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TWST: What is your near-term outlook in regard to the 

Hennessy Japan Fund and also the overall Japanese stock market as 
far as the impact of the coronavirus?

Mr. Takeda: My assessment of the situation right now is 
that the country is managing the crisis fairly well. Japan is in a state 
of national emergency, but the government has not required stringent 
lockdowns or anything of that sort. Despite that, if you look at the 
numbers, there has been a little over 16,000 people infected, with 
deaths at over 600. For reference, Japan has about one-third of the 
U.S. population. By looking at those numbers, you can say that the 
situation is not as dire in our country, although many of the infected 
may be under the radar.

Japan has been very much resistant to the virus spread due to 
our comfort with wearing masks. We also take a bow versus shaking 
hands or exchanging light kisses. Social distance is embedded in the 
Japanese culture. These cultural habits have contributed to the muting of 
the effect overall that already has started to flatten.

The virus cases had only started to reveal themselves in late 
March to early April. In March, on a daily basis, we had about 50 to 
70 new cases, and then, it spiked to 700 cases in mid-April, and since 
then, the rate has been slowing. As of yesterday, new reported cases 
were something like less than 100. The curve is definitely flattening.

In terms of overall damage to the economy, it is really 
anybody’s guess. It is just way too early to make a final assessment of the 
situation. There are some economic indicators like the March 
unemployment rate, which was only 2.5%, but that’s March, and as I said, 
case numbers only started to rise in late March or early April, so the 
number does not really capture the influx of new cases.

More importantly, and again culturally, labor practice in 
Japan is such that Japanese companies operate based upon lifetime 
employment with very low staff turnover. That is pretty much the 
norm among the Japanese companies. So that also helps people from 
losing their jobs.

Now, a lot of businesses are still shut down. But it’s no different 
than other countries around the world. How quickly things will return to 
normal, it is very hard to say, but at least from a health crisis standpoint, 
we are managing the situation quite well.

TWST: Could you go over your fund in terms of the total 
assets at the present time as well as the number of holdings? 

Mr. Takeda: For background, I work for SPARX Asset 
Management, which is the sub-advisor to the Hennessy Japan Fund. I 
manage this Fund, which is a long-only, Japan-focused investment 
strategy. 

In the Hennessy Japan Fund, we have 23 holdings right now. 
We focus on high-quality companies in Japan that have high returns on 
capital and above-average long-term earnings growth and strong cash 
flow. We run a concentrated portfolio with an annualized turnover, on 
average, of about 10%.

TWST: What are the criteria that you use to sell?
Mr. Takeda: When I sell a stock, the stock is in one of the 

following situations. One is valuation. If a stock goes up a lot, past its 
intrinsic value by more than 30%, I sell. I am referring to the estimating 
of the intrinsic valuable business, as in simple DCF — discounted cash 
flow. So valuation is one key consideration.

The second point is, if I spot a sea change in the business model 
or competitive landscape, meaning I think that the company’s model is 
starting to erode, then I have to change my view on the spend and act 
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accordingly. Number three, if I find a better investment opportunity 
outside the portfolio, and the fund is fully invested, then I will find space 
in the portfolio for the new stock.

TWST: What do the current 
sector weightings reflect about the 
fund and the Japanese economy? 
What might that say about the 
fundamentals in that sector in Japan?

Mr. Takeda: Our sector 
weightings are relatively consistent 
over many years. In terms of the sector 
allocation of the fund, we do not take 
any top-down approach. We pick 
stocks one by one, but if you look at 
the sector allocation, traditionally, the 
fund has always been meaningfully 
exposed to consumer staples or 
consumer discretionary.

The second-largest exposure is 
in industrials, or what you might call 
economically sensitive cyclicals. In this 
case, we focus on high-quality Japanese 
industrials with strong balance sheets 
and strong moats. We are not looking for 
cyclicals with no growth; we are looking 
for areas like factory automation, for 
example, where Japan has a substantial 
lead over other global players.

Japan is still a country with craftsmanship. While we do not 
have the likes of Google (NASDAQ:GOOG) or Facebook 
(NASDAQ:FB) or Amazon (NASDAQ:AMZN), as in the super big 
internet companies, so we don’t have as many investable names in Japan, 
but we do have very strong industrial companies that are very good, 
globally competitive, boast high returns on capital. Whether it is factory 
automation or air conditioner manufacturers or machinery parts makers, 
we have very attractive investment opportunities here in Japan.

So again, there are not many internet-oriented tech names 
within the large-cap space in Japan, but we can find technological 
elements among some of the industrial players we invest in. Factory 
automation is one good example.

TWST: Can you discuss some of your top 10 holdings and 
why they were selected?

Mr. Takeda: Before getting into individual names, I have 
investment criteria that highlight the kind of investments we want to 
make: companies with long-term track records, a proven, time-tested 
business model, with global market growth potential and higher returns 

on equity, as well as sustainable growth and strong management. Based 
on these criteria, we pick stocks one by one.

One is Shimano (OTCMKTS:SMNNY), which is a high-end 
bicycle parts manufacturer. They have 
over 70% of the global market share. 
Consumers around the world who have a 
bicycle often specifically ask for 
Shimano parts to be mounted on their 
bikes. The company has dominant 
market share among top racers that 
compete in global bicycle events, like 
Tour de France, and that kind of 
professional endorsement extends to the 
consumers.

Because of this brand 
recognition and a long-term track record, 
they have boasted high margins and high 
return on capital, have a strong balance 
sheet and represent an ample growth 
opportunity. The bicycle industry should 
continue to grow on the back of rising 
health and wellness, as people want to 
stay fit, especially in this environment 
where people who have been locked 
down for quite some time and feel the 
need for cycling.

The company has a big 
presence in Europe and also in the 

U.S. and Japan. Shimano has been a dominant player in this 
industry for over half a century. We like that kind of track record. 
We look at the track record of the business, and we analyze the 
present environment and ask, “Is there any rising threat or any 
change in competitive landscape?” Then, if we look ahead to the 
future and there is a predictable growth path and those questions 
are answered yes, then we invest. Shimano is a pretty simple 
investment case, I would say.

Keyence (OTCMKTS:KYCCF) is another name that I would 
highlight. Keyence is a factory automation sensor developer. Japan has 
been known as a global leader in this space because of our historical 
experience of rising labor costs since the 1960s and 1970s. That is why 
we have strong robot makers as well as factory automation sector 
companies, and Keyence is at the forefront.

The business is more about the consulting service. They 
provide cost-saving solutions to factory managers. Their historical 
operating margin is 50%, and that’s one of the highest-operating-margin 
companies in Japan.

“I have investment criteria that highlight the kind of investments we want to 
make: companies with long-term track records, a proven, time-tested business 
model, with global market growth potential and higher returns on equity, as 
well as sustainable growth and strong management. Based on these criteria, 
we pick stocks one by one.”
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Going forward, the world needs productivity and to eliminate 
human infection sites. The company has not only been doing 
phenomenally well up until now, but also, going forward, there has been 
a lot of demand for services and supplies. Factory automation is one area 
that we are excited about, and it is an industrial that provides a 
knowledge-based service as well as software. We consider this as more 
of a high-tech play.

On the consumer side, if I may continue, we think Sony 
(NYSE:SNE) is attractive. Sony is a well-recognized name we added to the 
fund last year. Sony used to be viewed as a low-margin, troubled electronics 
hardware maker, but it has moved into entertainment thanks to its strong 
presence in the PlayStation franchise business. The PlayStation franchise is 
extremely profitable, with a peak business of over 100 million units of 
consoles installed around the world. They are going to release PlayStation 5, 
and compared to 20 years ago, the company’s earnings profile is over 50% 
now from this content on top of Sony Pictures and Sony Music.

The virus spread is putting a lot of production activities on 
hold, but they have a very rich content library. Sony Pictures is one of 
the big studios in the world. Sony Music is one of the largest record 
firms. So they can buy all the streaming services or whatnot, and they 
have a lot of content-related business opportunities. We like Sony; we 
think the valuation is also attractive.

TWST: Why should somebody invest in this particular 
Japanese fund as opposed to, say, a competing Asia Pacific fund that 
would have a component in Japan?

Mr. Takeda: First of all, Japan is a great market for active 
managers, unlike the U.S. The U.S. is very competitive, and the numbers 
speak for themselves. Most active managers lose against the benchmark 

after fees, whereas in Japan about half of active managers outperform the 
broader market even after fees.

The reason for that is the index is not a good representation of 
what is really happening in Japan. The second reason is, if you look at 
the industrial base, there are a lot of domestic institutions as well as 
global investors coming to Japan. We tend to think of investing 
institutions as asset management companies and local investment and 
local asset management companies.

Japan is typically affiliated with big financial groups, with 
Nomura, Mitsubishi or Daiwa. There aren’t many professional 
money managers, typically because of the job rotation system and 
lifetime employment system. Whereas for SPARX, this is our bread 
and butter. We have been around for over 30 years and have a 
wealth of data on Japanese companies. We have very frequent 
interactions with the listed companies. We understand the workings 
of the Japanese corporate world.

If you compare SPARX against global investors, including 
foreign investors, we think that, in the eyes of these foreign players, 
Japan is still a big black box. Japan operates very differently from other 
developed countries in many ways, whether it is the corporate culture 
overall or the labor practice or management’s attitudes toward 
employees, as well as returns on capital and the view toward capitalism.

It is slowly starting to change and becoming more and more 
Westernized, but the way of thinking is very different. It is difficult 
for foreign players to get their arms around, but again, SPARX has 
been doing this for many, many years, so we understand the ins and 
outs of Japanese companies and management teams. The track record 
of our funds is a testament to that.

“That is the reason why we think Japan is an attractive destination for people who 
are looking to invest through active managers. Japan is on the cusp of long-term 
transformation. We used to be dubbed socialist capitalism, with very little regard 
for shareholders, but now it is slowly starting to change.”

1-Year Daily Chart of Keyence Corporation
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1-Year Daily Chart of Sony Corp.
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That is the reason why we think Japan is an attractive 
destination for people who are looking to invest through active 
managers. Japan is on the cusp of long-term transformation. We used 
to be dubbed socialist capitalism, with very little regard for shareholders, 
but now it is slowly starting to change, particularly since Prime 
Minister Abe was elected in 2013. We now have a government that is 
very reform-minded and pro-growth, and we also have a central bank 
that is pro-business and pro-inflation. Even in the past week, we had 
this kind of favorable combination.

About 12 years ago, during the subprime financial crisis, we 
had a revolving door with a prime minister and central bank that was 
not acting in the best interest of businesses. Now, 12 years on, we 
have a completely different setting with improving corporate 
governance and strong leadership by the government. Despite a lack 
of growth opportunities in Japan domestically, there are a lot of 
globally competitive and attractive franchises that are becoming more 
and more attractive to investors.

TWST: What is unique about your management philosophy 
as someone who is Japanese? What does that mean in terms of your 
insights into how to run a Japanese fund?

Mr. Takeda: When I entered this industry in 1999, I was age 
25. There was no role model in Japan. Of course, SPARX trained me, and 
that’s how I became a portfolio manager. But at the same time, I had to 
look to the U.S. for role models and inspiration.

I came across people like Warren Buffett and soon realized that 
Mr. Buffett is not the only person practicing this type of approach, that 
you should focus on long-term economic characteristics of the business, 
and you are not just trading a piece of paper. Rather, you’re actually 
owning a piece of a business.

It is that kind of mentality that was not very prevalent back 
in the late 1990s or even early 2000s. I was fairly unique in the sense 
of having a long-term investment horizon. We think of stock investment, 
first and foremost, as owning a piece of a business. We are always 
interested in businesses that can compound capital, and we are looking 
for management teams that are shareholder-friendly. That kind of a 
mindset and attitude is still a minority, I would say, in Japan.

Of course, Japan has become far more efficient as a market 
compared to when I started out in the late 1990s, but I think still, if 
you look at mom-and-pop investors in Japan, they’re still pretty 
much short-term traders. It can be very amateurish because Japan 
has been a very difficult environment for so many decades. People 
do not have the right mental model to approach the stock market. 
That is what sets us apart.

TWST: In a recent interview, you were talking about how 
the stimulus in Japan to offset coronavirus is going to be about 20% 
of GDP, and that should eclipse the U.S.’s at 10% GDP. What does 

that investment mean in your opinion? Does that provide a certain 
kind of cushion for some of the companies that you are invested in? 

Mr. Takeda: I actually don’t know whether the size of the 
stimulus package is the right size for Japan or not, but I do believe it 
does serve as a cushion because 20% of GDP is far bigger than other 
stimulus packages in other countries, and it’s also bigger than what 
we had as a stimulus package back in 2008. Now, as for the 
implication for the fund, I would say not much, and that’s because we 
are always acting as a responsible stock-picker. A core principle is to 

be macro agnostic and as much as possible, although we cannot 
isolate our portfolio completely.

TWST: What else did you want to say in terms of the 
way you manage the fund for investors? In one of your interviews, 
you said that you feel that it is a great fund in a bear market. 
What do you do as a manager to try to protect the investor from 
downside risks?

Mr. Takeda: My goal, obviously, is to deliver great returns. 
But my goal also is to limit the downside in bear markets rather than 
trying to maximize returns in bull markets. The downside is more 
important for long-term wealth accumulation. That’s what I learned from 
people like Warren Buffett. Human nature is to be attracted to high 
growth and high-flying stocks, but I try to spend a lot of time thinking 
about the downside risk of investment first, and then, only after that, only 
after downside risk analysis, do we think about the upside.

For our investment criteria, we have a seven-item checklist. 
Item one is about the simplicity of the business: Is the business 
simple? Can I understand it? Number two, we seek inherently safe 
and sound businesses. Number three is a strong balance sheet. Those 
three points, if answered correctly, can offer downside protection.

Four through seven is a perspective on economy, scale and 
whether the business has a platform, all of which result in a high return 
on equity. So on average, our fund has a return on equity that is about 
300 basis points higher than the average.

Number five is that we look for sustainable, predictable 
and above-average long-term earnings growth, but we’re not just 
looking for high ROE that’s static. Rather, we’re looking for ROE 
that can grow and maintain or even grow by having companies 
retain their earnings and reinvest. Number six is cash flow, so we 
are not just looking for accounting profit. Number seven is 
management because the management can make a huge difference. 
Overall, we look for great companies.

TWST: Would you mind going through one more of your 
top 10 holdings in another sector?

Mr. Takeda: This one is completely different from the stocks 
that I covered earlier. Its name is Anicom (TYO:8715), and it is a small 
cap. We have very few small-cap positions, and this is one of them. It is 

“It is that kind of mentality that was not very prevalent back in the late 1990s 
or even early 2000s. I was fairly unique in the sense of having a long-term 
investment horizon. We think of stock investment, first and foremost, as 
owning a piece of a business.”
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a pet insurance underwriter. There are 20 million pets in Japan, and this 
company controls half of the market.

What makes this company unique is they provide peripheral 
services or value-added services like genetic testing services within 
pet shops, as well as health checkup services to pet owners, so 
Anicom can collect data for use. For pets, there are not many privacy 
issues, at least not yet, so Anicom is able to collect data about pets 
around Japan and, using the data, better price their insurance policies 
and also reduce hereditary diseases among newborn puppies, etc., in 
part to expand life spans of pets.

That should also help Anicom to reduce loss claims and, in 
turn, improve their bottom line over time. In this environment with the 
coronavirus situation, as people stay home longer, they are under 
tremendous stress. Most people hugely associate this kind of event 
with a time to save money, but studies show that sometimes consumers 
behave quite the opposite. On the one hand, people do try to defend 
their lives by saving money, but then, like traumatic events, like 
terrorist attacks or coronavirus or war, depression, etc., reveal it also 
gets people to think about their lives and to change their views about 
the world and to spend money on things that maybe they have never 
bought or they have never tried in the past.

Pet ownership is expected to increase going forward. People 
are completely changing the way they look at the world and go about 
their normal daily lives. Some businesses are getting hit very hard 
and may never return to their historic profits because of permanent 
changes in consumer behavior, but others will thrive because of this 
event, and I think Anicom is now one of few investments that we 
already had in our portfolio that could potentially benefit from the 
coronavirus. So that is the last stock that I would highlight.

TWST: There’s a unique pressure put on companies to 
grow, to have their stock price increase. Given that, is there a unique 
pressure put on Japanese-based companies because of the nature of 

Japan and the fact that it’s not the size of the U.S.? For example, 
when you initially launch the company, is there unique pressure to 
ramp up to get more global? What are some of the challenges facing 
them, and how do they have to deal with them?

Mr. Takeda: The answer to your question is yes and no. How 
I personally see Japanese companies is that some companies are just 
happy to be domestically focused because we have about 120 million 
people in Japan, so that is not small. It is smaller than the U.S. by 
international standards, but we really are not a small country. Some 
management teams are content with existing within the market 
domestically, so they just go about running their business within Japan, 
while other companies are very cautious about going global right from 
the outset. It really varies by company.

The investment strategy of the fund is it focuses primarily on 
international companies based in Japan, and we are very long-term 
oriented. We are happy to own the same business for 10, 20 or 30 years. 
Purely domestic companies do not withstand our climate in terms of 
limits on the horizon. So it is also mostly a large-cap portfolio, and we 
always gravitate to companies with international growth potential. Japan 
will continue to have a global footprint.

However, we don’t grapple with currency fluctuations too 
much. This is because the portfolio is naturally headed against 
currency fluctuation. When there is a reduced dollar return on the 
equity versus the yen, a weaker yen actually helps the global 
competitiveness of the businesses that we own and vice versa. If you 
can have a long-term view on the business, it’s something that you 
shouldn’t worry too much but just focus on great companies being 
price competitive and that bring value.

TWST: Any final words that you want to say today? What 
else is top of mind?

Mr. Takeda: Our goal is to consistently outperform the broader 
market. It is not going to happen every year. We think that investing in 
Japan using a long-term focused approach works the best.

TWST: Thank you. (KJL)
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Important Disclosures 
Opinions expressed are those of the author or Hennessy Funds, and are subject to change, are not intended to be a 
forecast of future events, a guarantee of future results, nor investment advice.  
   
Performance data quoted represents past performance; past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, 
may be worth more or less than their original cost. Current performance of the funds may be lower or higher than the 
performance quoted. Performance data current to the most recent quarter end may be obtained by clicking here or by 
calling 800.966.4354.  
 
Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and 
other important information can be found in the Fund’s statutory and summary prospectuses.  Click here for 
prospectus. Please read the prospectus carefully before investing.   
 
Click here for standardized performance of the Hennessy Japan Fund. 
Top ten holdings for the Hennessy Japan Fund can be found here.  Fund holdings and sector allocations are subject to 
change at any time and should not be considered a recommendation to buy or sell any security.   
 
Mutual fund investing involves risk; Principal loss is possible. The Fund invests in small and medium capitalized 
companies, which may have more limited liquidity and greater price volatility than large capitalization companies. 
The Fund invests in the stock of companies operating in Japan. Single country funds and those that are concentrated 
in one or more industry sectors may be subject to a higher degree of market risk. Funds that invest in other 
investment companies including ETFs may experience higher fees. 
 
Earnings Growth is not a measure of the Fund’s future performance. 
 
Click here for a Glossary of Terms. 
 
The Hennessy Funds are distributed by Quasar Distributors, LLC. 
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