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NTT DoCoMo seems to have the elements of a successful global player.  First, it is in a promising market.  The wireless phone market is growing rapidly and industry forecasts predict more than half the world’s population will own a cellular phone by the year 2003, a much higher penetration rate than computers.  Furthermore, based in Japan, DoCoMo has the advantage over American and European counterparts, like AT&T, Sprint and Vodafone AirTouch, of being closer to the 3.3 billion person Asian market.  In addition, DoCoMo is at the leading edge of technology and is expected to be the first mobile operator to launch a 3rd Generation (3G) wireless network by Spring 2001.

NTT DoCoMo Background

In 1959 Nippon Telegraph and Telephone (NTT) entered the telephone industry in Japan with an offering of maritime telephone service.  They added paging services in 1968, car telephone services in 1986, and in-flight public telephone service in 1987.  In 1991 NTT established a separate company to provide wireless communication offerings, NTT Mobile Communications Network, Inc.  This new company was then spun off by NTT in 1992, ultimately resulting in one of the biggest initial public offerings for the time in 1998, and is now 67.1% owned by NTT with the balance of shares owned by public investors.  By 1993 mobile subscribers surpassed the 5 million mark, and consumer growth has been dramatic with more than 20 million subscribers as of 1998.  NTT Mobile Communications Network, Inc. officially changed their name to NTT DoCoMo in April of 2000 to adopt their widely recognized brand name.

DoCoMo is Japan’s largest mobile communication company, second in the world in subscribers, behind Vodafone AirTouch.  Today DoCoMo is the most valuable mobile communication company in the world; the most valuable company in Japan, and has a market capitalization 42% larger than its parent.

In 1999, DoCoMo launched i-mode (information-mode), the world’s most advanced wireless Internet service.  The outstanding feature of i-mode is that users are always connected to the wireless web, and users can send simple text email messages, retrieve stock quotes, surf i-mode’s portal sites with just a few clicks.  This business model was first dismissed by competitors as low quality with limited usage, but Japanese consumers seem to think otherwise and are willing to sacrifice quality for convenience: 18,000 Japanese are signing up for i-mode each day with total subscribers surpassing 20 million this year.  At this rate, next year DoCoMo will have more Internet subscribers than AOL.

Total iMode Subscribers by Month

[image: image1.png]21000000

19500000

12000000

16500000

15000000

13500000

12000000

10500000

5000000

750000

000000

500000

3000000
1500000

Dec

2000
Feb

o

an g

ot

Dec





Revenues have tripled over the last five years, with 2000 revenues in excess of $3.7 billion, and earnings are buoyant.  Over the past three years, consolidated recurring profits have expanded at an average annual pace of 27%, with EBITDA growing at 22%.  The telecommunications business has an EBITDA to sales ratio of 38%, on a par with Vodafone Airtouch (33%) and far ahead of that for AT&T Wireless (16%).
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Company Organization

DoCoMo is headquartered in Tokyo, Japan and currently employs more than 15,000 people in divisions and subsidiaries all of the world.  The organizational structure is divided both functionally and regionally.  Within Japan there are 8 regional subsidiaries responsible for service provision in their territories.  Additional subsidiaries are located outside of Japan in other potential high growth markets.  These other subsidiaries are focused on building partnerships with foreign communications companies and conducting research and development.  All of these regional Japanese subsidiaries report directly to the president, Keiji Tachikawa, who works with the chairman of the board, Kouji Ohboshi, and the remaining directors.  The functional groups, such as marketing, research and development, and mobile multimedia, are headquartered in the NTT DoCoMo headquarters building in Tokyo and the group heads report directly to the president.

Japan’s Wireless Industry

Although DoCoMo currently controls 57% of the Japanese market, this situation could change in the near future.  The Japanese government deregulated the wireless services market in 1994, and as a result, many major global players have entered the Japanese market.  British Cable & Wireless recently bought DDI, the second largest mobile phone operator in Japan.  Japan Telecom, in which British Telecom and AT&T of the US together hold a 30% stake, and Vodafone AirTouch are working together to compete with DoCoMo in the growing Japanese market.  Japan Telecom and Vodafone AirTouch are the two largest shareholders in each of the country's nine regional mobile phone companies.

The global wireless communications industry has been characterized by rapid deregulation in each country.  This has been tied to a trend of various acquisitions and the emergence of global players in various local markets.  The following in-depth analysis of the Japanese wireless communications industry is based on Porter’s “Five Forces Model”, and not only illustrates the profitability and the changing face of the industry, but also gives insight to the key success factors for DoCoMo in Japan.

Industry Analysis

1.  Intensity of Competition

Currently, the mobile telephone industry in Japan is becoming more competitive as the demand for wireless communications increase rapidly among consumers and wireless companies try to compete for these new customers.

Market deregulation and the appearance of new entrants further intensify the rivalry.  Although there is a high concentration ratio between the top three companies, (C3 of 84% - DoCoMo accounts for 57% market share), the emergence of international players like Vodafone AirTouch, British Telecom and AT&T is putting pressure on domestic players to be competitively efficient.  The capital intensity required in the business has resulted in these companies owning large specific assets.  As a result, they are willing to fight fiercely to defend their investments from competitors.

The remaining two cellular operators in Japan (DDI and IDO) are currently merging their operations to push a wireless web standard that differs from DoCoMo’s.  Also, the Japanese government is going to award three licenses for 3G wireless networks in the year 2001.  This means that DoCoMo would have to continue competing fiercely with other players for the licenses.

2.  Presence of Substitute Products

Within the wireless industry, there are two competing technologies and standards (W-CDMA
 and CDMA-2000
) leading to a huge debate between the Americans and Europeans.  DoCoMo is currently rolling out its W-CDMA technology with the expectation of becoming the first 3G network and gain first mover advantage especially in helping other countries wishing to build their own 3G networks.

3.  Buyer Power

Wireless consumers are fragmented with very weak market power, but because there are not many dimensions wireless providers can compete in, competition is very keen as providers try to differentiate their service in various packages and prices.  Although companies are trying to lock-in customers with different strategies, small differences in price and services could cause customers to change providers.

4.  Supplier Power

Suppliers in this industry are handset manufacturers, infrastructure providers, and technology developers.  Handset and infrastructure manufacturers do not have strong market power because of the relative ease of market entry.  For instance, most major electronics manufacturers, such as Philips and Sony, are building handsets today.  Recent international agreements between major cellular phone manufacturers and mobile service providers have also resulted in most handsets being compatible with different wireless services provided.  There are several competing wireless standards such as CDMA and GSM, which undermine the bargaining power of technology developers.  It is also noteworthy that wireless service providers cannot switch from one technology provider to another without incurring high costs in rebuilding infrastructure.  To counter this, DoCoMo backward integrated by investing heavily in R&D and developed its proprietary standard 2G (2nd Generation) PDC
 and 3G W-CDMA to reduce reliance on technology providers.

5.  Barriers to Entry

The threat of new entrants in this industry is moderate.  Currently, there are just a few important players.  These players deter new entrants through ownership of patents and licenses, network externalities, excess capacity, specificity of assets and high exit costs.

The main players in this industry own licenses to use the technologies for their networks.  They enjoy huge network externalities, which means that the more subscribers they have the more people will want to belong to that specific network.  Therefore new technologies have to be compatible with the existing ones to find a niche in this market.  These companies develop excess capacity, which deters entrants due to the possibility of price wars.  Additionally, the specificity of the extremely expensive assets required in this industry make it difficult for new players to enter the market, representing a real threat.  Even with all the deterrents mentioned above, payoffs are high enough to attract new entrants.

Based on our industry analysis, the wireless industry in Japan appears very profitable but increasing competition could erode profit margins in the near future.

DoCoMo’s Strategy

Core Competencies for DoCoMo in Japan

The key success factors that allowed DoCoMo to secure its dominant position in the Japanese market are its excellent management and marketing skills, investments in R&D and relationships with manufacturers.

DoCoMo has built a very strong brand name projecting the image of a new, young and dynamic company.  It has challenged traditional Japanese management practice such as bringing in people from outside the company to join the management team.  It has also relied on various types of external consulting to make internal management changes.  These competencies in management and marketing have created a strong image for DoCoMo within the “new generation” of consumers in Japan, and as a result a high penetration rate in that demographic.

DoCoMo has also invested heavily in technology development.  It has constantly improved acquired technologies so it can sell them in other markets, thus establishing a platform for themselves and developing competencies in technology.  This has been a key strength for DoCoMo to gain market share at home.

Finally, DoCoMo’s relationship with suppliers has been very effective in developing a strong network with handset manufacturers like Motorola, Nokia and Ericsson.  These companies sell handsets marketed under the DoCoMo brand name so they benefit from DoCoMo’s exploding pool of subscribers.

Internationalization

With its huge success at home, DoCoMo has been looking at ways to expand abroad.  It wants to market i-mode worldwide, but unlike its American and European counterparts, who have been merging feverishly to enter new markets, DoCoMo believes friendly alliances will be more effective, especially in the Asian market.  DoCoMo has taken equity stakes in several Asian companies and plans to woo Asian operators with funds and state-of-the-art technology.  With its newly developed 3G wireless networks, DoCoMo has negotiated additional joint experimental projects with China, Malaysia, Singapore and South Korea.

Rivalry with competitors in the domestic market does not deter DoCoMo from cooperating with them in foreign markets.  Because DoCoMo is relatively new in the wireless market, it has relatively limited experience in human resources, management, marketing and the technological expertise necessary to deal in countries outside of Asia.  Therefore, forming strategic alliances with more experienced competitors helps DoCoMo market its technology abroad and become a global player in the industry.  DoCoMo is involved in several partnerships and joint research efforts with domestic competitors, such as Vodafone AirTouch.

Rolling Out a Global Strategy

DoCoMo is making a bet in the international markets with W-CDMA technology.  Expanding its 3G network throughout Asia, DoCoMo intends to gain first mover advantage and then leverage its unique knowledge to compete in the global markets.

To succeed, DoCoMo is implementing an internationalization strategy, and its most relevant key factors are: 1) building friendly alliances and acquisitions, 2) developing a “sliver” strategy focused on providing wireless services without owning the infrastructure, and 3) expanding its technologies throughout Asia and the rest of the world.

1.  Friendly Alliances & Acquisitions

DoCoMo is committed to a strategy of geographic expansion through friendly alliances, joint ventures and acquiring small stakes of small local companies in the rest of Asia.  Traditionally the telecommunications industry has been state-owned and it is only during the last decade that there has been significant privatization and deregulation in this sector.  Hence, most governments are still deeply involved in the industry because they perceive these investments as strategic national assets that should not be owned by foreign investors.  In light of the recent uproar about China’s ban of CCF (Chinese-Chinese-Foreign) structures, DoCoMo’s strategy allows market entry into such countries.

DoCoMo prefers not to manage its international operations.  Its strategy is to expand 3G W-CDMA technology throughout Asia and the rest of the world through joint ventures and alliances, even if buying a small portion of the company is necessary.  As DoCoMo CEO Tachikawa, former Sloan MBA student, says in an interview with Business Week, “We would like to see our next generation standard adopted globally without a hitch.  To make it possible, we are ready to offer the necessary support.  It could be in terms of technology, staff or money.”  Thus DoCoMo gives financial and technical support to these local operators, to expand its 3G W-CDMA technology and extract rents through consulting fees and other technology transfer charges.

Recently, DoCoMo has engaged in several projects of this kind.  DoCoMo started a joint venture with S.K. Telecom to develop the infrastructure for a 3G network in Korea.  It also bought 19% of Hutchinson Telephone Company Limited, a Hong Kong cellular phone operator, and is providing technical support for the development of their 3G infrastructure.  Moreover, Hutchinson has big investments in the Singapore telecom industry, and through this acquisition DoCoMo is able to reach even farther markets.

In Europe, DoCoMo joined development forces with French Telecom, Deutsche Telecom and Italia Telecom.  In order to develop positive network externalities through expanding its operations overseas, DoCoMo also joined its R&D forces with industry leaders as Nokia and Ericsson.  Mr. Oya adds, “We could get support from Europe in the 3G standardization and it was a large step toward a single global standard… this is largely due to the support of Ericsson and Nokia.  Our role in the 3G system now is to get support from Asian countries… the main reason for our investments is not just to expect direct revenue but also to gain support for our 3G standard and expand our alliance for our 3G system.”

By leaving a big portion of its overseas ventures to local investors, DoCoMo has hedged the intrinsic risk of infrastructure investments.  It retains local managers, their business networks and government connections, as these connections represent assets that will protect DoCoMo from problems of foreign ownership of infrastructure.  Moreover, DoCoMo is less exposed to expropriation risks because it is not only in the business of transferring technology to local mobile operators abroad, but also receives royalties for its patents on W-CDMA technology.

2.  Sliver Global Strategy

DoCoMo is a rather vertically integrated corporation in Japan.  It owns all the infrastructure of its wireless network (having inherited much of it from NTT), and is also a wireless service provider (i-mode).  However, in expanding abroad especially Asia, DoCoMo has adopted an asset-light sliver strategy by focusing on its competitive advantage in leading edge W-CDMA technology.  Currently, only a few companies own the patents for the two contending 3G protocols – W-CDMA and CDMA-2000; in fact, Qualcomm and DoCoMo wholly own the patents for W-CDMA.

3.  Expansion of technology

Currently there is no uniform wireless standard in the world.  Asia, Europe and the United States adopted incompatible transmission protocols in the 2G wireless network.  As a result, consumers from the United States could not use their cellular phones in Europe or Asia, and vice versa.  Also, wireless service companies have difficulties competing in foreign markets because of the differences in the protocols hence forcing them to license both competing technologies.  In contrast, the wireless web market is much less segmented.  Information about the different wireless transmission and web standards is summarized in the table below.

	
	Japan
	US
	Asia
	Europe

	Current 2G wireless transmission protocol
	PDC
	CDMA
	Mostly GSM

	GSM

	Current 2G wireless web protocol
	DoCoMo: i-mode

Others: WAP
	WAP

	WAP
	WAP

	Next generation 3G wireless protocol
	W-CDMA
	CDMA-2000
	W-CDMA
	W-CDMA

	Next generation 3G wireless web protocol
	DoCoMo: WAP or i-mode

Others: WAP
	WAP
	WAP
	WAP


As a result of the current segmentation in 2G wireless transmission protocols, DoCoMo has been prevented from even entering the Asian market because it is using an entirely different standard, namely PDC.  Tomoyuki Oya, a DoCoMo employee in R&D comments, “At the early stage of PDC in early 1990s, DoCoMo focused only on the domestic market because we were quite busy competing with domestic competitors.  When DoCoMo recognized that global penetration of the system is necessary for manufacturers to have a large market share, all the Asian countries had already decided to choose GSM system.” That is why DoCoMo is working hard to become a leader in developing the 3G W-CDMA technology and expanding it to other markets.

Some companies like Ericsson are working on developing both 3G W-CDMA and CDMA-2000 technologies since a universal standard has not yet been decided on by the International Telecommunications Union (ITU).  DoCoMo, on the other hand, is betting on the W-CDMA technology, believing that it is superior.  Since Europe and Asia seem inclined to adopt the W-CDMA standard, DoCoMo is helping wireless service providers in these regions to adopt the technology.  Last year a W-CDMA experiment was successfully tested in Hong Kong in cooperation with Hutchinson Telecom and in South Korea in cooperation with SK Telecom.

Wireless web service is different.  DoCoMo holds proprietary knowledge of the i-mode technology, but the rest of the world, and other Japanese providers, are adopting the WAP standard even though i-mode is superior to WAP because it allows users to be connected permanently and is consistent with the standard compact HTML gaining access to a larger subset of the World Wide Web.

Current Challenges

After huge local success, DoCoMo now faces new challenges in becoming a major player in the global telecom industry.  Today DoCoMo is developing joint ventures and acquiring companies in Asia, in Europe and in the United States.  It is also rolling out its 3G wireless network based on W-CDMA, while the rest of the world still debates technology standards.

Increasing rivalry may reduce the attractiveness of the profitable wireless industry in the short term.  However, multinational telecommunications corporations, which are becoming DoCoMo’s domestic competitors, may represent its best allies in pursuit of global expansion.  The future of DoCoMo abroad depends on its ability to leverage these alliances and its core competencies in marketing, management, R&D, and good supplier relations which have been responsible for its success in Japan.

Given the risks involved in investing in telecommunications infrastructure in foreign countries, DoCoMo has chosen an asset-light sliver strategy, focusing on providing technology without ownership.  This is done through friendly joint ventures and acquisition of small stakes in local operators with the purpose of expanding its technology worldwide and becoming the technological leader.  DoCoMo seems to be doing well in this respect as its 3G W-CDMA technology gradually gains wider acceptance among other countries.  However, expanding i-mode, a revolutionary idea and currently the best wireless web option available, to the rest of the world seems difficult because WAP has become almost a universal standard.

Although DoCoMo is a young and inexperienced player, it is implementing a rather aggressive international strategy.  If W-CDMA is adopted as a global standard for 3G wireless networks, then DoCoMo will clearly emerge as the world technological leader.  On the other hand, if the ITU decides to push CDMA-2000 as the universal standard, DoCoMo would suffer major setbacks in its development plans abroad and its future could be threatened.

� W-CDMA: Wideband Code Division Multiple Access; 3G wireless transmission standard.


� CDMA-2000: Code Division Multiple Access 2000; 3G wireless transmission standard.


� PDC: Personal Digital Cellular; 2G wireless transmission standard developed by DoCoMo.


� GSM: Global System for Mobile Communications; 2G wireless transmission standard.


� WAP: Wireless Application Protocol; wireless web protocol.
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