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MARKET COMMENTS 

In October, the MSCI Japan appreciated +4.9% in Japanese yen 

(JPY) terms. The Pelargos Japan EUR share class appreciated 

+3.4% and the USD share class +3.8%. The wide-spread 

reversal in underperforming sectors and single stocks 

continued in October. Volumes were extremely light over the 

summer and into autumn overseas investors returned as net 

buyers. The underweight of Japanese equities by global market 

participants has reached 2009 extremes and with no sellers 

left, a bit of ‘fresh’ capital is sufficient to drive prices north. 

Aggregated earnings numbers were poor, with consensus 

misses and guidance cuts across the market. However, the 

negative narrative is well understood and November is typically 

peak season for share buyback announcements. Unexpected 

share buybacks certainly scare the shorts, and we noticed 

sizable rallies in stocks with disastrous earnings as long as a 

buyback was dished out. 

SINGLE STOCK OBSERVATIONS 

The highest contributor last month was Toshiba Plant Systems 

(TPS). To our great disbelief, the TPS’ stock price has been 

lagging the broader benchmark year-to-date, trading at 

ridiculous low valuations with little to no interest from market 

participants. We first invested in TPS in 2009 with regular, at 

least quarterly, communication for the past several years. Many 

times we have written about a potential rearrangement of its 

shareholder structure, including a likely buy-out by its parent 

company Toshiba Corp. Early October, the Toshiba board of 

directors (BoD) went for the first time on record, mentioning its 

stance on reviewing Toshiba Corp.’s capital structure, including 

its approach to its subsidiaries. These comments set off a rush 

to buy TPS shares and with no sellers left, the stock rallied +18% 

last month. TPS announced quarterly earnings on October 31st, 

that were rather uninspiring, but most importantly we formally 

approached the BoD addressing an action list of items we 

deem important for us, minority shareholders. Our approach 

to exercising our Stewardship duties addresses all relevant 

governance concerns, including balance sheet inefficiencies 

and shareholder return policies. While writing this newsletter, 

Toshiba Corp. announced its intention to acquire TPS at JPY 

2,670 per share. This is far below our fair value estimate, which 

we shared with TPS BoD and calculated to be about JPY4,000. 

We will provide an update in next month’s newsletter and in the 

meantime we assess relevant steps to make sure TPS BoD 

delivers on its fiduciary duties towards minority interests. 

However, without a swift change in the current shareholder 

structure, it will be difficult to exert minority rights to get a 

better price for Toshiba Corp.’s full control. 

The second biggest contributor last month was another 

Toshiba child: Toshiba Tec. We initiated this long position one 

year ago, when we started to better grasp the template under 

which Toshiba Corp. operates. Admittedly, we were one year 

too early and could have chosen a better entry point, as the 

stock price plummeted in the ominous liquidity air pocket of 

December 2018. Toshiba Tec has two main business lines and 

although, the point-of-sales (big data consumer access) unit is 

highly relevant to Toshiba Corp., the printer business is not. We 

think it is more likely that TPS will be 100% consolidated, whilst 

the printer business will be a more relevant asset to another 

buyer. That said, the premium for Toshiba Tec could be even 

higher for minority shareholders as, the Toshiba Corp. BoD has 

a fiduciary duty to its shareholders to maximize the sales value. 

Exciting times indeed, maybe the most exciting one in decades 

as there are almost no educated institutional investors left, 

hunting for ‘fish in an empty barrel’ to quote the most famous 

and equally cynical Charlie Munger. 

For the first time in a long time, we had no meaningful losing 

positions to report on. 

RISK ALLOCATION 

The opportunity set is plentiful and sentiment is dismal. We are 

most excited, thus the net exposure is 50% and gross exposure 

146%, both measures are above historical averages. 

Admittedly, it is tough to find good shorts. Geopolitical risk is 

elevated, recession risk is evident, global growth slow down 

manifests in earnings everywhere, but stocks barely react to 

massive downward revisions. Whilst a lot of bad news is out, 

valuations are extremely attractive. The elevated net exposure 

is highly idiosyncratic, as Toshiba Plant Systems accounts for 

8.4% followed by Maeda Road Construction, a 6.5% position. 

STYLE PERFORMANCE 

The broad rotation into laggards continued; high beta with low 

PE relative to history outperformed. Our style factor 

performance indicated a highly reversal driven stock behavior. 

12-month price momentum was the single worst factor, whilst 

high beta was best performing. The positive value performance 

is still unconvincing, as its outperformance was mainly driven 

by pure price reversal rather than consistency in underlying 

value factors. 

OUTLOOK 

Corporate earnings are currently on a downward trajectory, 

however balance sheets are grossly overcapitalized, with more 

than 50% of listed companies in the Topix index holding net 

cash positions. The cash piles now are greater than 5 years ago, 

valuation is extremely low and share buybacks are skyrocketing. 

We are at the inflection point of Japan’s corporate governance 

revolution. The consensus on how to deal with poor 

management has shifted for good and there is no turning back. 
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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. 
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-1.42% 0.52% -3.33% 0.20% -3.81% -11.17% -6.93%

2017 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 1.17% 0.64% 1.13% 1.21% 0.16% 0.38% 4.78% 4.78%

Aug Sep Oct Nov Dec YTD ITD

2019 1.33% 0.25% 0.75% 1.29% 0.45% 0.87% 1.82% 0.43% -1.19% 3.77% 0.00% 0.00% 10.12% 2.49%

Year Jan Feb Mar Apr May Jun Jul

2018 -0.27% -1.58% -0.86% -0.36% -0.05% -0.09% -0.64%

0.90% -1.46% 3.43% 0.00% 0.00% 7.65%2019 1.05% 0.00% 0.51% 0.98% -0.04% 0.56% 1.54%

YTD ITD

2018 -0.26% -1.77% -1.03% -0.63% -0.06% -0.36% -0.87%

Jul Aug Sep Oct Nov DecYear Jan Feb Mar Apr May Jun

49.62%

0.99% 1.25% 0.20% 0.14% 3.22% 60.59%

38.99%

2017 0.56% -0.92% -1.63% -0.57% 0.23% 1.32% 1.18% 0.46%

-1.66% 0.36% -3.69% -0.13% -4.14% -13.45%

2015 -1.24% 4.89% -0.27% 3.25% 2.57% -1.67%

-4.33% 2.12%2016 1.27% 0.92% 1.18% -0.16% -1.08%

-2.94%

0.39% 2.07% 55.58%-1.05% -0.29% 2.38% 0.88%

6.36% 52.42%-3.01% 2.46% 1.88% 2.06% -1.42%

43.31%-0.60% 2.06% -1.89%

-0.78% 0.31% -0.92% 1.18% -0.80% 1.46% 1.73%

-1.24% 0.96% -6.52%

2010 0.73%

2014 -3.16% -0.60%

-1.31% 1.23%

0.03%

4.06%

2011 0.93% -0.03% -1.55% 0.14% -0.14% 0.42%

1.76% 0.84% 0.93% 1.32% 0.58% 2.50%

2013 5.35%

2009 2.07% 1.67% -0.73% -0.67% 1.34% 1.13% -1.93% 2.24%

10.95%

14.60%

20.57% 53.31%

27.15%

1.68%0.69% -0.38% -2.60% -4.48%

2.75% 9.39%

19.97%-0.37% 0.91% 1.13% 1.40% 1.89% 9.67%

-0.56% -0.99% -2.24%

2012 -1.38% 3.81% 1.35% -1.21%

-3.63%

-3.83%

-0.58% 6.98% 6.48% -1.07%

1.44% 0.23%

1.40% 3.44% 0.52% 1.39% 6.46% 6.46%
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2008 0.96% -1.35%

-0.23% 3.52% 3.39% -2.83%

-1.68% -0.39% -2.99% 2.84%


