
Fund Performance Review

In October, the Fund (HJPIX) gained 1.81%, while the 
benchmark, the Russell/Nomura Total MarketTM Index 
increased 2.53% and the Tokyo Stock Price Index 
(TOPIX) rose 2.35%.

The month’s positive performers among the Global 
Industry Classification Standard (GICS) sectors 
included shares of Information Technology, Industrials, 
and Consumer Discretionary stocks, while Consumer 
Staples detracted from the Fund’s performance.

Among the best performers were our investments 
in Keyence Corporation, the supplier of factory 
automation related sensors; Hitachi, Ltd., one 
of Japan’s oldest electric equipment and heavy 
industrial machinery manufacturers; Sony 
Group Corporation, a diversified consumer and 
professional electronics, gaming, entertainment and 
financial services conglomerate.

As for the laggards, Seven & i Holdings Co., Ltd., 
a Japanese diversified retail group and operator 
of 7-Eleven convenience stores; Kao Corporation, 
Japan’s largest manufacturer of home care and 
personal care goods; Unicharm Corporation, Japan’s 
baby and feminine care products maker.

We have owned three personal care products 
companies in our portfolio since 2007 with each 
one having different attractive characteristics. The 
companies are Rohto Pharmaceutical, Kao and 
Unicharm.

Rohto’s attractiveness lies in its niche-yet-solid 
brand image in greater China, Vietnam, and 
Indonesia. Today, the company sells a variety of 
personal care items such as skincare cosmetics, lip 
cream, sunscreen, eye drops, etc. to rising middle 
class consumers. Its extensive reach in China 
was first developed as early as in the 90s after 
the acquisition of the U.S. Mentholatum brand. 
Since then, management has been expanding its 
footprint into other countries in the region. Also, 
the company’s noteworthy development has been 
its foray into the regenerative medicine field. A few 
years ago when we first learned about the new 
venture, we were somewhat skeptical about its 
legitimacy due to seemingly lack of synergies with 
other segments. However, as the business details 
became more apparent, we have come to view the 
management’s decision as a positive move. In this 
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Hennessy Japan Fund Performance as of 10/31/22

Average Annual Total Return
YTD 1 Year 5 Year 10 Year

Institutional Class - HJPIX -36.19% -37.63% -1.51% 7.18%

Investor Class - HJPNX -36.38% -37.86% -1.91% 6.81%

Russell/Nomura Total MarketTM Index -23.11% -24.27% -1.13% 5.80%

Tokyo Stock Price Index (TOPIX) -23.08% -24.05% -1.23% 5.70%

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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new business, the company’s focus revolves around 
human stem cells derived from fat tissues. Similar 
to embryonic stem cells and induced pluripotent 
cells, this fat-derived stem cell has unique properties 
that enable itself to transform into various body 
tissue types, which can be used to develop a wide 
range of medical applications. Examples include 
regenerative medicine products for liver cirrhosis, 
pulmonary fibrosis, kidney disease, and COVID-19 
pneumonia for which the clinical trials are underway. 
Furthermore, the company has built a state-of-the-
art automated stem cell production line, which 
allows for manufacturing of the cells in large 
quantities at a reduced cost compared to manual 
process. Leveraging this proprietary technology, the 
company hopes to be a mass supplier of stem cells 
for research institutes, etc. The company has entered 
the prescription ophthalmology drug development 
business in recent years as well. Given the absence 
of a track record, we have yet to factor these new 
businesses into its intrinsic value estimate. That said, 
we will remain curious on the potential success of 
this venture.

Kao has been having a difficult time since its share 
price reached an all-time high in October 2018. Its 
brand image has become less appealing to Asian 
middle class consumers as local personal care 
goods companies have raised their profile thanks 
to improving product quality as well as savvy online 
marketing strategy. Due to the absence of inbound 
tourists into Japan following the outbreak of corona 
virus and intensifying competition in some of the 
household product categories domestically, the 
company continues to face challenging operating 
environment today. The recent rise in commodity 
prices are further weighing on their financial 
performance. In their assessment, Kao was a 
mass brand product company where they would 
take up large store shelves at retailers and use 
TV ads nationwide to promote their brands. This 
business model has apparently become obsolete 
as small start-ups can now easily tap into the 
market with niche products and advertise them 
using various online channels at a cheap cost. In 

response to this, management intends to reverse 
deterioration in profitability through introduction 
of more value-added products, refined marketing 
approach, product price hikes, organizational cost 
rationalization, and productivity improvement. While 
these tasks seem challenging, there are some signs 
of positive changes. For example, in the cosmetics 
segment, management drastically slashed the 
number of brands from 49 at the peak to just 19. 
This allowed for a more efficient and productive 
allocation of an advertisement budget, which led to 
several hit products in recent years. Now, they are 
applying a similar approach to other product areas 
to reduce the number of brands so that management 
can pour more resources into the remaining core 
brands aggressively. In the most recent earnings 
announcement, management has emphasized signs 
of domestic market share gains in detergents and 
sanitary products. Whether they can rapidly turn 
around remains to be seen but this is a company 
who had compounded per share earnings at 11% for 
20 years leading up to 2018 with average return on 
equity (ROE) of 13% during the period. It also has an 
enviable track record of continuous dividend hikes for 
33 years (and counting). Simply put, Kao is an able, 
well-executed organization.

Unicharm’s business has been thriving in recent 
years especially after the company took impairment 
charges on the baby diaper business in China and 
Indonesia and pivoted to sanitary napkins and adult 
diaper businesses as the new growth drivers. Today, 
their footprint covers a much wider geography 
ranging from China, Thailand, Indonesia, Vietnam, 
India, Saudi Arabia to Brazil. In most, if not all of 
these countries, the company commands number 
1 or number 2 market share in sanitary napkins. 
Elsewhere, in the U.S., the company has been 
focusing on the pet care business (pet food and pet 
sheets) with China emerging as their next big target 
market. The company’s core competitiveness is its 
ability to survey local households in a meticulous 
manner to add new features to their products and sell 
them at premium price points. This way, Unicharm 
can localize their product offerings tailored for 
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different countries. Unicharm’s overseas sales ratio 
now exceeds 60%, a significant increase from just 
30% in 2007. Its core operating profit (OP) margin 
has been consistently averaging in the low teens, 
giving it superior profitability to the other two 
aforementioned peers. When 1H2022 ended in 
June, its consolidated revenue grew 12% year over 
year (yoy) but core OP was down 10% yoy mainly 
due to higher raw material costs and logistics costs. 
However, management is confident in achieving 
OP growth of 3% for the full year through price 
increases and in-house productivity improvement.

We view the three companies as having different 
investment attractions over the long term. Rohto, 
the smallest of the three, has the advantage of 
being nimble for new product launches. For Kao, we 
believe the company’s future growth potential lies 
in its breadth of product categories ranging from 
home cleaning products, toiletries to cosmetics, 
making it akin to Procter & Gamble in the U.S. 
On the other hand, Unicharm is a pure play on 
consumer absorbent products focusing exclusively 
on baby nappies, adult incontinence products, 
female sanitary napkins and pet care sheets, making 
it comparable to another U.S. company, Kimberly 
Clark. Unicharm has more extensive global reach in 
these segments than Kao.

All three are run by first class management teams with 
a sound track record spanning several decades. For 
example, Rohto’s 10 year compounded annual growth 
rate (CAGR) and 20 year CAGR for earnings per share 
(EPS) stand at 10.2% and 11.4%, respectively, while 
those of Kao’s 10 year CAGR and 20 year CAGR for 
EPS stand at 10.2% and 4.4%, respectively, while those 
of Unicharm’s are 7.4% and 10.8%. All three command 
superior ROE of around 12%. 

In terms of management profile, they are somewhat 
different from one another. Rohto adopts co-head 
structure where Chairman Kunio Yamada, who is the 
fourth generation leader from the founding family, is 
spearheading new ventures such as the regenerative 
medicine while President Masashi Sugimoto oversees 
the mainstay business lines. Unicharm has been led 
by Takahisa Takahara, the son of the founder, since 
2001, whereas Kao’s management team has a more 
institutionalized structure, where a new president is 
elected every few years from within the organization.
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Fund Portfolio Holdings as of 9/30/22

Ticker % of Net Assets
Mitsubishi Corp. 8058 8.30%

Hitachi, Ltd. 6501 8.05%

Sony Group Corp. 6758 7.43%

Tokio Marine Holdings, Inc. 8766 5.72%

Keyence Corp. 6861 5.47%

Rohto Pharmaceutical Co., Ltd. 4527 5.09%

Recruit Holdings Co., Ltd. 6098 4.83%

Seven & i Holdings Co., Ltd. 3382 4.33%

Daikin Industries, Ltd. 6367 4.09%

Terumo Corp. 4543 4.03%

Nidec Corp. 6594 3.72%

Misumi Group, Inc. 9962 3.54%

ORIX Corp. 8591 3.09%

Unicharm Corp. 8113 2.74%

Kao Corp. 4452 2.64%

Shimano, Inc. 7309 2.39%

Murata Manufacturing Co., Ltd. 6981 2.33%

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-20221117-0623

Fund Portfolio Holdings as of 9/30/22

Ticker % of Net Assets
Kubota Corp. 6326 2.32%

Fast Retailing Co., Ltd. 9983 2.08%

Sompo Holdings, Inc. 8630 1.89%

Santen Pharmaceutical Co., Ltd. 4536 1.69%

MS&AD Insurance Group Holdings 8725 1.66%

FUJIFILM Holdings Corp. 4901 1.47%

ASICS Corp. 7936 1.24%

Ariake Japan Co., Ltd. 2815 1.08%

SoftBank Group Corp. 9984 1.03%

Mercari, Inc. 4385 0.87%

Z Holdings Corp. 4689 0.75%

Pigeon Corp. 7956 0.71%

Dentsu Group, Inc. 4324 0.70%

Olympus Corp. 7733 0.68%

Hoya Corporation 7741 0.64%

Anicom Holdings, Inc. 8715 0.63%

Nissan Chemical Corporation 4021 0.07%

https://www.hennessyfunds.com/glossary

