Sharing Japan

New paths to success in the sharing economy IBM Institute for Business Value



Executive Report

NEVED]

How IBM Digital Strategy and iX can help

We are renegades and realists who blend strategy,
technology and creativity to tackle every client challenge.
We imagine the businesses that will shape tomorrow’s
world and help our clients make them real. We uncover
insights from data that others can’t see, and deliver
progressive ideas through the use of IBM Design Thinking.
We ground every strategy with a focus on delivering the
ultimate experience — for customers, for employees, for
shareholders. Everything we do drives measurable impact
at scale. For more information, visit ibm.com/ibmix.

Inthis report

New opportunities for growth and value
creation that the sharing economy can
provide in Japan.

Examples of innovative organizations in
Japan and elsewhere that are successfully
leveraging the principles of the sharing
economy.

Step-by-step approaches Japanese
businesses, government organizations and
others can adopt to accelerate the benefits
of the sharing economy.



http://www.ibm.com/ibmix.

A new route to success

The Japanese economy is at a crossroads. With erratic
international markets and equivocal domestic growth,
Japanese businesses once again face challenges.
Without a major paradigm shift, many Japanese
organizations face the risk that business headwinds
could become a sustained economic storm. However,
paradigms do change. New business ecosystems are
emerging, founded on the operating principles of
platform business models and the “sharing economy.”
These ecosystems provide new pathways to transform
how customers engage, and redefine ways in which
products are produced, priced and marketed.

Buffeted by dramatic regional and global economic forces, Japan finds itself at the
leading edge of a demographic tide — one that is likely to cause domestic markets to
remain static at best, or perhaps even to shift into a phase of sustained contraction.
In the face of these challenges, Japan’s businesses need to fundamentally rethink
how they engage markets and customers. A new strategic blueprint is required.

Emerging business ecosystems and platforms based on the rapidly evolving principles
of the sharing economy provide a new direction forward (see the sidebar, “What is the
sharing economy?”). By embracing the sharing economy, Japanese businesses might
not only avert the most dramatic impacts of unfavorable demographics, but actively
chart a new route toward sustained economic success.

What is the sharing economy?

The sharing economy can be defined as an economic or socio-economic ecosystem
built around activities in which ownership or use of human, physical and intellectual
resources are distributed across more than one individual or entity. It might include
shared creation, production, distribution, trade or consumption of goods or services by
different people or organizations.
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54%

of Japanese executives surveyed
recognize that participation in the
sharing economy offers significant
benefits to Japanese consumers

But 35%

of Japanese executives say that
the sharing economy is merely a
passing fad

‘Only 13%

say that the sharing economy
impacts their industry or
organization

Facing an uncertain future

Japanese business titans have had a hard row to hoe for the past two decades. Confronted
by regional instability, intensifying global competition and slow growth at home, many of
the top Japanese business leaders have ceded market leadership to competitors. As a
consequence, between the years 2000 and 2015, the number of Global Fortune 500
businesses headquartered in Japan fell from 107 to 54, a decline of almost 50 percent.*

Until recently, international business has been set against a background of growing global
markets. However, this trend is beginning to change. The effects of an aging population
and other demographic challenges are beginning to also impact Europe, China and other
major trading partners of Japan. Growth of other emerging economies, which have given
impetus to the success of global business over the past 30 years, is also likely to decline,
while global competition is set to further intensify (see Figure 1).2

Figure 1
Emerging market economic activity, 2006-2023
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Japanese businesses seeking growth opportunities in the domestic market are also

likely to experience constraints. Consumption per capita in Japan has grown by less than
half a percentage point annually in real terms over the past decade.? Equally low — or even
negative —rates of consumption growth are projected to become commonplace in the
future (see Figure 2).* The net impact of this confluence of economic and demographic
forces paints a challenging picture for even the most dynamic and entrepreneurial
Japanese business leaders.

Figure 2
Boom to decline — Japan domestic consumption growth, 1970-2014
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Defining a new approach

With companies approaching markets with the same products, channels and messages
as in the past, it should be unsurprising that customers are responding in the same
ways. If Japan’s businesses are to grow, a new paradigm is required. The sharing
economy provides such a shift. Beyond the initial hype and overpromises, the
underlying principles of the sharing economy — combined with platform economics and
ecosystems — can help traditional businesses redefine engagement with customers;
restructure creation, production and distribution of products and services; and reinvent
markets and business models.®

Sharing economy principles can provide building blocks for businesses to advance new
forms of innovation. In the process, these businesses can better satisfy unmet or
emergent customer needs and inject renewed economic vitality, even into staid markets.
Benefits to customers and businesses are manifest: new products, services and
ownership models rekindling existing —and creating entirely new — demand.

But sharing economy principles can also be applied to other societal challenges in Japan.
Low labor-force participation and birthrates, constrained infrastructure and a rapidly
aging population, among other issues, can be significantly redressed through creative
application of sharing economy principles.



First, the sharing economy can support construction of more efficient marketplaces.
Unlike traditional markets, digital platforms —on which businesses founded in the
sharing economy are typically based — enable real-time matching of demand and supply.
So inefficiencies due to poor information or other disconnects between buyers and
sellers, for example, are reduced or removed.

Second, the sharing economy challenges the traditional role of consumers. Rather than
acting as passive receivers of products and services, consumers can also become
producers. A clear example is co-generation of electricity. Historically, electricity was
generated at large private or state-owned power stations, transmitted to urban centers
and then distributed to individual households.

However, in markets in which households are equipped with solar or other types of
renewable generation capability, consumers not only consume, but also contribute
electricity to the grid. Such situations are rapidly becoming universal with organizations
such as Vandebron, a new energy services company in the Netherlands that connects
consumers directly to local power producers. Using a subscription model, Vandebron
verifies that supply matches demand and that the selected producer can generate
sufficient power to meet consumers’ needs.®
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Third, in the sharing economy, consumption — and for that matter, production — becomes
significantly more experience-based. Digitalization enables much greater opportunity to
link and match people, and to create and orchestrate a dialog or conversation, which
provides the foundation of experience. With this capability, organizations or other parties
are able to construct deeper, richer, more engaging experiences through new business
models or processes (see Figure 3).

Figure 3
Evolution of digital business models — from bricks and clicks to Digital Reinvention™
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Fourth, the sharing economy redefines the concept of asset ownership. With limited
spending power and resources, consumers need no longer lock up sizeable investments
in assets that they use only infrequently. Instead they can consume shared assets as
needed, freeing up capital for other purposes that might provide additional benefits.

Finally, the sharing economy opens the door to entirely new types of opportunities for
monetization. Rarely used assets become income generators within a sharing economy.
For example, lending clothes, bags or jewelry — indeed, lending almost anything —
becomes possible.

And with new capabilities comes innovation, enabling opportunities for
entrepreneurialism and growth. Numerous entrants are identifying opportunities to help
consumers monetize sharing. For example, Turo, Inc., a California-based startup, helps
people share their cars when they are not using them; UK-based Rentez-Vous helps
people share their clothing; and new businesses such as Transfix, Inc. and Loadsmart,
Inc. are looking to optimize trucking loads by more efficiently matching customers with
trucks in shared load space.”

In summary, by approaching traditional markets through the prism of the sharing
economy, Japan’s businesses —and consumers — not only can tap into existing unmet
demand, but can create new demand in ways they might not previously have considered.
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Hesitating to share

To better understand the impact of the sharing economy on Japan, the IBM Institute for
Business Value, in collaboration with Oxford Economics, conducted a survey of 854
Japanese executives across 17 industries, including 50 government leaders (see the
Methodology section at the end of this report for more details).

As many as 54 percent of Japanese executives surveyed recognize that participation in
the sharing economy can offer significant benefits to Japanese consumers. However,
they have little confidence in Japanese consumers’ willingness to make the changes
necessary to benefit from it.

Fully 55 percent of executives say that Japanese customers are unwilling to share their
assets, and only 26 percent say that customers are willing to cede complete asset
control. Even more concerning, only 28 percent of executives say that Japanese
customers are willing to engage in non-traditional channels, and only 20 percent say
that new business models based on the principles of the sharing economy are actually
emerging.

One-third of Japanese executives say that the sharing economy is merely a passing fad.
And despite leading global automotive companies — such as BMW and Daimler — publicly
adjusting the basis of their strategies from traditional manufacturing to experience-
centered mobility services, just 14 percent of Japanese automotive industry leaders say
that the sharing economy is impacting the Japanese economy to a large or great extent.®
Similarly, despite the global penetration of peer-to-peer lending and other sharing economy
principles across the banking and financial markets industry, only 8 percent of Japanese
banking executives say that the sharing economy is having a large or great impact.



Skepticism of the sharing economy among Japanese executives is widespread. Overall,
only 10 percent say that sharing activities and business models are impacting the
Japanese economy overall, and 13 percent say that they are impacting their industry or
organization. The number of executives who say they believe these things will impact
their organization over the next three to five years rises slightly to 16 percent.

When asked why sharing economy principles are unlikely to succeed in Japan, executives
cited a range of reasons, from inconsistency with established business models to an
unwillingness of staff to adapt (see Figure 4).

Figure 4
No sharing today, thank you - barriers to sharing economy engagement
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Sharing a vision
Figure 5 When we segmented respondents by the extent of their focus on innovation as a core
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Source: IBM Institute for Business Value analysis.

business activity, however, we saw different patterns. Only 36 percent of respondents
rated their organizations as having a high focus on innovation.

These innovators see the impact of the sharing economy on Japan very differently. Sixty-
seven percent of innovators say that the sharing economy offers significant benefits to
Japanese consumers, and 60 percent indicate it offers significant benefits to Japanese
companies — compared to just 47 percent and 35 percent for non-innovators respectively.

And innovators also see the sharing economy creating new opportunities for Japan’s
startup community. Fifty-nine percent of them say that the sharing economy offers
significant benefits to the startup community, almost double that of non-innovators
(see Figure b5).

Almost half of the executives from the innovator group indicate that the sharing economy
will have a significantly positive impact on the wider Japanese economy, compared to just
20 percent of non-innovators. And innovators also see the sharing economy positively
impacting some of Japan’s more critical social challenges. Fifty percent said that the
sharing economy can help address issues with elderly care, 50 percent said that it can
help take on childcare issues, and 46 percent said that it can help redress issues with
transportation, compared to 28 percent, 30 percent and 24 percent of non-innovator
organizations respectively.
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Share it forward

In the IBM Institute for Business Value study, “Japan ascending: Four steps to
reignite growth and vitality in the Japanese economy,” a survey of more than
1,000 Japanese executives revealed six central threats to the country’s economy
(see Figure 6).° The sharing economy can foster new initiatives and solutions to
help Japan address these challenges.

Inrelation to the shrinking domestic market, the sharing economy can create new
possibilities for growth and value creation. For example, New York-based company
WeWork Companies Inc. identified a lack of affordable workspace as a critical
constraint among startups. To fill the gap, the company created a business modelin
which entrepreneurs and small businesses can rent shared workspaces. The company
has been very successful in building its own business and in supporting entrepreneurs
in growing their own.*®

The sharing economy also promotes better usage of resources and infrastructure.
For example, Seattle-based startup Flexe, Inc. has created a warehousing sharing
platform with which participating organizations can buy or sell empty warehouse
space among themselves.'*

By providing a platform for discovering talent and building new skills, the sharing
economy can help improve labor productivity. San Francisco-based online platform
Udemy, Inc., for instance, has built a global marketplace for online learning and
teaching. Udemy enables everyday experts to share their skills and experience by
building curricula and creating online courses for people who want to expand their
experience base and knowledge.*?

Figure 6
Time to focus — key challenges for the Japanese economy
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The sharing economy is uniquely positioned to help facilitate reentry of women in Japan
into the formal workforce by enabling them to engage in employment on their terms. For
example, California-based Upwork Global Inc. is a global freelancing platform that built a
network of 12 million registered freelancers and 5 million registered clients. Three million
jobs are posted annually, allowing individuals outside of full-time or formal employment
to engage — or reengage — with the formal economy on a part-time, shared or otherwise
fractional basis.®®

By opening up markets and matching buyers and sellers directly, the sharing economy
can dramatically increase transparency and accountability. For example, Paris-based
ridesharing company BlaBlaCar provides a two-way rating mechanism, whereby riders
can rate the car owner and vice versa.4

And finally, where the economics of traditional business might be inconsistent in addressing
particular needs of specific populations such as the elderly, the sharing economy can forge
new business models and environments that provide otherwise unavailable services with
significantly less overhead. For example, Seattle-based Rover.com connects pet owners
with pet sitters and dog walkers, and even allows pet owners to discover, book and manage
personalized care for their pets while away from home.*®
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As with many startups, those relying on the principles of the sharing economy often face
delays in achieving profitability.*¢ But despite this, sharing economics continue to disrupt
traditional business models. And in many areas, sharing-oriented businesses and
business models are still expected to grow faster than traditional ones.”

Indeed, sharing economy principles are already permeating the Japanese economy.
For example, the Sharing City project supports local city governments in revitalizing
regional economies and solving social issues. It does so by leveraging sharing economy
business models such as ride sharing and space sharing. Fifteen Japanese cities have
certified themselves to be sharing cities.'® These cities are partnering with sharing
economy businesses such as Airbnb, a space sharing platform, AsMama Inc., a child
rearing platform to help working mothers, and TABICA, a tourism-matching platform,
to attract more tourists.*”

Similarly akippa Inc., an online garage and parking-sharing platform based in Osaka,
Japan, is helping improve utilization of and investment in new infrastructure. Established
in 2014, akippa is expanding the net supply of available parking spaces by enabling
owners of unused spaces to rent them out by the hour or the day. Since starting
operations in 2014, akippa has grown to become the third-largest parking provider

in Japan.?®
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While some “gig-economy” businesses have struggled elsewhere, in Japan they are
playing a critical role in opening avenues for underemployed segments to re-engage
with the formal workforce. CrowdWorks Inc., a major freelancing platform in Japan
headquartered in Tokyo, has almost one million registered workers and 130,000 clients,
including government ministries. The platform has grown by 146 percent per year since
September 2013.2*

Inan environment in which birthrates are reaching new lows, Yokohama-based AsMama
Inc. has made child-rearing easier by building a platform in which parents can share
childcare responsibilities within safe and comfortable online and offline communities.??
AsMama currently has a user base of more than 36,000 Japanese under seven years old.?

And Yamato Transport Co., Ltd. developed a privacy system for delivery of goods
purchased on online peer-to-peer marketplaces. The system masks the name and
address of both the seller and the buyer. Confidence in the security of users’ personal
information is essential: Yamato’s privacy system supported growth in Japan’s largest
online marketplace app, Mercari.?*
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Share away: Putting it in motion

Japan’s businesses can adopt a four-step approach for better utilizing the principles
of the sharing economy (see Figure 7).

Step 1: Envision new ways of customer engagement
Recognize that traditional modes of innovation no longer deliver the outcomes or

value they once did. Identify and pursue new customer engagement opportunities even
as they involve new or alternate business models. Recognize opportunities and pitfalls
associated with new and different ways of connecting with customers. Employ design-
thinking tools to better understand customers needs, wants and aspirations. Brainstorm
new ideas and visualize new scenarios.

Figure 7

Ready to move forward — four steps to a new type of engagement
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Source: IBM Institute for Business Value analysis.
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Step 2: Build a long-term program of many innovations and launches

Promote continuous reinvention of customer experiences. Involve customers directly
in strategic discussions and planning with a view to co-creating new business models,
products and services. Invest in capabilities that accelerate your organization’s ability
to launch new ideas into the market. Use agile development to quickly create pilots and
prototypes through rapid testing and calibration.

Step 3: Rethink organizational culture and better incentivize employees to succeed
Recognize that sharing initiatives inevitably disrupt traditional organizational structures
and lines of business (LoBs). Assemble “skunkworks” teams — small groups that develop
and own innovative initiatives, then sell new value propositions to LoBs. And prepare
resources based on targeted future environments and scenarios.

Step 4: Build and promote ecosystem connectivity

Reassess how your current business environment operates, how partnering occurs and
how your people interact with customers. Seek collaborations and partnerships with
other complementary organizations that are similarly committed to innovation and
exceptionalism. Think beyond your organization, broadening the aperture of possible
business and engagement models based on what might be done by bringing together
assets, capabilities, people and technologies from across the ecosystem.
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The Japanese government can pursue a three-step approach to accelerating benefits
from the sharing economy (see Figure 8).

Step 1: Engage with ecosystem partners to envision new economic opportunities
Recognize that new technologies and business models are significantly disrupting
industries — creating some losers, but also new opportunities for economic growth.
Identify and engage with key ecosystem partners — industry and education leaders,
entrepreneurs and others —and find ways to remove constraints to economic growth.
Identify any potential risks of new business models, and become a partner in advancing
new regulatory approaches.

Step 2: Collaborate in new business model experiments and evaluate impact
Work with key ecosystem partners to understand and architect new experiments, pilots

and other initiatives, and test and optimize potential policies and regulatory approaches.

Step 3: Support deployment of new sharing economy platforms

Collaborate with ecosystem partners to enable sharing economy platforms and
business models that support economic growth and redress societal challenges.
Develop sustainable governance structures that continually assess effectiveness
of policies and regulations.

Figure 8
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Relevance to the 2020 Tokyo Olympics?®

Application of sharing economy principles can
help Tokyo address some of the key challenges
associated with the 2020 Olympic Games. Recent
experience in Rio de Janeiro provided a proof of
concept for ride services, such as Uber and 99,
and accommodation sharing services such as
Airbnb and Voltem, to help alleviate infrastructure,
accommodation and transportation constraints.

To achieve similar benefits in Tokyo, organizing
officials can proactively engage with
entrepreneurs and traditional businesses to
explore opportunities for how sharing economy
platforms and business models can help. The city
still has time to experiment and pilot systems to
evaluate them for viability and feasibility.
Government leaders can leverage this opportunity
to assess the economic contributions of the
sharing economy to the wider Japanese economy
and society.

Is your organization ready for the sharing economy?

— What are the major avenues to growth and expansion that your organization is currently
pursuing, and how likely are they to yield the business outcomes you seek?

— How might you begin to apply sharing economy principles to your current business
models and customer engagement activities?

— How can you use sharing economy principles to fundamentally rethink how your
business engages with other organizations and customers to build entirely new market
opportunities?
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