
  1 month YTD 1 year Launch 3 years 5 years Launch

n	A USD +1.0 +8.6 ‑5.2 +11.4 +8.1 +6.7 +0.9

n	TOPIX +0.9 +8.4 ‑8.9 +31.0 +7.8 +7.2 +2.4

     

Preceding five calendar years performance  2018  2017  2016  2015  2014

A USD ‑12.2 +20.3 +4.5 +12.8 ‑0.8

TOPIX ‑14.3 +26.6 +3.7 +11.0 ‑3.0

The Overstone Japanese Equity Fund merged into the Overstone UCITS Japanese Equity Fund on close of 
business 13 September 2016. The performance shown for the A shares is that of the Overstone Japanese 
Equity Fund, a sub‑fund of Overstone Fund plc, from inception up to 13 September 2016 and of the 
Overstone UCITS Japanese Equity Fund from the 14 September 2016 onwards. Performance is calculated net 
of all fees and expenses and on a total return basis, inclusive of all distributions to unit holders. 
Source: Oldfield Partners.

The value of all investments and the income from them can go down as well as up; this may be due, in 
part, to exchange rate fluctuations. Past performance is not a guide to future performance.

Fund manager commentary
The earnings season started at the end of the month and will resume after an extended Golden Week holiday, 
which included the ascension of new Emperor Naruhito to The Chrysanthemum Throne.

We expect unwinding in cross‑shareholdings will accelerate improvement in governance. Regulation around 
cross‑shareholdings was tightened in January 2019 and applies to companies with March 2019 year ends. 
Disclosure of cross‑holdings has been extended from the top 30 companies to the top 60. The examination of 
the benefits of ownership with reference to management strategy and business portfolio has become stricter 
and companies must disclose whether the name owned has a mutual stake. This clarifies cross-holdings with 
no direct relationship to business activities. A senior managing director of Toyota made a comment recently 
which seemed to indicate that they might review their cross shareholdings. Given that Toyota has stakes in 
124 companies across a broad range of sectors, and its write down last quarter of Y395bn due to stock market 
paper losses, any shift in their attitude could send a strong message to corporate Japan.

The worst performing stock was Seven & I Holdings (‑7.6% in local currency terms). The company announced 
full year results for FY 18, with operating profit +5% yoy, in line with guidance but lowered their targets for 
the final year of their medium-term plan which ends in February 2020. Management set out the restructuring 
measures they have put in place for Seven‑Eleven Japan and their department stores Sogo and Seibu. New 
president of Seven Eleven Japan Mr Nagamatsu highlighted how he plans to improve communication with 
franchisees, address the challenges they face due to the labour shortage and to eliminate low margin stores 
over the next 18 months. Store closures could exceed the stores mentioned in the company’s plan. Specific 
measures to restructure Ito Yokado and the department store business will be disclosed at first half results 
in August. The shares have performed poorly, partly because President Isaka did not embark on aggressive 
restructuring of low margin businesses soon enough. The convenience store business in Japan accounts for 
about 60% of consolidated operating profits, but only about 20% of total consolidated assets. The company 
has net cash on its balance sheet and strong cash flow from its convenience store business, which will support 
the business while the group restructures.
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Investment objective 

The objective of the Fund is to attempt to 
achieve over the long term a total return in 
excess of that of the Tokyo Stock Exchange 
First Section Index (TOPIX) (with net 
dividends reinvested). The Fund seeks to 
achieve its objective primarily through 
investment in a concentrated portfolio 
of equity and equity‑related securities 
of primarily large‑ and medium‑sized 
companies, and, to a lesser extent, small‑
sized companies, in Japan.

Fund particulars

Launch date 01 October 2007

Fund size US$9.3m

Domicile Ireland

Structure UCITS

Base currency USD

Dealing Daily

Min. investment US$10,000

Benchmark TOPIX

“A concentrated portfolio 
concentrates the mind...”

About Oldfield Partners

Oldfield Partners LLP is an owner‑
managed boutique fund management 
firm which manages equity portfolios 
for a global client base that includes 
endowments funds, pension funds, 
charities, family offices and individuals.

Oldfield Partners began operations in 
March, 2005 and is majority owned by the 
executive partners.

We are value investors with a distinctive 
approach: a limited number of holdings, 
long‑only, no leverage, diversified, 
index‑agnostic and suspicious of short‑
termism.
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The other two worst performers were Japan Post Holdings (‑4.1%) and AGC (‑2.4%). During the month Japan’s Ministry of Finance announced that they are 
looking to hire underwriters for a reduction of the government’s 57% stake in Japan Post. The state is legally obliged to hold at least one third of the group’s 
shares. We believe that this is a positive development which will ultimately ease the regulatory burden around its banking and insurance subsidiaries.

Japan Post owns 89% of its listed banking and insurance subsidiaries and the two companies account for the majority of the parent’s profits. However, as 
part of the privatisation it was agreed that both subsidiaries would have to ask the government for permission before taking on new lines of business as 
long as the parent owns a stake of more than 50%. The result of this regulatory burden is that Japan Post Bank, the fifth largest bank by assets in the world, 
provides virtually no loans and mortgages. Instead, it holds a quarter of its assets in cash, earning little more than zero. Most of the remainder is held in 
Japanese government bonds and US treasuries. Given the low yield environment, this put the bank under intense pressure, with its 3% return on equity at 
risk of falling further.

While it is clear that regulation must ease to put the subsidiaries on a sound footing, there has long been a debate on who should reduce their stake first: 
The government selling down Japan Post, or Japan Post selling down the banking and insurance subsidiaries. It appears that this conundrum has now been 
resolved, and we would expect Japan Post to reduce its holding in the subsidiaries to below 50% soon. This process has already started. A few days before the 
announcement by the Ministry of Finance, Japan Post announced that they would reduce their holding in the insurance business from 89% to 66%. Long 
term, we believe that owning half of a business with a bright future is preferable over owning 89% of a business with returns at risk of evaporating.

The key question is how the proceeds raised will be used. We are hopeful that management has learnt from costly M&A mistakes in the past and urged them 
to consider share buybacks. Given the group’s current valuation at 0.4 of book, their own shares are amongst the cheapest assets in the market.

The stock price of Asahi Glass fell due to expectations that progress towards first quarter results has been slow. The company expects earnings to recover in the 
second half of 2019 as one-off costs for inventory disposal drop out and capacity utilisation of production facilities for LCD glass rises. We expect the shares 
to benefit from a recovery in existing businesses as well as increased profit contributions from new strategic areas such as EUV mask blanks and healthcare. 
The company’s valuation remains attractive at 0.7 of book value, strong free cash flow and equity holdings equivalent to some 40% of market capitalisation.

The best performing stocks were Nintendo (+20.4%), machine tool company Sodick (+8.1%) and Metawater (+6.9%). Nintendo’s share price was boosted 
by news that Tencent had been approved by the Chinese government as an agent for Nintendo’s Switch console games in China. Nintendo announced FY 18 
results at the end of the month and their conservative guidance did not factor in any contribution from the potential launch of Switch hardware in China. We 
view the closer partnership with Tencent positively because it is likely to not only increase sales of Switch hardware and software, but might be extended to 
mobile games, a huge addressable market globally. Nintendo has been looking for mobile‑game partnerships and this business has lower capital intensity, 
lead times and higher margins than games consoles. Nintendo announced full year FY 18 results ahead of their guidance with operating profit up 40% yoy, 
despite sales of 3DS, which is at the end of its cycle, down 67% yoy. Switch hardware sales were in line at 17m units (+10% yoy) and Switch software sales 
amounted to 118.5m (+85% yoy). The company projected Switch hardware sales of 18m units and Switch software sales to rise by only 6.5m copies (+5%) 
this fiscal year. Guidance did not include any contribution from the likely launch of a lower priced version of Switch hardware, which was mentioned in the 
press and a more sophisticated high-end model. Furthermore, Nintendo launched only one major game last year and it is set to launch five to six new games 
this fiscal year, including smartphone game versions of Mario Kart and Dr Mario. Given that the installed base of the Switch hardware grew over 50% to 53m 
units by the end of March 2019, we believe the company’s forecasts are too conservative. At the results meeting, President Furukawa mentioned that game 
streaming will become a major business and the company will develop a cloud gaming platform. In the Autumn, Nintendo plans to open its first retail store 
in Tokyo, where it will host e-sports competitions, as well as selling Nintendo products. With significant levels of net cash on the balance sheet, a strong user 
base, some of the strongest intellectual property in the world with strong appeal to casual gamers and families, we believe Nintendo remains undervalued 
at price to earnings ratio of 18 for FY 20. We first encouraged Nintendo to consider mobile gaming at a meeting in Kyoto four years ago and the company 
rejected the idea on the basis that the gameplay experience would be inferior and would damage their brand. Although it took time for Nintendo to change, 
this proves the value of being patient and constructively engaged with management in Japan.

After announcing strong earnings growth in FY18, water treatment company Metawater’s President expressed confidence in the company achieving its 
targets for both this fiscal year and the current mid-term plan, ending in March 2021. Orders remain firm and the recent lengthening in lead times for projects 
appears to be coming to an end. The risks of rising SG&A expenses and increased spending on R&D have been factored into their forecasts. The company has 
net cash equivalent to 28% of market capitalisation, trades on 1.5 of book value and generates a return on equity of 9%.

An Extraordinary General Meeting of the shareholders of Overstone UCITS Japan Fund was held on Thursday 25 April. The meeting considered and approved 
the directors’ proposal that the Fund should merge with the Overstone UCITS EAFE Equity Fund. The last Dealing Day for the Japan Fund will be Friday 7 June 
2019 and the merger will take place on Monday 10 June 2019.

Commentary - continued
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Fund analysis

Sector breakdown (%)

Other Products 9.7

Info and Communication 9.4

Construction 9.4

Machinery 9.4

Service 9.3

Retail 8.2

Transport Equipment 5.7

Chemical 5.4

Land Transport 5.1

Glass and Ceramics 4.7

Banks 4.7

Other 16.3

Cash 2.6

Country breakdown (%)

Japan 97.4

Cash 2.6

Top 10 holdings (%) 1 month total return (%)*

  Weighting Local terms USD

Toyota 5.7 +6.4 +5.9

FujiFilm Holding 5.4 +3.0 +2.5

NTT 5.4 ‑1.8 ‑2.3

East Japan Railway 5.1 ‑2.0 ‑2.5

Nintendo 5.0 +20.3 +19.7

MHI 4.9 +0.4 ‑0.1

Sekisui House 4.9 ‑2.1 ‑2.6

Japan Post Holding 4.8 ‑4.0 ‑4.5

Dai Nippon Printing 4.7 ‑0.5 ‑1.0

Asahi Glass 4.7 ‑2.4 ‑2.9

Total number of holdings 21

Fund characteristics

 Fund Benchmark

Dividend yield (%) 2.9 2.4

Price‑to‑book ratio 0.9 1.2

Price‑to‑earnings ratio 12.9 13.7

Return on equity (%) 6.8 8.8

*Inclusive of portfolio activity. 
All data as at 30 April 2019. 
Source: Oldfield Partners.
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Share class details

Share class AMC* OCF** SEDOL Bloomberg ISIN Price

A USD 1.25% 1.60% BD3H633 OVUJEAU ID IE00BD3H6339 US$106.88

I USD 0.65% 1.00% BD3H655 OVUJEIU ID IE00BD3H6552 US$155.05

I USD Hedged 0.65% 1.05% BD3H666 OVUJEIH ID IE00BD3H6669 US$133.15

I GBP Hedged 0.65% 1.05% BD3H677 OVUJEIG ID IE00BD3H6776 £128.02

*AMC ‑ Annual management charge 
**OCF - Ongoing charge figure

Performance summary of all share classes

 Since launch Since launch
USD shares 1 month YTD 1 year 01/10/07 01/10/09 3 years 5 years 01/10/07 01/10/09

A USD +1.0 +8.6 ‑5.2 +11.4 ‑ +8.1 +6.7 +0.9 ‑

I USD +1.1 +8.9 ‑4.7 ‑ +65.2 +8.7 +7.2 ‑ +5.4

TOPIX +0.9 +8.4 ‑8.9 +31.0 +74.7 +7.8 +7.2 +2.4 +6.0

 Since launch Since launch
USD Hedged shares 1 month YTD 1 year 14/09/16 3 years 5 years 14/09/16

I USD Hedged +1.9 +10.8 ‑0.4 +35.8 ‑ ‑ +12.4

TOPIX USD Hedged +1.9 +10.6 ‑4.5 +36.8 ‑ ‑ +12.7

 Since launch Since launch
GBP Hedged shares 1 month YTD 1 year 14/09/16 3 years 5 years 14/09/16

I GBP Hedged +1.7 +9.9 ‑2.8 +30.7 ‑ ‑ +10.7

TOPIX GBP Hedged +1.7 +9.8 ‑6.6 +31.2 ‑ ‑ +10.9

The Overstone Japanese Equity Fund merged into the Overstone UCITS Japanese Equity Fund on close of business 13 September 2016. The performance shown for the A shares is that 
of the Overstone Japanese Equity Fund, a sub‑fund of Overstone Fund plc, from inception up to 13 September 2016 and of the Overstone UCITS Japanese Equity Fund from the 14 
September 2016 onwards. Performance is calculated net of all fees and expenses and on a total return basis, inclusive of all distributions to unit holders. 
Source: Oldfield Partners.
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Oldfield Partners

11 Grosvenor Place 
London, SW1X 7HH 
United Kingdom

Telephone: +44 (0) 20 7259 1000 
Email: info@oldfieldpartners.com 
www.oldfieldpartners.com

Oldfield Partners LLP is authorised and regulated by the Financial Conduct Authority. Overstone UCITS Japanese Equity Fund is a sub-fund of Overstone UCITS Fund plc, which 
is incorporated in Ireland and authorised as a UCITS by the Central Bank of Ireland. Oldfield Partners LLP has approved and issued this communication for private circulation to 
Professional Clients only; it must not be distributed to Retail Clients (as defined by the Financial Conduct Authority). Information contained in this communication must not be 
construed as giving investment advice within or outside the United Kingdom. This is not an invitation to subscribe for any of the funds mentioned herein. Any reference to stocks is only 
for illustrative purposes and opinions expressed herein may be changed without notice at any time. Oldfield Partners LLP does not warrant the accuracy, adequacy or completeness 
of the information and data contained herein and expressly disclaims liability for errors or omissions in this information and data. No warranty of any kind, implied, expressed or 
statutory, is given in conjunction with the information and data. © 2019 Partnership No. OC309959.

Dealing and administrator details

Northern Trust International Fund 
Administration Services (Ireland) Ltd.

Telephone: +353 (0) 1 434 5054




