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Japan is home to local champions as well as globally competitive companies


The case for investing in Japan has always relied on its many world-leading companies. In times of
heightened uncertainty and acute economic stress, we believe quality companies that are adaptive,
resilient and innovative will emerge even stronger. This pandemic will test their competitiveness, but
those true winners will continue to reign. From a growth portfolio manager’s perspective, our objective
is to identify these winners in the Japan equity market that are adapting and strengthening their
businesses under challenging conditions.



Although many countries are now taking initial steps towards relaxing their Covid-19 containment
policies, the lack of any clear end in sight to the pandemic means there is still no way to determine
when economic activity might return to pre-pandemic levels. We are only now starting to understand
the extent of the economic damage inflicted by this pandemic.



We have identified a number of long-term investment themes, based on goods and services that are
necessary and difficult to substitute. In many cases, these longer-term secular themes were already
much in evidence before the coronavirus ripped through the world economy. In some cases, the
pandemic has accelerated these long-term trends, potentially turbocharging demand for products such
as superior air ventilation technology, digital payment systems, and office automation.

Focusing on high sustainable ROE (Return on Equity)
This crisis has highlighted the power of investing in stocks with high and sustainable ROE, which equates to
investing in strong businesses that are able to excel through different economic cycles. Investors have
shown a preference for quality companies with high margins, strong balance sheets and cutting-edge
innovation that can deliver performance consistently.
However, it is also essential to analyse where that high ROE comes from. For example, major companies
such as Boeing have lifted their ROE through excessive share buybacks in recent years. With diminished cash

balances, some of these companies have ended up seeking external support when the pandemic hit their
businesses. Similarly, in Japan, cash-rich companies have been under pressure to increase returns to their
shareholders. This supports our view that investing in Japanese companies with high and sustainable ROE
remains a solid long-term investment proposition. “Sustainable” is the key word here – these companies are
backed by their fundamental strength and growth, while they have an appropriate degree of financial
leverage.

Current Investment Themes
Daikin Industries - Air Ventilation
Technology
Portfolio Weighting: 5.2% (as at Mar 31, 2020)

OBIC - Automation of Office Work,
Remote working, IT systems integrator
Portfolio Weighting: 3.3% (as at Mar 31, 2020)

Daikin has responded proactively to the crisis by
launching initiatives to raise their online presence,
reducing fixed costs and improving operational
efficiency through the use of artificial intelligence
and IoT(Internet of Things). Their flagship
“Urusara” product is an energy-efficient air
conditioner that also has a built-in automatic
interior cleaning function. Normalisation of output
and capacity utilisation at its factories in China
show Daikin is well prepared for a recovery.

OBIC is a fast-growing, Enterprise Resource
Planning (ERP) vendor that provides payroll and
accounting software. Instead of relying on third
party distributors, OBIC’s strength lies in their inhouse development and sales, enabling the
company to offer optimal solutions to their clients
while enjoying industry leading profit margins.

Issues such as indoor air quality will take on a
renewed importance in a post pandemic world, so
Daikin plans to strengthen its product offering by
responding to this new air quality demand with
equipment that can combine air purification,
ventilation, and auto cleaning and disinfection.
Daikin has identified potential opportunities in
providing antibacterial ventilation equipment for
pharmaceutical production facilities and hospitals,
air-conditioners that can automatically clean and
disinfect, while expanding their sales of air
purifiers.

One outcome of the pandemic has been the wider
acceptance of remote working in traditional
organisations, as well as the deployment of
technologies to improve administrative efficiency
and reduce costs. The company is seeking to
modernise corporate Japan from its often
anachronistic workplace culture dominated by
face-to-face meetings and paper documents
through the use of automated solutions.

Nihon M&A Center - M&A activity for
Japanese SMEs
Portfolio Weighting: 2.8% (as at Mar 31, 2020)

Nihon M&A Center is a leading M&A (merger &
acquisitions) intermediary firm in Japan focusing
on Japanese SMEs (small and medium-sized
enterprises). Japan faces challenging
demographics, including its SME owners, where

the average age has risen to a peak of 69 from 47
over the past 23 years. With a track record of
completing over 5,000 transactions, the company
plays a crucial role in ensuring the continuity of
businesses by addressing their succession
problems. The coronavirus impact has also
worsened the cash flow situation for some smaller
companies, increasing potential transaction
volumes and reducing asking prices. This presents
an opportunity for buyers and intermediaries by
increasing the potential for M&A activity in the
SME sector.

GMO Payment Gateway - Digital
Transformation of Payments
Portfolio Weighting: 2.6% (as at Mar 31, 2020)

GMO Payment Gateway is Japan’s leading
payment service provider, transforming paymentprocessing services for E-commerce and credit
card transactions. Providing services to more than
100,000 merchants including public institutions,
the company is on its way to becoming a core
component in the country’s electronic payments
infrastructure.
The company has benefited from growth of online
shopping and digital content, and more recently
from a surge in demand from smaller businesses
shifting online to make food deliveries.
Japan is still a largely cash-dominated society
despite its high-tech industries. The government
has been pushing for a shift towards cashless
transactions, and even introduced incentive
programs as the consumption tax was raised to
10% from 8% in October 2019. The country is
going through a digital transformation in
electronic payments with businesses launching
their own mobile payment facilities.

Being the go-to service provider for payment
systems, GMO Payment Gateway is able to benefit
from these new entrants given its leading position
in payment processing systems. In 2016, they
jointly developed ‘Ginko Pay’, a smartphone app
whereby payments can be made by an immediate
debit from a bank account. This Ginko Pay system
has been adopted by major Japanese financial
institutions, enabling them to use a common
platform to launch their own apps to enhance
services for their account holders.

Milbon - High Quality Haircare Products
Portfolio Weighting: 1.6% (as at Mar 31, 2020)

Japan’s competitive and well managed companies
are not just found in the technology related
sectors. Milbon is a leading provider of high
quality haircare products to professional beauty
salons in Japan and the rest of Asia. They have
achieved strong growth by providing support to
salons, and their strong network has enabled
Milbon to work with prominent hair stylists to
develop innovative hair products.
Coronavirus lockdown policies have been
especially disruptive to the personal care services
sector, not just in Japan but worldwide, as
businesses such as salons were ordered or
requested to close completely. As the world steps
out of lockdown, we expect to see a strong
recovery for haircare services due to pent up
demand. Indeed, the need to repair the damage
caused by the self-inflicted lockdown hairdo could
give a significant boost to this sector.
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