How Merrill Lost Its Way in Japan

NOVEMBER 12, 2001 (BusinessWeek)


Wall Street powerhouses have long had designs on Japan's fabled $10 trillion-plus in household savings. None more so than Merrill Lynch & Co., which in 1998 snapped up Japan's fourth-biggest broker, the failed Yamaichi Securities Co. It was billed as a breakthrough foreign takeover that would pull Japanese finance out of the dark ages. The goal, Merrill Japan Chairman Hisashi Moriya intoned at the time, was to become "Japan's most trusted broker."

The idea was that Merrill's pedigree would wow Japanese investors. After all, local houses like Yamaichi and Nomura Securities Co. churned and burned accounts, levied larcenous commissions, and generally treated investors badly. Merrill, via a reformed Yamaichi, would fix all that with U.S.-style compliance training, a global menu of mutual funds, and sage financial planning. Its first major ad campaign said it all: "Merrill Lynch--Somebody You Can Talk To."

Once it won their confidence, Merrill would have access to a deep pool of Japanese investors that would help the firm sell off big chunks of initial public offerings underwritten by its investment-banking arm. In other words, the retail strategy was key to stoking Merrill's more lucrative business underwriting stocks and bonds and offering financial advice and strategies for its blue-chip corporate clients in Japan.

Instead, the venture, Merrill Lynch Japan Securities, turned into a money pit. Although it attracted a respectable $14 billion in assets, the retail unit has also devoured estimated startup costs of $200 million, plus cumulative losses of at least twice that over three years. Now much of the venture is likely to be shut down.

What went wrong? Plenty. Merrill essentially made a bet that Japan would soon see the emergence of a broad-based investing culture similar to that of Europe, if not the U.S. Yet individual investors in Japan still account for only 6% of the stock market. Thanks to economic uncertainty and a decade-long bear market, some 70% of household savings are parked in bank accounts or Japan's state-run postal savings system.

WARM AND FUZZY
Not even existing Yamaichi clients were impressed by Merrill's Wall Street pedigree. Instead, they recalled that a mismanaged Yamaichi misled clients about its financial health for months and went belly-up in late 1997. No amount of warm, fuzzy marketing could change that perception.

It also didn't help that Merrill bore the costs of retraining some 2,000 ex-Yamaichi employees to balance their obsession with transaction volumes--and commissions--with quaint ideas like trying to invest a client's money wisely. A Merrill spokesperson in Japan--top executives declined to talk--says the broker still expects to break even at the end of 2002.
True, there is a niche of wealthy and sophisticated Japanese investors, but not enough to justify the brick-and-mortar investment that Merrill took on. Fidelity Investments distributes its funds via banks and brokers. Citibank peddles its financial wares through its existing retail bank network and online. Meanwhile, with Merrill's imminent retreat, Japan's trillions in uninvested cash remain a tantalizing prize for the next Wall Street titan ready to try its luck. 

By Brian Bremner in Tokyo


U.S.-style tactics fail for Merrill
The Asahi Shimbun 


The announcement Wednesday by Merrill Lynch Japan Securities Co. that it will close branches and drastically cut staffing levels offers further proof that Western-style customer service has not caught on in the Japanese securities market, analysts say. 

The Japanese arm of leading U.S. securities firm Merrill Lynch & Co. dramatically expanded its operations here in 1998, when it took over the operations and absorbed the staff of the failed Yamaichi Securities Co. 

The move sent a shock wave through the nation's securities industry. But the major downsizing announced Wednesday is being viewed as a sign the company failed to adapt to the needs of Japanese customers. It is also regarded as evidence of the limitations of Western-style business models in the securities industry. 

Merrill Lynch Japan, the only non-Japanese brokerage house to fully commit to the retail business, favored a typical U.S. approach that focuses on personal asset management, with a special focus on wealthy investors. 

While Japanese brokerages have traditionally earned much of their profits from commissions on securities trading, Merrill Lynch Japan has concentrated on making money by managing the funds of its customers. 

Since opening its doors in 1998, Merrill Lynch Japan has not altered its style of service. Typically, its staff tried to obtain as much personal information as possible about its prospective investors, saying such details were necessary for planning effective investment strategies that would enable them to get the most out of their assets.

Some domestic rivals reacted rather coolly to this strategy, assuming that it would not work for Japanese customers. 

``They thought U.S.-style service had no peer,'' said an executive at a major domestic brokerage. ``But it didn't catch on here due to cultural differences.'' 

In particular, the company's retail operations seemed doomed from the start, chalking up losses of more than 20 billion yen annually. 

Though initially anxious, rival Japanese brokerages have adopted a ``See, I told you so'' attitude.  ``(Japanese) customers are used to the traditional style of service,'' an industry insider said. ``It's not that easy to establish a relationship based on trust with newcomers.'' 

Merrill Lynch's case is not the only one. The Japanese arm of France's Societe Generale Securities eliminated about 40 people in a downsizing move in its Japanese stocks division in October, while German-based Dresdner Kleinwort Wasserstein has recently decided to downsize its Japanese operation. 

U.S.-based brokerage Morgan Stanley Japan Ltd. also has withdrawn from the retail securities business. Foreign firms are even withdrawing from Internet stock trading, which is supposed to be less costly to operate. 

Analysts say there may be further downsizing by other major non-Japanese brokerages amid the current stagnation in the securities industry.

Merrill Lynch head sticks to her guns
By NORIKO AKIYAMA, The Asahi Shimbun 


While the struggle continues for Merrill Lynch Japan Securities Co., its new president, Izumi Kobayashi, remains optimistic about the firm's fresh start following its failed attempt to break open the Japanese retail market. 

``It's tough, indeed,'' she said. ``But the harder it is now, the more exciting it will be when business finally picks up.'' When Kobayashi joined the firm 17 years ago, little did she know that one day she would be heading the Japanese arm of the U.S. securities giant. 

At that time, she was in a rut, having worked for four years in a menial job for a chemical company.  “I photocopied a lifetime's worth of documents,'' said Kobayashi, 43. ``I thought, what if I find myself doing things like this 10 years from now? So I decided I should try my luck. I was still young, you know.'' 

Kobayashi found a new lease on life at her new company and in its completely different corporate culture. She says it was a world of ``freedom and responsibility.'' From then on, Kobayashi eagerly took on any work the company threw at her, from financial affairs, personnel management to business planning. 

She says she felt truly alive working with colleagues overseas in the United States and Britain.  Kobayashi has taken Merrill's helm at a difficult time for the company, which in the last three years has accumulated losses totaling 70 billion yen. 

That failure has been blamed in large measure on the company's marketing style, which relies heavily on working closely with customers to serve their individual asset management needs. Although common in the United States and European countries, such services, which entail asking customers questions about everything from their family profile to life goals, have yet to catch on with Japanese investors. 

Nevertheless, Kobayashi believes building close relationships with customers remains the key to Merrill Lynch's success here. ``Our business is based on the trust of our customers,'' she said. ``We're not going to change that business model.'' 

Merrill Lynch will close 19 outlets today as part of a restructuring plan announced in January, which also involves slashing 1,200 jobs.  Some criticize the drastic restructuring as being too callous in its treatment of employees, which they believe very Western. 

But Kobayashi brushes off such criticism. ``Well, it would have been worse if we kept on chalking up losses and eventually withdrew from Japan,'' she said.(IHT/Asahi: March 15,2002)

Discussion Questions for April 26

1. What factors contributed to the failure of Merrill Lynch’s retail business in Japan?

a. Cultural factors:

b. Business environment factors:

2. What might the new president, Ms. Kobayashi, do to turn around the ailing brokerage?

a. In the near-term:

b. In the long-term:

3. What can other securities firms learn from the Merrill Lynch failure?

