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MARKET COMMENTS 

After the -10% decline in December, the market recovered in 

January with the MSCI Japan climbing +5.2% in Japanese yen 

(JPY) terms. During this reversal month, the fund appreciated 

+1.05%. 2018 was a year characterized as the comeback of 

volatility. The Japanese market had seven down months, of 

which two in excess of -3% and two in excess of -9%. As the 

global economy continues to slow, equity markets will remain 

in this high volatility regime during 2019. Global leading 

indicators point towards further deterioration across almost all 

economies with China at the epicenter. The US FED’s interest 

rate hiking cycle started to impact global liquidity and what 

started with some pockets of weakness in the technology 

sector and a slowdown in Chinese auto sales has spread 

globally and led to downward earnings adjustments across 

many countries and sectors. 

SINGLE STOCK OBSERVATIONS 

In January, the long position in online broker Kabu.com was the 

biggest positive contributor. The stock increased +43% on 

unconfirmed comments in the Nikkei newspaper that KDDI, 

Japans second largest telecom provider, intends to buy out 

minority shareholders and take the company private, with 

Mitsubishi UFJ as majority owner. Obviously, we are delighted 

to be on the right side of this trade, however we believe the 

consequences of this deal are much bigger than is currently 

understood. On one hand, the Japanese government pushed 

the telecom providers to drastically lower monthly customer 

chargers and therefore the telecom carriers need to look for a 

different income stream. Second, the Japanese FSA, being in 

charge of financial sector oversight, has increased its attention 

towards cross-shareholdings unwind and reduction of listed 

subsidiaries. Kabu.com is majority owned by MUFJ. In the long 

run this is extremely positive for the Japanese market as the 

number of listed companies will shrink and capital allocation 

will improve. 

The other big positive contributor last month was Ichigo. The 

company presented Q3 numbers and as we expected and 

explained in earlier newsletters, the management delivered 

outstanding results and the stock rallied +17.5%, more or less 

what has been lost in December. 

The worst performing stock in January was Maeda Road, this 

long position declined -7.2% on no news. This stock trades with 

a 10% discount to book value, its net current assets minus total 

liabilities are 110bn JPY, whilst the company’s market 

capitalization is 200bn JPY. The current value of its cross 

shareholdings including treasury shares is 38bn JPY. Thus 

investors buying the stock at current levels get future cash 

flows, which are very resilient and improving over time, almost 

for free. We remain long Maeda Road. 

Another minor loss occurred in short position Shinoken. The 

stock bounced +20% in January. We timely reduced the short 

position last December when the stocks collapsed -24% and 

kept a 1% short position, because we think the business model, 

construction and management of rental housing for retail 

investors, is under tremendous pressure. Bank funding is 

slowly disappearing as the FSA wants regional banks to lower 

exposure towards rental housing, especially for those targeting 

the average retail investors. 

RISK ALLOCATION 

With increased volatility we reduced the overall risk budget with 

end-of-the-month net exposure of 14% and 136% gross 

exposure. 

OUTLOOK 

Japanese equities are extremely cheap, cash-to-market cap at 

an all-time high, global investors are most underweight 

Japanese equities since 2008,  the FSA is pushing for structural 

corporate governance reforms, the BOJ is buying Japanese 

equities, share buy-backs and management as well as 

subsidiary buy-outs will accelerate. This makes for a once in a 

decade contrarian call on Japanese equities. HOWEVER, 

earnings are drastically slowing and earnings revisions are still 

downward trending. Once we have some visibility that earnings 

are stabilizing, despite geopolitical risk being on a multi-decade 

high, we will start accumulating long positions in high quality 

cyclicals, a part of the universe we are currently not engaged 

with.
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DISCLAIMER 

Pelargos  Capital B.V. has compiled this publication. Pelargos Capital B.V. is a management company and in that capacity avails of a 

license pursuant to section 2:65 of the Act on Financial Supervision of the Netherlands (Wft) as that section reads following the 

incorporation of the AIFM Directive in the Wft. 

Although the information contained in this publication is composed with great care and although we always strive to ensure the 

accuracy, completeness and correctness of the information, imperfections due to human errors may occur, as a result of which 

presented data and calculations may vary. Therefore, no rights may be derived from the provided data and calculations. All information 

is provided "as is" and is subject to change without prior notice.  

Pelargos Capital B.V. does not warrant the adequacy, accuracy or completeness of any information and expressly disclaims any liability 

for errors or omissions therein. The recipients of this publication are responsible for evaluating the accuracy, completeness or 

usefulness of this information.  

The information contained in this publication does not constitute any recommendation, investment proposal, offer to provide a service, 

nor a solicitation to buy or sell any security or other investment product.  

The publication of this information may be subject to restrictions imposed by law in some jurisdictions. Pelargos Capital B.V. requests 

any recipient of this publication to become acquainted with, and to observe, all restrictions. Pelargos Capital B.V. accepts no liability for 

infringement of such restrictions.  

The recipient shall not distribute, forward or publish this information. No rights may be derived from the provided information, data 

and calculations. Also by risks inherent to this investment fund, the value of the investments may fluctuate. Past performance is no 

guarantee or guide to future performance. 

 


