Cultural Arbitrage

be made by exploiting tempo-
rary circumstances where, at a
given time, the same asset is
offered for sale in different
places at slightly different prices.
Arbitrageurs buy low and
sell high, capturing gains

| n financial markets, profits can
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momentarily offered by ineffi-
ciencies in the market. Others
rush to exploit the same oppor-
tunities and the gap closes. This
activity accords with the “Law of
One Price,” which states that in
efficient markets the price of an
asset converges on a single value
shared by all market players.
Increasingly, anecdotal evi-
dence suggests that similar
forces are at work in the gaps
between business strategies
across borders. American busi-
ness activity in Japan is one
great arena in which to
observe this phenomenon.
While Japanese consumers
hold to many patterns of
behavior and preferences
influenced by a deep-rooted
cultural tradition, they
repeatedly choose world-class
value propositions from
abroad. In a cultural anal-
ogy to the Law of One
Price, it seems that con-
sumers everywhere
converge on some of
the same values.
Foreign companies
can employ a strategy
of cultural arbitrage
by using methodolo-
gies and standards
proven elsewhere but
untried in Japan. Since local
Japanese competitors
operate within an insulated
cultural sphere, most have
failed to perceive world trends
and have not delivered true

world-class value. This is espe-
cially so in the services sector.
Take banking, for example.
Local Japanese banks typically
follow a kind of Confucian civil
bureaucracy model whereby the
focus is on the organization
itself, its uniformed employees
and uniformly drab branches.
Customers are granted access to
a small space on the periphery,
and may even feel apologetic for
bothering busy banking person-
ages with their trivial needs,
such as financial security.
Contrast this with the
approach of Shinsei Bank, Ltd.
and Tokyo Star Bank, Ltd., both
failed Japanese banks reborn
under the customer-centered
banking model more prevalent
outside Japan. By offering
attractive premises and access to
knowledgeable staff in private
consultation booths, these lead-
ers are giving Japan's affluent
consumers the means to intelli-
gently plan and manage their
finances. As the cultural Law of
One Price would predict, there
are glimmers of evidence that
traditional Japanese banks are
starting to imitate these success-
ful practices, though Confucian
bureaucracies are not noted for
being able to turn on a dime.
American John Wocher is
taking on another traditional
albatross, the Japanese hospital
system. As COO of Kameda
Hospital, one of Japan's
largest, he is implementing a
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patient-centered philosophy and
a strategy to create a world-class
health-care provider on the
model of Minnesota’s Mayo
Clinic. Another example of cul-
tural arbitrage is John Kamm's
success in building All Nations
Society, a network of Japanese
funeral homes. Kamm has intro-
duced into Japan's ingrown,
secretive funeral industry the
notions of transparent, menu-
based pricing for customers and a
strict “No Kickbacks” policy for
vendors such as florists. Cultural
arbitrage is also often seen in B2B
services, with Bill Totten's pio-
neering of packaged business
software sales in Japan and Bill
Krueger's implementation of ten-
ant-side commercial real-estate
brokerage. These are shining
examples of success based on
introduction to Japan of practices
widely accepted elsewhere.

So remember, not all arbitrage
takes place on trading floors and
at a frenetic pace. The patient,
but focused, efforts of many
companies large and small to
leverage the cultural opportuni-
ties in Japan are yielding profits
and major improvements in the
lives of Japanese consumers.
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