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European smaller companies had a dreadful 2022. The MSCI Europe Smaller Companies Index slumped -22.5%,  
tailing large caps, which fell -9.5%1. This represents the worst yearly performance since comparative data began. 
Risk-averse investors abandoned the asset class as they contended with high inflation, rising interest rates, a slowing 
economy, and the ongoing Russia-Ukraine conflict. Meanwhile, high-quality growth stocks suffered as investors rotated 
into lower-quality value names. 
With many of these factors still in place, the decision to invest in European smaller companies seems a daunting one. 
However, when we look a little closer, we believe long-term investors will find reasons for optimism.

Which companies might you want to 
own in 2023?
Inflation remains a concern. The rate has dropped from 
its summer peak, but at 8.5% remains stubbornly high2. 
The European Central Bank (ECB) has indicated it will 
keep raising rates until inflation is under control. The Bank 
has already hiked by 3 percentage points since July2. 
A relatively resilient economy – business confidence in 
February expanded at its fastest pace since June 2022 – 
should embolden the ECB to continue on its course.  
This will eventually dampen economic activity. 

Against this backdrop, we believe investors will increasingly 
focus on bottom-up fundamentals. That means 
discriminating between businesses that are delivering 
on their growth plans and those that are not. Avoiding 
loss-making or speculative companies will remain of 
paramount importance. 

Quality growth companies should be back in favour 
after last year’s severe value rotation. During times of 
stress, investors usually look for businesses with robust 
profitability, good cashflow, strong management, sound 
ESG (environmental, social and governance) standards, 
high barriers to entry, unique growth drivers and pricing 
power. By contrast, businesses with high debt levels or 
that rely on external factors to succeed could fall by 
the wayside.

A strong hand at the helm
Most management teams have been in crisis mode for 
the last three years. The global pandemic, supply-chain 
disruptions and soaring raw material costs have tested 
many business models. Demand has fluctuated wildly 
while rising rates have weighed on balance sheets. 

During this time, however, adroit management teams 
with the necessary firepower have continued to invest. 
We believe this outlay will bear fruit in 2023, as the strong 
get stronger and the weak flounder. 

An example of a company continuing to invest for growth 
is the Swiss-quoted peptide pharmaceuticals business 
Bachem. It’s planning a significant expansion in capacity 
over the next couple of years, investing over CHF 500 million 
(€504 million). This highlights the high degree of confidence 
management has in the firm’s growth prospects. Another 
name from Switzerland is automated wire processing firm 
Komax. It’s undertaking significant capacity expansion 
and purchased the number two global player in the wire 
processing space. This comes at a time when we’re seeing 
growing demand for wire content in vehicles and increased 
automation of the wire process.

An attractive entry point?
And then there are valuations. European smaller companies 
have historically traded at an average premium valuation 
of 21%2 to large caps thanks to their superior growth 
and earnings potential. Following last year’s terrible 
performance, the differential currently stands at 9%. 

The pronounced market rotation in 2022 also means 
growth stocks are trading below their historical average. 
These valuations could therefore represent an attractive 
entry point for long-term investors. 

History is on our side. While past performance is not a guide 
to future results, evidence shows that smaller companies 
as an asset class tend to outperform large caps as we 
exit recession or sooner. Furthermore, following periods 
of relative underperformance – 1999, 2007-08, 2011, 
2018 – European smaller companies delivered strong 
outperformance in the two subsequent years (longer in the 
case of the early 2000s)2. We see no reason why this time 
will be different.
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1 FE fundinfo 31 December 2022 to 28 February 2023. 
2 Bloomberg 31 December 2022 in euros.
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Chart 1
Relative P/E(FY1) of MSCI Europe Smaller Companies versus MSCI Europe
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Source: Bloomberg, 31 December 2022.

Final thoughts…
Do European smaller companies have that bouncebackability? In our view, the answer is ‘yes’. True, short-term pressures 
will remain as the continent contends with a potential recession. However, many of the components for recovery further 
out are now in place. Quality companies have been investing, which should allow them to continue taking market share. 
Valuations are also supportive.
We’re already seeing tentative signs of a rebound. European smaller companies far outpaced both global and US 
equities since the end of 2022. The magnitude of the outperformance – 9.5% versus the MSCI World Index return of 4.2%1 
– was encouraging.
That’s why we think smaller companies are a compelling opportunity for investors with a sound grasp of history and a 
long-term mindset.
Companies are selected for illustrative purposes only to demonstrate the investment management style described herein and 
not as an investment recommendation or indication of future performance. Past performance is not a guide to future results.

Andrew Paisley,  
Head of Smaller Companies, abrdn

1 FE fundinfo 31 December 2022 to 28 February 2023. 
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Important Information 
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. 

Equities and equity and equity related securities are sensitive to variations in the stock markets which can be volatile and 
change substantially in short periods of time. The shares of small and mid-cap companies may be less liquid and more 
volatile than those of larger companies.

This is a marketing communication and for professional and institutional investors only. The information contained in this 
document is of a general nature on the activities carried out by the entities listed below. This information is therefore only 
indicative and does not constitute any form of contractual agreement, nor is it to be considered as an offer or solicitation 
to deal in any financial instruments or engage in any investment service or activity. No warranty whatsoever is given and 
no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the reader, any person 
or group of persons acting on any information, opinion or estimate contained in this document. Please note that some 
of the investments referenced in this publication are not authorised for distribution in all of those jurisdictions in which we 
operate. For further information, please speak to your usual contact or visit our website abrdn.com 

Any data contained herein which is attributed to a third party (“Third Party Data”) is the property of (a) third party 
supplier(s) (the “Owner”) and is licensed for use by abrdn*. Third Party Data may not be copied or distributed. Third Party 
Data is provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable 
law, none of the Owner, abrdn* or any other third party (including any third party involved in providing and/or compiling 
Third Party Data) shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner 
nor any other third party sponsors, endorses or promotes the fund or product to which Third Party Data relates. 

* abrdn means the relevant member of abrdn group, being abrdn plc together with its subsidiaries, subsidiary 
undertakings and associated companies (whether direct or indirect) from time to time.

Belgium: Produced by abrdn Investment Management Limited which is registered in Scotland (SC123321) at 1 George 
Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct Authority in the UK. Unless otherwise 
indicated, this content refers only to the market views, analysis and investment capabilities of the foregoing entity as 
at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in Republic of Ireland (Company 
No.621721) at 2-4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of Ireland.

MSCI The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form 
and may not be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI 
information 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. Historical data and analysis, should not be taken as an indication or 
guarantee of any future performance analysis forecast or prediction. The MSCI information is provided on an “as is” basis and 
the user of this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each 
other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI” Parties) 
expressly disclaims all warranties (including without limitation, any warranties of originality, accuracy, completeness, 
timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without 
limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, 
punitive, consequential (including, without limitation, lost profits) or any other damages (www.msci.com)


