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VIEW FROM THE TOP
In March, the MSCI Japan declined -3.2%, after having declined
-3.8% in the prior month. The Pelargos Japan B class shares
declined -1% with one trading day less, due to a banking holiday
on Mar 30. Volatility remained elevated and the Japanese
market declined -8% intra-month peak-to-trough. Even the
resilient US market started to show some weakness and sold
off -2.6% in US dollar terms. The US FED is two years into a
tightening cycle aiming to "normalize" interest rates. This
means that at some point volatility in global risk assets will be
normalized as well. Global markets are in the midst of this
transition phase, as the Bank of Japan (BOJ) and the European
Central Bank (ECB) have not tightened yet. The BOJ is not
considering tightening and/or tapering QE until its inflation
target has been met. Despite the divergence in monetary
policy, the Japanese Yen (JPY) has surprisingly strengthened by
+5.7% in the first quarter (Q1) of 2018. Taking the JPY
appreciation into account the Japanese market actually
outperformed the US market by 1% in Q1. Due to the JPY
strength, earnings revisions have decelerated, however the
Japanese economy is doing just fine. The labor market is
extremely tight and wages, especially at the bottom range of
the income distribution increased strongly. This bodes well for
retail spending; however, increased labor costs are certainly a
risk factor for corporates.

SINGLE STOCK OBSERVATIONS
Despite the global risk off environment, our high conviction
long positions Toshiba Plant Systems (+6.4%), Ichigo Group
(5.4%) and Taihei Dengyo (+7%) appreciated significantly last
month. These long positions are largely domestic businesses
insulated from global macro risk factors. Toshiba Plant System
and Taihei Dengyo are great business models with high
Returns-On-Invested-Capital and rather inefficient balance
sheets. Whilst real estate in Tokyo seems expensive, in our
opinion the listed real estate companies look extremely
undervalued in relation to the physical market. Ichigo Group, is
our largest long exposure in the developer space, and after last
year’s underperformance the stock is off to good start in 2018.
This will mark the 8th year that we are a shareholder.
Mid-March, Zuiko, one of the oldest and Asia’s largest diaper
machine builder, downwardly revised its full year numbers. We
already expected soft numbers as the past two years were
plagued by disappointing results due to pricing pressure in the
Chinese market. After the prolonged de-rating the stock trades
at a discount to book value whilst 60% of the market
capitalization consists of cash. A fortress-like balance sheet, a

stellar product line-up with decent long-term growth potential
trading at significant discount to its intrinsic value.
Unfortunately, Maeda Road Construction declined another 6.4% in March on no new news. Sumco declined -3.2%, despite
the extremely solid fundamentals in its wafer business.
However, the stock traded down in sympathy with the broader
market due to its high beta aspect and high sensitivity to the
JPY.

RISK ALLOCATION
The net exposure at month end stood at 28% and the gross
exposure at 128%. Of the 28% net exposure, 15 %-point is net
long Industrials exposure and Consumer Discretionary as well
as the Real Estate sector account for 11 %-points each. 30% of
the entire gross exposure is allocated to the Industrials sector
where we find most opportunities in the smaller capitalization
machinery space.

STYLE ANALYSIS
The biggest headwind for the performance this month was the
poor performance of value as a style factor. Perceived higher
quality companies trading at expensive valuation strongly
outperformed the market. For example, the Consumer Staples
sector appreciated +2.5% in a risk-off, down market.

OUTLOOK
2018 is the year that volatility makes its comeback. After years
of risk suppression by central bank intervention, this year the
repricing of volatility is a given. In every tightening cycle, the US
FED raises rates until the weakest link in the credit system
breaks. Therefore, we closely monitor credit spreads,
corporate bankruptcies and consumer debt delinquencies for
clues towards risk assets. We expect a deceleration in global
growth and with heightened policy and geo political risk
expect continued volatility for the remainder of this year. In
Japan, May is by far the month with most share buy-back
announcements. Our long book consists of companies with
very high quality balance sheets, some with 50% cash-tomarket cap. Cash hording and inefficient capital allocation are
one of the main targets addressed by the Japanese steward
ship code. Therefore we expect strong commitments from the
managements of our long holdings to increasingly focus on
efficient capital allocation and enhance shareholder returns
by compounding book-value-per share as well as earningsper-share.

PELARGOS JAPAN ALPHA FUND

MARCH 2018 | monthly return -1.03%

FUND CHARTS AND FACTS

CONTACT DETAILS

PELARGOS JAPAN ALPHA FUND

MARCH 2018 | monthly return -1.03%

Pelargos Capital B.V.
WTC E-Tower, Prinses Margrietplantsoen 43
2695 AM The Hague
The Netherlands

+31 70 7568030

www.pelargoscapital.com

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.

