 
the US at the same time as supply is starting to 
catch up with demand. For both Trex and Floor 
& Decor, management pointed to a challenging 
macro environment. Floor & Decor curbed their 
store rollout plan considering the uncertain 
outlook. As a result, we decided to exit these 
names. 

Generac reported an uptick in inventory in 
the standby home generator business. The 
company was negatively impacted as a major 
customer ceased trading. We decided to sell 
our residual holding.
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2022 2021 2020 2019 2018

Standard Life Global Smaller Companies Fund -35.5 27.1 24.5 23.9 -6.5

Discrete annual performance year to 31/12

Past performance is not a guide to future results. The value of investments, and the income from 
them, can go down as well as up and an investor may get back less than the amount invested. This 
investment may be affected by changes in currency exchange rates.

Fund performance has been calculated net of Annual Management Charge.
Source: abrdn
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Standard Life Global Smaller Companies Fund 2.0 -35.5 0.7 3.4

Cumulative and Annualised performance as at 31/12/2022
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Investment involves risk. The value of investments, and the income from them, can go down as well as up and an investor may get back less than the amount 
invested. Past performance is not a guide to future results. This investment may be affected by changes in currency exchange rates.
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Portfolio positioning and outlook 

We start 2023 in better shape than 2022. Val-
uations and earnings estimates for the market 
are meaningfully lower than this time last year, 
and whilst inflation and central bank policy 
are difficult to pinpoint, we can expect that the 
amount of change will be more muted going 
forward compared to the sharp moves we 
witnessed over the last 12 months. One addi-
tional headwind which appears to be gradually 
easing is China’s zero-Covid policy. Despite a 
jump in cases, Chinese authorities are taking 
steps to reopen the economy, including travel 
sectors. Indeed, a change in tone has been 
noted more broadly as officials have sought 
to prop up the property sector and encourage 
technology investment and entrepreneurship. 
Although we continue to monitor the situation 
in the Ukraine, markets appear to reflect a 
subdued, but hopefully more stable outlook 
for 2023. 

With this backdrop, the potential for quality, 
small-cap stocks with a management-led 
growth strategy to outperform is clear. The 
asset class remains attractive, not only for 
the size of the opportunity, but also in terms 
of relative valuations and the scope for small 
cap stocks to outperform in periods of market 
recovery, as shown in previous market cycles.

Performance
The Fund performed broadly in line with its 
benchmark over the quarter. Axon’s shares 
responded positively to feedback from a 
conference in Dallas, which underlined 
Axon’s leadership in the public safety 
space and showcased Axon’s multiple 
growth opportunities across products and 
geographies. It also produced a better-
than-expected set of results and raised its 
forward guidance. Asics’s self-improvement 
strategy appears to be on track based on 
the company’s most recent set of results. 
The market began to appreciate Asics’ 
differentiated offering and this was reflected in 
the company’s share price. Elsewhere, CTS 
Eventim’s new CFO appointment was viewed 
positively. The company raised guidance 
in November and continued to see solid 
momentum. 

Turning to the laggards, Generac had a 
difficult quarter. Management issued a profit 
warning ahead of results and cut forward 
guidance. A shortage of qualified installation 
engineers for home standby generators has 
resulted in higher inventory levels and lower 
orders. In addition, the clean energy business 
was faced with one-time charges related to 
the bankruptcy of a customer. Despite cutting 
our position ahead of this news, the Fund was 
negatively impacted by the fall in the share 
price. Elsewhere, Techtarget witnessed some 
selling pressure. We had been reducing our 
weighting in the stock prior to its results on the 
back of concerns over IT capital expenditure 
by Techtarget’s core customer base and 
advertising spend by vendors. Paylocity 
underperformed despite a solid results 
release. 


