
Fund Performance Review

For the month of May, the Hennessy Japan Fund (HJPIX) 
gained 2.44% while the Russell Nomura Total Market™ 
Index rose 3.21% and the Tokyo Stock Price Index 
(TOPIX) increased 2.64%. 

The month’s positive performers among the Global 
Industry Classification Standard (GICS) sectors 
included shares of Industrials, Consumer Discretionary, 

and Financials, while Consumer Staples and 
Communication Services detracted from the Fund’s 
performance.

Among the best performers were our investments 
in Sony Group Corporation, a diversified consumer 
and professional electronics, gaming, entertainment, 
and financial services conglomerate, Hitachi, Ltd., 
one of Japan’s oldest electric equipment and heavy 
industrial machinery manufacturers, and Olympus 
Corporation, the leading company in the medical 
field such as gastrointestinal endoscopy, which has a 
70% share of the world market.

As for the laggards, Misumi Group Inc., the maker 
and distributor of metal mold components and 
precision machinery parts, and Asahi Intecc Co., 
Ltd., the domestic market leader in circulatory 
organ-related percutaneous transluminal coronary 
angioplasty (PTCA) guidewires, detracted from the 
Fund’s performance.

One of the pitfalls in growth stock investing is that 
the investor could easily get enamored by the 
business’s rosy outlook and bake into the share 
price unrealistic profits far into the future. Because 
of this, in an environment of rising interest rates like 
today, where the growth-to-value market rotation is 
all the rage, all things “growth” are viewed as sure 
losers. But is it really true that all growth stocks, as 
defined by high price-to-earnings (P/E) multiples, 
are destined to fall? Should we think that all growth 
stocks are experiencing correction because they were 
overpriced?

A 1998 article written by finance professor Jeremy 
Siegel entitled “Valuing Growth Stocks: Revisiting 
the Nifty Fifty” offers some insights that this is not 
necessarily the case.
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Hennessy Japan Fund Performance as of 5/31/22

Average Annual Total Return
YTD 1 Year 5 Year 10 Year

Institutional Class - HJPIX -27.05% -24.69% 3.05% 9.59%

Investor Class - HJPNX -27.17% -25.00% 2.64% 9.22%

Russell/Nomura Total MarketTM Index -12.61% -12.66% 3.66% 7.49%

Tokyo Stock Price Index (TOPIX) -12.98% -13.40% 3.32% 7.27%

Gross Expense Ratio: 1.04%  (Institutional Class) | 1.43%  (Investor Class)          

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.

Standardized performance can be obtained by viewing the fact sheet or 
by clicking here.
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The Nifty Fifty was a group of premier growth stocks, 
such as Avon, Disney, McDonald’s, IBM, Polaroid, and 
Coca-Cola, that became institutional darlings in the 
early 1970s. Each company was a leader in its field 
with a strong balance sheet, high profit margins, 
and double-digit growth rates. As such, the common 
perception among institutional investors was that 
these stocks should always be bought and never sold 
(hence dubbed “one decision stocks”), regardless 
of their prices because they believed that the only 
direction they could go was up. So institutions loaded 
up on these stocks.

The Nifty Fifty sold at hefty multiples. The average P/E 
multiple of these stocks was 41.9x in 1972, more than 
double that of the S&P 500’s 18.9x at the time. Then 
came the day of reckoning. After peaking at the end 
of 1972, the market crushed by nearly half over the 
next 2 years. The 1970s was a period of high inflation 
and rising interest rates (sound familiar?) and sure 
enough the S&P 500 Index fell almost by half from 
January 1973 through to October 1974. Some Nifty 
Fifty names fared even worse. From their 1972–1973 
highs to their 1974 lows, Xerox fell 71% (peak P/E 
49x), Avon 86% (peak P/E 65x), and Polaroid 91% 
(peak P/E 91x).

The common narrative is that institutional investors 
were to be blamed for driving up the prices of these 
names to absurdly expensive levels. But the key 
argument of this article was not to caution against 
high P/E stocks, but rather the fact that the market 
actually had the foresight to bid up these stocks such 
that they went on to perform almost in line with the 
broader market in the subsequent decades.

As shown below, an equal-weighted basket of the 
Nifty Fifty stocks did not underperform the index all 
that much over the following 26 years through 1998. 
In other words, the Nifty Fifty stocks were for the most 
part fairly priced at the end of 1972. This also implies 
that if you had invested in these stocks after the 
significant correction in 1973-1974, the subsequent 
returns would have been far superior to the index.  

December 1972 - August 1998

Portfolio Compound Annual 
Growth Rate (CAGR)

S&P 500 +12.7%

Nifty Fifty Portfolio (rebalanced) +12.5%

Nifty Fifty Portfolio (no rebalance) +12.2%

Source: All Journal / October 1998 “Valuing Growth Stocks: Revisiting The 
Nifty Fifty”

Though it required a tremendous amount of patience, 
a few Nifty Fifty stocks outperformed the index during 
this period even when the returns were measured from 
the 1972 peak share prices. In the case of Coca-Cola, 
which was selling for a P/E of 46 times at its peak, 
could have been bought at more than 80 times 1972 
earnings and the result would still have matched the 
average market return.

P/E Multiple 
1972

Share Price 
CAGR

Earnings per 
Share CAGR

1972 - 1998

Phillip Morris 24 18.80% 17.90%

Pfizer 28 18.10% 12.20%

Coca Cola 46 16.20% 13.50%

Procter & Gamble 30 13.20% 13.90%

S&P 500 Index 19 12.70% 8.00%

Source: All Journal / October 1998 “Valuing Growth Stocks: Revisiting The 
Nifty Fifty”

This finding ties into the well-known fact about Mr. 
Market (or collective wisdom) being a pretty good 
predictor of the future as we discussed back in our 
September 2021 letter. A 2004 book called “The 
Wisdom of Crowds,” written by James Surowiecki, 
describes the amazing predictive power of the so-
called “collective wisdom.” There are certain conditions 
that need to be met for the collective wisdom to 
exhibit its powerful predictive ability including: 1) the 
opinions have to be amply diverse, 2) each individual’s 
opinion has to be formed independent of others, 
and 3) the result of the aggregated opinions must 
be expressed in single output like a number. This is 
essentially what the stock market is, and for this reason, 
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statistically Mr. Market is more often than not correct. 
Of course, this does not mean the market is infallible. 
There have been occasions when the market can be 
completely wrong as we all know.

This is why we have not rushed to exit our long-term 
positions just because the Fund’s holdings were 
trading at higher multiples than the broader market. 
We believe that once the storm passes in due course, 
the holdings will drive the Fund’s performance again. 
Meanwhile, we will continue to “upgrade” the Fund’s 
portfolio as attractive investment ideas emerge. To 
this end, as a growth manager with price discipline, 
We have made major investments in Sony Group and 
Hitachi in the last 2.5 years, which are now among the 
Fund’s largest holdings. At the time of purchase, both 
companies offered strong earnings prospects over 
the longer term yet were trading at value-stock like 
P/E multiples. Hence we call them “growth stocks in 
disguise.” In our upcoming letter, we plan to discuss 
our latest investment, which should also qualify for 
the “growth in disguise” designation. Stay tuned.

Fund Portfolio Holdings as of 3/31/22

Ticker % of Net Assets
Sony Group Corp. 6758 9.02%

Mitsubishi Corp. 8058 7.86%

Recruit Holdings Co., Ltd. 6098 6.85%

Keyence Corp. 6861 6.15%

Hitachi, Ltd. 6501 5.83%

SoftBank Group Corp. 9984 5.45%

Daikin Industries, Ltd. 6367 5.01%

Nidec Corp. 6594 4.89%

Shimano, Inc. 7309 4.58%

Misumi Group, Inc. 9962 4.49%

Mercari, Inc. 4385 4.27%

Terumo Corp. 4543 4.21%

Rohto Pharmaceutical Co., Ltd. 4527 3.83%

Kubota Corp. 6326 3.79%

Murata Manufacturing Co., Ltd. 6981 3.51%

Unicharm Corp. 8113 3.09%

Fast Retailing Co., Ltd. 9983 3.07%

Z Holdings Corp. 4689 2.33%

Nitori Holdings Co., Ltd. 9843 2.28%

Kao Corp. 4452 1.96%

Olympus Corp. 7733 1.92%

ASICS Corp. 7936 1.17%

Anicom Holdings, Inc. 8715 1.06%

Ariake Japan Co., Ltd. 2815 1.00%

Asahi Intecc Co., Ltd. 7747 0.39%

PeptiDream, Inc. 4587 0.28%
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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 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. 
Current and future holdings are subject to risk. 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 may be subject to a higher degree of market risk. The Fund may experience higher fees due to investments 
in pooled investment vehicles (including ETFs).
Earnings growth is not representative of the Fund’s future performance. Diversification does not guarantee a profit or protect from loss in a declining market.
For glossary and index definitions, click here.
Fund holdings and sector weightings are subject to change and should not be considered a recommendation to buy or sell any security. The views expressed in this commentary are as 
of the date of the commentary and are subject to change at any time without notice.
The Hennessy Funds are distributed by Quasar Distributors, LLC.                                    HENS-20220622-0536


