
Japan was hit early by Covid-19, due in no small part to the huge numbers of Chinese tourists who have been visiting the country for 
the past few years. And it made the headlines early on when the Diamond Princess cruise ship docked in Yokohama and the Japanese 
authorities were seen to have mishandled the testing and quarantining of the 3,500 passengers on board. 

Then, in a somewhat controversial move, Prime Minister Abe moved to shut down schools on 1 March and called for all public gatherings, 
including sporting events, to be cancelled. 

Shortly afterwards, Hokkaido, which had the biggest concentration of cases, declared a state of emergency and asked citizens to stay at 
home in the evenings and weekends. Outside Hokkaido, however, there has been no lockdown of citizens. Almost everyone is wearing 
masks, temperature checks are frequent, and many meetings are being cancelled or transferred to conference calls, but Hokkaido has 
recently lifted its state of emergency. Some outdoor theme parks and even some cinemas are beginning to reopen. 

This sounds like a high-risk strategy for an ageing society, but, to date, Japan has suffered just 42 deaths from the virus, and the government 
is clearly trying to balance health risks with risks to the overall economy. In conference calls with companies over the past couple of 
weeks, all have said that production in Japan is operating as normal and that production in China is slowly recovering. 

However, although both the Japanese authorities and the Olympic Committee initially insisted that the summer games would go ahead as 
planned, as more and more countries began to impose ever tighter restrictions on citizens’ movements, both bowed to the inevitable and 
agreed to postpone the Games until 2021. Although there will be costs involved, this came as a relief to Japan, which had been fearing an 
outright cancellation. The impact on the economy will be relatively minor; tourism will be hit, but it is being hit by the virus anyway. Much 
of the economic boost comes from associated construction activity, the majority of which has already finished.

The Japanese government is doing much the same as its global peers; working on rescue packages for small businesses hit hardest by 
the sudden drop in activity, support for the self-employed, loans for companies to bring production back to Japan. The Bank of Japan is 
providing ample liquidity to banks through its asset purchase programme, is cooperating with other central banks to provide dollar funds 
at lower costs and longer maturities, and has doubled the target for buying ETFs and J-REITs. It is still the only central bank buying equities.

A full house of shocks
We decided a few weeks ago that the implications of this pandemic were likely to be severe and prolonged. It has delivered a supply 
shock, a demand shock, a credit shock, and, lately, an oil price shock. We therefore took the decision to cut positions in some of our more 
economically-sensitive names. 

We have sold Okuma, our machine tool company; Outsourcing, which dispatches temporary workers to manufacturers; Fuji Electric; 
Tsubaki Nakashima, which makes balls for ball bearings; JXTG Holdings, our oil refiner; and Kyoritsu Maintenance, which operates hotels 
and student dormitories. We have lowered weightings in Hitachi, Mizuho Lease and several other economically-sensitive names. 

Buying balance sheet strength
Where we have bought stocks, we have focused on those with strong balance sheets. They will be the ones that can continue to pay 
dividends and do share buybacks whilst they weather the storm. We have bought KDDI, the telecoms company, which is a low beta, 
defensive business with a strong balance sheet and a decent dividend yield. We have increased our holding in NTT Data and added 
a couple of new names. One is Nohmi Bosai, which makes fire prevention equipment and is a listed subsidiary of Secom. It makes 
operating profit margins of 20% and has net cash. Even if a building is empty, the fire extinguishers must be maintained. The other is Fukui 
Computer, another high margin net cash company. It makes computer-aided design systems for the construction industry. We’ve bought 
Sumitomo Electric, which makes wire harnesses for the auto sector and optical fibre components. It’s a very cheap, conservatively run 
large cap with, again, net cash on the balance sheet. And we have finally bought some Sony, which is a much better company than it used 
to be, has a strong balance sheet and is likely to be a stock the foreigners head for if they decide to buy back into Japan.

Price discovery distortions
All of this (hopefully) sounds quite sensible. But market movements in a situation such as this are anything but logical. Our relative 
performance as the market plummeted last week was poor. So far this week, as the market has stabilised, performance has been much 
better. Why are our financially strong companies not consistently outperforming? We believe that there are special factors at work in the 
Japanese market, which are distorting normal price discovery. 
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Firstly, as mentioned above, on Monday 16 March the Bank of Japan announced that it would step up its buying of ETFs. The next day it 
waded into the market and bought ¥120 billion of equities. On Thursday 19 March, it bought ¥200 billion of equities. This sounds like a 
good thing. And, at a macro level it is. But it also distorts the market significantly. The Bank of Japan (BOJ) is buying Topix ETFs. The Topix 
Index contains 2,156 companies. If the BOJ buys shares in some of the biggest cap names, such as Toyota, it has a relatively limited impact 
on the share price. However, when it gets down to some of the smaller names its impact is significant. At the same time, we are fairly 
certain that the Government Pension Investment Fund has also been buying. The strategists at Daiwa reckon that the GPIF’s domestic 
equity weighting has slipped to 21.75%, well below its target of 25% and its average weighting of 23.5%. With its fiscal year end coming 
up (and possibly with a bit of pressure from the government), it is entirely possible that the GPIF was also in the market last week, buying 
Topix ETFs to boost its allocation. Not for nothing is the GPIF known as the “whale”. 

Index movements would appear to confirm that something very odd was happening last week. In the four trading days from 13 March, 
Topix rose by 1.7%. The Nikkei index fell by 5%. And within Topix, the large-cap Topix 100 index rose by only 0.2%. But the small cap index 
was up by 5.2%. And this interest in small caps was confined only to Topix – the Mothers index fell by 1.3% and the small-cap TSE2 index 
by 3.8%. So far this week, the situation has reversed – the Nikkei index has risen by 18.1% and Topix is only 11% higher.

Bizarre share price moves
Some of the moves in our portfolio have been simply bizarre. Nishi Nippon Railroad, a sound, but otherwise unexceptional private railway 
company outperformed the market by 32% over the first four days of last week. Technopro, an engineer dispatch company, outperformed 
by 18%. And Ichiyoshi Securities, a stock broker, outperformed by 18%. The one thing that these companies all have in common is that the 
GPIF is one of their top two shareholders. It’s more difficult to get information on the BOJ positions, but they are likely to be similar. Last 
Thursday, J Front Retailing, a department store, saw its share price rise by 16%. That seems like an odd move for a company dependent 
on consumer spending and inbound tourism. But the GPIF is J Front’s biggest shareholder. 

Unfortunately, whilst we did own some shares that appeared to be benefiting from this extraordinary buying spree, there were many 
more that we didn’t own. Moreover, some of our companies were being hit by what appears to have been indiscriminate selling. This was 
most evident in the J-REIT sector. J-REITS have been very popular with regional banks looking for yield. But with prices falling, the regional 
banks all appear to have engaged in stop-loss selling. We own one J-REIT, Japan Excellent. Its share price fell by over 27% last Thursday. 
Japan Excellent has a portfolio of centrally located, medium-sized offices. Tenants are still paying rents. At the low point last week, the 
REIT was yielding over 8%. We continued to add to our holding as we remain very confident in Japan Excellent’s prospects. Since that low 
point, the share price has risen by 69%. It seems that the stop-loss selling has finished.

Greater domestic focus in the portfolio
The adjustments we have made to the portfolio over the past few weeks make it more domestically-focused and even less dependent on 
global growth. That feels right – the outbreak started in Asia, and Asia is likely to get back to some approximation of normality earlier. The 
distortion to the market caused by the BOJ and GPIF buying and regional bank selling has had a negative impact on our performance, but 
some of that distortion will have run its course by next week when the fiscal year ends. Ignoring P/E multiples, because earnings forecasts 
are a fiction, our portfolio today trades below book and is yielding 3.5%, with dividend cover of more than three times. 

Over the past few years, we have laughed when Japanese companies told us they were holding onto cash on their balance sheets “in case 
of another Lehman Shock” (for some reason, the global financial crisis will forever be known as the Lehman Shock in Japan). It turns out 
they were more prescient than we realised. 
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Source: JOHCM. Past performance is no guarantee of future performance. The value of investments and the income from them may 
go down as well as up and you may not get back your original investment. Investing in companies in emerging markets involves higher 
risk than investing in established economies or securities markets. Emerging Markets may have less stable legal and political systems, 
which could affect the safe-keeping or value of assets. This document is for professional investors only. The information contained herein 
including any expression of opinion is for information purposes only and is given on the understanding that it is not a recommendation. 
Telephone calls may be recorded. Issued and approved in the UK by J O Hambro Capital Management Limited, which is authorised and 
regulated by the Financial Conduct Authority. JOHCM® is a registered trademark of J O Hambro Capital Management Ltd. J O Hambro® is 
a registered trademark of Barnham Broom Holdings Ltd. Registered in England and Wales under No: 2176004. Registered address: Level 
3, 1 St James’s Market, London SW1Y 4AH, United Kingdom.
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JOHCM Japan Fund 
5 year discrete performance (%)

Past performance is no guarantee of future performance. 

Source: JOHCM/Tokyo Stock Exchange/Bloomberg, NAV of Share Class A in GBP, net income reinvested, net of fees as at 29 February 
2020. The A GBP Class was launched on 28 May 2004.  Benchmark: Topix TR (adjusted). Performance of other share classes may vary and 
is available on request.

Discrete 12 month performance (%): 

A GBP Class
Benchmark
Relative return

29.02.20

-2.18
1.43
-3.56

28.02.19

-13.61
-6.51
-7.60

28.02.18

10.37
10.71
-0.31

28.02.17

36.56
35.59
0.71

29.02.16

-1.47
2.14
-3.54
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