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Strategy Highlights 
 
The BL Equities Japan Fund follows the Equity philosophy of BLI known as “Business-Like 
Investing”. 
 Pure bottom-up, benchmark agnostic, conviction-based and long-term investment 

approach. 
 We look for simple businesses with clear and transparent business models. 
 Selectivity: we focus on quality companies with a sustainable competitive edge, as they 

are the only ones that can generate long-term above average returns. 
 Disciplined valuation model: new positions are initiated with a significant margin of safety. 
 
Portfolio structure 
 
A broad diversification of the portfolio helps mastering risks: 
 Diversification in terms of geographical exposure of the underlying companies (between 

exporting companies and domestic-oriented companies). 
 Diversification in terms of risk/return profile of the underlying companies: 3 categories have 

been defined: Consistent Earners (core of the portfolio, lower volatility stocks), Growing 
Franchises (focus on growth, more risky), Established Values (focus on valuation, more risky). 

 
Portfolio Positioning 
 
The crisis is not over yet but it will sooner or later come to an end. And, as long-term investors, 
we have to prepare for the time after the crisis, which will probably not be the same as the 
time before. 
 
The number of portfolio transactions has been unusually high in 2020 with 13 new buys, while 
20 holdings have been sold off completely.   
 
We are long-term investors but are not dogmatic. This more intense portfolio activity was necessary 
to align the portfolio with this new market environment (weaker investment thesis, valuations 
coming at levels that are more attractive after the correction, new potential long-term trends). 
Globally, the Fund Manager wanted to 
 Reduce the number of holdings as the correction provided the opportunity to add to existing 

positions that were too expensive before; 
 Strengthen the defensive profile of the fund; and 
 Sell off holdings with lower liquidity 
 
Performance review 
 
On a YTD basis, at the end of September, the Fund (B retail share class) has generated a 
performance of +1.7% while the MSCI Japan NR has fallen by 3.6%. 
 
If the performance was disappointing during the first months of the year, the portfolio managed to 
reduce the losses during the market correction and rebounded strongly supported by quality growth 
companies. 
 
 Stock picking decisions explain the majority of the outperformance, sector allocation being also 

a positive performance driver; 
 Main Individual contributors can be classified in two categories: High growth companies and  

Covid-19 beneficiaries; 
 Domestic companies also did better than global companies reflecting to some extent the 

current lower impact of the pandemic in Japan compared to other countries. 
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Summary of the investment philosophy 
 
The BL Equities Japan Fund follows the Equity philosophy of BLI known as “Business-Like 
Investing”. 
This means that we perceive businesses like company owners and invest in companies for 
which we see long-term potential for profitable growth. The strategy also aims to mastering 
risk through a strict investment discipline. 
 Pure bottom-up, benchmark agnostic, conviction-based and long-term oriented 

investment approach. 
 We look for simple businesses with clear and transparent business models. 
 Selectivity: we focus on quality companies with a sustainable competitive edge, as 

they are the only one that can generate long-term above average returns. 
 Disciplined valuation model; new positions are initiated with a significant margin of 

safety. 
 Diversification serves to reduce risks 
 
Portfolio structure 
 
Structuring the portfolio in an efficient way in terms of diversification helps to master risks and 
rationalise investment decisions. 
 
Hence, to ensure sufficient diversification, Steve Glod makes sure to keep a good balance 
between companies with a more global exposure and companies that are predominantly 
present on the domestic market. 
 
Diversification is also achieved by classifying companies depending on their risk-return 
profile: 
 Consistent Earners represent the backbone of the portfolio (> 50%). The focus lies on the 

consistency of the business. 
 Established Values are companies whose businesses face special situations. These 

situations can then lead to a very attractive valuation. 
 Growing Franchises are companies businesses that enjoy stronger growth, often niche 

players with some company specific growth drivers. 
 
Current portfolio positioning 
 
Impact of the current crisis on our investment themes 
 
It is obvious the crisis is not over yet, with the second wave having started in Europe and 
possibly to come in Japan. It is also clear that, at some time the Covid-19 shock will come to 
an end. And, as long-term investors, we have to prepare for the time after the crisis, 
which will probably not be the same as the time before. 
 
There is a certain consensus that several trends could be there to stay or will even be amplified. 
We therefore need to review the structural trends we had identified and assess what will be 
the impact of this potential new environment for them. 
 Digitalisation could be pushed forward and faster than anticipated before 
 Health awareness and demand for better access to health care could rise 
 Industry consolidation (with weaker companies struggling) could accelerate 
 Consumer spending will probably slowdown (because of lower household income 

worldwide) 
 Labour shortage could be less of an issue 
 Inbound tourism has come to a halt and visibility is low on to what extend and when it will 

recover 
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Recent Portfolio changes 
 
The number of portfolio transactions has been unusually high in 2020 with 13 new buys, 
while 20 holdings have been sold off completely.   
 
We are long-term investors but are not dogmatic. This more intense portfolio activity was 
necessary to align the portfolio with this new market environment (weaker investment thesis, 
valuations coming at levels that are more attractive after the correction, new potential long-
term trends). 
 
Globally, the Fund Manager wanted to 
 Reduce the number of holdings as the correction provided the opportunity to add to existing 

positions that were too expensive before; 
 Strengthen the defensive profile of the fund; and 
 Sell off holdings with lower liquidity 
 
1) SELL decisions 
 
The Fund Manager sold the following stocks:  
 
The transactions have been guided by 5 main 
reasons: 
(1) Sanitary crisis and its consequences; 
(2) Stock-specific issue; 
(3) Valuations, 
(4) ESG considerations; and finally 
(5) Portfolio management considerations. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2) BUY decisions 
 
We can split buy decisions in different categories. 
First, those that were driven by previous structural themes that were amplified by the 
Covid-19 crisis: 
 Nintendo was bought during the first leg of the sell-off, before we could actually see what 

was coming. The company was on the Fund Manager radar for a long time and he took 
advantage of the market correction to buy at an attractive valuation. The weighting was 
then increased very fast and it became the largest holding. The company is a beneficiary 
of stay-at home consumption; 

 Square Enix is another video game company that was introduced in the portfolio in the 
middle of March; 

Sold Positions Comp.
Type

Geo.
Type Reason to sell

ABC-Mart CE DOM (1)

Alps Alpine EV GLO (1)    (2)   

Canon CE GLO (1)

Denso EV GLO (1)    (3)   

Fujitec EV GLO (2)    (6)

Glory CE GLO (1)

JGC EV GLO (5)

Konica Minolta EV GLO (1)   (2)

Kuraray EV GLO (2)

Misumi Group CE GLO (3)

Nidec CE GLO (2)   (3)   (5)

Okamoto Industries CE GLO (2)   (5)

Persol Holdings GF DOM (1)   (5)

Pola Orbis CE DOM (1)   (5)

Seven & I Holdings CE DOM (4)

Sumitomo Forestry EV DOM (2)   (5)

Suntory Beverage & Food CE GLO (2)

Toray Industries CE GLO (1)   (5)

Tosho GF DOM (1)   (5)   

United Arrows CE DOM (1)

Z Holdings EV DOM (3)

(4)    

(2)    
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 Otsuka is an IT company offering a large range of services and products, essentially for 
Japanese small- and mid-sized companies. It should benefit from higher IT spending, so 
also from this digitalization trend; 

 GMO Internet, a stock in the Growing Franchises category, which has exposure to 
segments like cashless and online payments, internet infrastructure or cloud services. 

 
At the same time, the market correction provided opportunities on cyclical but high 
quality companies to add to existing positions or buy them with a significant discount 
to their intrinsic value. 
 Shin-Etsu Chemical is probably Japan’s highest quality company in the chemicals sector, 

with strong market share in silicon wafers for semiconductors production and for PVC 
material; 

 Koito Manufacturing (Established Value category) is the world leader in automotive 
headlights; 

 NSK, a provider of bearings and supplier of steering columns to the automotive industry; 
 Nakanishi is one of the global leaders in dental handpieces. The stock came under 

pressure as the business was negatively impacted by the lockdown measures where visits 
to dentists were cancelled. The Fund Manager sees such market reactions as short-
sighted, as this is one business field were demand will inevitably pick up as soon as the 
situation improves; 

 Sansan is also a good example for market overreaction. The company provides IT 
solutions and services for Japanese companies to digitize business cards. The stock came 
under pressure as the number of face-to-face meetings and subsequent business cards 
exchanges, declined. As an IT service provider, Sansan is however well positioned to 
benefit from digitization trends and has seen rising demand for virtual business card 
services. The stock is up by 65% since the Fund Manager bought it, of course also helped 
by the strong rebound in growth stocks. 

 
Transactions that have paid off less well over the short term were the operations to 
strengthen the defensive profile of the Fund. 
 Ariake Japan, a consumer staples company that makes liquid seasonings based on 

livestock; 
 Astellas Pharma, one of Japan’s largest pharmaceutical companies; 
 Tsumura, a pharma company that manufactures drugs based on traditional Chinese herbal 

medicine. 
 
At current market levels and after the strong rebound, with news flow becoming more 
negative again on the virus, the Fund Managers feel comfortable with owning several 
companies with more defensive profiles, as it helps to reduce the volatility of the fund, 
something that is very important for us, besides performance. 
 
Portfolio structure 
 
The Fund currently includes 52 individual holdings with the top 20 accounting for half of 
the portfolio. Only 4 positions (Nintendo, Santen Pharma, Secom and Kao) have a weighting 
of more than 3% of the portfolio. 
While the recent market environment has led to an increase in portfolio’s turnover, it is worth 
pointing out that there are still many long-term holdings in the Fund, especially within the 
Consistent Earners category. Indeed, within the Top 20, 5 holdings are held since the Fund’s 
inception. 
 
In terms of breakdown by company type, we see that with 20.7%, the Growing Franchises 
category is close to the low end of its historical range, reflecting high valuations. 
Looking at the quality and valuation characteristics of the three company’s types, we see that 
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 Companies included in the portfolio have for the most part high ROCE, strong margins and 
healthy balance sheets, especially for the Consistent Earners and Growing Franchises 
stocks; 

 Established Value candidates have lower profitability. This is consistent with the fact that 
those stocks are often restructuring investment theses for which the Fund Manager expects 
an improvement of profitability. However, those companies are still profitable and benefit 
from sound balance sheets; we do not invest in deep value stocks. 

 In terms of valuation, quality growth companies, especially those in the Growing Franchises 
category, look expensive. This is justified by their higher growth rate and profitability but 
the valuation gap between growth and value stocks is currently very large 

 
In terms of allocation by market capitalisation, the Fund has a structural bias toward mid-
caps with 50% of the portfolio invested in companies with a market cap below JPY 1tn (23% 
for the MSCI Japan). The majority of domestic companies are mid cap stocks; one reason for 
this is that many markets in Japan are still very fragmented and oven even market leaders 
(that we tend to favour) still have low market shares. On the other hand, global companies fall 
mainly in the large cap segment. 
 
At sector level, the recent transactions have led to a reduction of the Fund’s exposure 
to the Industrials and Consumer discretionary sectors while the weighting of the Health 
Care has been increased. The exposure to Communication Services has also increased 
because of the investments in the two gaming companies Nintendo and Square Enix. 
As usual, the Fund still has no exposure to Energy, Financials, Utilities and Real Estate. 
 
Performance review 
 
Over the last 6 years and also in the first three quarters of 2020, the Fund has 
outperformed the MSCI Japan NR on a consistent basis. 
 
 
On a YTD basis, at the end of September, the Fund (B retail share class) has generated 
a performance of +1.7% while the MSCI Japan NR has fallen by 3.6%. 
 
The performance of the Fund since the beginning of the year has experienced different phases: 
the portfolio had a difficult start to the year, managed to slowly catch up relative losses 
during the correction and then performed nicely in the rebound. 
 
If the performance was disappointing during the first months of the year, the portfolio managed 
to reduce the losses during the market correction and rebounded strongly supported by quality 
growth companies. 
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Performance attribution analysis 
 
Stock picking decisions explain the majority of the outperformance, sector allocation being also 
a positive performance driver. 
 
Positive contribution came from 
 Sector allocation (derived from stock selection decisions): overweight in Health Care and 

no exposure to Financials, Utilities and Real Estate 
 Main individual contributors can be classified in two categories: 

o High growth companies such as Nihon M&A Center  (advisor for Japanese SMEs 
on M&A projects), GMO Internet, Sysmex (provider a of blood analysers), Obic 
(provider of ERP software essentially for Japanese mid-caps) or Keyence 
(producer of sensor and measuring instruments, one of the most profitable 
industrial companies in the world) 

o The Covid-19 beneficiaries like Nintendo and Square Enix in gaming, Shimano 
(rush for new bicycles) and Nitori (furniture chain). 

 Domestic companies also did better than global companies, which also mirrors to some 
extend the fact that the pandemic has been, until now at least, better mastered in Japan 
than in many other countries. 

 
Negative contribution came from 
 Sector allocation (derived from stock selection decisions): overweight in Consumer Staples 

and underweight Communication Services 
 Main individual detractors are: 

o Cyclical industrial companies like Alps Alpine, Toray Industries, JGC (engineering 
company), or Persol (a staffing company). These companies have been sold over 
the course of the period and were not in the portfolio during the rebound. Only 2 of 
them have outperform the market since they exited the portfolio, namely Alps Alpine 
and Persol. 

o Asahi Group, the brewer, suffered from the stay at home measures. 
o Bridgestone suffered from its cyclical exposure to automotive, also from the fact 

that significantly less miles were driven due to lockdowns and stay at home 
measures, so there was less replacement demand for tires. 

o Kosé is a cosmetics company, which results, have been negatively impacted by 
inbound tourism coming to a halt. 
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Legal Disclaimer 
 
This document is issued by BLI – Banque de Luxembourg Investments S.A. ("BLI"), with the 
greatest of care and to the best of its knowledge and belief. However, no guarantee is provided 
with regard to its content and completeness and BLI does not accept any liability for any losses 
which might arise from making use of the information contained herein. The opinions 
expressed in this document are those of BLI at the time of writing and are subject to change 
at any time without notice. If nothing is indicated to the contrary, all figures are unaudited. 
The product description contained herein is for information purposes only and is for the 
exclusive use of the recipient. Nothing in this document should be construed as an offer and 
is therefore not a recommendation to purchase or sell shares, neither a legal or fiscal advice. 
It does not release the recipient from exercising his own judgement. This description is solely 
aimed at institutional and professional investors. 
The securities and financial instruments described in this document may generate 
considerable losses and are not therefore suitable for all investors. Among other risks 
presented in detail in the prospectus, investing in securities and financial instruments 
described in this document exposes the investors to market risks, currency fluctuation risks, 
credit or payment default risks, liquidity risks and interest rate risks. BLI cannot guarantee that 
the securities and financial instruments will achieve the intended investment objectives. Each 
investor must ensure that he is aware of the risks and the consequent legal, tax, accounting 
and commercial aspects related to these securities and financial instruments. 
The accuracy of the data, the evaluation, opinions and estimates of which are included in this 
document, has been very carefully checked. Any statements made in this document may be 
subject to change without prior warning. 
References to past performances of financial instruments should not be interpreted as a 
guarantee of future returns. 
The recipient is recommended in particular to check that the information provided is in line with 
his own circumstances with regard to any legal, regulatory, tax or other consequences, if 
necessary with the help of a professional advisor. It is expressly not intended for persons who, 
due to their nationality or place of residence, are not permitted access to such information 
under local law. Neither this document nor any copy thereof may be sent, taken into or 
distributed in the United States or to any U.S. person as defined in the fund’s prospectus. This 
material is not for distribution to the general public. It is intended for the recipient personally, 
and it may be used solely by the person to whom it was presented. It does not constitute and 
may not be used for or in connection with a public offer in Luxembourg of the products referred 
to herein. 
The prospectus, the articles of incorporation, the annual and semi-annual reports of BL as well 
as the key investor information document (KIID) of the sub-fund are available on www.bli.lu or 
upon request from BLI. The KIIDs are available in French, English and in any other official 
language of registration of BL. 
This document may not be reproduced either in part or in full without the prior written consent 
of BLI. 
 
Specific Information concerning MSCI Data: 
All MSCI data is provided “as is”. Neither MSCI nor any other party involved in or related to 
compiling, computing or creating the MSCI data makes any express or implied warranties or 
representations with respect to such data (or the result to be obtained by the use thereof) and 
all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, 
merchantability or fitness for a particular purpose with respect to any such data. Without limiting 
any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in 
or related to compiling, computing or creating the data have any liability for any direct, indirect, 
special punitive, consequential or any other damages (including lost profits) even if notified of 
the possibility of such damages. No further distribution or dissemination of the MSCI data is 
permitted without MSCI’s express written consent. 
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Specific Information concerning GICS Data: 
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive 
property and a service mark of MSCI Inc. (“MSCI”) and Standard and Poor’s, a division of The 
McGraw-Hill Companies, Inc. (“S&P”) and is licensed to use by Banque de Luxembourg S.A.. 
Neither MSCI, S&P nor any third party involved in making or compiling the GICS or any GICS 
classifications makes any express or implied warranties or representations with respect to such 
standard or classification (or the results to be obtained by the use thereof), and all such parties 
hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability 
and fitness for a particular purpose with respect to any of such standard or classification. 
Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any 
third party involved in making or compiling the GICS or any GICS classification have any 
liability for any direct, indirect, special, punitive, consequential or any other damages (including 
lost profits) even if noticed of the possibility of such damages. 


	Strategy Highlights
	Portfolio structure
	Portfolio Positioning
	Performance review
	Summary of the investment philosophy
	Portfolio structure
	Current portfolio positioning
	Impact of the current crisis on our investment themes
	Recent Portfolio changes
	1) SELL decisions
	2) BUY decisions
	Portfolio structure


	Performance review
	Performance attribution analysis


