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Water investment basket 

Company 
Bloomberg

code Price*
Nomura 

rating
Guangdong 
investment 

270 HK 4.05 BUY

Kurita Water 
Industries 

6370 JP 3,040 BUY

Organo 6368 JP 727 Not Rated
China Everbright 
Int'l 

257 HK 2.9 BUY

Jain Irrigation 
Systems 

JI IN 718.45 BUY

Kubota 
Corporation 

6326 JP 774 BUY

Hyflux   HYP SP 2.88 NEUTRAL

* Local, as of 21 Aug 2009 

Source: Bloomberg; Nomura International (HK) Limited  

 

 
 
 
 
 
 

 Our view 
 At the beginning of the year, La Niña caused significant severe drought in almost 

two-thirds of the world's agricultural land. The recent switch in the weather pattern, 
to El Niño, is set to disrupt food supply in Southeast Asia. The poor monsoon in 
India will likely once again focus investor attention on the drop in water tables — a 
problem already event in Northwest China. 

 Anchor themes 
 

 

Water mining is the unsustainable withdrawal of water from an aquifer that is no 
longer being recharged or refilled. Groundwater depletion is one of the great 
unseen but looming crises facing our planet.  

 Although Asia and emerging markets are providing a pivotal backdrop for global 
growth, they are also causing a disproportionate demand for foodstuffs. India is set 
to experience the first "inflation scare" based on rising food prices. 

 
 

Asia’s vanishing water supply (II) 
 The trouble with water: they're not making any more of it 

 How investors can implement our view 

 

 The trouble with water: they're not making any more of it 
"The process of taking more water out of an aquifer than naturally returns to 
it is called "groundwater overdrafting". It is a modern phenomenon, 
depending on reliable pumps and cheap energy before mechanical pumps, 
societies might have built dams and irrigation canals and aqueducts, but 
they were dependent on gravity for directing the water to its intended 
destination. Cheap oil changed all that. Among other things, it made deep 
wells possible, and these deep wells exploit underground aquifers that have, 
in some cases, slowly accumulated for thousand of years." — Water - the 
fate of our most precious resource, Marq de Villiers 

India is experiencing one of its worst droughts in years. Although rainfall has 
improved recently, it is coming too late for many crops. Agriculture accounts 
for approximately one-fifth of India’s GDP and employs 60% of the 
population. Indirectly, lower rainfalls impact hydro-electric power generation 
and hence the economy sustains a double impact. The last serious drought 
was in 2002, so investor memories may have faded but the drought will 
once again highlight the vulnerability of farmers to inadequate irrigation and 
water management systems. 

A negative feedback for both the Chinese and Indian economies is the lack 
of water pricing and control over exploitation of underground water. 
Intensive farming methods deploying underground water extraction improve 
crop yields in the short term — but, longer term, the water table eventually 
falls, as water is not replenished quickly enough below the surface.  

This has resulted in serious erosion and sub-yielding crops, as well as 
sandstorms in China.  

 

N O M U R A  I N T E R N A T I O N A L  ( H K )  L I M I T E D  
 

TOP
DOWN 

Market calls 

We closed out our soft commodity 
basket on 20 August, 2009, for the 
second time in six years, after a period 
of outperformance since the beginning 
of the year. We believe investors 
seeking indirect benefits from rising 
foodstuff prices should consider fertiliser 
companies. We expect governments to 
promote investment in water purification 
and also to allow prices of water to 
climb. We are adding Jain Irrigation, 
Kubota and Hyflux to our water basket, 
initiated in January 2004. 
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We had expected soft commodity prices to rise this year as a result of La Niña, while 
being mindful that governments tend to directly intervene in local food pricing. In 2007, 
we highlighted that the capping of food prices and governments restricting agricultural 
exports undermined agriculture equities. Hence, there is a certain price level at which 
agricultural equities face diminishing returns from higher food prices. Ironically, as food 
prices rise, there is increasing pressure on governments to invest in water 
management as well as raising water tariffs.  

 How investors can implement our view 
We closed out our soft commodity basket on 20 August, 2009, for the second time in 
six years, after a period of outperformance since the beginning of the year. We believe 
that investors seeking indirect benefits from rising foodstuff prices should consider 
fertiliser companies. We expect governments to promote investment in water 
purification and also to allow the price of water to climb. We are adding Jain Irrigation, 
Kubota and Hyflux to our water basket, initiated in January 2004. 
 

Exhibit 1. El Niño (I) 

 
Source: NOAA; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 2. El Niño (II) 

 
Source: Asia Sentinel; Nomura International (Hong Kong) Limited – Investment Strategy 
 

The National Oceanic and 
Atmospheric Administration, the 
official scientific agency covering
largely unpredictable oceanic 
phenomena, confirmed what its 
own scientists have been buzzing 
about for months: El Niño has 
arrived 

As Pacific Ocean temperatures 
rise, the number of people 
starving can be expected to 
increase 
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Exhibit 3. El Niño (III) 

 
Source: Asia Sentinel; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 4. Global drought monitor (August 2009) 

 
Source: UCL; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 5. China drought and flood monitor 

 
Source: China CMA; Nomura International (Hong Kong) Limited – Investment Strategy 
 

This is an oscillating pattern (El 
Niño and La Niña) — from one to 
another, and then back again. 
Historically it takes about two 
years to go from one extreme to 
another. This year it took three 
months!  
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Exhibit 6. US drought monitor 

 
Source:Drought.unl.edu; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 7. India monsoon: India's rainfall from June to September 

 
Note: Not all states/territories shown; * difference from normal rainfall from the beginning of June through August 5 

Source: India Meteorological Department; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 8. India monsoon: prediction vs actual monsoon 

 
Source: India Meteorological Department; Nomura International (Hong Kong) Limited – Investment Strategy 
 
 
 

India is experiencing one of its 
worst droughts in years 
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Exhibit 9. National water footprint per capita and contribution of different 
consumption categories 

 
Source: Water Resource Manager (2007) ; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 10. Water stress in 2025, under business as usual scenario 

 
Source: World Water Council; Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 11. Water scarcity (2025) 

 
Source: World Water Council; Nomura International (Hong Kong) Limited – Investment Strategy 
 
 
 
 
 

Under the business as usual 
scenario, by 2025 about 4bn 
people — half of the projected 
population — will live in countries 
with high water stress 

Emphasis on technology and 
investments is seen increasing 
primary water supply by 24%. But
China and India are water short 
due to irrigation expansion, while 
many countries face economic 
water scarcity 

In the rich countries, 
consumption of industrial goods 
has a relatively large contribution 
to the total water footprint as 
compared with developing 
countries 
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Exhibit 12. Water investment basket: company descriptions 
Name Bloomberg code Company description 
Guangdong Investment 270 HK Guangdong Investment Limited, through its subsidiaries, operates water supply, 

power and electricity, and infrastructure businesses.  The company also invests 
in and develops real estate properties, operates department stores, and provides 
financial services. 

Kurita Water Industries 6370 JP Kurita Water Industries Ltd. manufactures, sells, and maintains water treatment 
equipment and systems. The company's products include water purification and 
waste water treatment equipment as well as soil remediation systems. Kurita 
also manufactures and sells chemicals for water treatment related to sanitation, 
air-conditioning, and construction.  

Organo 6368 JP Organo Corporation manufactures water treatment equipment and other related 
peripherals and supplies. It also produces industrial chemical products such as 
activated carbon and charcoal, water treatment compounds, and ion exchange 
resins. Organo's water treatment systems are used for ultra-pure water 
production in nuclear power and semiconductor manufacturing processes. 

China Everbright Int'l 257 HK China Everbright International Limited provides environmental protection project 
management and consultancy services. The Company's operations are broken 
up into environmental energy, environmental water, environmental construction 
and environmental technology. 

New additions to the basket*  
Jain Irrigation Systems JI IN Jain Irrigation Systems Ltd. manufactures micro-irrigation systems, plastic pipes 

and plastic sheets, as well as processes horticulture in India. Its irrigation 
systems include both drip and sprinkler systems. 

Kubota Corporation 6326 JP Kubota Corporation manufactures industrial machinery, farm machinery, and 
fluid piping systems. The company's products include ductile iron pipes, engines, 
tractors, combine harvesters, reaper binders, rice planters, and excavators.  
Kubota also produces forged iron products, housing equipment, and 
environmental control plants. 

Hyflux   HYF SP Hyflux Limited designs, fabricates, installs, commissions, and maintains 
treatment systems for water purification, wastewater treatment, water recycling, 
advanced membrane filtration, and high-purity piping systems and equipment 
hook-up.  The company has customers in several industries, including the 
electronics, pharmaceutical, chemical, food and beverage, and biotechnology. 

* Newly added inception day: 24 August, 2009 

Source: Bloomberg, Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 13. Water investment basket performance 
 Bloomberg Absolute change (%) 
Name code 1D 1W 1M 3M 6M 1Y YTD
Guangdong investment 270 HK  2.0  (0.5) 2.0 18.1 25.4 49.4 30.2 
Kurita Water Industries 6370 JP  -  (2.3)  (1.6) 15.6 63.4  (13.1) 27.7 
Organo 6368 JP  (1.1)  (1.2) 2.4  (4.3) 25.6  (16.8) 26.7 
China Everbright Int'l 257 HK  0.3  (6.1) 14.2 27.8 89.5 82.4 102.8 
BENCHMARK MSCI Asia 

Pacific (US$) 
 (0.9)  (3.2) 3.7 10.9 45.5  (10.0) 23.4 

Note: Prices as of 21 Aug 2009 

Source: Bloomberg, Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 14. New additions to water investment basket 
 Bloomberg Absolute change (%) 
Name code 1D 1W 1M 3M 6M 1Y YTD
Jain Irrigation Systems JI IN  3.2  4.6  (1.2) 24.7 110.6 56.1 103.8 
Kubota Corporation 6326 JP  (0.4)  (3.9)  (3.3) 14.2 77.5 0.1 22.1 
Hyflux   HYF SP  3.2  9.9 30.3 59.1 64.6 4.7 60.9 
BENCHMARK MSCI Asia 

Pacific (US$) 
 (0.9)  (3.2) 3.7 10.9  45.5  (10.0) 23.4 

Note: Prices as of 21 Aug 2009 

Source: Bloomberg, Nomura International (Hong Kong) Limited – Investment Strategy 
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Exhibit 15. Water investment basket consensus valuation  
  Local P/E (x) P/BV (x) Div yield (x) ROE (%) 
  price FY1F FY2F FY1F FY2F FY1F FY2F FY1F FY2F
Guangdong 
investment 

270 HK 4.05  12.16  11.10  1.49 1.37 2.79 3.16 12.52 12.63 

Kurita 
Water 
Industries 

6370 JP 3040  24.81  22.28  2.08 1.90 1.12 1.17 8.86 9.76 

Organo 6368 JP 727 Na Na Na Na Na Na Na Na

China 
Everbright 
Int'l 

257 HK 2.9  23.20  19.59  2.88 2.54 0.62 0.69 13.21 13.90 

Jain 
Irrigation 
Systems 

JI IN 718.45  29.77  20.45  5.41 4.44 0.41 0.52 19.17 23.19 

Kubota 
Corporation 

6326 JP 774  24.48  18.35  1.70 1.62 1.57 1.72 6.68 9.05 

Hyflux   HYF SP 2.88  23.04  19.33  4.34 3.79 1.25 1.28 20.54 20.10 

Local prices as of 21 Aug 2009 

Source: Bloomberg, Nomura International (Hong Kong) Limited – Investment Strategy 

 

Exhibit 16. Recent strategy reports  
Date Title 
20-Aug-09 Oil/natural gas ratio (II) and Asia's soft commodity crisis (XV) 

http://www.nomura.com/research/GetPub.aspx?pid=336350 
18-Aug-09 China/HK : burning ice (IV) 

http://www.nomura.com/research/GetPub.aspx?pid=336055 
17-Aug-09 The return of the Spice Route (III) 

http://www.nomura.com/research/GetPub.aspx?pid=335912 
13-Aug-09 Gold/oil ratio (IV) and oil/natural gas ratio 

http://www.nomura.com/research/GetPub.aspx?pid=335449 
7-Aug-09 30 things to do during summer 

http://www.nomura.com/research/GetPub.aspx?pid=334369 
5-Aug-09 Earnings revision turning points (III) 

http://www.nomura.com/research/GetPub.aspx?pid=333821 
31-July-09 
 

Korea: From bottom to the top 
http://www.nomura.com/research/GetPub.aspx?pid=332763 

30-July-09 China/HK: Happiness is... (II) and survey of China domestic fund 
managers 
http://www.nomura.com/research/GetPub.aspx?pid=332221 

27-July-09 18 thins to do during summer (II) 
http://www.nomura.com/research/GetPub.aspx?pid=331426 

22-July-09 18 things to do during summer 
http://www.nomura.com/research/GetPub.aspx?spid=1600 

20-July-09 Increasing proceeds, diminishing risks (IV): Korea and the Middle East 
http://www.nomura.com/research/GetPub.aspx?pid=330432  

17-July-09 Happiness is….. 
http://www.nomura.com/research/GetPub.aspx?pid=330353  

Source: Nomura International (Hong Kong) Limited – Investment Strategy 
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accurately reflect his or her personal views about any and all of the subject securities or issuers 
discussed herein. In addition, each of the research analysts referenced on page 1 hereof hereby 
certifies that no part of his or her compensation was, is, or will be, directly or indirectly related to the 
specific recommendations or views that he or she has expressed in this research report, nor is it tied to 
any specific investment banking transactions performed by Nomura Securities International, Inc., 
Nomura International plc or by any other Nomura Group company or affiliates thereof.  
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Conflict-of-interest disclosures 
Important disclosures may be accessed through the following website: 
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activities. 
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41% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified 
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The rating system is a relative system indicating expected performance against a specific benchmark 
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appropriate valuation methodology such as discounted cash flow or multiple analysis, etc. 

Stocks: 

• A rating of "1", or "Buy", indicates that the analyst expects the stock to outperform the Benchmark 
over the next 12 months. 
• A rating of "2", or "Neutral", indicates that the analyst expects the stock to perform in line with the 
Benchmark over the next 12 months. 
• A rating of "3", or "Reduce", indicates that the analyst expects the stock to underperform the 
Benchmark over the next 12 months. 
• A rating of "RS-Rating Suspended", ” indicates that the rating and target price have been 
suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic 
transaction involving the company. 
Benchmarks are as follows: United States: S&P 500, MSCI World Technology Hardware & Equipment; 
Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks 
(accessible through the left hand side of the Nomura Disclosure web page: 
http://www.nomura.com/research); Global Emerging Markets (ex-Asia): MSCI Emerging Markets ex-
Asia. 

Sectors: 

A "Bullish" stance, indicates that the analyst expects the sector to outperform the Benchmark during 
the next 12 months. 



 

 

Strategy | Asia Sean Darby 

24 August 2009 Nomura 9

A "Neutral" stance, indicates that the analyst expects the sector to perform in line with the Benchmark 
during the next 12 months. 
A "Bearish" stance, indicates that the analyst expects the sector to underperform the Benchmark 
during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX® 600; Global 
Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia. 

Explanation of Nomura’s equity research rating system for Asian companies 
under coverage ex Japan published from 30 October 2008 and in Japan from 
6 January 2009: 
Stocks: 

Stock recommendations are based on absolute valuation upside (downside), which is defined as (Price 
Target – Current Price) / Current Price, subject to limited management discretion. In most cases, the 
Price Target will equal the analyst’s 12-month intrinsic valuation of the stock, based on an appropriate 
valuation methodology such as discounted cash flow, multiple analysis, etc. 
• A "Buy" recommendation indicates that potential upside is 15% or more. 
• A "Neutral" recommendation indicates that potential upside is less than 15% or downside is less than 
5%. 
• A "Reduce" recommendation indicates that potential downside is 5% or more. 
• A rating of "RS" or "Rating Suspended" indicates that the rating and target price have been 
suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic 
transaction involving the subject company. 
• Stocks labelled as "Not rated" or shown as "No rating" are not in Nomura's regular research 
coverage. 
Sectors: 

A "Bullish" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a positive absolute recommendation. 
A "Neutral" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a neutral absolute recommendation. 
A "Bearish" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a negative absolute recommendation. 
 
Explanation of Nomura's equity research rating system in Japan published 
prior to 6 January 2009 (and ratings in Europe, Middle East and Africa, US 
and Latin America published prior to 27 October 2008): 
Stocks: 

• A rating of "1", or "Strong buy", indicates that the analyst expects the stock to outperform the 
Benchmark by 15% or more over the next six months. 
• A rating of "2", or "Buy", indicates that the analyst expects the stock to outperform the Benchmark by 
5% or more but less than 15% over the next six months. 
• A rating of "3", or "Neutral", indicates that the analyst expects the stock to either outperform or 
underperform the Benchmark by less than 5% over the next six months. 
• A rating of "4", or "Reduce", indicates that the analyst expects the stock to underperform the 
Benchmark by 5% or more but less than 15% over the next six months. 
• A rating of "5", or "Sell", indicates that the analyst expects the stock to underperform the Benchmark 
by 15% or more over the next six months. 
• Stocks labeled "Not rated" or shown as "No rating" are not in Nomura's regular research coverage. 
Nomura might not publish additional research reports concerning this company, and it undertakes no 
obligation to update the analysis, estimates, projections, conclusions or other information contained 
herein. 
Sectors: 

A "Bullish" stance, indicates that the analyst expects the sector to outperform the Benchmark during 
the next six months. 
A "Neutral" stance, indicates that the analyst expects the sector to perform in line with the Benchmark 
during the next six months. 
A "Bearish" stance, indicates that the analyst expects the sector to underperform the Benchmark 
during the next six months. 
Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World 
Technology Hardware & Equipment; Europe, by sector — Hardware/Semiconductors: FTSE W Europe 
IT Hardware; Telecoms: FTSE W Europe Business Services; Business Services: FTSE W Europe; Auto & 
Components: FTSE W Europe Auto & Parts; Communications equipment: FTSE W Europe IT Hardware; 
Ecology Focus: Bloomberg World Energy Alternate Sources; Global Emerging Markets: MSCI 
Emerging Markets ex-Asia. 
  
Explanation of Nomura's equity research rating system for Asian companies 
under coverage ex Japan published prior to 30 October 2008: 
Stocks: 

Stock recommendations are based on absolute valuation upside (downside), which is defined as (Fair 
Value - Current Price)/Current Price, subject to limited management discretion. In most cases, the Fair 
Value will equal the analyst's assessment of the current intrinsic fair value of the stock using an 
appropriate valuation methodology such as Discounted Cash Flow or Multiple analysis etc. However, if 
the analyst doesn't think the market will revalue the stock over the specified time horizon due to a lack 
of events or catalysts, then the fair value may differ from the intrinsic fair value. In most cases, 
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therefore, our recommendation is an assessment of the difference between current market price and 
our estimate of current intrinsic fair value. Recommendations are set with a 6-12 month horizon unless 
specified otherwise. Accordingly, within this horizon, price volatility may cause the actual upside or 
downside based on the prevailing market price to differ from the upside or downside implied by the 
recommendation. 
• A "Strong buy" recommendation indicates that upside is more than 20%. 
• A "Buy" recommendation indicates that upside is between 10% and 20%. 
• A "Neutral" recommendation indicates that upside or downside is less than 10%. 
• A "Reduce" recommendation indicates that downside is between 10% and 20%. 
• A "Sell" recommendation indicates that downside is more than 20%. 
Sectors: 

A "Bullish" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a positive absolute recommendation. 
A "Neutral" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a neutral absolute recommendation. 
A "Bearish" rating means most stocks in the sector have (or the weighted average recommendation of 
the stocks under coverage is) a negative absolute recommendation. 
Price targets 
Price targets, if discussed, reflect in part the analyst's estimates for the company's earnings. The 
achievement of any price target may be impeded by general market and macroeconomic trends, and 
by other risks related to the company or the market, and may not occur if the company's earnings differ 
from estimates.  
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reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as 
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Opinions expressed are current opinions as of the original publication date appearing on this material 
only and the information, including the opinions contained herein, are subject to change without notice. 
If and as applicable, NSI's investment banking relationships, investment banking and non-investment 
banking compensation and securities ownership (identified in this report as "Disclosures Required in 
the United States"), if any, are specified in disclaimers and related disclosures in this report. In addition, 
other members of the Nomura Group may from time to time perform investment banking or other 
services (including acting as advisor, manager or lender) for, or solicit investment banking or other 
business from, companies mentioned herein. Further, the Nomura Group, and/or its officers, directors 
and employees, including persons, without limitation, involved in the preparation or issuance of this 
material may, to the extent permitted by applicable law and/or regulation, have long or short positions 
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addition, the Nomura Group, excluding NSI, may act as a market maker and principal, willing to buy 
and sell certain of the securities of companies mentioned herein. Further, the Nomura Group may buy 
and sell certain of the securities of companies mentioned herein, as agent for its clients. 

Investors should consider this report as only a single factor in making their investment decision and, as 
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be associated with any investment decision. 
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and employees may, to the extent it relates to non-US issuers and is permitted by applicable law, have 
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Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have 
an adverse effect on the value or price of, or income derived from, the investment. In addition, 
investors in securities such as ADRs, the values of which are influenced by foreign currencies, 
effectively assume currency risk. 

The securities described herein may not have been registered under the U.S. Securities Act of 1933, 
and, in such case, may not be offered or sold in the United States or to U.S. persons unless they have 
been registered under such Act, or except in compliance with an exemption from the registration 
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mentioned in this material. 
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