
The terrible Credit Story of Nomura 

Headquartered in Tokyo, Nomura seems as far as the east is from the west from the credit 

storms raging in the western world.  Peer closely and you see an institution far weaker than its 

leading western counterparts.   Our usual credit analysis of banking companies involves a heavy 

dose of looking at a company’s financials, asset valuations etc.  This note will focus almost 

exclusively on Nomura’s credit story.    For, in a crux, that explains the poor earnings prospects 

of Nomura.

What stares starkly at one’s face is Nomura’s utter lack of competitive advantage of any shape 

or size in any of its businesses.  That coupled with a reputation for bungling (such as the 

missteps in the integration of Lehman assets it had taken over) is hardly helpful for delivering 

sustained high quality earnings over any period of time.  In short, there is no credit story. 

Nomura’s woes are predominantly Income Statement driven and not Balance Sheet driven

Unlike western banks, Nomura’s balance sheet is not terribly loaded with junk and assets valued 

at unrealistic levels.  That does not mean its balance sheet is pristine.  It does have its share of 

US CMBS and RMBS, mostly inherited from the gory Lehman asset purchase.  The company’s 

leveraged finance business in Europe presents rich opportunities for asset value writedown. 

And a leverage ratio of 10.3 is definitely not the hallmark of a balance sheet that is in rude 

health.  Also, the bank seems to be drawing unwarranted inferences based on the fall in VaR of 

its trading book during the last quarter (see http://crediteye.wordpress.com/2010/11/22/a-

horse-called-var/).

Nonetheless, it is lack of robustness of the earnings of each of its three main business lines- 

retail, wholesale (global markets and investment banking) and asset management that should 

really worry a potential investor in the debt and equity instruments of this dysfunctional 



investment bank.   One thing that strikes an analyst looking at the company’s income statement 

is how terribly out whack the company’s compensation and benefits are vis-à-vis current 

earnings, and even worse, vis-à-vis likely future earnings.  Most of this is due to keeping the 

“stars” it inherited from Lehman Brothers happy.  Mercifully for Nomura, this situation is likely 

to be remedied soon on account of Japan’s FSA placing restrictions on compensation.  The stars 

should then hopefully set out elsewhere their wonders to perform.  Despite this, it is unlikely 

that the bank in the foreseeable future will be able to deliverer anywhere close to its targeted 

return on equity of 10-15% on account of its own inadequacies and because of a sharply 

unfavourable business environment.   

The retail business, located mostly in Japan, where Nomura stands a fighting chance is likely to 

get smaller and smaller as Japan’s worsening demography takes its toll.  Money is likely to be 

pulled out to support consumption of seniors, with lesser amount of funds pouring in.  

The global asset management business is ready for consolidation, with lesser and lesser space 

for also rans such as Nomura.  Nonetheless, in the short term, this will the business that 

provides a modicum of earnings visibility.  The investment banking business made a loss last 

year (when its global compatriots made out like bandits) and is likely to repeat that performance 

this year.  IPOs and new offerings will plunge- more so in the places Nomura is a player.  And in 

the advisory businesses such as M&A, the market is clearly moving towards boutiques that 

provide unconflicted advice.    Since most M&A transactions in the near term will be funded 

without deploying much debt, the competitive advantage of the big firms in arranging 

transaction financing fades.  The recent Google- Motorola Mobility transaction, in which no big 

firms were employed, could be the shape of things to come.  Even otherwise, Nomura was 

distinctly a marginal player in the M&A space.   



Extremely poor quality Management and Management Strategy

The Lehman transaction was a clear example of a bumbling and bungling management at work. 

It was induced by an outsized ambition of the management to be big player in the global 

financial markets without worrying if there was a cultural fit between the two companies and 

whether it would promote shareholder value.  Management continues to be clueless about how 

to take the firm forward- if the Form 20F SEC filing for the period ending March 31st 2011 is any 

guide.  A management of this low caliber just can’t support a credit story.  Or even an equity 

story for that matter.    

Creditors should keep in mind that when this company gets into trouble, there will be no one to 

bail it out.  There are more pressing claims on the Japanese government’s limited resources as 

the sovereign debt hits stratospheric proportions.     
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