Transformation of organizational capability for

“Exploration” and “Exploitation” of Japanese companies
Key factors for developing new businesses in South East Asia

June 2022

By Jongwoo Lee (Associate Manager of IGPI Singapore)

*This article is based on a research project conducted jointly by Japan External Trade Organization (JETRO) and IGPI Singapore, and it
is published with JETRO's permission. The detailed report is available on JETRO's website (Only in Japanese).

Abstract:

Japanese companies, which have swept Southeast Asia in the automobile and energy industries, have not
been able to fully take in the growth of the consumer market in Southeast Asia. Although it already has a
business base in Southeast Asia, it has not been able to sufficiently create new businesses. This is because
in Southeast Asia, where the environment is undergoing rapid transformation, "Exploration"” is required more
than before, but many Japanese companies are hampered by past successful experiences and lack the
organizational capability for exploration. On the other hand, some Japanese companies have been engaged
in exploration activities and have achieved certain results.

The result of the joint research with JETRO Singapore suggests that for Japanese companies to succeed in
creating new businesses and continue to grow in emerging Asian countries, there is an urgent need for
organizational transformation for exploration. To achieve the transformation, it is necessary to form and
operate a local team that is autonomous and cross-functional and to get sufficient support from the group
CEO. There are also eight key factors for the formation and operation of the team.

In ASEAN, where the environment is changing rapidly, business opportunities are expanding, and the
“Exploration” is being required more than before

The population of 10 ASEAN countries is about 660 million, making it the third-largest region after China and
India. In recent years, GDP has increased rapidly with the rise in per capita income, rising from $ 0.6 trillion in
2000 to only 13% of Japan, to $ 3.1 trillion in 2020, 61% of Japan. It will account for 6.8 trillion yen in 2030,
which is expected to exceed Japan's GDP (see Figure1?).
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In ASEAN, along with the urbanization, in which more and more people gather in cities, the ratio of the middle
class is increasing in many countries, promoting economic development in the area. In many ASEAN

countries, the ratio of middle-class or higher households is more than 50% nowadays. It is even expected that
not only the middle class but also the wealthy class will increase in the future (see Figure2?, 33).
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(Figure 3) Changes in household income distribution in each country (2000 — 2018)
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Furthermore, in ASEAN, the penetration rate of smartphones is increasing more rapidly than in developed
countries such as Japan, and people in ASEAN use smartphones much more frequently and longer a day

compared to people in Japan. As a result, the leapfrogging (accelerating development by skipping inferior,
less efficient, more expensive or more polluting technologies and industries, and moving directly to more

advanced ones) has also occurred, and the business environment has changed significantly (see Figure 44).
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Figure 4
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The rapid changes mentioned above have given not only opportunities in the growing market, but also
opportunities from the rising demand for solutions to various social issues such as traffic congestion, medical
shortages, and lack of service quality. However, amid such rapid changes, the ability related to exploration is
required more than before. It mainly consists of the creativity to make a new business concept through careful
observation of the site, and the agility to repeat the planning and verification of new business hypotheses at
high speed.

Leapfrogging
(i.e. banking)

Southeast
Asia

In response to these changes, emerging digital and tech companies such as Grab and Go To (Gojek &
Tokopedia) are achieving continuous transformation and growth while developing new businesses one after
another through quick top-down decision making, etc in Singapore and other countries in Southeast Asia.

Acquiring organizational capability for exploration is a challenge for many large Japanese companies
in general

Three or forty years ago, when the environmental changes in ASEAN were gradual, Japanese companies
were very successful in ASEAN with the strength of operational excellence (organizational capability of
“Exploitation” to make better things faster and cheaper) in mainly manufacturing industries such as
automobiles.

However, the mindset and customs cultivated by this successful experience, and the various systems that
supported this success such as the lifetime employment system have been hampering many large Japanese
companies to change. As such, they are having a hard time creating new businesses in the current changing
environment in ASEAN.

On the other hand, some Japanese companies have been engaged in exploration activities and have
achieved certain results. For example, in an emerging country in Asia, a Japanese company in the medical
equipment industry has co-created a service with a startup that provides digital services that are expected to
have synergistic effects with its high-quality product, released the service in a short period, and achieved
financial performance exceeding the initial plan.

In fact, Japanese companies that have strengths in exploitation activities have the potential to realize further
growth in emerging countries in Asia by acquiring organizational capabilities of exploration. Organizational
transformation is an urgent issue for many large Japanese companies.



Key factors of organizational transformation for Japanese companies to succeed in new businesses
in Southeast Asia

Therefore, IGPI Singapore, in collaboration with JETRO Singapore, conducted interviews with more than 30
Japanese companies that are actively engaged in exploration activities. We have found out there are two
main points for Japanese companies to transform and acquire their organizational capabilities of exploration
(see Figure 5).
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The first is to form and operate an autonomous and cross-functional local team. If the headquarters empower
the local team and it can engage in various activities related to creating new business autonomously by itself,
the agility of the team will be improved. In addition, by increasing the diversity of the organization (adding
members with various backgrounds to the team), it is possible to easily conceptualize business plans from a
new perspective, and even if they encounter problems, they will be able to come up with the ideas of solutions
from various angles.

The other is for the group CEO to commit to ensure that such a local team is formed and operated properly.
Since the nature of exploitation of existing businesses and exploration for new businesses are different, there
are often conflicts in terms of resources, etc., and it is often required that the CEO take the initiative in
providing support to the local team.

Then, what should be done to realize the formation and operation of an autonomous and cross-functional
local team? There are eight key factors (see Figure 6).
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(1) Co-creation and penetration of MVV (Mission, Vision, Value) and Strategy

*  The headquarters and overseas offices work together while discussing missions, visions, values, and
strategies in the region in a two-way manner, and they are penetrated to each member in overseas
offices.

(2) Appointment of capable leaders and appropriate delegation

*  Appoint a person who can think in a new way and try hard to make a thing happen as a leader of an
overseas office regardless of his/her nationality.

«  Sufficiently delegate to overseas offices/local teams after clarifying the scope of delegation.

(3) Sufficient resource allocation

. Management allocates resources with direct involvement and support.
»  Provide resources separated from the existing business.

(4) Effective monitoring

»  The headquarters and overseas offices co-create monitoring indicators to reduce unnecessary reporting
work.
. Make business decisions based on rational standards and make proper decisions.

(5) Generation of “knowledge” at overseas offices

*  Accumulate the knowledge and know-how gained/formed at overseas offices, and learn lessons from
failure to be successful next time (do not find a person who is to blame when you fail).

(6) Sharing of "knowledge" at the headquarters / overseas offices

*  Accelerate growth by horizontally utilizing the knowledge and know-how accumulated at the
headquarters / overseas offices in other regions.

. Overseas offices share local business opportunities with the headquarters and collaborate with it for
business development.

(7) Appointment of appropriate management members

+ Add those who have an understanding of creating new businesses in emerging Asian countries to
management members.

(8) Building a foundation to support new business creation

+  Separate the organization that engages in new business creation from the existing organization.

. Develop and allocate human resources (coordinators between the headquarters and overseas offices,
etc.) to promote local new business creation activities

+  Establish and properly operate personnel-related systems (evaluation, remuneration, placement, etc.) to
secure excellent local employees and improve the motivation of Japanese dispatchers.



It is important to derive a unique solution considering the situation of your company

The above eight factors are general solutions that inductively derived success factors and failure factors from
the cases of each company interviewed. However, because management is highly individual, it often fails for
any company to apply the general solution or the success stories of other companies as they are. The
important thing is to identify the essence of the main point as a general solution, interpret it correctly in light of
the company's unique circumstances (including strengths and weaknesses), and apply it (see Figure 7).
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The value provided by IGPI

Whether for digital or traditional organizations, smart transformation is key to growth. Since its establishment
in 2013, IGPI Singapore has been exploring many Japanese companies for market research, strategy
planning, execution support including partner search and approach, ideation, and related training for new
business creation in Southeast Asia. We have provided various services to support our activities. By providing
these services in the form of accompanying, not only the results of exploration activities but also the value of
strengthening the organizational capabilities of each company is provided.
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