
Thanks to the emergence of
web-phones, the cellular
business has become one of

the most energetic industries in
Japan. The Japanese cellular market
had about 68 million customers at
the end of May 2001, accounting
for about 9 percent of the global
cellular market. The customer base
of the cellular market has alre a d y
exceeded that of the fixed phone
market and more than one in two
Japanese owns a cell phone. At the
end of May, more than 38 million
cellular customers we re using
Internet access services like
D o C o M o ’s i-mode. More people
access the web through their cell
phones than the 30 million who
access the web through their per-
sonal computers.

Japanese cellular operators
a c h i e ved double-digit re ve n u e
growth in fiscal 2000 thanks to an
i n c rease in new customers and data
traffic re venue. NTT DoCoMo, for
example, posted record net pro f i t s
of ¥365.5 billion. Cellular terminals
sales in 2000 increased 17 perc e n t
to about 45 million, due to a surge
of customers who replaced their
cell phones with we b - a c c e s s
enabled phones. The Japanese cel-
lular market is expected to continue
growing this year because mobile
multimedia services offer richer
content and more attractive applica-
tions, as does the promise of third-
generation (3G) cellular services.

J a p a n ’s multimedia situation dif-
fers from that of other deve l o p e d
countries. Its penetration rate is
just 25 percent, although it has
grown dramatically over the last
few years. But as many as 60 per-
cent of cell phone users use their
handsets for web access and e-mail
– only two and a half years after
such access became possible.
I n t e re s t i n g l y, most web phone
users are not even awa re that they
a re accessing Internet content.
D e m ographic analysis of DoCoMo
i-mode customers shows that the
service is accepted by all consumer
segments. Indeed, more than 25

p e rcent of i-mode customers are
o ver the age of 40.

The 3G cellular service, known
as IMT-2000, improves service
capability as well as voice quality,
offering a maximum packet data
transmission bit rate of 384 kbps.
On May 30, NTT DoCoMo
launched its intro d u c t o r y - p h a s e
3G service in the Tokyo metro p o l i-
tan area under the brand name
“FOMA.” The Japanese cellular
giant offers 3 types of terminals dur-
ing the introductory phase: stan-
dard, visual with a built-in compact
camera, and data-card. Customers
can expect enhanced i-mode servic-
es with richer content via data trans-
mission rates 6 to 40 times faster
than the current i-mode, as well as
quality voice commu n i c a t i o n .

The 3G service will allow
Japanese cellular customers to carry
their phone overseas in order to
make calls and send emails with
photos or moving pictures to their
friends and families. Global ro a m i n g
will offer voice and data commu n i-
cations via cell phone anywhere in
the world. Mobile multimedia ro a m-
ing will, in the near future, enable
cellular customers to enjoy mobile
multimedia services offered in their
home country when they are abro a d .

Mobile Multimedia Evolution in Japan
by Masaharu Ikura, NTT DoCoMo, Inc.
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Mobile Multimedia Evolution in Japan

Far from being a dream, mobile
multimedia will enrich Japanese
life in the near future. A user
identity module (UIM) embedded
inside a cell phone will change a
cell phone to an electronic wallet
and Bluetooth technology embed-
ded in a cellular device will make
it function as a remote controller.
People will carry their cell phones
everywhere, access customized
content, and receive an integrated
bill from their service provider.

In terms of subscriber numbers,
J a p a n ’s cellular market will soon be

m a t u re. The penetration rate of cell
phones in most developed coun-
tries is over 50 percent, and
exceeds 70 percent in Nordic
countries. The cellular penetration
rate in Japan is low compared to
E u ropean and Asian Pacific coun-
tries, but it already exceeds 50%.

Cellular operators have alre a d y
re c ognized that they cannot survive
simply by continuing to act conve n-
tionally in their market. The gro w t h
rate of the Japanese cellular indus-
try will eventually slow to 10 per-
cent in 2001, compared to 50
p e rcent in 1997 and 25 percent in

1999. Ave r a ge re venue per user
(ARPU) for voice commu n i c a t i o n
has been falling due to intense
competition and difficulty in differ-
entiation. To grow further, cellular
operators must expand their bu s i-
ness through pursuing the follow-
ing three dire c t i o n s :

Diversification of Services
Offering customized mu l t i m e d i a

services helps operators re t a i n
customers, thereby resulting in
l o wer customer acquisition and
retention costs. As the stagnating
E u ropean WAP service has demon-

strated, an operator’s agility in
shifting from voice to mobile mu l-
timedia is no guarantee of success
in the mobile multimedia bu s i n e s s .
The industry can succeed only if
the operator truly understands key
success factors including bu s i n e s s
models, role of operators, ease-of-
use terminals, and rich content
offerings. Cooperation among cus-
tomers, vendors, content
p roviders, and operators is essen-
tial to ascertain customer expecta-
tions and order winners in mobile
multimedia services.

Mobile multimedia will enrich
our lives, reducing the stress of
daily life and freeing time. Seamless
mobile multimedia services will
re q u i re cooperation with partners
outside the cellular industry, and
regulations in individual industries
could sometimes act as barriers to
better services. Harmonization a n d
d e regulation between industries are
e x p e c t e d .

Expansion of Target Market
Beyond person-to-person com-

munications, cellular operators
should expand their target markets
to person-to-server and machine-
to-machine communication. Any-
thing mobile including automobiles,
motorbikes, portable PCs, PDA s ,
and even animals are likely candi-
dates. Internet access, provision of
location information, remote moni-
toring and control, and electro n i c
transactions would be applications
for those potential targe t s .

Harmonization with fixed phone
n e t work services would offer inno-
va t i ve solutions. DoCoMo, for
example, is leveraging its alliance
with AOL Japan and will offer inno-
va t i ve Internet access services that
link AO L’s Internet services and
D o C o M o ’s i-mode. Fi xe d - m o b i l e
c o n ve rgence will offer new solu-
tions to both consumer and corpo-
rate cellular users. Cell phones
h a ve already played an important
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role for corporate users wanting to
s t reamline their operations.

Globalization
With the coming 3G and further

services, infrastructure will be
d e veloped based upon global stan-
dards. Global standardization will
benefit vendors in mass pro d u c t i o n
but challenge operators to offer
d i f f e rentiation value to their cus-
tomers. Few customers are willing
to pay for standardized technolo-
gies—customers choose operators
that offer attractive services and
t e r m i n a l s .

Competition in the cellular bu s i-
ness is no longer limited to the
domestic market but is expanding to
the global arena. Competitors not
only operate in the same country bu t
also overseas, offering attractive
services at cheaper prices.

The target market will soon be
global, too. Globalization thro u g h
strategic partnerships will become
m o re important for offering global,
customized multimedia services
that differentiate operators fro m
competitors. Partnership bu i l d i n g
will not be limited to cellular oper-
ators but will expand to players
with core competences in each are a
of the mobile multimedia va l u e
chain. Operators will have to ally
with vendors, application
p roviders, and content providers in
order to differentiate themselve s

t h rough applications and content.
This is challenging for operators,
because they will have to change
their culture of business operation
and service deve l o p m e n t .

Most operators rely heavily on
vendors that provide solutions to
their customers. In the mobile mu l-
timedia era, the leadership of oper-
ators in service development will
be indispensable to offering cus-
tomers value-added services and
enjoying first mover adva n t a ge s .
Partnerships among operators will
turn them into global operators
and help them drive the mobile
multimedia industry together with
global vendors that might be re l u c-
tant to make customized systems.
Partnerships can also provide oper-
ators with opportunities for cost
savings by joint development and
p ro c u re m e n t .

Challenges to Further Growth
In the multimedia era, sticking

with the status quo can mean los-
ing the next big game. Winners will
o ve rcome the reluctance of poten-
tial partners that fear outsiders will
i n vade their business. Regulatory
barriers will have to be ove rc o m e

so that operators can offer excel-
lent services with partners in differ-
ent industries. Innovation will help
cellular operators and their periph-
eral companies to be energetic and
grow further in the mobile mu l t i-
media industry.

Masaharu Ikura, 
3G Project Manage r, 
Global Business Department, 
NTT DoCoMo, Inc.

“Competition in the cellular business is no longer

limited to the domestic market but is expanding to the

global arena.”
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Though the adoption of bro a d-
band technologies in Japan
has been sluggish to date,

market watchers would be wise to
mark August 1, 2001, on their calen-
dars as the start of something spe-
cial in Japan’s Internet market. Fo r
on this date, NTT and Yahoo Japan
Corp. are scheduled to launch com-
peting new broadband services
aimed at attracting more users at
b a rgain prices.

The Japanese go vernment made
a sound commitment to pro m o t e
nationwide broadband pro l i f e r a t i o n
in a major policy paper that it
released last month. In its “2001
C o m munications White Paper” the
Koizumi go vernment boldly asserts
that the widespread introduction of
b roadband in Japan will spur the
n a t i o n ’s “IT Renaissance”.
S p e c i f i c a l l y, the go vernment is pro-
moting the development of mu l t i-
ple broadband infrastructure s ,
aimed at encouraging new market
entrants, greater competition, and
l o wer prices.

High-speed broadband Internet
t e c h n o l ogies provide users with a
r i c h e r, more interactive online expe-
rience. Businesses too are ge a r i n g
up to reap the benefits of high-
speed Internet service. A re c e n t
study by Verizon Commu n i c a t i o n s
calculates that the widespread intro-
duction of broadband to both bu s i-

nesses and homes should contribu t e
almost $500 billion annually to the
US economy. Japan can expect simi-
lar re s u l t s .

Japan has lagged behind other
countries such as South Kore a ,
Canada, and the US in bringing
broadband to homes and busi-
nesses. But just this year, Japan
has begun to display all the n e c e s-
sary ingredients that support rapid
b roadband deve l o p m e n t — go ve r n-
ment promotion, a competitive
market, rival infrastructures and
technologies, and access to an
unbundled local loop for new mar-
ket entrants.

B roadband growth projections in
Japan are high. In January 2001, the
IT Strategy Council’s e - J a p a n P l a n
set the ambitious goal of achieving
the wo r l d ’s most advanced Internet
n e t work within the next five years.
A key aspect of this goal is the pro-
vision of affordable, “alwa y s - o n ”
high-speed access in 30 million
households and ultra-high speed
access in 10 million. Now, only a
half-year later, this goal seems
i n c reasingly achievable as more
new companies enter the market
with rival services running on dif-
f e rent infrastructures. Not surpris-
i n g l y, as competition increases and
i n vestment costs rise, profit mar-

SO U R C E: MI N I S T R Y O F PU B L I C MA N AG E M E N T, HO M E AF FA I R S, PO S T S, A N D
TE L E C O M M U N I C AT I O N S’ 2001 CO M M U N I C AT I O N S WH I T E PA P E R ( JU N E 2 0 0 1 )
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gins are shrinking. Incumbent tele-
com operator NTT (East and We s t )
will weather the storm but seve r a l
new entrants will likely fold in the
coming months.

Leading Market Lessons
According to the latest

O rganization for Economic
Cooperation and Deve l o p m e n t
(OECD) numbers, South Korea and
Canada have emerged as the top
t wo international leaders in bro a d-
band deployment. Nine in eve r y
100 South Korean households have
high-speed Internet access. This
f i g u re re p resents 6 million South
K o rean households, or 41 perc e n t

of the total with Internet access. By
contrast, Canada has just over 4 in
100, and the US ranks a distant
third with a mere 2.25 in 100. Japan
ranks eleventh in terms of bro a d-
band connections per 100 inhabi-
tants, with less than 1 per 100.

The 1997 Asian financial crisis
hit South Korea hard and forc e d
economic reforms, including
efforts to open the telecommu n i c a-
tions market. Canada also achieve d
high penetration rates by adopting
s e veral basic policies that empha-
sized market competition and open
access to the existing telephone
i n f r a s t r u c t u re. Encouragingly, Japan

is largely following suit. As Prime
Minister Koizumi contemplates
s weeping economic reforms, it
seems appropriate to review what
worked in Kore a .

The guiding principles that
shaped success in South Korea and
Canada are the promotion of com-
petition and the development of
r i val broadband infrastructures that
can compete with the existing
national telephone network. Digital
Subscriber Lines (DSL) have been
an early and popular bro a d b a n d
solution that can provide high-
speed access by utilizing existing
telephone lines and special conve r-
sion hardwa re. Howe ve r, DSL is
generally viewed as a bridging
t e c h n o l ogy to more advanced and
high-speed services such as cable,
fiber optic lines, and Fi xe d
W i reless Access (FWA). With go v-
ernment support and a conducive
market, South Korea and Canada
experienced a boom in these alter-
n a t i ve broadband infrastructure s .

In Japan, the go ve r n m e n t ’s e -
J a p a n plan has charted a similar
a p p roach by promoting the deve l-
opment of multiple bro a d b a n d
t e c h n o l ogies and related infrastruc-
t u res. Specifically, the e - J a p a n p l a n
focuses on fiber optic cable, other-
wise known as Fiber to the Home
(FTTH). FTTH was originally

Continued on page 6

SO U R C E: OR G A N I Z AT I O N F O R EC O N O M I C CO O P E R AT I O N A N D
DE V E L O P M E N T, 2001
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pushed by the Ministry of Posts and
Te l e c o m munications in 1994 as part
of their IT infrastructure plans, and
the current round of aggre s s i ve
deployment should create an attrac-
t i ve alternative to DSL or cable.

A d d i t i o n a l l y, as is occurring in
most developed markets, fast-track-
ing efforts to “unbundle the local
loop” is critical to ensuring competi-
tion and expansion in the bro a d b a n d
market. Canada led in unbu n d l i n g
its market and has been among the
first to reap the benefits. In Japan, a
Ministerial Ordinance on un-
bundling came into force in
September 2000.

The US, ranked third in bro a d-
band household penetration by the
OECD, has experienced a compar-
a t i vely slow growth rate, especially
in the rural areas. More than 50
separate Internet-related pro p o s a l s
h a ve been introduced this year in
the US Congress. One standout in
this welter of legislation is the
Ta u z i n - D i n gell bill, which attempts
to promote increased bro a d b a n d
deployment by allowing the former
Bells, who still control 92 perc e n t
of the local market in most states,

to enter the market for high-speed
access across regional boundaries.

The Ta u z i n - D i n gell bill contra-
dicts conventional thinking on pro-
moting broadband development and
open access. While it would re q u i re

dominant local carriers to deploy
high-speed Internet service in hard-
t o - reach and rural areas, it wo u l d
also effectively “re bundle” the local
loop by allowing the dominant tele-
com operators to offer long-dis-
tance data services without opening
local networks to competitors. As a
result, the Ta u z i n - D i n gell bill c o u l d
in time undermine local telephone
competition, which will underc u t
market and price competition.

Japan would be wise to avoid a
similar trap. The Ta u z i n - D i n gell bill
is a trade-off between leveraging the
re s o u rces of dominant market enti-
ties to provide broadband services
and opening the market to incre a s e d
competition. Should high-speed
access competitors stumble—as
some already have—officials and
Diet members will have to resist the
temptation to turn automatically to
NTT to meet the goal of extending
high-speed connections to 30 mil-
lion households by 2005.

Market Competition
NTT and Yahoo Japan are fight-

ing for the same market but by
offering dive rgent broadband tech-
n o l ogies and infrastructures. This
competition bodes well for the
f u t u re of Japan’s broadband market.
NTT is offering high-speed Internet
access via their fiber-optic netwo r k .
Yahoo Japan, backed by majority
owner Softbank, is offering an
Asymmetric Digital Subscriber Line
(ADSL) service. NTT’s fiber optic
n e t work can deliver connection
rates approaching 100 mbps, which
is lightyears faster than conve n t i o n-
al ISDN or analog dialup modems
which do not exceed 64kbps con-
nection rates. NTT is providing this
service for between 11,000 to 6,000
yen per month depending on the
service speed. Yahoo Japan’s ADSL
service, slower at 8Mbps but at a
cost of 2,280 yen per month, will
be an attractive option.

Yahoo Japan aims to acquire
one million ADSL subscribers by
December and there is a high like-
lihood they will succeed. Because
DSL broadband solutions run on
standard copper telephone-lines,
Yahoo Japan can, in theory, target
the entire nation with their serv-
ice. In contrast NTT’s fiber optic
network is still centralized in
Tokyo and Osaka, and remains
several years away from becoming
a nationwide network. However,
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NTT is currently the largest
provider of DSL service in Japan,
with 62 percent of all DSL users,
and is offering competitive rates.
NTT DSL service provides 1.5
mbps for between 3,800 to 4,050
yen per month.

A number of companies are now
in the broadband market and offer
a range of options. Other DSL
entrants include Japan’s second and
third largest telecom operators,
Japan Telecom and KDDI, as we l l
as eAccess, a startup that whole-
sales DSL networks to some of the
n a t i o n ’s largest Internet Service

P roviders (ISPs). NTT’s only major
competitor in the fiber optic mar-
ket, Usen Corp, remains small with
only about 3,500 household sub-
scribers. In the cable market,
Jupiter Te l e c o m munications Inc., a
M i c rosoft subsidiary, has ove r
180,000 high-speed Internet sub-
scribers. Their only rival, To k y u
Cable Corp, only provides access
in the Tokyo metropolitan area to
just over 46,000 subscribers.

Fi e rce market competition and
multiple broadband access options
a re pushing consumer prices down.
But price cuts are occurring just as
the need to invest in infrastructure is

mounting for both NTT and its new
competitors. Relying on the deep
pockets of the Softbank gro u p ,
Yahoo Japan should be able to adapt
to these conflicting pre s s u res. Other
early entrants, though, have begun
to buckle under the strain.

Tokyo Metallic Commu n i c a t i o n s
Corporation serves as a wa r n i n g .
Despite being the first serious new
entrant to challenge NTT, and the
first to offer DSL in Japan in
February 2000 (eventually securing
50 percent of the market), To k y o
Metallic was the first to fold. But
with its thin profit margins, the

company struggled to cover its ini-
tial investment costs. Before its
acquisition by Softbank in July,
Tokyo Metallic had disclosed that
it was overdue payments worth 4
billion yen ($33 million). Fa c e d
with plans to implement drastic
restructuring to maintain its market
position, Tokyo Metallic had few
options when Softbank presented a
buy-out offer.

Conclusion
At the moment, the market is

flush with new entrants offering
b roadband access in several differ-
ent flavors. This has brought mu c h

needed fixed flat rates to Japan’s
Internet market at substantially
reduced prices. The bro a d b a n d
market seems sure to consolidate
o ver the next 12 months, howe ve r,
and many of the new entrants are
likely to find that, like To k y o
Metallic, they will be unable to sur-
v i ve on razor-thin profit marg i n s .
M o re o ve r, NTT DoCoMo 3G cellu-
l a r, scheduled to start service in
October 2001, will offer an addi-
tional broadband alternative and
add another tier of competition.
With Internet users expected to
double by 2005, demand for afford-
able broadband connections is like-
ly to increase. The real question
that remains is how much of the
b roadband market will companies
like Yahoo Japan manage to wre s t
f rom NTT. With unlimited local
access, a new 3-year business plan
that focuses on broadband deploy-
ment, and plans to invest 190 billion
yen in its fiber optic network in this
fiscal year alone, NTT, East or
West, may be hard to beat.

Douglas Ramsey is a Manager for
Internet Business and Japan Affairs
with International Te c h n o l ogy &
Trade Association Inc. and is the
lead author of the United States
Internet Council’s forthcoming
State of the Internet 2001 Report.
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“The broadband market seems sure to consolidate over

the next 12 months, and many new entrants will be

unable to survive on razor-thin profit marg i n s . ”
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“Globalization & Localization—
Honda’s Way”
M r. Tak Sonoda, speaker, 
Assistant to the President, 
Honda North America, Inc.

The Honda Motor Company is
one of the most global companies
in the world, thanks in large part to
its five regional “virtual compa-
nies,” said Tak Sonoda, Assistant to
the President. Established in the
1990s, these five companies (North
America, South America, Euro p e ,
Asia, and Japan) have the autonomy
they need to anticipate and meet
the changing needs of their cus-
tomers. Honda automobiles are
sold in 150 countries today, with
manufacturing plants located in 30
countries. In North America alone,
Honda employs 19,000 workers in
s e ven plants.

The only way to accomplish a
global operation with five re g i o n a l
virtual companies is for each entity
to share the same corporate cul-
t u re, values, experiences and strat-
egy—what Mr. Sonoda called
“Honda DNA.

Honda DNA has three key ele-
ments, starting with respect for the
unique capabilities of each human
being. The second critical element
is customer satisfaction. And the
third element of Honda’s corporate
c u l t u re is what Sonoda called “the
challenging spirit.”

The development of the MDX
sports utility vehicle is a good
demonstration of Honda’s ability to
develop products that meet the
needs of its customers locally and
the flexibility of its R&D and mar-
keting teams to act quickly. The key
to being a global company is not
simply selling products around the
world, but merging a corporate cul-
t u re and way of doing business with
the needs, capabilities, and belief
systems of different local culture s .

T h e re are only two truly inde-
pendent Japanese auto companies
remaining – Toyota and Honda.
This was unimaginable only five
years ago, Sonoda said. Tr a d i t i o n a l
American auto companies have
become localized in Japan thro u g h
capital ownership, whereas tradi-
tional Japanese companies, like
Honda, have become local compa-
nies through direct investment in
North America.

In this consumer driven econo-
m y, a definition of what constitute a
domestic company has become
i r re l e vant. Only those companies
with the capabilities to develop and
m a n u f a c t u re locally to meet the
needs of the customer will survive .

To d a y, survival in the auto indus-
try is based on the commitment of
each company to leadership and
a d vanced technology - not what its
competitor does. A company mu s t

p roduce quality products that the
customer can pay for. With most
political barriers now gone, the
sole remaining barrier is one of
customer satisfaction – and that is
as it should be.

Next Japan Business Dialogue: KKC,
September 13, 2001 - 12:00 noon

Pe r s p e c t i ve on the economic re l a-
tionship between Japan and South-
east- Asian countries: From a
Japanese business point of view.
K a t s u h i ro Fujiwa r a ,
Managing Dire c t o r, Keidanre n
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independent, non-profit orga n i z a t i o n
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of Japan’s economy and society at home
and abroad. Its financial re s o u rces are
d e r i ved entirely from the private sector.
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