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MARKET COMMENTS
After the October crash the Japanese market continued its
volatile performance in November, dropping 5% intra-month
and at the end closed the month in positive territory (+1%).
Over the past several weeks the Japanese market closely
followed the US market and needless to say, the price action
looks terrible. Fundamentally, the global economic slowdown is
well underway, and earnings downgrades have started to
appear. The pockets of weakness are most apparent in the
semiconductor industry, Chinese factory automation and car
sales globally. Most importantly, credit growth in many
countries is decelerating with negative repercussions for asset
prices and risk of spillover effects. Throughout the year, the
Chinese government is reigning in excess leverage with
negative implications for asset prices in China and partially
abroad. In Australia, Canada and the UK house prices are
coming off as affordability and credit availability has started to
impact those real estate markets. That said, the Japanese
economy is still doing fine as the domestic demand situation
remains solid. The only pockets of weakness are those related
to global export sectors such as IT, automotive and Chinese
capital expenditure, which are, admittedly, not insignificant.

SINGLE STOCK OBSERVATIONS
The biggest long position Toshiba Plant Systems reported
earnings and the stock rallied +7.6% in November. Operating
profits (OP) grew 39% y-o-y and OP margins improved to 9.3%.
The company did a small upward revision to the full year, which
leaves room for further upward revisions in Q3 (Oct-Dec) or Q4
(Jan-Mar).
Okamoto Industries rallied 18% last month after announcing
reassuring results. 50-55% of its operating profits are
generated in the condoms segments. This is a highly profitable
business in a rather consolidated industry globally, with strong
growth prospects in the Asian region, especially in China. The
company keeps a low profile and proofed to be forthcoming to
shareholders as it buys back and retires about 1% of
outstanding shares per annum. Unfortunately, the stock is
highly volatile for two reasons. Firstly, the other half of its OP
comes from highly customized, but more cyclical rubberproduct businesses.
Amongst the losing positions are shorts such as Coca Cola
Japan (CCJ). This Coca Cola bottler has consolidate the highly
fragmented bottlers’ landscape in Japan and is streamlining its
distribution footprint. This logistics realignment has turned into
a logistical nightmare because of recent natural disasters,
wiping out production and storage facilities. In addition,
Suntory has introduced a new product; coffee in PET bottles.

Why would one care about bottled coffee? Well, canned coffee
has traditionally had a significant market share and is a highly
profitable business for CCJ, because Japanese people are not
so much into carbonated drinks. In addition, canned coffee is
sold in high-margin vending machine, where the producer
controls pricing. Suntory is the first mover in the bottled coffee
business and is taking share from CCJ. Suntory has set the price
at a much lower level on a per milliliter basis. CCJ has great
management and recently announced a share buyback, which
pushed up the share price, but we believe in the famous
Warren Buffet quote “when a management with a reputation
for brilliance, tackles a business with a reputation for bad
economics, it is the reputation of the business that remains
intact”.

RISK ALLOCATION
The gross and net exposure is unchanged from the prior
month. The beta-adjusted net exposure around 20-25% and a
gross exposure between 130-140% corresponds with a 8-9%
volatility in the current market environment.

STYLE ANALYSIS
Our factor models show poor returns across all styles. In Japan,
value was the worst performing style, only quality was barely
up. The rather unsystematic behavior and high degree of
randomness over the past 9-12 months seems to indicate that
a lot of liquidity issues drive price behavior, such as
deleveraging of quant strategies, unwind of crowded trades,
fund closures and/or asset allocation driven flows.

OUTLOOK
Against the backdrop of a slowing global economy, the liquidity
situation seems to deteriorate rapidly. Yes, Japanese stocks are
inexpensive and indeed the earnings growth outlook is fading,
but earnings are still growing in aggregate and are far from
disastrous. Share buybacks increased 38% y-o-y and reached
an 11-year high, because Japanese corporates prefer to do
buybacks when their share prices are down. This makes perfect
sense, however, still only about 30% of TOPIX 500 companies
conduct share buybacks and even worse the top 20 companies
in terms of the size of the buybacks accounted for more than
70% of the total buyback value. Corporate governance is
improving, however, the progress with regards to shareholder
returns at the average Japanese corporate seems snail speed
at best. Japan is once again a contrarian call, valuations are
cheap and the Japanese market is as under-owned as it was in
2008.
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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.

