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We are seeing a diverse sector and geographic opportunity set, ranging from 
healthcare to a European truck maker, and Japan to China.

During the second quarter, value outperformed 
growth in emerging markets but trailed in the US, 
particularly among large-cap companies.  Our 
Commentary elaborates on this dominance of a 
handful of mega-cap growth names, as well as the 
opportunity for disciplined value investors.

Looking at spreads, the cheapest quintile is trading 
at about half the universe median across the various 
geographies.

Global Valuations: Price-to-Normalized Earnings Mid-Points 
As of June 30, 2023 

Cheapest Quintile1 Universe2

Global 7.1 13.5 

US 7.4 12.8 

Europe 6.5 11.8 

Japan 6.8 13.2 

Emerging Markets 7.4 15.7 

Source: Pzena analysis 
¹The “cheapest quintile” includes the cheapest 20% of stocks based on Pzena’s 
estimates of their price-to-normal earnings valuations, measured on an equally weighted 
basis within their relative universes (as defined below). 
²Universes comprise the largest stocks by market capitalization for each region as 
follows:~2,000 largest global; ~1,000 largest US; ~750 largest European; ~750 largest 
Japanese; ~1,500 largest emerging markets.

BANKING UPDATE

Issues in the banking sector last quarter were 
resolved with depositors left whole at the troubled 
US regional banks and at Credit Suisse, in contrast to 
shareholders and bondholders. However, concerns 
about the sector's exposure to commercial real estate 
still linger, reflecting the anemic post-COVID return-
to-work patterns and the impact on office buildings. 
On average, the banks have about 2% of their loans 
in office space, with a higher proportion believed to 
be held by US regional banks. Loan-to-valuations are 
estimated to be around 60%, which should cap losses 
in the event of default. Our approach to the banks 
in portfolios is to be well diversified, favoring the 
largest, properly provisioned, "flight to safety" names 
in all regions of the world. We do hold, selectively, 
some regional banking names in our US portfolios. 
Life insurance companies' exposures to commercial 
real estate are somewhat larger through collateralized 
mortgage loans/securities. Market concerns have hit 

their share prices hard, creating opportunities. We 
have analyzed these exposures and believe there are 
several factors mitigating the downside. 

ONGOING OPPORTUNITIES IN HEALTH CARE             

Recently, we have seen more health care names 
screening in the cheapest quintile of our universes. 
Medtronic plc is the world's largest standalone 
medical devices company. Its products cover a broad 
range of therapeutic applications, from cardiovascular 
to diabetes (products and services for Type 1 and 2 
diabetes). The company came under pressure after 
experiencing low organic growth, supply chain-related 
margin erosion, and some missteps, including a lack 
of product innovation in its diabetes franchise. The 
complexity of the business has also been an issue. 
However, management's ongoing restructuring plan 
should accelerate growth and create a more resilient 
cost structure, while self-help initiatives in diabetes 
should arrest market share losses. We estimate long-
term organic revenue growth of around 4%, with the 
other three of its four main divisions—Cardiovascular, 
Medical Surgical, and Neuroscience—returning to 
pre-COVID growth levels. The shares currently trade at 
9.4x our normal earnings estimate.

CHINA

Outside of Russia, nearly every global market index 
is up from March 2020. The one notable exception 
is China, the world’s second largest economy. The 
MSCI China Index is down 2.6% on a total return 
basis (in US dollar terms) from the COVID-19 low 
more than three years ago. Meanwhile, the rest of 
the developing world is up over 86%, with the S&P 
500 having more than doubled. We recently traveled 
to China to meet with many companies and gauge 
overall sentiment. There appears to be a lack of 
Western investor interest in China, as investors have 
been mostly fixated on the CCP's regulatory agenda, 
geopolitical tensions with the West, and the nation's 
housing downturn. This has prompted them to "de-
risk" away from China-domiciled stocks. That said, 
China remains a formidable economic powerhouse 
that is fully integrated into many aspects of the global 
economic system.
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As a result, China’s weight in the MSCI Emerging 
Markets Index declined from a peak of over 40% 
to its current weight of under 30%, and the MSCI 
China Index has only been cheaper (on a price-to-
book basis) less than 2% of the time over the past 
20 years.  As the market has corrected, our China 
exposure in emerging markets portfolios increased 
from less than 20% two years ago to almost 30% 
currently.  China’s private sector has scores of quality 
businesses with massive scale, global operations, 
and leadership positions within their industries, and 
we have uncovered a number of attractively valued 
opportunities.    

COVID-reopening exposures have included Macau 
hotel and casino group Galaxy Entertainment, and 
travel group Trip.com. The selloff in property names 
gave us the opportunity to invest in one of the top-
tier names, China Overseas Land & Investment, and 
more recently, we added a pair of financials (Ping 
An Insurance and GF Securities). Other names have 
included electric appliance and air conditioning 
company Midea, global dye manufacturer Zhejiang 
Longsheng, and a leading maker of truck engines, 
Weichai Power, after changes to local emissions 
standards severely disrupted its sales pattern. 

A EUROPEAN TRUCK MAKER 

Daimler Truck was partially spun out of Mercedes–
Benz Group in December 2021. The company operates 
in five segments: Mercedes-Benz (mostly trucks 
in Europe), Trucks North America (Freightliner and 
Western Star brands), Trucks Asia (primarily in Japan 
and Indonesia, not China), Daimler Buses, and 
Financial Services. The stock has traded down due 
to both cyclical concerns and the company losing 
share in Europe due to the over-engineering of its 
trucks and offering too many models, which were not 
correctly priced. These issues are being addressed. 
If the company can return to a margin similar to the 
last five years (ex-2020), at the current low stock price, 
it trades at an 8.4x price-to-normal earnings ratio, 
presenting an attractive risk-reward skew from any 
additional margin uplift. 

JAPAN OPPORTUNITY

Minebea was Japan's first miniature ball bearing 
manufacturer. Although the business has made 
diversifying acquisitions over time, the largest and 
most significant unit in Minebea Mitsumi remains its 
high-precision ball bearings, where it has a dominant 
market share. These are used in automotive, 
aerospace, data centers, and other applications 
within motors. Management’s near-term outlook 
for the ball bearing business has slightly worsened 
due to automotive customer production delays 
and a weakening outlook for data center demand. 
Some of the COVID-related headwinds for Minebea's 
business units and their customers are now abating, 
and earnings should recover. The strength of the 
franchise here lies in the very high level of precision 
engineering of the bearings, where the cost of failure 
is disproportionate to the product cost. We see 
Minebea as a very strong franchise, trading at 8.8x 
our price-to-normal earnings estimate. 

SUMMARY

This quarter, valuation spreads have widened once 
again. As the above examples demonstrate, the 
opportunity set (and the drivers thereof) remain 
diverse in this environment, as many good franchises 
come on sale as a result of disparate challenges to 
their near-term profitability. We remain energized 
by the many attractive research projects we are 
undertaking to find excellent opportunities for our 
portfolios.
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FURTHER INFORMATION
These materials are intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment Management 
(“PIM”) as of the date hereof and are subject to change. PIM is a registered investment adviser registered with the United States Securities and 
Exchange Commission. PIM does not undertake to advise you of any changes in the views expressed herein. There is no guarantee that any 
projection, forecast, or opinion in this material will be realized. Past performance is not indicative of future results. 

All investments involve risk, including loss of principal. Investments may be in a variety of currencies and therefore changes in rates of exchange 
between currencies may cause the value of investments to decrease or increase. The price of equity securities may rise or fall because of economic 
or political changes or changes in a company’s financial condition, sometimes rapidly or unpredictably. Investments in foreign securities involve 
political, economic and currency risks, greater volatility and differences in accounting methods. These risks are greater for investments in 
Emerging Markets. Investments in small-cap or mid-cap companies involve additional risks such as limited liquidity and greater volatility than 
larger companies. PIM’s strategies emphasize a “value” style of investing, which targets undervalued companies with characteristics for improved 
valuations. This style of investing is subject to the risk that the valuations never improve or that returns on “value” securities may not move in 
tandem with the returns on other styles of investing or the stock market in general.

This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to purchase any securities or provide 
investment advisory services and should not be construed as such. The information contained herein is general in nature and does not constitute 
legal, tax, or investment advice.  PIM does not make any warranty, express or implied, as to the information’s accuracy or completeness. Prospective 
investors are encouraged to consult their own professional advisers as to the implications of making an investment in any securities or investment 
advisory services.

The specific portfolio securities discussed in this presentation are included for illustrative purposes only and were selected based on their ability 
to help you better understand our investment process. They were selected from securities in one or more of our strategies and were not selected 
based on performance. They do not represent all of the securities purchased or sold for our client accounts during any particular period, and it 
should not be assumed that investments in such securities were or will be profitable.  PIM is a discretionary investment manager and does not make 
“recommendations” to buy or sell any securities. There is no assurance that any securities discussed herein remain in our portfolios at the time you 
receive this presentation or that securities sold have not been repurchased.

The MSCI information may only be used for 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. 

For U.K. Investors Only:
This marketing communication is issued by Pzena Investment Management, Ltd. (“PIM UK”).  PIM UK is a limited company registered in England 
and Wales with registered number 09380422, and its registered office is at 34-37 Liverpool Street, London EC2M 7PP, United Kingdom. PIM UK is an 
appointed representative of Mirabella Advisers LLP, which is authorised and regulated by the Financial Conduct Authority. The Pzena documents are 
only made available to professional clients and eligible counterparties as defined by the FCA. Past performance is not indicative of future results. The 
value of your investment may go down as well as up, and you may not receive upon redemption the full amount of your original investment. The 
views and statements contained herein are those of Pzena Investment Management and are based on internal research. 

For EU Investors Only:
This marketing communication is issued by Pzena Investment Management Europe Limited (“PIM Europe”). PIM Europe (No. C457984) is authorised 
and regulated by the Central Bank of Ireland as a UCITS management company (pursuant to the European Communities (Undertakings for Collective 
Investment in Transferable Securities) Regulations, 2011, as amended).  PIM Europe is registered in Ireland with the Companies Registration Office 
(No. 699811), with its registered office at Riverside One, Sir John Rogerson’s Quay, Dublin, 2, Ireland.  Past performance is not indicative of future 
results. The value of your investment may go down as well as up, and you may not receive upon redemption the full amount of your original 
investment. The views and statements contained herein are those of Pzena Investment Management and are based on internal research.

For Australia and New Zealand Investors Only:
This document has been prepared and issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited liability company (“Pzena”). 
Pzena is regulated by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. Pzena is exempt from the 
requirement to hold an Australian financial services license in Australia in accordance with ASIC Corporations (Repeal and Transitional) Instrument 
2016/396. Pzena offers financial services in Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not intended to be 
distributed or passed on, directly or indirectly, to any other class of persons in Australia.

In New Zealand, any offer is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 
2013 (‘FMCA’). This document is not to be treated as an offer, and is not capable of acceptance by, any person in New Zealand who is not a Wholesale 
Investor.

For Jersey Investors Only:
Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the circulation of this document. 
Accordingly, the offer that is the subject of this document may only be made in Jersey where the offer is valid in the United Kingdom or Guernsey 
and is circulated in Jersey only to persons similar to those to whom, and in a manner similar to that in which, it is for the time being circulated in the 
United Kingdom, or Guernsey, as the case may be.  The directors may, but are not obliged to, apply for such consent in the future. The services and/or 
products discussed herein are only suitable for sophisticated investors who understand the risks involved. Neither Pzena Investment Management, 
Ltd. nor Pzena Investment Management, LLC nor the activities of any functionary with regard to either Pzena Investment Management, Ltd. or Pzena 
Investment Management, LLC are subject to the provisions of the Financial Services (Jersey) Law 1998.

For South African Investors Only:
Pzena Investment Management, LLC is an authorised financial services provider licensed by the South African Financial Sector Conduct Authority 
(licence nr: 49029). 

© Pzena Investment Management, LLC, 2023.  All rights reserved.


