Situation of Electronic Commerce in Japan and Discussion about Developments to Come

Situation of Electronic Commercein Japan

and Discusson about Developmentsto Come

Luc Beal

Thisarticle ams at summarizing the size of the Japanese market of eectronic commerce (e-commerce) and characterizing its
major components. This requires separate andyss of transactions entirely between firms (B2B or ‘business to business') and

transactions between companiesandindividuals (B2C or ‘businessto consumer’). Dueto theemphasison the overwhelming size of the
B2B market over thelatter, we proposeto focusour articleon B2C, asit isaimed at readers belonging to the Musashi Institute of
Technology — Yokohama Campus & Yokohama City ‘shimin kouza’ ( ) Programme.

We particularly propose (Chapter 1) to interpret market data produced by multipleinformation sources®, to identify patternsof
growth for ecommerce: role of internet technologies and consumption behavior patterns among other things. We then make severa
suggestions for the implementation of successful ecommerce strategies by firms (Chapter 2). Findly, in Chapter 3, we shall place the
development of Japanese eccommercein the broader context of theretailing industry strategies and more specificaly the recent moves of
major convenience store chainsinto internet portal sand e-commerce.

eectronic commerce, B2B, B2C, retail business, distribution, international comparison

share of economic transactions : from lessthan 0.5% in 2001,
their share (B2B+B2C) should, according to METI, reach 6%
in 2006. Although significant, this share remains low by
international standards (more than 16% in South Korea, 12% in
the USA and 9% in Francey’.

1 Interpreting Statigics on E-commerce and
Consumer Behavioral Patterns
1.1 Comparison of the market sizes of B2C and B2B
According to the M ETI?, the B2C market represented
inyear 2000 only 3.8% of the 220 hillion yen B2B market, and
is expected to grow to a 4.4 % of the 340 hillion yen B2B

market in 2006. In other words, while ecommerce is often —
improperly — associated with B2C only, we should remember
that transactions between firms are and will remain, the mgor
mearket for eectronic commerce.
This  préiminary
eectronicaly -supported transactions represent an increasing

remak being done, the
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1.2 Devdlopment of B2C mark et
1.2.1 International comparisons

According to Forrester Research, the global B2C
market in 2000 is concentrated in the USA (75% of the total),
Japan having aless than 5% share. In 2004, the dominance of
the USA remains (50%), and while the size of the Japanese
market grows, it will be chalenged by South Korea,
experiencing aspectacular growth.

An internationd  comparison  of  internet
infrastructures provides a hint of the reasons why countries like
South Korea experience such drastic progressions : using the
cost of utilizingt

he internet and the number of internet hosts on a
national level, the OECD* benchmarked in 2000 the major
developed countries. Japan features a high cost of using the
internet and a low number of hosts by comparison to the
population, while the USA offer chesp access and a large
number of hosts.
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1.2.2 The major economic segments of B2C

According to the METP®, the main applications of
e-commerce are -- by order of importance and for the year 2000
-- 1) red edate transactions, 2) automobiles, 3) PC-related
goods, 4) travel-related services.

Intermsof ‘ penetration’ (i.e. the share of ecommerce
asapercentage of al the transactions), the PC-related goodsare
ranked first in 2002 (34% of penetration), followed by
automobiles (17.5%), cultural goods such as books and CDs
(15.9%), travel-rdlated goods (15.6%) and red-estate goods
withavery low 3.2%.

Let us now develop several recent statistics regarding
the behavior of internet and B2C users.

1.2.3 Users’ behavior towards the internet and effect
on B2C growth.

In 2000, Japanese subscribers were using the internet
in order to: 1) collect information over the world wide web, 2)
communicate (e-mail) and, only in 3rd position, to purchase
items®.

Freguency and duration of internet use. According to a
2000 survey, 84% of subscribers use the internet everyday.
During the 1997-2001 period, their usage behavior seems to
have matured towards more regularity and, smultaneoudy,
more efficiency: while the frequency becomes amost daily,the
consolidated connection time diminishes, as a consequence of
high usage costs. When the ADSL technology becomes the
standard, we will probably observe a reversal towards longer
durations.

Technology used for internet access. As of July 2002, an

overall 57.7% of users had chosen broadband technologies
(CATV, ADSL)’. The diffusion of broadband internet seems
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therefore critical to the development of B2C ecommerce: we
can identify 3 types of postive effects : 1) broadband
technology alowing the delivery of new services (digita
contents) ; 2) spectacular improvement in user interfaces for
existing services; 3) intensified use of B2C by existing internet
users®.

How to acceerate generalization of broadband
technology : the case of South Korea.

Thanks to voluntarist policy, the Korean government
achieved in the period from March 2000 to April 2002 an
increase in the subscribers’ number from a mere 500,000 to 8.5
million, that is virtually 50% of Korean households’. Thiscould
be achieved by afocuson acheap technology - ADSL — and by
the implementation of atwo-phase policy: 1) In the first phase,
in order to bring down the price of internet subscriptions, the
government is to alocate a budget for subsidizing private
companies willing to provide a riable and chegp ADSL
savice. 2) In the second phase, the emphasis is laid on
liberdizing the telecommunications industry in order to limit
predatory behavior of the incumbent telecommunications
operator.
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Exhibit 3 : broadband internet

1.2.4 Users’ behavior towards B2C.

When questioned about how they mostly intend to
use B2C sarvices, Japanese users  tended to favor: 1)
information services (travel reservation services, banking, and
entertainment, among other things) and 2) auction services. The
purchase of materia goods does not seem to be a priority™®.
This may be a least partly explained by the problems
associated with eectronic commerce : 1) difficulty of
ascertaining the quality of goods sold; 2) extremely high cost of
communication; 3) troublesome privacy issues and paymert
security; and 4) insufficient trust in web merchants. It therefore
comes as no surprise that the most popular sites in Japan are
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brands with well established names such asAll Nippon Airways,
Kinokinuya Bookshop or Brooks Brothers™,

Overal, among peoplewith buying experienceonthe
internet, 80% of users had made one purchase per year, and
more than 50% made at least four purchasesyear in 2001%.
Thirty percent of them bought 50,000 yen worth of goods/yesr,
fashion goods being more popular among femae users,
computer goods the most purchased by males. CDs, DVDsand
travel-related goods are evenly popular with women and men.
These B2C users see in this new purchasing channel several
merits, the most significant being: time saving, 24/7 operating
hours, and the possibility of comparing characteristics of goods
and prices®.

1.3 The size and potential of B2C over mobile
telephones.

More than 50% of the terminas allowing internet
access in Japan are mobile telephones (Ezweb, Jsky, | Mode).
However, only 20% of these web-enabled telephones are
actually used to access the internet'®, email remaining, even
over traditiond voice communication, the most popular service
featured by Japanese mobile telephones. Although most
terminals offer reliable payment functiondities®, mobile
e-commerce represented in 2001 a small 8% of tota B2C
market in Japan'®, mostly for entertainment services (more than
70% of the market), and a monthly hill of less than 1000 yen
(for morethan 55% of users).

As aconclusion, let us say that mobile ecommerce
seems to be by nature limited to very specific types of
merchandize (paid information, games, meodies), and to a
certain extent to travel services, securities and computer

http://mww.icr.co.jplinfo/press/press20020708.pdf
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Exhibit 4 :

(Choice of terminals by merchandize types)

goods®.
2  Suggegtions for
strategies
We would like to outline four mgjors strategies for
Success.

successful  e-commerce

2.1 Diverdfication of revenue sour ces

Besides revenue originating directly from the sale of
goods over the internet, sales information is, among others, a
safe way to secure diversified revenue sources'® A famous
example is of course Yahoo, which managed to multiply
revenue sources as follows : 1) fee collection associated with
auction service on the Y ahoo porta, 2) fee-based premium mail
services (extended memory ...), and even 3) a membership fee
system associated with its jobs services (Hotjobs).

2.2 Coping with fears and apprehensions of would-be
cusomers

| used the case of kimonoichiba'®, a B2C site
specializing in second-hand high-grade kimonos, in order to
introduce a very innovative way of providing critica
information about the quality of the goods sold over theinternet.
Besides atraditional auction portal allowing the user to browse
through pictures and descriptions of all the goods proposed, it
features four virtua shops with one manager in charge of each
of them : his’her mobile telephone number is published,
alowing users to consult him/her about the quality of one
specific good, and particularly to obtain his'her advice about the
‘fair’ price of agiven good, “Isthe bidding price in the auction
still below the value of the good, is it worth offering a higher
price or should we rather give up?”

This *hybrid” web + human interface is particularly
well adapted to the nature of good and to the auction system
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Exhibit 5 : “
(Example of HP market featuring kimono auction)
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altogether : the fairly high value of each transaction allowsthe
ecommerce company to cover the high overhead cost of this
human interface.

2.3 Automating and outsour cing of non-cor e activities

Idedlly, B2C firm should be capable of outsourcing
everything besides 1) the cesign and maintenance of its web
portal/ home page and 2) dl communication with its customers
(also called CRM or customer relations management) as these
are critica for maintaining and even improving the quality of
sarvice. The concept of CRM s in its principa very close to
processes of continuous improvement (or kaizen / ),
well-known in theindustry. Conversely, inventory management,
warehouse ownership and operation, goods shipping and
returned goods management should be as much as possible
outsourced, as they require enormous investment and are time
consuming. We should note however that the world famous
Amazon B2C venture indsts on the contrary in owning and
operating goods inventory directly, in order to provide the
customer with short and reliable delivery lead times.

24 Strategic CRM (Customer reation management)

The process of eectronic customer relation
management consists of (1) transforming prospective - or
potential - customersinto real customers, and among the latter,
(2) to filter out non productive customers. The first process
mostly consists, after having advertised one's B2C service, to
establish a relationship with prospective customess (in other
words an exchange of eectronic mail and links to web pages,
promation vouchers alowing a discount for the first on-line
purchase...).

The critica condition is to economicaly manage a
multiplephase interaction with prospective customers and
induce them to purchase on-line... Practically, CRM consists of
email reminders, limited-period promotions, etc. The second
phase of CRM, which consist of developing valuable customers
while sorting out unproductive ones requires development of
custoner profiles, based on past purchases and payment history,
and goods returns with a view to estimating the clients
profitability and adjusting promotion strategy. It also consists of
better knowing the tastes of the customer in order to define
targeted communication strategy. For example, amazon.com
allows the user to request an email to be sent to him when a
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(CRM process for B2C business model: “customer
relations management” )
book to be published soon becomes available for order. Of
course, such methods may be limited by privacy protection
regulations.

3 Recent evolutions in the Japanex retall
industry

The extraordinary originality of the Japanese market
towards B2C e-commerce is how it relates to the omnipresent
and extremely innovative convenience store chains. The major
chains - Seven-Eleven, Lawson, Family Mart achieved popular
successes thanks to a very plain business model : arange of a
few hundreds articles available a any hour in smal stores
conveniently located.

Over the last two years, B2C e-commerce has
become critical for competitive advantage in this extremely
competitive industry. The strategic vision of the most advanced
actors (Seven-Eleven and Lawson) seems to be to use B2C
portals as a complementary way of proposing merchandise to
the public -- the convenience store remains the key relay for
ddivering goods ordered online and even for dlowing
customers reluctant to send their credit card information over
the internet, to complete the payment in cash at the store’s
register. In doing so, convenience store chains expect the range
of products and services offered to increase without limit.
Similarly, these chains are progressively introducing insidetheir
stores so-caled ‘multi-media terminds’, alowing customersto
purchase goods and services not actualy availableinthe store.



Situation of Electronic Commerce in Japan and Discussion about Developments to Come

ecommerce

LA ekt
gty

| 3
s s A

7

Exhibit 7 :
The emergence of such ‘virtud stores’ (web porta
and multi mediaterminals) in parallel to the ‘real stores’ and, of
course, the extremely efficient logistics systems implemented
by the industry leaders, together with the much acclaimed
door-to-door parcels delivery services, (takuhaibin®®) confirms
that the “convenience store around the corne” is the most
exciting thing presently taking placein the Japanese distribution
industry.

e-commerce

4 Condusion

By international standards, B2C eectronic commerce
is not so well developed in Jgpan. Among the main reasons are
technological and economic impediments, as well as cultura
particularities (reluctance to pay by credit). However, the
technology gap is now in the process of being filled, soon
dlowing Japanese customers to browse cheaply and
progressively become familiar with this new form of shopping.
At the end of the day, besides ‘brick and mortar firms holding
well-known brand names (JTB, ANA, JR, Kinokuniya...), the
convenience store chains are very likely to become the most

Exhibit 8 :
(Multi media terminal [MM Terminal])

Exhibit 9 : e-commerce
(Strategies of convenience store industries concerning
E-commerce)

influentid actors of B2C in Japan in the years to come,
challenging more traditional businesses such as banking, and
even securitiesbrokerages.
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