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VIEW FROM THE TOP 

Last month, the MSCI Japan advanced +3.6% and year-to-date 

the index stood at -2.2% in local currency terms. The market 

bottomed end-of-March and in a rather linear, low volatility 

manner recovered 50% of the steep 14% drop in Q1 of this 

year. The Japanese Yen (JPY) peaked at the same time the equity 

market bottomed and the continuous JPY weakness supported 

the beta rally. The best performing sectors were Energy (+8.7%), 

Utilities (+9.9%) and Telecom (+6.6%).  

These are sectors, in which we have little to no exposure and 

therefore the long book underperformed the market by 

100bps. However, the short book had a rather disturbing +9% 

move. Expensive defensives had stellar runs supported by little 

to no fundamental reason. We have seen such type of moves 

in the past and history has taught us that, especially in the low 

quality companies, these rallies needed to be faded and sold 

short. 

SINGLE STOCK OPPORTUNITIES 

The best performing stock in the fund last month was Heiwa 

Real Estate. The stock price appreciated +25% as the 

management announced great earnings and most importantly 

its first share buyback in corporate history, a respectable 3% of 

outstanding shares. The stock still trades at a heavy discount to 

net-asset-value and buying back shares makes a tremendous 

amount of sense. In addition, Heiwa Real Estate owns the 

property of the Tokyo Stock Exchange, which is on a prime 

location in Nihonbashi and rents are 15% below prevailing 

market rates. Thus, plenty of upside to raise rents and thus 

room for share price appreciation. 

Nishimatsu Construction and Maeda Road contributed +30bps 

each. These stocks sold off aggressively in the first quarter and 

rebounded in April. When these stocks sold off, we explained 

that most of the share price weakness was related to 

temporary factors, which has been proven right as the 

underlying businesses continued to perform well. Pola Orbis 

contributed another +30bps as the growth for its mainstay 

brands continued to show solid numbers. The next big catalyst 

will be the introduction of its skincare products in other Asian 

countries, especially the Chinese market will be of great 

importance. Pola Orbis is waiting for approval by the Chinese 

authorities; in the meantime the company has established a 

footprint with stores in major locations. The biggest negative 

contribution last month came from a stock called Canon 

Marketing, a listed Canon subsidiary. The stock declined -18% 

due to worse than expected earnings. The company’s shares 

are extremely undervalued, however the stock always traded at 

a steep discount to intrinsic value and it is a business model in 

transition. The consumer segment was sluggish and will remain 

dull. However, the business-to-business segment is growing 

strongly and will continue to do so. Only a few analysts cover 

the stock and we expect the share price to slowly recover. The 

short position in Monex was another significant negative 

contributor. We set up the short after the stock had a significant 

run-up due to its M&A relating to crypto exchange Coincheck. 

We think market participants overestimate the future 

profitability and contribution to Monex shareholders at the 

same time we hold a long position in SBI Holdings, with even 

more promising crypto assets at a much cheaper price. 

RISK ALLOCATION 

After the beta sell-off in late January / early February we initially 

lowered the net exposure with short futures contracts and 

thereafter established put spreads to hedge the remaining 

market exposure. With risk perception normalizing we re-sized 

single stock positions bottom-up and as such increased the net 

to +42% as well as the gross exposure from 128% to 132%. 

STYLE ANALYSIS 

Value stocks performed extremely poorly so far this year. In 

April, there was a rebound in value stock mainly in the financial 

sector. Especially banks performed well as rates started to rise 

globally. 

OUTLOOK 

The global environment for risk assets is becoming increasingly 

tricky. The US Fed is on a tightening cycle aiming to normalize 

rates, which has and will have negative consequences for credit 

creation and therefore risk assets. The incremental approach 

by the FED in addition to a still very accommodative BOJ and 

ECB means a measured return to a higher volatility regime. 

Economic growth is still solid and bottlenecks started to appear 

in Japan manifesting itself in an extremely tight labor market. 

The big theme of 2018 is wage pressure and buy backs. Wages 

started to increase rapidly, especially in real terms. The 

deflationist mindset from consumer is shifting was well. It is 

increasingly better understood that service is not a ‘free’ good 

and that hard working employees in the service sector need to 

be appropriately compensated. The willingness and ability of 

management to raise prices will separate the winning business 

models from the losing business models. Concerning share 

buybacks, we are extremely enthusiastic about the potential to 

see a widespread implementation of buybacks and increased 

shareholder returns. Japan has a long way to go, but in a 

gradual manner, it will get there, meaning a higher level of 

Return-On-Equity. 
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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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