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SECTOR — GENERAL INVESTING
 TWST: Could you please identify yourself and give an 
overview of the fund you manage?

Mr. Takeda: My name is Masa Takeda from SPARX Asset 
Management. I am a fund manager for Hennessy Japan Fund. 
Hennessy Japan Fund is focused on an investment strategy where we 
try to invest in great businesses with exceptional management teams, 
and we try to buy the securities at attractive prices. It’s a long-term 
oriented strategy. We look for long-term capital compounders. The 
portfolio is typically concentrated with 25 to 30 names. It’s a large-
cap biased portfolio with a lot of global enterprises.

TWST:  You use the term “growth in disguise” to 
explain the fund. Maybe you can expound on that?

Mr. Takeda: Our investment mantra, as I said, is that we 
invest in great businesses with exceptional management at 
attractive prices. The price discipline is very important.

What I mean by “growth in disguise,” is that we want to 
identify businesses that can grow at a fast clip. But we don’t want to 
pay too much for that. And so, we try to look for very few candidates 
whose growth potential is just as good as any pure growth stocks or 
businesses, but they are trading at value stock-like multiples. Hitachi 
(OTCMKTS:HTHIY) is one good example in our fund.

TWST: Sure, we can turn to Hitachi now. Can you 
explain what is interesting about the company for investors? 

Mr. Takeda: Hitachi is one of the largest industrial 
manufacturing conglomerates and it’s over a century old. They 
make everything from industrial equipment to heavy machinery, 
home appliances, consumer electronics, diagnostics, IT services, 
railway, social infrastructure, management services, etc.

Up until 2008, Hitachi was actually a badly run company. 
After 2008, after the financial crisis, they got their act together and 
they went through a lot of restructuring. It became an average-
quality company. That was around the mid-2010s. We just 
watched the company from the sidelines during that time. Since 
around 2016, we noticed that the company was undergoing a 
transition from being just a pure manufacturing-centric business 
model to a more asset-light, consulting-based business model. 
Now, Hitachi can not only sell hardware to industrial customers, 
but also sell software services, maintenance, aftersales, operational 
outsourcing, monitoring services, and so on. So they can sell this 
as a package. In a nutshell, Hitachi is now turning into a more 
software-based, asset-light scalable company.

Despite their core operational history up until 2008, the 
stock is only trading at 10 times p/e. But we expect the company 
to grow at 10%-plus for the next three to five years. So that’s what 
I mean by “growth in disguise.” Because of the misperception by 
the market, even though their expected growth rate is in the low-
teens, the stock is trading like a value stock and its return on equity 
is already 15% after years of restructuring. We like the quality of 
the company as it stands today.

TWST: I see too that one of your top holdings is Sony. 
Did you want to talk about what’s going on with Sony now?

Mr. Takeda: Sony (NYSE:SONY) is another example of 
a poorly run company transforming into a high-quality enterprise. 
So, again, up until 2008, Sony was regarded as a low-quality 
troubled electronics hardware manufacturer, but after the financial 
crisis, Sony successfully transformed into an entertainment 
services company. Today, they have the PlayStation franchise, 
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which is the gaming business, and then Sony Music, as well as 
Sony Pictures. Over half of their revenue and half of their 
earnings come from intangible asset-based businesses, which we 
like a lot because asset-light, intangible asset-based businesses 
tend to have high returns on capital.

Because of their rich content library, it’s hard to be 
displaced by competitors. So, it’s a company that has a wide 
economic moat with high returns on capital. Long-term growth 
prospects are quite positive. It’s a business that has a global 
addressable market. That’s the kind of business that we like a lot. 
We like companies that have successful track records with wide 
economic moats with ample addressable markets globally.

TWST: I see that another top holding is Mitsubishi. 
Anything that’s noteworthy about that company and why you 
have been interested in it?

Mr. Takeda: 
Mitsubishi Corporation 
(OTCMKTS:MSBHF) is 
actually classified under the 
wholesale sector. The essence of 
the business is actually an 
investment business. So, 
Mitsubishi Corporation, they 
use their own balance sheet to 
invest in various operating assets 
around the world, as well as 
investment securities around the 
world. So their balance sheet — 
it’s a collection of unique assets.

The way to value the 
business, you should look at the 
growth rate or per-share net asset 
value. And over the last five, 10 
and 15 years, they’ve been 
consistently growing their per-
share net asset value. We look at 
per-share book value as a proxy 
for net asset value at high single 
digit to 10%. And so, we think 
Mitsubishi Corporation is a 
growth company. Yet, the stock 
is trading at a high-single-digit 
multiple and just barely one time book with a dividend yield of 4%.

I think the misperception comes from the fact that the 
bulk of the revenue is generated in commodity businesses — 
coking coal business, as well as oil and hard commodities. So the 
stock is valued just like any oil company out there. But the fact of 
the matter is Mitsubishi Corporation is an investment company. 
So there are multiple revenue sources and we like its long-term 
growth track record. And again, moving forward, they have 
ample investment opportunities globally.

The reason why Mitsubishi Corporation is so unique is 
because in the old days, post-World War II, the economic recovery 
period, trading companies played a key role by assisting Japanese 

companies in import and export operations. It used to be a 
commission-based business. However, around the 1980s and 
1990s, a lot of Japanese companies started to build up their export 
channel. Companies like Mitsubishi shifted their business model 
to more of an investment type of business. That’s how they shifted 
over the years. We like their investment capabilities. It’s a business, 
too, owned by Berkshire Hathaway (NYSE:BRK.A). Warren 
Buffett invested in this company in 2019 and 2020. We’ve been 
invested in this a lot longer than Berkshire Hathaway.

TWST: Any other holding that you want to highlight?
Mr. Takeda: In terms of the growth in disguise concept, 

I highlighted Hitachi as being a high-growth business yet trading 
at value stock-like multiple. We do have another type of value in 
disguise stock, where the growth rate is in the mid-single digits. 

Not as high as Hitachi or other 
pure growth names, but the 
business has significant ability 
to buy back shares.

Tokio Marine 
(OTCMKTS:TKOMF) is a good 
example. Tokio Marine is 
Japan’s largest general insurance 
company. They have the best 
track record in the industry with 
a global footprint. Tokio 
Marine’s sustainable growth 
rate is about 4% to 7%. They 
can constantly buy back shares, 
which helps to raise earnings per 
share. On a per-share basis, they 
can add additional growth to the 
earnings growth and then also 
the fat dividend yields of 4%. If 
you add them all up, these three 
key components of return 
sources, you get about 10%-plus 
shareholder return on a 
sustainable basis over time. This 
is another concept of value in 
disguise in my opinion.

There are two reasons 
why the general insurance 

industry in Japan is so attractive. One is that after years of 
consolidation, three mega-insurance groups, including Tokio 
Marine, control 90% of the market. So they generate abundant 
cash flow from the domestic underwriting business. And then 
these mega-insurance groups are also sitting on large unrealized 
gains on strategic equity holdings.

These strategic equity holdings were acquired many, 
many decades ago in the post-war economic recovery period. 
Under the government directive, banks and general insurers were 
required to funnel funds from households into corporate sectors. 
Fast forward to today, these strategic equity investments are now 
widely regarded as idle, under-utilizing assets. So management 
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teams of insurance companies today are much more receptive to 
the idea of better capital efficiency. Therefore, they have been 
consistently selling strategic equity holdings to fund their 
overseas acquisitions or use them as a source of good shareholder 
returns such as share buybacks and dividend payment.

And so, this is a strength that is very unique to Japanese 
life and non-life insurance companies. For these reasons, we like 
Tokio Marine. We think a multiple of only 11 times and return 
on equity of 12% — we think the stock is undervalued.

TWST: And more generally, when looking at Japan 
now, what are some reasons it might be of interest to 
investors as a region? 

Mr. Takeda: Japan itself as a standalone economy is not 
particularly a vibrant economy. The country has a lot of structural 
issues, like aging demographics, shrinking labor population, high 
debt-to-GDP ratio, and so on, as well as deflation.

But if you look at individual companies, they are some 
of the most well-run, high-quality global companies out there. 
Over the last eight years, since Abenomics — named for 
Japanese Prime Minister Shinzo Abe — started in 2013, the 
market measured by TOPIX, the Tokyo Stock Price Index, the 
benchmark grew by about 170%, so 2.7x, whereas the corporate 
profits increased roughly by the same amount, which means that 
there hasn’t been any re-rating.

Japan has been undergoing corporate governance reforms 
again, thanks to Abenomics. It’s spearheaded by the government. 
So initiatives like the Corporate Governance Code and the 
Stewardship Code. It’s still a relatively new thing in Japan. It only 
started around 2015 whereas in the U.K., our role model, they’ve 

been working on this in the early 1990s. And so I wouldn’t be 
surprised to see Japan’s ROE — return on equity — which has 
been perennially low, but it’s been making lots of improvement.

Only 10 years ago, Japan’s ROE was like 5%. No one 
wanted to look at Japan as an investment destination. It was 
10% just a few years ago and after the pandemic, it’s come 
down a bit, but the underlying structural trend of ROE 
improvement remains unchanged. So, moving forward, as the 
global economy starts to recover at some point, I think Japan’s 
ROE will exceed 10% and will eventually catch up to the levels 
of European companies and then maybe the U.S. companies as 
well. If that is to happen then I think there’s significant room 
for the Japanese stock market to re-rate. So that is the positive 
argument for the Japanese stock market. Of course, there are a 
lot of high-quality enterprises in Japan that are very attractive 
propositions in my view.

TWST: In many regions in the world, they’ve been 
dealing with the pandemic, the risk of inflation, and even supply 
chain issues. How has Japan handled these kinds of challenges?

Mr. Takeda: High raw material costs and logistical 
disruptions — they are definitely hampering the activities of 
Japanese companies. I think in the end, it’s up to the individual 
companies how they deal with these issues. Some companies are 
still struggling to resolve the bottlenecks while others, such as 
Sony or Keyence (OTCMKTS:KYCCF) — these are two 
companies that we have invested through the portfolio.

Keyence is a factory automation company with a 50% 
operating margin, one of the highest operating margin 
companies in Japan. Last year, they reported 50% year-over-
year profit growth in fiscal 2021 and that’s already some 25% 
higher than the previous peak recorded in 2017. So Keyence 
is one of the most well-managed companies in Japan and for 
them, logistical disruptions or chip shortages or high raw 
material costs are very minor issues.

We do always try to identify companies that have strong 
management teams who have a good track record of navigating 
through difficult situations and past economic down cycles. In the 
end, I think we are just pure bottom-up stock pickers.

TWST: And what would you like investors to know 
about the Hennessy Japan Fund especially if you compare it 
with some other options in Asia?

Mr. Takeda: We strive to invest in high-quality Japanese 
companies with a global footprint. Through our fund, the investor 
can get exposure not just to the Japanese economy, but also the 
global economy around the world, whether it’s Asia, Europe or 

“We look at per-share book value as a proxy for net asset value at high single digit to 10%. 
And so, we think Mitsubishi Corporation is a growth company. Yet, the stock is trading at 
a high-single-digit multiple and just barely one time book with a dividend yield of 4%.”

1-Year Daily Chart of Hitachi, Ltd. 
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the U.S. They can get exposure to the global economy through 
high-quality management teams, high-quality companies with 
lots of liquidity, with big market caps and with better transparency 
in terms of accounting. So I think the Hennessy Japan Fund is an 
interesting way to get exposure to the global economy over time.

And as I said, they are some of the most well-run companies 
in Japan with top market share in their respective fields. We try to 
focus on just a few key ideas, only 25 to 30 names, and we run a low 
turnover strategy. We just look for great capital compounders and 
just let the businesses create wealth for the fund holders.

TWST: Anything we haven’t talked about you care 
to bring up?

Mr. Takeda: Right now, obviously, the market conditions 
are very challenging. But given the concentrated nature of our 

portfolio, our active share is well over 80%. So, from time to 
time, our fund behaves very differently from the market, which 
we cherish. Our goal is to outperform the index and also produce 
absolute returns on a mid- to long-term basis at a minimum three 
to five years on a rolling basis, if not longer. And based on that, 
we like our portfolio today.

There are a lot of companies with manufacturing 
excellence, as well as businesses with strengthening intangible 
assets, businesses that are trading at value stock-like multiples. 
Growth prospects are just as bright as pure growth businesses and 
the underlying companies in our portfolio, they are very different 
from each other. So we consider our portfolio concentrated and 
diversified, and with that I think we can over time comfortably 
outperform the index. Now is a time to be patient. But for anyone 
interested in investing in the fund, I think the valuation of the 
portfolio is becoming increasingly attractive.

TWST: Thank you. (ES)
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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. 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. 

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

Click here for a Glossary of Terms. 

The Hennessy Funds are distributed by Quasar Distributors, LLC. 

800.966.4354 hennessyfunds.com

https://www.hennessyfunds.com/funds/price-performance
http://go.hennessyfunds.com/StatutoryProspectus
https://www.hennessyfunds.com/funds/japan
https://www.hennessyfunds.com/funds/japan/investor#portfolio
https://www.hennessyfunds.com/glossary
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