
CIO Mid-Year Review: 
Keeping a Long-Term Perspective May 2022

We’d like to start our Mid-Year Review with a pause. At the end of 2021, we looked forward to a new year—a 
potentially calmer year—having come through almost two full years of the coronavirus pandemic. As people, we 
were aware our lives had changed, but we hoped for a better 2022; as investors, we were aware that the economy 
was strong and employment was robust, yet challenges loomed, including inflation, supply chain disruptions, and 
tightening monetary policy; as employees, students, and family members, we recognized much was different, but 
we sought a return to what’s familiar. What we didn’t know was that a world leader who controls one of the largest 
militaries on the planet was about to start one of the worst atrocities in Europe since World War II. Our thoughts are 
with the Ukrainian people, and our hope is for this unjustified, senseless human tragedy to end quickly.

The equity market started 2022 on a high note, with the S&P 500® Index hitting an all-time high on the first 
trading day of the year. This turned out to be the last hurrah for a market that saw a continuous march higher 
in 2021, having hit 70 new all-time highs, with a new all-time high being recorded on average every three and 
a half days. Concerns in the market then coalesced and overpowered bullish sentiment, and the market has 
spiraled lower throughout 2022. Factors that drove the market lower include: tightening monetary policy as the 
Federal Reserve has begun raising rates and has announced plans for shrinking its $8.5 trillion asset portfolio; 
inflation, higher energy costs, and their effects on the domestic and global economies; continued supply chain 
disruptions; investors’ indiscriminate liquidation of broad-based ETFs and index funds and the detrimental effect 
on equities; and the near-term and long-term global implications of the Russian invasion of Ukraine. 

While markets are adjusting, many positive conditions remain intact. Corporate balance sheets and profits remain 
strong, GDP growth remains positive, the consumer continues to show resilience in the face of rising prices, cash is 
abundant both at the corporate and household levels, unemployment is exceptionally low, and our financial system 
remains healthy. Markets are also experiencing a change in leadership, as value stocks have been outperforming 
growth stocks, and traditionally defensive sectors such as Utilities and Consumer Staples have been outperforming 
the broader market. Finally, the Energy sector has soared in 2022, as companies reap the benefits of dramatically 
higher oil and natural gas prices, and shareholders are rewarded with significantly higher dividends, aggressive 
buybacks, and higher stock prices after many years of underperformance for the sector.   

With history as our guide, we are hopeful that eventually the market may bottom and head higher again. Since 
the financial crisis of 2008, we have experienced many corrections and many recoveries to new highs. The Dow 
Jones Industrial Average has dropped over 10% eight times, including the current drop, for a median decline of 
14.00%, and on average, it took 45 trading days to drop from peak to trough and 127 trading days to return to 
the previous peak. Since the current drop has taken longer to go from peak to its recent trough, it may take some 
time for a recovery in prices to truly take hold. 

On a positive note, valuations have come in, and many stocks have become more attractive, especially for 
longer-term investors. We note, however, that the concept of “historically cheap stocks” does not, on its own, 
move the market higher. Rather, it is overall capitulation and improving fundamentals that could bring buyers 
back into the market and reverse any bearish trends. Investors need to see improving company earnings, 
retreating inflationary trends, a measured pace of interest rate increases globally that does not cause significant 
economic contraction, hope for a more peaceful and orderly world economic system unconstrained by supply 
bottlenecks and other hindrances to global trade, and, most importantly, a subsidence of the deleterious effects 
of the coronavirus pandemic. While that may seem like a “tall order,” we believe that patient investing, focusing 
on value, quality, and downside risk mitigation, works well over the longer term.
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During this tumultuous period, performance of the majority of the Hennessy Funds has been relatively strong 
when compared to the overall market as well as to our benchmarks. During the six months ended April 30, 
2022, the Dow Jones Industrial Average, the S&P 500® Index, and the NASDAQ Composite Index dropped 
7.05%, 9.65%, and 20.15%, respectively, on a total return basis. During this period when these three major 
indices saw significant declines, we were pleased that seven of our 16 Funds posted positive total returns, 10 of 
our 14 domestic Funds outperformed the S&P 500® Index, and over half of our active funds outperformed their 
primary benchmarks. Three of our Funds that are focused on the Energy and Utility sectors, both of which saw 
positive returns, are the Hennessy Energy Transition Fund, the Hennessy Midstream Fund, and the Hennessy Gas 
Utility Fund, and all three Funds performed exceptionally well with positive total returns of 28.78%, 14.52%, and 
16.61%, respectively, during the six month period. 

The backdrop of global economic concerns, rising U.S. interest rates, and the growth to value rotation impacted 
our two international funds. The Hennessy Japan Fund and the Hennessy Japan Small Cap Fund experienced 
negative total returns of -30.55% and -22.97%, respectively, as the Japanese stock market suffered from concerns 
of the continued economic slowdown in Asia, as well as other parts of the world. As long-term investors, we 
believe patience and investing in businesses that have strong fundamentals will outweigh the short-term pain. 
While we would prefer to post only positive returns for our shareholders, we are pleased that our overall style of 
investing and our general focus on value, strong balance sheets, and resilient income streams have allowed many 
of our Funds to hold up better than the broader market. 

We thank you, our shareholders, for your continued interest in our family of Funds. We are grateful for the trust 
you put in us, and we will continue to strive to manage our portfolios for long-term performance, ever mindful of 
downside risk. While volatility and uncertainty may impact the markets in the short-term, we encourage investors 
to stay the course, maintain a diversified portfolio, and keep a long-term perspective. If you have any questions 
or would like to speak with us, please don’t hesitate to call us directly at (800) 966-4354. In closing, we would also 
like to thank all of the healthcare and frontline workers that have worked—and still work—tirelessly throughout the 
coronavirus pandemic. 

Best regards,
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Ryan C. Kelley, CFA
Chief Investment Officer, Senior Vice President, 
and Portfolio Manager

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. To obtain a free 
prospectus, please call 800.966.4354 or visit hennessyfunds.com. Please read the prospectus carefully before investing.
Click here for current 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.

https://www.hennessyfunds.com/funds/price-performance
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Opinions expressed are subject to change at any time, are not guaranteed, and should not be considered investment advice.  
Mutual fund investing involves risk. Principal loss is possible. Small and medium-sized companies may have more limited liquidity and greater price volatility 
than larger companies. Investments in foreign securities may involve political, economic, and currency risks, greater volatility, and differences in accounting 
methods. The Focus, Total Return, Balanced, Large Cap Financial, Small Cap Financial, and Midstream Funds are considered non-diversified funds. A non-
diversified fund, which may concentrate its assets in fewer individual holdings than a diversified fund, is more exposed to individual stock volatility than a 
diversified fund. A fund that concentrates its investments within one country, one sector, or a small group of industries, such as Japan, Technology, Financials, 
or Energy, may be subject to a higher degree of market risk. Investments in debt securities typically decrease in value when interest rates rise. The risk is greater 
for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher-rated 
securities. Mortgage- and asset-backed securities are subject to prepayment risk, which is the risk that the borrower will prepay some or all of the principal 
owed to the issuer. Funds that invest in pooled investment vehicles (including ETFs) may experience higher fees. The formula-based strategy employed by some 
Funds may cause those Funds to buy or sell securities at times when it may not be advantageous.
Master Limited Partnerships (MLPs) and MLP investments have unique characteristics. A Fund does not receive the same tax benefits as a direct investment in 
an MLP.
The prices of MLP units may fluctuate abruptly and trading volume may be low, making it difficult for a Fund to sell its units at a favorable price. MLP general 
partners have the power to take actions that adversely affect the interests of unit holders. Most MLPs do not pay U.S. federal income tax at the partnership level, but 
an adverse change in tax laws could result in MLPs being treated as corporations for federal income tax purposes, which could reduce or eliminate distributions paid 
by MLPs to the Fund. If the Energy Transition Fund’s MLP investments exceed 25% of its assets, it may not qualify for treatment as a regulated investment company 
(“RIC”) under the Internal Revenue Code (“Code”), and the Fund would be taxed as an ordinary corporation, which could substantially reduce its net assets and its 
distributions to shareholders. The Midstream Fund is treated as a regular corporation, or “C” corporation, for U.S. federal income tax purposes, and therefore, is 
subject to U.S. federal income tax on its taxable income at the graduated rates applicable to corporations (currently a maximum rate of 21%) as well as state and 
local income taxes. The Midstream Fund will not benefit from current favorable federal income tax rates on long-term capital gains, and Fund income and losses 
will not be passed on to shareholders. The Midstream Fund accrues deferred income taxes for future tax liabilities associated with the portion of MLP distributions 
considered to be a tax-deferred return of capital and for any net operating gains as well as capital appreciation of its investments. This deferred tax liability is 
reflected in the daily NAV, and as a result, the Fund’s after-tax performance could differ significantly from the underlying assets even if the pre-tax performance is 
closely tracked.
The S&P 500® Index is a capitalization-weighted index that is designed to represent the broad domestic economy through changes in aggregate market value of 500 
stocks across all major industries. The S&P 500® Energy Index comprises those companies included in the S&P 500® Index that are classified in the Energy sector. Nasdaq 
Composite Index is a broad-based capitalization-weighted index of all the Nasdaq National Market and Small Cap stocks. The indices are used herein for comparative 
purposes in accordance with SEC regulations. One cannot invest directly in an index. All returns are shown on a total return basis.

The Hennessy Funds are distributed by Quasar Distributors, LLC.                           HENS-20220615-0518
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