
 

 

Brandes Investment Partners  
International Small Cap Equity Strategy Notes  
Fourth Quarter 2023 (October 1 – December 31, 2023) 

The Brandes International Small Cap Equity Strategy returned 13.39% net of fees and 13.64% gross of fees, outperforming 
its benchmark, the S&P Developed ex-U.S. SmallCap Index, which gained 10.74% in the quarter, and the S&P Developed ex-
U.S. SmallCap Value Index, which was up 9.47%. 
 
Annualized total return as of December 31, 2023 1-year 5-year 10-year 
Brandes International Small Cap Equity Composite (net) 39.36% 11.60% 6.11% 
Brandes International Small Cap Equity Composite (gross)  40.57% 12.58% 7.04% 
S&P Developed Ex-US SmallCap Index  13.47% 6.46% 4.40% 
Past performance is not a guarantee of future results. One cannot invest directly in an index. Returns include reinvestment of all dividends and are reduced by any 
applicable foreign withholding taxes, without provisions for income taxes, if any. 
 
Positive Contributors 
Top contributors included holdings in the aerospace and defense industry, led by Rolls-Royce, Embraer, and Montana 
Aerospace. All three companies continued to see a resurgence in their end markets.    
 
Ireland- and U.K.-based consumer staples holdings also aided returns, notably grocer J Sainsbury, contract caterer 
Greencore Group, and beverage company C&C Group.   
 
Other standout performers included German medical device company Draegerwerk, China-based Weiqiao Textile, Japan’s 
Taisho Pharmaceutical, and Slovenian bank Nova Ljubljanska Banka.  
 
Taisho Pharmaceutical appreciated following a management buyout announcement. The offer reflected a 50% premium 
to Taisho’s six-month average trading price, and we divested our position as the share price surpassed the management 
buyout offer price. Similarly, Weiqiao’s shares jumped after its parent company announced a proposal to take the 
company private. The proposed price represented an over 100% premium to Weiqiao’s previous closing price. Meanwhile, 
Draegerwerk reported another increase in its sales and margin guidance, triggered by stronger-than-expected sales of 
high-margin products.     
 
Performance Detractors 
Notable detractors included France-based active pharmaceutical ingredient company Euroapi and China-based light-duty 
engine manufacturer China Yuchai.  
 
Euroapi issued another profit warning in October, revising down its EBITDA (earnings before interest, taxes, depreciation, 
and amortization) and sales growth guidance for the 2023 fiscal year, while also suspending its medium-term targets to 
2026. Euroapi was carved out of global pharmaceutical firm Sanofi in May 2022, and it was expected that the company 
could face initial operational challenges as a standalone entity. Despite these short-term issues, we maintain a positive 
long-term outlook for Euroapi and have taken advantage of the share-price decline to add to our position.  
 
Other poor performers included Fuji Media in Japan, bank AIB Group in Ireland, and footwear manufacturer Yue Yuen 
Industrial in Hong Kong. Additionally, our underweight to the information technology and real estate sectors weighed on 
returns relative to the benchmark.  
 
Select Activity in the Quarter 
The small-cap investment committee initiated positions in Montana Aerospace and bank Valiant Holding, both based in 
Switzerland, and U.K. investment management company St. James Place.  
 
Montana Aerospace (AERO) is a vertically integrated manufacturer of metallic systems and components (aluminum, 
titanium) for the commercial aerospace, electric vehicle, and renewable energy end-markets. AERO, which went public in 



 

 

2021 following its spin-off from parent company Montana Tech Components (MTC), has a relatively short operating 
history as a publicly traded company. However, its legacy assets date back to the 1990s when the business served as a 
U.S.-based casting company for Boeing. In 2006, the assets were acquired by MTC. Over time, MTC eventually recognized 
the opportunity to streamline the highly inefficient commercial aerospace supply chain, which is burdened by strict 
regulatory certifications that result in the industry’s high fragmentation, high-cost labor footprint, and high transportation 
expenses.  
 
Fast forward several years, AERO now boasts a vertically integrated industrial base, expanding manufacturing scale, and 
low-cost industrial footprint that is intelligently located near customers. These capabilities position AERO as a cost-
effective, one-stop-shop solution for aircraft OEMs (original equipment manufacturers) and Tier 1 suppliers (i.e., those 
that work the most closely with OEMs) looking to rationalize their highly complex and inefficient supply chains. To provide 
perspective, a typical commercial aircraft is made up of five million parts, and if one part is missing, the OEM can’t finish 
assembling the plane. 
 
We have been monitoring AERO since it went public in 2021, but at that time, we felt the elevated project execution risk 
and cycle recovery timing uncertainty, combined with its leveraged balance sheet and other company-specific issues, 
were too great to overcome. Today, we see a more visible recovery path—air traffic has resumed, aircraft production has 
been ramping up, capital expenditures have been declining, and new factories have become operational. With the various 
risks fading and the stock price closer to trough levels, we believe the market provided an opportune time to invest in a 
company with an attractive long-term risk/reward tradeoff.   
 
Besides the new purchases above, other major portfolio activity included the full sales of Japan-based Fuji Media and the 
aforementioned Taisho Pharmaceutical, as well as Mexican cement company Cemex and real estate investment trust 
(REIT) Fibra Macquarie Mexico.   
 
Year-to-Date Briefing 
The Brandes International Small Cap Equity Strategy was up 39.36% net of fees and 40.57% gross of fees, outperforming 
its benchmark, the S&P Developed ex-U.S. SmallCap Index, which returned 13.47% in 2023, as well as the S&P Developed 
ex-U.S. SmallCap Value Index, which was up 14.64%. 
 
Standout performers included holdings in the U.K. (e.g., Rolls Royce, retailers Marks and Spencer and J Sainsbury), 
Mexico (e.g., REIT Fibra Uno), and Brazil (e.g., Embraer). Additional contributors included electric utility Enel Chile, Spanish 
REIT Lar Espana Real Estate, and Hungary-based Magyar Telekom. From a sector standpoint, the strategy benefited from 
holdings in industrials, real estate, and consumer staples.  
  
Notable detractors included holdings in the commercial services and supplies industry, specifically U.K.-based currency 
printer De La Rue. France-based Euroapi, Spanish insurer Linea Directa Aseguradora, and Hong Kong’s Yue Yuen 
Industrial also hurt performance, as did Japan-based Kaken Pharmaceutical. Furthermore, our underweight to information 
technology detracted from relative returns. 
 
Current Positioning  
The strategy maintains large allocations to industrials, consumer staples, and financials, while holding underweights in 
technology, materials, and consumer discretionary. Over the course of the year, exposure to the health care sector has 
increased with the additions of companies such as Euroapi and drug distributor Medipal Holdings.  
 
Geographically, the strategy continues to have significant exposure to companies in Japan (although underweight relative 
to the benchmark), the U.K., Ireland, Hong Kong, and emerging markets. It remains underweight Canada, Australia, and 
Switzerland relative to the benchmark. We believe the differences between our portfolio and the S&P Developed ex-U.S. 
SmallCap Index make it an appealing complement to index-tracking or passively managed strategies.  
 
While value leadership (S&P Developed ex-U.S. SmallCap Value vs. S&P Developed ex-U.S. SmallCap) did provide a 
tailwind for the strategy in 2023, it was our stock selection across sectors and countries that primarily drove 



 

 

outperformance for the year. Going forward, we remain optimistic about the portfolio's holdings composition and the 
risk/reward tradeoff it offers.  
 
 
For term definitions: https://www.brandes.com/termdefinitions 

The S&P Developed Ex U.S. SmallCap Index with net dividends measures the equity performance of small cap companies in developed markets excluding the United States. 
Data prior to 2001 is gross dividend and linked to the net dividend returns. 

The S&P Developed Ex U.S. SmallCap Value Index with net dividends measures the equity performance of small cap companies in developed markets excluding the United 
States, which are classified as value stocks by book value-to-price, sales-to-price, cash flow-to-price, and dividend yield. 

The foregoing Quarterly Commentary reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. The 
information provided in the commentary should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security 
transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance discussed herein. International and emerging markets investing is subject to certain risks such as currency fluctuation and social and 
political changes; such risks may result in greater share price volatility. There is no assurance that any securities discussed herein will remain in an account’s portfolio at 
the time you receive this report or that the securities sold have not been repurchased. The actual characteristics with respect to any particular account will vary based on a 
number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time 
of investment. Unlike bonds issued or guaranteed by the U.S. government or its agencies, stocks and other bonds are not backed by the full faith and credit of the United 
States. Stock and bond prices will experience market fluctuations. Please note that the value of government securities and bonds in general have an inverse relationship to 
interest rates. Bonds carry the risk of default, or the risk that an issuer will be unable to make income or principal payment. There is no assurance that private guarantors or 
insurers will meet their obligations. The credit quality of the investments in the portfolio is not a guarantee of the safety or stability of the portfolio. Investments in Asset 
Backed and Mortgage Backed Securities include additional risks that investors should be aware of such as credit risk, prepayment risk, possible illiquidity and default, as 
well as increased susceptibility to adverse economic developments. Securities of small companies generally experience more volatility than mid and large sized 
companies. Although the statements of fact and data in this report have been obtained from, and are based upon, sources that are believed to be reliable, we cannot 
guarantee their accuracy, and any such information may be incomplete or condensed. Strategies discussed are subject to change at any time by the investment manager in 
its discretion due to market conditions or opportunities. The Brandes investment approach tends to result in portfolios that are materially different than their benchmarks 
with regard to characteristics such as risk, volatility, diversification, and concentration. Please note that all indices are unmanaged and are not available for direct 
investment. Past performance is not a guarantee of future results. No investment strategy can assure a profit or protect against loss. Market conditions may impact 
performance. The performance results presented were achieved in particular market conditions which may not be repeated. Moreover, the current market volatility and 
uncertain regulatory environment may have a negative impact on future performance. The margin of safety for any security is defined as the discount of its market price to 
what the firm believes is the intrinsic value of that security. The declaration and payment of shareholder dividends are solely at the discretion of the issuer and are subject 
to change at any time. 

United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th Floor, La Jolla, CA 92037. 

Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte Ltd., The Gateway West, 150 Beach Road, #35-
51, Singapore 189720. Company Registration Number 201212812M. ARBN:164 952 710. This document is for “institutional investors” or “accredited investors” as defined 
under the Securities and Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes 
only. Incorporated in Singapore in 2012, Brandes Investment Partners (Asia) Pte Ltd (Brandes Asia) provides portfolio management services to clients in Asia (as permitted 
under local law). Brandes Investment Partners, L.P., a U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and 
other support to Brandes Asia. 

Canada: FOR REGISTERED DEALERS AND THEIR REGISTERED SALESPERSONS' USE ONLY. NOT FOR DISTRIBUTION TO INVESTORS. Distributed by Brandes Investment 
Partners & Co., 6 Adelaide Street East, Suite 900, Toronto, ON, M5C 1H6. This communication is for information purposes only and should not be regarded as a sales 
communication or as advice regarding any financial product or services. 
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