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At the end of the last decade, KDDI faced a number of challenges. Voice revenues were in heavy 
decline and were falling faster than any rise in data revenue could offset it. The lack of a presence 
in the smartphone market limited KDDI’s ability to reduce the impact of churn to its competitors and 
charge more for data services. Image too represented a challenge as KDDI sought a way to battle 
DoCoMo’s premium brand and Softbank’s more youthful face. The operator had to find a way to 
stem market-share losses and ensure that it retained its high-value customers while at the same time 
succeed in acquiring new high-value customers of its own.

In 2010, KDDI and Skype entered into a partnership. Skype services were offered over “au”, the 
operator’s mobile broadband service brand. The integration of Skype's platform onto KDDI’s network 
allowed for a superior voice quality for users of the Skype on au service and provided a clear 
differentiator for Skype’s range of IS-series Android devices launched in November 2010.

The impact of the KDDI-Skype partnership has been rapid. Senior executives at KDDI told us how 
impressed they have been with how quickly Skype has understood the objectives of the partnership 
and acted on them. The impact has been felt at operational and strategic levels. This case study 
seeks to illustrate how KDDI’s partnership with Skype has helped the operator revitalize its image and 
acquire new high-value customers in different segments and makes the point that this has been done 
without any cannibalization of service revenues.

1 Executive summary

ABOUT KDDI
KDDI, as a comprehensive communications company offering both fixed-line and mobile 

communications services, strives to be a leading company during changing times. For 

individual customers, KDDI offers its mobile communications (au mobile phone) and fixed-line 

communications (broadband Internet/telephone) services under the brand name "au", helping 

to realize FMBC (Fixed Mobile and Broadcasting Convergence). And for business clients, KDDI 

provides all services in the ICT (Information and Communication Technology) realm, from FMC 

(Fixed Mobile Convergence) networks to data centers, applications, and security strategies, to 

help clients strengthen their businesses.

ABOUT SKYPE
Skype is communications software whose purpose is to break down barriers to communication. 

With an Internet-connected device, families, friends and colleagues can get together for free 

with messaging, voice and video. At low cost, they can also call landlines or mobiles virtually 

anywhere in the world. Skype has recently introduced group video, allowing groups of more 

than two people to do things together whenever they're apart.

Founded in 2003 and based in Luxembourg. Skype can be downloaded onto computers, mobile 

phones and other connected devices for free at www.skype.com.
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3 Context 
3.1 The operator approach to Internet communications software partnerships
Mobile operator reaction to Internet communications software is still evolving. There are a number of markets 
where hostility is still evident and other markets where VoIP is illegal and strongly policed. However, the 
majority of markets have come to see Internet communications as an ally rather than an outright threat in the 
ongoing struggle to stem voice service revenue losses. Even the perception of the Internet communications 
software providers has evolved – they are no longer seen simply as potential competitors.

The packetized transport of voice is inherently more efficient than circuit-switched and its basis in IP 
technology creates opportunities to develop richer voice services combining data and voice. From a 
purely operational and technological perspective, therefore, Internet communications is the future for 
voice communication as it is more efficient and cost-effective to deliver.

Partnering with an established Internet communications software player is a way for mobile operators 
to acquire Internet communications capabilities quickly and with limited risk attached. Skype has 
emerged as a favored partner and it now has links with a large number of mobile operators – either 
directly through partnership tie-ins or indirectly through app-store downloads.

KDDI and Skype entered into a partnership in 4Q 2010 whereby Skype’s service is offered over 
“au”, the operator’s mobile broadband service. The Japanese market has embraced Internet 
communications software easily – providing discounted calling is less of an issue in Japan since 
diverse  pricing structures and customer segmentation are well advanced in this market.

The ingredients of a successful Internet communications software partnership include how well-
established the provider is and whether or not its Internet communications solution is robust. Skype 
has become a preferred partner as it fulfils these requirements, in particular in the breadth of its 
coverage. However, while coverage and having an established brand are both important considerations 
for mobile operators when choosing Internet communications partners, there are particular 
customer segments that have other needs. The enterprise segment, for example, needs integration, 
management capabilities and enhanced support while the youth segment desires social networking or 
video-call capabilities. And KDDI is a typical operator in that it had these requirements too.

KDDI had a need to provide compelling services to attract new customers while also keeping its 
existing customers. The operator used Skype to help achieve these aims, discouraging churn by 
offering Internet communications software capabilities and counteracting voice-revenue decline by 
encouraging people to take up smartphones and data plans.

Users that subscribe to mobile data plans expect support for certain types of service. Originally, this 
was e-mail with BlackBerry devices playing a big part in the popularization of the smartphone, but 
latterly it has been Internet communications software capabilities. Skype has come to occupy an 
important position with many users simply expecting it to be available on their smartphone device, be 
it pre-integrated or downloaded.

This case study was prepared by Informa Telecoms & Media in August 2011. It is based on interviews 
with executives from KDDI in Japan and Skype executives in Japan, the UK and the US. It aims to give 
strategic decision makers in mobile network operators an account of the relationship between KDDI and 
Skype. It will show how the implementation of Skype products addressed KDDI’s strategic objectives. 

The study illustrates how KDDI’s relationship with Skype has allowed the operator to retain and 
acquire high-value customers and dispels the suggestion that a partnership with an Internet 
communications software provider necessarily cannibalizes an operator’s business. 

Whilst the following case study focuses on an Internet communications software partnership between 
KDDI and Skype, messaging and video calling are also main features of Skype’s offering and are 
as responsible as Internet communications in driving consumer adoption of Skype services. IM, in 
particular, has become one of the most popular features of Skype services beside voice calling.

2 Introduction
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3.2 Reshaping strategies to face up to Japan’s changing communications landscape
Innovative operators coupled with big spending consumers have created one of the world’s most 
advanced and robust content telecommunications ecosystems. And yet, Japan’s communications 
service providers are now experiencing the classic symptoms of market maturity – flat subscription 
growth (only 5% CAGR over the past three years) and a decline in service revenue growth of 2% 
annually over the same timeframe. 

Perhaps most interesting and noteworthy has been the relatively late entry into the smartphone race 
of the country’s two largest mobile operators, NTT DoCoMo and KDDI, which only launched their first 
Android-powered devices in mid-2009 and 2010, respectively. What resulted was a combined market 
share loss of 12% since Softbank’s iPhone launch in July 2008 (see fig. 1). 

These slow but steady market-share losses – and the pressure from shareholders to recapture some 
of the growth seen during the earlier part of the century’s first decade – resulted in a series of fast 
and furious smartphone rollouts, and, in the case of KDDI in particular, a complete revamp in strategy 
around device portfolios and partnerships. 

3.3 KDDI facing up to its conundrum
In the second half of the first decade of the century, KDDI has had to face up to voice revenues falling 
faster than data revenues are rising. Since 2007, when service revenues peaked, KDDI’s voice revenues 
have fallen 10% per year until the end of 2010, while data revenues have grown by 8% per year – and 
from a much smaller base – during the same period (see fig. 2), resulting in continued revenue erosion.  

Declining ARPUs were the main culprit for this predicament and the lack of a smartphone presence 
not only reduced KDDI’s ability to charge more for data, but also prevented the operator from 
stemming churn to competing players. 

Fig. 2: KDDI, voice vs. data revenues, 2006-2010 
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These factors – combined with a brand that was “stuck in the middle” being pressured by market 
leader DoCoMo’s premium brand and flanked by Softbank’s young and hip image – resulted in KDDI 
suffering from revenue and market share declines as subscribers (and in particular the increasing high-
spending youth market) churned to competitors. 

The emergence of the smartphone market saw both Softbank and DoCoMo aggressively pursue the 
younger age brackets. Demand for full-screen, multi-touch devices – particularly the iPhone initially 
– saw Softbank gain a significant share of the net adds, while also maintaining ARPU levels. And, as 
DoCoMo launched its first Android device in 2009, demand for the 3.5”-4” screen bar-type form factor 
engulfed the market, resulting in a shift from operator-led device and service implementation to one 
which was more open and driven by a far broader universe of players.  

Therefore, KDDI needed to tackle three specific changes in its business environment: the popularity 
of smartphones; the continued explosion of data traffic; and the changing nature of competition in 
the market.

The considered conclusion of Takashi Tanaka, KDDI president, was as follows: “Our delay in 
launching smartphones was clearly the reason for our loss of momentum in the mobile business. 
We needed to quickly resolve perceptions of our (brand) inferiority by driving home the message 
that KDDI has changed by offering new services. Starting with ‘Skype on au’ – launched as a 
‘forbidden app’ – we swiftly provided new services by collaborating with companies that had access 
to competitive content.”
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To maintain any relevance in the Japanese market, KDDI made the drastic change to a smartphone-led 
strategy with the launch of its IS-series Android devices in 4Q 2010. 

But a key issue (and irony) of smartphones is the difficulty they pose for operators in terms of 
differentiation. Whereas services and device design have always been tightly controlled, the challenge 
with smartphones is the general uniformity of devices and user experience.  

Understanding this challenge, and its significance to a late adopter, KDDI took the bold move of 
partnering with Skype. Why Skype? With its image of “freshness, connectedness, and being free-of-
charge”, KDDI regarded it as the ideal partner with whom to launch its smartphone offering. 

4.1 Segmentation and differentiation with Skype 
“Free-of-charge” voice calls have always been considered a big risk for mobile operators: A key 
component of the Skype brand, it enables over-the-top Internet communications software services 
and applications, but brings concerns about voice cannibalization. And yet KDDI held firm. It did so for 
three main reasons: 

•	 Skype’s brand power: The fact that KDDI was a late mover in the smartphone market made it 
even more important that its partner had a strong brand, especially with younger users. 

•	 Market-share growth priorities: A reversal of KDDI’s market-share and revenue fortunes was 
essential. The right partnership with the right brand in the smartphone market was seen as a key 
component of its recovery.

•	 First-mover advantage: KDDI considers being first to market as having a positive impact on its 
brand.

The Skype partnership has allowed KDDI to offer existing and new customers an experience that is 
not available to users on its competitors’ networks. 

An important difference is the integration of the Skype platform with KDDI’s network, allowing “Skype 
on au” users to connect with each other via the circuit-switched network, providing superior voice quality 
and, ultimately, a better user experience. In line with KDDI’s 3M Strategy – multi-network, multi-device, 
multi-use – the quality of the seamless service offering is a key differentiator between Skype on au and 
and Skype on smartphones from other networks.

Brand integration has also been successful as Skype has played an important role in KDDI’s 
smartphone marketing. Not only is the Skype client embedded within all KDDI’s smartphones, 
but the Skype brand is a central facet of the operator’s marketing, featuring heavily in outdoor, 
print and TV ads. A shift to “younger and fresher” is all too evident in the operator’s Skype on au 
advertising, as witnessed by its association with global artists such as Lady Gaga and domestic 
stars Arashi in its effort to reach out to younger target segments (see fig. 3). 

4 Product deployment

Fig. 3: Skype on au marketing 
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Co-branding with Skype has not only allowed KDDI to attract new market segments, but it also 
highlights one of the key trends smartphones and open platforms have brought to the mobile industry: 
the power of partnerships with over-the-top players (see fig. 4). As markets evolve from being 
hardware- to software-centric, opportunities for differentiation lie with how operators use relationships 
with important online brands, and how tighter integration enhances services. Certainly, for KDDI’s 
customers, high-quality Skype calls and an enhanced user experience are key aspects of the operator’s 
smartphone offering. 

Fig. 4: Feature to smartphone market evolution 
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5.1 Operational value of Skype partnership
From a branding perspective, the Skype partnership has been helpful to KDDI. Operationally too, there 
have been several benefits. KDDI’s objective of addressing younger market segments and reversing 
market-share losses has started to see some traction – the operator saw three times its initial target 
of total churn-in and customer acquisition during the first two quarters of the operator’s full-scale 
smartphone launch. 

Expanding its smartphone portfolio – including the launch of ISO3 – has helped the growth of 
KDDI’s data ARPU. It has allowed the operator to introduce a premium flat-rate data package 
called IS Flat, which is priced at a slight discount to the ceiling put on the usage-based Double-
Teigaku plan targeted mainly at its feature-phone users (see fig. 5). 

By bundling smartphone packages with flat-rate data, Skype on au and the usual device subsidies, 
the operator saw 86% of new smartphone buyers signing on to the IS Flat package. With these 
users spending, on average, JPY1,600 (US$20.80) more per month than non-users through 
the first full quarter after launch, the carrier’s overall data ARPU has started to increase after 
experiencing flat-to-slightly declining growth (see fig. 6). (Approximately 20% of ISO3 users are 
active Skype users, acting as a significant aid to data usage). 

Revenue growth during the first full quarter after the launch of KDDI’s well-received ISO3 series 
with Skype on au is very significant. A 4% increase – the first year-on-year positive showing since 
March 2008 – has allayed internal fears that a partnership with Skype would lead to revenue 
cannibalization. Growth reverted to type during the second quarter of the year, but the impact 
from March 2011’s earthquake had a negative impact on all sectors in Japan’s economy. 

5 Business benefits

Fig. 5: KDDI variable vs. flat-rate data pricing plans 
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5.2 Skype rewarded for its contribution to mobile solution
In May 2011, the KDDI-Skype partnership was rewarded with Japan’s Mobile Project Award (see 
fig. 7) within the mobile solution section. The ISO3 smartphone itself also won an award in the 
mobile hardware section. 

Fig. 7: Mobile Project Award 2011

Source: Informa Telecoms & Media
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KDDI’s partnership with Skype has been successful in terms of transforming the operator’s image and 
has forced KDDI to address the potential of the domestic smartphone market. Beyond making the 
necessary changes to its product portfolio, its partnership with Skype offered a clearly differentiated 
product that helped to drive ARPU, reduce market share losses, provide opportunities for long-term 
revenue growth, but did not cannibalize revenues (see fig. 8). 

Partnering has provided KDDI with the opportunity to provide seamless Internet services as well as 
giving it the chance to capitalize on co-branding. It has given KDDI an edge and allowed it to compete 
once again on a level playing field with its competition in Japan despite being a late-comer and brand 
laggard to Japan’s smartphone market. 

The market will evolve as smartphone penetration continues to rise – according to Informa Telecoms 
& Media forecasts, 83% of Japan’s mobile device users will be smartphone users by 2015 – meaning 
that operator differentiation will increasingly depend on the applications and services offered. As a 
result, business models will depend more on brands and companies from adjacent sectors, rather than 
just on device offerings and walled-garden services. 

KDDI’s partnership with Skype is an illustration of this strategic direction, and it is why Yutaka 
Yagihashi, general manager of multiple access and service planning at KDDI, expects further 
collaboration with Skype. In his view, the Skype on au project is a starting point for the KDDI-Skype 
relationship.

Fig. 8: Score card showing benefits of Skype partnership on KDDI’s business, by category
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7 Lessons to be learned from KDDI-Skype 
partnership
7.1 Partnership with Skype has allowed KDDI to change its strategic direction
Market-share losses suffered by KDDI in the second half of the last decade put pressure on the 
operator to freshen up its image, attract new customers and discourage further churn from its 
network. Offering Internet communications software capabilities and counteracting an ongoing 
decline in voice revenues by encouraging smartphone usage have been significant features of the 
KDDI-Skype partnership. 

7.2 Smartphone strategy has been an important component of the partnership
Not being a player in Japan’s smartphone market is simply not an option. KDDI was late to enter 
this market, which had a negative impact on its overall brand and its link with the influential youth 
market. Offering Skype services on its IS series of Android devices allowed KDDI to differentiate its 
smartphone portfolio from others in the market.

7.3 Technology and brand integration enhanced customer satisfaction and image
The integration of Skype’s platform in KDDI’s network allowed Skype on au users to contact each 
other via the circuit-switched network, providing superior voice quality and an enhanced customer 
experience. Exploiting Skype’s younger and fresher image has helped KDDI reach out to a particular 
segment of the market that it has targeted – the youth market.

7.4 The strength of its partnership with Skype has made KDDI more attractive to high-
value customers
An effect of KDDI’s relationship with Skype has been the fact that KDDI has seen three times the total 
of churn-in and customer acquisition expected during the first two quarters of the operator’s full-scale 
smartphone launch. 

Since the launch of its IS series of devices, KDDI’s data ARPU has taken an upturn, helped by the fact 
that one-fifth of its ISO3 users are active Skype users.

7.5 Partnership with a Internet communications software player does not have to result 
in revenue cannibalization
KDDI saw a 4% year-on-year rise in service revenues during the first quarter of 2011; this is a strong 
response to the claim that partnering with Skype necessarily leads to revenue cannibalization. Yutaka 
Yagihashi, general manager of product planning at KDDI, said: “Higher data revenues have led to 
higher voice revenues.” Indeed the operator’s MoU of Skype calls was five times higher than it 
expected after the first quarter of its partnership with Skype.


