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The Strategic and Tactical Case for Global Smaller Caps

Why do we like the mid cap part of the market?

The founders of the Artisan Partners Growth Team were attracted to 

mid-cap equities when they launched the US-focused Artisan U.S. 

Mid-Cap Growth Strategy in 1997. They viewed mid cap as an investing 

sweet spot—a compelling intersection of quality, competitively 

advantaged businesses with long earnings growth runways, in possession 

of experienced, savvy management teams.

Most of the time smaller sized companies are early-to-mid-life 

companies—a stage where they have ample growth opportunities and 

less risk of demand obsolescence or saturation risk for their products 

or services that we believe is more likely an issue for large companies. 

Active investing tends to be forward-looking, with a quest for discovering 

the successful businesses of tomorrow and we believe these smaller 

cap companies offer a chance to invest early in tomorrow’s large caps. 

However, when investing globally, many investors employ passive or low 

active share strategies that closely follow broad-based global indexes, 

such as the MSCI AC World Index, that are market cap weighted. Market 

cap weighting methodologies can lead to greater exposures in companies 

that have already experienced success and grown into big companies. In 

this regard, investors may have a very small or even no exposure to some 

compelling smaller cap businesses.

This part of the market is under-researched.

The dominant share of investor and media focus tends to be on global 

large-cap equities. One indicator of this is the number of sell-side analysts 

that cover large- (>$50B) vs mid- ($10B-$50B) and small-cap (<$10B) stocks. 

Looking at the average number of analyst estimates for stocks within the 

MSCI AC World Index out of FactSet, companies that are >$50B in size 

average more than 20 estimates per stock, while those <$50B average 

mid-teens to high single digits.

Exhibit 1: MSCI AC World Index—Average Number of Analyst Estimates by 
Market Cap

Source: Artisan/FactSet/MSCI, as of 30 Sep 2023.

Perhaps a better way to highlight the inefficiency down market cap is 

by looking at how many stocks have five or fewer analyst estimates. 

Only four stocks in the MSCI AC World Index with a market capitalization 

greater than $50B have five or fewer estimates. This compares to 434 

stocks that are <$50B.

Exhibit 2: MSCI AC World Index—Number of Stocks with Five or Fewer 
Analyst Estimates by Market Cap
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Source: Artisan/FactSet/MSCI, as of 30 Sep 2023.

We believe this lack of coverage in the small/mid-cap space creates 

opportunities for skilled active managers to provide differentiated results.

Despite being smaller and under-covered, these can be 
exceptional businesses.

While these are smaller companies, they are by no means unimportant. 

The global small- and mid-cap universe contains many well-established 

companies, with well-known products and brand names. For example, 

we have found exciting opportunities with smaller companies that are 

tethered to many major trends in markets right now. These companies 

might either be early in the growth phase of a new product or market, or 

dominant players in a smaller, but attractive, end market.

Artificial Intelligence

The rise of artificial intelligence has taken the investment world by 

storm and the leading providers of GPU chips required to power 

computational-heavy data centers, such as NVIDIA, have dominated 

headlines as the near-term direct beneficiaries. However, we believe 

Arista Networks is another company that is positioned to benefit 

from this trend. The company is the market leader in cloud networking 

equipment that is used in these leading-edge data centers, and we believe 

its ethernet options are more scalable and cheaper than InfiniBand, the 

out-of-the-box solution provided by NVIDIA.
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Another example is Monolithic Power Systems. The company designs 

power-management chips that support the increased processing and 

data needs of AI related data centers by responding to load changes 

and ensuring stable power delivery, which are crucial to having 

uninterrupted operations.

Electric Vehicles

Many automotive manufacturers are racing to capture market share of 

the growing electric vehicle (EV) market. Rather than having a view on 

which company will ultimately win market share of the EV market, we are 

excited about supply chain beneficiaries that are supporting the industry. 

ON Semiconductor is a leading producer of silicon carbide chips, which 

provide power conversion, size and temperature advantages over silicon. 

These advantages translate to ~10% faster charging times and increased 

range, key considerations for EV manufacturers.

GLP-1 Obesity Therapies

Volumes for top GLP-1 therapies have been ramping up in recent 

years, and there are estimates that this category could grow beyond 

$100B in annual sales over the next decade, versus $2B in 2021. The 

competitive landscape among pharmaceutical companies producing 

GLP-1 treatments is intensifying. However, regardless of who ends up 

winning share of this market, we believe it will create major opportunities 

for certain niche biomanufacturing suppliers. These drugs are weekly, 

self-administered injections using “pen” devices common to insulin 

therapy. We believe the growth of these therapies represents an excellent 

opportunity for the companies that produce components of these pens, 

and we hold two examples. West Pharmaceutical Services is a leading 

supplier of packaging components, such as rubber stoppers, seals and 

plungers, and Gerresheimer is a leading producer of specialty glass and 

plastic products.

See Exhibit 3 for a few examples of impressive companies exposed to 

exciting trends that we believe are largely flying under the radar.

Relative performance over recent years has been 
challenging, but this is an anomaly.

Driven by the mega cap US technology companies termed the 

“magnificent seven,” large-cap stocks have been experiencing a period of 

strong relative performance, but it has not always been this way. Looking 

at rolling excess returns over the past five years, the MSCI AC World SMID 

Index has outperformed the MSCI AC World Large Index in only 20% 

of rolling 1-year windows, 7% of rolling 3-year and 0% of rolling 5-year 

windows.

However, looking at the prior period from five years ago back to the 

common inception of the indexes in 2008, the results are opposite. The 

MSCI AC World SMID Index has outperformed in 65% of 1-year windows, 

97% of 3-year windows and 97% of 5-year windows.

Exhibit 4: Rolling 1-, 3- and 5-Year Excess Returns of MSCI AC World SMID 
Index versus MSCI AC World Large Index

Prior 10+ Years: % of time the MSCI 
AC World Small Index outperformed 
the MSCI AC World Large Index

Last 5 Years: % of time the MSCI 
AC Small Mid Index outperformed 
the MSCI AC World Large Index

Rolling 1-Year 65% Rolling 1-Year 20%

Rolling 3-Year 97% Rolling 3-Year 7%

Rolling 5-Year 97% Rolling 5-Year 0%

Source: Artisan/MSCI/FactSet, as of 31 Dec 2023. Past performance does not guarantee and is not a reliable indicator 
of future results.
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Exhibit 3: Market Cap, Index Weight and Growth Estimates of Select Holdings 

Company Name Market Capitalization ($B)
MSCI AC World 
Index Weight

MSCI AC World SMID 
Index Weight

Internal Estimated 
Growth Rate

Arista Networks, Inc. 73,237 0.09% — 20

Monolithic Power Systems, Inc. 30,295 0.04% 0.15% 20

ON Semiconductor Corporation 35,616 0.05% — 13

West Pharmaceutical Services, Inc. 26,057 0.04% 0.14% 18

Gerresheimer AG 3,600 — 0.02% 16

Source: FactSet/Artisan/MSCI, as of 31 Dec 2023.
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These longer-term results are not surprising when looking at where the 

top performing stocks each year come from. In fact, looking the top 100 

performing stocks in the MSCI AC World Index over the last 10 years, the 

majority have been less than $50B in market cap.

Exhibit 5: Market Cap Breakout of Top 100 Performing Stocks in the MSCI 
AC World Index Each Year ($B)

Source: Artisan/MSCI/FactSet, as of 31 Dec 2023. Past performance does not guarantee and is not a reliable indicator of 
future results.

Why now?

We believe an allocation to Global Small/Mid Cap stocks can be beneficial 

to investor portfolios. However, we also believe right now is an attractive 

tactical opportunity to get invested. 

The underperformance over the past couple years may have been for 

good reason. Smaller companies are typically more sensitive to interest 

rates and the economic cycle than larger companies. The global rate 

hiking cycle across many major economies and market concerns of an 

impending economic recession, due in part to these central bank actions, 

have weighed on small-cap stocks. Interest rates matter more because 

many smaller companies are not as profitable and are more dependent 

on debt markets than their bigger counterparts, which tend to have more 

cash on their balance sheets. Smaller companies borrow more often to 

grow, and they are among the first firms to be affected when banks 

tighten lending standards.

However, we believe this period of underperformance has opened up 

an attractive valuation opportunity. Over the course of the last five years, 

the MSCI AC World SMID Index’s trailing price-to-earnings ratio has gone 

from a ~10% premium relative to the MSCI AC World Large Cap Index to 

a discount. 

Exhibit 6: Valuation Premium of the MSCI AC World SMID Index versus the 
MSCI AC World Large Index

Source: Artisan/MSCI/FactSet, as of 31 Dec 2023.
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Artisan Global Discovery Strategy
       

Investment Results (% as of 31 Dec 2023) QTD YTD 1 Yr 3 Yr  5 Yr 10 Yr Inception

Composite — Gross 10.61 22.24 22.24 -0.86 15.77 — 12.94

Composite — Net 10.35 21.08 21.08 -1.81 14.66 — 11.86

MSCI All Country World Index 11.03 22.20 22.20 5.75 11.71 — 8.72

Annual Returns (% USD) Trailing 12 months ended 31 December   2019 2020 2021 2022 2023

Composite — Net   42.93 45.56 12.94 -30.78 21.08

Source: ArtisanPartners/MSCI. Returns for periods less than one year are not annualized. 

Past performance does not guarantee and is not a reliable indicator of future results. Current performance may be lower or higher than the performance shown. Composite performance has been 
presented in both gross and net of investment management fees. 

Average Annual Total Returns



  

Artisan Partners Growth Team
The following team member contributed to this report

Jason White, CFA
Portfolio Manager

Why Artisan Global Discovery?

We believe the Global Discovery Strategy is structured to capitalize on 

our team’s 20-plus years’ experience in growth investing given its highly 

flexible market cap and geographic mandates. Global Discovery adds 

further degrees of freedom to our mid-cap focus, and while the primary 

focus is on the mid-cap segment of the market, we don’t have an upper 

limit on our market cap mandate—we can let our winning businesses 

continue to grow in the portfolio—and we can add small caps the 

possess franchises characteristics. 

While Global Discovery now has a five-year track record, our team has 

demonstrated expertise in both mid-cap and global investing for 

even longer. Artisan U.S. Mid-Cap Growth and Global Opportunities 

Strategies both have long-term track records of outperformance versus 

their respective broad-based benchmarks and have a good amount of 

overlap with this portfolio’s investments. As of 12/31/2023, approximately 

63.6% of the Global Discovery portfolio’s securities overlapped with 

the U.S. Mid-Cap Growth Strategy and 40.0% overlap with the Global 

Opportunities Strategy.

This is truly a best ideas portfolio that we believe can provide investors 

with a differentiated exposure and performance result.

Investment Process Highlights

We seek to invest in companies with franchise characteristics that are 

benefiting from an accelerating profit cycle and are trading at a discount 

to private market value.

Security Selection

We seek to identify companies with franchise characteristics that are 

selling at attractive valuations and are benefiting from an accelerating 

profit cycle. We look for companies that are well positioned for long-term 

growth, driven by demand for their products and services, at an early 

enough stage in their profit cycle to benefit from the increased cash 

flows produced by the emerging profit cycle.

Capital Allocation

Based on our fundamental analysis of a company’s profit cycle, we 

divide the portfolio into three parts. GardenSM investments are small 

positions in the early part of their profit cycle that will warrant a more 

sizeable allocation once their profit cycle accelerates. CropSM investments 

are positions that are being increased to a full weight because they 

are moving through the strongest part of their profit cycle. HarvestSM 

investments are positions that are being reduced as they near our 

estimate of full valuation or their profit cycle begins to decelerate. We 

believe that adhering to this process increases the likelihood of delivering 

upside participation with downside protection.

Broad Knowledge

We overlay security selection and capital allocation with the capability 

to invest opportunistically across the entire global equity spectrum. It is 

our goal to have broad knowledge of the global economy to ensure that 

we are able to find growth wherever it occurs. This capability extends 

from the design of our team, which leverages the broad experience of the 

portfolio managers and the deep expertise of the analysts on the team.

Team Overview

We believe deep industry expertise, broad investment knowledge, a highly 

collaborative decision-making process and individual accountability are a 

powerful combination. Since the inception of the team in 1997, we have 

been committed to building a team of growth investors that retains these 

attributes and is solely dedicated to our process and approach.

Artisan Strategies Managed

n  Global Opportunities Strategy

n  Global Discovery Strategy

n  U.S. Mid-Cap Growth Strategy

n  U.S. Small-Cap Growth Strategy
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For more information:   Visit www.artisanpartners.com

Investment Risks: International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political systems, and higher transaction costs. These risks typically are 
greater in emerging and less developed markets, including frontier markets. Securities of small- and medium-sized companies tend to have a shorter history of operations, be more volatile and less liquid and may have underperformed 
securities of large companies during some periods. Growth securities may underperform other asset types during a given period. These risks, among others, are further described in Artisan Partners Form ADV, which is available upon request.

This summary represents the views of the portfolio managers as of 31 Dec 2023. Those views may change and the Team disclaims any obligation to advise investors of such changes.

Performance: Net-of-fees composite returns were calculated using the highest model investment advisory fees applicable to portfolios within the composite. Fees may be higher for certain pooled vehicles and the composite may include 
accounts with performance-based fees. All performance results are net of commissions and transaction costs, and have been presented gross and net of investment advisory fees. Dividend income is recorded net of foreign withholding taxes 
on ex-dividend date or as soon after the ex-dividend date as the information becomes available to Artisan Partners. Interest income is recorded on the accrual basis. Performance results for the Index include reinvested dividends and are 
presented net of foreign withholding taxes but, unlike the portfolio’s returns, do not reflect the payment of sales commissions or other expenses incurred in the purchase or sale of the securities included in the indices.

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 to create indices or financial 
products. This report is not approved or produced by MSCI.

MSCI All Country World Index measures the performance of developed and emerging markets. 

MSCI All Country World Small/Mid Cap Index measures the performance of small- and mid-cap companies in developed and emerging markets.

MSCI All Country World Large Cap Index measures the performance of large-cap companies in developed and emerging markets. 

This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult 
their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. 

Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and 
is a registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and affiliates, 
referred to as Artisan Partners herein.

Artisan Partners is not registered, authorized or eligible for an exemption from registration in all jurisdictions. Therefore, services described herein may not be available in certain jurisdictions. This material does not constitute an offer or 
solicitation where such actions are not authorized or lawful, and in some cases may only be provided at the initiative of the prospect. Further limitations on the availability of products or services described herein may be imposed.

This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined 
by the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.

In the United Kingdom, issued by APUK, 25 St. James’s St., Floor 3, London SW1A 1HA, registered in England and Wales (LLP No. OC351201). Registered office: Reading Bridge House, Floor 4, George St., Reading, Berkshire RG1 8LS. 
In Ireland, issued by AP Europe, Fitzwilliam Hall, Fitzwilliam Pl, Ste. 202, Dublin 2, D02 T292. Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296 (Company No. 637966).

Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and 
APUK (ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian 
Corporations Act 2001 in respect to financial services provided in Australia.

Canada: This material is distributed in Canada by APLP and/or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements 
of applicable Canadian securities laws. This material does not constitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify as “permitted clients” 
under applicable Canadian securities laws.
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