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Value investors don’t have it easy. When «hot» topics – such as

Artificial Intelligence – dominate financial markets, valuations

matter little in the eyes of many investors. But this can be

deceptive: in the long run, the valuation at the time of purchase

is one of the most important determinants of investment

performance.

The managers of the long-established New York value boutique

Tweedy, Browne remain unfazed by temporary market trends,

patiently searching for companies whose stocks are overlooked

and are trading below their intrinsic value. For example, they

invested in European defense companies Rheinmetall and

Safran long before the war in Ukraine, at a time when many

investors had little interest in these stocks.

«As Value Investors, We Find Better Opportunities

Outside the US»

Thomas Shrager and Jay Hill, partners at New York-based

value boutique Tweedy, Browne, share their investment

ideas and explain what they like about stocks such as

Roche, Nestlé, Rheinmetall, Fresenius, and Berkshire

Hathaway.
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In an in-depth interview with The Market NZZ, Tweedy

managers Thomas Shrager and Jay Hill share their assessment of

the current market environment and explain where they are

currently finding the most attractive investments.

What do you make of today’s market environment?

Jay Hill: The most important insight, in my view, is that

stocks outside the United States are dramatically cheaper.

We see the best value opportunities outside the US. Funny

enough, when we talk to European investors, they still

prefer to own US stocks, because the US stock market has

outperformed for so long. But the story of American

exceptionalism over the past few years, especially since

2021, was in part driven by an unsustainable fiscal policy.

Between 2021 and 2024, the US has run average budget

deficits of around 8% of GDP. This has helped drive faster

«Nestlé needs to get more focused on the growth areas and be quicker in

dealing with the business areas that are challenged like the water

business or the healthcare business»: Thomas Shrager.
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GDP and earnings growth in America. But this magnitude

of fiscal stimulus is unsustainable. As value investors, we

are quite happy buying outside the US.

Where in particular do you find good opportunities?

Hill: In my opinion, the most attractive Western stock

market is the UK. In the UK, the average price to earnings

ratio is 13, versus almost 24 in the US. In 46 of the last 47

months, UK equity funds have seen outflows, which means

there has been a lot of forced selling. The UK is the mirror

image of the US. Where are you more likely to find a

bargain: In the US, where persistent passive inflows push

valuations higher and higher? Or in the UK, with forced

selling month after month? I’ll go for the latter.

The valuation gap between the US and Europe has been a fact

for years. Why can’t it continue?

Hill: US equities, trading at 24 times earnings, are priced

for perfection. Today, we have a president who is

constantly changing his mind, which creates uncertainty.

It’s highly unlikely that we will get a perfect outcome for

the US economy. When stocks are priced for perfection,

they can fall materially on any negative news.

Thomas Shrager: If you buy stocks at a P/E of 24, then go to

a remote island and come back after ten years, at best you’ll

be breakeven. The price you pay matters for your

performance in the long term. The budget deficit in the US

is unsustainable, bond vigilantes are back, interest rates are

rising. Economic growth is not going to be great with
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tariffs, even if it’s ‹only› 10% base tariffs. That’s a universal

tax increase. As Jay has said, one important reason for

American exceptionalism has been irresponsible fiscal

policy. It will have to reverse, the math just doesn’t work. I

don’t know when, but given all this, equity valuations in

the US are too high. In Europe, on the other hand, we will

see more fiscal stimulus going forward. On a relative basis,

you are looking at Europe and Japan being undervalued,

with some fiscal tailwind, while the US is overvalued, with

a fiscal headwind.

Again, most of the arguments you make could also have been

made three or five years ago. What’s the catalyst that will change

this picture?

Shrager: I don’t know what the catalyst will be or when it

will strike, but what I do know: When interest rates went

up in 2022, there was a big correction. So rising interest

rates could be one catalyst. Nobody knows when the

vigilantes will go after the bond market and demand

higher interest rates. Another topic: Tech companies are

investing hundreds of billions of dollars into AI and

computing capacity. It is unclear what the returns will be

from that investment. So a second catalyst could be

fundamentals, when investors realize that AI investment is

not bearing fruit. Maybe it will work, I don’t know.

You hold several pharmaceutical stocks in your investment

portfolios. Roche and Novartis are among your largest positions.

They suffer from the uncertainty that president Trump is

causing for the healthcare sector. How do you deal with this

uncertainty?
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Shrager: Trump is attacking many industries. Is he going to

succeed? I don’t know. But when you as an investor are

faced with political uncertainty, you have to go back to the

fundamentals. These companies have good pipelines, they

have drugs that offer significant advantages. I don’t see

them suffering much from tariffs in the mid to longer term,

as they can produce in America. Novartis and Roche have

significant production facilities in the US, they own FDA

approved sites, which means they can adjust, expand and

produce more. The biggest risk is if Trump would succeed

in imposing international pricing on pharmaceuticals in

the US. But I don’t think this will happen. There are too

many vested interests against him.

You have been critical of Roche's management in the past.

What’s your assessment of the new CEO, Thomas Schinecker?

Shrager: I am very happy with how Roche is managed now.

In the past, they have rushed things too much, and they

missed tremendous opportunities because of that. The new

management is aware of that, and I think they are doing a

better job. Schinecker is going in the right direction, I’m

happy about that.

The stock price is hardly moving, though.

Shrager: Give it some time. The most important question is

if their drug pipeline will generate future growth. The

answer is yes. There is optimism around their obesity

strategy. If their pipeline turns out the way I think it will,

Roche will have a highly differentiated drug. Most

Ozempics of the world make you lose weight, but they also

make you lose muscle mass. That is very bad. The drugs
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that Roche is working on in this space are trying to

minimize the amount of muscle loss. This is important.

Over the next few years, we’ll see revenue growth in mid-

single digits and higher EBIT growth from Roche.

Were you tempted to buy Novo Nordisk when they stumbled in

the past few months?

Shrager: No. Novo never got cheap enough. Right now, they

are being outcompeted by Eli Lilly in the field of GLP-1

weight loss drugs.

Another healthcare company that you’ve held for many years is

Germany’s Fresenius. They have stumbled badly, but their

turnaround now seems to be gaining traction. Are you happy

with what you see?

Shrager: If I had a wish, I'd say they should completely get

rid of their ownership stake in Fresenius Medical Care. But

I’m realistic: The controlling shareholders of Fresenius

don’t want to do that yet. What I can say is that the new

CEO, Michael Sen, has truly been a breath of fresh air. He

is managing the company very well. Fresenius has invested

in capabilities to produce biosimilars. That business

initially required a lot of money. But they have been

successful. Now they are approved to produce a biosimilar

for Humira, an antirheumatic which is one of the best-

selling drugs ever. So their main business line, Fresenius

Kabi, is turning around nicely. Their hospital business is

doing okay. The main problem remains FMC: It is not yet

fully clear, but GLP-1 drugs have an effect on kidney

health, which means less growth in demand for dialysis

services than in the past. At some point, maybe the
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controlling shareholders of Fresenius will approve a full

separation. Today, the stock is fairly valued. It’s one

example where management can make a big difference.

The largest position in your International Value Fund is Nestlé.

Their stock price has suffered badly, and they fired their CEO

last year. What now?

Shrager: We should have this conversation a year from now.

The initial signs are very good. The new CEO, Laurent

Freixe, is a Nestlé insider, he has had broad exposure, he

knows the company very well. He says the right things.

Nestlé is a super tanker, but also very innovative for its

size. Mr. Freixe needs to get more focused on the growth

areas and be quicker in dealing with the business areas that

are challenged like the water business or the healthcare

business if profitability cannot be improved. He should sell

them off or move them into a joint venture. So let’s see

twelve months from now. In the meantime, Nestlé pays a

3.6% dividend yield. We are willing to wait, because there

is an underlying strength in this company. Everything that

ails them is entirely fixable.

What stocks did you buy lately?

Hill: A great value stock today is Johnson Service Group.

Based in the UK, the company's market cap is around £600

million. It is in the industrial laundry business for

employee uniforms as well as for hotels and restaurants. In

the US, there are three big players: Cintas, UniFirst, and

Vestis, formerly known as Aramark. We have a track record

of successfully investing in this industry over the past

twenty years. Cintas has been one of the best performing
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stocks in the S&P 500 for the past two decades. In our

view, Johnson Service Group is the Cintas equivalent of

the UK. But Cintas trades at a P/E of 50, while Johnson

Service Group trades at a P/E of 12. Today, Johnson trades

at an EV to EBITA multiple of 9. Comparable M&A deals

for similar companies in Europe were valued at an average

of 15 times EV to EBITA. At the current stock price of

£1.47, we believe Johnson Service Group trades at around

70% of its intrinsic value. It has a strong balance sheet and

in recent years, insiders, including the CEO, have

purchased shares in the open market. That’s a good sign.

CEO Peter Egan is one of the most passionate and

informed CEOs I have ever met.

What’s the competitive

landscape?

Hill: Johnson has 45%

market share in the

workwear segment in

the UK. There is one

primary workwear

competitor, Elis,

which is listed in

France. As a public company, Elis is rational in terms of

pricing competition. The workwear segment is a duopoly

where Johnson and Elis control over 80% of the UK

market. Johnson Service Group’s workwear business has

36,000 customers under multi-year contracts with 93%

customer renewal rates. In the UK hotel linen laundry

business, Johnson has 25% market share. Obviously, clean

linens are an essential service for any hotel, and most UK

hotels lack on-site laundry capabilities.

«Berkshire Hathaway has had a

great run, but the stock is more

fully valued now»: Jay Hill.
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Why is the stock trading so cheaply?

Hill: Prior to the Covid pandemic, Johnson earned EBITA

margins of 14% to 15%. Margins collapsed during Covid, as

hotels in the UK were essentially closed for two years.

Since the end of the pandemic, margins have only

recovered to around 12%. The primary reason margins

have not fully recovered is higher energy costs in the UK

due to the Ukraine war, particularly natural gas prices. But

with energy costs now set to decline due to forward

hedging contracts, it is highly likely that margins will

expand in 2025 and 2026. The Board of Directors has

committed to returning to a 14% EBITA margin by 2026.

The leadership of JSG is clearly committed to reaching this

target. In addition to margin expansion, Johnson is

intelligently allocating capital to share repurchases while

the stock remains cheaply valued. In fiscal 2025, Johnson is

on track to repurchase over 5% of the shares. We love

businesses that intelligently repurchase their shares when

they’re cheap. That, in effect, results in a transfer of wealth

from selling shareholders to remaining shareholders.

Why do you prefer stock buybacks to dividends?

Hill: Ignoring taxes, if we as shareholders are paid one

dollar in dividends, we receive one dollar of value. But if a

company repurchases its shares at a discount to intrinsic

value, one dollar of share repurchase translates into more

than one dollar of value for remaining shareholders. The

key is repurchasing shares when they are trading at a large

discount to a conservative estimate of intrinsic value.

What else did you buy lately?
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Hill: Winpak, a Canadian plastic food packaging company.

It's trading at a large discount to where similar businesses

have been acquired in recent transactions. Winpak has net

cash on their balance sheet that equals 20% of the market

cap. It's another example of a company with significant

insider buying over the last several years and of

thoughtfully returning money to shareholders in the form

of material repurchases. The company bought back 5% of

their outstanding shares last year, and it is likely they’ll buy

back another 5% this year if the shares remain well below

the Board’s estimate of private market value.

Shrager: I’ll chip in another name: Hana Financial Group, a

Korean bank. We bought it at around 20% of book value,

now it trades at around 50% of book. Their dividend yield

is 7%, the stock trades at a P/E of around 7. Four years ago,

their return on equity was around 4%, now it’s 8%. They

are moving in the right direction, and I see them reaching

an RoE of 10% in the next few years. At this level, their

shares should trade around book value. I’m sure you have

heard that companies in Japan are being pushed by the

government to improve their shareholder value. As we

have this constant competition between Korea and Japan,

Korean companies are now also pushed to become more

responsive to shareholders.

One more idea?

Shrager: Prudential, a London based insurance company.

They used to be global, but they sold much of their

business and have essentially become an Asian life and

health insurance company. To me, Prudential offers a hedge

if China is going to continue to do badly economically.
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Chinese citizens are allowed to take $50,000 out of the

country per year, so they go to Hong Kong and buy dollar-

based life insurance policies. And they also buy health

insurance, because health provision in Hong Kong is better

than in Mainland China. Hong Kong and Singapore are

around 50% of the business of Prudential. The rest is in

countries like Malaysia, Indonesia, and Thailand. People in

Asia are generally underinsured. There is big growth

potential from a growing middle class. The management of

Prudential is very focused on shareholder value. They exit

businesses where they don’t get proper returns. I like that.

This is another example where insiders have purchased

shares recently.

Did you find anything lately in Switzerland or Germany?

Shrager: We are in the process of buying shares of a small

Swiss company. But I can’t name it because we are still

buying and it has not yet been disclosed.

You have been holding Rheinmetall and Safran in your funds for

many years. Both stocks have shown a stellar performance lately

because of their defense business. How do you deal with this as

a value manager?

Shrager: We bought Rheinmetall before the war in Ukraine.

Rheinmetall consisted of an automotive business and a

valuable defense business, but the stock market valued the

company like a pure play low-multiple automotive supplier.

Over the past couple of years, as the stock price has gone

through the roof, we have trimmed our position.
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Isn’t it just wildly overvalued?

Hill: The problem is that you could have said that at any

time over the past three years. As long as the world is

unsettled, and as long as the consensus holds that Europe

has to invest more in defense, they will have a long runway

for growth in the coming years. Arsenals of weapons are

so low, there will need to be a catch-up for the last 30 years

of not spending enough. But you are right, it’s an expensive

stock, so we are constantly trimming it.

Does that apply to Safran as well?

Hill: Safran is a very high-quality company, with about

20% of its revenues from military applications – think

engines for Rafale fighter jets, helicopters and missiles. But

the big driver of their business is maintenance for A-320

and B-737 engines. As you know, Airbus and Boeing are

currently experiencing supply chain problems, they can’t

produce new planes fast enough. This means that the

existing fleet of airplanes has to fly longer, which means

more maintenance. Boeing and Airbus want to sell more

new planes, but Safran and GE Aerospace want existing

planes to fly longer, which creates more shop visits.

Safran’s management has a history of underpromising and

overdelivering 0n their financial targets. We like that. But

the stock trades somewhat in excess of its intrinsic value,

so we are trimming our position.

Berkshire Hathaway is still a sizeable position in your funds.

The stock is down around 10% since early May, when Warren

Buffett announced his retirement. Can Berkshire keep its

magic?
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Hill: Berkshire has had a great run, but the stock is more

fully valued now. Don’t take my word, take Warren’s word:

The company has not been buying back any shares lately.

They have been very clear in the past that when the stock

trades at a discount, they will buy it back. But they are not

currently repurchasing shares, which is sensible if the

stock is more or less fully valued. So they sit on a huge and

growing cash position. Buffett said at the recent AGM that

the US is operating with an unsustainable amount of debt.

This will end at some point, potentially in a crisis. He said

he doesn’t know if a month from now or five years from

now, but there will be a point where there will be panic in

financial markets. And then, Berkshire will be ready.

They’ll have the desire and money to invest. If there is a

crisis, who will be in a better position to capitalize on that?

Greg Abel, the future CEO, is a very good businessman and

a very capable capital allocator. Ted Weschler and Todd

Combs, the two investment managers, are also very good.

Shrager: Plus, Buffett is still around as Chairman. Is he

going to be involved in all the details? Probably not, but I

would guess over the past couple of years he has already

slowly moved away from day to day operations. Today, we

see Berkshire as a better than average index fund with a

$350 billion cash pile. We are trimming our position a bit,

but we’re not going to get out.
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Stocks have recovered rapidly since the April lows. Dan

Niles thinks it’s time to reduce risk. The astute tech-

investor believes that the strength of the US economy is

being overestimated. He shares his views on the prospects

of the biggest tech heavyweights and explains why he

thinks an outsider bet provides the best opportunities.

Europe’s economies have benefited from globalization. Now

they – especially Germany – must adapt to a new world

order. To avoid becoming a shock absorber between the U.S.

and China, Europe must act decisively.

INTERVIEW

«I’m Wary of a Significant Sell-off Towards the End of the

Year»

Christoph Gisiger  18.06.2025

The Role of Europe in a Changing Global Trade Order

Michael Pettis  14.05.2025
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Bryan Whalen, Chief Investment Officer at bond giant TCW,

warns that the markets are underestimating the risk of a

recession. He talks about the recent turmoil in US

government bonds, the consequences of tariffs, and the

delicate situation of the Federal Reserve. This is his

strategy for navigating an economic downturn.

Financial markets are experiencing significant turmoil.

Marc Chandler, chief strategist at Bannockburn Capital

Markets, shares his insights on the dollar’s weakness, the

Swiss franc’s surge, and the U.S. administration’s efforts

to reshape the global trade landscape under President

Trump.

INTERVIEW

«The Fed Will Have to Move Sooner Than the Market

Expects»

Christoph Gisiger  01.05.2025

INTERVIEW

«The Big Dollar Super-Cycle Is Coming to an End»

Christoph Gisiger  14.04.2025
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