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Headquartered in Hong Kong, WH Group (WHG) 
is the world's largest pork company, with leading 
market share in both China and the US, the 
top two pork-consuming countries. Via its two 
subsidiaries—China-based Henan Shuanghui 
(70% ownership) and US-based, wholly-owned 
Smithfield—WHG’s global operations processed 
49 million hogs, and sold 8.7 billion pounds of 
pork, and 7.0 billion pounds of packaged meats 
throughout Asia, Europe, and North America last 
year1. Despite WHG’s rise from a single, Chinese 
state-owned processing plant to the global 
juggernaut it is today, its stock has languished 
for the better part of the last five years, shedding 
nearly half its value. In our view, investors are 
overly fixated on the company’s Chinese domicile 
(despite most of its sales being generated 
overseas), and the temporarily underperforming 
(and far less material) commoditized piece of 
WHG’s overall business, resulting in a compelling 
valuation today.

PORK PAIN

WHG has two operating segments: Pork, which 
includes hog raising and minimally processed 
fresh pork, and Packaged Meats, which includes 
processed products like ham, sausage, and 
bacon. Packaged Meats’ performance has 
been consistently positive, whereas Pork was 
significantly loss-making in 2023, due to elevated 
raw material input costs and industry overcapacity. 

The overcapacity problem in the US pork industry 
can be traced back to mid-2018, when African swine 
fever swept through China, eliminating nearly 
half of the country’s hog population (roughly a 
quarter of the global supply). In response to the 
subsequent surge in export prices, US packers 
expanded capacity to fill the void. With China’s hog 
population having been fully restored, the US now 
has far too much capacity, suppressing prices and 
pushing the US pork industry into the red. 

1. Company filings
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THE MISCONCEPTION

The Pork segment’s underperformance in the US 
has been well-documented and is the main reason 
WHG’s stock hit an all-time low last year. But by 
placing too much emphasis on the under-earning, 
commoditized Pork business, we believe investors 
are failing to appreciate the company’s key profit 
driver: Packaged Meats. As evidenced by Exhibit 1, 
the profit differential between Pork and Packaged 
Meats is stark, with the latter constituting ~50% of 
historical group-level sales but nearly the whole of 
WHG’s operating profit, and crucially, ~90% of our 
normal earnings estimate. Put simply, we do not 
believe a roughly 10% slice of WHG’s total business 
being under temporary stress warrants a ~40% 
decline in the share price2.

2. 2019–2024
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We believe the market is overlooking Hong Kong-based WH Group’s high-cash-generating 
core business, focusing instead on far less material, and likely transitory, headwinds, 
thereby resulting in a compelling valuation.
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Exhibit 1: WHG Operating Profit by Segment
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PACKAGED MEATS: THE CROWN JEWEL

Our research on WHG’s Packaged Meats segment 
uncovered a stable business with leading brands 
and a high return on capital. We are confident that 
Packaged Meats will remain a high-quality piece 
of WHG’s business in perpetuity, but for reasons 
that differ between its two main geographies. The 
US market is mature, consolidated, and vertically 
integrated. Consequently, Smithfield’s profit 
margins closely align with those of its peers, Tyson 
and JBS, historically fluctuating within a range of 
8–11%. Smithfield’s strong pricing power serves 
as an offset to fluctuations in cost of goods sold, 
protecting margins during periods of input cost 
volatility.

China is a much more fragmented and less 
vertically integrated market. Yet, China is where 
WHG’s Packaged Meats division shines, with 
operating margins consistently exceeding 20%, 
twice that of its US operations. This performance 
places WHG in a league of its own, miles ahead of 
any Chinese peer. The drivers behind its substantial 
margin advantage include leading scale, brand 
power, expansive distribution, and continual 
innovation. Despite an already dominant 19% 
market position, more than the aggregate share 

of its closest 10 competitors, we expect WHG 
to continue taking share from smaller players, 
as the industry consolidates over time. Given 
the company’s consistent track record and the 
structural advantages underpinning it, we view 
the current level of profitability in China Packaged 
Meats as sustainable.

THE PATH TO NORMALIZATION

WHG’s Pork segment reported a $480M overall loss 
in 2023, with $624M in losses from the US alone3. 
Although the unit does not account for a significant 
portion of the company’s normal earnings power, 
even a positive inflection to above breakeven 
would provide a considerable boost to the group’s 
bottom line (and likely investor sentiment), and we 
believe that there is a clear path to normalization.

US pork’s pain largely stems from WHG’s hog 
raising operations, where profitability is a function 
of hog prices and raw material inputs, such as corn 
and soybean meal. While hog prices have not been 
particularly low, the price of feed (constituting 
more than half of pork production expenses) 
surged in 2022. As a result, the average hog farmer 
was incurring a net loss of around $32 for every 
hog sold in 20234. Given that WHG produced 15.8 
million hogs in the US last year5, it is not surprising 
to see its Pork unit post historically bad results. 

Industrywide supply has started to decline in 
response to 2023’s red ink. In addition, grain prices 
have fallen considerably in the last few months, 
and if this trend persists, hog production could 
return to profitability by the end of this year or 
the next (Exhibit 2). Longer-term, WHG expects to 
decrease its hog production to less than 10 million 
per year, reducing exposure to this volatile piece of 
the value chain.

3. Company filings
4. Nebraska Public Media
5. Company filings



HIGHLIGHTED HOLDING CONT.

3 |  Pzena First Quarter 2024  |  HIGHLIGHTED HOLDING Pzena Investment Management | 320 Park Avenue | New York, NY 10022 | www.pzena.com

Exhibit 2: Input Costs are Moderating, Supporting Pork’s Bottom Line
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Fresh pork is also depressed, albeit much less so 
than hog production, and the pain could linger 
for longer. The main players—Smithfield, JBS, 
and Tyson—appear to be engaged in a strategic 
holdout, rooted in game-theory principles. WHG’s 
Smithfield has taken the lead in announcing some 
farm/plant closures, but further action is needed, 
given the magnitude of the industry’s overcapacity. 
JBS and Tyson have thus far been slow to 
announce closures, despite negative margins in 
their pork businesses. We see this current dynamic 
as unsustainable in the longer term, as supply 
should eventually be curtailed. In the near term, 
however, the industry supply picture remains 
uncertain, with management teams hanging on to 
recovery hopes. Regardless, the major producers 
will ultimately be forced to rationalize capacity to 
improve profitability, an eventuality we believe 
investors are overlooking. 

THE CHINA DISCOUNT

WHG’s share price was hit in 2018 after China 
raised tariffs on US pork, severely limiting US 
exports and impacting about 10% of WHG’s sales. 
Investors generally favor more open trade policies 
that would enable WHG to leverage its unique 
position in the US–China pork trade market, 
where significant price variations have historically 
offered profitable arbitrage opportunities. We 

point out, however, that WHG’s US and China 
businesses today operate largely independently 
of each other, suggesting that further strains in 
US–China relations, if they were to occur, are 
unlikely to directly impact WHG’s financials. And 
despite WHG’s Hong Kong domicile, the company 
generates about two thirds of its revenue outside of 
its domestic market, rendering any material China 
discount in the stock unjustified, in our view. 

CONCLUSION

WHG represents the quintessential value stock: an 
excellent franchise in a strong competitive position 
that is experiencing temporary pain. We believe 
the current headwinds facing WHG’s commoditized 
Pork segment are overshadowing the quality of 
the Packaged Meats segment, and investors are 
overly fixated on the company’s domicile, given 
negative sentiment surrounding Chinese stocks 
today. The Pork segment will likely take some 
time to normalize, as capacity gets taken out; in 
the interim, we are perfectly content holding a 
financially strong industry leader trading at 6.3x 
our normal earnings estimate, with a 6% dividend 
yield6 that is covered entirely by the profits from 
Packaged Meats.  

6. FactSet – NTM div. yield
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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.

WH Group Ltd. was held in our Emerging Markets Focused Value, International Focused Value, and other 
strategies during the first quarter of 2024.

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 Vittoria 
& Partners LLP (FRN 709710), which is authorised and regulated by the Financial Conduct Authority (“FCA”). 
The Pzena documents have been approved by Vittoria & Partners LLP and, in the UK, are only made available to 
professional clients and eligible counterparties as defined by the FCA.

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.
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FURTHER INFORMATION

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, 2024.  All rights reserved.
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