Chapter 1. Creating Positive Feedback 
    In two of the world’s three major markets mobile Internet phones have made little headway. Why have these phones been such a phenomenal success in Japan as opposed to lackluster market performance in Europe and the United States? In both of the latter markets the mobile Internet looks like another over-touted technology whose time has not come. In spite of heavy efforts by service providers, content providers and manufacturers to introduce relevant services, contents, and phones, a lack of users has subsequently caused many of these firms to place the mobile Internet and its associated technologies on the back burner. So-called WAP (wireless application protocol) phones, which were supposed to enable users to access a limited version of the fixed-line Internet, were poorly received in the US and Europe when they were first released in 2000. This has caused the service providers, manufacturers, and content providers to place less emphasis on these technologies, thus leading to even worse evaluations from users and the media. 

This pessimism has spread to third-generation systems, which will be capable of sending two million bits per second in data or more than 100 times the capability of most current mobile phone systems. Whereas wild bidding drove up prices for third- generation licenses in Great Britain and Germany in mid-2000, interest was much lower in subsequent auctions in Italy, Austria, Switzerland and France, and other service providers are scaling back their investment plans for third-generation services. Further, concern over third-generation licensing and other investment costs has caused stock prices to fall for those service providers who have aggressively pursued third-generation licenses and investments throughout the latter half of 2000 and early 2001. 

    This book argues that the problems with WAP and its associate technologies lie in the West’s perception of the mobile Internet. Most service providers have focused on business-related contents like banking, travel and news, and they have aimed their WAP phones at business users. They are doing this since they have always offered new services and phones first to business users and then to other users. They have emphasized complex contents and technologies because these are driving the fixed-line Internet. The media has also played its role by constantly comparing the quality, levels of openness, and methods of the mobile and fixed-line Internet.

This book argues that the mobile Internet is very different from the fixed-line Internet and also from other technologies that have been previously adopted by mobile service providers. The contents, users, devices, services, portals/search engines, and business models are all very different on the mobile and fixed-line Internets. The mobile Internet contents must be simple due to the small screens and keypads. Young people are the major users of most portable devices like portable music players and they will most likely be the major users (at least initially) of portable, i.e. mobile Internet phones. Service providers must offer packet services, or at the minimum charge by the packet as opposed to connection time. Simplicity is also needed in portals and content provider business models where the small screens make a fixed-menu convenient for users and also increase the likelihood that users will pay for contents. Further, mobile service providers must create a comprehensive business model that encourages content providers, phone manufacturers and portals/search engines to produce the appropriate contents, phones, and portals/search engines for the mobile Internet.

The mobile Internet is also different from technologies that have been previously offered by mobile service providers like smaller phones, digital services, and roaming. Most service providers have aimed these new technologies at business users, since these people generally have a higher capability and willingness to pay for these services. A focus on business users is primarily appropriate when the costs of the services and devices are initially very high. Inexpensive mobile phones are common, however, and mobile Internet capabilities add very little marginal costs to these phones. The mobile Internet services also involve very low marginal costs. And as any economist can tell you, industries with high fixed and low marginal costs require volumes. US and European service providers need to aggressively push their mobile Internet services to mainstream users including young people in order to generate these large volumes.

Network Effects & Reinventing the Wheel

The fact that the mobile and fixed-line Internets are very different means that we must “re-invent the wheel.” As shown in Figure 1.1, the construction of an entire new wheel or network of services, users, contents, devices (in this case, phones), business models, and portals/search engines are needed to make the mobile Internet work. Although all of the interdependencies are not shown in Figure 1.1, there are of course interdependencies between each of the items in Figure 1.1. New mobile services will not work and users will not subscribe to the services unless there are appropriate contents, phones, business models and portals. Content providers will not create appropriate contents unless there are appropriate services, phones, business models, and portals. Manufacturers will not invest in the development of the appropriate phones unless there are appropriate services, contents, business models, and portals. And without users, no one will invest in anything, the wheel will not turn and positive feedback will not be created in the new network shown in Figure 1.1. 

The WAP forum was supposed to solve this problem. Service providers, content providers, manufacturers, and portals cooperated to create a robust and powerful standard; a standard that could work in any mobile phone system (e.g., Europe’s GSM or America’s cdmaOne) and any device (e.g., phones and personal digital assistants). Critics claim the technical challenge was too large and they point to many technical problems with the WAP phones. 

These technical problems are part of a larger misunderstanding about the mobile Internet. As shown in Figure 1.2, there is actually a second set of critical wheels and feedback loops in the mobile Internet. In addition to the feedback between the individual items (simplified as one loop in Figure 1.2), the services, contents, users, phones, business models and portals will also each evolve from generally simple to more complex levels as the mobile Internet grows through the positive feedback between these individual items. The words simple and evolution are important since the mobile Internet is really a simplified version of the fixed-line Internet—and it is the evolution of the items shown in Figure 1.2 that is critical.

In particular, without an emphasis on the initially appropriate services, contents, users, phones, business models, and portals/search engines, positive feedback in the network will not be created; this is what is occurring in the US and Europe. The participants in the current WAP network have been emphasizing the wrong initial contents, users, phones, services, and business models, and the resulting slow growth in WAP subscribers has caused everyone in this network to stop innovating. People keep talking about how new technologies are needed in order to make their services, contents, phones, business, and portals/search engines succeed, but it is actually a new set of services, contents, phones, business models, and portals/search engines that is needed to make the mobile Internet work with existing technologies in the US and Europe. 

On the other hand, the opposite is occurring in Japan, where positive feedback is causing the mobile Internet to quickly evolve, with each item in Figure 1.2 spinning like a whirling dervish. As discussed in Chapter 2, the Japanese mobile Internet had grown to more than 30 million subscribers and a market of more than 60 billion Yen for a single month by the end of February 2000. NTT Docomo continues to be the leader with more than 20 million subscribers to its i-mode services, followed by KDDI and J-Phone, each with about 5 million subscribers at the end of February 2000. Although NTT Docomo has the lion’s share of the subscribers and an even larger percentage of the packet and content charges, the other two service providers are actually doing much better than any non-Japanese service provider. For example, KDDI’s EZ Web service uses the much-maligned WAP technology, but it has more WAP subscribers than most of the rest of the world combined. 

 The reason for the greater success of the mobile Internet in Japan is that the Japanese service providers initially focused on the initially appropriate services, users, contents, phones, business models, and portals/search engines and then the positive feedback between them caused each of these items to quickly evolve. Whereas the initial contents, portals, content provider business models, and phones were simple and the users were young, they have dramatically evolved through the positive feedback that NTT Docomo and other Japanese service providers have created in the Japanese mobile environment. Contents are evolving from simple entertainment to more interesting and practical contents like general news, music information, navigation services, and ski information. Portals have evolved from fixed and semi-closed service provider portals to a variety of search engines and portals. Business models for content providers are evolving from simple monthly charges to those that include discount coupons, dynamic pricing, and multi-channel convergence. The phones have evolved from small monochrome screen phones to those with large color screens in which the phones also include internal cameras. The users are evolving from young women to people of all ages as new contents become available. All of these evolutions are interacting with each other to produce a successful mobile Internet environment in Japan.

Some people will argue that low fixed-line Internet usage in Japan is a key reason for the success of the mobile Internet in Japan. However, this book will argue that the mobile and fixed-line Internets are not substitutes for each other just as other portable and fixed devices are not substitutes. For example, portable music players and home entertainment systems are not substitutes for each other just as calculators and PCs or even mobile phones and fixed-line phones are not simple substitutes of each other. Most users of these portable devices also own a fixed device, but they use both of them for different purposes. 

Similarly, the mobile and fixed-line Internet are also not substitutes for each other, and as described in this book, their differences actually complement each other. As part of an overall convergence between multiple channels and medias, many Japanese content providers are beginning to offer integrated fixed and mobile services, and this, along with the overall success of the mobile Internet, is raising the awareness of the fixed-line Internet in Japan. Thus, it is likely that the mobile Internet will accelerate the diffusion of the fixed-line Internet in Japan, and if handled properly the opposite could occur in the US and Europe. But before going into this, let’s look at the necessary components of the mobile Internet network in more detail. 

New Business models

Mobile service providers need to create a comprehensive business model that encourages content providers, phone manufacturers and portals/search engines to produce the appropriate contents, phones, and portals/search engines for the mobile Internet. Although the initial portals offered by service providers are probably sufficient to start the positive feedback in the system, without simple contents and inexpensive phones that appeal to young users, the positive feedback will not be started. Chapter 3 describes why simple contents and young users are the initially appropriate contents and users.  Mobile service providers can increase the number of these and other contents by offering micro-payment services and thus provide a way for the content providers to make money. As discussed in Chapter 4, they can subsidize phones, thus making them less expensive for young users and accelerating the diffusion of the mobile Internet-compatible phones. And both of these factors influence their business models and those of the content providers, manufacturers, and portals/search engines.

The reason why the mobile service providers must create such a comprehensive business model for the mobile Internet is that service provider plays a much more important role than in the fixed-line Internet in creating the necessary positive feedback between the items shown in Figure 1.2. While in the fixed-line Internet, positive feedback between services, users, contents, devices (in this case PCs), business models, and portals/search engines was created in the US, Europe, and elsewhere in a fairly natural and undirected manner over a number of years, mobile service providers can and must create the positive feedback in the mobile Internet in a much shorter time period. They must create the positive feedback since they are the ones who will make the most money in the short term in the mobile Internet. For example, Docomo receives about seven times more income from the mobile Internet than all of the Japanese content providers put together. 

Simplicity is the key word in business models for mobile Internet content providers, just as it is with the contents themselves. Chapter 4 describes how the most successful content providers in i-mode have made money through simple monthly charges (between 100 and 300 Yen) for their contents. The small screens, relatively high transmission charges, and short viewing times make a fixed contents menu very practical. This menu provides easy access to contents that have been screened by the service provider and thus presumably have high quality. Further, this set menu makes it easier for content providers on the set menu to charge for paid contents. 

Some people will argue that many users will be unwilling to pay for contents on the mobile Internet since most contents are free on the fixed-line Internet. Although some users will follow this logic, others will realize that they want something to do while they are in-transit and don’t want to wait until they are home before they look at particular contents. Still others will realize that they are too are too busy to wait until they are back in the office. The willingness to pay plus the ease with which service providers can collect charges through micro-payment systems will initially make paid contents the key business model for content providers in the mobile Internet. 

Service providers may also want to promote alternative payment systems like bank transfers, credit cards, pre-paid cards, and services from fixed-line service providers and portal sites, which are also discussed in Chapter 4. Truly strong positive feedback between the number of contents and users will overwhelm a service provider’s capability to adequately screen contents for its portal site. This has already happened to NTT Docomo, and as a result the Japanese government is forcing NTT Docomo to make its micro-payment system available to all content providers, not just Docomo’s official content providers. Interestingly, the Japanese government’s policy will actually benefit NTT Docomo since it will further accelerate the positive feedback between the number of contents and users. The easier it is for content providers to charge and collect for their contents on the mobile Internet, the more contents they will create for the mobile Internet, and this will increase the number of users and traffic. 

In the long run, the business models used by content providers will evolve from simple monthly charges to more sophisticated and complex business models like mobile shopping, transaction-based charges, discount coupons, dynamic pricing, advertising, and multi-channel convergence. An important part of mobile shopping is the alternative payment systems that are mentioned above. Discount coupons, advertising, and multi-channel convergence are already an important part of many content provider business models in Japan. 

This is an example of how the positive feedback that has been created in the Japanese mobile Internet also involves the variety of business models and not just the number of contents and users. The growth in the number of contents and users is also driving the variety of business models, which in turn will drive the number of contents and users. Discount coupons and advertising are discussed in Chapter 4 while multi-channel convergence is discussed in chapter 7. Multi-channel convergence involves the convergence of contents and strategies in fields such as the fixed-line and mobile Internet, broadcasting, the print media, car navigation systems, and traditional bricks and mortar. 

New Mobile Services

 Mobile service providers need to introduce a number of new services like micro-payment and packet services in order to make the mobile Internet successful. Without an opportunity to make money on the mobile Internet, few content providers will generate the appropriate contents for the mobile Internet. Not only is it not clear how well the advertising model will work on the mobile Internet due to the small screens of mobile phones, there are legitimate concerns about the advertising model on the fixed-line Internet. While Yahoo! is doing well with an advertising model, other content providers are less optimistic about advertising on the fixed-line and mobile Internet. 

Service providers can easily provide micro-payment services since they already have most of the technologies in place to bill customers each month and also identify customers who are accessing specific contents. The three Japanese service providers all provide micro-payment services and take a percentage of the content charges as a handling fee. Further, NTT Docomo’s early start of these services is a major reason why it has done better than the other two service providers; these services have enabled NTT Docomo to obtain far more cooperation from the content providers than the other service providers.

Mobile service providers also need to introduce packet services in order to make the mobile Internet successful. Packet services represent a much cheaper way for users to access contents since these services make it unnecessary to dedicate a single channel to a user, as is ordinarily required with voice services. Currently, non-Japanese service providers keep an entire voice channel open to send and receive data even though users may only send and receive data a small percentage of the time they are using the mobile Internet services. This problem will be solved when US and European service providers complete their introduction of packet services, which outside of Japan are either called general packet radio systems (GPRS) or 2.5G. for 2.5 generation. The term 2.5G is really just a new name for WAP with a packet service included.

However, Western service providers do not have to wait for GPRS to be started before implementing packet charges. Service providers that have excess capacity can charge by the packet as a means of increasing mobile Internet usage. This is what J-Phone, a Japanese service provider with more than 5 million mobile Internet subscribers does. It charges by the packet although its packet services will not be officially started until the end of 2001. 

New Contents

Chapter 3 uses the concept of reach and richness to show how mobile and fixed-line contents are different. “Richness” refers to the quality and quantity of information. “Reach” refers to the number of people who can participate in the sharing of that information
. Mobile phones cannot handle rich information but they have higher reach than desktop computers and even personal digital assistants (PDAs). Mobile phones have smaller screens and keyboards and thus cannot access the level of rich information that can be accessed with a desktop computer. The larger reach of mobile phones comes from their greater diffusion, greater mobility, and faster power-up as compared to desktop computers. 

The concepts of reach and richness provide us with one reason why simple entertainment, news, and e-mail dominate the mobile Internet traffic in Japan. These contents and applications match the capabilities of the initial and still current mobile Internet. As discussed in Chapter 2, these contents and applications represent almost 70% of the traffic in the Japanese mobile Internet. These contents have little richness but a great deal of reach, particularly for young people. Nevertheless, richer and more sophisticated contents are already appearing in Japan through the positive feedback that has been generated between the evolving services, contents, users, and phones. 
 Chapter 5 also uses the concept of reach and richness to discuss information strategies for content providers, particularly non-entertainment content providers. In particular, while a focus on richness is very appropriate for content providers in the fixed-line Internet, reach is the critical variable for content providers in the mobile Internet. Content providers need to focus on reach before richness in order to exploit the large potential reach of mobile phones. Mobile content providers can do this by expanding the breadth of the contents and services of which two key tactics for the latter include mail and site customization services. These two services eliminate many of the complex search activities and thus make it easier for users to obtain the specific information they want. The effective use of these two services is a major reason for the success of non-entertainment content providers in the Japanese mobile Internet.  

Young People are Initially the Main Users

Chapter 3 also uses the concept of reach and richness to also describe why young people are initially the major users of the mobile Internet. Younger people are more mobile than older people are, and due to less experience they place less value on rich information than older people do. People under 25 generally spend a much larger amount of their time away from home and the office (if they have one) and use public transportation (buses and trains) more than older people. Young people also place less emphasis on richness than older people do due to less experience and thus lower specialization. This is why portable music devices and calculators are much more popular with young people than people over 30. 

The fact that young people are the major users of the mobile Internet is the second reason why simple entertainment is the most popular type of content in the Japanese mobile Internet. Teenagers and young women in their 20s are clearly more interested in simple entertainment like screen savers with animation characters, ringing tones, horoscopes, and games than older business users. These young users were the first people to subscribe to the entertainment content services that drove i-mode in its first year of operation. In particular, they started the positive feedback between the number of users and the number of contents, both official and unofficial. 

This positive feedback between the number of users and contents has caused the Japanese mobile Internet to evolve from relatively young users to people of all ages. Although young people are still the major users of i-mode and subscribers to its content services, by mid-2000 more than 90% of new Docomo subscribers and those who were purchasing a new Docomo phone were also subscribing to i-mode. This has made the average i-mode and Docomo subscriber indistinguishable. The positive feedback between the number of users and number of contents is also causing many of these older i-mode subscribers to become i-mode users. 

New Portals and Search Engines

Mobile portals and search engines in the Japanese mobile Internet market have already begun to evolve from simple to more complex portals and search engines. Mobile service providers need to offer a simple fixed-menu and provide micro-payment services to start the positive feedback in the mobile Internet. A simple fixed-menu makes it easy for users to find information, which is why Yahoo! is so popular on the fixed-line Internet. And just as Yahoo! is not the only way to find information on the fixed-line Internet, multiple portals and search engines are needed to both expand and respond to the expansion of positive feedback. As described earlier in the discussion about alternative micro-payment systems, truly strong positive feedback between the number of contents and users will overwhelm a service provider’s capability to adequately screen contents for its portal site. 

This had happened to NTT Docomo by late 1999, and by March of 2001 there were more than 25 times the number of unofficial sites (more than 40,000) registered on the main search engine for these unofficial sites than there were official sites (1480) on Docomo’s set menu. Further, some people estimated there were more than 20 times more pages on unofficial than official sites. This dramatic rise in the number of these unofficial sites and pages had caused traffic to these unofficial sites to exceed traffic to the official sites by the fall of 2000. The extraordinary growth in the unofficial sites has caused a large number of portals and search engines to appear, which in turn is driving the number of unofficial contents and users. 

Chapter 6 describes how different capabilities are needed on portals and search engines in the mobile than in the fixed-line Internet. The small screens, relatively high transmission charges, and short viewing times make screening even more important on the mobile internet than on the fixed-line internet. The variety of mark-up languages and screen sizes that are used on phones and PDAs suggest that mobile search engines and portals should be able to adjust contents to the phone or PDA’s appropriate markup language and screen size when a user accesses the contents through a search engine or portal. The difficulties of inputting information on mobile phones suggest that mobile search engines and portals should enable users to input and store this kind of information (including payment information) for easy sending to content providers. Finally, mobile search engines and portals can provide micro-payment services more effectively than single content providers because they can consolidate users and accounts under a single payment system. 

New Phones and Compatible Devices

The final key aspect of creating positive feedback in the mobile Internet is the mobile Internet-compatible phone, a phone that at the minimum must be able to access contents that are written in the appropriate markup language. These phones are mentioned last since they are in many ways the most important aspect of creating positive feedback between phones, users, and contents. As mentioned earlier, problems with WAP phones have slowed the growth in WAP users and contents and more importantly, the lack of users has discouraged manufacturers from solving these problems. There have also been problems with Japanese mobile Internet phones, but in Japan the large number of users has caused manufacturers to quickly solve these problems and in general heavily focus on mobile Internet phones. By mid-2000 it was difficult to purchase a phone that did not have mobile Internet capabilities. 

The phones are also discussed last because they largely determine the advantages and disadvantages of the mobile Internet. As mentioned above, Chapter 3 uses the concepts of reach and richness to show how the appropriate mobile contents and users are different from the fixed-line contents and users. Due to their smaller displays and keyboards, mobile phones provide lower richness but have higher reach than desktop computers and even PDAs. 

Large displays are needed on mobile Internet compatible phones. The most popular Japanese mobile Internet phones have displays that are larger than two square inches. They first appeared in early 1999 and by late 2000, these display sizes and mobile Internet capabilities had become standard items on almost all Japanese mobile phones. These screens could display as many as 100 Japanese characters in spite of the fact that Japanese characters are far denser than Roman characters. And users could acquire many of these phones for less than $100, even if they were existing as opposed to new subscribers. 

Further, the positive feedback between phones, users, contents, business models, and portals/search engines has caused innovations to flourish in the Japanese mobile phone market. Phones with displays larger than two square inches keep getting lighter, while smaller and new functions keep getting added because the basic electronic devices keep getting smaller. Polyphonic capabilities, a capability that is popular with young people, have evolved from 4 tones to 128 tones as of early 2000. Color displays had appeared by the end of 1999 and had become the standard for all phones by the end of 2000. Higher resolution color displays that can display more than 65,000 colors had appeared by the end of 2000 and are expected to become the standard for all phones by the end of 2001. Java is becoming a standard feature on phones, location technologies are just around the corner, and phones compatible with high-speed data services will be available in May 2001. 

As discussed in Chapter 8, these innovations are causing the tradeoff between reach and richness to change. They are enabling users to obtain richer contents, albeit the definition of richness is different from that on the fixed-line Internet. Further, we can expect the use of PDAs and other mobile Internet compatible devices to increase, thus causing their reach to expand, partly through lower prices but also through expected subsidization of these devices by service providers. The greater richness of phones and the expected greater reach of PDAs will continue to accelerate the positive feedback between the phones/PDAs, contents, users, business models, and portals/search engines. Mobile Intranets, navigation and other location-based services, and business-to business webs are already under development in Japan. 

Returning to Network Effects. 

The interaction between the six items shown in Figures 1.1 and 1.2 is critical. While a lack of just one item can seriously slow the diffusion of the mobile Internet, virtually none of them is in place outside of Japan, particularly in the US and Europe. Most US and European firms have not introduced packet and micro-payment services, appropriate entertainment contents, low-priced phones for young people, and appropriate business models and portals/search engines. On the other hand, the Japanese service providers, in particular NTT Docomo, introduced all of them very quickly, and positive feedback is already causing each of the items in Figure 1.2 to begin evolving from generally simple to complex levels. This is why WAP has been a dismal failure in the US and Europe while not only i-mode but WAP itself is succeeding in Japan. US and European firms need to re-invent the wheel; they need to start over and rethink the appropriate services, contents, users, phones, business models, and portals/search engines. Unless they do this, it may be many years before the mobile Internet becomes a reality in the US and Europe. 

The failure of the mobile Internet in the US and Europe may also cause third- generation services to fail in these countries. As shown in Figure 1.2, third-generation services are just one part, albeit a very expensive part, of the mobile Internet. Although third-generation services will require a whole new set of mobile Internet contents, phones, and business models, they will have a very difficult time succeeding unless positive feedback is generated between the critical items in the current generation of mobile Internet services. The failure to create this positive feedback in the current generation services may have significant repercussions for those service providers who paid high fees for third-generation licenses such as in Great Britain and Germany.

However, these service providers are not victims of their environment, they actually create their mobile Internet environments. Re-inventing the wheel and creating positive feedback between the six items shown in Figure 1.2 is not just relevant at the country level, it is also relevant at the service provider level
. This is why I argued earlier that the service providers must create the positive feedback in the mobile Internet. The aggressive actions taken by NTT Docomo and the other two service providers to create this positive feedback is why almost 25% of Japanese were subscribing to a mobile Internet service within two years of their start, whereas it took far longer to create this level of use in the US fixed-line Internet market. Of course, unlike the fixed-line Internet, NTT Docomo and the other Japanese mobile service providers currently are and likely will be for some time the major beneficiaries of the rapid growth in the mobile Internet. 

The negative side of the aggressive efforts by NTT Docomo and the other two Japanese service providers to independently create positive feedback is that they have created multiple and to some extent redundant networks of services, contents, phones, and portals/search engines. Due to differences in mark-up languages and efforts by service providers to create semi-closed systems, there are multiple networks that compete with each other in Japan and also in the US and in each European country. In Japan, the existence of these multiple networks has not prevented growth in the overall mobile Internet, but it has caused problems for some services providers. KDDI and J-Phone have trouble competing with NTT Docomo since NTT Docomo has created more positive feedback between services, contents, users, phones, business models, and portals/search engines than the other two service providers. This provides NTT Docomo with a long-term competitive advantage in the Japanese market.

The media sometimes argue the existence of the multiple networks is the reason for the lack of diffusion of the mobile Internet outside of Japan. Certainly those few service providers who attempt to prevent access by their users to unofficial contents (i.e., those contents outside of their walled gardens) will not create positive feedback between contents and users, and thus they are merely shooting themselves in the foot. But the greater success of KDDI and J-Phone than the rest of the world suggests that multiple networks themselves are not the problem with the mobile Internet in the US and Europe. If US and European service providers were doing half as well as KDDI and J-Phone, the US and Europe would have already declared victory in the mobile Internet and no one would care about what is going on in Japan. Further, the existence of multiple networks is a problem that will be solved everywhere through competition and convergence between the networks. Already, this is happening as the technologies that underlay the mobile Internet (e.g., the markup languages) are converging.

Japan is not perfect however; it also needs to rethink its methods. Realizing the full potential of the mobile Internet requires constant attention to all six of the items shown in Figure 1.2. To start with, Docomo has excessively restrictive policies for its official contents. For example, it does not allow linkages between official and unofficial contents and it does not allow portals on its official contents. Although these policies may not be currently restricting growth on its i-mode services, in the long run they will prevent richer contents from emerging. 

On the unofficial side of the i-mode contents, which represented 55% of the Internet access side of i-mode traffic in February 2001, a lot of challenges remain in the area of micro-payment systems, search engines, and portals. Currently, unofficial sites have trouble making money since they do not have access to a micro-payment system, i-mode search engines are relatively poor, and actually magazines and word of mouth appear to be playing a larger role than the actual search engines available on the i-mode phones.     

As for content providers, they need to create new business models for both the mobile and also fixed-line Internet. As described in Chapters 4 and 7, many content providers are creating new business models that make the best of the mobile Internet’s advantages. However, an even larger number of content providers, particularly those from the traditional print media, are still using their print media business models, and this is restricting usage in both the Japanese PC and mobile Internet. Many of these firms charge the same rates to have information loaded on their mobile and fixed-line Internet pages as they do for their magazine pages when clearly the former has lower costs. Docomo’s restrictive menu exacerbates this problem since its screening process, like most screening processes, tends to favor incumbents and restrict new entrants. Hopefully efforts by the Japanese government, through pressure from its competitors, to make Docomo’s screening process more open and clear will solve this problem. 

Why Japan Got it Right and the Rest Haven’t 

Japan has moved faster than the West to create positive feedback in the mobile Internet for a variety of reasons. At one level, it is a difference in simplicity versus complexity; Japan is emphasizing simple entertainment contents while the US and Europe are emphasizing more complex contents like location-based services. Some readers will remember a similar battle in the 1980s when Japan applied simplicity to factories in the form of just-in-time manufacturing and the West applied complexity in the form of computer-integrated manufacturing
. Interestingly, in spite of Japan’s initial emphasis on simplicity, Japanese firms have ended up being the leading users of automation and computer-integration because they focused first on simplicity. 

It wasn’t until Japan started building factories in the US that US firms began tearing out their automation and emphasizing simplicity. Hopefully, it won’t take the West so long to understand simplicity this time. In particular, it would be sad indeed if the firms who paid such high prices for third-generation licenses ended up never using them because they were unable to create positive feedback in their current mobile Internets.

At another level, the US success in the fixed-line Internet has blinded many Americans and to a lesser extent Europeans to the possibilities inherent in the mobile Internet. Many Americans see the fixed and mobile Internet as the same or the mobile Internet as so inferior as to make it unnecessary. Thus, they miss the point that the wheel does need to be re-invented. An entirely new wheel or network of services, contents, business models, and portals/search engines is needed to make the mobile Internet work. Even when we recognize they are different, it is easy to believe that the same set of rules applies to both. This is one reason why the media and commentators criticize the small screens and emphasize open menus and free contents. 

This emphasis on fixed-line Internet rules combined with the service providers’ historical emphasis on business users has also caused these service providers to see business applications and users as the key applications and users. It is common for firms to look at new technologies through the filters of their existing customers; many people have pointed this out when they have compared the fixed-line Internet with traditional brick and mortar businesses
. But it is also a mistake to look at the mobile Internet through the filters of fixed-line Internet users. It is of course difficult not to do this when most executives of the mobile service providers are major users of the fixed-line Internet and due to their very mobile lifestyles probably believe they will be the major users of the mobile Internet. Thus, many of them may think they represent the major initial users of the mobile Internet and thus they merely need to ask themselves what contents they would like to see on the mobile Internet.

Chapter 9 will return to this issue and discuss how it is a common mistake for firms to look at new technologies through the filters of existing customers. In fact, the business landscape is cluttered with firms who have done this and failed
. Chapter 10 will discuss some of the ways to solve this problem. 

Sound bites

1) Service providers must reinvent the wheel. The mobile and fixed-line Internet are different but they are not substitutes. A new wheel or network of services, users, contents, devices (in this case, phones), business models, and portals/search engines is needed to make the mobile Internet work. 

2) Service providers play a much more important role in the mobile than in the fixed-line Internet. They must promote the creation of contents and phones through micro-payment systems and the subsidization of phones. 

3) Service providers must create positive feedback between services, users, contents, phones, business models, and portals/search engines. NTT Docomo and the other Japanese service providers have created positive feedback between these various items, and this is why there is more than 5 times the number of mobile Internet users in Japan than in the rest of the world. And Japan represents an even larger percentage of the income from the mobile Internet than the subscribers in the mobile Internet.

4) Service providers must initially focus on simplicity. NTT Docomo created positive feedback by focusing on the initially appropriate services, contents (which are simple), users (who are young), phones (which have large screens), business models, and portals/search engines (which are both simple).

5) New business models are needed. Service and content providers and manufacturers need to change their focus from business to young users in order to generate the initial positive feedback. They must offer low-priced mobile Internet phones and appropriate contents for young people. 

6) Positive feedback will cause each element in the wheel or network to evolve. Japan’s creation of positive feedback has caused the contents, users, phones, business models, and portals/search engines to evolve from simple and young to more complex and diverse. 

� See Wurster and Evans (2000), Chapter 3. 





� Actually, this concept is relative to a single firm or any group of firms that would like to create an interface standard. 


� The first book to recognize this phenomena was Richard Schonberger with this book, Japanese Manufacturing Techniques: Nine Hidden Lessons in Simplicity, NY: the Free Press, 1982. 


� For example, see Modahl, M., Now or Never: How Companies Must Change Today to Win the Battle for Internet Customers, NY: Harper Business, 2000. 


� The first book to describe this phenomena is the Innovator’s Dilemma：When New Technologies Cause Great Firms to Fail, Clayton Christensen, Boston: Harvard Business School Press, 1997. 





