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Dialing for Dollars
Japan's Cellphone Giant Tries
Expansion Into Credit Cards

As Market Matures, DoCoMo
Hopes Its 'Wallet' Handset
Will Entice Thrifty Nation

'Who Else Has a Better Idea?'

By GINNY PARKER WOODS 
Staff Reporter of THE WALL STREET JOURNAL
August 16, 2005; Page A1
TOKYO -- In Japan's buttoned-down corporate world, Takeshi Natsuno stands out. After joining the largest Japanese mobile-phone company in 1997, he repeatedly criticized the company's parent for being too staid -- even as he held lavish parties on the company tab. Amid a sea of blue-suited colleagues, he led a news conference wearing an ivory suit. He irked the sales staff by suggesting they sell phones in a glowing-orange color. They preferred gray.

Now, the fate of NTT DoCoMo Inc. could rest on one of Mr. Natsuno's wildest ideas. With DoCoMo's revenue falling for the first time in its 13-year history, the 40-year-old American-educated executive says the company needs to evolve into something like a bank. He's pushing a new line of cellphones that work like an electronic wallet with cash stored inside.

Within the next year or two DoCoMo plans to introduce phones with an embedded DoCoMo credit card, company officials say. The goal: to turn Japan into a credit-happy nation like America -- and to build a lucrative new profit center for the company. "We have to enlarge our battlefield," says Mr. Natsuno, who calls himself DoCoMo's "crazy barking dog."
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DoCoMo's vision could point the way for cellphone companies around the globe. The Tokyo company has 49 million customers in Japan, more than half the market, and a market capitalization of more than $80 billion. It led the industry in offering commercially viable Internet and email service over cellphones, and also pioneered downloadable ringtones.

U.S. cellphone companies are counting on data services such as email and Internet access to drive growth for the next few years. But DoCoMo's experience suggests that strategy can only work for so long. Given the Japanese company's record as a trendsetter, it wouldn't be surprising if U.S. companies also end up trying to turn their products into something more than communications devices.

For the fiscal year ended March 31, DoCoMo's revenue fell 4% to $44.2 billion as competition pushed down fees both for regular calls and data services. This fiscal year, DoCoMo forecasts that net income will drop 29% to $4.9 billion because of a large one-time gain in the previous year. It forecasts that revenue will drop slightly.

DoCoMo hopes the wallet phone will help turn things around. The first version, introduced in July 2004, can store up to about $450 in cash. It can also store credit-card numbers for some credit cards widely used in Japan such as JCB, so people can charge purchases using only their phone. About 22,000 retailers in Japan have installed devices at their cash registers that can receive the phone's signal. Starting in January 2006, commuters will be able to board Tokyo trains by waving their cellphone over a sensor in the turnstiles.

DoCoMo is counting on these features to raise customer loyalty. That's especially important because Japan next year will start allowing users to switch carriers without changing their phone number, as is already possible in the U.S.

But the ultimate goal is to make the credit-card business a major new source of revenue. As DoCoMo gears up to offer its own branded credit cards, it paid nearly $900 million in April for a 34% stake in a major Japanese credit-card company.

"This is something that, as a company, we must do to evolve," says Kiyoyuki Tsujimura, executive vice president and managing director of DoCoMo's Products & Services Division. "If we don't change, we won't survive."

It won't be easy. DoCoMo has no experience in consumer finance. Japanese are reluctant users of credit cards and tend to pay off monthly bills quickly, meaning card issuers make less than their U.S. counterparts from interest payments. DoCoMo executives have set themselves the ambitious goal of boosting Japan's credit-card usage to around 20% of all purchases from around 8% now. U.S. consumers use credit for about 20% of purchases and debit cards for another 30%.

Within DoCoMo, many also resent Mr. Natsuno, who entered the company midcareer and rose quickly through the ranks. That's unusual for corporate Japan, where promotion typically comes after years of service. He makes little attempt to blend in, declaring that he prefers wine to golf as a hobby and Italian shoes instead of domestically made footwear.

Mr. Natsuno began his career at Tokyo Gas Co., one of Japan's largest utilities. But the self-described technology geek, who got a ham radio license in junior high school, became fascinated with the Internet in the early 1990s while he was getting his M.B.A. at the University of Pennsylvania's Wharton School. Upon returning to Japan, Mr. Natsuno became vice president of an Internet service provider. The business eventually failed, but Mr. Natsuno caught the eye of a DoCoMo manager named Kei-ichi Enoki.
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Mr. Enoki, now 56, was charged with devising a system to offer information over DoCoMo's tiny cellphone screens. He wanted someone familiar with the Internet. At their first meeting, Mr. Natsuno talked excitedly about the Internet's commercial potential but candidly sized up the deficiencies of his own company's strategy. It was providing free Internet access while hoping to make money from advertising, but too few users were visiting the company's pages. Mr. Enoki, impressed, offered the younger man a job.

Once at DoCoMo, Mr. Natsuno devised a plan to guarantee a stream of original material for Mr. Enoki's new service. His idea was to let other companies provide the content, from games to stock quotes, while allowing them to charge users via DoCoMo's phone bill. The carrier, in turn, would take a 9% cut. The loquacious Mr. Natsuno then wooed potential content providers, starting with the nation's banks, who gave customers access to their accounts over the phones. Shigetaka Kurita, a DoCoMo manager who worked alongside Mr. Natsuno, says he was so good that team members jokingly called him a "con man."

The new service, called i-mode, started in 1999 and was a huge success. Amid the Internet bubble, DoCoMo's market capitalization soared above $200 billion and cellphone companies from around the world flocked to Japan to learn about i-mode. DoCoMo embarked on a mostly ill-fated investment spree around the globe, including the purchase of a 16% stake in AT&T Wireless that it sold last year when the U.S. company was acquired by Cingular Wireless.

Turning Heads
Mr. Natsuno became a celebrity in Japan and wrote two books trumpeting his success, turning heads in a country where modesty is prized. He often loudly declared his independence from Nippon Telegraph & Telephone Corp., Japan's former fixed-line phone monopoly, which founded DoCoMo in 1992 and still owns a 59.85% stake. At a speech in March, he said he uses an upstart rival of NTT for his home phone service. "There's no way I'd use NTT," he said. "Why should I pay them anything?"
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Asked about Mr. Natsuno's high profile, DoCoMo Chief Executive Masao Nakamura laughs dismissively. The company has "plenty of ordinary people here too" who do good work but don't draw attention to themselves, Mr. Nakamura says. According to the chief executive, the mobile wallet was the result of consensus, not the product of a single visionary.

In 2001, Mr. Natsuno at 36 became DoCoMo's youngest department manager when he was put in charge of the company's i-mode department. He began traveling abroad to promote the service, and became known within the company for scheduling his trips so tightly that he spent every night on an airplane. He held expensive parties for i-mode content providers, including one where he re-created storefronts and street life from old neighborhoods of Tokyo -- right down to a bar from the city's gay district.

"We always have trouble getting the budget approved" for the parties, he says, calling it his "gift" to the content providers who made i-mode a success. But some people outside the department were resentful. "People say the i-mode team is just spending a lot of money," Mr. Natsuno says, grinning.

After taking over the i-mode department, Mr. Natsuno tackled DoCoMo's most pressing challenge at the time. It had spent billions of dollars to build a new "third-generation" phone service that allowed people to send videos and download Internet content rapidly. But the handsets were dull and few people wanted them.

Mr. Natsuno sought to jazz up the phones and put the marketing focus on their style rather than their technical specifications. He asked designers to visualize an Italian car and use loud colors like bright orange. DoCoMo's salespeople wanted more traditional blues and grays. He also insisted on putting an "i" at the end of each handset's model number, playing off the popularity of the i-mode phones that used older second-generation technology.

The sleek, colorful phones -- including an orange model -- went on sale in February 2004. Some came with a free copy of a videogame. Within a year, subscriptions to the third-generation service had jumped nearly fivefold to more than 10 million.

Meanwhile, Mr. Natsuno was working on his next big idea. He says he had been dreaming of a phone that would double as a cash card ever since reading a 1996 book by Microsoft Corp. founder Bill Gates, which described a futuristic "wallet PC."

The project got moving in 2001 when he met Akio Shiibashi, an engineer at East Japan Railway Co. Mr. Shiibashi had been working on a system that would allow passengers to go through a turnstile by holding a plastic card near a sensor. He wanted to put that card -- which used a Sony Corp. chip called FeliCa -- into a cellphone, so customers could buy train tickets or check seat availability over the handset's Internet connection. For about six months, Mr. Shiibashi says, he shopped his idea around to several top executives at DoCoMo, with little response.

Mr. Shiibashi was about to give up when he met Mr. Natsuno. "From that point, everything happened at once," Mr. Shiibashi recalls. Mr. Natsuno organized a feasibility study with researchers from Sony and DoCoMo. Soon mobile wallet phones featuring the FeliCa chip shot to the top of DoCoMo's development plans. They went on the market in July 2004, though the train-ticket feature wasn't ready yet. The first models of the phones could carry electronic cash, serve as a house key and store frequent-customer points earned at video-rental shops, electronics stores and the like.
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As the new phones hit the market, DoCoMo executives were growing worried about their core business. In late 2003, top rival KDDI Corp. started letting users download as much content as they wanted from the Internet for a flat fee. DoCoMo was forced to follow suit with its own flat-rate plan, which took a big bite out of revenue. Voice calling rates had already been falling for years and the market was near saturation with 70% of Japanese owning a cellphone.

Somehow DoCoMo needed to find a way to make money that wasn't based on charging for traffic over its network. Again, Mr. Natsuno had an idea: take a stake in a credit-card company and turn the wallet phone into a credit card. In September 2004, Messrs. Enoki and Natsuno began talks with Sumitomo Mitsui Card Co., the credit-card unit of Sumitomo Mitsui Financial Group Inc., one of Japan's biggest banks.

Top DoCoMo executives didn't think much of the idea at first. "It's risky, so of course some people were concerned," says Mr. Nakamura, the CEO. Among the concerns: DoCoMo didn't have any experience in finance. Customer-support staff would have to be retrained to handle card-related queries. Joining hands with one bank could damage DoCoMo's relations with others.

Mr. Enoki argued back, citing General Electric Co.'s successful expansion into the financial-services business despite competition from more-established players. In the end, DoCoMo executives saw no choice but to trust Mr. Natsuno again. "The company has to find some way to increase our revenues," Mr. Enoki says. "Who else has a better idea?"

Hooked on Convenience
So far, DoCoMo has sold some five million FeliCa wallet phones, but it's too soon to say whether the idea will take off since many users aren't taking advantage of the new features. Mr. Natsuno says that once people are hooked on the convenience of making small payments with the electronic cash stored in their phones, they'll naturally want to make bigger purchases using credit. He hopes FeliCa usage will jump once commuters can use the phones to board trains starting in January.

DoCoMo's main competitors, KDDI and the Japan unit of Vodafone Group PLC, plan to introduce phones with the FeliCa chip and some of the features that Mr. Natsuno has introduced. But the two companies say they aren't planning to invest in a credit-card company.

Mr. Natsuno was recently promoted to senior vice president -- a surprise since such high-ranking posts typically go to employees who have come up through NTT. He'll have to handle the job without his old ally and boss. Mr. Enoki left DoCoMo headquarters in June for a post as chief of a regional DoCoMo unit.

Before he left, Mr. Enoki had some parting advice for Mr. Tsujimura, the executive vice president who will be Mr. Natsuno's new boss. "I told him, 'Listen to Natsuno,' " Mr. Enoki says. " 'Leave it to him. Take the risk. Be a protective wall and let him work freely.' "
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