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The Brandes Japan Equity Strategy rose 5.12 net of fees and 5.18% gross of fees, underperforming its benchmark, the 
MSCI Japan Index, which was up 6.19% in the first quarter. 
 
Annualized total return as of March 31, 2023 1-year 5-year 10-year 
Brandes Japan Equity Composite (net) 6.59% -0.73% 5.80% 
Brandes Japan Equity Composite (gross) 6.87% -0.27% 6.48% 
MSCI Japan Index  -5.23% 1.27% 5.02% 
Past performance is not a guarantee of future results. One cannot invest directly in an index. Returns include reinvestment of all dividends and are reduced by any 
applicable foreign withholding taxes, without provisions for income taxes, if any. 
 
Positive Contributors 
Leading contributors included machinery companies Komori Corporation, Asahi Diamond, and Sintokogio. Both of our 
auto manufacturer holdings, Honda and Nissan, also helped performance. 
 
Other contributors included Dai Nippon Printing and Japan Petroleum Exploration (JAPEX).  

 
Performance Detractors 
The MSCI Japan Value Index underperformed the MSCI Japan Index in the quarter, in part due to its underweight to the 
solid performing technology sector. Similarly, our underweight to technology stocks—especially semiconductors and 
electronic equipment, which were two of the best performing industries—weighed on relative returns.  
 
At the stock level, detractors included banks Concordia Financial and Shizuoka Financial, as well as health care-related 
holdings Taisho Pharmaceutical, H.U. Group Holdings, and Fukuda Denshi. 
 
Select Activity in the Quarter 
Despite the volatile first quarter, trading was fairly subdued as we exited one position (Wacoal) and did not add any new 
companies to the portfolio. We did, however, reduce positions in well performing Daiichi Jitsugyo and JAPEX, and deploy 
some capital into underperforming holdings such as Softbank Group, Kaken Pharmaceuticals, and Mitsubishi Shokuhin. 
The investment committee also reviewed several investment candidates that could potentially be added to the portfolio in 
the near future. Furthermore, with the banking issues at Silicon Valley Bank (SVB) and Credit Suisse having an impact on 
the share price performance of our holdings in financials, in which the strategy holds an overweight, we discussed the 
potential ripple effects of the banking crisis on Japanese banks, in addition to reviewing the various long-term scenarios 
for the banking industry in case of a sharp increase in Japan’s interest rates. 
 
Full Sell – Wacoal 
We initiated a position in Wacoal Holdings in 2017. The company designs, manufactures, and sells women’s intimate 
apparel, and is the market leader in Japan’s foundation garments and lingerie industry with approximately 20% market 
share. At the time of purchase, Wacoal traded below book value, with what we considered significant net cash and 
investments on its balance sheet. While there was not much growth opportunity in Japan given Wacoal’s already high 
market share, we believed there was room for improvement in its operational efficiency both domestically and 
internationally.  
 
During our holding period, Wacoal’s management was able to turn around the struggling Peach John business (innerwear 
business acquired in 2006-2008) by withdrawing from unprofitable channels and making e-commerce the main pillar of 
growth. While the overall domestic business was adversely impacted by the pandemic and increased competition, the 
company was able to expand its international business, helping earnings recover. This improvement has not gone 
unnoticed by the market. With its valuations now seemingly reflecting more optimism, Wacoal exhibits a negative margin 



 

of safety and the investment committee decided to exit the position following a thorough review of the fundamentals and 
investment thesis.  
 
We are aware of the negative secular trends in Japanese retail apparel and do not consider the market as having high 
growth prospects. Although the industry may not seem particularly attractive over the long term, we believe market 
valuations for select companies can, at times, provide upside potential that outweighs the downside risk of investing in 
these low-growth businesses. The investment committee also seeks to manage the potential downside risk with 
controlled allocations.   
   
Current Thoughts  
Global events can have major repercussions to investments in our dedicated Japanese equity portfolio, and thus, the 
investment committee was active during the first quarter in discussing the banking issues seen in both the United States 
and Switzerland, and what the potential ramifications may be for the Japanese companies we currently own on behalf of 
our clients.  
 
Considering the portfolio’s large overweight to financials, our first discussion centered on which institutions may be 
directly impacted by the recent events. While it is difficult to analyze in detail the investment portfolio and asset liability 
management of each of our bank holdings, based on their disclosures, none of them appear to have been materially 
impacted by the failure of SVB and the acquisition of Credit Suisse by UBS. Although deposit runs are difficult to monitor 
in real-time, the Japanese regional banks appeared to remain safe from such consumer action. Moreover, the fact that 
these banks have excess cash in reserves should help stem the flow to some extent if such a situation were to happen. It 
is also worth noting that interest rates in Japan have not increased much compared to recent increases in many other 
nations, potentially reducing the near-term risk of liquidity and capital issues. 
 
We understand what a sudden increase in interest rates can mean for the assets and liabilities of banks over the long 
term, and how it relates to increased credit risks. The investment committee has experienced the Global Financial Crisis 
and has seen various stress situations at financial institutions in the past, and thus are highly cognizant of equity risks of 
banks. In our view, having strong capital levels is imperative and as such, the financial institutions that are held within the 
portfolio have this attribute, based on our analysis. We will continue to monitor the situation closely but believe the 
portfolio’s current financials exposure is reasonable based on the risk/reward from a fundamental perspective. 
 
The investment committee also discussed the potential indirect consequences of the recent global events on companies 
beyond the financials sector, including the reduction in capital availability and higher cost of capital for financially levered 
entities. For the Japan Equity portfolio, most of the positions held, excluding the financial institutions, have net cash on 
their balance sheets and thus should not have issues with liquidity and capital procurement, in our opinion. One holding 
that may be more impacted is Softbank Group, which has the Vision Funds that own and lend to start-up companies. 
While we have maintained a conservative allocation to Softbank, we did—as aforementioned—add to the position as the 
shares declined due to this concern. We believe the company’s liquidity is sufficient with ample assets to potentially 
monetize if needed.  
 
Conclusion  
While the year has changed, our process, our belief in the value investment philosophy, and our dedication to construct 
and manage the portfolio for the best interest of our clients have not. We remain excited about the prospects of the 
Brandes Japan Equity Strategy. In an environment full of unknowns as markets globally deal with inflation, increasing 
interest rates, economic uncertainty, and political tension, we strive to be prepared to manage the downside risk, while 
also seeking to capitalize on potential investment opportunities. We believe that a value philosophy-based portfolio is the 
best way to pursue excess returns relative to the broader market (MSCI Japan) for our clients over the long run.  
 
We are always open for any dialogue regarding the portfolio, our process and philosophy, as well as the firm, so please do 
reach out anytime. Critical comments and observations are always welcome as well.  
  
Lastly, we sincerely appreciate the relationship over the years, and hope we can maintain and reward the trust given to us. 
It is truly a privilege to manage the portfolio on your behalf. 



 

 
 
Book Value: Assets minus liabilities. Also known as shareholders’ equity. 

Margin of Safety: The discount of a security’s market price to what the firm believes is the intrinsic value of that security. 

Net Cash: Total cash minus total debt. 

Price/Book: Price per share divided by book value per share. 

The MSCI Japan Index with net dividends is designed to measure the performance of large and mid cap segments of the Japan market.  

The MSCI Japan Value Index captures large and mid cap Japanese securities exhibiting overall value style characteristics, defined using book value to price, 12-month 
forward earnings to price and dividend yield. 

MSCI has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any data in the report. 
You may not redistribute the MSCI data or use it as a basis for other indices or investment products. 

Diversification does not assure a profit or protect against a loss in a declining market. 

The foregoing Quarterly Commentary reflects the thoughts and opinions of Brandes Investment Partners® exclusively and is subject to change without notice. The 
information provided in the commentary should not be considered a recommendation to purchase or sell any particular security. It should not be assumed that any security 
transactions, holdings or sectors discussed were or will be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance discussed herein. International and emerging markets investing is subject to certain risks such as currency fluctuation and social and 
political changes; such risks may result in greater share price volatility. There is no assurance that any securities discussed herein will remain in an account’s portfolio at 
the time you receive this report or that the securities sold have not been repurchased. The actual characteristics with respect to any particular account will vary based on a 
number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time 
of investment. Unlike bonds issued or guaranteed by the U.S. government or its agencies, stocks and other bonds are not backed by the full faith and credit of the United 
States. Stock and bond prices will experience market fluctuations. Please note that the value of government securities and bonds in general have an inverse relationship to 
interest rates. Bonds carry the risk of default, or the risk that an issuer will be unable to make income or principal payment. There is no assurance that private guarantors or 
insurers will meet their obligations. The credit quality of the investments in the portfolio is not a guarantee of the safety or stability of the portfolio. Investments in Asset 
Backed and Mortgage Backed Securities include additional risks that investors should be aware of such as credit risk, prepayment risk, possible illiquidity and default, as 
well as increased susceptibility to adverse economic developments. Securities of small companies generally experience more volatility than mid and large sized 
companies. Although the statements of fact and data in this report have been obtained from, and are based upon, sources that are believed to be reliable, we cannot 
guarantee their accuracy, and any such information may be incomplete or condensed. Strategies discussed are subject to change at any time by the investment manager in 
its discretion due to market conditions or opportunities. The Brandes investment approach tends to result in portfolios that are materially different than their benchmarks 
with regard to characteristics such as risk, volatility, diversification, and concentration. Please note that all indices are unmanaged and are not available for direct 
investment. Past performance is not a guarantee of future results. No investment strategy can assure a profit or protect against loss. Market conditions may impact 
performance. The performance results presented were achieved in particular market conditions which may not be repeated. Moreover, the current market volatility and 
uncertain regulatory environment may have a negative impact on future performance. The margin of safety for any security is defined as the discount of its market price to 
what the firm believes is the intrinsic value of that security. The declaration and payment of shareholder dividends are solely at the discretion of the issuer and are subject 
to change at any time. 

United States: Issued by Brandes Investment Partners, L.P., 4275 Executive Square, 5th Floor, La Jolla, CA 92037. 

Singapore/Asia: FOR INSTITUTIONAL/ACCREDITED INVESTOR USE ONLY. Issued by Brandes Investment Partners (Asia) Pte Ltd., The Gateway West, 150 Beach Road, #35-
51, Singapore 189720. Company Registration Number 201212812M. ABRN:164 952 710. This document is for “institutional investors” or “accredited investors” as defined 
under the Securities and Futures Act, Chapter 289 of Singapore and may not be distributed to any other person. This document is being provided for information purposes 
only. Incorporated in Singapore in 2012, Brandes Investment Partners (Asia) Pte Ltd (Brandes Asia) provides portfolio management services to clients in Asia (as permitted 
under local law). Brandes Investment Partners, L.P., a U.S. registered investment adviser and a sister entity to Brandes Asia, provides research, portfolio construction and 
other support to Brandes Asia. 

Canada: FOR REGISTERED DEALERS AND THEIR REGISTERED SALESPERSONS' USE ONLY. NOT FOR DISTRIBUTION TO INVESTORS. Distributed by Brandes Investment 
Partners & Co., 36 Toronto Street, Suite 850, Toronto, ON  M5C 2C5. This communication is for information purposes only and should not be regarded as a sales 
communication or as advice regarding any financial product or services. 

 


