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Small companies offer the potential for growth that can exceed 
their larger peers over the long term, an assertion supported by 
the data. Small Companies offer investors early stage entry into 
names destined to become future global titans. Ausbil’s global 
small-cap team answer some key questions on how to access such 
unrecognised opportunities.

Q: Can you give us the elevator pitch for what you do?

TB: We find global companies that are early in their stages of development, are not actively 
covered yet by the market, and have latent, unrecognised growth prospects with the 
potential for major rerates and sustainable unrecognised earnings growth. 

Finding uncovered ‘gems’, the names that offer what we call ‘unrecognised growth’ is where 
an active global investment manager like Ausbil can help investors take advantage of small-
cap idiosyncrasies, while helping to reduce the typical level of risk that come with early-stage 
small-cap investing. 

We like global small caps because over the long-term, smaller companies consistently show 
outperformance against their larger peers, as evidenced in Chart 1.

Chart 1: Small is beautiful: The compelling performance of smaller companies
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From Chart 1, since the inception of the MSCI indices in 2000, small companies have 
compounded well in advance of mid and large-cap peers. Over this twenty-plus years, small 
caps have risen by a factor of almost 6-times, mid caps buy almost 4-times, and large caps 
by the best part of 2.5-times. The outperformance of small companies has been shown 
consistently in the in the empirical long-term evidence provided by esteemed researchers 
such as Siegel (2015). Banz (1981) and Fama and French (1992), and in the market data.  

Q: Can you explain the term, ‘unrecognised growth’?

SW: Unrecognised growth is where a company exhibits the signs and potential for future 
earnings growth that is conceptually ahead of peers or the market in general, but for which 
there is no consensus as the company is not yet covered by a bevvy of institutional analysts. 
The company is ‘unrecognised’ because, due to size, it is yet to become large enough to 
warrant broad institutional coverage. Chart 2 illustrates how analyst coverage changes as 
companies become bigger. Global small caps operate in a ‘sweet spot’ of opportunity that 
has yet to be noticed or acknowledged by the institutional equity research machine. 

Chart 2: What ‘unrecognised’ looks like

Ausbil’s global small-cap team seeks the opportunities in the 231 developed markets in 
which we invest before any reliable institutional consensus has been established. In the 
case of some companies, there might be a consensus based on the views of a handful 
of analysts, as illustrated in Chart 1, but there is typically a significant divergence in views 
on valuation, opportunity and risk. The essential idea is that we focus on companies 
where growth will surprise, in companies that are attractively valued, and which we believe 
demonstrate relatively less risk in proportion to the opportunity. Combined with a lack of 
analyst coverage, forward surprise potential at attractive valuations reveals companies with 
unrecognised growth, which ultimately drives share prices. 

1. MSCI World Small Cap, the global developed market index for small companies that covers 23 markets with 
around 4,400 constituent companies.
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Q: Why do these companies go ‘unrecognised’ for a period of time?

TB: Fast growing smaller companies are proving their business models, their sales and 
earnings can be volatile, and their businesses can be undiversified in terms of steady-state 
earnings. Institutions, like insurance companies which are not specialist small-cap investors, 
typically look for larger-cap equities with steady historical earnings, and more mature 
business models. However, large super and pension funds often carry significant allocations 
to small cap equities for the superior long-term returns they can offer in equity portfolios. 
Small companies, when the fundamentals are sound, the management is strong, and the 
business model is relatively unassailable, can offer upside potential for investors who are 
comfortable with riding-out shorter term bursts of volatility. 

From the sell-side perspective, small companies are often supported by specialist financiers, 
angel investors, cornerstone investors, large insider holdings and small broking houses in 
their early years, before they graduate into the bigger leagues and into larger capital raisings 
with larger investment banks. This creates significantly more opportunity for astute small-
cap investors to participate in funding rounds for businesses that are on a trajectory for 
major growth, ownership transition events and other ongoing capital raisings and block 
trades that offer the potential to steadily build positions in companies with the potential to 
become the next global titans.

Q: In your experience, what are the features of a good unrecognised 
opportunity?

SW: Our fundamental and quantitative research seeks to unearth the unrecognised winners 
that have a high probability of earnings upgrades. Chart 3 illustrates how, to date, we have 
been able to consistently track ahead of the market on capturing earnings upgrades. 

Chart 3: Beating the consensus on identifying quality and upgrades
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There is no exact template for finding companies with significant unrecognised growth that 
are also in the process of exceeding market expectations on earnings growth, however there 
are some key elements that appear in the excellent examples we have found in the past. 

A great, unrecognised growth company often starts as a niche leader, that has global 
ambitions and products that are capable of contesting position in the global market place. 
Unrecognised growth companies often invest capital into their own expansion, as opposed 
to paying higher dividends, as they are able to earn a greater return on capital for investors 
through reinvestment. Quality unrecognised growth companies seek expansion, but not at 
the expense of strong ESG characteristics, which ensure critical elements are in place for 
successful expansion: strong corporate governance; and low environmental and social risks. 
An attractive company that exhibits unrecognised growth offers the potential for earnings 
surprise in future years, which ultimately draws the attention of the institutional market and 
eventually catalyses significant re-ratings.

It may be an oft-repeated cliché, but what holds all together, from the development of great 
strategy to the execution of a successful local and global business strategy, is the quality 
of leadership. Great unrecognised growth companies invariably boast great management. 
People matter in successful companies, and as active investors, we are well positioned to 
meet with, review, question and assess management as part of our due-diligence process. 

Q: What about risk? Aren’t small caps riskier investments than larger companies?

SW: In theory, small caps should be riskier than larger companies when compared on crude 
measures of diversified income and size, however, when adjusted for risk, small caps can be 
surprisingly rewarding. As illustrated in Charts 1 and 4, using the Sharpe Ratio measure of 
risk adjusted returns, global small caps typically demonstrate a superior risk-adjusted returns 
(higher Sharpe ratios), than both mid and large-cap stocks. Moreover, an active investment 
approach can increase this Sharpe ratio through concentration in high-quality unrecognised 
growth companies, and the active avoidance of low quality small caps that do not match the 
criteria we apply.

Chart 4: The risk-return profile of small caps in perspective

In taking a wider range of risks into consideration with the application of additional ESG risk 
filters, it is possible to further improve the risk-return outcome for small caps. ESG considerations 
can help reduce many tangible and intangible, un-quantifiable risks that help select winners and 
deselect losers in the risk-return equation.
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Finally,  liquidity management is key to success in global small-cap investing. Unlike mid and 
large-cap stocks that typically have deep order books in the marketplace, global small caps can 
display shallower order books, to the point of illiquidity. A company needs market trade flow in 
order for the execution of a clean investment thesis through the clean entry and exit of positions. 
In an illiquid stock, news can hamper the ability of investors to trade or exit. Ausbil manages 
exposure to liquidity risk very closely, and we will not enter positions that we cannot exit at any 
time, and within a reasonable timeframe. Relative to all small caps, this further improves the risk-
reward positioning of our approach, and can also materially improve our Sharpe ratio.

In today’s volatile markets, large companies are not a guaranteed mitigation for risk. The market 
has rapidly sold down many large caps regardless of size, and institutional share registers can 
be brutal to large caps, as much as they can to smaller companies. 

Q: So can you give us some examples of what a great, unrecognised growth story 
looks like?

TB: Australia is only 2% of the world market. There is a lot of potential on offer in the other 98% 
of markets, and a lot of companies and sectors that are just not available in Australia. Moreover, 
small caps in larger markets have a natural advantage in being ‘small fish in very large ponds’. 
One such company is theTradeDesk (TTD). The Global SmallCap Fund invested in TTD in June 
2018. At the time, TTD was marketing online banner ads and content that rivalled Google Ads, 
but protected the identity of advertisers. TTD was a small fish in a very large pond, but it offered 
a compelling challenger solution to the dominant player in one of the world’s most profitable 
spaces. 

TTD displayed many of the crucial characteristics we look for as a sign of quality, unrecognised 
growth. It was a niche leader in digital advertising, with global expansion ambitions for developed 
and emerging markets. It offered new and unique products, especially in universal IDs that was 
not being offered by Google. The management team were already proven, and reinvesting a 
growing earnings stream back into expansion of the business. With strong ESG credentials and 
a focus on improved data privacy, a competitive edge in the market, TTD was able to build and 
expand, and generate earnings surprises that were not recognised by the market. The result 
is that from the $87 entry price in June 2018, earnings surprises drove the stock price to $900 
by January 2021, at which time the Fund exited, with TTD graduating ‘with honours’ as an 
emerging global titan, moving from the Fund’s benchmark into the mid-cap benchmarks. 

Another example from the Fund’s portfolio is Generac, a world leader in generators, based 
in the United States. Generac (GNRC) is another company that demonstrates the features 
of an emerging global titan, similar to our experience with TTD. Generac started as a niche 
leader in generators and smart energy. Growth ambition has since seen it expand globally, into 
South America and Europe. GNRC has expanded its product offering into inverters and smart 
grid tech, further investing through accretive mergers and acquisitions that expand both its 
capabilities and its footprint. GNRC has strong ESG credentials, especially with its link to future 
sustainable energy demand, and like TTD, it has a highly regarded management team. The Fund 
has seen its investment to date rise to over $280, from an entry point of $50 in May 2018, with 
the stock a key holding for future earnings surprise.

Q: Can you summarise the benefits of adding global small caps to a portfolio?

SW: We think the proposition for investors is simple. Global small caps offers a superior risk-
adjusted return from a global opportunity set of companies, many of which are not represented 
in Australian equity sectors. The opportunity to invest early in the next theTradeDesk, Google or 
even Tesla are waiting to be discovered in these 23 developed markets. They are not common, 
but with the criteria we apply in selecting companies demonstrating superior unrecognised 
growth potential, we believe the odds are significantly shortened for investors capturing the 
growth of future global titans. 
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Research provided to a client may vary depending upon various factors such as a client’s individual preferences as to the frequency and manner of receiving 
communications, a client’s risk profile and investment focus and perspective (e.g., market wide, sector specific, long-term, short-term, etc.), the size and 
legal and regulatory constraints.
 
This information is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a 
citizen or resident of, or located, in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to 
law or regulation or would subject Ausbil to any registration or licensing requirement within such jurisdiction.
 
This information is a general communication and is educational in nature; it is not an advertisement nor is it a solicitation or an offer to buy or sell any 
financial instruments or to participate in any particular trading strategy. Nothing in this document constitutes a representation that any investment strategy or 
recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. By providing this 
document, none of Ausbil or its representatives has any responsibility or authority to provide or have provided investment advice in a fiduciary capacity or 
otherwise. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. None of Ausbil 
or its representatives is suggesting that the recipient or any other person take a specific course of action or any action at all. By receiving this document, 
the recipient acknowledges and agrees with the intended purpose described above and further disclaims any expectation or belief that the information 
constitutes investment advice to the recipient or otherwise purports to meet the investment objectives of the recipient. The financial instruments described 
in the document may not be eligible for sale in all jurisdictions or to certain categories of investors.
 
The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not 
necessarily a guide to future performance. Neither Ausbil nor any of its directors, employees or agents accepts any liability for any loss (including investment 
loss) or damage arising out of the use of all or any of the Information.

Prior to making any investment or financial decisions, any recipient of this document or the information should take steps to understand the risk and return 
of the investment and seek individualised advice from his or her personal financial, legal, tax and other professional advisors that takes into account all the 
particular facts and circumstances of his or her investment objectives.

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. 
There is no representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect Ausbil’s internal 
books and records or theoretical model-based valuations and may be based on certain assumptions. Different assumptions by Ausbil or any other source 
may yield substantially different results.
 
No representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in 
any materials to which this document relates (the “Information”), except with respect to Information concerning Ausbil. The Information is not intended to be 
a complete statement or summary of the securities, markets or developments referred to in the document. Ausbil does not undertake to update or keep 
current the Information. Any opinions expressed in this document may change without notice and may differ or be contrary to opinions expressed by other 
business areas or groups, personnel or other representative of Ausbil. Any statements contained in this Report attributed to a third party represent Ausbil’s 
interpretation of the data, 

Information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been 
reviewed by the third party. In no circumstances may this document or any of the Information (including any forecast, value, index or other calculated amount 
(“Values”)) be used for any of the following purposes:
(i) valuation or accounting purposes;
(ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial contract; or
(iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Values 
or of defining the asset allocation of portfolio or of computing performance fees.

By receiving this document and the Information you will be deemed to represent and warrant to Ausbil that you will not use this document or any of the 
Information for any of the above purposes or otherwise rely upon this document or any of the Information. Except as otherwise specified herein, these 
materials are distributed by Ausbil, to persons who are eligible counterparties or professional clients and are only available to such persons. The Information 
does not apply to, and should not be relied upon by, retail clients.

The information contained in this document is given by Ausbil Investment Management Limited (ABN 2676316473) (AFSL 229722) (Ausbil) and has been 
prepared for informational and discussion purposes only and does not constitute an offer to sell or solicitation of an offer to purchase any security or financial 
product or service. Any such offer or solicitation shall be made only pursuant to an Australian Product Disclosure Statement or other offer document 
(collectively Offer Document) relating to an Ausbil financial product or service. A copy of the relevant Offer Document may be obtained by calling Ausbil on 
+612 9259 0200 or by visiting www.ausbil.com.au. You should consider the Offer Documents in deciding whether to acquire, or continue to hold, any 
financial product. This document is for general use only and does not take into account your personal investment objectives, financial situation and particular 
needs. Ausbil strongly recommends that you consider the appropriateness of the information and obtain independent financial, legal and taxation advice 
before deciding whether to invest in an Ausbil financial product or service. The information provided by Ausbil has been done so in good faith and has been 
derived from sources believed to be accurate at the time of completion. While every care has been taken in preparing this information. Ausbil make no 
representation or warranty as to the accuracy or completeness of the information provided in this video, except as required by law, or takes any responsibility 
for any loss or damage suffered as a result or any omission, inadequacy or inaccuracy. Changes in circumstances after the date of publication may impact 
on the accuracy of the information. Ausbil accepts no responsibility for investment decisions or any other actions taken by any person on the basis of the 
information included. Past performance is not a reliable indicator of future performance. Ausbil does not guarantee the performance of any strategy or 
fund or the securities of any other entity, the repayment of capital or any particular rate of return. The performance of any strategy or fund depends on the 
performance of its underlying investments which can fall as well as rise and can result in both capital gains and losses.
 
Canada This document does not pertain to the offering of any securities. This document is not, and under no circumstances is to be construed as, an 
advertisement or a public offering of the securities described in Canada. No securities commission or similar authority in Canada has reviewed or in any way 
passed upon this document or the merits of the securities, and any representation to the contrary is an offence.
 
Sweden The information contained in the document is given by Ausbil and has been prepared for information and discussion purposes only and does 
not constitute an offer to sell or solicitation of an offer to purchase any security or financial product or service. It is provided to you as an institutional investor 
as that term is understood under Swedish law. By reading this document, you agree to be bound by these limitations, terms and conditions set out in the 
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(ARSN 642 635 498), Ausbil Global Essential Infrastructure Fund (ARSN 628 816 151), Ausbil Global Resources Fund (ARSN 623 619 590) and MacKay 
Shields Multi-Sector Bond Fund (ARSN 611 482 243) (collectively known as ‘the Funds’). The information provided is factual only and does not constitute 
financial product advice. It does not take account of your individual objectives, financial situation or needs. Before you make any decision about whether to invest 
in a financial product, you should obtain and consider the Product Disclosure Statement of the financial product. 

The information provided by Ausbil Investment Management Limited (ABN 26 076 316 473 AFSL 229722) has been done so in good faith and has been derived 
from sources believed to be accurate at the time of compilation. Changes in circumstances, including unlawful interference and unauthorised tampering, after 
the date of publication may impact on the accuracy of the information. Ausbil Investment Management Limited accepts no responsibility for any inaccuracy or 
for investment decisions or any other actions taken by any person on the basis of the information included.  Past performance is not a reliable indicator of future 
performance.

Ausbil Investment Management Limited does not guarantee the performance of the Funds, the repayment of capital or any particular rate of return. The 
performance of any unit trust depends on the performance of its underlying investment which can fall as well as rise and can result in both capital losses and 
gains. Consequently, due to market influences, no assurance can be given that all stated objectives will be achieved.

United States
AN INVESTMENT IN THE FUND IS SPECULATIVE AND INCLUDES A HIGH DEGREE OF RISK, INCLUDING THE RISK OF A TOTAL LOSS OF CAPITAL. 
INTERESTS IN THE FUND WILL BE ILLIQUID AND SUBJECT TO SIGNIFICANT RESTRICTIONS ON TRANSFER. PROSPECTIVE INVESTORS SHOULD BE 
AWARE THAT THEY MAY BE REQUIRED TO BEAR THE RISKS ASSOCIATED WITH SUCH INVESTMENT FOR AN INDEFINITE PERIOD OF TIME. A PRIVATE 
OFFERING OF INTERESTS IN THE FUND WILL ONLY BE MADE PURSUANT TO THE FUND’S PRODUCT DISCLOSURE STATEMENT (THE “PDS”), AND 
RELATED DOCUMENTATION FOR THE FUND, WHICH WILL BE FURNISHED TO QUALIFIED INVESTORS ON A CONFIDENTIAL BASIS AT THEIR REQUEST 
FOR THEIR CONSIDERATION IN CONNECTION WITH SUCH OFFERING, WHO SHOULD CAREFULLY REVIEW SUCH DOCUMENTS PRIOR TO MAKING 
AN INVESTMENT DECISION. ANY INVESTMENT DECISION WITH RESPECT TO SUCH INTERESTS MUST BE BASED SOLELY ON THE DEFINITIVE AND 
FINAL VERSIONS OF SUCH DOCUMENTS.
 
The information contained herein will be superseded by, and is qualified in its entirety by reference to the PDS, which contains additional information about the 
investment objective, terms and conditions of an investment in the Fund and also contains tax information, information regarding conflicts of interest and risk 
disclosures that are important to any investment decision regarding the Fund. No person has been authorized to make any statement concerning the Fund other 
than as set forth in the PDS and any such statements, if made, may not be relied upon.
 
The information contained in this Report must be kept strictly confidential and may not be reproduced (in whole or in part) or redistributed in any format without 
the express written approval of AUSBIL INVESTMENT MANAGEMENT LIMITED (together with its affiliates, the “Firm”). Neither the Firm nor any of its affiliates 
makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein 
should be relied upon as a promise or representation as to past of future performance of the Fund or any other entity. Except where otherwise indicated herein, 
the information provided in this Report is based on matters as they exist as of the date of the document and not as of any future date, and will not be updated or 
otherwise revised to reflect information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof.
 
This Report has not been approved by the U.S. Securities and Exchange Commission (the “SEC”), the Financial Industry Regulatory Authority (“FINRA”), or any 
other regulatory authority or securities commission in the United States or elsewhere and does not constitute an offer to sell, or a solicitation of any offer to buy, 
any securities. This Report is not to be relied upon as investment, legal, tax, or financial advice. Any investor must consult with his or her independent professional 
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PAST PERFORMANCE INFORMATION INDICATED HEREIN IS NEITHER A GUARANTEE NOR INDICATIVE OF THE FUTURE PERFORMANCE OR
INVESTMENT RETURNS OF THE FUND AND ACTUAL EVENTS OR CONDITIONS MAY NOT BE CONSISTENT WITH, AND MAY DIFFER MATERIALLY FROM, 
HISTORICAL OR FORECASTED EVENTS OR CONDITIONS.
 
The interests in the Fund (the “Interests”) have not been registered under the U.S. Securities Act of 1933 (the “Securities Act”), the securities laws of any state 
or the securities laws of any other jurisdiction, nor is such registration contemplated. The Interests will be offered and sold under the exemption from registration 
provided by Section 4(a)(2) of the Securities Act or Regulation D promulgated thereunder, and other exemptions of similar import under the laws of the states 
and jurisdictions where the offering will be made. The Fund will not be registered as an investment company under the United States Investment Company Act 
of 1940, as amended (the “Investment Company Act”). Consequently, Interests are being offered to prospective qualified U.S. investors, and investors will not 
be afforded the protections of the Investment Company Act, or any other United States federal or state securities laws.
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