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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: I’d like to start by welcoming everyone to today’s call, featuring Masa Takeda, the Lead 
Portfolio Manager of the Five Star Hennessy Japan Fund, which we’re pleased to mention is in the top 
decile for performance for the Japan Stock Funds category in Morningstar’s one, three, five, ten, and even 
a 15-year timeframe as of November 30th, 2020. 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. But today our focus is on insight 
into Japanese markets and the subsequent impact of the COVID-19 global pandemic. But before we kick 
it off, three quick things. First, if you’re not familiar with the Hennessy Funds, our family is comprised of 16 
mutual funds, most notably offering various concentrated, high active share solutions for both core and 
satellite positions. Now, currently we have about $3.5 billion in assets under management, and for more 
information please visit us at hennessyfunds.com. 

Now, second, I want to thank Masa for joining us all the way from Hong Kong to share his thoughts. After all, 
it is 4.15 am there right now. But as I mentioned, Masa is the Lead Portfolio Manager on the Hennessy Japan 
Fund, and he works with Sparx Asset Management, which is one of the oldest and largest independently 
owned asset managers in Asia. Now, based in Tokyo, Sparx has the advantage of having feet on the street in 
Japan, and can thus provide a distinct view on the Japanese markets from the Japanese perspective. Now, 
in addition to the Hennessy Japan Fund, Sparx also does manager the Five Star Hennessy Japan Small Cap 
Fund. The ticker symbol there is HISFX. Now, lastly, today’s call will last about 25 minutes, and it’s going to 
be in a Q&A format. We do want to thank everyone who submitted questions to us in advance, and we did 
include as many of those as we could on the call today. But with that, let’s get started. Masa, thank you again 
for joining us today. 

MR. TAKEDA: Thanks for having me. 

MR. COURSEY: And now let’s start with a few macroeconomic questions with it, and go right to the 
Coronavirus. You know, Masa, the number of Coronavirus cases in the US are rising. How is Japan fairing 
with the pandemic?

MR. TAKEDA: Well, in Japan also the number of cases has been rising. And I think we’re currently in a third 
wave, and it appears to be the worst outbreak since it started. New cases are now exceeding 3,000 people, 
and by comparison back in April during the first wave it’s only about 700 plus. And in terms of population, 
Japan is about one-third of the US. And the case numbers rose sharply partially only to so-called go to 
campaigns by the government to support the travel and restaurant industries. So those are government 
subsidy programs to boost the economy. And it is suspected that as a result of this, people, consumers 
took to the road or went out for dining, and in some cases ended up spreading the virus. But that said, the 
situation is still much better than in the US in terms of relative scale of the pandemic. 

MR. COURSEY: OK, you know what, from there, Masa, we want to talk about Japan’s stimulus efforts 
regarding the pandemic, and how economic activity has rebounded in terms of consumer spending and 
unemployment, and maybe even GDP.
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MR. TAKEDA: Sure. So when the pandemic hit back in spring, the Japanese government swiftly put 
together two extra budgets amounting to almost 40% of GDP, including private sector money. And 
the speed and scale were unprecedented. And as a result of that July, September GDP was up 23%. 
However, in the quarter prior to that, the GDP was actually down 29%. So we have not fully recovered 
yet. Furthermore, recovery pace seems to be a little bit slower than the US and Europe. Unemployment 
rate is about 3%. It remains low, thanks to Japan’s labor culture of lifetime employment practice. Basically 
everyone is sharing in job losses accepting by pay cuts. 

So unemployment figures should not be taken at face value. Consumer price index is once again in 
negative territory, down 0.7% in October, So although our picture, economic picture, does not look that well 
and the short-term visibility is a little bit cloudy still. But that said, we as stock pickers we are undeterred. 
Macroeconomic forecast has not been effective predictor, and we only have 27 names in our portfolio. We 
always aim to be different from the broader market. 

MR. COURSEY: OK. Now, Masa, there has been a recent change in government leadership. Talk about how 
that’s impacted Japanese priorities and policies, particularly with regard to this new prime minister.

MR. TAKEDA: Yes, so this one is actually an encouraging story. So Japan’s Prime Minister, the new prime 
minister, Suga, he’s been a close ally of the former prime minister, Shinzo Abe, who resigned in August 
for health reasons. And the key takeaway is really he’s making growth, economic growth, the number 
one priority through structural reforms, ranging from tax reforms, labor market reforms, and corporate 
governance reforms. So it’s pretty much succeeding what the – what Prime Minister – ex-Prime Minister Abe 
was pursuing. And the market also welcomed Suga’s renewed commitment on structural reforms, and he 
also aims to make his own mark by pursuing his own policy agenda. There are several key initiatives. One is 
he expressed a commitment to go carbon neutral by 2050, zero emission, to keep pace with the rest of the 
world. 

And to this end, the government announced $20 billion fund to assist green projects like hydrogen 
technology and electric vehicle related projects over the next decade. The other thing is deliver 
transformation. As Japan got caught up in the pandemic, it was found that a lot of businesses were ill 
prepared for remote working. And so on that one the government announced a $10 billion budget for 
digital investment. There are a number of smaller initiatives, like promoting online medical consultation, 
regional banking reform, and also a reduction of mobile phone charges for the households. I think we’re in 
a good environment where we have a government that’s very reform minded and pro-growth, and a central 
bank that is pro-business and pro-inflation. And as I said in the past, we never had this kind of combination, 
so the political environment seems to be quite encouraging. 

MR. COURSEY: Great. Sounds like a smooth leadership transition there. Now moving on, Masa. In mid-
November there were 15 countries that signed the Regional Comprehensive Economic Partnership. Talk 
to us about the significance of this partnership and the expected impact that it’ll have on the member 
countries.

MR. TAKEDA: Sure, so the new trade deal – it’s really big, covering about a third of global GDP. And it 
includes China. But the devil is really in the details. So for industries where China is already competitive, 
and existing tariffs are already low, the import duties will be immediately abolished. And these are 
largely commodified industries. But on the other hand, strategic areas like EV battery technologies, the 
import duties will only be phased out over the next 10 to 20 years. So I think expectations here should be 
somewhat tempered. And what’s also a drawback is that India, this time around, opted out. So I think it 
should be taken with a grain of salt. 



MR. COURSEY: OK. Masa, getting back to the pandemic, how has this global pandemic impacted the 
revenue and the earnings of larger, more globally oriented Japanese companies?

MR. TAKEDA: So, yeah, in terms of macro numbers of corporate earnings, Japanese corporate earnings 
in the first half of this year plunged by 38% year over year. And they are forecast to be down by a similar 
amount for the full year as well. So within this, manufacturers’ profits are only expected to fall only about 
19%. So you can see manufacturing businesses are faring well, thanks to demand recovery outside Japan, 
mainly China and the US, such as auto industry. While non-manufacturing sectors, which are mostly 
domestic orientated, are experiencing a deeper slump. Once the pandemic is brought under control, I 
would expect manufacturers to bounce back strongly, because personally I think this time around there was 
no capacity overbuild in the run-up to the COVID pandemic. Like we saw prior to 2008 financial crisis or the 
dotcom bubble in early 2000s. And so I think our fund is well-positioned in that the portfolio is built around 
Japan’s manufacturing excellence. 

There are a lot of manufacture related names, whether it’s industrial products, personal care goods, apparel, 
medical devices. The main strength would be based upon Japan’s manufacturing excellence. Meanwhile, 
non-manufacturing industries or service sectors will likely continue to suffer, since there are far more 
people employed in non-manufacturing than manufacturing. There’s about six times as many workers in 
nonmanufacturing. COVID in this recession affecting workers in non-manufacturing, it may continue to 
weigh on the domestic economy. But here, the fund is also well-positioned in this regard because we are 
broadly exposed to the global economy through the high quality Japanese businesses. And so I think the 
fund’s single country risk, in this case with Japan, is relatively low. 

MR. COURSEY: OK. Masa, before we talk about the mutual fund itself, I’d like to ask you about valuations, 
particularly valuations of Japanese equities and how they compare to their historical valuations. And then 
maybe from there you could also provide an update on ROEs. 

MR. TAKEDA: Sure. So statistically Japan continues to be one of the cheapest markets, despite a strong 
rally of late. And given the difficulty in forecasting next year’s earnings, because this year has been such 
an unconventional year, let’s look at P/B ratios. Japan currently trades at 1.3 times price-to-book, trailing 
behind the US and Europe. And the cheapness attributed to the country’s comparatively low ROEs. 
However, I believe that continuous focus on corporate government reforms, which only really started in 
2014 for Japan. And there’s more awareness around capital issues by Japanese companies. I think these 
factors point to further improvement in ROE. In terms of stock market performance in relation to corporate 
earnings, the TOPIX benchmark and the EPS both have risen through this year by approximately 140% since 
the start of Abenomics back in 2013. 

And the EPS here assumes next fiscal year, that’s fiscal year ending in March 2022, recovering through 
the previous peak recorded right before the onset of US-China trade war. So you could argue that the 
current market already priced in a full recovery over the next 12 to 18 months. And I do not really – I do 
not disagree with such a view. But for me, no matter how this overall stock market or the macro economy 
behaves, individual stock picking is the name of the gamer. The fund’s active share is over 80%, and we 
think that fund performance will not necessarily mirror the overall market trend.
MR. COURSEY: OK. Masa, now I’d like to ask you a few questions about the mutual fund. Can you start by 
discussing a holding or two where the business operations were positively or negatively impacted by the 
pandemic?

MR. TAKEDA: So, yeah, when the pandemic hit Japan, we – obviously we conducted thorough reviews on 
our holdings. We asked ourselves whether we can continue to hold our longstanding positions. And as it 
turned out, we realized that quite a few of our holdings were actually beneficiaries. And so the close hit 
beneficiaries include Nidec, which is precision motor manufacturer. They’re now going aggressively into 



electric vehicle industry. Shimano is a bicycle parts maker. Daikin is air conditioners. Sony, we all now it’s 
a PlayStation franchise. Keyence is factory automation. Unicharm is facial mask. Nitori is home furnishings. 
Digging a little bit deeper, Nidec, for example, is right now, rapidly winning new orders for EV traction 
motors, the electric vehicle traction motors. 

Management is already confident that Nidec will command at least 25% market share by 2025, based 
on the latest order backlog. And as we all know, EV industry is in a very early stage of penetration. And 
I think this company is a big beneficiary of pandemic, because as part of economic stimulus measures 
governments around the world have now accelerated the shift from gasoline cars to EVs. On the negative 
side, Recruit is the one to mention. It’s the online advertisement media business covering many verticals, 
such as job ads, restaurants, property agents, travel agents, etcetera. And these are all economically 
sensitive areas, which inevitably hit Recruit’s earnings severely this year. 

However, what I like about Recruit is that their competitive position remains strong during this time. So, for 
example, the company’s wholly owned subsidiary, Indeed, which is the world’s largest online job search 
engine, it has now seen faster than expected recovery, thanks to their further refinement to their services to 
widen this moat. So I really applaud management for being on offense during this tough – under this tough 
environment. So I think Recruit is well-positioned to enter a cyclical recovery phase as economies start to 
open up fully next year. 

MR. COURSEY: OK. Next, Masa, there’s no doubt, then, some rising interest in ESG responsible investing. 
How do these sort of considerations affect your evaluation of companies? And maybe you can discuss a 
holding or two that fit your ESG guidelines.

MR. TAKEDA: Yeah, so obviously ESG is an important consideration when it comes to research process. 
And as a rule, we do not invest in companies which will have negative social impacts, such as tobacco 
or weapon manufacturing. You know, ESG negative companies. I’m happy to say that the fund has 
been a long-term owner of many ESG positive businesses since before ESG became a global topic. So, 
for example, on environment, Nidec, as I just covered, Daikin, the air conditioner, energy efficient air 
conditioner maker, and Shimano, an environmentally friendly bicycle business. So through owning these 
names we can contribute to environmental causes. The governance, Sony is a good example. They are 
known for the diversity of board members and gender equality. 

And as far as being United Nations PRI signatory since 2018, we take this issue very seriously, and we try 
to do this without undermining our investment performance. And lastly, the strategies, our investment 
strategies, ESG ratings, as measured by, for example, software analytics, ESG risk exposure, or Trucost 
carbon intensity rating. We actually show much better scores than average funds, meaning that the funds is 
not only invested in attractive businesses, but also ESG friendly businesses.

MR. COURSEY: Great. Masa, Warren Buffett’s acquisition in Japanese trading companies, that’s certainly 
broadened the interest in Japanese equities. How has that awareness helped the fund’s holdings?

MR. TAKEDA: Yes, so, yeah, we actually own one of the trading houses that Mr. Buffett invested a few 
months ago. Well, the news itself actually didn’t really ignite buying interest in the general trading house 
sector, per se, all that much. But it has been lending support to the recent market rotation trend from 
growth to value. And in our fund, some of our low valuation names have benefited from this. So Mitsubishi 
Corporation is one, a trading house. Takeda Pharmaceutical, which is a drug company, currently in 
integration process with Shire, which they acquired in 2019. They have free cash flow yield of 15%. Kubota 
is a farming equipment maker, and tractor maker. As well as Asics, the running shoes company. And the 
SoftBank Group, for that matter. Our portfolio, as you all know, has a growth tilt. But we always strive to 
diversify valuation profile as well by including some active value stocks to balance the overall exposure. 



MR. COURSEY: OK. Next, Masa, maybe you can discuss a new holding or two.

MR. TAKEDA: Sure. I’ll talk about one name. We initiated a position about four or five months ago, and the 
name is Mercari. The company runs online marketplace business for used items for individual consumers, 
both in Japan and in the US. While the company already has a strong foothold domestically in Japan and 
has been growing strongly, and already very profitable, but its US business has been a drag due to lack 
of scale. However, the US segment is now showing signs of a turnaround, thanks to your mobile bursts 
marketing campaign from last year, and the tailwind from stay home consumption under the pandemic. 

The competitive landscaping in the US remains a bit more challenging with rivals such as eBay, Poshmark 
or OfferUp. But we think Mercari services through our investment, through our research, we found out 
that their services are differentiated from the competition in terms of app interface and user experience. 
As consumers become more thrifty, environmentally conscious, and tech savvy, recycling of used items 
on online platforms should become part of people’s lifestyle routine. And I think this business will shape 
market share from traditional yard sales, as well, going forward.

MR. COURSEY: OK. The last question I have for you, Masa, I’m going to ask that you break out your crystal 
ball and tell us about the near term outlook of the fund.

MR. TAKEDA: Sure. So at the present time some countries are going back into lockdowns due to the 
resurgence of new COVID cases, and this may or may not weigh on the near term investor sentiment. On 
the other hand, recent news about prospective COVID vaccines seem quite encouraging. With or without 
vaccine hopes, I actually think that the world will slowly figure out how to live with this virus. For example, 
in my town, I have seen many public busses crowded with passengers. Yet, there has been no notable rise 
in case numbers originating from such setting insofar as everyone wears a mask properly. So from here, 
my sense is that the upside risks of economic recovery are much higher than the downside risks of further 
deterioration. And some industries may be permanently impaired, but there will always be businesses that 
will thrive. And I believe the fund owns the latter type of businesses. 

In terms of the outlook for the fund’s holdings, I expect high quality industrial names and high quality non-
industrial economically sensitive names to perform well next year. So aside from our long-term industry 
holdings like Keyence and Daikin, whose share prices have posted hefty gains this year, the funds other 
cyclical industrial names like Misumi Group, which is a precision machinery parts manufacturing distributor, 
it’s kind of like Glass Nail of the US. And also Kubota, the farming equipment maker, are poised to – they are 
poised for solid recovery in earnings as well as share price performance, which have been lagging relative 
to others. On the non-industrial side, I talked about Recruit Holdings earlier. I think they’re well-positioned 
to enter a cyclical recovery phase. And then there is environmentally friendly names, such as Nidec and 
Shimano. 

Elsewhere the portfolio holdings that I believe are attractively valued include Sony, Terumo. Terumo is a 
medical device maker. They produce catheters, stents, and guard wires, cardiovascular devices. Kao is 
another one, it’s a Proctor & Gamble of Japan. Rohto Pharmaceutical is skincare cosmetics. And Takeda 
Pharma. I think these names are still attractively valued related to their earnings outlook. And lastly, a 
quick word on SoftBank Group. It’s been making a lot of headlines this year. It’s clear that the company’s 
vison fund has turned out to be an important asset from being a liability. Thanks to sharp improvement in 
investment performance lately. 

And as I discussed in my investor letters many times, the Bill fund is still a small part of the company’s overall 
value, but it should carry more importance going forward. And here I look forward to benefiting from the 
fund’s investments, the Vision fund investments in disruptive technologies. Names like Alibaba, or NVidia, 
which is now currently in the process of being merged with Arm. Or Uber and DoorDash, etcetera. And so 
we think we have plenty to look forward to next year. 



MR. COURSEY: Great. Well, Masa, we certainly appreciate your optimism on the outlook, and we thank 
you for sharing your thoughts with us today. And on behalf of the Hennessy Funds, I want to thank all of the 
listeners for joining us. We look forward to working with you, and hope that you will consider the Hennessy 
Japan Fund as a part of your client’s portfolios. For more information, please visit us at hennessyfunds.com, 
or you can call our advisor line at 1-800-890-7118. Again, that phone number is 1-800-890-7118. 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. 
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