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• Schroder Japan Trust (SJG) has published its half year results 
covering six months to the end of January 2024. Over the 
period, the trust delivered NAV total returns of 10.3% and a 
share price total return of 5.8%, which compares to a 9.1% 
total return from the TOPIX Index.

• The board has committed to a tender offer if NAV total return 
performance isn’t 2% per annum ahead of the benchmark 
over a four-year period starting from 01/08/2020. These 
results mean the trust is well ahead of this mark, now 4.4% 
above the benchmark on an annualised basis.

• At a stock level, Niterra, a mid-cap automotive component 
manufacturer, topped the performance table driven by its 
strong earnings growth which was buoyed by the recovery 
in Japanese automotive production. Hitachi, an industrials 
conglomerate, has also performed well, driven by its 
management shifting focus towards digital solutions, IT 
services and sustainable energy, in an ongoing effort to 
sustainably improve shareholder returns.

• SJG’s gearing averaged 9.5% over the period and helped 
amplify returns as the manager added to opportunities amid 
market volatility. At the time of writing, as of 16/04/2024, 
gearing has increased slightly, to around 11.0%.

• Over the period, SJG’s discount widened to 11.1%, in line 
with its own five-year average and that of the AIC Japan 
sector, prompting the board to buy-back 1,381,226 shares 
at a discount of 10.3%. At the time of writing, SJG’s discount 
has come in slightly to 10.2%.

• Chairman Philip Kay commented, “The Japanese equity 
market has enjoyed a strong start to 2024.” He also noted: 
“The board remains very positive on the long-term equity 
market outlook because corporate Japan is in the middle of a 
major transformation which is already resulting in improved 
shareholder returns. This transformation has been a long 
time in the making”.
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As the Schroder Japan Trust (SJG) chairman notes, 
there have been many false dawns when the 
performance of the Japanese equity market has 
failed to live up to investor expectations. While some 
scepticism remains, we think this time is indeed 
different. During recent months, the Nikkei 225 
Index finally exceeded the bubble-era high seen 
in December 1989, boosted by Japan’s corporate 
transformation and governance reform push.

Masaki employs a differentiated strategy versus 
most peers in the AIC Japan sector, targeting 
high-quality, undervalued companies across the 
market-cap spectrum, which have attractive growth 
characteristics. This focus brings with it a strong 
valuation sensitivity, meaning the portfolio tends 
to tilt more to value, very different from the mostly 
growth-oriented strategies employed by its peers.
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In his mind, the current opportunity set is vast and while 
the overall valuation of the market looks reasonable, there 
is a considerable divergence between larger companies 
that have become relatively fully priced, and smaller 
companies, which Masaki currently finds more appealing. 
He has therefore added a number of stocks to the portfolio 
from this part of the market, including IT services business 
Nomura Research Institute and food packaging specialist 
FP Corporation. Both businesses are beneficiaries of long-
term structural tailwinds, but their shares have recently 
been sold down aggressively. FP Corporation fits the latter 
especially, given its share price hit a six year low, though 
Masaki argues that its growth rates are stabilising, and the 
business is steadily increasing its market share, meaning 
there is significant upside potential.

Masaki also initiated a new position in Nippon Steel, 
Japan’s largest steel maker, given its attractive valuation. 
He reports being impressed with management’s efforts 
to improve the stability and growth profile of its earnings, 
particularly the increased focus on profitability through 
price discipline, and strategy of expanding business into 
new territories such as India.

Overall, these are good results for SJG with NAV total 
returns ahead of the TOPIX Index, keeping it on track to 
outperform its tender performance target. The continued 
outperformance of value stocks, as well as the manager’s 
use of gearing, have been strong contributors to SJG’s 
returns over the period. At a stock level, a number of 
companies performed well over the period too, including 
Niterra, Hitachi, and Disco Corporation, a manufacturer of 
semiconductor processing equipment.

All in all, we think SJG stands out in the AIC Japan sector, 
offering a differentiated exposure to Japanese equities 
through a portfolio of undervalued businesses with strong 
growth prospects which have the potential to improve 
returns over time. Amid the new corporate and macro-
economic dynamics, which are increasingly shaping a 
Japanese market that remains cheap, we think Masaki’s 
approach to opportunities further down the market 
cap scale could make SJG an appealing proposition for 
investors looking to play Japan in a differentiated way. 
While it is broadly in line with its five-year average, its 
current double-digit discount could still be an attractive 
entry point for investors and we think a continuing strong 
performance run could lead to it narrowing.

Click here to read the HY report on RNS 

Click here to read our latest research on Schroder Japan 
Growth 

Click here to add SJG to your watchlist
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