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Editor’s Note: Clearly a global health phe-
nomenon, the coronavirus pandemic has 
similarly wrought havoc on global equity 
markets. In Japan, for example, the coun-
try’s TOPIX market index fell nearly 30% 
over just six weeks to mid-March, and in 
the six weeks since has rebounded 28% 
off its lows.
 For insight into how one accomplished 
value investor has navigated the market 
tumult in Japan, we spoke with SPARX 
Asset Management’s Masakazu Takeda. 
Responsible for some $5.5 billion in as-
sets – including the Hennessy Japan Fund 
that has doubled the market’s return since 
its inception in 2003 – Takeda explains 
why he always focuses on “safe and sound 
businesses,” and highlights a few he thinks 
are of note today in what he considers a 
consistently inefficient Japanese market.

You’ve written that you largely “stayed 
the course” as pandemic fears roiled the 
Japanese market as it did in the U.S. and 
elsewhere. Describe what that looked like.

Masa Takeda: My portfolio approach is 
to own a concentrated set of inherently 
safe and sound businesses that I expect 
to hold for a very long time as their value 
compounds. Central to doing that success-
fully is making sure through the research 
and analytical process that not only can 
these businesses generate sustainably high 
returns on invested capital, but also that 
they will endure and prosper in even the 
most adverse economic environments. 
That means I generally own a mix of “de-
fensive” consumer stocks (like Kao and 
Shimano), high-quality industrials (like 
Nidec and Keyence), recession-resistant 
healthcare and Internet stocks (like Take-
da Pharmaceutical and Recruit), as well as 
companies with well-diversified business 
portfolios themselves (like Sony and Soft-
Bank Group).

With exposure mostly to stable defen-
sive growers and moderately economi-
cally sensitive businesses, over time that 
has generally resulted in the portfolio per-
forming better than average in both strong 
and weak economic environments. As a 
general rule, then, I don’t tactically shift 
the portfolio to more “risk on” or “risk 
off,” and in my experience I’ve found that 
frequent trading in response to a changing 
economic landscape doesn’t translate into 
better performance. If I’m invested in the 
right names and hold them through thick 
and thin, long-term performance will take 
care of itself.

So I don’t trade a lot as a rule, and that 
was much the case in February, March and 

April when the Japanese market was so 
volatile. We’ve made some minor adjust-
ments in position sizes, but what I want to 
own today has not changed from prior to 
the coronavirus.

Even if it’s not a key reason you own it, are 
there companies in your portfolio that you 
can see ultimately benefitting from today’s 
challenged economic environment?

MT: One direct one where you can see it 
already in the stock price is Shimano [To-
kyo: 7309], the global bicycle-components 
manufacturer. Whether or not a company 
could be a virus-related beneficiary is not 
part of our thought process, but we did 
review all of our holdings as the panic sell-
ing set in to reassess if there was any rea-
son we could no longer hold a particular 
holding. In this case, we thought Shimano 
could benefit as the disruption in people’s 
exercise habits led to increased bicycle 
sales. Again, we don’t own it for that rea-
son, we own it because of its leading glob-
al position at the high end of its market, 
its ability to compound growth over time, 
and its fortress balance sheet. The upside 
in the current environment has just been a 
short-term positive side effect.

Another interesting company I’d men-
tion is Anicom [Tokyo: 8715], which we 
added to the portfolio last year. The com-
pany underwrites pet insurance and is 
the dominant player in Japan with about 
50% of the market. It has a solid record of 
profitable underwriting and has also been 
successful in developing value-added ser-
vices such as health checkups and genetic 
screening that are of value to both pet 
owners and breeders. We already think the 
company’s long-term growth prospects 
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are strong – pet-insurance penetration is 
currently less than 10% in Japan, and peo-
ple increasingly treat pets as family mem-
bers and spend more and more money on 
them. That’s likely only enhanced in an en-
vironment where people are increasingly 
stuck at home and welcome the company 
pets provide.

Anicom’s share price fell nearly 40% from 
mid-February to mid-March, but has since 
come roaring back to a 52-week high of 
¥4,785. How attractive do you consider 
that price today?

MT: This we look at as a compounder. 
The company has grown free cash flow 
at 20% per year over the past ten years, 
but the stock was trading, at least until re-
cently, at what we consider a reasonable 
20x forward multiple. Given the contin-
ued growth potential we see, we’re happy 
to own the stock at this price.

You’ve long been a fan of factory-auto-
mation company Keyence [Tokyo: 6861]. 
Describe the “compounder” potential you 
see in it.

MT: One important aspect of our strategy 
is that because of the structural issues fac-
ing Japan – aging demographics, shrinking 
population, deflation – it’s important as a 
long-term investor to focus on companies 
that have significant international growth 
potential. Keyence is an excellent example 
of that.

The company develops customized fac-
tory-automation sensors and systems that 
are used in a wide range of applications 
across a wide range of manufacturing and 
industrial customers. It’s particularly not-
ed for the strength of its sales force, which 
is staffed by well-compensated engineers 
who on a consultative basis work closely 
with customers to define productivity-en-
hancing solutions. The payback tends to 
be high and fast, so the company doesn’t 
get a lot of resistance on pricing, which 
results in long-term operating margins 
averaging 50%, among the highest level 
in the world. They’ve also proven to be 
quite skilled at innovation, with 30% or 

so of sales each year coming from newly 
launched offerings.

Secular growth worldwide in factory 
automation has been very resilient in cy-
clical downturns. Productivity improve-
ments and cost savings from automation 
are even more desired when the economy 
is weak, and this time around we could 
imagine incentives to reduce human inter-
vention at manufacturing sites to be incre-
mentally more important coming out of 
the downturn. Keyence should be a ben-
eficiary of that.

We’re assuming there’s no concern with 

the balance sheet?

MT: None. The company has often been 
criticized for its conservative balance 
sheet, but in this environment cash is 
king. It has cash, short-term investments 
and marketable securities on its balance 
sheet worth close to ¥1.5 trillion, which 
is equivalent to more than 30 months of 
revenue. When it comes to withstanding a 
severe economic downturn, I don’t know 
of a company more well prepared. 

How are you thinking about its growth 
prospects going forward?
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Keyence           
(Tokyo: 6861)

Business: Global development and sale of 
sensors, instruments and other equipment 
used to improve customer productivity and 
reduce expenses through factory automation.   

Share Information 
(@5/28/20, Exchange Rate: $1 = ¥107.66):

Price ¥44,580
52-Week Range ¥28,905 – ¥44,680
Dividend Yield 0.5% 
Market Cap ¥10.37 trillion

Financials (TTM):

Revenue   ¥551.84 billion
Operating Profit Margin 50.3%
Net Profit Margin 35.9%

Valuation Metrics
(@5/28/20):

 6861 S&P 500
P/E (TTM) 50.8 25.6 
Forward P/E (Est.) 42.0 23.1

Largest Institutional Owners
(@3/31/20 or latest filing):

Company  % Owned
Capital Research & Mgmt  5.2%
Vanguard Group   2.1%
Nomura Asset Mgmt  2.1%
Fidelity Mgmt & Research   1.6%
Norges Bank Inv Mgmt  1.4%

Short Interest (as of 5/15/20):

Shares Short/Float  n/a

I N V E S T M E N T  S N A P S H O T

THE BOTTOM LINE
Already uniquely profitable on an operating basis, the company's long growth runway 
is also fully intact from increasing global demand for factory-automation solutions, says 
Masa Takeda. 

Sources: Company reports, other publicly available information
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MT: The company hasn’t emphasized its 
international business as long as other 
Japanese firms with related businesses 
like Fanuc [Tokyo: 6954] and SMC Corp. 
[Tokyo: 6273] have, so we think those 
companies can provide some insight. 
Keyence’s share of revenues from inter-
national markets is now around 50% of 
the total, versus more than 70% for SMC 
and 80% for Fanuc. Assuming Keyence’s 
business in Japan continues to grow – as it 
has, unlike for SMC and Fanuc – if inter-
national sales got to 70% of the total, that 
would mean overall annual revenue of 
something like ¥1 trillion, versus the cur-
rent run rate of around ¥550 billion. Add 
in growth for factory automation overall 
and the increasing size of China and India 
as key markets and we believe the runway 
for growth here is very long.   

How attractively priced do you consider 
the shares today at a recent ¥44,600?

MT: The stock isn’t nearly as cheap as it 
was in March when it fell below ¥29,000 
per share, but this too we consider a solid 
compounder. 

Assuming free cash flow can grow for 
some time at a 15% annual rate – basi-
cally extrapolating past growth – and as-
suming a 10% discount rate, our estimate 
of intrinsic value today comes to around 
¥55,000 per share. 

We’re curious, how do you arrive at a 10% 
discount rate?

MT: I actually use 10% across all hold-
ings regardless of the business model. I 
generally prefer not to play around with 
discount rates from company to company 
and I want to be conservative even in a 
low-interest-rate environment. For many 

years now I’ve assumed a risk-free rate of 
2% plus an 8% equity premium to get to 
a discount rate of 10%. 

I find being conservative with the dis-
count rate helps give me courage when the 
market is in turmoil. If I’m seeing 50% up-
side to a conservative estimate of intrinsic 
value, that makes it easier to take a con-
trarian position when others seem to be 
panicking. 

Keyence would seem to be the prototypi-
cal type of company a value investor might 
want to buy if the market cracks.

MT: I think that’s true. Great franchises 
don’t come cheap, and many times the 
only way that happens is when everything 
is selling off. In Japan, we don’t have the 
FAANG’s of the world, but we do have in-
dustrial companies like Keyence that are 
the best globally at what they do. If you 
can buy them at a reasonable price, they 
are very much the types of businesses we 
want to own. 

We have to ask about one of your holdings 
that seems to be in the news just about ev-
ery day ...

MT: I assume you mean SoftBank Group? 
Obviously the general perception of it 
today is quite negative because of the 
publicity around the Vision Fund and its 
problems. But what we think the market 
is missing is that the Vision Fund is not 
a big part of the asset value of the par-
ent company we own, SoftBank Group. 
There’s a 26% stake in Alibaba, the big-
gest e-commerce retailer in China. There’s 
a 70% stake in SoftBank Corp., a leading 
publicly listed telecom company in Japan. 
Following the merger with Sprint, there’s 
a 25% ownership position in T-Mobile in 

the U.S. There’s 100% of ARM, the U.K.-
based smartphone-chip designer SoftBank 
Group bought for $32 billion in 2016. 

Even if you exclude ARM and look just 
at the large publicly traded holdings, we 
think, in dollars, there’s a minimum $160-
170 billion in asset value, net of debt. 
That’s against a current market value for 
SoftBank Group of around $90 billion. In 
our view the Vision Fund could go to zero 
and it does not upend the thesis for the 
company. I also think people are too quick 
to write off Masayoshi Son as a leader. He 
started out in 1981 from scratch – one 
guy in one generation who has created a 
$90 billion market-cap company. He’s an 
opportunistic guy and sometimes makes 
mistakes in a big way, but as an entrepre-
neur you have to give him a lot of credit. 
He’s been through many different environ-
ments in building his empire and we think 
he’ll get through this one as well.

Some market observers in the U.S. worry 
the market rebound off its lows has been 
faster than the economic outlook would 
warrant. How would you assess that risk 
in Japan?

MT: Year to date, the Japanese market is 
down by 8%. The financial economy al-
ways leads the real economy, but there’s 
a legitimate case to be made that that de-
cline is too small compared to the gravity 
of the situation, and that the market being 
flooded with liquidity is making it deviate 
more than usual from reality. I like what I 
own no matter what, but the elevated risk 
in the market has not gone away.  VII 
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Important Disclosures 
Opinions expressed are those of the author or Hennessy Funds, and are subject to change, are not intended to be a 
forecast of future events, a guarantee of future results, nor investment advice.  

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 funds may be lower or higher than the 
performance quoted. Performance data current to the most recent quarter end may be obtained by clicking here or by 
calling 800.966.4354.  

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.  Click here for 
prospectus. Please read the prospectus carefully before investing.   

Click here for standardized performance of the Hennessy Japan Fund. 
Top ten holdings for the Hennessy Japan Fund can be found here.  Fund holdings and sector allocations are subject to 
change at any time and should not be considered a recommendation to buy or sell any security.   

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 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. 

Earnings Growth is not a measure of the Fund’s future performance. 

Dividend Yield is a ratio indicating how much a company pays out in dividends each year relative to its share price. 
Dividend yield is represented as a percentage and can be calculated by dividing the dollar value of dividends paid in a 
given year per share of stock held by the dollar value of one share of stock. 

Forward price-to-earnings (forward P/E) is a version of the ratio of price-to-earnings (P/E) that uses forecasted earnings 
for the P/E calculation. 

Free Cash Flow is a measure of financial performance calculated as operating cash flow minus capital expenditures. 
Market cap is the market price of an entire company, calculated by multiplying the number of shares outstanding by the 
price per share. 

Price to Earnings (P/E) Ratio is a common tool for comparing the prices of different common stocks and is calculated by 
dividing the current market price of a stock by the earnings per share. The P/E ratio is not a measure of future 
performance or growth. 

Return on Invested Capital (ROIC) is a measure of how effectively a company used the money invested in its operations. 

Tokyo Stock Price Index (TOPIX) is a market capitalization-weighted index of all companies listed on the First Section of 
the Tokyo Stock Exchange.  One cannot invest in an index. 

The Hennessy Funds are distributed by Quasar Distributors, LLC. 

800.966.4354 hennessyfunds.com  
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http://go.hennessyfunds.com/StatutoryProspectus
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https://www.hennessyfunds.com/funds/japan/investor#portfolio
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