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Market environment 

The quarter saw the TOPIX surpass its 1989 peak, 

underscoring Japan’s transition into a new market 

regime where price increases are becoming structural 

rather than episodic. In response, the BoJ has begun 

the long process of reducing its ~6% equity market 

holding, but at a glacial pace that a full exit would 

take more than a century - reflecting its nondisruptive 

intention. Political turnover continued with Ishiba’s 

resignation, making his short tenure broadly 

consistent with post-war averages, and unlikely to 

carry lasting market significance. Against this 

improving domestic backdrop small caps 

outperformed export-oriented large caps, highlighting 

a tilt towards domestically geared growth.  

We also revisited the theme of corporate reform in 

a paper titled 'The long game: engagement and 

activism in Japan'. While often framed as a source of 

near-term payouts, the more durable opportunity lies 

in companies able to compound earnings and 

reinvest capital effectively. With only 25% of the 

market now trading below book- half the level of five 

years ago - the reform narrative is shifting toward 

structural improvement and the potential for engaged 

ownership to unlock sustainable value creation. 

Performance  

Strong performance in Q3 came from SoftBank and 
SBI Holdings. Investment holding company 
SoftBank continued to benefit from investor 
enthusiasm around its exposure to AI, anchored by 
its 90% stake in Arm and a significant holding in 
OpenAI. Both positions sit at the core of the AI 
revolution, driving a sharp re-rating of the shares. 
Our September meeting with CFO Goto-san 
reinforced how determined SoftBank is to remain 
central in shaping this epochal shift. Online financial 
disruptor SBI Holdings also rallied on robust 
results, with pre-tax income up 75% and net 
income up 296%, supported by gains in the fair 
value of private equity investments. A nil holding in 
Hitachi also contributed to stronger performance 
after the shares were weak following its quarterly 
results.  

Detractors included Sysmex, Shift and 
MonotaRo. Sysmex, a leader in in-vitro diagnostics 
and haematology analysers, declined on softer 
earnings, though management reaffirmed guidance 
and expects margins to recover as conditions 
stabilise later in the year. Shift, a software testing 
company fell despite releasing strong quarterly 
results, with OP +69%. Solid growth in customers, 
engineers, and pricing was overshadowed by 
concerns over slowing topline momentum, 
utilization rates, and the pace of hiring beyond next 
year. Finally, MonotaRO, Japan’s leading online 

MRO distributor, detracted despite solid results. 
Investor focus shifted to rising fulfilment costs and 
continued spend on logistics/IT. We still see a long 
runway as procurement shifts online. 

Stewardship  

During the quarter, we engaged with Amvis, SBI 
Holdings, and Kao on governance and leadership. 
With Amvis, CEO Keiichi Shibahara outlined the 
findings of an independent investigation into alleged 
improper medical fee claims, which confirmed no 
wrongdoing, and described steps to strengthen 
record-keeping and board oversight; we emphasised 
the importance of leadership stability as the business 
expands. With SBI, CFO Yasuo Nishikawa discussed 
succession planning for founder Yoshitaka Kitao, 
highlighting efforts to empower younger managers 
and accelerate generational renewal within the group. 
At Kao, we met with independent director Eriko 
Sakurai to review board dynamics and activist 
proposals, encouraging greater strategic ambition 
and stronger financial targets; while near-term change 
is constrained, the dialogue laid the groundwork for 
influence in the next midterm plan. 

 
Notable transactions  

During the quarter we purchased Shimano, the 
global leader in bike components. While inventories 
still weigh on sentiment, recent meetings suggest 
the cycle is normalising and Shimano is adapting 
well to e-bikes, with a 30% net cash balance 
adding appeal. The position was funded by the sale 
of Nihon Kohden, which continues to face margin 
pressure from Chinese competition. 

Market Outlook 

We continue to see significant return potential for 
long-term growth investing in Japan. By backing 
companies with durable, secular earnings growth 
stories - rather than those dependent on ephemeral 
cyclical upside - we believe the fund is well positioned 
to deliver sustained outperformance in the years 
ahead. 
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