
Fund Performance Review

For the month of July 2020, the Fund rose 3.15% 
(HJPIX) while the Tokyo Stock Price Index fell 2.07%. 
The Russell/Nomura Total Market™ Index, the 
benchmark for the Fund, fell 0.75% over the  
same period. 

Among the best performers were our investments 
in SoftBank Group Corp., the telecom and Internet 
conglomerate, Nidec Corporation, the world’s 
leading comprehensive motor manufacturer, and 

Sony Corporation, a diversified consumer and 
professional electronics, gaming, entertainment 
and financial services conglomerate.

As for the laggards, Kao Corporation, Japan’s 
largest manufacturer of home care and personal 
care goods, Recruit Holdings Co., Ltd., Japan’s 
unique print & online media giant who specializes 
in classified ads as well as providing HR services, 
and Fast Retailing Co, LTD., the operator of UNIQLO 
brand casual wear stores, negatively affected the 
Fund’s performance.

This month, among the positive contributors to 
the Fund’s performance were Shimano, Nidec 
Corporation, and SoftBank Group. These companies 
are so-called “owner-operators.” Since 2001, 
Shimano has been run by a third generation 
member from the founding family (current CEO 
Yozo Shimano). Both Nidec Corporation and 
SoftBank Group are still led by their respective 
founders, Shigenobu Nagamori and Masayoshi Son.

Great business and exceptional management are 
the holy grail to long-term investment success. The 
former is characterized by high returns on capital, 
sustainable long-term above-average earnings 
growth, and strong cash flows, while the latter 
should come with sensible capital allocation skills, 
integrity, and strong leadership. Shimano is a case 
in point. The global bike parts behemoth for high-
end sports bicycles enjoys significant economies 
of scale thanks to its dominant market share on 
the manufacturing side as well as consumer brand 
recognition, which allows it to have strong pricing 
power over its products. As such, the company 
generates high margins, which in turn results in  
high Return on Equity (ROE) and a cash-rich  
balance sheet.
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Market Commentary & Fund Performance

Hennessy Japan Fund Performance as of 7/31/20

Average Annual Total Return

YTD 1 Year 5 Year 10 Year

Institutional Class - HJPIX 4.56% 14.95% 10.60% 13.26%

Investor Class - HJPNX 4.30% 14.50% 10.17% 12.89%

Russell/Nomura Total MarketTM Index -7.29% 2.54% 3.98% 6.27%

Tokyo Stock Price Index (TOPIX) -9.13% 0.69% 3.41% 6.04%

Gross Expense Ratio: 1.04%  (Institutional Class) | 1.44%  (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.

https://www.hennessyfunds.com/funds/price-performance
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In terms of management quality, we would also rate 
Shimano as first-class. Its multi-decade track-record 
of having been an entrenched leader speaks to this 
point. Due to the durable and discretionary nature 
of the product, the sports bicycle industry (which 
includes both road bikes & mountain bikes) has 
been prone to purchasing cycles in the past to some 
degree. This requires well-timed capital expenditure 
(capex) plan decisions on the part of management, 
and they have been executing very well. For 
example, in the first decade of this millennium, the 
company saw no material increase in fixed tangible 
assets (property, plant, and equipment, or PPE), 
during which revenue and profit grew by over 50%, 
respectively. This reveals the company’s operational 
excellence and pricing power as the company 
grew its top and bottom line in the absence of 
corresponding increases in production equipment, 
in our view. Then, in the most recent decade, 
management stepped up capex significantly to 
build out production capability for new products 
such as e-bike parts, construct a new state-of-the-
art research and development (R&D) facility, and 
to increase manufacturing capacity. Fixed tangible 
assets grew almost three times in the span of 10 
years. As a result, despite its late arrival to the e-bike 
scene, Shimano has recently confirmed that they are 
emerging as the second largest player in this new 
segment and steadily closing the gap with Bosch, 
the current category leader. 

We are also encouraged by the recent sharp 
uptick in global bicycle sales triggered by strong 
demand from commuters seeking more effective 
social distancing as well as new bicycle hobbyists 
amid the COVID-19 pandemic. These trends 
should accelerate the payback from the previously 
mentioned capital spending activities. Shimano 
management is also shareholder-oriented. In light 
of rising surplus cash levels due to muted capex 
during the 2000s, management conducted a large-
scale share buyback from 2003 through 2008, which 

saw its share count shrink by 20%. Based on our past 
conversations with management, they seemed to be 
cognizant of basic buyback principle as well, i.e. buy 
only when the share price is deemed undervalued.   

While Shimano meets both the “great business” 
and “exceptional management” criteria at a high 
level, these two attributes seldom co-exist at other 
companies. That said, we do believe that sometimes 
an exceptional management can turn a not-so-
great business into a great one, making for a great 
investment case. Here, we would cite the precision 
motor manufacturer Nidec Corporation as a prime 
example. Unlike Shimano, Nidec’s customers do 
not purchase its motors because of the brand. 
Rather, Nidec’s competitive edge rests on price 
competitiveness, superior product functionality, and 
short lead times, etc. These advantages are harder 
to maintain than long-standing consumer brands. 
Durable consumer brands require much less in the 
way of investment to maintain a leading position, as 
the brand image is so deeply ingrained in consumers’ 
minds. For these reasons, we consider Nidec’s 
business as less attractive than Shimano’s. However, 
the company’s management strength has been nicely 
complementing the relative weakness in business 
attraction.
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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.
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. QA46914 8/20 #8/20

Fund Portfolio Holdings as of 6/30/20

Ticker % of Net Assets
Keyence Corp. 6861 6.9%

Daikin Industries, Ltd. 6367 6.5%

Shimano, Inc. 7309 6.4%

Sony Corp. 6758 6.2%

Terumo Corp. 4543 6.0%

Unicharm Corp. 8113 5.8%

Rohto Pharmaceutical Co., Ltd. 4527 5.7%

Recruit Holdings Co., Ltd. 6098 5.7%

SoftBank Group Corp. 9984 5.7%

Kao Corp. 4452 5.3%

Nitori Holdings Co., Ltd. 9843 5.2%

Nidec Corp. 6594 5.2%

Misumi Group, Inc. 9962 4.9%

Fast Retailing Co., Ltd. 9983 4.8%

Takeda Pharmaceutical Co., Ltd. 4502 4.6%

Mitsubishi Corp. 8058 3.5%

Kubota Corp. 6326 3.5%

Anicom Holdings, Inc. 8715 3.1%

Ariake Japan Co., Ltd. 2815 2.1%

ASICS Corp. 7936 1.4%

Relo Group, Inc. 8876 1.1%

Fuji Seal International, Inc. 7864 0.2%

Ryohin Keikaku Co., Ltd. 7453 0.1%


