
How is the Fund positioned to take 
advantage of Japan’s GDP growth? 

Roughly dividing the portfolio, one-third of the 
companies rely purely on domestic sales, one-third 
of the companies have primarily domestic sales as 
well as some overseas sales, and the remaining one-
third mainly rely on overseas sales. In other words, 
more than 50% of the portfolio is domestic sales.

Fund Composition

Domestic Sales

Domestic /Overseas

Primarily Overseas

We believe that small- and mid-cap stocks generally 
have more domestic sales than large-cap stocks, so 
they are more likely to benefit from Japan’s GDP 

growth. In the Hennessy Japan Small Cap Fund, 
there are more companies with overseas growth 
expectations than the benchmark. We invest in 
many companies that can be expected to grow  
both through overseas sales and the domestic 
economic growth.

Would you please discuss how the weaker 
Japanese Yen is affecting smaller Japanese 
companies?

Given the composition of the Fund, the depreciation 
of the Yen will likely benefit Japanese manufacturing 
in the future. We believe the portfolio will benefit 
from the depreciation of the Yen even more than 
the benchmark. Japanese companies that used to 
produce their products overseas are moving back 
to domestic production, and there is a movement to 
look for domestic suppliers again. We believe that 
small and medium-sized manufacturing companies 
that have not been overseas until now will benefit 
in the future. In addition, we believe that capital 
investment and construction investment will recover 
on the domestic manufacturing industry returns.

How has the recent pullback in the market 
changed the Fund’s watchlist?

Japanese stocks have not adjusted as much as the 
U.S., so there is not much change to the Fund’s
watchlist. We would like to invest in companies
with undervalued stocks that will benefit from the
recovery of the Japanese economy and the return
of the manufacturing industry. On the other hand,
growth stocks, which are already overvalued, are
sluggish overall in Japan, partly due to the impact of
the NASDAQ. We see this as an opportunity to find
good companies at discounted prices.
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What sectors or types of companies currently 
look the most/least attractive in the current 
environment? 

We believe automobile-related industries are attractive 
investment destinations in anticipation of future 
recovery in the construction, capital investment-
related, and the automobile production industries. 

On the other hand, inflation is accelerating due to 
rising raw material and fuel prices and the impact 
of the weaker Yen. Therefore, we are cautiously 
watching domestic consumption-related companies, 
which have not made progress in passing on costs to 
their products.

In addition, we are cautiously considering Internet-
related companies that have received too much benefit 
from the impact of COVID-19, as there is concern that 
the benefits of the pandemic may fade away.

With manufacturing excellence a strength of 
Japan, how are these smaller manufacturing 
companies incorporated into the portfolio? 

With the support of a weaker Yen, we think domestic 
production will recover. Therefore, we believe the 
demand for renewal of aging factories and equipment 
will increase, so we are investing in machinery stocks 
that are strong in small and medium-sized factories. 
We are also focusing on construction-related and parts 
processing companies.

Would you please discuss any notable deletions 
from the portfolio over the past quarter? 

Since we would like to reduce the risks associated 
with investing in China, we sold a machine 

manufacturer that has a high proportion of sales 
in China. In addition, the company’s performance 
was driven by the machinery used to manufacture 
smartphones, but the maturity of the smartphone 
market in the future has eroded room for further 
growth. 

Would you please provide an outlook for the 
Fund for the rest of the year.

The Fund was still unable to demonstrate the 
momentum of the recovery in performance despite 
the weak Yen in the Japanese manufacturing 
industry due to parts shortages and lockdowns in 
China. In addition, Japan’s relatively strict measures 
against the coronavirus also contributed to the 
relative delay in the recovery of the domestic 
economy.

We believe we will see a full-fledged recovery 
in the second half of this year. The recovery of 
the domestic economy will greatly benefit small 
and medium-cap stocks, and we have a positive 
outlook for Japanese stocks as a whole, and an even 
brighter outlook for small and mid-cap stocks.
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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 summary and statutory prospectuses, which can be obtained by calling 800-890-7118 or visiting hennessyfunds.com. Please read the 
prospectus carefully before investing. 
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. 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.
For glossary and index definitions, click here.
Top ten holdings for the Hennessy Japan Small Cap Fund can be found on the fact sheet or here: https://www.hennessyfunds.com/funds/japan-small-cap#portfolio. Fund holdings and 
sector allocations are subject to change and should not be considered recommendations to buy or sell any security. Current and future holdings are subject to risk.
Earnings growth is not representative of the Fund’s future performance. 
The Hennessy Funds are distributed by Quasar Distributors, LLC.  HENS-20220921-0589


