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OPERATOR: Ladies and gentlemen, thank you for standing by. Welcome to the Hennessy Japan Fund 
conference call. At this time, all participants are in a listen-only mode. As a reminder, this conference call is 
being recorded. I would now like to turn the conference call over to your host for today Rob Coursey. Rob, 
please go ahead.  

MR. COURSEY: Thank you, John. And hello everyone, I am Rob Coursey, the Sales Director for the 
Hennessy Funds. I’d like to start by welcoming you to today’s call featuring Masa Takeda, the Lead Portfolio 
Manager of the Hennessy Japan Fund. Now, you can find the Fund under the ticker symbol, HJPIX, that’s H 
as in Hotel, J as in Juliette, P as in Papa, I as in India, and then X. Today our focus is on insights into Japanese 
equities for 2022, the new leadership that has been recently put in place, and of course addressing the 
Fund itself. But before we kick it off, three quick housekeeping items. First, if you’re not familiar with the 
Hennessy Funds, our family is comprised of 16 different mutual funds. 
Now, most notably, we’re offering various concentrated, high active share solutions for both core and 
satellite positions. Currently we have about $4 billion in assets under management, and for more 
information please visit us at hennessyfunds.com. Second, I want to thank Masa for joining us all the way 
from Hong Kong to share his thoughts with us. After all, it’s 4:15 am right now. Now, as I mentioned, Masa’s 
the Lead Portfolio Manager on the Hennessy Japan Fund, and he works with SPARX Asset Management, 
which is one of the largest and oldest independently owned asset managers in Asia. They’re based in Tokyo, 
and this really gives SPARX the advantage of having feet on the street in Japan, and can thus provide a 
distinctive view on Japanese markets from a Japanese perspective. Now, in addition to the Hennessy Japan 
Fund, SPARX also manages the Hennessy Japan Small Cap Fund. The ticker there is HJPSX. 
Now lastly, today’s call should last about 25 minutes and will be in a Q&A format. We do want to thank all 
of the financial advisors who submitted their questions to us in advance. We did try to include as many 
of those as possible on the call today. Now with that, let’s get started. Masa, thank you again for joining 
us today. I would like to begin by discussing a few macroeconomic questions, and just hear what your 
thoughts are about the new prime minister, Fumio Kishida, and his economic agenda. Also maybe you 
could share some recent actions that signify that the government is going to maintain that sort of pro-
growth and business-friendly stance. 

MR. TAKEDA: Sure. So, well, as I have said in the past, whoever the next leader might be, Japan will 
continue to put growth ahead of putting the fiscal house in order. So the growth is still the key target, and 
as you said, Rob, they recently announced a $200 billion stimulus package. That’s more than 10% of real 
GDP (gross domestic product) really signifies this. And Kishida also emphasized on this point. The new 
prime minister may also bring some reforms of his own. He has been promoting a new type of Japanese 
capitalism, which focuses on not just the creation of wealth but also he emphasized the distribution of it. 
So he has mapped the lifting of wages as well as higher capital gains taxes for redistribution. Depending 
on what policy is introduced, there may be some repercussions on the stock market in the future. But I 
believe the positive aspect of this new capitalism should be highlighted, which is really about the shift from 
shareholder first to sustainable growth. As you know, the previous prime minister, Suga, he declared carbon 
neutrality in 2020, and that was really a perspective from E. But this time I get the sense that the S and G 
perspectives are being put into the growth strategy as well. 

MR. COURSEY: OK. Good. Now, next, Masa, maybe we can talk a little execution. How would you say 
Kishida might carry out these corporate governance reforms that have been, I would say, initially initiated by 
Shinzo Abe?

MR. TAKEDA: Well, so the Corporate Governance Code was first introduced in Japan back in 2015, and 
– in the UK – that’s our role model. It started in the early nineties, so Japan’s initiatives on this are still very 
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much nascent. And since 2015 there have been two revisions in Japan. The first was in 2018, and it called 
for companies to have clear management succession plans, greater diversity in the boardroom, and further 
reduction of core shareholders. The second revision was announced this year, and it will be in effect from 
April 2022 next year, and within it companies will be required to have more independent board members, 
second, promote management diversity, and third, improve environmental exposures. 

MR. COURSEY: Great. That all sounds really good. Now, Masa, supply chain issues, they’ve just continued 
to be a global challenge of late. How would you say the global supply chain issues have affected the Fund’s 
export-oriented holdings?

MR. TAKEDA: So during the last quarterly earnings season various companies unanimously complained 
about supply chain disruptions, along with issues such as rising commodity prices, chip shortages and 
labor inflation. And as such many businesses actually announced worse than expected earnings. Contrary 
to this, our Fund holdings actually weathered the headwinds quite well, in my opinion. For example, at Sony 
supply chain issues hit their electronics hardware business, but the company actually managed to improve 
profitability to primarization of its product offerings. And that helped them absorb the adverse impact 
through higher margin. And also to address chip shortages, Sony has decided to invest in a joint venture 
with Taiwan’s PSMC for their first ever chip manufacturing facility in Japan. And I think this should help 
alleviate concerns around Sony’s ability to source logic chip wafers in the future. 
And furthermore, I think for the full year its entertainment businesses such as music and movies are 
expected to help offset pressure on the hardware business. So I think there are benefits to being a 
tech conglomerate for Sony. Another name is Keyence, the factory automation sensor developer. It 
also masterfully navigated the turbulence. The company’s unique direct sales channel strategy allowed 
management to respond quickly to source enough parts supply while most of its competitors rely on sales 
agency model, and hence they were unable to effectively deal with the problem. And so as a result Keyence 
boasted 60% OP (operating profit) increase year over year in the last quarter. And that surpassed – it 
actually surpassed the previous record high in 2017 by a whopping 25%. 

MR. COURSEY: Wow, that’s impressive preparedness given the circumstances. Now, next, Masa, I mean 
there certainly have also been currency fluctuations abound. Would you please discuss the recent weakness 
in the Japanese yen against the U.S. dollar, and how that might affect exports?

MR. TAKEDA: Well, I think the recent currency movements reflect differences in economic fundamentals 
between the two countries. So while in the U.S. I think you guys are seeing an acceleration of inflation in 
both the upstream and downstream of the economy, and the Fed is preparing for interest rate normalization, 
Japan is still behind the curve. We are still unable to overcome decades-long deflationary mindset. So, for 
example, as October wholesale price index was up 8%, but the CPI (Consumer Price Index) was up only 
0.2%. So there are really no signs of inflation. And furthermore, Bank of Japan, they’re still committed to the 
zero rate policy, and the so-called yield curve control measure. I think good news is that a weaker yen should 
benefit exporters going forward. Even though corporate Japan has become more currency neutral since 
2008 financial crisis, a weaker yen is actually still a net positive for exporters, most exporters. 
Toyota, for example, they actually see for each ten yen movement against the dollar their OP (Operating 
Profit) fluctuates by $4 billion. And that’s about 10%, or over 10% of annual profits. So at the current dollar/
yen exchange rates as for our Fund investees, they’re expected to report acceleration in overseas revenue. 
And as such our Fund investors should be compensated by the improved yen denominator revenue and 
earnings, which should translate into better share price performance, even though the dollar base equity 
return may be dampened by the currency movement. 

MR. COURSEY: Masa, that’s interesting. Very interesting that Japan is yet to see any inflation. But as Japan’s 
economy continues to recover, what would you say your expectations for earnings growth compared to 
historical levels and compared to other countries, including the U.S. and Europe, might look like?



MR. TAKEDA: Sure. So in the current fiscal year ending in March 2022, the TOPIX EPS (earnings per share) 
the TOPIX is the benchmark. The TOPIX EPS will likely recover to the previous peak earnings registered in 
2017, right before the onset of the U.S.-China trade war. And for the next fiscal year ending in March 2023 
the TOPIX EPS is expected to grow by another 15% with the reopening of the economy, hopefully. So on 
a long-term basis this means that TOPIX EPS will grow from 50 yen in fiscal 2012 to 134 yen in fiscal 2022. 
And that’s a CAGR (compound annual growth rate) of 10.3% according to Nomura Securities.

MR. COURSEY: Great, Masa. Let’s stick with the economic soup of acronyms and talk about another very 
important variable, ROE (return on equity). ROE in Japan dropped to single digits after reaching 10% 
in 2018 for the first time in a long time. What are your expectations for ROE as the revised Corporate 
Governance Code is introduced?

MR. TAKEDA: Well, so I think it’s not just the revised Corporate Governance Code, but I think we should 
also look at the Stewardship Code. The Stewardship Code is the guidelines for institutional investors to 
fulfill their responsibilities for sustainable growth of their investees, and enhancing the mid to long-term 
investment return. So the Stewardship Code, first introduced in 2014, encourages investors to engage in 
constructive dialogue with listed companies on how to improve capital efficiency. One area where Japanese 
companies continue to underperform is labor productivity. With structure shrinking labor population and 
ageing demographics productivity improvement in Japan remains the only growth channel. 
Nevertheless, the company’s labor productivity was actually more than a quarter below the top half of the 
OECD countries in 2017, and it is still growing at a slower pace. And I think this is attributable to Japan’s 
unique corporate culture, like permanent employment practice, slow adoption of technologies, excessive 
hospitality, customer services, that don’t really translate into higher profits. On the flipside of that, I think 
there’s a lot left to be done to improve. So under the Stewardship Code institutional investors should 
continue to be a driving force. And actually, I wouldn’t be surprised to see Japan’s ROE moving past 10% 
and get close to the international standards of low to mid-teens down the road. 

MR. COURSEY: Great, that’s good to hear. Now, Masa, Japanese valuations, they continue to be valuable 
for the financial advisors and consultants that we deal with on a regular basis. How would you say valuations 
look today relative to historical numbers? And if you could also compare that to other countries. 

MR. TAKEDA: Sure, so I’ll give you some numbers. In terms of long-term stock market performance in 
relation to corporate earnings, the TOPIX benchmark rose approximately – say it’s about 172% from the 
start of Abenomics in 2013 through the end of last month. And meanwhile, as I said earlier, from fiscal 2012 
to the current fiscal year, the TOPIX EPS grew from 50 yen to 116 yen. And this current year EPS roughly 
matches the previous peak earnings right before the U.S.-China trade war. Then next year the EPS is 
expected to grow by another 15%, bringing the total cumulative increase to about 169%. So both the stock 
market and the EPS have been up by roughly the same amount. And you could argue that the market has 
already priced in the next 12 months, and therefore may not be so attractive, but that’s just one way to look 
at the market. 
In my opinion, another way to look at the market valuation is the price-to-earnings (P/E) and price-to-book 
(P/B) ratios. Japan currently trades at 14 times on P/E and 1.2 times on price-to-book, and has significantly 
trailed behind U.S. and Europe. The cheapness can be explained by the country’s perennial low ROE, as 
we all know, however I believe the continued focus on corporate governance reforms and rising awareness 
around capital efficiency can translate into curve improvement. And this could result in re-rating of the 
valuation multiples. 

MR. COURSEY: Great, thank you, Masa. Next, maybe you could talk about a new holding and your 
investment thesis for this particular company.

MR. TAKEDA: Yeah, so over the past year I added two new names to the Fund, namely Mercari and Hitachi, 
and they collectively represent over 10% of NAV (net asset value). And I think I have covered Mercari on the 



previous call, so let me talk about Hitachi at this time. Hitachi is a large cap name, and one of Japan’s largest, 
oldest electric machinery and heavy industrial equipment manufacturers. And the company had been badly 
run for many years until 2008, and their downfall culminated during the global financial crisis. They incurred 
the largest loss ever recorded by a Japanese manufacturer at the time. But post the crisis, management 
got their act together, and went through numerous constructions, and significantly improving its baseline 
profitability. And this turnaround phase is largely complete with the quality of the company moving from poor 
to average. 
And now I see the company ready to advance from average to excellent. The reason is I have been 
observing the company transitioning from the manufacturing-driven hardware sales model to a scalable 
asset-light solution-based model, which is built around their proprietary industrial IoT platform called 
Lumada. And I have a feeling that management has figured out a playbook to grow profitably and 
consistently going forward. And despite these ongoing positive changes within the company, the stock is 
trading at below average P/E of only 11 times today.

MR. COURSEY: That’s excellent. Now, all right, I’ve got one more question for you, Masa. And I would say 
looking ahead, OK, looking at 2022, can you provide your best outlook, if you would, for the Fund?

MR. TAKEDA: Sure. Well, I have no crystal ball but in terms of Fund positioning, I used to describe our 
Portfolio consisting of two types of businesses – economically sensitive, high quality industry manufacturers, 
and stable growing, consumer products/healthcare businesses. And together they were meant to cover for 
each other through a good economy and bad, in the hopes of providing consistent market beating returns. 
But more recently I think this perspective has become less relevant. So now I broadly divide our Portfolio 
between high quality companies whose competitive strengths are rooted in manufacturing excellence and 
businesses whose compelling economics reside in intangible assets. 
So the manufacturing excellence group includes Nidec, Terumo, Shimano, Daikin, Rhoto, Unicharm, and so 
on. Intangible assets group, in my view, includes Recruit, Sony, Keyence, Mercari, Hitachi, SoftBank Group, 
and so on. And the reason I prefer to frame our Portfolio this way is because of lingering concerns over 
inflation. Companies that make physical goods are being under pressure this year. 
 
MR. COURSEY: Sure.

MR. TAKEDA: Meanwhile, companies that provide software and online services are feeling minimal impact, 
if any, in this regard. So for the former group, the manufacturing excellence group, I continue to view the 
manufacturing excellence to be Japan’s reliable competitive advantage. Our investees have excellent track 
records of navigating through past recessions thanks to their competent management teams. So I believe 
they have the ability to weather the inflationary headwind over time. And then the latter type requires very 
little capital to grow, and as such possess characteristics of high returns on capital, and high operating 
leverage, and making them potential candidates for exponential or nonlinear growth, even under the 
inflationary environment. I’ve been able to identify names like Recruit, Sony, Keyence, SoftBank Group, 
and their share prices have done very well since our purchases, and they remain our core holdings. And in 
addition to these, I would expect our newly added names like Mercari and Hitachi to follow suit in the not 
too distant future. So in conclusion, I feel good about our current Portfolio going into 2022.

MR. COURSEY: Fantastic, Masa, and thank you for sharing your thoughts with us today. On behalf of 
the Hennessy Funds, I want to thank all of the financial advisors who dialed in today. We look forward 
to working with you. We hope that you will consider the Hennessy Japan Fund as part of your clients’ 
portfolios. For more information please visit us at hennessyfunds.com, or you can call our advisor line at 
800-890-7118. Again, that phone number is 800-890-7118. Thank you again, and have a great evening. 

OPERATOR: Thank you, ladies and gentlemen. This does conclude today’s conference call. You may 
disconnect your phone lines at this time, and have a wonderful day. Thank you for your participation. 



Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future results, 
nor investment advice.
The Funds’ investment objectives, risks, charges, and expenses must be considered carefully before investing. 
This and other important information can be found in the Funds’ statutory and summary prospectuses. To obtain 
a free prospectus, please call 800-966-4354 or visit hennessyfunds.com.  
Please read it carefully before investing.
Click here for standardized performance. 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 fund may be lower or higher than the performance quoted. Performance data current to the 
most recent month end may be obtained by visiting hennessyfunds.com.
Fund holdings are subject to change and should not be considered a recommendation to buy or sell any security. See the 
attached fact sheets to view the funds’ top 10 holdings. Current and future holds are subject to risk.
Diversification does not guarantee a profit or protect from loss in a declining market.
Earnings growth is not representative of the Fund’s future performance.

Mutual fund investing involves risk. Principal loss is possible. The Fund may invest 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 stocks of companies operating in Japan; single-country funds may be subject to a higher degree of 
risk. The Fund may experience higher fees due to investments in pooled investment vehicles (including ETFs).

For glossary and index definitions, click here. 

The Hennessy Funds are distributed by Quasar Distributors, LLC    

https://www.hennessyfunds.com/funds/japan#performance
https://www.hennessyfunds.com/glossary

