
A painstaking 
search for 
value in Europe

In a universe of more than 3,500 European 
companies, should it be tough to find value? 

Yes, according to a leading European fund 
manager who looks after two European fund 

strategies. Because identifying companies 
that are under-valued, relatively immune to 

macro factors and that have sustainable cash 
flows is very tough. Which means that when 

found, they should be held for many years.
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Executive summary
When the markets are weak and prospects weakening, value often becomes the key focal point for many investors. But 

for value investing strategies to work, buyers must take a longer-term perspective. J O Hambro Capital Management 

(JOHCM) sent one of its leading fund managers on a roadshow to Asia to explain why the two value funds he co-manages 

have the right approach. 

Luis Fa�anas has little interest in macro factors, he has only modest interest in market vagaries. What does fascinate 

him is finding companies that combine value and sustainable, predictable cash flows. Fa�anas is co-manager of two 

funds, the JOHCM European Select Values Fund (ESV) and the JOHCM European Concentrated Value Fund (ECV). 

His roadshow was to highlight the appeals of both strategies for wealth management intermediaries and wealthy 

investors under the banner "Value has Different Faces". During his whistle-stop roadshow, Hubbis assembled a group 

of leading wealth management professionals to a private briefing in Hong Kong at which Fa�anas and colleagues 

expounded their views. 

Value, predictability, sustainability, durability and long term were all watchwords for a fascinating summary of the 

search for value and return.
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ANDREW ANG, JOHCM’S 
SINGAPORE-based 
Director of Asian Sales, 
began the private 

briefing that Hubbis had organised 
by introducing JOHCM and 
outlining how the UK-
headquartered firm manages 
around USD40 billion across a 
variety of equity strategies and a 
recently-launched multi-asset 
value strategy. 
 “We are performance-driven, 
aiming to deliver sustainable alpha 
to our investors,” he explained. 
“We run capacity-constrained 
funds, and the two funds we are 
here today to highlight are our two 
most successful offerings here in 
Asia. Both portfolios adopt the 
same philosophy, same process, 
and same team, just have a 
different focus, with ESV multi-cap 
and ECV large cap.”

 Fañanas took the floor, explaining 
that he and co-manager Robrecht 
Wouters look after both strategies. 
He noted that ESV is soft closed in 
order to try to protect performance, 
while ECV, which typically covers 
large-cap stocks of more than EUR5 
billion market cap, is not.

Value? Remember that 
word?
 “As a short background into our 
style, our approach, I want to 
comment that people tend to 
believe that when you are a value 
investor you only buy companies 
selling at low multiples,” he 
reported. “But that is not true for 
us. We focus on and we buy when 
there is a significant mismatch 
between price and value, which 
can mean that sometimes we buy 
high-multiple stocks. Why? 
Because we focus on companies 

with a high degree of predictability 
as that is where you reduce the risk 
of being wrong in your research.”
 He cited the example of 
Heineken. “We do not know what 
growth Heineken will register over 
the next few years, but we do know 
that if it is not 3%, it is going to 5%, 
or might be 2%. However, if you 
buy an autos producer, VW Group, 
for example, we have to call the 
cycle and we don't like playing that 
game."
 On the other hand, this does not 
mean that the funds shun cyclical 
names.  "We own some cyclical 
stocks,” he continued, “but only 
when there might be a special 
situation, for example, a 
restructuring, or where there is a 
spin-off coming through and their 
value is not recognised by the 
market. For example, we own 
ThyssenKrupp, but this is because 
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of restructuring under a new 
management, not because of 
any call we make on their 
industry cycle.”

Predictability and value – 
tough to find 
Fañanas referred to a graphic from 
his presentation which showed 
what constitutes good value for 
ESV and ECV. “We believe you 
must look to the return on capital 
of the business,” he explained. 
“You have to look how predictable 
the business is. We invest below 
the ‘red line' I am highlighting, 
either in the quality area, in the 
high growth and high return, or in 
the classic value. We can buy 
companies at high returns, or 
companies at lower returns but 
which are cheap, not only low 
multiples, not only high return 
companies. If you have a company 

that can reinvest at rates of 25% 
return on invested capital (ROIC) 
then you can buy at high multiples 
because the net present value 
(NPV) is very high.”
 Fañanas then pointed to 
Heineken, where cash flow is 
ex-growth but where the multiples 
are high. "The key here," he 
explained, "is that we understand 
what capex they invest for growth 
and how much is to maintain the 
current capacity. Heineken is 
investing EUR645 million to 
maintain the current footprint and 
EUR1.4 billion for growth; this 
means the EUR2.1 billion of free 
cash flow is actually EUR3.4 billion, 
so the multiple is only 13 times 
rather than the optical 22 times. 
This is the sort of exercise we make 
in every single company we select. 
Heineken is a company making an 
almost 30% return and selling at 

around 13x cash flow, therefore it 
represents value for us.”

JOHCM’s top 10
Fañanas then referred the guests to 
the top 10 positions of the two 
strategies. “We are a two-person 
team, we only invest in 40 to 45 
companies in total, we do all our 
valuations ourselves. We have a lot 
of stocks which are very contrarian 
and that is because we focus on 
aspects that a lot of people don’t 
focus on. Our main screening 
starting point is the worst 
performing stocks.”
 He explained that there is one 
key commonality in the top 10 
positions – very few of them are 
exposed to macro factors. “They 
are companies which normally are 
very large, very well known, 
numbers one, two or three in their 
industries, very stable revenues, 
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often a subscription business base, 
high visibility.”
 He highlighted Rolls-Royce as 
seemingly a departure from that. 
“But what we look at here is not 
the cycle, but that when they sell 
engines, they sell with a 20 to 
25-year service contract.  Wärtsilä 
is a Finnish company that supplies 
equipment for the shipping 
industry, ergo it should be super 
cyclical but about 75% roughly of 
their operating income and of the 
cash flow is driven by the services 
they charge for maintaining the 
installed based. Their cash flow 
profile has little sensitivity to the 
macro dynamics.”

ECB’s manipulative 
behaviour
“In Europe,” he explained, “as 
everywhere in recent years, there 

has been manipulation of interest 
rates. The visible cash flow has 
gone looking for yield, for a visible 
dividend. Accordingly, the quality 
businesses in Europe have gone 
through the roof, so we have rather 
been forced to sell those types of 
businesses. On the contrary, we 
have been finding a mismatch of 
price versus value in the lower 
quality businesses, that is why 
today the portfolio is mixed, 
50-50.” He was quick to note that
this does not mean the portfolio is
weaker, it is simply different.

He then shifted attention to 
the differences in approach 
between ESV and ECV. “We have 
soft-closed the ESV strategy 
where we have all sort of cap size 
stocks. The small caps are much 
higher risk investments, so we 
demand higher returns; if they 

make one bad acquisition that 
can majorly derail them. But if a 
big cap does so, it is unlikely to 
have such a dramatic impact, so 
we demand lower returns.”

The not very active ‘active’ 
managers
“We focus on the longer term,” he 
then explained. “We normally 
buy only two or three stocks each 
year and we hold over years on 
average. We are very exhaustive 
with our deep research; it takes 
time for us to make a decision. 
The longer the stock is in the 
portfolio the better their 
contribution, the better the 
result. Some stocks have been in 
from the inception. We don’t sell 
such stocks because the 
companies have their own life, 
things change, things sometimes 
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improve, sometimes get wrong, 
but we still bet on them. We are 
not traders of stocks, although we 
can adjust positions sometimes.”
 He gave the example of Wolters 
Kluwer, a European professional 
information publisher supplying 
to lawyers, accountants, the 
medical fraternity, compliance 
departments, and doing so for 
subscription fees largely. “It had 
been in our top position for a long 
time, but while it remains in the 
portfolio it is not now a top stock. 
Why? Because we deem the 
upside to no longer be the 30% to 
40% we require. If nothing 
changes, the valuation of our 
stocks should increase every year 
by around 9%, but Wolters 
Kluwer has dropped to below 20% 
upside, so we are very tough in 
our decisions. That is why it has 
been downscaled in importance.”

Sidestepping the macro 
factors
Fañanas noted that there are 25 
stocks in the ECV portfolio of large 
caps. “All of them are global. We 
incorporate macro in our 
selections, but we do not make 
calls on cycles and we have little 
sensitivity or exposure to the 
macro dynamics. For example, we 
don’t have German autos, we don’t 
have auto suppliers, we don’t have 
industrials or that type. We avoid 
the cyclical, especially at current 
times after a few booming years."
 On the other hand, Fañanas 
explained that they have 
significant exposure to the US 
dollar and of course the fund’s base 
currency, the euro. “What we do 
not like is exposure to emerging 
market currencies. We do not like 
exposure to those politics, inflation 
potential, and their currencies tend 

to depreciate over time against the 
dollar and the euro. If we are 
exposed to any such companies’ 
emerging markets exposure, we 
apply a higher beta, and we explain 
to the management of the 
companies why they should not 
increase exposure in those 
countries and even why they 
should think about exiting those 
countries. Think about Russia and 
Turkey for evidence of the risks of 
weakening currencies.”
 When quizzed which countries 
he refers to as emerging markets, 
Fañanas quickly noted that China 
is not considered in that category. 
“We consider the renminbi a 
strong currency, but my wider 
point is that we avoid major 
exposures to emerging market 
currencies, even ones such as 
India where the currency has 
performed okay against the euro. 
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We try to simplify things.”
 Fañanas also noted that Europe 
has a universe of roughly 3,000-
3,500 companies to consider, so 
finding 25 to 30 companies which 
are cheap is their mission. “We 
always try to be fully invested,” 
he reported. “We have been 
running at less than 6% cash and 
generally 2% to 5%.”

Favoured sectors and those 
to avoid 
Fañanas also highlighted some of 
the key sectors the funds invest in, 
noting that weightings for both 
strategies are far in excess of the 
benchmarks for consumer 
discretionary, consumer staples, IT 
and materials, whereas there is 
zero exposure to financials and 
utilities, while telecommunications 
and healthcare are also downsized 

relative to the index.
 When asked about Brexit, or 
the possibility of Italy leaving the 
euro, Fañanas explained again 
that macro factors are not a 
priority, far from it in fact. 
Nevertheless, he also noted that 
there is only one small-cap Italian 
stock in the strategies. 
 He also noted that Swiss 
companies are amongst the 
highest quality available but do 
not come cheap, so there is also 
only one Swiss stock in the two 
strategies. "Givaudan,” he 
explained, “is the largest global 
supplier of aromatics, of 
flavours for the food industry, 
for the cosmetic industry. They 
provide critical inputs which are 
very low cost, but very 
expensive to buy. This is the 
type of company we love.”

 Fañanas explained that what 
worries him more than Brexit, or 
Italy or other major events and 
potential turning points, is access 
to such cheap capital. “We worry 
more about the manipulation of 
interest rates in general,” he 
remarked. “German companies 
that get access to funding at 
completely ridiculous levels, for 
example, issuing bonds at 1% and 
with five times leverage while 
losing money. That does worry us.”
 He also pointed to the European 
Central Bank’s reduced bond 
purchases during October. “Ten-
year bond yields are, of course, 
rising, exacerbated by the reduced 
central bank purchases,” he 
explained. “Is that going to affect 
our performance? Yes, the main 
concern is this ongoing 
manipulation of interest rates, 
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Robrecht Wouters, Senior Fund Manager for both strategies, has 28 
years' industry experience and joined JOHCM in September 2003. Prior 
to joining JOHCM, Wouters had a career in equity research at leading 
UK, US and European firms. He holds a Master's Degree in Applied Eco-
nomics from the University of Leuven in Belgium.

Luis Fa�anas, Fund Manager of the two strategies, has more than 23 
years' experience. He joined JOHCM in March 2015 from T Rowe Price 
International, where he was a Senior Buy-Side Analyst and member of 
the Investment Committee for the Global Small-Mid Cap team, with the 
main focus on Europe. From April 2004 to July 2012, Luis was a Sell-Side 
Equity Analyst at Deutsche Bank in Madrid and later London, becoming 
a Research Director for the European Small Caps in 2010. 

Meet the Managers

because there is no European 
economy that could survive with 
interest rates of 300 basis points 
above current levels. Perhaps 
Germany could survive as it has a 

fiscal surplus and a low level of 
debt, but Italy, France, UK, Spain, 
the other major economies, they 
could not. For those countries, debt 
to GDP is already around/above 

100% and servicing debt is already 
2% to 3% of GDP, so if the cost of 
debt doubles, it is trouble.”

Monsters in the banks’ 
cellars 
This brought a guest to question 
the antipathy to banks. “I know 
the banks well, I used to work for 
Deutsche Bank, for example, for 
eight years. My view is that there 
is no stable outlook for bank cash 
flows. Secondly, their balance 
sheets are exposed – for example, 
they have far too much sovereign 
debt. However, they have large 
index weightings, so people invest 
in them; we nevertheless have 
zero exposure whereas financials 
represent 22% of the MSCI Europe 
index. Of course, they have 
performed at times. For example, 
the index went up nearly 100% in 
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2016, but we were not in there. We 
do not look at short-term plays." 
 He also noted that technology is 
limited in Europe in terms of the 
numbers of companies in the 
sector. “If you think about 
technology, Asia and US are the 
winners, while here in Europe we 
only really have SAP and ASML.”

Timing is (not) everything
The discussion closed with a 
guest pressing Fañanas on the 
outlook for equities. “They have 
performed long term and they 
will perform long term in the 
future,” he said. “We own some 
small-cap stocks in Europe that 
we believe will triple. And 

amongst large caps, we think 
stocks like ThyssenKrupp has a 
more than 60% upside. And my 
final message is to not worry too 
much about the timing, as 
whenever we try to time 
something we are usually very 
wrong, very wrong indeed. Ignore 
timing and focus on what you are 
buying and why." 

Past performance is no guarantee 
of future performance. The value of 
an investment and the income from 
it can fall as well as rise as a result 
of market and currency fluctuations 
and you may not get back the 

amount originally invested. The 
information contained herein 
including any expression of opinion 
is for information purposes only 
and is given on the understanding 
that it is not a recommendation. 
Issued and approved in the UK by 
J O Hambro Capital Management 
Limited, which is authorised and 
regulated by the Financial Conduct 
Authority. JOHCM® is a registered 
trademark of J O Hambro Capital 
Management Ltd. J O Hambro® is a 
registered trademark of Barnham 
Broom Holdings Ltd. Registered in 
England and Wales under No: 
2176004. Registered address: 
Ground Floor, Ryder Court, 14 
Ryder Street, London SW1Y 6QB.
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