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Ten years have passed since Daiwa Securities SMBC, the first investment bank in Japan, was born 
out of a joint venture between the Daiwa Securities Group and the Sumitomo Mitsui Financial 
Group. Daiwa SMBC has proven its stability in the present financial crisis with no subprime loan-

related products on its books. Right now the synergies from its collaboration with a mega-bank are on 
the verge of triggering further growth.
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Bringing the Global 
Financial Crisis into an 
Opportunity of Chance 
in its 10th year
The present financial crisis has led 
to reported losses by not only Western 
financial institutions but also 
Japanese financial institutions. It has 
been reported that Daiwa SMBC did 
not have any products on its books 
related to subprime loans, the product 
that triggered this financial crisis.
Nagase – Daiwa SMBC does not follow 

a strategy of aiming for large returns 

by leveraging our positions. We are not 

pursuing high risk and high return. Our 

basic principle is to conduct stringent 

credit risk management and pursue only 

reliable returns. The fact that we did not 

hold any subprime loan-related products 

serves as proof that our risk management 
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system functions appropriately.

In the midst of reform sparked by 
the present financial crisis, many 
of the leading securities firms in 
the U.S. have converted into bank 
holding companies. In Japan, while 
Nomura Securities is an independent 
securities firm, you have continued to 
take the approach of a joint venture 
(JV) with the Sumitomo Mitsui 
Financial Group. What are the 
benefits of forming a JV with a bank?
Nagase – The post World War II Japanese 

economy grew based on a national policy 

built around indirect finance. Almost all 

of the funds raised by companies took 

the form of financing from their primary 

banks, and for a long time it was quite 

rare for companies to procure capital 

from the capital markets. As a result, 

very strong ties developed between 

banks and companies. The burst of the 

bubble economy and the deregulation 

of the financial sector, including a rapid 

elimination of the barrier between 

banks and securities firms, led to a rapid 

deepening of the relationship between 

securities firms and companies, where 

securities firms helped these companies 

raise capital through the capital markets. 

However, due to the historical ties, the 

credibility and wealth of information 

that banks have on companies are still 

immense.

The greatest benefit of the JV with 

the bank is that the bank’s customer base 

is combined with the capital markets 

skills that the Daiwa Securities Group 

has cultivated over time. In addition 

to our conventional clients, whom we 

have served as lead manager, ties with 

Sumitomo Mitsui Banking Corporation 

enable us to propose a broad array of 

financing, advisory on M&As, asset 

management and other measures to 

the customer base of Sumitomo Mitsui 

Banking Corporation. The other benefit 

of the JV with the bank is the sense 

of stability from the fact that we have 

capital ties with the bank. The expertise 

of an established securities firm and 

the stability of a mega-bank are at the 

heart of our clients’ trust. Daiwa SMBC 

has steadily expanded its business by 

optimally utilizing these benefits to date.

Aiming to Become 
Japan’s Top Investment 
Bank with a Business 
Model Less Vulnerable 
to Changes in the 
External Environment
Daiwa SMBC is working to build 
a business model that is less 
vulnerable to changes in the external 
environment based on three keywords 
beginning with C. What are the 3Cs, 
and how are you utilizing them to 
create the ideal business model?
Nagase – In recent years, companies 

have become diversified with their 

needs and their demands toward us 

have become more complex. Examples 

of these are: “We need to build up our 

capital, but we do not want to dilute our 

earnings per share,” “We need to play 

a role in protecting the environment 

while still pursuing returns,” and “We 

want to examine the possibility of an 

alliance with overseas companies.” Thus, 

we cannot meet these demands of our 

clients through a traditional vertical 

management structure.

This is where the 3Cs strategies 

come into play: “Cross-Function,” the 

concept of reinforcing collaboration 

among the departments; “Cross-Product,” 

the concept of offering a comprehensive 

range of products; and “Cross-Border,” 

solving problems with solutions from 

a global perspective. Daiwa SMBC is 

striving to secure stable earnings by 

pursuing business that fulfills clients’ 

needs by combining the 3Cs. This 

business model allows us to be less 

vulnerable to changes in the external 

environment, and will eventually lead us 

to become Japan’s top investment bank, 

which is our medium-term management 

plan.

The operations of investment banks 
include underwriting shares and 
bonds, proposing financial and 
capital strategies and advising on 
M&A deals. Which of these areas are 
you looking to reinforce to become 
Japan’s top investment bank?
Nagase – The only way to become 

Japan’s top investment bank is to receive 

high acclaim from clients in all areas of 

operation. However, presently the stock 

market has slumped and the primary 

bond market has shrunk. Consequently 

we can only expect limited opportunities 

from the underwriting of equities 

and bonds. In contrast, falling stock 

prices, the appreciation of the yen and 

other factors have brought new M&A 

opportunities for our clients,

Japanese companies have 

accumulated rich internal reserves 

through the recent growth period that 

exceeded the famed Izanagi Economy. 

This allowed more than a few companies 

to consider reinforcing their corporate 

bases through M&As. By accurately 

understanding the diversified needs of 

our clients, whether they are looking to 

expand their customer base, reinforce 

their productivity, or expand their market 

share, we can provide them with the 

optimal solutions. Presently, reinforcing 

M&A operations to fulfill clients’ 

demands is the key to becoming Japan’s 

top investment bank.



Focusing on Advisory 
on M&A Deals towards 
Revival of Strong 
Japanese Companies
A previous M&A deal for which 
Daiwa SMBC is quite recognized 
was a case of the small acquiring 
the large in M&A, namely the 
acquisition of Pilkington (UK) by 
Nippon Sheet Glass in 2006. Since 
then, we have heard that you have 
enhanced your M&A team toward 
reinforcing cross-border advisory on 
M&A. Is this correct?
Nagase – In 2007, Daiwa SMBC formed 

the Japan Focus Team when we entered 

into a business alliance with Sagent 

Advisors Inc., an independent U.S. 

investment bank. Presently, our dedicated 

M&A team has over 100 and a few dozen 

people, and is a leading M&A team in 

Japan. The first M&A deal born out of this 

alliance was the acquisition of Cleveland 

Golf Company, Inc., a U.S. golf club 

manufacturer, by SRI Sports Limited.  

SRI Sports is primarily known 

through the DUNLOP brand in Asia and 

the SRIXSON brand in the U.S., and 

Daiwa SMBC has supported SRI Sports’ 

global growth strategy as its financial 

advisor. Daiwa SMBC advised on the 

acquisition of Cleveland Golf Company, 

Inc., which was owned by Quicksilver 

(U.S.). SRI Sports acquired all the shares 

in Cleveland Golf Company, Inc. and 

Roger Cleveland Company, Inc. and made 

them wholly-owned subsidiaries. SRI 

Sports is presently striving to expand its 

market share in the U.S. through the two 

SRIXSON and CLEVELAND brands.

M&A activity is also becoming active 
in Japan. What M&A deals has 
Daiwa SMBC advised on?

Nagase – The most recent case is 

the share swap between Meiji Seika 

and Meiji Dairies to integrate their 

operations, announced in September 

2008. We anticipate acceleration in 

the restructuring of corporate groups 

and reorganization of industries due 

to shrinking markets as a result of the 

declining and aging population in Japan, 

rising prices of raw materials worldwide 

and intensifying competition among 

companies in a developed economy. We 

are presently involved in a number of 

deals where negotiations are going on 

behind the scenes.

Reinforcing Intra-
Group Collaboration to 
Become the First Choice 
among Investment 
Banks
Japanese stock markets plunged in 
October 2008 and have slumped 
since then. How do you interpret 
this phenomenon? What is your 
projection regarding shares?
Nagase – During the quarter from 

October to December 2008, institutional 

investors were not selling their positions 

from their ordinary investment outlooks, 

but rather out of necessity. In other 

words, in accordance with loss cutting 

rules, the fund managers of institutional 

investors cleared their own positions 

beginning with highly liquid stocks which 

could easily be converted into cash. 

Japanese stocks are easy to convert into 

cash and thus they were sold off.

Many overseas funds closed their 

books in December and this type of 

phenomenon was inevitable. Currently, 

what can be sold in the market has been 

sold, and the market is beginning to 

settle down. Japanese stocks could be 

evaluated more highly should PER and 

PBR be taken into consideration. Going 

forward, we assume that these stocks will 

appreciate to an appropriate level. 

What are your forecasts regarding the 
bond market?
Nagase – There are many companies 

that want to raise funds by issuing 

straight bonds. However, banks and other 

institutional investors could not purchase 

them even if they wanted to because of 

their capital adequacy ratios at the end of 

March. Even so, there are still investors’ 

asset management needs. We are striving 

to meet and fulfill both the capital raising 

and asset management needs of our clients.

What is a promising M&A market in 
the future?
Nagase – Beginning in April, the credit 

multiplier should rise and generate 

greater funds in circulation, and this 

will bring an opportunity for Japanese 

companies to launch M&A offers. It will 

be difficult to borrow funds from banks 

while the stock market is sluggish due 

to its impact on their capital adequacy 

ratio. However, if the stock prices rise 

to the 9,000 yen level, or even build on 

that to surpass 10,000 yen, the market 

circumstances will dramatically change. 

This will activate the M&A market. The 

continuation of the appreciated yen is 

favorable to Japanese companies trying 

to launch cross-border M&As, and so 

activities in this area will probably take off 

even more. Daiwa SMBC is deepening its 

collaboration with Daiwa Securities and 

Sumitomo Mitsui Banking Corporation, 

and we are focusing our efforts on 

uncovering potential M&A deals and 

concluding such deals successfully so that 

Daiwa SMBC can become the investment 

bank called upon first when companies 

are contemplating M&As.
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