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BULL MARKET CONTINUES
Having celebrated its 1st anniversary on Feb 17th, the Pelargos
Japan long only strategy continued its good performance and
appreciated +4.1% in March. As of month end, the inceptionto-date performance stood at +28.8%. The Japanese market
continued to “climb-the-wall-of-worry”, despite another
massively levered player by the name of Archegos blowing-up.
The systematic quant strategies were destroyed in Q4 ‘20. Risk
parity was decimated in Q1 ‘21. The social media frenzy
targeting shorts of US hedge funds resulted in the biggest alpha
draw down in history. The latest incident, the implosion of
Archegos with exposure in excess of USD100bn is a
reminiscence of “When Genius Failed”, aka LTCM–style
systematic risk. Welcome to the strange world of equity
investing in 2021. In Japan, some of the above mentioned
factors are limited in scope, because Japan, (at least on a single
stock level) does not provide the deep liquidity to facilitate this
type of ‘financial alchemy’. On the other hand, we have been
complaining for years about uninformed passive flows, such as
the ETFs used by the Bank of Japan, and equity basket socialism
that destroy price discovery. As a consequence, over the years
we shifted towards a more concentrated approach in the
smaller caps and focus on predominantly domestic business
models. On a portfolio level we combine deep value situations
with hyper-growth exposure to mitigate the binary nature of
value-growth flows.

SINGLE STOCK COMMENTS
The biggest contributor last month was our largest position
Daibiru (ticker 8806). The share price rallied +12.6% without any
particular news, except for the announcement to cancel
1,800,000 shares as of 31st of March, which is 1.54% of
outstanding shares. This historic moment concluded Daibiru’s
first buyback, which was announced in May ‘20, since its listing
in 1950. Of course, this is good news and more importantly,
Daibiru is so stupendously undervalued that buying back its
own shares is the only rational use of cash, at least from a
shareholder’s perspective. No other real estate investment
would yield such a high return-on-investment, compared to
simply buying back its own, deeply discounted shares. Indeed,
the discount to intrinsic value is a reflection of inadequate
governance, which has been confirmed by recent board
changes. In stark contrast to the recommendation in the
Corporate Governance Code, Daibiru does not have an
independent board and no such thing as a (soon-to-berequired) nomination committee. Therefore the parent
company controlling the majority of votes sends board
members as it deems fit and necessary. The last appointment
to the board sent by Mitsui OSK, is Maruyama-san who will

become CEO most likely in one year’s time. It will be Maruyamasan’s job to address the gross undervaluation of the share price
and we would not be surprised if under his helm Daibiru will be
either bought-in by its parent Mitsui OSK (ticker 9104) or sold
to a ‘real’ real estate company.
The second largest contributor last month was Nippon Pillar
Packing (ticker 6490). The share price finally rallied +10% last
month. The GICS-classification of this company is Capital
Goods, and indeed 30% of its revenues relates to industrials
with mechanical seals being the main product. These products
are on-demand, thus no inventory with stable 10% operating
profit margins, but cyclical by nature. The other 70% of revenue
is from electronics, of which 90% is related to SPE makers
(Screen, Tokyo Electron, Samsung, Lam Research). The most
important product Nippon Pillar makes are ‘plastic’ pipes that
can handle acids at high temperature most often used in the
semiconductor cleaning process. Nippon Pillar Packing is the
de-facto standard in the SPE industry for those pipes and
achieves 20%+ operating profit margins. Great company, great
products at the right point in the cycle, the balance sheet is
cash-rich and the stock trades below 1x price-to-book. The
company is not well known and its orders are very short cycle,
and many investors dislike the lack of visibility, however the long
term outlook and positioning is solid.
The biggest drag on performance last month was Canadian
Solar Infrastructure Fund (ticker 9284). The company
announced to issue new shares to acquire solar assets. The
capital raise was well timed and will be accretive for existing
shareholders. We are happy with this accretive deal and to see
the number of outstanding shares increase. With that trading
volume rose significantly, which enables institutional investors
to participate in this high yield (5.8%) producing asset.

OUTLOOK
Certain aspects of global equities, especially US equities, have
bubble symptoms and certain equity markets look short-term
overbought. Japan can have its usual drawdowns resulting from
liquidity imbalances, but those need to be bought. Valuations
are supportive, despite the run-up in price-to-earnings and
price-to-book anticipating a swift earnings recovery. However,
we stick to our thesis of a structural bull cycle for Japanese
equities and our books are well positioned for the gigantic M&A
wave that will hit Japan in due course. The most recently revised
Corporate Governance Code will trigger a further unwind of
cross-shareholdings, accelerate the deconsolidation/buy-ins of
subsidiary listings and fast-track buybacks to fend of suitors. It
will be fast & furious, and we stick to our thesis that from the
current 3500 listed companies, 1/3 will be no longer listed by
the end of this decade.
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STRATEGY CHARTS AND FACTS

TOP 10 POSITIONS
DAIBIRU
INFO SERVICES INTL DENTSU
FUJITEC
NEC NETWORKS & SYSTEM
MINEBEA MITSUMI
HEIWA REAL ESTATE
MAEDA ROAD CONSTRUCTION
DIGITAL HOLDINGS
CANADIAN SOLAR INFRASTRUCTURE
TAKARA LEBEN INFRASTRUCTURE

TOP 5 MOVERS
DAIBIRU
NIPPON PILLAR PACKING
DIGITAL HOLDINGS
TOSEI
NEC NETWORKS & SYSTEM

FUND PERFORMANCE*
6.5%
6.0%
4.4%
4.0%
3.3%
3.0%
2.7%
2.7%
2.6%
2.5%

0.64%
0.22%
0.22%
0.19%
0.17%

Month to date performance
Year to date performance
Inception to date performance

SECTOR EXPOSURE

PJRF
4.09%

TOPIX
4.53%

4.89%
28.84%

6.62%
9.12%

*inception date 17 February 2020,Total Net Return TOPIX Index in euro
performance

FUND FACTS*
Fund size in mln EUR
Fund size in mln USD
Firm size in mln EUR
Firm size in mln USD
TOP 5 SHAKERS
CANADIAN SOLAR INFRASTRUCTURE
FUJITEC
ICHIGO INC
VISION INC/TOKYO JAPAN
QD LASER

33.22
38.96
175.29

Health Care
Cash
Financials
Communication Services
Energy
Materials
Consumer Discretionary
Real Estate
Information Technology
Industrials

15%
24%
30%

0%

205.58

-0.18%
-0.16%
-0.14%
-0.14%
-0.10%
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4%
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5%
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MARKET CAP EXPOSURE
8% 3%
Small
45%

Mid

Large
44%

Cash

STRATEGY PERFORMANCE
Year
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
YTD
ITD
2021 -0.81%
1.60%
4.09%
4.89% 28.84%
2020
0.74%
5.93%
4.50%
4.60% -0.81% -7.66%
4.43%
7.08%
0.54%
1.97%
0.28% 22.83% 22.83%
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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.

